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Dear fellow unitholders: 

2019 has been an outstanding year for PROREIT so far, and I am pleased with what we have accomplished in the third quarter of 2019.  

Our portfolio has never been stronger or as well diversified. During the third quarter, we completed the acquisition of seven high-quality assets on an accretive 

basis. These buildings are all well-located and have a solid tenant base.  

With our increased scale and a growing profile, we have access to properties within larger urban centres, with about one-third of our GLA now located in the 

attractive Montreal and Ottawa regions. From an asset class standpoint, we have increased our exposure to the compelling industrial and commercial mixed-

used sectors, which now account for more than 64% of our GLA. 

We also completed a $57.6 million bought-deal public offering, our largest equity raise to-date. Given the growing appetite for our units and our consistent 

payment of stable distributions, we are gratified to deliver solid returns for our unitholders.  

Strong Business Fundamentals 

We delivered a strong performance in the third quarter, reflecting the strength of our business fundamentals. We now own 91 properties with total assets of 

$628.6 million at quarter-end. That’s compared to $432.2 million in assets at the same date last year, resulting from the 15 acquisitions made in the last 12 

months. 

Property revenue in the quarter was $13.2 million, a 29.7% increase compared to the same period last year, primarily driven by acquisitions completed in the 

last twelve months. Same Property NOI(1) was up 1.4% year-over-year to $6.5 million. Net operating income (NOI)(1) was $8.5 million, a 28.3% year-over-year 

increase, net cash flows provided from operating activities totaled $5.3 million, a $1.7 million increase and AFFO(1) totalled $5.1 million, a $1.4 million increase, 

also as a result of our property acquisitions.  

Our AFFO Payout Ratio(1) stood at 111.0%, compared to 109.6% for the same period last year. It is important to note that this is mainly due to the lag between 

the deployment of funds from the mid-August 2019 equity offering and the acquisition of properties at the end of September 2019 when the majority of those 

funds were deployed. In line with our growth strategy, the full deployment of the proceeds will have an accretive impact on our AFFO(1) and lower our Payout 

Ratio(1) over the next few months. 

Net comprehensive income amounted to $6.9 million, $2.9 million lower compared to the same period last year, resulting from non-cash fair value gain 

adjustments on investment properties being somewhat less, partially offset by the impact of property acquisitions.  

Total Debt to Gross Book Value(1) stood at 56.7% at September 30, 2019, compared to 51.1% at the same date in 2018. Again, these numbers do not reflect 

the fully stabilized results of new equity deployment. 

Distributions to unitholders totalling $0.0525 per unit were declared monthly during the three months ended September 30, 2019. 

Our operational key metrics were also robust. Occupancy rate increased to 98.2% at quarter-end from 97.9% three months earlier, and over 91% of our leases 

maturing in 2019 had been renewed as at September 30, 2019. Our anchor, high profile 10 largest tenants accounted for approximately 34.9% of annualized 

in-place and committed base rent at September 30, 2019, while credit quality tenants represented 45.5% of in-place annualized base rent. 

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators” 
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Leveraging Our Strengths 

Subsequent to quarter-end, on October 23, 2019, we held our first-ever analyst property tour in Ottawa, which included a tour of eight of our office and 

industrial properties. This was an opportunity to reiterate our growth and diversification strategy in high-demand asset classes and in provinces with a sound 

and resilient economy.   

Our asset and property management functions are now well integrated and we intend to achieve additional synergies that will improve our results over time 

to the benefit of unitholders. With TSX graduation and management internalization now behind us, our key operational metrics can truly reflect our strong 

momentum. 

Given the current economic fundamentals in Canada, we expect the low-interest rate and high liquidity context to prevail. The real estate market outlook 

should also remain favourable, with demand for properties remaining solid and rental rates firming up. We will continue to seek opportunities to strategically  

grow, diversify and improve our asset portfolio, while achieving additional economies of scale. 

Finally, I would like to thank our Board of Trustees, our employees and our investors for their confidence. It has been a rewarding nine months, and we look 

forward to continuing on our journey to create sustainable value for our unitholders.  

Sincerely, 

 
 
 
 
(signed) James W. Beckerleg 
President and Chief Executive Officer 
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PART I 

FINANCIAL AND OPERATIONAL HIGHLIGHTS 

 

September 30 
2019 

September 30 
2018 

 
Operational data   

Number of properties  91   76  

Gross leasable area (square feet) ("GLA")  4,396,004   3,041,030  

Occupancy rate (1)  98.2%   98.1%  

Weighted average lease term to maturity (years)  5.6   6.5  

 

(CAD $ thousands except unit, per unit amounts and unless otherwise 
stated) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

 
Financial data     

Property revenue $ 13,241  $ 10,210  $ 40,312  $ 28,682  

Net operating income (NOI) (2) $ 8,525  $ 6,643  $ 25,431  $ 18,389  

Total assets $ 628,604  $ 432,176  $ 628,604  $ 432,176  

Debt to Gross Book Value (2) 56.72% 51.05% 56.72% 51.05% 

Interest Coverage Ratio (2) 2.8x 2.5x 2.7x 2.6x 

Debt Service Coverage Ratio (2) 1.7x 1.6x 1.7x 1.6x 

Weighted average interest rate on mortgage debt  3.74%   3.82%   3.74%   3.82%  

Net cash flows provided from operating activities  $ 5,339  $ 3,666  $ 9,498  $ 9,024  

Funds from Operations (FFO) (2) $ 4,410  $ 3,344  $ 10,279  $ 8,335  

Basic FFO per unit (2)(3) $ 0.1234  $ 0.1317  $ 0.3126  $ 0.3410  

Diluted FFO per unit (2)(3) $ 0.1205  $ 0.1288  $ 0.3050  $ 0.3345  

Adjusted Funds from Operations (AFFO) (2) $ 5,070  $ 3,652  $ 14,747  $ 10,107  

Basic AFFO per unit (2)(3) $ 0.1419  $ 0.1438  $ 0.4485  $ 0.4135  

Diluted AFFO per unit (2)(3) $ 0.1386  $ 0.1407  $ 0.4376  $ 0.4056 

AFFO Payout Ratio – Basic (2)  111.0%   109.6%   105.4%   114.3%  

AFFO Payout Ratio – Diluted (2)  113.6%   111.9%   108.0%   116.5%  

(1) Occupancy rate includes lease contracts for future occupancy of currently vacant space. Management believes the inclusion of this committed space provides a more balanced 

reporting. The committed space at September 30, 2019 was approximately 30,327 square feet of GLA (79,989 square feet of GLA at September 30, 2018). 

(2) Non-IFRS measure. See "Non-IFRS and Operational Key Performance Indicators". 

(3) Total basic units consist of Units (as defined herein) and Class B LP Units (as defined herein). Total diluted units also includes deferred trust units and restricted trust units issued 

under the REIT's long-term incentive plan. 

 
MANAGEMENT'S DISCUSSION AND ANALYSIS 

This management discussion and analysis (“MD&A”) sets out PRO Real Estate Investment Trust’s (the “REIT”) operating strategies, risk profile considerations, 

business outlook and analysis of its financial performance and condition for the three and nine month periods ended September 30, 2019. This MD&A is based 

on financial statements prepared in accordance with International Accounting Standards ("IAS") 34: Interim Financial Reporting using accounting policies 

consistent with International Financial Reporting Standard (“IFRS”) as issued by the International Accounting Standards Board ("IASB").  

This MD&A should be read in conjunction with the REIT’s condensed consolidated interim financial statements and accompanying notes for the three and nine 

month periods ended September 30, 2019 (the “Q3 2019 Financial Statements”), the REIT’s audited consolidated financial statements and accompanying notes 

for the year ended December 31, 2018 (the “2018 Annual Financial Statements”) and management’s discussion and analysis thereon (the “2018 Annual 

MD&A”), and the REIT’s annual information form for the year ended December 31, 2018 (the “2018 Annual Information Form” and together with the 2018 

Annual Financial Statements and 2018 Annual MD&A, the “2018 Annual Reports”). These documents and additional information regarding the business of the 

REIT are available under the REIT’s profile on the System for Electronic Document Analysis and Retrieval (“SEDAR”) at www.sedar.com.  
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The REIT’s reporting currency is the Canadian dollar (“CAD”). All amounts except unit, per unit and square footage amounts and as otherwise stated, are in 

thousands of CAD and have been rounded to the nearest CAD thousand. Unless otherwise stated, in preparing this MD&A, the REIT has considered information 

available to it up to November 13, 2019, the date the REIT’s board of trustees (the “Board”) approved this MD&A and the Q3 2019 Financial Statements. 

On May 7, 2019, the REIT commenced trading on the Toronto Stock Exchange (the “TSX”) under the symbol “PRV.UN” at which time the trust units of the 

REIT (“Units”) were delisted from, and ceased trading on, the TSX Venture Exchange (the “TSXV”). In connection with the TSX listing, the Units and the special 

voting units of the REIT (“Special Voting Units”, and collectively with the Units, the “Voting Units”) were consolidated on the basis of one (1) post-consolidation 

Voting Unit for three (3) pre-consolidation Voting Units and the Class B limited partnership units (“Class B LP Units”) of PRO REIT Limited Partnership (“PRLP”) 

and the units under the REIT’s long term incentive plan were concurrently consolidated on the basis of the same consolidation ratio (the “Consolidation”). 

The Consolidation was implemented after the close of markets on May 6, 2019. The number of Voting Units, Class B LP Units and units under the long-term 

incentive plan have all been proportionately adjusted within this MD&A for all periods presented to reflect the Consolidation.  

FORWARD-LOOKING STATEMENTS 

This MD&A contains forward-looking statements and forward-looking information (collectively, “forward-looking statements”) within the meaning of 

applicable securities legislation, including statements relating to certain expectations, projections, growth plans and other information related to REIT’s 

business strategy and future plans. Forward-looking statements can, but may not always, be identified by the use of words such as “seek”, “anticipate”, “plan”, 

“continue”, “estimate”, “expect”, “may”, “will”, “project”, “predict”, “potential”, “targeting”, “intend”, “could”, “might”, “would”, “should”, “believe”, 

“objective”, “ongoing”, “imply”, “assumes”, “goal”, “likely” and similar references to future periods or the negatives of these words and expressions and by 

the fact that these statements do not relate strictly to historical or current matters. These forward-looking statements are based on management’s current 

expectations and are subject to a number of risks, uncertainties, and assumptions, including market and economic conditions, business prospects or 

opportunities, future plans and strategies, projections and anticipated events and trends that affect the REIT and its industry. Although the REIT and 

management believe that the expectations reflected in such forward-looking statements are reasonable and are based on reasonable assumptions and 

estimates as of the date hereof, there can be no assurance that these assumptions or estimates are accurate or that any of these expectations will prove 

accurate.  Forward-looking statements are inherently subject to significant business, economic and competitive risks, uncertainties and contingencies that 

could cause actual events to differ materially from those expressed or implied in such statements. 

Some of the specific forward-looking statements in this MD&A include, but are not limited to, statements with respect to the following:  

• the intention of the REIT to distribute a portion of its available cash to securityholders and the amount of such distributions; 

• the ability of the REIT to execute its growth strategies;  

• the expected tax treatment of the REIT’s distributions to unitholders;  

• the REIT’s capital expenditure requirements for its properties;  

• the ability of the REIT to qualify for the exclusion from the definition of "SIFT trust" in the Income Tax Act (Canada) (the "Tax Act"); 

• the expected occupancy and the performance of the REIT’s properties; and  

• the debt maturity profile of the REIT. 

