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Unitholder Information - Inside Back Cover

This document as a whole contains "forward-looking statements" that are subject to known and unknown 
risks, uncertainties and other factors that may cause the actual results, levels of activity, performance or 
achievements in InterRent REIT to be materially different from those expressed  or implied by such forward-
looking statements. InterRent REIT does not undertake to update any forward-looking statements 
contained herein except as required by applicable securities laws. For more information on the risks 
associated with forward-looking statements see "Caution Regarding Forward-Looking Statements" in the 
Management's Discussion & Analysis included in this document.
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InterRent REIT Letter to Unitholders 2012
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Dear Unitholder:

2012 was a year of transition for the REIT.  Many of the initiatives undertaken in 2010 and 2011 to reposition the REIT and the 
properties where in place providing the solid foundation necessary to grow the business.  As such, 2012 placed management in 
a position to be able to keep one eye on organic growth while turning the other to external growth to create value for all of the 
shareholders. 

The REIT started the year with 3,820 suites. During the year the REIT purchased four properties totalling 1,000 suites, added 14 
suites to existing properties and sold four properties totalling 139 suites. At December 31, 2012, the REIT had 4,695 suites, a 
23% increase over the previous year. Through the course of the year management also identified several cities across Ontario 
and Quebec that display the characteristics that we believe are necessary in order to achieve sustainable long term growth.   We 
continue to actively seek purchase opportunities within the target cities of Ottawa; Montreal; and the Greater Toronto Area in 
order to build our acquisition pipeline. 

The REIT continues to focus on achieving market rents on turnover in order to deliver top line revenue growth.  Another key 
element to driving top line revenue growth is managing sitting rents since these represent the bulk of the portfolio in any given 
year.  As such, the REIT will continue to work diligently to ensure that we obtain Above Guideline Increases (AGIs) wherever we 
invest capital in order to help with the organic growth within our portfolio.  

Our very focused team at the forefront of our operations continued to deliver exceptional organic growth, managing to deliver 
14% same store (ie: stabilized) net operating income growth in 2012.  This growth was obtained while managing to integrate, 
and commence the repositioning of, the 1,000 suites that were acquired in the year. 

Over the course of the year we also launched our hydro sub-metering initiative which removes the risk and burden from the 
REIT while allowing tenants to take charge of their consumption and related utility costs.  The sub-metering process results in 
tenants paying for the cost for all electricity (except heating, if applicable) consumed in their suite.  By December of 2012, the 
REIT had equipment in place in over 1,300 suites, providing the ability to sub-meter tenants, and expects to roll out another 
1,000 in 2013.  

Overall revenue for 2012 grew by $9.1 million to $47.5 million, an increase of 23.5% over 2011.  The REIT's NOI margin for 2012 
was 58.8%, surpassing the previous high of 53.3% achieved in 2011.   The REIT also managed to lower the weighted average 
interest rate on our mortgages from 4.28% to 3.60%, and increase the average life to maturity from 2.5 years to 4.7 years – 
providing lower fixed interest costs for years to come. 



2012 also highlighted  that our strategy of finding underperforming assets in good rental markets and investing the resources 
necessary (both capital and human) to reposition the properties, in order to lead the market within the area, is one that is well 
received by our Unitholders and can be applied successfully within the multi-family REIT space.  We will continue to focus our 
attention on these opportunities while selectively acquiring properties that do not require significant repositioning where we 
believe they round out our portfolio within a given market.

In conclusion, due to all of the work of our valued team members, we have had a successful 2012 and the REIT is well positioned for 
the future.  Our Board members have been heavily influential in all aspects of this turnaround.  As CEO, I would like to thank them 
on behalf of all Unitholders for their time and passionate interest in the REIT.  The Board's understanding of the market and support 
of the entire team has been instrumental in what we have accomplished to date and how we are positioned for the future.  The REIT 
looks forward to continuing to build upon the platform we have established over the last three years, and on capitalizing on this 
platform in 2013 and beyond! 

Yours sincerely,

Mike McGahan

CEO
3
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Highlights and Selected Financial Information 

The comparison above illustrates that the REIT has successfully repositioned the stabilized portfolio and is now 
demonstrating its ability to grow the overall portfolio in a fiscally prudent and profitable manner.  We believe that growing 
the portfolio base by almost 23% while growing NOI by just over 36% demonstrates management’s commitment to 
delivering on InterRent’s corporate strategy of increasing unitholder value and creating a growing and sustainable 
distribution for our unitholders. 

The following table presents a comparison of some of the primary operating metrics between fiscal years, 2012 and 2011.

Selected Consolidated Information Year Ended Year Ended % 

In $000’s , except as  noted 31-Dec-12 31-Dec-11 Change

Entire Portfolio

Sui tes 4,695 3,820 22.9%

Occupancy rate (Dec) 97.8% 96.6% 1.2%

Average rent per s ui te (Dec) $887 $843 5.2%

Weighted avg Uni ts  outs tanding      44,083,598       32,828,867 

Cas h dis tributions  per uni t $0.14 $0.12 16.7%

Operating revenues $47,530 $38,471 23.5%

Net operating income (NOI) $27,946 $20,506 36.3%

NOI % 58.8% 53.3%

NOI per uni t - bas ic $0.63 $0.62

Funds  from operations  (FFO) $13,489 $4,300 213.7%

FFO per uni t - bas ic $0.31 $0.13 138.5%

FFO payout ratio 45.2% 92.3%

       Adj funds  from operations  (AFFO) $11,748 $4,343 170.5%

AFFO per uni t - bas ic $0.27 $0.13 107.7%

AFFO payout ratio 51.9% 92.3%

Debt to FMV 46.8% 48.5% 1.7%

Table 1: Selected Financial Information

Selected Consolidated Information Year Ended Year Ended % 

In $000’s , except as  noted 31-Dec-12 31-Dec-11 Change

Stabilized Portfolio

Sui tes 3,453 3,453

Occupancy ra te (Dec) 97.8% 97.6% 0.2%

Average rent per s ui te  (Dec) $887 $851 4.2%

Operating revenues $36,467 $34,532 5.6%

Net Operating Income (NOI) $21,463 $18,831 14.0%

There are many factors that go into creating a growing and 
sustainable distribution.  Two of these factors are:  a) growing 
top line revenue by increasing rents and occupancy levels 
within the existing portfolio; and, b) acquiring new properties 
that are under-managed and, with the proper management 
and capital investment, can be repositioned in order to 
achieve market rents and occupancy levels.  Table 2 illustrates 
the increase in average rent and the decrease in economic 
vacancy over the past five years.
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Table 2: Average Monthly Rent and Vacancy 
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While driving top line revenue growth is key, managing 
operating costs is equally critical as it ensures that the growth in 
revenue makes its way to the bottom line.  There are some 
components of operating costs that the REIT can not control 
(such as property taxes or utility rates) however, with proper 
management and the right capital investment, property taxes 
can be monitored/ challenged and consumption of hydro, gas 
and water can be reduced.  The proper level of capital 
investment also helps reduce day to day operating costs as less 
capital and resources are needed for temporary solutions.  

Table 3 demonstrates the growth in NOI per suite that has 
occurred since the current management team took over in late 
2009 and began the process of repositioning the existing 
portfolio in 2010 and 2011. The benefits of the repositioning 
along with the addition of suites in 2012 (and their subsequent 
repositioning) has led to significant NOI per suite growth both in 
2011 and again in 2012.
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Table 3: NOI per Suite 

As a result of repositioning the properties and the strong NOI 
growth, many of the properties were in a position to be up-
financed (allowing the REIT to re-deploy capital) while locking in 
long term mortgages at historical low rates.  This has allowed 
the REIT to extend out the weighted average term to maturity 
on mortgages to 4.7 years while also lowering the weighted 
average interest rate to 3.6% as illustrated in Table 4.  The REIT 
believes that these low long term rates will benefit unitholders 
for years to come.
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Table 4: Mortgage Term and Interest Rate 

The REIT has experienced significant FFO growth, both as a total 
and on a per unit basis, due to the growth in overall NOI and 
reduced interest cost from the decrease in weighted average 
interest rates on the mortgages, as well as the early redemption 
of its debenture, as shown in Table 5.
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Table 6 shows how NOI growth combined with reduced interest 
costs has allowed the REIT to reduce its level of debt compared 
to earnings before interest, taxes and depreciation (EBITDA)  
and increase the amount of times it is able to service its debt 
obligations (interest coverage).  As a result, the REIT is well 
positioned for the future.  The decrease in debt to EBITDA and 
improvement in interest coverage bodes well for the future as 
the REIT continues to focus on improving current properties 
while growing its portfolio accretively.
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Ÿ Organize staffing to take 
advantage of the operational 
economies of scale. Attracting 
and hiring specialists within 
chosen trades and professions for 
better quality of workmanship 
and professionalism

Ÿ Improve the quality of staff in the 
field to reduce cycle times for 
refit and re-lease of vacated units

Ÿ Improve first impression items in 
the building to make them more 
marketable

Ÿ Develop branding, marketing and 
sales efforts to attract desirable 
residents

Ÿ Create a more stable and 
organically growing rental 
revenue base by acquiring 
and reducing turnover of 
desirable tenants

Ÿ Increase rents on 
turnover through exterior, 
common area and in suite 
unit improvements

Ÿ More aggressive 
collection of parking and 
ancillary revenue 
throughout the portfolio

Ÿ Secure additional streams 
of income. (i.e. leasing 
roof tops to cellular and 
internet providers)

Reorganization of Staff & 
Repositioning of Properties

Driving Revenue 
Streams

Growth Strategy - continued 

We believe that one of the keys to long term success for the REIT is to continue our core philosophy of continuous 
improvement in everything that we do. This is applied to all aspects from day to day property operations, to 
property acquisitions, capital investments, financing and administrative matters.  As we grow, there is a 
significant amount of time and effort being invested in finding properties that exhibit the right qualities allowing 
us to drive down the operating costs and increase the rents through sound capital investments. The team we 
have assembled has a proven track record and we believe they have both the experience and ability necessary to 
continue to grow and improve the REIT.

INTERRENT REIT    2012 ANNUAL REPORT

InterRent REIT is a growth-oriented real estate investment trust engaged in 
increasing Unitholder value and creating a growing and sustainable distribution 
through the acquisition and ownership of multi-residential properties. 

InterRent's strategy is to expand its portfolio primarily within markets that have 
exhibited stable market occupancy, sufficient suites available to attain the critical 
mass necessary to implement an efficient portfolio management structure and, 
offer opportunities for accretive acquisitions.

The REIT’s repositioning strategy focuses on creating positive unitholder value by 
concentrating on five key success factors which result in more accretive properties 
and a more efficient and focused organization.  The REIT is well positioned to  
drive new organic growth opportunities as well as accretive acquisitions.

KEY SUCCESS FACTORS

Driving Unitholder Value 
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3 Reduce Expenses

Ÿ Implement energy efficient 
utility programs to lower 
operating costs while 
utilizing government 
programs to leverage 
investment dollars

Ÿ Replacing older boilers, 
domestic hot water heaters, 
water and lighting fixtures

Ÿ Increase the number of 
units where utilities are 
paid by the tenant

Ÿ Focus on preventative 
maintenance to reduce 
unnecessary future 
expenses

4 Dispositions and 
Refinancing

Ÿ The REIT plans to dispose of 
properties that are 
underperforming or are at 
their peak value

Ÿ Deleveraging by disposing 
of non core properties / 
raising equity

Ÿ Actively cutting the overall 
mortgage expense by 
replacing high interest 
mortgages and lines of 
credit with lower interest 
options.

5 Acquisitions

Ÿ Build product pipeline to 
provide a continued supply 
of acquisition opportunities

Ÿ Seek new portfolio or 
individual properties for 
accretive growth

Ÿ Select properties that have 
untapped value that can be 
obtained through 
repositioning

Ÿ Select properties in 
geographic areas that  
improve scaleability and 
create additional 
operational efficiencies
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Whether InterRent enters a new market or expands in an existing one, a disciplined approach is taken.  InterRent 
seeks to acquire properties that have suffered from the absence of professional management. This gives the REIT 
an opportunity to move rents to market rates, as well as investing in energy saving initiatives. InterRent only 
pursues properties for its portfolio that it has identified as having the following four parameters:

 
 
 Healthy economic 

regional centres & 
neighbourhoods

Regions that have 
stable employment 
profile derived from 
strong & sustainable 

industries.

-1-

Stable demand for 
rental suites

Cities that typically have a 
vacancy rate in line or 

better than Canada 
Mortgage & Housing 
Corporation (CMHC) 

vacancy statistics for the 
region, which allows for 

consistent cash flow 

-2-

Locations that offer 
stable capitalization 

rates

Within InterRent’s target 
markets, capitalization 

rates are higher because 
there is less competition 
from major institutional 

players to acquire the 
properties that InterRent 

targets 

-4-

Economic record of 
accommodating rental 

rate growth

InterRent looks for 
communities with an 

economic track record of 
rising rental rates, preferably 
where we have experience & 
success in driving rates and 
where we can leverage our 

existing infrastructure.

-3-
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2012 ACQUISITION LIST

Transaction Date Address

January 5, 2012 50-60 rue Cormier & 78-80 rue Pearson (Gatineau)

March 7, 2012 2386-2400 New Street (Burlington)

June 11, 2012 2757 Battleford Road (Mississauga)

August 8, 2012 2304 Weston Road (Toronto)

Total:

96 GTA $9.3 million

1,000 $81.9 million

230 Hamilton/Niagara $19.9 million

184 GTA $23.9 million

Number

of Suites
Region Transaction Price

490 National Capital $28.8 million

Growth Strategy
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Before & After Positioning

CAPITAL EXPENDITURES
The REIT has continued to invest heavily in improvements, such as first impression items, suite appearance, infrastructure 

and energy efficiency. Approximately $26 million was spent in 2012 ($16 million in 2011). In line with our overall 

repositioning strategy, most of this was spent on properties that we believe are capable of achieving significant operating 

cost reductions, occupancy gains and increases in market rents, as these are key to our growth strategy. The following are 

various examples of these repositioning efforts:

Exterior Upgrades
Ÿ Creating a complete, 

attractive first 
impression package

Ÿ Installation of 
professional looking & 
well branded property 
signage

Ÿ Enhanced secured 
entrances

Ÿ Designer influenced 
exterior finishes

Ÿ Low maintenance 
landscaping

Ÿ Energy saving light 
fixtures

INTERRENT REIT    2012 ANNUAL REPORT
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Unit 
Upgrades
Ÿ Energy efficient 

fixtures

Ÿ Designer 
finishes

Ÿ Updated 
kitchens & 
bathrooms

Ÿ Upgraded 
flooring

Ÿ Setup of model 
suites
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Ÿ Energy efficient 
lighting

Ÿ Designer finishes

Ÿ Added 
functionality

Common Area 
Upgrades
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New and improved 
amenities have been 
added to improve 
building access and 
better utilize exixting 
space. These 
improvments include: 
fitness rooms, media 
rooms and 
modernized laundry 
rooms.

Added Amenities

INTERRENT REIT    2012 ANNUAL REPORT

Green Initiatives
As part of the 
redevelopment 
process, an analysis of 
all utility items is 
conducted to 
determine ways to 
reduce consumption 
and overall utility costs. 
Included are water 
saving fixtures, 
efficient lighting, 
boilers, domestic tanks 
and more. Additionally 
InterRent has 
submetered several 
buildings to shift the 
utility risk and burden 
to the tenant, where 
possible.
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Portfolio Summary

InterRent’s property portfolio consists of medium-sized, multi residential properties in medium to large population 
markets. We believe these markets offer our unitholders the best fundamentals and values in the multi-residential real 
estate sector.

 

 EASTERN ONTARIO  517

AS AT DECEMBER 31, 2012 # OF SUITES

 

HAMILTON / NIAGARA 884

GREATER  AREATORONTO 555

AS AT DECEMBER 31, 2012 # OF SUITES

INTERRENT REIT    2012 ANNUAL REPORT

Kingston 202

Belleville 111

Trenton 204

4 Applewood Drive

57 Bridge Street West

414 Dundas Street West

36

40

35

44 Virginia Street

54 Virginia Street

66 Virginia Street

80 Virginia Street

118 Virginia Street

276-286 Conacher Drive

40

18

32

24

40

48

81-99 North Murray Street

2525-2531 Hamilton Road

84

120

Mississauga 288

10 Reid Drive

14 Reid Drive

2757 Battleford Road

52

52

184

Brampton 44

26 June Avenue 44

Ajax 58

67 Church Street 58

 Toronto 165

2304 Weston Road

2336 Weston Road

96

69

Niagara Falls 69

Hamilton 240

Burlington 277

700 Ross Street

2386 & 2400 New Street

47

230

4-8 Grant Boulevard

5-7 Don Street

27 Bold Street

157 Pearl Street South

775 Concession Street

29

23

17

63

108

5552 Heritage Drive 69

Brantford 103

19 Lynnwood Drive

120-130 St. Paul Avenue

57

46

St. Catharines 195

614 Lake Street 195

12
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 NATIONAL CAPITAL REGION 1,071

TOTAL SUITES 4,695

Guelph 305

Sarnia 346

London 448

Stratford 222

 
WESTERN ONTARIO 1,321

AS AT DECEMBER 31, 2012 # OF SUITESAS AT DECEMBER 31, 2012 # OF SUITES

 NORTHERN ONTARIO 347

Sault Ste. Marie 347

17 Terry Fox Place

43 Lewis Road

47-55 Lewis Road

62-76 Allard Street & 731 Pine Street

136 Cambridge Place

250 Albert Street

519 Boundary Road

602-614 MacDonald Avenue

721 Pine Street

12

22

28

84

17

68

18

70

28

Ottawa 581

57 Bayswater Avenue

180 Beausoleil Drive

197 Cumberland Street

214 Metcalfe Street

218 MacLaren Street

225 MacLaren Street

235 Charlotte Street

335 Metcalfe Street

341 Flora Street

447 Somerset Street West

475 King Edward Avenue

485 King Edward Avenue

860 Blackthorne Avenue

1276 Dorchester Avenue

96

54

26

32

54

48

28

22

42

17

20

28

83

31

Gatineau 490

50 & 60 rue Cormier, 78 & 80 rue Pearson 490

90 - 102 Silvercreek Parkway North 305

939 Western Road

951, 955 & 961 Wonderland Road

115

333

125 College Avenue

811-817 Devine Street

835-849 Devine Street

225 & 233 Capel Street

63

60

153

70

25 Kappelle Circle

51-59 Campbell Avenue

128

94

GROWTH POTENTIAL

With approximately 75% of Canada’s rental 
apartments in Ontario and Quebec, the REIT believes 
that there remains significant opportunity to grow the 
portfolio within our target markets.

* Total suites are based on Fall 2012 CMHC Statistics (3+ Units)

Area Totals Total Suites InterRent Penetration

Montreal 454,718 - 0.00%

Eastern Ontario 50,501 517 1.02%

GTA 315,671 555 0.18%

Hamilton / Niagara Total 61,729 884 1.43%

Northern Ontario 30,596 347 1.13%

NCR (Ottawa/Gatineau) 88,260 1,071 1.21%

Western Ontario Total 128,768 1,321 1.03%

TOTAL 1,129,703 4,695 0.42%
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Corporate Governance 

its committees and individual Trustees; (ii) overseeing the 
recruitment and selection of candidates as Trustees of the Trust; 
(iii) making recommendations to the Board with respect to 
management succession, in particular, succession for the CEO 
position; (iv) organizing an orientation and education program 
for new Trustees; (v) considering and approving proposals by the 
Trustees of the Trust to engage outside advisers on behalf of the 
Board of Trustees as a whole or on behalf of the Independent 
Trustees of the Trust; and (vi) reviewing and making 
recommendations to the Board of Trustees concerning any 
change in the number of Trustees of the Trust.

The Compensation Committee is responsible for reviewing, 
overseeing and evaluating the compensation policies of the 
Trust.  In addition, this committee is responsible for: (i) 
reviewing and approving the compensation paid by the Trust, if 
any, to any officers, advisers and any consultants of the Trust; (ii) 
administering any Unit option or purchase plan of the Trust, and 
any other compensation incentive programs; (iii) assessing the 
performance of management of the Trust; and (iv) reviewing 
and making any recommendations to the Board of Trustees 
concerning the level and nature of the compensation payable to 
Trustees and officers of the Trust. 

 

Capital Resources Committee

Compensation Committee

The Capital Resource Committee is responsible for (i) reviewing, 
analyzing and overseeing any acquisition, disposition, major 
renovation or maintenance of Trust properties; (ii) the Trust’s 
financial and administrative strategies and initiatives as they 
pertain to property management; (iii) review management’s 
identification and assessment of any significant property risks; 
and (iv) oversee the development of the Trust’s response to 
environmental obligations and strategies.  

To maintain the confidence of investors and properly oversee 
the activities of management, adopting and upholding high 
standards of governance practices is essential. InterRent's 
governance system is built on corporate ethics, transparency, 
compliance and discipline. The REIT is committed to providing 
timely, accurate and complete disclosure of all material 
information to the public.

Our Board of Trustees evaluates the management of the REIT 
and oversees matters related to its strategic direction, business, 
and operations. The Board's overall responsibility is to protect 
the interest of unitholders by fostering a culture of integrity and 
accountability throughout InterRent.

InterRent's Board of Trustees consists of six members, five of 
whom are independent and unrelated to InterRent. The Board 
has established four committees – the Audit committee, 
Nominations and Governance Committee, Compensation 
Committee and Capital Resources Committee  – to establish 
processes for the efficient functioning of InterRent's corporate 
governance program.

The audit committee's responsibilities include: (i) reviewing the 
Trust's procedures for internal control with the Trust's auditors 
and Chief Financial Officer; (ii) reviewing and approving the 
engagement of the auditors; (iii) reviewing annual and quarterly 
financial statements as well as all other material continuous 
disclosure documents, such as the Trust's annual information 
form and management's discussion and analysis; (iv) assessing 
the Trust's financial and accounting personnel; (v) assessing the 
Trust's accounting policies; (vi) reviewing the Trust's risk 
management procedures; and (vii) reviewing any significant 
transactions outside the Trust's ordinary course of business and 
any pending litigation involving the Trust.

The governance committee is charged with reviewing, 
overseeing and evaluating the governance and policies of the 
Trust.  In addition, the governance committee is responsible for: 
(i) assessing the effectiveness of the Board of Trustees, each of 

Audit Committee

Nominations and Governance Committee

INTERRENT REIT    2012 ANNUAL REPORT
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MANAGEMENT’S  

DISCUSSION & 

ANALYSIS

For the Year Ended
December 31, 2012
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INTERRENT REAL ESTATE INVESTMENT TRUST

InterRent Real Estate Investment Trust (“InterRent REIT” or 
the “Trust”) is an unincorporated, open-ended real estate 
investment trust created pursuant to a Declaration of 
Trust, dated October 10, 2006, and as amended and 
restated on June 29, 2007, September 30, 2009 and 
December 29, 2010 (the “Declaration of Trust” or “DOT”), 
under the laws of the Province of Ontario.  InterRent REIT 
was created to invest in income producing multi-family 
residential properties within Canada initially through the 
acquisition of InterRent International Properties Inc. (the 
“Corporation”) and of the Silverstone Group by the way of 
a plan of arrangement (the “Arrangement”) under the 
Business Corporations Act (Ontario), which was completed 
on December 7, 2006.

InterRent REIT's principal objectives are to provide its 
unitholders (“Unitholders”) with stable and growing 
monthly cash distributions, partially on a Canadian income 
tax-deferred basis, and to increase the value of its trust 
units (the “Units”) through the effective management of 
its residential multi-family revenue producing properties 
and the acquisition of additional, accretive properties.  
and the acquisition of additional, accretive properties.  

DECLARATION OF TRUST

The investment policies of the Trust are outlined in the 
Trust's Amended and Restated Declaration of Trust (the 
“DOT”) dated as of December 29, 2010 and a copy of this 
document is available on SEDAR (www.sedar.com). Some 
of the principal investment guidelines and operating 
policies set out in the DOT are as follows:

INVESTMENT GUIDELINES 
Ÿ

improving and managing multi-unit residential 
revenue producing properties.

Ÿ No single asset shall be acquired if the cost of such 
acquisition (net of the amount of debt secured by 
the asset) will exceed 15% of the Trust's “Gross 
Book Value” (as such term is defined in the DOT).

Ÿ Investments in joint ventures are permitted as long 
as the Trust's interest is not less than 25%.

Ÿ No investment will be made that would result in 
the Trust not qualifying as a “mutual fund trust” as 
defined in the Income Tax Act (Canada).

OPERATING POLICIES
Ÿ Overall indebtedness not to exceed 75% of Gross 

Book Value, as defined by the DOT. 
Ÿ For individual properties, the maximum debt 

capacity not to exceed 75% of its market value, on 
or after the date which is 12 months from the 
acquisition date.

Ÿ No guaranteeing of third party debt except for 
subsidiaries or wholly-owned entities of the Trust 
or potential joint venture partner structures.

Ÿ Third  party  surveys  of  structura l  and 
environmental conditions are required prior to the 
acquisition of a revenue producing property.

At December 31, 2012 the Trust was in material 
compliance with all investment guidelines and 
operating policies stipulated in the DOT.  

Focus its activities on acquiring, maintaining, 
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ACCOUNTING POLICIES

IInterRent REIT's accounting policies are described in Note 
3 of the audited consolidated financial statements for the 
years ended December 31, 2012 and 2011.

In applying these policies, in certain cases it is necessary to 
use estimates, which management determines using 
information available to the Trust at the time. 
Management reviews key estimates on a quarterly basis to 
determine their appropriateness and any change to these 
estimates is applied prospectively in compliance with IFRS.  
Significant estimates are made with respect to the fair 
values of investment properties and the fair values of 
financial instruments.

NON-GAAP MEASURES

level, less related direct costs such as utilities, realty 
taxes, insurance and on site maintenance wages and 
salaries.  As one of the factors that may be considered 
relevant by readers, management believes that NOI is a 
useful supplemental measure that may assist 
prospective investors in assessing the Trust. 

Readers are cautioned that DI, FFO, AFFO and NOI are 
not alternatives to measures under GAAP and should 
not, on their own, be construed as indicators of the 
Trust's performance or cash flows, measures of liquidity 
or as measures of actual return on Units of the Trust. 
These non-GAAP measures, as presented, should only 
be used in conjunction with the consolidated financial 
statements of the Trust.
 