Actual results and developments are likely to differ, and may differ materially, from those anticipated by the REIT and expressed or implied by the forward-

looking statements contained in this MD&A. Such statements are based on a number of assumptions and risks which may prove to be incorrect. Important 

assumptions relating to the forward-looking statements contained in this MD&A include assumptions concerning the REIT’s future growth potential, expected 

capital expenditures, competitive conditions, results of operations, future prospects and opportunities, industry trends remaining unchanged, future levels of 

indebtedness, the tax laws as currently in effect remaining unchanged and the current economic conditions remaining unchanged.  
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Many factors could cause the REIT’s actual results, performance or achievements to be materially different from any future results, performance or 

achievements that may be expressed or implied by such forward-looking statements, including, without limitation, risks and uncertainties relating to: real 

property ownership; diversification risk; dependence on key personnel; fixed costs; financing risks and leverage; liquidity of real property investments; current 

global capital market conditions; acquisition and development; potential conflicts of interest; competition; geographic concentration; general uninsured losses; 

access to capital; interest rate exposure; environmental matters; litigation risk; potential undisclosed liabilities; internal controls; security of information 

technology; indexation for inflation and duration of lease contracts; limit on activities; insurance renewals; joint venture/partnership arrangements; 

foreclosure; appraisals; occupancy by tenants; lease renewals and rental increase; taxation matters; change of tax laws; ownership by securityholders; 

acquisition of future properties; volatile market price for units; cash distributions are not guaranteed; restrictions on redemptions; subordination of the units; 

nature of investment; unitholder liability; and dilution. These factors are not intended to represent a complete list of the factors that could affect the REIT; 

however, these factors, as well as those risk factors presented under the heading “Risk Factors” in the 2018 Annual Information Form, elsewhere in this MD&A 

and the 2018 Annual Reports and in other filings that the REIT has made and may make in the future with applicable securities authorities, should be considered 

carefully.  

Should one or more of these risks or uncertainties materialize, or should assumptions underlying the forward-looking statements prove incorrect, actual results, 

performance or achievements could vary materially from those expressed or implied by the forward-looking statements contained in this MD&A. These factors 

should be considered carefully and prospective investors should not place undue reliance on the forward-looking statements. Although the forward-looking 

statements contained in this MD&A are based upon what management currently believes to be reasonable assumptions, the REIT cannot assure prospective 

investors that actual results, performance or achievements will be consistent with these forward-looking statements. 

These forward-looking statements are made as of the date of this MD&A and the REIT does not intend, and does not assume any obligation, to update these 

forward-looking statements, except as required by law. The REIT cannot assure investors that such statements will prove to be accurate as actual results and 

future events could differ materially from those anticipated in such statements. Investors are cautioned that forward-looking statements are not guarantees 

of future performance and accordingly investors are cautioned not to put undue reliance on forward-looking statements due to the inherent uncertainty 

therein. 

NON-IFRS AND OPERATIONAL KEY PERFORMANCE INDICATORS 

The following non-IFRS and operational key performance indicators are important measures used by management in evaluating the REIT’s underlying operating 

performance and debt management. These measures are not defined by IFRS, do not have a standardized meaning, may not be comparable with similar 

measures presented by other income trusts or enterprises and should not be construed as alternatives to other financial measures determined in accordance 

with IFRS.  

Net Operating Income (“NOI”)  

NOI is defined by the REIT as revenues from investment properties less property operating expenses such as taxes, utilities, property level general 

administrative costs, advertising, repairs and maintenance. NOI does not include charges for interest and other amortization. This non-IFRS measurement is 

an important measure used by the REIT in evaluating property operating performance. Refer to the table under “Part III – Results of Operations” and the table 

under “Part V – Summary of Quarterly Results” for the calculation of NOI.  

Same Property NOI ("Same Property NOI") 

Same Property NOI is a non-IFRS financial measure used by the REIT to assess the period over period performance of those properties owned by the REIT in 

both periods. In calculating Same Property NOI, NOI for the period is adjusted to remove the impact of straight-line rent revenue and tenant inducements 

amortized to revenue in order to highlight the 'cash impact' of contractual rent increases embedded in the underlying lease agreements. Same property 

performance is a meaningful measure of operating performance because it allows management to assess rent growth and leasing activity of its portfolio on a 

REIT property basis and the impact of capital investments. See “Part III – Results of Operations – Overall Analysis – Same Property NOI Analysis”.  

Funds from Operations (“FFO”)  

Management believes FFO is an important measure of the REIT’s operating performance. This non-IFRS measurement is a commonly used measure of 

performance of real estate operations; however, it does not represent net income nor cash generated from operating activities, as defined by IFRS, and is not 

necessarily indicative of cash available to fund the REIT’s needs. The REIT calculates FFO in accordance with the White Paper on FFO and AFFO for IFRS (the 

“FFO and AFFO White Paper”) issued in February 2019 by the Real Property Association of Canada (“Realpac”). Management believes that FFO provides an 

operating performance measure that, when compared period-over period, reflects the impact on operations of trends in occupancy levels, rental rates, 

operating costs and property taxes, acquisition activities and interest costs, and provides a perspective of the financial performance that is not immediately 

apparent from net income determined in accordance with IFRS. 
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FFO has been reconciled to net comprehensive income in the table under “Part IV – Distributions and Adjusted Funds from Operations”. FFO adds back to net 

income items that do not arise from operating activities, such as fair value adjustments. FFO, however, still includes non-cash revenues related to accounting 

for straight-line rent and makes no deduction for the recurring capital expenditures necessary to sustain the existing earnings stream. 

Adjusted Funds from Operations (“AFFO”)  

The REIT does not calculate AFFO in accordance with the FFO and AFFO White Paper. AFFO is defined by the REIT as FFO of the REIT, subject to certain 

adjustments, including: (i) amortization of fair value mark-to-market adjustments on mortgages acquired, amortization of deferred financing costs, 

amortization of tenant incentives and leasing costs, straight-line adjustments to rent and compensation expense related to unit-based incentive plans; (ii) 

deducting normalized maintenance capital expenditures and normalized leasing costs, as determined by the REIT, and (iii) one time costs including transaction 

costs and debt settlement costs. Normalized leasing costs represent leasing costs paid and amortized over the new lease term. Other adjustments may be 

made to AFFO as determined by the trustees of the REIT in their discretion. Management believes AFFO is an important measure of the REIT’s economic 

performance and is indicative of the REIT’s ability to pay distributions. This non-IFRS measurement is commonly used for assessing real estate performance; 

however, it does not represent cash generated from operating activities, as defined by IFRS, and is not necessarily indicative of cash available to fund the REIT’s 

needs. AFFO has been reconciled to net comprehensive income in the table under “Part IV – Distributions and Adjusted Funds from Operations” and to cash 

flow provided from operating activities in the table under “Part IV – Distributions and Adjusted Funds from Operations – Distributions”.  

Adjusted Cashflow from Operations ("ACFO") 

ACFO is a non-IFRS financial measure developed by Realpac for use by the real estate industry as a sustainable economic cash flow metric. ACFO should not be 

considered as an alternative to cash generated from operating activities determined in accordance with IFRS. The REIT calculates its ACFO in accordance with 

Realpac’s White Paper on Adjusted Cashflow from Operations for IFRS issued in February 2019 (the “Realpac White Paper on ACFO”). The purpose of this white 

paper is to provide guidance on the definition of ACFO to promote consistent disclosure amongst reporting issuers. The use of ACFO, combined with the 

required IFRS presentations, has been included for the purpose of improving the understanding of operating cash flow of the REIT. Management believes that 

ACFO is a sustainable economic cash flow metric that, when compared period-over period, reflects the impact on cash flow generated from operating activities 

after providing for net interest and other financing charges and operating capital requirements. ACFO has been reconciled to cash flow provided from operating 

activities in the table under “Part IV – Distributions and Adjusted Funds from Operations – Distributions”. 

AFFO Payout Ratio ("AFFO Payout Ratio") 

The AFFO Payout Ratio is a non-IFRS measure of the sustainability of the REIT's distribution payout. The REIT uses this metric to provide transparency on 

performance and the overall management of the existing portfolio assets. Management considers the AFFO Payout Ratio the best measure of the REIT’s 

distribution capacity. The AFFO Payout Ratio is calculated as distributions per unit divided by the AFFO per unit.  

Gross Book Value (“Gross Book Value”)  

Gross Book Value is a non-IFRS measure defined in the REIT’s Declaration of Trust (as defined herein) and is a measure of the REIT’s asset base and financial 

position. Refer to the table under “Part IV – Capitalization and Debt Profile – Debt Ratios” for the calculation of Gross Book Value. 

Debt to Gross Book Value (“Debt to Gross Book Value”)  

Debt to Gross Book Value is a non-IFRS measure and the REIT has adopted an indebtedness ratio guideline which management uses as a measure to evaluate 

its leverage and the strength of its equity position. Refer to the table under “Part IV – Capitalization and Debt Profile – Debt Ratios” for the calculation of Debt 

to Gross Book Value. 

Adjusted EBITDA ("Adjusted EBITDA") 

Adjusted EBITDA is a non-IFRS measure and is used by the REIT to monitor the REIT's ability to satisfy and service its debt as well as monitor requirements 

imposed by the REIT's lenders. Specifically, Adjusted EBITDA is used to monitor the REIT's Interest Coverage Ratio and Debt Service Coverage Ratio, which the 

REIT uses to measure its debt profile and assess its ability to satisfy its obligations, including servicing its debt. Adjusted EBITDA represents earnings before 

interest, income taxes, depreciation and amortization, fair value gains (losses), while also excluding non-recurring items. Refer to the table under “Part IV – 

Capitalization and Debt Profile – Adjusted EBITDA” for the calculation of the Adjusted EBITDA. 

Interest Coverage Ratio (“Interest Coverage Ratio”)  

Management believes this non-IFRS measurement is an important measure in determining the REIT’s ability to service the interest requirements of its 

outstanding debt. The REIT calculates its Interest Coverage Ratio by dividing Adjusted EBITDA by the REIT’s interest obligations for the period. Management 

uses this ratio to measure and limit the REIT’s leverage. Refer to the table under “Part IV – Capitalization and Debt Profile – Interest Coverage Ratio” for the 

calculation of the Interest Coverage Ratio. 
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Debt Service Coverage Ratio (“Debt Service Coverage Ratio”)  

The Debt Service Coverage Ratio is determined by the REIT as Adjusted EBITDA divided by the debt service requirements for the period, whereby the debt 

service requirements reflect principal repayments and interest expensed during the period. Payments related to prepayment penalties or payments upon 

discharge of a mortgage are excluded from the calculation. The Debt Service Coverage Ratio is a useful measure and is used by the REIT's management to 

monitor the REIT’s ability to meet annual interest and principal payments. Refer to the table under “Part IV – Capitalization and Debt Profile – Debt Service 

Coverage Ratio” for the calculation of the Debt Service Coverage Ratio. 