As a result of the redeemable feature of the Trust Units, 
the Trust's Units are defined as a financial liability and 
not considered an equity instrument.  Therefore no 
denominator exists to calculate per unit calculations.  
Consequently, all per unit calculations are considered 
non-GAAP measures.  Management feels that certain 
per unit calculations are an important method of 
measuring results from period to period and as such has 
determined basic and diluted weighted average 
number of units.  Per unit calculations as computed by 
the Trust may differ from similar computations as 
reported by other real estate investment trusts and, 
accordingly, may not be comparable to other such 
issuers.
 

Distributable Income, Funds from Operations, Adjusted 
Funds from Operations and Net Operating Income (or, in 
each case, substantially similar terms) are measures 
sometimes used by Canadian real estate investment trusts 
as indicators of financial performance, however they do 
not have standardized meanings prescribed by IFRS 
(GAAP).  These measures may differ from similar 
computations as reported by other real estate investment 
trusts and, accordingly, may not be comparable to similarly 
termed measures reported by other such issuers. 

Distributable Income (“DI”) reflects the ability of the Trust 
to earn income and to make distributions of cash to 
Unitholders and therefore is considered a measure of cash 
available for distribution. DI differs from net income, a 
GAAP measure.  For a complete description of the Trust's 
definition of Distributable Income refer to the Declaration 
of Trust.

Funds from Operations (“FFO”) is a financial measure 
which should not be considered as an alternative to net 
income, cash flow from operations, or any other operating 
or liquidity measure prescribed under GAAP.  The Trust 
presents FFO in accordance with the Real Property 
Association of Canada (REALpac) White Paper on Funds 
from Operations revised November 2012. 

Adjusted Funds from Operations (“AFFO”) is presented in 
this MD&A because management considers this non-
GAAP measure to be an important performance indicator 
in determining the sustainability of future distributions to 
Unitholders.  AFFO begins with FFO and removes the 
effect of certain non-cash income and expense items and 
adds a provision for maintenance capital expenditures. 
AFFO should not be interpreted as an indicator of cash 
generated from operating activities as it does not consider 
changes in working capital.

Net Operating Income (“NOI”) is a key measure of 
operating performance used in the real estate industry 
and includes all rental revenues generated at the property 
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OVERVIEW OUTLOOK

BUSINESS OVERVIEW AND STRATEGY

InterRent REIT is a growth-oriented real estate investment 
trust engaged in increasing Unitholder value and creating a 
growing and sustainable distribution through the 
acquisition and ownership of multi-residential properties.   
The REIT generates revenues, cash flows and earnings 
from rental operations and from the sale of revenue 
producing properties. InterRent REIT's largest and most 
consistent source of income is its rental operations, which 
involves leasing individual suites to tenants for lease terms 
generally ranging from month-to-month to twelve-
months.

InterRent's strategy is to expand its portfolio primarily 
within markets that have exhibited stable market 
vacancies, sufficient suites available to attain the critical 
mass necessary to implement an efficient portfolio 
management structure and, offer opportunities for 
accretive acquisitions.

InterRent's primary objective is to use the proven industry 
experience of the Trustees, Management and Operational 
Team to: (i) provide Unitholders with stable and growing 
cash distributions from investments in a diversified 
portfolio of multi-residential properties; (ii) enhance the 
value of the assets and maximize long-term Unit value 
through the active management of such assets; and (iii) 
expand the asset base and increase Distributable Income 
through accretive acquisitions. 

The REIT spent 2010 and 2011 focused on re-positioning 
its portfolio of properties, hiring the right resources, 
training its team and ensuring the core beliefs of customer 
service and creation of value were firmly entrenched 
within the organization.  With the re-positioning well in-
hand, the focus in 2012 clearly shifted to finding good 
quality properties where we can drive down operating 
costs while increasing rents through sound capital 
investment, good management and exceptional customer 
service.  The Team we have assembled has a proven track 
record and we believe we have both the experience and 
ability necessary to execute on our growth strategy in the 
years to come.

Ÿ Management is focused on growing InterRent REIT 
in a strategic and structured manner.  In addition to 
the four acquisitions completed in 2012, 
management is working on numerous potential 
opportunities and believes it can continue to find 
similar accretive acquisitions. In line with this, the 
Trust has purchased a complex of 4 apartment 
buildings aggregating 174 residential suites, 
situated in Montreal, Quebec.  This transaction 
closed on January 28, 2013. 

Ÿ The sub-metering program has been rolled out to 
16 properties (1,302 suites) with another 13 
properties (1,019 suites) being rolled out in Q1 of 
2013.  Of the 1,302 suites that are currently sub-
metered, 485 are paying for their hydro 
consumption through the program while the 
remaining 817 will convert to hydro extra on suite 
turnover.  Of the 1,019 suites to be rolled out in Q1 
of 2013, approximately 300 of the suites are on 
hydro extra leases and as such, will be moved from 
a nominal monthly hydro charge to paying for their 
consumption.

Ÿ Management is currently working on the early re-
financing of mortgages that mature in 2013.  
Management expects to be able to renew these 
mortgages at rates that are substantially below the 
current contracted rates.

Ÿ As a result of the Capital Expenditures in 2011 and 
2012, management has initiated another round of 
Above Guideline Increases (AGIs).  Applications 
have been submitted to the Landlord and Tenant 
Board, representing approximately 14% of the 
portfolio which, when combined with previous 
applications, amounts to annualized AGIs of 
$250,000 expected in 2013.

Ÿ The Trust has built-out and rented 25 suites within 
existing properties over the past year and a half.  

The Trust is currently investigating further unit 

build-outs for 2013 and expects to complete a 
minimum of another 25 suite additions.
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PERFORMANCE HIGHLIGHTS 

The following table presents a summary of InterRent’s operating performance for the past eight quarters: 

            
      

Ÿ Operating revenue for the quarter increased by 2.1% 
over Q3 2013 and 28.3% over Q4 2011.  Operating 
revenue for the year increased by $9.1 million, or 
23.5%, over 2011.

Ÿ Average monthly rent per suite increased to $888 
(December 2012) from $843 (December 2011), an 
increase of 5.3%. 

Ÿ Economic vacancy decreased to 2.2% in December 
2012 from 3.4% in December 2011.

Ÿ Net Operating Income (NOI) increased by $2.1 million, 
or 38.2%, for the quarter compared to Q4 2011.  NOI 
for the quarter was $7.5 million, or 58.8% of operating 
revenues.  NOI increased by $7.4 million, or 36.3%, for 
the year compared to 2011.  NOI for the year was 
$27.9 million, or 58.8% of operating revenues.

Ÿ Stabilized NOI increased by 10.5% to $5.5 million for 
the quarter, or 59.0% of operating revenues, 
compared to $5.0 million, or 55.9%, for Q4 2011. For 
the year, Stabilized NOI increased by 14.0% to $21.5 
million or 58.9% of operating revenues, compared to 
$18.8 million, or 54.5%, for 2011.

Ÿ Funds From Operations (FFO) for the quarter 
increased by $2.5 million, or 190%, to $3.8 million (or 
$0.09 per unit) compared to $1.3 million (or $0.04 per 
unit) for Q4 2011.  For the year, FFO increased by $9.2 
million, or 214%, to $13.5 million (or $0.31 per unit) 
compared to $4.3 million (or $0.13 per unit) for 2011.

Ÿ Adjusted Funds From Operations (AFFO) for the 
quarter increased by $1.9 million, or 142%, to $3.3 
million (or $0.07 per unit) compared to $1.4 million 
(or $0.04 per unit) for Q4 2011.  For the year, AFFO 
increased by $7.4 million, or 171%, to $11.7 million 
(or $0.27 per unit) compared to $4.3 million (or 
$0.13 per unit) for 2011.
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Selected Consolidated Inform ation 
In  $000’s, except per Unit am ounts  
and other non-financial data 2012 2011 

 Q 4 Q 3 Q 2 Q 1 Q 4 Q 3 Q 2 Q 1 

Total suites 4,695 4,695 4,652 4,489 3,820 3,985 3,952 3,914 

O ccupancy rate (last m onth of Q ) 97.8% 98.6% 96.6% 97.3% 96.6% 96.6% 

 

95.1% 

 

95.5% 

 Average rent per suite (last month of Q) $888 $880 $850 $832 $843 $829 $812 $810 

O perating revenues $12,708 $12,448 $11,568 $10,806 $9,902 $9,714 $9,434 $9,421 

O perating N O I 7,474 7,722 7,037 5,713 5,410 5,554 

 

5,207 

 

4,335 

 N OI % 58.8% 62.0% 60.8% 52.9% 54.6% 57.2% 55.2% 46.0% 

N OI per unit - basic $0.17 $0.17 $0.16 $0.13 $0.16 $0.17 $0.16 $0.13 

N OI per unit - diluted $0.17 $0.17 $0.16 $0.13 $0.16 $0.17 $0.16 $0.13 

Funds from operations (FFO )  $3,839 $4,092 $3,548 $2,010 $1,324 $1,634 $749 $593 

FFO  per unit - basic $0.09 $0.09 $0.08 $0.05 $0.04 $0.05 $0.02 $0.02 

FFO  per unit - d iluted $0.09 $0.09 $0.08 $0.05 $0.04 $0.05 $0.02 $0.02 

Adjusted Funds from operations (AFFO ) $3,311 $3,564 $3,025 $1,848 $1,368 $1,653 $751 $571 

AFFO  per unit - basic $0.07 $0.08 $0.07 $0.04 $0.04 $0.05 $0.02 $0.02 

AFFO  per unit - d iluted $0.07 $0.08 $0.07 $0.04 $0.04 $0.05 $0.02 $0.02 

Distributable income (DI) $3,107 $3,227 $2,915 $2,609 $572 $1,296 $1,277 $1,020 

DI per unit - basic $0.07 $0.07 $0.07 $0.06 $0.02 $0.04 $0.04 $0.03 

DI per unit - diluted $0.07 $0.07 $0.07 $0.06 $0.02 $0.04 $0.04 $0.03 

Cash distributions per unit $0.04 $0.04 $0.03 $0.03 $0.03 $0.03 $0.03 $0.03 

AFFO  payout ratio 54%  45%  44%  71%  75%  59%  129%  170%  

Stabilized average rent per suite $887 $880 $865 $855 $851 $847 $824 $819 

Stabilized N OI % 59.0% 61.9% 60.1% 53.5% 55.9% 58.6% 55.5% 47.0% 

Debt to GBV 46.8% 47.8% 51.0% 50.3% 48.5% 57.4% 58.5% 58.1% 
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Ÿ Distributable Income (DI) for the quarter increased by $2.5 million, or 443%, to $3.1 million (or $0.07 per unit) compared 
to $0.6 million (or $0.02 per unit) for Q4 2011.  For the year, DI increased by $7.7 million, or 185%, to $11.9 million (or 
$0.27 per unit) compared to $4.2 million (or $0.13 per unit) for 2011.

Ÿ The Trust completed the following property transactions during the year:

INTERRENT REIT    2012 ANNUAL REPORT

Transaction Date  Suite Count Region Transaction Price Price per Suite 

January 5, 2012 acquisition      490 National Capital $ 28,775,000 $ 58,724 

March 7, 2012 acquisition      230 Hamilton/Niagara 19,910,000 86,565 

June 11, 2012 acquisition      184 GTA 23,900,000 129,891 

August 8, 2012 acquisition       96 GTA 9,300,000 96,875 

      

Transaction Date  Suite Count Region Transaction Price Price per Suite 

March 8, 2012 disposition      36 Western Ontario $ 2,435,000 $ 67,639 

March 8, 2012 disposition      16 Western Ontario 982,500 61,406 

May 28, 2012 disposition      24 Eastern Ontario 1,375,000 57,292 

July 18, 2012 disposition      63 Western Ontario 2,160,000 34,286 
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Region Number of Suites Average Rent 

Eastern Ontario              517 $837 

GTA 555 $1,091 

Hamilton/Niagara 884 $949 

Northern Ontario 347 $765 

National Capital Region - Ottawa 581 $997 

National Capital Region - Gatineau 490 $728 

Western Ontario 1,321 $826 

Total  4,695 $888 

 

The Trust started the year with 3,820 suites.  During the year the Trust purchased four properties totalling 1,000 
suites, added 14 suites to existing properties and sold four properties totalling 139 suites.  At December 31, 2012, 
the Trust had 4,695 suites.  Management continuously reviews the markets the REIT is in to determine if the 
portfolio mix remains suitable.  Management believes that although the bulk of the repositioning and 
dispositions are complete, there remains opportunities within the portfolio to reduce the operating costs further 
and streamline operations while growing the REIT in a fiscally prudent manner.  Management has identified 
several cities within its geographical clusters for growth, and has been successful in adding 1,000 suites within 
these clusters during the year.  We continue to actively seek purchase opportunities within the target cities in 
order to build our acquisition pipeline.  The following graph and table shows our suite mix by region as well as our 
average rent by region for December 2012.
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In $ OOO's 

3 Months Ended  
 December 31, 2012 

3 Months Ended  
 December 31, 2011 

12 Months Ended  
 December 31, 2012 

12 Months Ended  
 December 31, 2011 

Gross rental revenue $12,469  $9,948  $47,039  $39,018  

Less: vacancy & rebates (338)  (456)  (1,655)  (2,136)  

Other revenue 577  410  2,146  1,589  

    Operating revenues $12,708  $9,902  $47,530  $38,471  

Expenses         

 Property operating costs 2,114 16.6% 1,852 18.7% 7,923 16.7% 7,166 18.6% 

 Property taxes 1,643 12.9% 1,357 13.7% 6,315 13.3% 5,638 14.7% 

 Utilities 1,477 11.6% 1,283 13.0% 5,346 11.2% 5,161 13.4% 

       Operating expenses $5,234 41.2% $4,492 45.4% $19,584 41.2% $17,965 46.7% 

Net operating income $7,474  $5,410  $27,946  $20,506  

Net operating margin 58.8%  54.6%  58.8%  53.3%  

 

ANALYSIS OF OPERATING RESULTS

The current and prior period consolidated income statement, and analysis of operating results, does not separately disclose 
the results from assets held for sale as discontinued operations.  Management's position is that the disposal of a property or 
the classification of a property as held for sale does not constitute a discontinued operation.

REVENUE

Gross rental revenue for the year ended December 31, 
2012 increased 20.6% to $47.0 million compared to $39.0 
million for the year ended December 31, 2011.  Operating 
revenue for the year was up $9.1 million to $47.5 million, 
or 23.5% compared to the prior year.  The Trust had 4,695 
suites at the end of 2012 as compared to 3,820 at the end 
of 2011 (on a weighted average basis, the Trust had 540 
more suites in 2012 compared to 2011).  The average 
monthly rent for December 2012 increased to $888 per 
suite from $843 (December 2011), an increase of 5.3%.  

For the stabilized portfolio, the increase in the average 
monthly rents from September 2012 to December 2012 is 
as a result of moving rents to market on turnover, guideline 
increases and AGIs.  On a stabilized basis, average rents 
per suite are up $36 per suite (or 4.2%) over December 
2011.  The increase on a portfolio basis reflects the 
aforementioned as well as the changes that have occurred 
in the property mix. The average rents for the overall 
portfolio for December 2012 increased by $45 (or 5.3%) 
over December 2011.  Management expects to continue 
to grow rent organically through moving to market rent on 
suite turnovers, continued roll-out of guideline increases 

and AGIs as well as continuing to drive other ancillary 
revenue streams such as parking, laundry, locker rentals 
and cable and telecom.  

The AGIs rolled out to date were expected to result in 
approximately $0.6 million in annualized gross rent 
once the process was complete.  As of the end of Q4 
2012, we have seen the process result in a lift in 
annualized rent of approximately $0.2 million with 
approximately $0.1 million remaining to be rolled out 
over the next year.  The remaining $0.3 million expected 
increase has turned into an annualized increase of over 
$0.7 million as a result of tenant move-outs and 
therefore being able to go to market rent on the 
turnover.

InterRent REIT has been successful in maintaining rent 
levels while at the same time passing on hydro sub-
metering charges to new tenants.  The program has 
been in place since the summer of 2011 for select 
locations and the program is now being extended to 
most of the remaining portfolio.  This program affects 
those properties that are bulk metered by hydro.
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 December 2012 September  2012 June 2012 March 2012 December  2011 

Average monthly rents all 
properties $888 $880 $850 $832 $843 

Average monthly rents 
stabilized properties  $887 $880 $865 $855 $851 
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Portfolio Occupancy

The overall economic vacancy for December 2012 across the entire portfolio was 2.2%, compared to 3.4% for December 
2011.  On a per region basis, the economic vacancy breaks down as follows: Eastern Ontario – 4.5%; GTA – 1.2%; 
Hamilton/Niagara – 2.6%; Northern Ontario – 0.8%; National Capital Region – 1.8%; and, Western Ontario – 2.1%.

As part of the ongoing effort to drive rents throughout the portfolio, the vacancy rate on an annual basis is expected to be in 
the range of 3% to 4%.  Going forward, management believes that minor variations in economic vacancy will continue to 
occur from one quarter to another given the seasonal nature of rental activity.

Other Revenue

Other rental revenue for the twelve months ended December 31, 2012 increased 35.1% to $2.1 million compared to $1.6 
million for the twelve months ended December 31, 2011.  The increased revenues from ancillary sources such as parking, 
laundry, locker rentals and cable and telecom continues to be a focus as it provides organic revenue growth.

Overall economic vacancy was 2.2% for December 2012 
compared to 3.4% over the same period last year.  The 
increased rents and reduction in vacancies that InterRent 
REIT is now achieving supports and strengthens 
management's philosophy that the right tenant profile and 
capital investment leads to a stronger and more 
sustainable portfolio of properties.   The objectives are 
being achieved as a direct result of: 

1. marketing geared to the right tenant profile;
2. ensuring that properties are well maintained, 

landscaped and decorated so as to be visually 
appealing (“curb appeal”);

3. ensuring suites are properly repaired and 
maintained before being rented to new tenants; 

4. more selective of the tenants it rents to (part of a 
more stringent screening criteria and credit 
review process); and,

5. ensuring that operations are running as 
efficiently and cost effectively as possible to 
ensure the well being and enjoyment of the 
tenants.

This is part of the Trust's repositioning strategy to 
maximize rental revenues, lower operating costs and 
create value for Unitholders.  Management intends to 
continue to pursue this strategy and focus both within 
the existing portfolio and as it looks to add new 
properties within targeted regions. 

The following chart represents the economic vacancy 
for the entire portfolio for the month listed.  This data is 
calculated by taking vacancy and dividing it by gross 
rental revenue.  All suites in the portfolio are included in 
the calculation whether they were available to rent 
immediately or not (i.e.: no removal of suites under 
renovation or undergoing major repairs and 
maintenance). 
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PROPERTY OPERATING COSTS

Property operating costs for the investment properties 
include repairs and maintenance, insurance, caretaking, 
superintendents' wages and benefits, property 
management fees, uncollectible accounts and eviction 
costs, marketing, advertising and leasing costs. 

Property operating costs for the year ended December 31, 
2012 amounted to $7.9 million or 16.7% of revenue 
compared to $7.2 million or 18.6% of revenue for the year 
ended December 31, 2011.  Despite the net addition of 
875 suites throughout the year, the REIT managed to 
increase operating costs by only $0.7 million and reduce 
the cost as a percentage of revenue by 1.9% of revenue as 
compared to 2011. On a stabilized property basis, property 
operating costs were down 2.3%, or $0.1 million.

Management believes that the current staffing levels are 
able to meet not only the current requirements, but most 
regions are able to integrate new properties into the 

portfolio with minimal extra cost.

PROPERTY TAXES

Property taxes for the year ended December 31, 2012 
amounted to $6.3 million or 13.3% of revenue compared 
to $5.6 million or 14.7% of revenue for the year ended 
December 31, 2011.  The $0.7 million increase is mainly 
attributable to the net addition of 875 suites throughout 
the year.  Property Taxes as a percentage of revenues and 
on a per suite basis have reduced from 2011 to 2012.  On a 
stabilized property basis, property taxes were up 0.9%, or 
$0.1 million.  

The Trust is constantly reviewing property tax assessments 
for its properties and this active approach shall continue to 
help drive down costs. Where appropriate, the Trust will 
appeal individual property assessments. 

UTILITY COSTS

Utility costs for the year ended December 31, 2012 
amounted to $5.3 million or 11.2% of revenue 
compared to $5.2 million or 13.4% of revenue for the 
year ended December 31, 2012.  On a stabilized 
property basis, utility costs were down 13.0%, or $0.6 
million, of which 4.1% was attributable to the hydro sub 
meter program. The net increase of 875 suites 
throughout the year resulted in an increase of $0.7 
million.

Approximately 30% of our gas consumption was under 
contract at rates ranging from $0.2960 to $0.3445 per 
cubic metre.  All contracts expired by the end of 2012.

NET OPERATING INCOME (NOI)

NOI for the twelve months ended December 31, 2012 
amounted to $27.9 million or 58.8% of operating 
revenue compared to $20.5 million or 53.3% of 
operating revenue for the twelve months ended 
December 31, 2012.  The $7.4 million increase in the 
year is as a result of growing the portfolio and increasing 
net revenue while decreasing property operating costs, 
taxes and utilities as a percentage of revenue.  On a 
weighted average per suite basis, NOI increased 20.0% 
from $5,155 per suite in 2011 to $6,185 per suite in 
2012.  NOI from stabilized properties was $21.4 million, 
or 58.9% of revenue, and NOI from non-stabilized 
properties was $6.5 million, or 58.6% of revenue.  
Management continues to focus on top line revenue 
growth through acquisitions, suite additions and 
ancillary revenue as well as operating cost reductions 
(efficiencies of scale, investment in energy saving 
initiatives, investments to reduce ongoing operating 
costs, etc.).
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STABILIZED PORTFOLIO PERFORMANCE

Stabilized properties for the three and twelve months ended December 31, 2012 are defined as all properties owned by the 
Trust continuously for 24 months, and therefore do not take into account the impact on performance of acquisitions or 
dispositions completed during the period from January 1, 2011 to December 31, 2012.  As at December 31, 2012, the Trust 
has 3,453 stabilized suites, which represents 73.5% of the overall portfolio.
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In $ OOO's 

3 Months Ended  
 December 31, 2012 

3 Months Ended  
 December 31, 2011 

12 Months Ended  
 December 31, 2012 

12 Months Ended  
 December 31, 2011 

Gross rental revenue $9,165  $8,773  $35,924  $34,432  

Less: vacancy & rebates (259)  (255)  (1,090)  (1,369)  

Other revenue 413  377  1,633  1,469  

    Operating revenues $9,318  $8,895  $36,467  $34,532  

Expenses         

 Property operating costs 1,525 16.4% 1,550 17.4% 5,998 16.4% 6,140 17.8% 

 Property taxes 1,257 13.5% 1,231 13.8% 4,982 13.7% 4,936 14.3% 

 Utilities 1,038 11.1% 1,137 12.8% 4,024 11.0% 4,625 13.4% 

       Operating expenses $3,820 41.0% $3,919 44.1% $15,004 41.1% $15,701 45.5% 

Net operating income $5,498  $4,977  $21,463  $18,831  

Net operating margin 59.0%  55.9%  58.9%  54.5%  

 

For the three months ended December 31, 2012, operating revenues for stabilized properties increased by 4.8% and 
operating expenses decreased by 2.5% as compared to the same period last year.  As a result, stabilized NOI has increased by 
10.5% to 59.0% as compared to the same period last year.

For the twelve months ended December 31, 2012, operating revenues from stabilized properties increased by 5.6% and 
operating expenses decreased by 4.4% as compared to the same period last year.  As a result, stabilized NOI has increased by 
14.0% to 58.9% as compared to last year.

The average monthly rent for December 2012 for stabilized properties increased to $887 per suite from $851 (December 
2011), an increase of 4.2%.  Economic vacancy for December 2012 for stabilized properties was 2.2%, compared to 2.4% for 
December 2011.

 December 2012 September 2012 June 2012 March 2012 December  2011 

Average monthly rents 
stabilized properties 

$887 $880 $865 $855 $851 

 

FINANCING AND ADMINISTRATIVE COSTS

In $ OOO's 

3 Months 
Ended  

 December 31, 
2012 

3 Months 
Ended  

 December 31, 
2011 

12 Months 
Ended  

 December 31, 
2012 

12 Months 
Ended  

 December 31, 
2011 

Net operating income $7,474 $5,410 $27,946 $20,506 

Expenses     

 Financing costs 2,600 3,265 10,669 12,649 

 Administrative costs 991 801 3,651 3,485 

Income before other income and expenses $3,883 $1,344 $13,626 $4,372 
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FINANCING COSTS

Financing costs amounted to $2.6 million or 20.5% of revenue for the three months ended December 31, 2012 compared to 
$3.3 million or 33.0% of revenue for the three months ended December 31, 2011.  
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In $000’s 

3 Months Ended December 31, 
2012 

3 Months Ended December 31, 
2011 

Amount % of Revenue Amount % of Revenue 

Cash based:     

    Mortgage interest $2,370 18.7% $1,877 19.0% 

    Debenture interest - 0% 441 4.4% 

    Credit facilities 105 0.8% 101 1.0% 

    Interest income (39) (0.3%) (29) (0.3%) 

Non Cash based:     

    Accretion of discount and amortization of 
deferred finance cost on convertible debt  

 

- 

 

0% 

 

474 

 

4.8% 

    Amortization of deferred finance cost and 
premiums on assumed debt  

 
164 

 

1.3% 

 

401 

 

4.1% 

Total $2,600 20.5% $3,265 33.0% 

 

Mortgage Interest

Mortgage interest (including interest on vendor take-back loans) is one of the single largest expense line items for InterRent 
REIT.  Given the current rates in the market for both CMHC insured and conventional mortgages, it is management's 
expectation that it will be able to continue to refinance existing mortgages as they come due at rates that are often 
significantly lower than the maturing mortgage rate.  Although mortgage debt has increased on an overall basis, mainly 
attributable to property acquisitions and up-financing, mortgage interest on a per suite basis has decreased from $1,978 in 
2011 to $1,949 in 2012 due to an overall decrease in the weighted average rate of mortgage debt (from 4.28% at December 
31, 2011 to 3.60% at December 31, 2012).