PART II 

REIT OVERVIEW 

The REIT is an unincorporated open ended real estate investment trust established pursuant to a declaration of trust dated February 7, 2013 and amended 

and restated on December 21, 2018 (as amended from time to time, the “Declaration of Trust”) and was established under the laws of the Province of Ontario. 

On May 7, 2019, the Units commenced trading on the TSX under the symbol “PRV.UN” at which time the Units were delisted from, and ceased trading on, the 

TSXV. In connection with the TSX listing, the REIT implemented the Consolidation after the close of markets on May 6, 2019. The principal, registered and head 

office of the REIT is located at 2000 Mansfield Street, Suite 1000, Montréal, Quebec, H3A 2Z7. 

The REIT owns a portfolio of Canadian commercial investment properties, comprised of retail, office, commercial mixed-use and industrial properties. At 

September 30, 2019, the REIT owned approximately 4.4 million square feet of GLA across Canada. 

OBJECTIVES AND STRATEGIES 

Objectives  

The objectives of the REIT are to: (i) provide unitholders with stable and growing cash distributions from investments in real estate properties in Canada, on a 

tax efficient basis; (ii) expand the asset base of the REIT and enhance the value of the REIT’s assets to maximize long-term Unit value; and (iii) increase the 

REIT’s NOI and AFFO per Unit, through internal growth strategies and accretive acquisitions.  

Strategy 

To meet its objectives, the REIT has implemented the following key strategic elements:  

Stable Cash Distributions  

- High-quality commercial real estate. The REIT’s portfolio is diversified by property type and geography across Canada. The majority of the properties are 

situated in prime locations within their respective markets, along major traffic arteries benefitting from high visibility and access. Management believes 

the quality and diversity of the portfolio will enable the REIT to attract new tenants and retain existing tenants.  

- Geographical focus on stable Eastern Canadian Markets, with careful growth in Western Canadian Markets. The REIT targets property acquisitions in 

primary and secondary markets across Canada, with a particular focus on Quebec, Atlantic Canada, and Ontario in the East, and, selectively in Western 

Canada. Management believes that its strategy of focusing on stable markets in Eastern Canada and selective expansion in high growth markets in 

Western Canada will enable the REIT to assemble a portfolio underpinned by strong and consistently stable economic fundamentals, with exposure to 

organic growth opportunities.  

- High-quality tenants with long term leases. The REIT has a diversified tenant profile reflecting an attractive mix of government, national, regional and 

local tenants as well as a diversified mix of tenants by industry. The REIT’s portfolio lease maturities are well staggered into the future. Management of 

the REIT believes it has fostered strong relationships with its tenants, which management expects to be an important factor in the REIT’s ability to attract 

tenants to new properties or replace leases as vacancies arise in the REIT’s properties. 

Enhance Value 

- Experienced management team and Board with a proven track record of value creation. In aggregate, the REIT’s executive officers and trustees have 

over 100 years of operating, acquisitions, and financing experience in the Canadian real estate industry. They have extensive relationships with a broad 

network of real estate industry owners and service professionals across Canada, and expect to leverage these relationships to source accretive 

high-quality acquisitions. Given the management team’s experience in the Quebec, Atlantic Canada, Ontario and Western Canadian markets, it possesses 

a unique and valuable set of skills and relationships that can be leveraged to the benefit of the REIT. 
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- Strategic relationship with Lotus Crux enhances geographical expertise, especially in Ontario and in Western Canada, and provides a pipeline for future 

acquisitions and investment opportunities. The REIT is a party to a strategic investment agreement with Lotus Crux Acquisition LP (“Lotus Crux”), which 

management of the REIT believes it will provide the REIT with enhanced coverage of major Canadian markets, especially in Western Canada, as well as 

access to Lotus Crux’s network of relationships with real estate market participants in these markets, resulting in access to a pipeline of potential 

acquisition and investment opportunities not otherwise available to the REIT.  

Expand the Asset Base 

- Internal Growth Strategies 
The REIT’s internal growth strategy includes the following:  
 

- Nurturing existing tenant relationships, ensuring tenant retention and accommodating tenant growth.  

- Increasing rental income and minimizing operating expenses through operating improvements and preventative maintenance programs.  

- Pursuing expansion and redevelopment opportunities within the REIT’s portfolio.  

 
- External Growth Strategies 

The REIT’s external growth strategy includes the following:  
 

- Acquiring stable investment properties that are accretive to the REIT.  

- Acquiring a broad range of commercial properties within its target markets to maximize diversification within its portfolio.  

- Pursuing selective development and expansion opportunities within the REIT’s portfolio.   

 
SUMMARY OF SIGNIFICANT EVENTS 

On April 1, 2019 the REIT internalized its asset management function in accordance with the terms of a management agreement (the “Management 

Agreement”) with the REIT’s former external manager, Labec Realty Advisors Inc. (the “Manager”). The Manager is controlled by the President and Chief 

Executive Officer of the REIT, James W. Beckerleg, and the Executive Vice President, Chief Financial Officer and Secretary of the REIT, Gordon G. Lawlor. The 

internalization resulted in the termination of the Management Agreement and the elimination of the asset management and acquisition fees payable to the 

Manager thereunder. As a result of the internalization, the REIT’s executive officers, James W. Beckerleg and Gordon G. Lawlor, are employed directly by the 

REIT since April 1, 2019. In accordance with the terms of the Management Agreement, the Manager received upon completion of the internalization a 

termination payment of approximately $2,300, representing one time the management fees and expenses paid to it in the most recent fiscal year prior to the 

internalization. 

On May 7, 2019, the Units commenced trading on the TSX under the symbol “PRV.UN” at which time the Units were delisted from, and ceased trading on, the 

TSXV. In connection with the TSX listing, the REIT implemented the Consolidation after the close of markets on May 6, 2019. As a result of the Consolidation, 

the current monthly distributions of the REIT of $0.0175 per Unit on a pre-Consolidation basis were adjusted to $0.0525 per Unit on a post-Consolidation basis, 

representing annualized distributions of $0.63 per Unit on a post-Consolidation basis. 

On August 7, 2019, the REIT announced that it had entered into three separate agreements to acquire seven properties for $97,800 (the “Acquisitions”), 

representing a total of 696,000 square feet of GLA. The properties include a boutique office tower in the central business district in Ottawa and a Class-A 

mixed-used industrial property located in Kanata, Ontario, in addition to a 5-property light industrial portfolio in Halifax, Nova Scotia. 

On August 16, 2019, the REIT announced the closing of a public offering of Units, on a bought deal basis, at a price of $7.00 per Unit resulting in 8,222,500 

Units being issued for total gross proceeds of $57,558 including 1,072,500 Units issued pursuant to the full exercise of the over-allotment option (the 

"Offering"). The Offering was completed pursuant to a prospectus supplement dated August 9, 2019 (the “Prospectus Supplement”) to the REIT’s short form 

base shelf prospectus dated July 5, 2019. Total underwriting fees and other directly related expenses of approximately $4,500 attributable to the issuance of 

Units was recorded as a reduction of unitholders’ equity. The net proceeds of the Offering were used to repay certain indebtedness and to partially finance 

the Acquisitions and related transaction costs, as described below and in accordance with the “Use of Proceeds” section of the Prospectus Supplement, and 

for general business and working capital purposes.  

On September 10, 2019, the REIT closed on a previously announced transaction to acquire an 11-storey boutique office tower situated in the heart of Ottawa's 

central business district for $21,200 before closing costs. The building, which features 58,203 square feet of premium office and ground floor retail space, 

occupies a valuable corner location that benefits from excellent visibility and accessibility. The property is 100% leased to a diverse roster of exceptional private 

sector tenants with a weighted average lease term of approximately 4.6 years. The $21,200 purchase price was financed in part by the proceeds from a new 

$13,300 10-year first mortgage at an interest rate of 2.94%. The balance of the purchase price was satisfied with cash on hand of $7,900 received from the 

Offering. 

On September 16, 2019, the REIT closed on a previously announced transaction to acquire five light industrial building in Dartmouth, Nova Scotia for an 

aggregate purchase price of $28,100 before closing costs. The portfolio consists of 357,824 square feet of GLA, with an overall occupancy rate of 93% and a 

weighted average lease term of 4.0 years. The $28,100 purchase price was financed in part by the proceeds from a new $19,700 10-year first mortgage at a 

rate of 2.93%. The balance of the purchase price was satisfied with cash on hand of $8,400 received from the Offering. 
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On September 19, 2019, the REIT announced that the TSX accepted the notice filed by the REIT to renew its normal course issuer bid (“NCIB”) for a one year 

period. The NCIB commenced on September 24, 2019 and will terminate on the earlier of: (i) September 23, 2020, and (ii) the date on which the maximum 

number of Units that can be acquired pursuant to the NCIB are purchased. The REIT may purchase up to 1,859,197 Units under the NCIB, representing 5.0% of 

the REIT’s 37,183,948 issued and outstanding Units as at September 13, 2019.   

On September 26, 2019, the REIT closed on a previously announced 100% interest acquisition in a mixed-use property in Kanata, Ontario for $48,500 before 

closing costs. The property has a weighted average lease term of 7.5 years and is 100% occupied by an outstanding group of tenants operating in the fields of 

material sciences, defense, communications and medical technology. The $48,500 purchase price was financed in part by the proceeds from a new $33,900 

7-year first mortgage at a rate of 3.51%. The balance of the purchase price was satisfied with cash on hand of $14,600 from the Offering.  

SUBSEQUENT EVENT 

On October 22, 2019, the REIT announced a cash distribution of $0.0525 per Unit for the month of October 2019. The distribution is payable on November 
15, 2019 to unitholders of record as at October 31, 2019.   

OUTLOOK 

The REIT’s focus includes the delivery of growth through acquisitions, by expanding deeper into existing geographical markets where the REIT already has a 

presence, and expanding into the adjacent markets. This will capitalize on the REIT’s existing market knowledge and help achieve economies of scale.  



MANAGEMENT'S DISCUSSION AND ANALYSIS 

 

 

PRO REAL ESTATE INVESTMENT TRUST 
10 

PART III 

RESULTS OF OPERATIONS 

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Property revenue $ 13,241  $ 10,210  $ 40,312  $ 28,682  

Property operating expenses  4,716   3,567   14,881   10,293  

Net operating income (NOI) (1)  8,525   6,643   25,431   18,389  

General and administrative expenses  623   458   1,720   1,332  

Long-term incentive plan expense  662   335   2,329   708  

Depreciation of property and equipment  65   13   137   34  

Amortization of intangible assets  93   -   279   -  

Interest and financing costs  3,094   2,636   9,644   6,905  

Distributions - Class B LP Units  407   438   1,255   1,167  

Fair value adjustment - Class B LP Units  155   (107)   4,081   (260)  

Fair value adjustment - investment properties  (3,255)   (6,767)   (9,983)   (4,825)  

Other income  (599)   (553)   (1,944)   (553)  

Other expenses  370   368   1,180   368  

Transaction costs  -   26   3,076   501  

Debt settlement costs  -   -   -   719  

Net comprehensive income $ 6,910  $ 9,796  $ 13,657  $ 12,293  

(1) See “Non-IFRS and Operational Key Performance Indicators”.  

 

Comparison of the Results from Operations  

The REIT’s results of operations for the three and nine month periods ended September 30, 2019 are not directly comparable to the three and nine month 

periods ended September 30, 2018, given the REIT’s consistent growth primarily through acquisitions period over period. The REIT owned 91 investment 

properties at September 30, 2019, compared to 76 properties it owned at September 30, 2018. The REIT acquired 15 investment properties in the twelve 

month period ended September 30, 2019. Notwithstanding the foregoing, year-over-year figures for the three and nine month periods ended September 30, 

2019 and 2018 are presented in this MD&A. The principal reason for the variances between the financial figures presented in such year-over-year periods is 

the net increase in the number of properties and their respective results of operations during such comparative periods. 

Overall Analysis  

Property Revenue 

Property revenue includes rents from tenants under lease agreement, straight-line rent, percentage rents, property taxes and operating cost recoveries and 

other incidental income.  

For the three and nine month periods ended September 30, 2019, property revenue increased by $3,031 and $11,630 respectively, compared to the same 

periods in 2018. The increase is principally due to the incremental revenues from the acquisition of 15 investment properties in the twelve month period ended 

September 30, 2019.     

Property Operating Expenses  

Property operating expenses are expenses directly related to real estate operations and are generally charged back to lessees as provided for in the contractual 

terms of the leases. Operating expenses include property taxes and public utilities, costs related to indoor and outdoor maintenance, heating, ventilation and 

air conditioning, elevators, insurance, janitorial services and management and operating fees. The amount of operating expenses that the REIT can recover 

from its lessees depends on the occupancy rate of the properties and the nature of the existing leases containing clauses regarding the recovery of expenses. 

The majority of the REIT’s leases are net rental leases under which tenants are required to pay their share of the properties’ operating expenses.  
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For the three and nine month periods ended September 30, 2019, property operating expense increased by $1,149 and $4,588 respectively, compared to the 

same periods in 2018. The increase is primarily driven by the incremental expenses from the acquisition of 15 investment properties in the twelve month 

period ended September 30, 2019.  

Same Property NOI Analysis 

Same Property NOI analysis includes properties that were owned for a full quarterly reporting in both current and comparative periods. 

 

The following is the Same Property NOI excluding non-cash adjustments such as straight-line rent and tenant inducements amortized to revenue: 

(CAD $ thousands)  

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Number of same properties  71   71   63   63  

             

Property revenue  10,096   9,944   28,252   26,842  

Property operating expenses  3,605   3,544   10,520   9,931  

Same Property NOI (1) $ 6,491  $ 6,400  $ 17,732  $ 16,911  

(1) See “Non-IFRS and Operational Key Performance Indicators”.  

 

The increase in the Same Property NOI for the three and nine month periods ended September 30, 2019 is principally driven by the contractual rent increases 

and higher rental rates on lease renewals compared to the same period in 2018. Synergies related to the acquisition of the assets of Compass Commercial 

Realty Limited ("Compass") on June 27, 2018, a property management firm, were approximately $100 and $202 for the three and nine month periods ended 

September 30, 2019  ($53 and $38 for three and nine month periods ended September 30, 2018).  

Same Property NOI by asset class for the three and nine month periods ended September 30, 2019 and 2018: 

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Retail $ 3,435  $ 3,367  $ 10,137  $ 9,731  

Office  433   418   1,237   1,214  

Commercial Mixed Use  847   847   2,203   2,143  

Industrial  1,776   1,768   4,155   3,823  

Same Property NOI (1) $ 6,491  $ 6,400  $ 17,732  $ 16,911  

(1) See “Non-IFRS and Operational Key Performance Indicators”.  

 

Same Property NOI increased for the three and nine month periods ended September 30, 2019 in all assets classes as a result of a contractual increases in rent 

with a slight increase in occupancy through positive leasing and renewals.  
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Same property occupancy by asset class excluding any committed space: 

 

Same Properties 

3 month period ended  

 September 30 

Same Properties 

Year ended 

 September 30 

 2019 2018 2019 2018 

Retail  97.6%   96.9%   97.5%   96.2%  

Office  89.1%   91.3%   89.1%   89.9%  

Commercial Mixed Use  97.1%   96.9%   96.8%   96.3%  

Industrial  97.5%   97.5%   96.6%   96.1%  

Total  97.1%   96.9%   96.5%   95.8%  

 
General and Administrative Expenses 

General and administrative expenses include corporate expenses, office expenses, legal and professional fees, executive officers' salaries as of April 1, 2019 

(see "Summary of Significant Events" section), asset management fees and other overhead expenses which are indirectly associated with the operation and 

leasing of investment properties.  

General and administrative expenses for the three and nine month periods ended September 30, 2019 were $623 and $1,720 respectively, an increase of $165 

and $388 over the same periods in 2018. The increase is indicative of the REIT's continual growth and more specifically due to an increase of certain expenses 

such as audit related fees and investor relation fees. 

Long-Term Incentive Plan  

Long-term incentive plan expense of $662 and $2,329 during the three and nine month periods ended September 30, 2019 relates to deferred and restricted 

units which vest over a period of one to three years, and is a non-cash item.  

Interest and Financing Costs  

Interest and financing costs were $3,094 and $9,644 for the three and nine month periods ended September 30, 2019. The increase of $458 and $2,739 over 

the same periods in 2018 is due to the increase of debt related to the 15 properties acquired throughout the previous twelve months offset by the decrease 

in weighted average interest rate on mortgage debt to 3.74% from 3.82%. 

Distributions – Class B LP Units                              

The REIT currently pays monthly distributions of $0.0525 per Class B LP Units or $0.6300 per Class B LP Units on an annualized basis. Distributions on the Class 

B LP Units were $407 and $1,255 for the three and nine month periods ended September 30, 2019.  

Fair Value Adjustment – Class B LP Units 

A fair value expense of $155 and $4,081 on the Class B LP Units was recorded for the three and nine month periods ended September 30, 2019 respectively, 

resulting from a change in the quoted market price of the REIT’s publicly traded Units. This is a non-cash item. 

Fair Value Adjustment – Investment Properties  

The REIT has selected the fair value method to account for real estate classified as investment property and records investment properties at their purchase 

price including transaction costs (less any purchase price adjustments) in the quarter of acquisition. Any changes in the fair value of investment properties are 

recognized as fair value gains and losses in the statement of comprehensive income in the quarter in which they occur.  

The fair value gain of $3,255 and $9,983 on investment properties for the three and nine month periods ended September 30, 2019, is due to changes in 

projected future cash flows, changes in capitalization rates and market rent assumptions on certain of the REIT’s properties, fair value gains on certain 

acquisitions completed throughout the respective periods offset by certain non-recoverable expenditures and leasing costs incurred.  

The REIT calculates fair value using both the discounted cash flow method and direct capitalization method which are generally accepted appraisal 

methodologies. Fair value is based on, among other things, assumptions of future cash flows in respect of current and future leases, capitalization rates, 

terminal capitalization rates, discount rates, market rents, tenant inducements and leasing cost assumptions and expected lease rollovers. Fair values are 

supported by a combination of internal financial information, market data and external independent valuations. 
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Other income and Other expenses  

Pursuant to the acquisition of the assets of Compass on June 27, 2018, a property management firm headquartered in Halifax, Nova Scotia, the REIT records 

revenues generated as well as relevant expenses incurred ("other expenses") not related to the properties owned by the REIT in the condensed consolidated 

interim statement of comprehensive income. Compass currently manages 83 of the REIT's properties. 

Transaction Costs 

During the three and nine month periods ended September 30, 2019, the REIT incurred costs of approximately $Nil and $2,560 respectively, relating to the 
internalization of its asset management function (see "Summary of Significant Events" section). The costs related to the internalization includes approximately 
$2,300 paid to the Manager.  

The REIT also incurred costs of approximately $Nil and $516 related to the graduation to the TSX for the three and nine month periods ended September 30, 
2019 (see "Summary of Significant Events" section).  

The REIT incurred transaction costs of $26 and $501 for three and nine month periods ended September 30, 2018 in connection with the acquisition of the 
assets of Compass. 

SEGMENTED ANALYSIS 

The REIT’s segments include four classifications of investment properties – Retail, Office, Commercial Mixed Use and Industrial. All of the REIT’s activities are 

located in one geographical segment – Canada. The accounting policies followed for each segment are the same as disclosed in the REIT’s condensed 

consolidated interim financial statements. Operating performance is evaluated by the REIT’s management primarily based on NOI. General and administrative 

expenses, depreciation and amortization, interest and financing costs are not allocated to operating segments. Segment assets include investment properties; 

segment liabilities include mortgages attributable to specific segments, but excludes the REIT’s term loans, credit facility and their respective unamortized 

financing costs. Other assets and liabilities are not attributed to operating segments. 

 Retail Office 
Commercial 
Mixed Use Industrial Total 

(CAD $ thousands) $ % $ % $ % $ % $ 

3 Months Ended September 30, 2019          

Property revenue  5,357   40.5   2,814   21.3   1,601   12.1   3,469   26.2   13,241  

Net operating income (NOI) (1)  3,658   42.9   1,525   17.9   1,012   11.9   2,330   27.3   8,525  

3 Months Ended September 30, 2018          

Property revenue   5,112   50.1   826   8.1   1,418   13.9   2,854   28.0   10,210  

Net operating income (NOI) (1)  3,511   52.9   401   6.0   874   13.2   1,857   28.0   6,643  

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators” 
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 Retail Office 

 
Commercial 
Mixed Use Industrial Total 

(CAD $ thousands) $ % $ % $ % $ % $ 

Nine month period ended September 30, 2019          

Property revenue  16,532   41.0   8,246   20.5   4,804   11.9   10,730   26.6   40,312  

Net operating income (NOI) (1)  11,068   43.5   4,300   16.9   2,869   11.3   7,194   28.3   25,431  

Investment properties  213,779   35.1   99,580   16.3   110,200   18.1   186,081   30.5   609,640  

Mortgages payable  110,891   34.0   50,629   15.5   51,988   16.0   112,343   34.5   325,851  

Nine month period ended September 30, 2018          

Property revenue  15,198   53.0   2,504   8.7   3,884   13.5   7,096   24.7   28,682  

Net operating income (NOI) (1)  10,219   55.6   1,198   6.5   2,293   12.5   4,679   25.4   18,389  

Investment properties  213,586   51.7   21,560   5.2   57,222   13.9   120,741   29.2   413,109  

Mortgages payable  114,538   54.6   4,896   2.3   16,329   7.8   74,179   35.3   209,942  

(1) Non-IFRS measure. See "Non-IFRS and Operational Key Performance Indicators”. 

 

The main driver for the increase in revenues, NOI, fair values of investment properties and mortgages payables in the Retail, Office, Commercial Mixed Use 

and Industrial segments is primarily due to the 15 investment properties acquired in the last twelve months. 

As at September 30, 2019, the Retail segment consists of 49 properties (September 30, 2018 – 49 properties), having a total GLA of approximately 1,084,000 

square feet (September 30, 2018 – ~1,077,000 square feet).   

As at September 30, 2019, the Office segment consists of 10 properties (September 30, 2018 – 4 properties), having a total GLA of approximately 487,000 

square feet (September 30, 2018 – ~154,000 square feet).  

As at September 30, 2019, the Commercial Mixed Use segment consists of 8 properties (September 30, 2018 – 7 properties), having a total GLA of approximately 

723,000 square feet (September 30, 2018 – ~444,000 square feet).  