Subordinated Convertible Debenture

As at December 31, 2012, InterRent REIT had no convertible subordinated debenture outstanding.  The Trust redeemed the 
$25 million 7% subordinated convertible debenture, originally due on January 31, 2013, on February 1, 2012 at par.  As at 
December 31, 2011, InterRent REIT had one convertible subordinated debenture issue outstanding.   The Trust issued a $25 
million subordinated convertible debenture on January 15, 2008 which bore interest at 7% and was due on January 31, 2013. 
The debenture was convertible into Trust units at $4.60 per Trust unit at the option of the holder prior to maturity.  On 
December 23, 2011, the Trust elected to redeem the debenture at par on February 1, 2012.  As a result, the carrying amount 
of the convertible debenture at December 31, 2011 was revised to the estimated future cash flows and an adjustment of 
$1,982 was recorded as an expense.

Administrative Costs

Administrative costs include such items as salaries and incentive payments, employee benefits, investor relations, transfer 
agent listing and filing fees, legal, tax, audit and other professional fees and amortization on corporate furniture and 
equipment.  

Administrative costs for the twelve months ended December 31, 2012 amounted to $3.7 million or 7.7% of revenue 
compared to $3.5 million or 9.1% of revenue for the twelve months ended December 31, 2011.
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SALE OF ASSETS, FAIR VALUE ADJUSTMENTS ON INVESTMENT PROPERTIES, ADJUSTMENT TO 
CARRYING VALUE AND GAIN/(LOSS) ON FINANCIAL LIABILITIES

 
 

 

 

 

 
  
 
 
 

 

SALE OF ASSETS

In the twelve month period ended December 31, 2012, the Trust had a $0.1 million loss from the sale of investment 
properties and mortgages receivable.  The Trust sold four investment properties for a total selling price of $6.9 million 
compared to a carrying value of $6.3 million.   The properties were sold for $0.6 million above their carrying value (which is 
the fair market value) however selling costs of $0.4 million were incurred as part of the transactions, resulting in a gain on 
disposition of $0.2 million.  The Trust also sold five mortgage receivables for a total selling price of $3.0 million compared to a 
carrying value of $3.3 million resulting in a loss on disposition of $0.3 million. 
In the twelve month period ended December 31, 2011, the Trust sold nineteen investment properties for a total selling price 
of $29.1 million which incurred a loss on disposition of $0.5 million.

FAIR VALUE ADJUSTMENTS OF INVESTMENT PROPERTIES

The fair value of the portfolio at December 31, 2012 and 2011 was determined internally by the Trust.  In order to 
substantiate management's valuation, approximately 60% of the portfolio was appraised by external valuation professionals 
throughout 2012 (approximately 29% in 2011). For the twelve month period ended December 31, 2012, a fair value gain of 
$72.0 million was recorded on the financial statements as a result of changes in the fair value of investment properties.  The 
increase in the fair value of the properties over last year has been driven by actual improvements in operating results as a 
result of the repositioning of the properties and the capital invested over the last two and a half years as well as a decrease in 
the capitalization rate.  The weighted average capitalization rate used across the portfolio at the end of Q4 2012 was 5.55% as 
compared to 5.93% for Q4 2011.

UNREALIZED FAIR VALUE GAIN/(LOSS) ON FINANCIAL LIABILITIES

The Trust used a closing price of $5.23 based on the closing price of the TSX listed InterRent REIT Trust Units to determine the 
fair value of the deferred unit compensation liability. The total fair value of the deferred units recorded on the consolidated 
balance sheet at December 31, 2012 was $4.3 million and a corresponding fair value loss of $1.6 million was recorded on the 
consolidated statement of income for the twelve months ended December 31, 2012.

The Trust determined the fair value of the option plan (unit-based compensation liability) at December 31, 2012 at $1.6 
million and a corresponding fair value loss of $0.9 million was recorded on the consolidated statement of income for the 
twelve months ended December 31, 2012. The intrinsic value of the vested options is $1.9 million.

As at December 31, 2012, the Trust had no convertible subordinated debenture outstanding and therefore no value for the 
conversion feature.  The Trust determined the fair value of the conversion feature of the convertible debenture at December 
31, 2011 at nil and a corresponding fair value gain of $1.7 million was recorded on the consolidated statement of income for 
the twelve months ended December 31, 2011. The intrinsic value of the conversion feature of the convertible debenture was 
nil.

The Trust used a closing price of $5.23 based on the closing price of the TSX listed InterRent REIT Trust Units to determine the 
fair value of the LP Class B unit liability. The total fair value of these Units recorded on the consolidated balance sheet at 
December 31, 2012 was $1.0 million and a corresponding fair value loss of $0.4 million was recorded on the consolidated 
statement of income for the twelve months ended December 31, 2012.
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In $ OOO's 

3 Months 
Ended  

 December 31, 
2012 

3 Months 
Ended  

 December 31, 
2011 

12 Months 
Ended  

 December 31, 
2012 

12 Months 
Ended  

 December 31, 
2011 

Income before other income and expenses $3,883 $1,344 $13,626 $4,372 

 Loss on sale of assets (39) (344) (110) (453) 

 Fair value adjustments of investment properties 11,258 25,623 72,041 37,002 

 Adjustment to carrying value of convertible debt - (1,982) 

 

- (1,982) 

  Unrealized gain/(loss) on financial liabilities 314 2,786 

 

(2,860) 409 

  Distributions expense on units classified as 
financial liabilities 

(51) (26) 

 

(162) (78) 

 
Net income  $15,365 $27,401 $82,535 $39,270 
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DISTRIBUTION EXPENSE

The distribution expense is comprised of distributions to holders of the LP Class B units and distributions earned on the 
deferred unit plan, as both are classified as a liability.

PERFORMANCE MEASURES

Management believes that Funds from Operations (FFO), Adjusted Funds from Operations (AFFO) and Distributable 
Income (DI) are key measures for real estate investment trusts. 
 
As all three measures exclude the fair value adjustments on investment properties and gains and losses from property 
dispositions, it 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 realty 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 GAAP.
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In $ OOO's 

3 Months 
Ended  

 December 31, 
2012 

3 Months 
Ended  

 December 31, 
2011 

12 Months 
Ended  

 December 31, 
2012 

12 Months 
Ended  

 December 31, 
2011 

Fair value gain(loss) on financial liabilities:     

 Deferred unit compensation plan $112 $(254) $(1,567) $(773) 

 Option plan 154 (214) (911) (338) 

 Conversion feature of convertible debenture - 3,480 - 1,746 

 LP Class B unit liability 48 (226) 
 

(382) (226) 
 

Fair value gain (loss) on financial liabilities $314 $2,786 $(2,860) $409 

 

FFO Reconciliation 
In $000’s, except per Unit amounts  
and Units outstanding 

3 Months 
Ended  

December 31, 
2012 

3 Months 
Ended  

December 31, 
2011 

12 Months 
Ended  

December 31, 
2012 

12 Months 
Ended  

December 31, 
2011 

Net income $15,365 $27,401 $82,535 $39,270 

Add (deduct):     

    Fair value adjustments on investment property 

 

(11,258) (25,623) (72,041) (37,002) 

    (Gain) loss on sale of assets 

 

39 344 110 453 

    Unrealized (gain) loss on financial instruments (314) (2,786) 2,860 (409) 

    Adjustment to carrying value of convertible debt - 1,982 - 1,982 

    Interest expense on puttable units classified as 
liabilities 7 6 25 - 

     
Funds from operations (FFO) $3,839 $1,324 $13,489 $4,300 

FFO per unit - basic $0.09 $0.04 $0.31 $0.13 

FFO per unit - diluted $0.09 $0.04 $0.30 $0.13 
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WEIGHTED AVERAGE NUMBER OF UNITS

The following table sets forth the weighted average number of Units outstanding:
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AFFO Reconciliation 
In $000’s, except per Unit amounts  
and Units outstanding 

3 Months 
Ended  

December 31, 
2012 

3 Months 
Ended  

December 31, 
2011 

12 Months 
Ended  

December 31, 
2012 

12 Months 
Ended  

December 31, 
2011 

Funds from operations $3,839 $1,324 $13,489 $4,300 

Add (deduct):     

    Maintenance capital investment (528) (430) (2,084) (1,771) 

    Accretion of discount and amortization of deferred 
finance cost on convertible debt - 474 343 1,814 

Adjusted Funds from operations (AFFO) $3,311 $1,368 $11,748 $4,343 

AFFO per unit - basic $0.07 $0.04 $0.27 $0.13 

AFFO per unit - diluted $0.07 $0.04 $0.26 $0.13 

 

DI Reconciliation 
In $000’s, except per Unit amounts  
and Units outstanding 

3 Months 
Ended  

December 31, 
2012 

3 Months 
Ended  

December 31, 
2011 

12 Months 
Ended  

December 31, 
2012 

12 Months 
Ended  

December 31, 
2011 

Net income $15,365 $27,401 $82,535 $39,270 
Add (deduct) items not affecting cash:     
    Interest expense on redeemable units classified 

as liabilities 7 6 25 6 
    Amortization of furniture and fixtures 5 5 19 19 
    Accretion of discount and amortization of 

deferred finance cost on convertible debt - 474 343 1,814 
    Amortization of deferred finance costs and 

premiums on assumed debt 164 400 873 1,022 
    Unit based compensation 258 152 1,239 1,203 
    Loss on sale of assets 39 344 110 453 
    Unrealized loss (gain) on financial instruments (314) (2,786) 2,860 (409) 
    Adjustment to carrying value of convertible debt - 1,982 - 1,982 
Less:  
 

  
 

  
     Amortization of deferred finance charges post               

        December 6, 2006 214 245 724 740 
    Maintenance capital expenditures 945 1,538 3,381 3,454 
    Fair value gain on investment properties 11,258 25,688 72,041 37,002 

Distributable income $3,107 $572 $11,858 $4,165 

Distributable income per unit - basic $0.07 $0.02 $0.27 $0.13 

Distributable income per unit - diluted $0.07 $0.02 $0.27 $0.13 

 

  3 Months 
Ended  

December 31, 
2012 

3 Months 
Ended  

December 31, 
2011 

12 Months 
Ended  

December 31, 
2012 

12 Months 
Ended  

December 31, 
2011 

Trust units 44,146,805 33,814,621 43,897,348 32,642,617 

LP Class B units 186,250 186,250 186,250 186,250 

Weighted average units outstanding - basic 44,333,055 34,000,871 44,083,598 32,828,867 

Unexercised dilutive options (1) 366,992 219,576 366,992 219,576 

Weighted average units outstanding - diluted 44,700,047 34,220,447 44,450,590 33,048,443 

 (1) Calculated using the treasury method
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INVESTMENT PROPERTIES

The following chart shows the changes in investment properties from December 31, 2011 to December 31, 2012. 

The Trust acquired four properties (1,000 suites) for $85.9 million during the twelve month period ended December 31, 2012 
and sold four properties (139 suites) with a carrying value of $6.3 million.  

The fair value of the portfolio at December 31, 2012 was determined internally by the Trust.  In order to substantiate 
management's valuation, approximately 60% of the portfolio was appraised by external valuation professionals throughout 
2012.  For the twelve month period ended December 31, 2012, a fair value gain of $72.1 million was recorded on the financial 
statements as a result of changes in the fair value of investment properties.

For the twelve month period ended December 31, 2012, the Trust invested $26.5 million (2011 – $15.9 million) in its 
investment properties, including $12.8 million spent on non-stabilized properties acquired in the past 24 months.  The 
breakdown of expenditures for the year are itemized in the following graph.
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In $ OOO's December 31, 2012 

Balance, December 31, 2011 $373,245 

Acquisitions 85,967  

Property capital investments  26,470 

 

 

  

Settlement from derecognition of liability  (365)  

Fair value gains  72,041  

Dispositions  (6,337)  

Total Investment properties $551,021 

 

30



3333

UNITHOLDERS’ EQUITY

The following chart shows the changes in reported Unitholders' equity from December 31, 2011 to December 31, 2012. 

As at December 31, 2012 there were 44,204,020 Trust Units issued and outstanding.  

DISTRIBUTIONS

The Trust increased its monthly distributions 33% from $0.01 to $0.0133 per Unit effective for the August 2012 distribution 
that was paid September 2012.  The Trust is currently making monthly distributions of $0.0133 per Unit.  For the year ended 
December 31, 2012, the Trust's Distributable Income was $0.27 per unit, compared to $0.13 for the year ended December 31, 
2011, while the distributions were $0.1366 for 2012 and $0.12 for 2011.

LIQUIDITY AND CAPITAL RESOURCES

InterRent REIT's overall debt level was at 46.8% of Gross Book Value (“GBV”) at December 31, 2012. GBV is a non-GAAP term 
that is defined in the DOT and includes all operations.  The following chart sets out the Trust's computed debt to GBV:

With a DOT limit of 75% of Debt-to-Gross Book Value, InterRent REIT has the ability to further leverage the existing portfolio to 
assist with future investments in new assets.  The Trust is conscious of the current credit environment and how this affects the 
ability of the Trust to grow. Management believes that although the bulk of the repositioning and dispositions are complete, 
there remains opportunities within the portfolio to reduce the operating costs further and streamline operations while 
growing the REIT in a fiscally prudent manner.

As at December 31, 2012, the Trust had the following credit facilities:

Ÿ A $0.5 million demand operating loan with a Canadian chartered bank bearing interest at prime plus 1.0%, secured by a 
general security agreement and a second collateral mortgage on one of the Trust's properties. As at December 31, 
2012, the Trust had not utilized this facility.  

Ÿ    A $10 million demand credit facility with a financial institution bearing interest at prime plus 1.0%, secured by a general 
security agreement and second collateral mortgages on nine of the Trust's properties. As at December 31, 2012, the 
Trust had not utilized this facility. 

Ÿ    A $10 million term credit facility, maturing in 2014, with a Canadian chartered bank bearing interest at prime plus 0.75%, 
secured by a general security agreement and second collateral mortgages on nine of the Trust's properties. As at 
December 31, 2012, the Trust had utilized $5.1 million of this facility. 

Ÿ    A $12.5 million term credit facility, maturing in 2015, with a Canadian chartered bank bearing interest at prime plus 
0.75%, secured by a general security agreement and second collateral mortgages on ten of the Trust's properties. As at 
December 31, 2012, the Trust had not utilized this facility. 
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Summary of Unitholders’ Capital Contributions Trust Units 
Amount  

(in $’000) 

December 31, 2011 43,464,465 $79,459 

Units issued under long-term incentive plan 400,000 1,743 

Units issued from options exercised 38,350 172 

Units issued under distribution reinvestment plan 301,205 1,279 

December 31, 2012 44,204,020 $82,653 

 

In $ OOO's December 31, 2012 December 31, 2011 

Total assets per Balance Sheet $559,206 $406,349 

Mortgages payable and vendor take-back loans $256,820 $172,241 

Debenture - 25,000 

Lines of credit 5,110  -  

Total debt $261,930 $197,241 

Debt to GBV 46.8% 48.5% 
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MORTGAGE AND DEBT SCHEDULE

The following schedule summarizes the aggregate future minimum principal payments and debt maturities for the 
mortgages and vendor take-back loans of InterRent REIT.

At December 31, 2012, the average term to maturity of the mortgage debt was approximately 4.7 years and the weighted 
average cost of mortgage debt was 3.60%.  At December 31, 2012, approximately 61% of InterRent REIT's mortgage debt was 
backed by CMHC insurance.

ACCOUNTING

FUTURE ACCOUNTING CHANGES

IFRS 9 Financial Instruments  

In November 2009, the IASB issued, and subsequently revised in October 2010, IFRS9 Financial Instruments (IFRS 9) as a first 
phase in its ongoing project to replace IAS 39.  IFRS 9, which is to be applied retrospectively, is effective for annual periods 
beginning on or after January 1, 2015, with earlier application permitted.

IFRS 9 uses a single approach to determine whether a financial asset is measured at amortized cost or fair value, replacing the 
multiple rules in IAS 39.  The approach in IFRS 9 is based on how an entity manages its financial instruments in the context of 
its business model and the contractual cash flow characteristics of the financial assets.  The new standard also requires a 
single impairment method to be used, replacing the multiple impairment methods in IAS 39. The standard also adds guidance 
on the classification and measurement of financial liabilities.  Management is currently evaluating the potential impact that 
the adoption of IFRS 9 will have on the Trust's consolidated financial statements.

IFRS 13 Fair Value Measurement 

On May 12, 2011, the IASB has issued IFRS 13 Fair Value Measurement (IFRS 13). IFRS 13, which is to be applied prospectively, 
is effective for annual periods beginning on or after January 1, 2013, with earlier application permitted.

IFRS 13 defines fair value, provides a framework for measuring fair value and includes disclosure requirements for fair value 
measurements. IFRS 13 will be applied in most cases when another IFRS requires (or permits) fair value measurement. 
Management has not yet determined the potential impact that the adoption of IFRS 13 will have on the Trust's consolidated 
financial statements.
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Year 
Maturing 

Mortgage Balances At December 31, 2012            
(in $ 000’s) 

Weighted Average by 
Maturity 

Weighted Average 
Interest Rate 

2013  $95,569 36.7% 3.52% 

2014 $22,045 8.5% 3.81% 

2015 $8,845 3.4% 3.25% 

2016 $16,820 6.5% 4.33% 

2017 $42,913 16.5% 4.48% 

Thereafter $74,142 28.5% 3.04% 

Total $260,334 100% 3.60% 
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RISKS AND UNCERTAINTIES 

The Trust, its business and the transactions contemplated 
in this MD&A are subject to material risks, both known and 
unknown, including, but not limited to the following:

The Trust is exposed to a variety of risks, general and 
specific.  General risks are the risks associated with general 
conditions in the real estate sector, and consist largely of 
commonly exposed risks affecting the real estate industry 
as a whole. Specific risks are the risks specific to the Trust 
and its operations, such as credit, market, liquidity and 
operational risks.    

Current Economic Risk

InterRent REIT must raise mortgage funds for mortgages as 
they mature and for acquisitions.  Given the 
interconnectivity of the global economy and the current 
global economic environment, there is no guarantee that 
the Trust will be able to secure such funds on a 
commercially beneficial basis, or at all, and the failure to 
raise sufficient funds could have a material adverse effect 
on the business of the Trust and the market value of its 
securities.

Real Estate Industry Risk

Real estate investments are generally subject to varying 
degrees of risk depending on the nature of the property. 
These risks include changes in general economic 
conditions (such as the availability and cost of mortgage 
funds), local conditions (such as an oversupply of space or 
a reduction in demand for real estate in the area), 
government regulations (such as new or revised 
residential tenant legislation), the attractiveness of the 
properties to tenants, competition from others with 
available space and the ability of the owner to provide 
adequate maintenance at an economic cost. The 
performance of the economy in each of the areas in which 
the Trust's properties are located, including the financial 
results and labour decisions of major local employers, can 
have an impact on revenues from the properties and their 
underlying values. 

Additional factors which may further adversely affect 
revenues from the Trust's properties and their underlying 
values include the general economic climate, local 
conditions in the areas in which properties are located, 
such as an abundance of supply or a reduction in demand, 
the attractiveness of the properties, competition from 
other properties, the Trust's ability to provide adequate 
facilities maintenance, services and amenities, the ability 
of residents to pay rent and the ability of the Trust to rent 
vacant units on favourable terms.  
Certain significant expenditures, including property taxes, 
maintenance costs, mortgage payments, insurance costs 
and related charges, must be made regardless of whether 
or not a property is producing sufficient income to service 
these expenses. The Trust's properties are subject to 

mortgages, which require significant debt service 
payments. If the Trust were unable or unwilling to meet 
mortgage payments on any property, losses could be 
sustained as a result of the mortgagee's exercise of its 
rights of foreclosure or of sale. Real estate is relatively 
illiquid. Such illiquidity will tend to limit the Trust's 
ability to vary its portfolio promptly in response to 
changing economic or investment conditions. In 
addition, financial difficulties of other property owners 
resulting in distress sales may depress real estate values 
in the markets in which the Trust operates.  The majority 
of the Trust's properties were constructed in the 1960's 
and 1970's and require ongoing capital expenditures, 
the amount and timing of which is difficult to predict.  
These expenditures could exceed the Trust's existing 
reserve estimates which could have a material adverse 
effect upon Distributable Income. 

The nature of the Trust's business is such that 
refurbishment and structural repairs are required 
periodically, in addition to regular on-going 
maintenance.

Multi-Unit Residential Sector Risk

Income producing properties generate income through 
rent payments made by tenants of the properties. Upon 
the expiry of any lease, there can be no assurance that 
the lease will be renewed or the tenant replaced. The 
terms of any subsequent lease may be less favourable to 
the Trust than the existing lease. The Trust is dependent 
on leasing markets to ensure vacant residential space is 
leased, expiring leases are renewed and new tenants 
are found to fill vacancies. A disruption in the economy 
could have a significant impact on how much space 
tenants will lease and the rental rates paid by tenants. 
This would affect the income produced by the Trust's 
properties as a result of downward pressure on rents.

Environmental Risks

As an owner and manager of real property, the Trust is 
subject to various Canadian federal, provincial, and 
municipal laws relating to environmental matters. 
These laws could encumber the Trust with liability for 
the costs of removal and remediation of certain 
hazardous substances or wastes released or deposited 
on or in its properties or disposed of at other locations. 
The failure to remove or remediate such substances, if 
any, could adversely affect the Trust's ability to sell its 
real estate, or to borrow using real estate as collateral, 
and could potentially also result in claims or other 
proceedings against the Trust. Although the Trust is not 
aware of any material non-compliance with 
environmental laws at any of its properties nor is it 
aware of any pending or threatened investigations or 
actions by environmental regulatory authorities in 
connection with any of its properties or any material 
pending or threatened claims relating to environmental 

INTERRENT REIT    2012 ANNUAL REPORT

33



conditions at its properties, no assurance can be given that 
environmental laws will not result in significant liability to 
the Trust in the future or otherwise adversely affect the 
Trust's business, financial condition or results of 
operations.  The Trust has formal policies and procedures 
to review and monitor environmental exposure.  The Trust 
has made, and will continue to make, the necessary capital 
expenditures for compliance with environmental laws and 
regulations. Environmental laws and regulations can 
change rapidly and the Trust may become subject to more 
stringent environmental laws and regulations in the 
future. Compliance with more stringent environmental 
laws and regulations could have a material adverse effect 
on the Trust's business, financial condition or results of 
operation.  

Each segment of the real estate business is competitive. 
Numerous other residential developers and apartment 
owners compete in seeking tenants. Although the Trust's 
strategy is to own multi-residential properties in desirable 
locations in each market in which it operates, some of the 
properties of the Trust's competitors may be newer, better 
located or better capitalized. The existence of alternative 
housing could have a material adverse effect on the Trust's 
ability to lease space in its properties and on the rents 
charged or concessions granted, and could adversely 
affect the Trust's revenues and its ability to meet its 
obligations.

sive general liability, fire, 
flood, extended coverage and rental loss insurance with 
policy specifications, limits and deductibles customarily 
carried for similar properties. There are, however, certain 
types of risks (generally of a catastrophic nature such as 
war or environmental contamination), which are either 
uninsurable or not economically insurable.  The Trust will 
continue to procure insurance for such risks, subject to 
certain standard policy limits and deductibles and will 
continue to carry such insurance if it is economical to do 
so. Should an uninsured or underinsured loss occur, the 
Trust could lose its investment in, and anticipated profits 
and cash flows from, one or more of its properties, and 
would continue to be obligated to repay any recourse 
mortgage indebtedness on such properties.  There is a risk 
that any significant increase in insurance costs will impact 
negatively upon the profitability of the Trust.

 the Trust is the possibility that its 

tenants will be unable or unwilling to fulfill their lease 
term commitments. Key drivers of demand include 
employment levels, population growth, demographic 
trends and consumer confidence.  The failure by tenants 

to fulfill their lease commitments could have a material 

Competition Risk

General Uninsured Losses

The Trust carries comprehen

Credit Risk - Leases

The key credit risk to

adverse effect upon Distributable Income.

There is a risk that the Trust would be negatively 
affected by the new supply of, and demand for, multi-
unit residential suites in its local market areas. Any 
significant amount of new construction will typically 
result in an imbalance in supply and cause downward 
price pressure on rents.   

Rent control legislation risk is the risk of the 
implementation or amendment of new or existing 
legislative rent controls in the markets where the Trust 
operates, which may have an adverse impact on the 
Trust's operations. 

Certain provinces of Canada have enacted residential 
tenancy legislation which imposes, among other things, 
rent control guidelines that limit the Trust's ability to 
raise rental rates at its properties. Limits on the Trust's 
ability to raise rental rates at its properties may 
adversely affect the Trust's ability to increase income 
from its properties. In addition to limiting the Trust's 
ability to raise rental rates, residential tenancy 
legislation in such provinces provide certain rights to 
tenants, while imposing obligations upon the landlord. 
Residential tenancy legislation in the Provinces of 
Ontario and Québec prescribe certain procedures which 
must be followed by a landlord in order to terminate a 
residential tenancy. As certain proceedings may need to 
be brought before the respective administrative body 
governing residential tenancies as appointed under a 
province's residential tenancy legislation, it may take 
several months to terminate a residential lease, even 
where the tenant's rent is in arrears. 

Further, residential tenancy legislation in certain 
provinces provide the tenant with the right to bring 
certain claims to the respective administrative body 
seeking an order to, among other things, compel the 
landlord to comply with health, safety, housing and 
maintenance standards. As a result, the Trust may, in the 
future, incur capital expenditures which may not be fully 
recoverable from tenants. The inability to fully recover 
substantial capital expenditures from tenants may have 
an adverse impact on the Trust's financial conditions 
and results of operations and decrease the amount of 
cash available for distributions. 

Residential tenancy legislation may be subject to 
further regulations or may be amended, repealed or 
enforced, or new legislation may be enacted, in a 
manner which will materially adversely affect the 
ability of the Trust to maintain the historical level of 
earnings of its properties.

Utility and property tax risk relates to the potential loss 
the Trust may experience as a result of higher resource 

Local Real Estate Market Risk and Asset 
Concentration

Rent Control Legislation Risk

Utility and Property Tax Risk 
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prices as well as its exposure to significant increases in 
property taxes. Over the past few years, property taxes 
have increased as a result of re-valuations of municipal 
properties and their adherent tax rates. For the Trust, 
these re-valuations have resulted in significant increases in 
some property assessments due to enhancements.  Utility 
expenses, mainly consisting of natural gas and electricity 
service charges, have been subject to considerable price 
fluctuations over the past several years. Any significant 
increase in these resource costs that the Trust cannot pass 
on to the tenant may have a negative material impact on 
the Trust. 