As at September 30, 2019, the Industrial segment consists of 24 properties (September 30, 2018 – 16 properties), having a total GLA of approximately 2,102,000 

square feet (September 30, 2018 – ~1,366,000 square feet).  
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PORTFOLIO PROFILE 

At September 30, 2019, the REIT’s portfolio consisted of 91 properties, located in prime locations within their respective markets, representing a total GLA of 

4,396,004 square feet. The increase of 1,354,974 square feet compared to September 30, 2018 is a result of the addition of 15 investment properties in the 

twelve month period ended September 30, 2019. 

 
9 Month Period Ended/ 
At September 30, 2019 

9 Month Period Ended/ 
At September 30, 2018 

(CAD $ thousands unless otherwise 
stated) 

# of 
Properties Occupancy(1) GLA (sq. ft.) NOI(2) 

# of 
Properties Occupancy(1) GLA (sq. ft.) NOI(2) 

Retail  49   97.5%   1,083,983  $ 11,068   49   97.7%   1,077,120  $ 10,219  

Office  10   94.5%   487,001   4,300   4   89.9%   154,493   1,198  

Commercial Mixed Use  8   98.0%   723,066   2,869   7   97.0%   443,678   2,293  

Industrial  24   99.4%   2,101,954   7,194   16   99.6%   1,365,739   4,679  

Total  91   98.2%   4,396,004  $ 25,431   76   98.1%   3,041,030  $ 18,389  

(1) Occupancy rate includes lease contracts for future occupancy of currently vacant space. Management believes the inclusion of this committed space provides a more balance 

reporting. The committed space at September 30, 2019 was approximately 30,327 square feet of GLA (79,989 square feet of GLA at September 30, 2018). 

(2) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  

 

 

  
 

 

 

GLA by Asset Class September 
30, 2019 (1) Base Rent by Asset Class (1) 

Base Rent by Region (1) 

(1) Based on annualized in-place and committed base rent at September 30, 2019 
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Top Ten Tenants 

The ten largest tenants in the REIT’s portfolio accounted for approximately 34.9% on annualized in-place and committed base rent and comprise approximately 

7.5 years of remaining average lease term. 

     

Tenant 
% in-Place 

Base Rent(1) 
GLA 

(Sq. Ft.) 

Remaining 
Average 

Lease Term 
(years) Credit Rating(2) 

Rexall  6.3%   104,929   9.8   Baa2/BBB+/na  

Sobeys  6.1%   222,491   7.9   na/BB+/BBB  

DRS Technologies Canada  5.6%   127,334   5.3   Ba1/BB+/na  

Government of Canada  3.6%   81,611   4.9   Aaa/AAA/AAA  

Shoppers Drug Mart  3.5%   66,083   5.5   na/BBB/BBB  

Ribbon Communications Canada   2.9%   98,057   10.3   na  

Versacold   2.0%   88,840   8.3   na  

Barry Callebaut  1.7%   176,070   5.7   Baa3/BBB-/na  

Lawtons Pharmacy  1.6%   40,901   7.0   na/BB+/BBB  

Province of New Brunswick  1.6%   20,219   11.3   Aa2/A+/AH  

Total  34.9%   1,026,535   7.5     

(1) Based on annualized in-place and committed base rent at September 30, 2019. 

(2) Source: Moody’s, S&P, and DBRS. Credit rating assigned to tenant or its parent. 

 

The REIT’s diverse tenant base has a staggered lease maturity profile with no more than 12.4% of base rent maturing in any given period before 2024. 

 

 

 

 

 

 

 

 

 

 

 

PART IV 

LIQUIDITY AND CAPITAL RESOURCES 

Cash flows from operating activities, available funding under the REIT’s credit facility and cash on hand represent the primary sources of liquidity to fund 

distributions, debt service, capital expenditures, tenant inducements and leasing costs. The REIT’s cash flow from operations is dependent upon the rental 

occupancy levels, the rental rates on its leases, the collectability of rent from its tenants, recoveries of operating costs and operating costs. Material changes 

in these factors may adversely affect the REIT’s net cash flows from operating activities and liquidity (see “Risks and Uncertainties” section).  

The REIT expects to be able to meet all of its obligations as they become due in the short-term and the long-term. The REIT expects to have sufficient liquidity 

as a result of cash on hand, cash flow from operating activities and the ability to raise equity.  
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(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Cash provided from (used in):     

Operating activities $ 5,339  $ 3,666  $ 9,498  $ 9,024  

Financing activities  99,111   2,353   97,086   40,920  

Investing activities  (102,568)   (6,303)   (105,830)   (47,122)  

Change in cash during the period  1,882   (284)   754   2,822  

Cash, beginning of period  2,988   6,850   4,116   3,744  

Cash, end of period $ 4,870  $ 6,566  $ 4,870  $ 6,566  

 
Three Month Period Ended September 30, 2019 

Cash flows from operating activities relate primarily to the collection of rent and payment of operating expenses. The cash provided from operating activities 

of $5,339 for the three month period ended September 30, 2019 was impacted mainly by the timing of cash receipts and settlement of payables. 

Cash provided from financing activities during the three month period ended September 30, 2019 of $99,111 is attributed to the net proceeds of issuance of 

Units of $53,055 under the Offering, increase in debt of $66,875, the increase in borrowings on the credit facility of $24,000 offset by the repayment of debt 

of $9,833, repayment of the credit facility of $29,778, distributions paid of $4,897 and financing costs incurred of $311. 

Cash used in investing activities of $102,568 during the three month period ended September 30, 2019 primarily consists of the Acquisitions of $101,459, 

additions of non-recoverable capital expenditures and leasing costs of $888 and the additions to property and equipment of $221.  

Nine month period Ended September 30, 2019 

Cash flows from operating activities relate primarily to the collection of rent and payment of operating expenses. The cash provided from operating activities 

of $9,498 for the nine month period ended September 30, 2019 was impacted mainly by the timing of cash receipts and settlement of payables. 

Cash provided from financing activities during the nine month period ended September 30, 2019 of $97,086 is attributed to the to the net proceeds of issuance 

of Units of $53,055 under the Offering, increase in debt of $93,085, the increase in borrowings on the credit facility of $24,378 offset by the repayment of debt 

of $29,677, repayment of the credit facility of $29,778, distributions paid of $12,897, cancellation of Units under the normal course issuer bid of $284 and 

financing costs incurred of $796.  

Cash used in investing activities of $105,830 during the nine month period ended September 30, 2019 primarily consists of the Acquisitions of $101,459, 

additions of non-recoverable capital expenditures and leasing costs of $3,418 and the additions to property and equipment of $953.  

CAPITALIZATION AND DEBT PROFILE 

(CAD $ thousands) 
September 30 

2019 

Mortgages payable (net of financing costs of $2,620) $ 325,851  

Term loans (net of financing costs of $149)  3,651  

Vendor take-back mortgage    750  

Credit facility (net of financing costs of $35)   23,965  

Class B LP Units  18,614  

Unitholders' Equity  239,464  

Total Capitalization $ 612,295  

 

The REIT has a revolving credit facility of $30,000 which bears interest at prime plus 150.0 basis points or bankers’ acceptance rate plus 250.0 basis points. The 

facility was increased to $30,000 in June of 2018 from $11.5 million. The credit facility is secured by a pool of first and second charges on certain investment 

properties with a fair value of approximately $58,350 at September 30, 2019. At September 30, 2019, advances under the revolving credit facility was $24,000. 
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As at September 30, 2019, all mortgages payable were at fixed rates with a weighted average contractual rate of approximately 3.74% (December 31, 

2018 - 3.89%). The mortgages payable are secured by first charges on certain investment properties with a fair value of approximately $564,740 at September 

30, 2019. 

The REIT also had two term loans at September 30, 2019.  

The REIT's first term loan is to finance acquisitions and fund deposits on future acquisitions with a maximum available of $15 million. The term loan is interest 

bearing only at a rate equal to the greater of 7.95% or the financial institution prime rate plus 4.50% per annum. The term loan is secured by a pool of second 

and third charges on certain investment properties with a fair value of approximately $67,050 at September 30, 2019. At September 30, 2019, advances under 

this term loan were $2,000. 

The REIT’s second term loan is in the amount of $1,800 bearing interest only at 6.25% per annum with a January 2022 maturity date. This term loan is secured 

by a second charge on a certain investment property with a fair value of approximately $7,500. 

The debt is repayable no later than 2033. 

Contractual Obligations 

The following table represents the REIT’s contractual obligations at September 30, 2019:  

 

(CAD $ thousands) 

Due within: 1 Year 1-2 Years 2-3 Years 3-4 Years 4-5 Years Later 

Debt principal instalments $ 9,132  $ 9,451  $ 8,450  $ 6,603  $ 5,055  $ 15,518  

Debt principal maturities  6,406   6,433   45,346   61,494   49,165   109,968  

Debt interest  12,938   12,522   10,205   7,958   5,289   12,908  

Credit facility  24,000   -   -   -   -   -  

Accounts payable and other liabilities  8,420   -   -   -   -   -  

Rent  84   84   84   84   49   -  

 $ 60,980  $ 28,490  $ 64,085  $ 76,139  $ 59,558  $ 138,394  

 

The REIT expects to have sufficient liquidity as a result from cash flow from operating activities and the ability to raise equity.  

Debt Ratios 

The REIT is free to determine the appropriate level of capital in context with its cash flow requirements, overall business risks and potential business 

opportunities. As a result of this, the REIT will make adjustments to its capital based on its investment strategies and changes to economic conditions. 

The REIT’s objective is to maintain a combination of short, medium and long-term debt maturities that are appropriate for the overall debt level of its portfolio, 

taking into account availability of financing and market conditions, and the financial characteristics of each property.  

The REIT's other objectives when managing capital on a long-term basis include enhancing the value of the assets and maximizing unit value through the 

ongoing active management of the REIT’s assets, expanding the asset base through acquisitions of additional properties and the re-development of projects 

which are leased to creditworthy tenants, and generating sufficient returns to provide unitholders with stable and growing cash distributions. The REIT's 

strategy is driven by policies as set out in the Declaration of Trust, as well as requirements from certain lenders.  

The requirements of the REIT's operating policies as outlined in the Declaration of Trust include requirements that the REIT will not:  

(a)  incur or assume indebtedness on properties in excess of 75% of the property’s market value; and 

(b)  incur or assume indebtedness which would cause the total indebtedness of the REIT to exceed 70% of Gross Book Value.  
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Gross Book Value is calculated as follows:  

(CAD $ thousands unless otherwise stated) 
September 30 

2019 

Total assets, including investment properties stated at fair value $ 628,604  

Accumulated depreciation on property and equipment and intangible assets  787  

Gross Book Value (1)  629,391  

Debt, excluding unamortized financing costs  333,021  

Credit facility, excluding unamortized financing costs  24,000  

Debt $ 357,021  

Debt, as above, as a percentage of Gross Book Value (1)  56.72%  

(1) Non-IFRS measure. See "Non-IFRS and Operational Key Performance Indicators". 

 

The REIT was in compliance with the above requirement as well as all required covenants as at September 30, 2019. 