Operational risk is the risk that a direct or indirect loss may 
result from an inadequate or failed technology, from a 
human process or from external events. The impact of this 
loss may be financial loss, loss of reputation or legal and 
regulatory proceedings.

Although the Trust intends to continue distributing its 
Distributable Income, the actual amount of Distributable 
Income distributed in respect of the Units will depend 
upon numerous factors, some of which may be beyond the 
control of the Trust. The distribution policy of the Trust is 
established by the Trustees and is subject to change at the 
discretion of the Trustees. The recourse of Unitholders 
who disagree with any change in policy is limited and could 
require such Unitholders to seek to replace the Trustees. 
Distributable Income may exceed actual cash available to 
the Trust from time to time because of items such as 
principal repayments, tenant allowances, leasing 
commissions and capital expenditures and redemption of 
Units, if any. The Trust may be required to use part of its 
debt capacity or to reduce distributions in order to 
accommodate such items.   

One of the factors that may influence the market price of 
the Units is the annual yield thereon. Accordingly, an 
increase in market interest rates may lead purchasers of 
Units to expect a higher annual yield which could adversely 
affect the market price of the Units. In addition, the market 
price for the Units may fluctuate significantly and may be 
affected by changes in general market conditions, 
fluctuations in the markets for equity securities, short-
term supply and demand factors for real estate investment 
trusts and numerous other factors beyond the control of 
the Trust.  The Trust has no obligation to distribute to 
Unitholders any fixed amount, and reductions in, or 
suspensions of, cash distributions may occur that would 
reduce yield.  There is no assurance that there will exist a 
liquid market for trading in the Units which may have an 
adverse effect on the market price of the Units.  Trading 
prices of the Units may not correspond to the underlying 
value of the Trust's assets.

As holders of Units, Unitholders do not have all of the 
statutory rights normally associated with ownership of 

Operational Risk

Fluctuations and Availability of Cash Distributions

Market Price of Units

Legal Rights Normally Associated with the 
Ownership of Shares of a Corporation

shares of a company including, for example, the right to 
bring “oppression” or “derivative” actions against the 
Trust. The Units are not “deposits” within the meaning 
of the Canada Deposit Insurance Corporation Act 
(Canada) and are not insured under the provisions of 
that Act or any other legislation. Furthermore, the Trust 
is not a trust company and, accordingly, is not registered 
under any trust and loan company legislation as it does 
not carry on or intend to carry on the business of a trust 
company.

It is anticipated that the redemption right attached to 
the Units will not be the primary mechanism by which 
holders of such Units liquidate their investments. The 
entitlement of holders of Units to receive cash upon the 
redemption of their Units is subject to the limitations 
that: (i) the total amount payable by the Trust in respect 
of such Units and all other Units tendered for 
redemption in the same calendar month shall not 
exceed $50,000 (provided that such limitation may be 
waived at the discretion of the Trustees); (ii) at the time 
such Units are tendered for redemption, the 
outstanding Units shall be listed for trading on a stock 
exchange or traded or quoted on another market which 
the Trustees consider, in their sole discretion provides 
representative fair market value prices for such Units; 
and (iii) the normal trading of the Units is not suspended 
or halted on any stock exchange on which the Units are 
listed for trading or, if not so listed, on any market on 
which the Units are quoted for trading, on the 
redemption date or for more than five trading days 
during the ten trading day period ending on the 
redemption date.

Upon a redemption of Units or termination of the Trust, 
the Trustees may distribute securities directly to the 
Unitholders, subject to obtaining any required 
regulatory approvals. No established market may exist 
for the securities so distributed at the time of the 
distribution and no market may ever develop. In 
addition, the securities so distributed may not be 
qualified investments for Mutual Fund Plans (Plans), 
depending upon the circumstances at the time.

  

There can be no assurance that the Canadian federal 
income tax laws (or the judicial interpretation thereof), 
the administrative and/or assessing practices of the 
Canadian Revenue Agency (CRA) and/or the treatment 
of mutual fund trusts (including real estate investment 
trusts) and/or SIFTs will not be changed in a manner 
which adversely affects the Trust or Unitholders.

The Trust will endeavour to ensure that the Units, 
continue to be qualified investments for Plans, as 
defined in the Annual Information Form (AIF).  However, 
there can be no assurance that this will be so.  The Tax 
Act imposes penalties for the acquisition or holding by 
Plans of non-qualified investments. Any Notes 

Ability of Unitholders to Redeem Units

Regulatory Approvals Risk 

Changes in Legislation

Investment Eligibility 
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distributed to, and received by, a Unitholder on an in 
specie redemption of Units will not be a qualified 
investment for Plans.

The Units will continue to be qualified investments for 
Plans, provided that the Trust qualifies as a “mutual fund 
trust” under the Tax Act or the Units are listed on a 
designated stock exchange (which includes the TSX).  

On March 12, 2009, legislation (the “SIFT Rules”) relating 
to the federal income taxation of publicly-listed or traded 
trusts (such as income trusts and real estate investment 
trusts) and partnerships received royal assent.  On 
December 16, 2010 further proposed amendments and 
draft legislation (“the Draft Legislation”) were released for 
consideration.  The SIFT Rules modify the manner in which 
certain flow-through entities and the distributions from 
such entities are taxed. Under the SIFT Rules, certain 
publicly-traded flow-through trusts and partnerships 
referred to as “specified investment flow-throughs” or 
“SIFTs” will be taxed in a manner similar to the taxation of 
corporations, and investors in SIFTs will be taxed in a 
manner similar to shareholders of a corporation. These 
changes generally take effect beginning with the 2007 
taxation year for SIFT trusts and SIFT partnerships that 
began to be publicly-traded after October 2006. Unless the 
Trust qualifies for the REIT Exception from the SIFT Rules, 
as discussed below, in a taxation year, the Trust will be 
subject to the SIFT taxation regime for that taxation year..

Pursuant to the SIFT Rules, a “specified investment flow-
through” trust (a “SIFT trust”) is prevented from deducting 
any part of the amounts payable to its unitholders in 
respect of (i) aggregate net income from a business it 
carries on in Canada or from a “non-portfolio property” 
(other than taxable dividends); and (ii) aggregate net 
taxable capital gains from its dispositions of non-portfolio 
properties. “Non-portfolio properties” are (i) certain 
securities in a “subject entity” that (a) have a total fair 
market value that is greater than 10% of the “equity value”, 
as defined in the SIFT Rules, of the subject entity, or (b) 
together with any securities that the trust holds of entities 
affiliated with the subject entity have a total fair market 
value that is greater than 50% of the equity value of the 
trust itself; (ii) Canadian resource properties, timber 
resource properties and real property situated in Canada if 
the total fair market value of the trust's Canadian resource 

SIFT Rules 

SIFT Taxation Regime

properties, timber resource properties and real 
property situated in Canada is greater than 50% of the 
equity value of the trust itself; and (iii) property that the 
trust (or a non-arm's length person or partnership) uses 
in the course of carrying on a business in Canada. A 
subject entity is a corporation resident in Canada, a trust 
resident in Canada, a Canadian resident partnerships as 
defined in the SIFT Rules or a Non-Resident, the 
principal source of income of which is one or any 
combination of sources in Canada. Distributions which a 
SIFT trust is unable to deduct are taxed in the SIFT trust 
at rates of tax similar to the combined federal and 
provincial corporate tax rate. 

Pursuant to the SIFT Rules, distributions of income of a 
SIFT trust received by its unitholders that are not 
deductible to the SIFT trust are treated as taxable 
dividends from a taxable Canadian corporation in the 
hands of the unitholders. Pursuant to the SIFT Rules, 
such distributions may be eligible for the enhanced 
gross-up and dividend tax credit if paid to any individual 
resident in Canada. Distributions that are paid as 
returns of capital will not attract this tax. 

The SIFT Rules apply to SIFT trusts, which include 
publicly traded income trusts resident in Canada. 
However, a publicly traded income trust will not be 
considered a SIFT trust for a taxation year if it qualifies as 
a “real estate investment trust” (“REIT”) as defined in 
the SIFT Rules throughout the year (the “REIT 
Exception”). For these purposes, “real estate 
investment trusts” are defined as trusts that are 
resident in Canada throughout the taxation year and 
that meet a series of conditions relating to the nature of 
their income and investments. Specifically, in order for a 
trust to qualify for the REIT Exception for a given 
taxation year: (i) the trust must, at no time in the 
taxation year, hold non-portfolio property, as defined 
above, other than “qualified REIT property”, as defined 
in the SIFT Rules; (ii) not less than 95% (reduced to 90% 
under the Draft Legislation) of the trust's revenues for 
the taxation year must be derived from one or more of 
the following: (a) rent from real or immovable 
properties, (b) interest, (c) capital gains from the 
dispositions of real or immovable properties, (d) 
dividends and (e) royalties; (iii) not less than 75% of the 
trust's revenues for the taxation year must be derived 
from one or more of the following: (a) rent from real or 
immovable properties, to the extent that it is derived 
from real or immovable properties situated in Canada, 
(b) interest from mortgages or hypothecs on real or 
immovable properties situated in Canada, and (c) 
capital gains from dispositions of real or immovable 
properties situated in Canada; and (iv) the trust must, 
throughout the taxation year, hold real or immovable 
properties situated in Canada, cash and debt or other 
obligations of governments in Canada with a total fair 
market value that is not less than 75% of the trust's 
equity value.  For purposes of the REIT Exception, “real 
or immovable properties” does not include any 
depreciable property, other than: (i) a property 

The REIT Exception
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included, otherwise than by an election permitted by 
regulation, in Class 1, 3 or 31 of Schedule II to the Income 
Tax Regulations (generally buildings), (ii) a property 
ancillary to the ownership or utilization of a property 
described in subparagraph (i), or (iii) a lease in, or a 
leasehold interest in respect of, land or property described 
in subparagraph (i).  The Draft Legislation permits the 
holding of certain non-capital property in respect of their 
real estate activities.  The SIFT Rules contain a rule to 
accommodate the situation where a real estate 
investment trust holds some or all of its Canadian real or 
immovable properties through intermediate entities.  

The REIT Exception does not fully accommodate the 
current business structures used by many Canadian REITs, 
and contains a number of technical tests that many 
Canadian REITs, including the Trust, may find difficult to 
satisfy.  Prior to amendments to the definition of “rent 
from real or immovable properties” added by the 2008 
Budget, it was not clear whether the Trust's income from 
its interest in the InterRent Trust would qualify as income 
“derived from” the properties that are owned by the Trust 
and other subsidiaries of the Trust for the purposes of 
satisfying the requirement that a certain percentage of the 
Trust's revenue be derived from certain sources (generally, 
from real or immovable properties) as described above.  
However, the amendments have clarified that revenue 
from real or immovable property does not lose its 
character simply because it is paid through an 
intermediary trust.  The Draft Legislation specifically 
provides for the retention in the character of the income.
The Trust will endeavour to ensure that the Trust will 
qualify for the REIT Exception at all times during each 
taxation year, and thus not be a SIFT Trust within the 
meaning of the SIFT Rules at any time; however, there can 
be no assurance that this will be so. There can also be no 
assurance that the investments or activities undertaken by 
the Trust in a taxation year will not result in the Trust failing 
to qualify for the REIT Exception for that taxation year.
If the Trust does not qualify for the REIT Exception for a 
taxation year, the SIFT Rules will apply to the Trust for that 
year.  Application of the SIFT Rules may, depending on the 
nature of distributions from the REIT, including what 
portion of its distributions are income and what portion 
are returns of capital, have a material adverse effect on the 
after-tax returns of certain Unitholders.  The Trust believes 
that it will qualify for the REIT Exception throughout 2013 
and therefore the SIFT Rules will have no implication.  In 
the unlikely event that the Trust does not qualify for the 
REIT Exception, the only impact would be on distributions 
of income as distributions of capital are not taxed and 
instead reduce the adjusted cost base of the Unitholder's 
Units.   Since the Trust's formation, approximately 100% of 
the Trust's distributions have been characterized as 
returns of capital. If the Trust does not meet the conditions 
necessary to benefit from the REIT Exception, the 
application of the SIFT Rules would be expected to result in 
adverse tax consequences to the Trust and certain of its 
Unitholders.  
Such adverse tax consequences may impact the future 
level of cash distributions made by the Trust, the ability of 
the Trust to undertake future financings and acquisitions 

and could also adversely affect the marketability of the 
Trust's securities.
The REIT Exception is applied on an annual basis.  
Accordingly, if the Trust did not qualify for the REIT 
Exception in a particular taxation year, it may be 
possible to restructure the Trust such that it may qualify 
in a subsequent taxation year.  There can be no 
assurances, however, that the Trust will be able to 
restructure such that it will not be subject to the tax 
imposed by the SIFT Rules, or that any such 
restructuring, if implemented, would not result in 
material costs or other adverse consequences to the 
Trust and Unitholders.  The Trust intends to take such 
steps as are necessary to ensure that, to the extent 
possible, it qualifies for the REIT Exception and any 
negative effects of the SIFT Rules on the Trust and 
Unitholders are minimized.