Financial Measures  

In addition to the REIT's level of indebtedness calculated in accordance with the REIT's Declaration of Trust, management also monitors certain financial 

measures, which include the (i) Interest Coverage Ratio, and (ii) the Debt Service Coverage Ratio. All of these measures are non-IFRS measures. See “Non-IFRS 

and Operational Key Performance Indicators”. 

Adjusted EBITDA  

Adjusted EBITDA is used by the REIT to monitor the REIT's ability to satisfy and service its debt as well as monitor requirements imposed by the REIT's lenders. 

Specifically, Adjusted EBITDA is used to monitor the REIT's Interest Coverage Ratio and Debt Service Ratio, which the REIT uses to measure its debt profile and 

assess its ability to satisfy its obligations, including servicing its debt.  

The following is a calculation of the Adjusted EBITDA for the three and nine month periods ended September 30, 2019 and 2018:  

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Net comprehensive income $ 6,910  $ 9,796  $ 13,657  $ 12,293  

Interest and financing costs  3,094   2,636   9,644   6,905  

Depreciation of property and equipment  65   13   137   34  

Amortization of intangible assets  93   -   279   -  

Fair value adjustment - Class B LP Units  155   (107)   4,081   (260)  

Fair value adjustment - investment properties  (3,255)   (6,767)   (9,983)   (4,825)  

Distributions – Class B LP Units  407   438   1,255   1,167  

Straight-line rent  (86)   (164)   (468)   (523)  

Long-term incentive plan expense  662   335   2,329   708  

Transaction costs  -   26   3,076   501  

Debt settlement costs  -   -   -   719  

Adjusted EBITDA (1) $ 8,045  $ 6,206  $ 24,007  $ 16,719  

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  

 

Interest Coverage Ratio 

The Interest Coverage Ratio is useful in determining the REIT's ability to service the interest requirements of its outstanding debt. The Interest Coverage Ratio 

is calculated by dividing Adjusted EBITDA by the REIT's interest obligations for the period. Management utilizes this ratio to measure and limit the REIT’s 

leverage.  
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The following is a calculation of the Interest Coverage Ratio for the three and nine month periods ended September 30, 2019 and 2018:  

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Adjusted EBITDA (1) $ 8,045  $ 6,206  $ 24,007  $ 16,719  

 
Interest expense $ 2,896  $ 2,513  $ 9,056  $ 6,486  

Interest Coverage Ratio (1) 2.8x 2.5x 2.7x 2.6x 

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”. 

 

Debt Service Coverage Ratio 

The Debt Service Coverage Ratio is determined as Adjusted EBITDA divided by the debt service requirements for the period, whereby the debt service 

requirements reflects principal repayments and interest expensed during the period. Payments related to prepayment penalties or payments upon discharge 

of a mortgage are excluded from the calculation. The Debt Service Coverage Ratio is a useful measure and is used by the REIT's management to monitor the 

REIT’s ability to meet annual interest and principal payments.  

The following is a calculation of the Debt Service Coverage Ratio for the three and nine month periods ended September 30, 2019 and 2018:  

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Adjusted EBITDA (1) $ 8,045  $ 6,206  $ 24,007  $ 16,719  

 
Interest expense  2,896   2,513   9,056   6,486  

Principal repayments  1,833   1,436   5,492   4,204  

Debt Service Requirements $ 4,729  $ 3,949  $ 14,548  $ 10,690  

Debt Service Coverage Ratio (1) 1.7x 1.6x 1.7x 1.6x 

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  
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DISTRIBUTIONS AND ADJUSTED FUNDS FROM OPERATIONS 

(CAD $ thousands except unit, per unit amounts and unless otherwise 
stated) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

 9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Net comprehensive income for the period $ 6,910  $ 9,796  $ 13,657  $ 12,293  

Add:     

Long-term incentive plan  100   (16)   990   (40)  

Distributions - Class B LP Units  407   438   1,255   1,167  

Fair value adjustment - investment properties  (3,255)   (6,767)   (9,983)   (4,825)  

Fair value adjustment - Class B LP Units  155   (107)   4,081   (260)  

Amortization of intangible assets  93   -   279   -  

FFO (1) $ 4,410  $ 3,344  $ 10,279  $ 8,335  

Deduct:     

Straight-line rent adjustment $ (86)  $ (164)  $ (468)  $ (523)  

Stabilized leasing costs  (66)   (66)   (198)   (198)  

Add:     

Long-term incentive plan  562   351   1,339   748  

Amortization of financing costs  250   161   719   525  

Transaction costs  -   26   3,076   501  

Debt settlement costs  -   -   -   719  

AFFO (1)  $ 5,070  $ 3,652  $ 14,747  $ 10,107  

Basic FFO per unit (1)(2) $ 0.1234  $ 0.1317  $ 0.3126  $ 0.3410  

Diluted FFO per unit (1)(2) $ 0.1205  $ 0.1288  $ 0.3050  $ 0.3345  

Basic AFFO per unit (1)(2) $ 0.1419  $ 0.1438  $ 0.4485  $ 0.4135  

Diluted AFFO per unit (1)(2) $ 0.1386  $ 0.1407  $ 0.4376  $ 0.4056  

Distributions declared per Unit and Class B LP Unit $ 0.1575  $ 0.1575  $ 0.4725  $ 0.4725  

AFFO Payout Ratio – Basic (1)  111.0%   109.6%   105.4%   114.3%  

AFFO Payout Ratio – Diluted (1)  113.6%   111.9%   108.0%   116.5%  

Basic weighted average number of units (2)(3)  35,735,237   25,400,282  $ 32,877,122  $ 24,443,065  

Diluted weighted average number of units (2)(3)  36,582,987   25,955,775  $ 33,700,827  $ 24,919,175  

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  

(2) FFO and AFFO per unit is calculated as FFO or AFFO, as the case may be, divided by the total of the weighted number of basic or diluted units, added to the weighted average 

number of Class B LP Units outstanding during the period. 

(3) Total basic units consist of Units and Class B LP Units. Total diluted units also includes deferred trust units and restricted trust units issued under the REIT's long-term incentive 

plan. 
 

The increase in FFO of $1,066 and $1,944 for the three and nine month periods ended September 30, 2019, compared to the same periods in 2018 is directly 

related to the acquisition of 15 investment properties in the twelve month period ended September 30, 2019. 

The increase in AFFO of $1,418 and $4,640 for the three and nine month periods ended September 30, 2019, compared to the same periods in 2018, is directly 

related to the acquisition of 15 investment properties. Basic AFFO per Unit were $0.1419 and $0.4485 respectively for the three and nine month periods ended 

September 30, 2019 with a corresponding basic Payout Ratio of 111.0% and 105.4%. The Payout Ratio exceeded 100% given that there was minimal incremental 

AFFO contributions from the Acquisitions in the three and nine month periods ended September 30, 2019 notwithstanding the incremental August 2019 and 

September 2019 distributions made on the Units issued from the Offering in August 2019. The REIT deployed the majority of the funds from the Offering by 

the end of September 2019 to acquire seven properties (see "Summary of Significant Events").  
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Distributions 

The REIT’s board of trustees has full discretion with respect to the timing and extent of distributions, including the adoption, amendment or revocation of any 

distribution policy. In determining the amount of monthly cash distributions paid to unitholders, the board of trustees applies discretionary judgment to 

forward-looking cash flow information, including forecasts and budgets. Management considers AFFO to be a meaningful measure of cash flow performance 

because it more clearly measures normalized and stabilized cash flow, as opposed to cash flow from operating activities calculated in accordance with IFRS, 

which reflects seasonal fluctuations in working capital and other items. The excess of AFFO over cash distributions represents a measure of operating cash 

flow retained in the business.  

It is the REIT’s intention to make distributions to unitholders at least equal to the amount of net income and net realized capital gains of the REIT as is necessary 

to ensure that the REIT will not be liable for current income taxes.  

The REIT has implemented a distribution reinvestment plan (“DRIP”) pursuant to which holders of Units or Class B LP Units may elect to have their cash 

distributions of the REIT or PRLP automatically reinvested in additional Units at a 3% discount to the weighted average price of the Units for the last five trading 

days preceding the applicable distribution payment date.  

The distributions declared during the three and nine month periods ended September 30, 2019 resulted in 77,050 and 237,076 Units issued or issuable under 

the DRIP respectively. 

Distributions of $0.1575 and $0.4725 per Unit and Class B LP Unit were declared during the three and nine month periods ended September 30, 2019 and 

2018. Distributions were paid on or about the 15th day of the month following the declaration.  

The following reconciles AFFO to cash flows from operating activities reported in the condensed consolidated interim financial statements:  

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

9 Months 
Ended 

September 30 
2019 

9 Months 
Ended 

September 30 
2018 

Cash flow provided from operating activities $ 5,339  $ 3,666  $ 9,498  $ 9,024  

Add (deduct):     

Non-cash portion of debt settlement costs  -   -   -   (243)  

Changes in non-cash working capital  (545)   (399)   1,253   (829)  

Distributions – Class B LP Units  407   438   1,255   1,167  

Stabilized leasing costs  (66)   (66)   (198)   (198)  

Depreciation of property and equipment  (65)   (13)   (137)   (34)  

Transaction costs  -   26   3,076   501  

Debt settlement costs  -   -   -   719  

Adjusted Funds From Operations (AFFO) (1) $ 5,070  $ 3,652  $ 14,747  $ 10,107  

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  

 

The table below compares AFFO to total distributions paid or payable on Units and Class B LP Units:   

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

9 Months 
Ended 

September 30 
2019 

9 Months 
Ended 

September 30 
2018 

Adjusted Funds From Operations (AFFO) (1) $ 5,070  $ 3,652  $ 14,747  $ 10,107  

 
Total distributions paid or payable – Units and Class B LP Units   5,833   4,302   15,735   12,806  

Shortfall of AFFO over distributions paid or payable $ (763)  $ (650)  $ (988)  $ (2,699)  

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  
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For the three and nine month periods ended September 30, 2019, the REIT's distribution paid or payable in cash and in DRIP units exceeded the AFFO generated 

during the respective periods related to lag in deployment of funds from the August 2019 Offering. The REIT financed the shortfall for the three and nine month 

periods ended September 30, 2019, using cash on hand and/or using the REIT's revolving credit facility of $30,000 which bears interest at prime plus 150.0 

basis points or bankers' acceptance rate plus 250.0 basis points.  

The following reconciles ACFO to cash flows from operating activities reported in the condensed consolidated interim financial statements: 

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

9 Months 
Ended 

September 30 
2019 

9 Months 
Ended 

September 30 
2018 

Cash flow provided from operating activities $ 5,339  $ 3,666  $ 9,498  $ 9,024  

Add (deduct):     

Change in non-cash working capital balances not indicative of 
sustainable cash flows (1)   (1,558)   (619)   2,412   876  

Stabilized leasing costs  (66)   (66)   (198)   (198)  

Amortization of deferred financing costs  (250)   (161)   (719)   (714)  

Adjusted Cashflow from Operations (ACFO) (2) $ 3,465  $ 2,820  $ 10,993  $ 8,988  

(1) Change in non-cash working capital balances not indicative of sustainable cash flows adjustments primarily includes adjustments for prepaid  taxes and insurance as their levels 

vary considerably over the course of the year as well as certain other adjustments as specified in the most recent Realpac White Paper on ACFO. Comparative periods have been 
updated to reflect these adjustments. 

(2) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  

 

The following table represents a breakdown of adjustments for working capital changes used in the calculation of ACFO in the table above. These are working 
capital changes that, in management’s view and based on the Realpac White Paper on ACFO, are not indicative of sustainable cash flows available for 
distributions:  

 

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

9 Months 
Ended 

September 30 
2019 

9 Months 
Ended 

September 30 
2018 

Working capital changes related to:      

Property taxes and insurance  $ (1,149)  $ (1,166)  $ 2,507  $ 385  

Other (1) (409)  547   (95)   491  

Change in non-cash working capital balances not indicative of sustainable 
cash flows for ACFO  $ (1,558)  $ (619)  $ 2,412  $ 876  

(1) Includes working capital adjustments related to transaction cost accruals related to acquisitions of investment properties.   

 

The table below compares ACFO to distributions paid or payable on Units:   

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

9 Months 
Ended 

September 30 
2019 

 9 Months 
Ended 

September 30 
2018 

Adjusted Cashflow from Operations (ACFO) (1) $ 3,465  $ 2,820  $ 10,993  $ 8,988  

 
Total distributions paid or payable – Units (2)  5,426   3,864   14,480   10,919  

Shortfall of ACFO over distributions paid or payable $ (1,961)  $ (1,044)  $ (3,487)  $ (1,931)  

(1) Non-IFRS measure. See “Non-IFRS and Operational Key Performance Indicators”.  

(2) This excludes distributions paid or payable on Class B LP Units given the ACFO has been reduced to this amount. 
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For the three and nine month periods ended September 30, 2019 and 2018, the REIT had an ACFO shortfall to cover the total distributions paid or payable. 

The shortfall of ACFO over total distributions paid or payable for the three month period ended September 30, 2019 is mainly due the lag in the deployment 

of funds from the Offering as described in the “Distributions and Adjusted Funds from Operations” section of this MD&A. For the nine month period ended 

September 30, 2019, the shortfall is also affected by the lag in the deployment of funds from the Offering and also driven by one-time transaction costs of 

$3,076 related to the internalization of management and graduation to the TSX (see “Summary of Significant Events”). For the three and nine month periods 

ended September 30, 2018, the shortfall of ACFO over distributions paid or payable was related to the lag in deployment of funds from two equity raises 

(January 2018 and September 2018) and the acquisition of properties. The REIT paid out incremental distributions for the Units issued in the January 2018 and 

September 2018 equity raises while having minimal AFFO contributions from the acquisitions that were completed throughout the respective periods. The 

ACFO shortfall for the nine month period ended September 30, 2019 was additionally impacted by the one-time transaction costs of $501 related to the 

acquisition of the assets of Compass and $476 of debt settlement costs paid in cash. The REIT financed the shortfall for the three and nine month periods 

ended September 30, 2019 using cash on hand and/or planned normal course property refinancing and/or using the REIT's revolving credit facility of $30,000 

which bears interest at prime plus 150.0 basis points or bankers' acceptance rate plus 250.0 basis. The distribution paid or payable - Units includes 

approximately $528 and $1,582 of Units reinvested under the DRIP for the three and nine month periods ended September 30, 2019 ($442 and $1,256 

respectively for the three and nine month periods ended September 30, 2018). The current participation level under the DRIP is approximately 10%, which 

reduces the cash requirements of the REIT to fund distributions. 

The following table compares cash flows provided from operations to total distributions paid or payable:  

(CAD $ thousands) 

3 Months 
Ended 

September 30 
2019 

3 Months 
Ended 

September 30 
2018 

9 Months 
Ended 

September 30 
2019 

9 Months 
Ended 

September 30 
2018 

Cash flow provided from operating activities $ 5,339  $ 3,666  $ 9,498  $ 9,024  

 
Total distributions paid or payable – Units  (1)  5,426   3,864   14,480   10,919  

Shortfall of cash flow from operating activities over distributions paid or 
payable $ (87)  $ (198)  $ (4,982)  $ (1,895)  

(1) This excludes distributions paid or payable on Class B LP Units given cash flows from operating activities has been reduced by this amount. 

For the three and nine month periods ended September 30, 2019 and 2018, the REIT's distribution paid or payable in cash and in DRIP units exceeded the cash 

flow provided from (used in) operating activities. This represents a return of capital, rather than a return on capital, since they represent cash payments in 

excess of cash generated by the REIT's continuing operations during the respective periods. The shortfall of cash flow from operating activities over total 

distributions is mainly due to the seasonal fluctuations in non-cash working capital, distribution on Class B LP Units that are recorded as a reduction of net 

comprehensive income, the impact of stabilized leasing costs which change with lease maturities and lease renewals and non-recurring items (including one-

time transaction costs of $Nil and $3,076 for the three and nine month periods ended September 30, 2019). The REIT financed the shortfall using cash on hand 

and/or using the REIT's revolving credit facility of $30,000 which bears interest at prime plus 150.0 basis points or bankers' acceptance rate plus 250.0 basis 

points and/or planned normal course property refinancings. The REIT has elected to provide distributions partly representing a return of capital in order to 

maintain the stability of current distribution levels. Management believes that current per Unit levels of distributions is sustainable, given that cash flows from 

operations is expected to improve as the REIT continues its growth. 

The REIT has estimated that distributions to be made for the year ending December 31, 2019 represent an approximate 100% return of capital.  

ISSUED AND OUTSTANDING SECURITIES AND NORMAL COURSE ISSUER BID 

The REIT is authorized to issue an unlimited number of Units and an unlimited number of Special Voting Units.  

Units 

Each Unit confers the right to one vote at any meeting of unitholders and to participate pro rata in all distributions by the REIT and, in the event of termination 

or winding-up of the REIT, in the net assets of the REIT. The unitholders have the right to require the REIT to redeem their Units on demand in accordance with 

the Declaration of Trust. The Units have no par value. Upon receipt of the redemption notice by the REIT, all rights to and under the Units tendered for 

redemption shall cease and the holder thereof shall be entitled to receive a price per Unit ("Redemption Price"), as determined by a formula outlined in the 

Declaration of Trust. The Redemption Price will be paid in accordance with the conditions provided for in the Declaration of Trust. 

Total Units outstanding as of November 13, 2019 were 37,239,094. 
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Class B LP Units and Special Voting Units  

Special Voting Units have no economic entitlement in the REIT, but entitle the holder to one vote per Special Voting Unit at any meeting of the unitholders of 

the REIT. Special Voting Units may only be issued in connection with or in relation to Class B LP Units, for the purpose of providing voting rights with respect 

to the REIT to the holders of Class B LP Units. A Special Voting Unit will be issued in tandem with each Class B LP Unit issued. 

The Class B LP Units are issued by PRLP and holders of Class B LP Units are entitled to receive distributions equal to those provided to holders of Units. The 

Class B LP Units are indirectly exchangeable on a one-for-one basis for Units at any time at the option of their holder, unless the exchange would jeopardize 

the REIT’s status as a “mutual fund trust” under the Income Tax Act. The Class B LP Units are presented as a financial liability in the statement of financial 

position.  

Total Class B LP Units outstanding as of November 13, 2019 were 2,585,462. 

Deferred Units and Restricted Units  

The REIT has a long term incentive plan pursuant to which it may grant deferred units or restricted units to its trustees and senior officers and certain of its 

employees and consultants. Units are issued to participants in the plan upon vesting of the deferred units or restricted units, unless deferred in accordance 

with the terms of the plan.  

Total deferred units and restricted units outstanding as of November 13, 2019 were 860,698 and 112,074. 

Normal Course Issuer Bid 

Pursuant to a notice accepted by the TSX, the REIT may, during the period commencing September 24, 2019 and ending September 23, 2020, purchase for 

cancellation, through the facilities of the TSX and at the market price of the REIT’s Units at the time of purchase, up to 1,859,197 Units representing 5% of the 

REIT’s issued and outstanding Units at the beginning of the normal course issuer bid. The actual number of Units that may be purchased and the timing of any 

such purchases will be determined by the REIT, and will be made in accordance with the requirements of the TSX. The REIT is making the normal course issuer 

bid because it believes that the market price of the Units does not always reflect their underlying value, and that purchasing Units for cancellation may from 

time to time be an appropriate use of available resources and in the best interests of the REIT. Unitholders can obtain a copy of the notice filed with TSX, 

without charge, by contacting the REIT at 514-933-9552. The REIT cancelled Nil and 46,133 Units for $Nil and $284 during the three and nine month periods 

ended September 30, 2019.   
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FINANCIAL INSTRUMENTS 

The REIT does not acquire, hold or issue derivative financial instruments for trading purposes. The following table presents the classification, measurement 

subsequent to initial recognition, carrying values and fair values (where applicable) of financial assets and liabilities.  

Classification Measurement 

Carrying Value 
September 30 

2019 

Fair Value 
September 30 

2019 

Loans and Receivables    

Cash (a)  Amortized cost  $ 4,870  $ 4,870  

Receivables and other excluding prepaid expenses, deposits, deferred acquisition 
costs and other receivables (a)  Amortized cost   2,869   2,869  

    $ 7,739  $ 7,739  

Financial Liabilities Through Profit and Loss    

Class B LP Units  Fair value (L2)  $ 18,614  $ 18,614  

Long-term incentive plan  Fair value (L2)   5,800   5,800  

    $ 24,414  $ 24,414  

Classification Measurement 

Carrying Value 
September 30 

2019 

Fair Value 
September 30 

2019 

Other Financial Liabilities    

Accounts payable and other liabilities (a)  Amortized cost  $ 8,420  $ 8,420  

Credit facility (a)  Amortized cost   23,965   23,965  

Distributions payable (a)  Amortized cost   2,089   2,089  

Debt (b)  Amortized cost   330,252   330,252  

    $ 364,726  $ 364,726  

 

(a) Short-term financial instruments, comprising cash, accounts receivable, accounts payable and other liabilities, credit facility and distributions payable are 

carried at amortized cost which, due to their short-term nature, approximates their fair value.  

(b) Long-term financial instruments consist of debt. The fair value of debt is based upon discounted future cash flows using discount rates, adjusted for the 

REIT’s own credit risk, that reflect current market conditions for instruments with similar terms and risks. Such fair value estimates are not necessarily 

indicative of the amounts the REIT might pay or receive in actual market transactions.  

The fair value of the Class B LP Units and long-term incentive plan are estimated based on the market trading prices of the Units (Level 2).
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Off Balance Sheet Arrangements 

The REIT had no off balance sheet arrangements during the three and nine month periods ended September 30, 2019.  

PART V 

CONTROLS AND PROCEDURES 

The REIT’s certifying officers, the Chief Executive Officer (“CEO”) and the Chief Financial Officer (“CFO”), are required under National Instrument 52-109 – 
Certification of Disclosure in Issuers’ Annual and Interim Filings (“NI 52-109”) to establish and maintain disclosure controls and procedures (“DC&P”) and 
internal control over financial reporting (“ICFR”), as those terms are defined in NI 51-109. In compliance with NI 52-109, the REIT has filed applicable 
certifications signed by the CEO and the CFO that, among other things, report on the design of each of DC&P and ICFR.  
 
Disclosure Controls and Procedures  

The CEO and CFO have designed DC&P, or have caused them to be designed under their supervision, to provide reasonable assurance that (i) material 

information related to the REIT including its consolidated subsidiaries is made known to them by others particularly during the period in which interim filings 

are being prepared, and (ii) information required to be disclosed by the REIT in its annual filings, interim filings 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 the securities legislation.   

Internal Control over Financial Reporting 

The CEO and CFO have designed ICFR, or have caused it to be designed under their supervision, to provide reasonable assurance regarding the reliability of 

financial reporting and the preparation of financial statements for external purposes in accordance with the REIT’s accounting and reporting standards.  

Limitations on Effectiveness of DC&P and ICFR 

In designing and evaluating DC&P and ICFR, management recognizes that any controls and procedures, no matter how well designed and operated, can provide 

only reasonable assurance of achieving the desired control objectives. In addition, the design of DC&P and ICFR must reflect the fact that there are resource 

constraints and that management is required to apply judgment in evaluating the benefits of possible controls and procedures relative to their costs.  

RISKS AND UNCERTAINTIES 

Certain factors may have a material adverse effect on the REIT’s business, financial condition and results of operations. Current and prospective investors 

should carefully consider the risks and uncertainties and other information contained in this MD&A, the Q3 2019 Financial Statements and the 2018 Annual 

Reports, particularly under the heading “Risk Factors” in the 2018 Annual Information Form, and in other filings that the REIT has made and may make in the 

future with applicable securities authorities, including those available under the REIT’s profile on SEDAR at www.sedar.com. The risks and uncertainties 

described herein and therein are not the only ones the REIT may face. Additional risks and uncertainties that the REIT is unaware of, or that the REIT currently 

believes are not material, may also become important factors that could adversely affect the REIT’s business, financial condition and results of operations. If 

any of such risks actually occur, the REIT’s business, financial condition, results of operations, and future prospects could be materially and adversely affected. 

In that event, the trading price of the Units (or the value of any other securities of the REIT) could decline, and the REIT’s securityholders could lose part or all 

of their investment. 

CRITICAL ACCOUNTING ESTIMATES 

In the process of applying the REIT’s accounting policies, management has made the following estimates and assumptions which have the most significant 

effect on the amounts recognized in the financial statements:  

(i) Valuation of investment properties – Investment properties are presented at fair value at the reporting date. Currently, any change in fair value is 

determined by management and by independent real estate valuation experts using recognized valuation techniques. The techniques used by 

management and by independent real estate valuation experts comprise of the discounted cash flow and direct capitalization methods of valuation 

and includes estimating, among other things, capitalization rates and future net operating income and discount rates and future cash flows 

applicable to investment properties, respectively.  
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(ii) Fair value of financial instruments – Where the fair value of financial assets and financial liabilities recorded in the statement of financial position 

cannot be derived from active markets, they are determined using valuation techniques including the discounted cash flow model. Inputs to these 

models are taken from observable markets where possible, but where this is not feasible a degree of judgment is required establishing fair values. 

The judgments include considerations of inputs such as liquidity risk, credit risk and volatility. Changes in assumptions about these factors could 

affect the reported value of financial instruments.  

FUTURE CHANGES IN ACCOUNTING POLICIES 

The future changes in accounting policies and future applicable accounting standards are discussed in the REIT’s condensed consolidated interim financial 

statements for the nine month period ended September 30, 2019 and the notes contained therein.  

RELATED PARTY TRANSACTIONS 

Until April 1, 2019, the REIT engaged the Manager to perform certain services as outlined under the Management Agreement. The Manager is controlled by 

the President and Chief Executive Officer of the REIT, James W. Beckerleg, and the Executive Vice President, Chief Financial Officer and Secretary of the REIT, 

Gordon G. Lawlor. 

On April 1, 2019 the REIT effectively internalized its asset management function in accordance with the terms of the Management Agreement. The 

internalization resulted in the elimination of the asset management and acquisition fees payable to the Manager. The REIT’s executive officers, James W. 

Beckerleg and Gordon G. Lawlor, are employed directly by the REIT effective April 1 ,2019. In accordance with the terms of the Management Agreement, the 

Manager was entitled to a termination payment equal to one time the management fees and expenses paid to it in the most recent fiscal year prior to the 

internalization in the approximate amount of $2,300. 

In connection with the services provided by the Manager under the Management Agreement, which was terminated effective April 1, 2019, the following 

amounts were payable to the Manager, in cash: 

(a) an annual advisory fee payable quarterly, equal to 0.25% of the Adjusted Cost Base of REIT’s assets, prorated to take into account any acquisitions 

or dispositions during any monthly period, where “Adjusted Cost Base” means the book value of the assets of the REIT, as shown on its most recent 

condensed consolidated interim statement of financial position, plus the amount of accumulated depreciation and amortization shown thereon, 

less cash raised by REIT in equity issues which is not yet invested in properties or other assets.  

 

For the three and nine month periods ended September 30, 2019, the costs of these services amounted to $Nil and $272 respectively ($228 and 

$624 for the three and nine month periods ended September 30, 2018 respectively).  

 

(b) an acquisition fee equal to (i) 1.00% of the purchase price paid by the REIT for the purchase of a property, on the first $100,000 of properties 

acquired in each fiscal year; (ii) 0.75% of the purchase price paid by the REIT for the purchase price of a property on the next $100,000 of properties 

acquired in each fiscal year, and (iii) 0.50% of the purchase price paid by the REIT for the purchase of a property, on properties in excess of $200,000 

acquired in each fiscal year.  

 

For the three and nine month periods ended September 30, 2019, the costs of these services amounted to $Nil ($90 and $408 for the three and 

nine month periods ended September 30, 2018 respectively).  

 

(c) a property management fee equal to the then applicable market rate for property management services when such services are not otherwise 

delegated or subcontracted to third parties.  

 

For the three and nine month periods ended September 30, 2019, the costs of these services amounted to $Nil ($Nil and $22 for the three and 

nine month periods ended September 30, 2018 respectively).  

 
On September 30, 2014, the REIT entered into a strategic investment agreement (the “Strategic Investment Agreement”) with Lotus Crux Acquisition 
LP (“Lotus Crux Acquisition”). Pursuant to the Strategic Investment Agreement, Lotus Crux Acquisition will receive a fee of 0.875% of the purchase cost 
from the REIT on acquisitions of certain properties owned by Lotus Crux Acquisition or related parties. Lotus Crux Acquisition LP is controlled by a 
general partner controlled by two trustees of the REIT, Peter Aghar and Shenoor Jadavji, who also have an interest in Lotus Crux Acquisition LP and the 
REIT.  

Pursuant to the Strategic Investment Agreement, the REIT advanced $1,500 as a secured loan to two related parties to Lotus Crux Acquisition as part 
of the financing for the acquisition by such parties of a 74,000 square feet multi-tenant commercial building well located in Greater Ottawa. The loan 
is on market terms as negotiated between parties acting at arm’s length, bears interest at 9% per annum and matures November 2020. In accordance 
with the terms of the Strategic Investment Agreement, and as a result of the loan, the REIT has been granted an option to purchase the property. 
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SUMMARY OF QUARTERLY RESULTS 

(CAD $ thousands except unit, per unit amounts 
and unless otherwise stated) 

3 Months 
Ended 

Sept 30 
2019 

3 Months 
Ended 

June 30 
2019 

3 Months 
Ended 

Mar 31 
2019 

3 Months 
Ended 
Dec 31 

2018 

3 Months 
Ended 

Sept 30 
2018 

3 Months 
Ended 

June 30 
2018 

3 Months 
Ended 

Mar 31 
2018 

3 Months 
Ended 
Dec 31 

2017 

Property revenue $ 13,241  $ 13,561  $ 13,510  $ 12,207  $ 10,210  $ 9,075  $ 9,397  $ 8,161  

Property operating expenses  4,716   5,113   5,052   4,546   3,567   3,220   3,506   3,207  

Net operating income (NOI) (1)  8,525   8,448   8,458   7,661   6,643   5,855   5,891   4,954  

General and administrative expenses  623   574   523   513   458   472   401   361  

Long-term incentive plan expense  662   395   1,272   (305)   335   383   (10)   438  

Depreciation of property and equipment  65   54   18   19   13   10   11   8  

Interest and financing costs  3,094   3,325   3,225   2,922   2,636   2,096   2,173   1,979  

Distributions - Class B LP Units  407   419   429   452   438   372   357   357  

Fair value adjustment - Class B LP Units  155   571   3,355   (3,100)   (107)   459   (612)   748  

Fair value adjustment - investment properties  (3,255)   (6,777)   49   588   (6,767)   444   1,498   (3,873)  

Transaction costs  -   3,045   31   -   26   475   -   -  

Other income  (599)   (819)   (526)   (646)   (553)   -   -   -  

Other expenses  370   491   319   557   368   -   -   -  

Amortization of intangible assets  93   93   93   185   -   -   -   -  

Debt settlement costs  -   -   -   -   -   -   719   -  

Net comprehensive income (loss) $ 6,910  $ 7,077  $ (330)  $ 6,476  $ 9,796  $ 1,144  $ 1,354  $ 4,936  

 
Debt to Gross Book Value (1)  56.72%   58.26%   58.58%   58.63%   51.05%   60.11%   55.42%   62.30%  

 
FFO (1) $ 4,410  $ 1,509  $ 4,360  $ 3,921  $ 3,344  $ 2,522  $ 2,470  $ 2,317  

AFFO (1) $ 5,070  $ 4,848  $ 4,829  $ 4,234  $ 3,652  $ 3,256  $ 3,200  $ 2,813  

Basic FFO per unit (1)(2) $ 0.1234  $ 0.0480  $ 0.1389  $ 0.1251  $ 0.1317  $ 0.1021  $ 0.1062  $ 0.1137  

Diluted FFO per unit (1)(2) $ 0.1205  $ 0.0467  $ 0.1359  $ 0.1230  $ 0.1287  $ 0.0998  $ 0.1041  $ 0.1113  

Basic AFFO per unit (1)(2) $ 0.1419  $ 0.1541  $ 0.1539  $ 0.1350  $ 0.1437  $ 0.1318  $ 0.1377  $ 0.1380  

Diluted AFFO per unit (1)(2) $ 0.1386  $ 0.1501  $ 0.1506  $ 0.1326  $ 0.1407  $ 0.1289  $ 0.1350  $ 0.1353  

AFFO Payout Ratio – Basic (1) 111.0% 102.2% 102.3%     116.7%     109.6% 119.6% 114.4%     114.1% 

AFFO Payout Ratio – Diluted (1) 113.6% 104.9%     104.6%     118.8%     111.9% 122.1%     116.7%     116.4%     

 
Number of commercial properties  91   84   84   84   76   73   66   66  

GLA (square feet)  4,396,004   3,701,132   3,702,430   3,702,901   3,041,030   3,039,510   2,684,653   2,689,536  

Occupancy rate  98.2%   97.9%   98.0%   98.2%   98.1%   97.6%   96.0%   95.7%  

Weighted average lease term to maturity  5.6   5.7   5.8   6.1   6.5   6.6   6.7   6.9  

(1) See “Non-IFRS and Operational Key Performance Indicators”.  

(2) FFO and AFFO per unit is calculated as FFO or AFFO, as the case may be, divided by the total of the weighted number of basic or diluted Units, added to the weighted average 

number of Class B LP Units outstanding during the period.  

 