Although the Trust is of the view that all expenses to be 
claimed by the Trust and/or its subsidiary entities will be 
reasonable and deductible and that the cost amount 
and capital cost allowance claims of such entities will 
have been correctly determined, there can be no 
assurance that the Tax Act or the interpretation of the 
Tax Act will not change, or that the CRA will agree.  If the 
CRA successfully challenges the deductibility of such 
expenses, the taxable income of the Trust and/or its 
subsidiary entities and indirectly the Unitholders may 
increase or change.  The extent to which distributions 
will be non-taxable in the future will depend in part on 
the extent to which the Trust and/or its subsidiary 
entities is able to deduct capital cost allowance relating 
to its properties.

In structuring its affairs, the Trust consults with its tax 
and legal advisors and receives advice as to the optimal 
method in which to complete its business objectives 
while at the same time minimizing or deferring taxes, 
where possible.  There is no guarantee that the relevant 
taxing authorities will not take a different view as to the 
ability of the Trust to utilize these strategies.  It is 
possible that one or more taxing authorities may review 
these strategies and determine that tax should have 
been paid, in which case the Trust may be liable for such 
taxes.  Such increased tax liability could have a material 
adverse effect upon the Trust's ability to make 
distributions to Unitholders.

The Trust could be adversely affected if there are 
deficiencies in disclosure controls and procedures or 
internal control over financial reporting.  

The design and effectiveness of disclosure controls and 
procedures and internal control over financial reporting 
may not prevent all errors, misstatements or 
misrepresentations.  Deficiencies, including material 
weaknesses, in internal control over financial reporting 
which may occur could result in misstatements of the 
Trust's results of operations, restatements of  financial 

Other Canadian Tax Matters

Risks Associated with Disclosure Controls and 
Procedures on Internal Control over Financial 
Reporting
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statements, a decline in the Unit price, or otherwise 
materially adversely affect the Trust's business, 
reputation, results of operations, financial condition or 
liquidity. 

Recourse for any liability of the Trust is intended to be 
limited to the assets of the Trust. The Amended and 
Restated Declaration of Trust provides that no Unitholder 
or annuitant under a plan of which a Unitholder acts as 
trustee or carrier (an “annuitant”) will be held to have any 
personal liability as such, and that no resort shall be had to 
the private property of any Unitholder or annuitant for 
satisfaction of any obligation or claim arising out of or in 
connection with any contract or obligation of the Trust or 
of the Trustees. Because of uncertainties in the law relating 
to investment trusts, there is a risk (which is considered by 
counsel to be remote in the circumstances) that a 
Unitholder or annuitant could be held personally liable for 
obligations of the Trust (to the extent that claims are not 
satisfied by the Trust) in respect of contracts which the 
Trust enters into and for certain liabilities arising other 
than out of contract including claims in tort, claims for 
taxes and possibly certain other statutory liabilities.  The 
Trust will seek to limit recourse under all of its material 
contracts to the assets of the Trust. However, in conducting 
its affairs, the Trust will be indirectly acquiring real 
property investments, subject to existing contractual 
obligations, including obligations under mortgages and 
leases.  Trustees will use all reasonable efforts to have any 
such obligations under mortgages on such properties and 
material contracts, other than leases, modified so as not to 
have such obligations binding upon any of the Unitholders 
or annuitants personally. However, the Trust may not be 
able to obtain such modification in all cases. To the extent 
that claims are not satisfied by the Trust, there is a risk that 
a Unitholder or annuitant will be held personally liable for 
obligations of the Trust where the liability is not disavowed 
as described above. Ontario has enacted legislation 
intended to remove uncertainty about the liability of 
Unitholders of publicly traded trusts. The Trust 
Beneficiaries' Liability Act, 2004, implemented on January 
1, 2005, is a clear legislative statement that the 
Unitholders of a trust that is a reporting issuer and 
governed by the laws of Ontario will not be personally 
liable for the obligations and liabilities of the trust or any of 
its trustees that arise after The Trust Beneficiaries' Liability 
Act, 2004, came into force, which The Trust Beneficiaries' 
Liability Act, 2004, states was December 16, 2004. 

sets held by various 
subsidiaries may result in the structural subordination of 
the lenders to the parent entity. The parent entity is 
entitled only to the residual equity of its subsidiaries after 
all debt obligations of its subsidiaries are discharged. In the 
event of a bankruptcy, liquidation or reorganization of the 
Trust, holders of indebtedness of the Trust (including 
holders of Notes) may become subordinate to lenders to 
the subsidiaries of the Trust.  

Unitholders Limited Liability

Structural Subordination of Debt 

Liabilities of a parent entity with as

Statutory Remedies

Outstanding Indebtedness

The Trust is not a legally recognized entity within the 
relevant definitions of the Bankruptcy and Insolvency 
Act, the Companies' Creditors Arrangement Act and in 
some cases, the Winding Up and Restructuring Act.  As a 
result, in the event a restructuring of the Trust were 
necessary, the Trust would not be able to access the 
remedies available thereunder. In the event of a 
restructuring, a holder of debentures may be in a 
different position than a holder of secured 
indebtedness of a corporation.

The ability of the Trust to make cash distributions to 
Unitholders or to make other payments are subject to 
applicable law and contractual restrictions contained in 
instruments governing the Trust's indebtedness. 
Although the Trust is currently not in default under any 
existing loan agreements or guarantee agreements, any 
future default could have significant consequences for 
Unitholders. Further, the amount of the Trust's 
indebtedness could have significant consequences to 
holders of Units, including the ability of the Trust to 
obtain additional financing for working capital, capital 
expenditures or future acquisitions may be limited; and 
that a significant portion of the Trust's cash flow from 
operations may be dedicated to the payment of 
principal and interest on its indebtedness thereby 
reducing funds available for future operations and 
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distributions. Additionally, some of The Trust's debt may 
be at variable rates of interest or may be renewed at higher 
rates of interest, which may affect cash flow from 
operations available for distributions. Also, in the event of 
a significant economic downtown, there can be no 
assurance that the Trust will generate sufficient cash flow 
from operations to meet required interest and principal 
payments. The Trust is subject to the risk that it may not be 
able to refinance existing indebtedness upon maturity or 
that the terms of such refinancing may be onerous. These 
factors may adversely affect the Trust's cash distributions.

The management of the Trust depends on the services of 
certain key personnel. The termination of employment by 
any of these key personnel could have a material adverse 
effect on the Trust.

Dependence on Key Personnel

Potential Conflicts of Interest

The Trust may be subject to various conflicts of interest 
because of the fact that Trustees and officers of the Trust 
are engaged in other real estate-related business 
activities.  The Trust may become involved in transactions 
which conflict with the interests of the foregoing.  Further, 
the Chief Executive Officer of the Trust is also the principal 
of the Trust's property management company. Trustees 
may from time to time deal with persons, firms, 
institutions or corporations with which the Trust may be 
dealing, or which may be seeking investments similar to 
those desired by the Trust. The interests of these persons 
could conflict with those of the Trust. In addition, from 
time to time, these persons may be competing with the 
Trust for available investment opportunities. The 
Amended and Restated Declaration of Trust contains 
“conflicts of interest” provisions requiring Trustees to 
disclose material interests in material contracts and 
transactions and to refrain from voting thereon.   

Dilution

The number of Units the Trust is authorized to issue is 
unlimited. The Trustees have the discretion to issue 
additional Units in other circumstances, including 
pursuant to the Unit Option Plan, the Deferred Unit Plan 
and the Long Term Incentive Plan and upon conversion or 
exercise of other convertible securities.  Any issuance of 
additional Units may have a dilutive effect on the existing 
holders of the Units.  Future acquisitions and 
combinations with other entities could result in significant 
dilution.

Restrictions on Potential Growth and Reliance on 
Credit Facilities

The payout by the Trust of a substantial part of its 
operating cash flow could adversely affect the Trust's 
ability to grow unless it can obtain additional financing. 
Such financing may not be available, or renewable, on 
attractive terms or at all. In addition, if current credit 
facilities were to be cancelled or could not be renewed at 
maturity on similar terms, the Trust could be materially 
and adversely affected.

Acquisition Risks

An important factor in the success of the Trust is the 
ability of the management of the combined entities to 
coexist and, if appropriate, integrating all or part of the 
holdings, systems and personnel of such entities.  The 
integration of businesses can result in unanticipated 
operational problems and interruptions, expenses and 
liabilities, the diversion of management attention and 
the loss of key employees, tenants or suppliers. There 
can be no assurance that the business integration will be 
successful or that future acquisitions will not adversely 
affect the business, financial condition or operating 
results of the combined entities.  There can be no 
assurance that the combined entities will not incur 
additional material charges in subsequent quarters to 
reflect additional costs associated with the Trust or that 
that the benefits expected from the Trust will be 
realized.  The Trust's planned growth will require 
increasingly sophisticated financial and operational 
controls to be implemented.  In the event that financial 
and operational controls do not keep pace with the 
Trust's expansion, the potential for unintended 
accounting and operational errors may increase.

Proposed Acquisitions

Interest Risk

Interest risk is the combined risk that the Trust would 
experience a loss as a result of its exposure to a higher 
interest rate environment (interest rate risk) and the 
possibility that at the term end of a mortgage the Trust 
would be unable to renew the maturing debt either with 
the existing or an additional lender (renewal risk). The 
Trust attempts to manage its interest rate risk by 
maintaining a balanced, maturing portfolio with 
mortgage debt being financed for varying lengths of 
time through the implementation of a structured 
mortgage debt ladder.   There can however, be no 
assurance that the renewal of debt will be on as 
favourable of terms as the Trust's existing debt.

Appraisals of Properties

There can be no assurance that the Trust will complete 
any proposed acquisitions described herein on the basis 
described or on expected closing dates, if at all. In the 
event the Trust does not complete proposed 
acquisitions, the Trust's financial performance may be 
negatively impacted until suitable acquisitions with 
appropriate investment returns can be made. There is 
no assurance that such suitable investments will be 
available to the Trust in the near future or at all. 

An appraisal is an estimate of market value and caution 
should be used in evaluating data with respect to 
appraisals. It is a measure of value based on information 
gathered in the investigation, appraisal techniques 
employed and reasoning both quantitative and 
qualitative, leading to an opinion of value. The analysis, 
opinions, and conclusions in an appraisal are typically 
developed based on, and in conformity with, or 
interpretation of the guidelines and recommendations 
set forth in the Canadian Uniform Standards of 
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Appraisal Practice. Appraisals are based on various 
assumptions of future expectations of property 
performance and while the appraiser's internal forecast of 
net income for the properties appraised are considered to 
be reasonable at that time, some of the assumptions may 
not materialize or may differ materially from actual 
experience in the future.

Distributable Income available for distribution to 
Unitholders is based, directly and indirectly, on the ability 
of the Trust to pay distributions on its Units, such ability, in 
each case, is dependent upon the performance of the 
business of the Trust and its ability to maintain certain debt 
levels. The Trust will be required to refinance certain debt 
as it expires. The Trust may be unable to refinance such 
debt on terms as favourable as existing debt, or at all. In 
addition, the Trust's ability to borrow is subject to certain 
restrictive covenants contained in the Declaration of Trust 
and certain credit agreements. The Trust's ability to make 
distributions may be materially affected should any of the 
foregoing conditions arise.

In the normal course of operations, the Trust may become 
subject to a variety of legal and other claims. Management 
and legal counsel evaluate all claims on their apparent 
merits, and accrue management's best estimate of the 
estimated costs to satisfy such claims. 

On September 8, 2009, NorthWest Value Partners Inc. 
(“NWVP”) issued a Notice of Application in the Superior 
Court of Justice of Ontario against the former trustees of 
the Trust and others (but not against the Trust itself) 
seeking a declaration, among other things, that the 
trustees of the Trust did not have authority to complete 
the private placement that closed on September 3, 2009. 
On September 28, 2009, the Superior Court of Justice of 
Ontario directed a trial on certain matters but denied most 
of the requests by NWVP.  Specifically, the Court denied 
the NWVP request for a declaration that the trustees of the 
Trust did not have the authority to close the private 
placement. Further, the court denied the NWVP request 
that the investors in the private placement not be 
permitted to vote at the annual and special meeting of 
unitholders of the Trust held on September 30, 2009. The 
Superior Court of Justice of Ontario awarded the Trust 
costs in excess of $100,000.  NWVP has paid to the Trust 
the awarded costs.  

On October 15, 2009, NWVP filed a notice of appeal with 
the Court of Appeal for Ontario appealing the decision of 
the Superior Court of Justice.  On June 7, 2010, the appeal 
by NWVP was dismissed with costs of $25,000 ordered 
payable by NWVP to the Trust.  NWVP has paid to the Trust 
the awarded costs.

Future legal costs may be incurred if NWVP proceeds to 
trial on the other outstanding issues which remain from 
the September 8, 2009 Notice of Application relating to 
the private placement. While the Trust maintains that the 
merits of NWVP's claims for damages are low, there is the 

Debt and Distributable Income

Legal Proceedings

possibility of an award of damages, in the event that 
NWVP was able to prove damages at trial. In such event, 
it is expected that the former trustees of the Trust would 
seek indemnity from the Trust to the extent that any 
such damages are not fully covered by policies of 
insurance held by the Trust for the benefit of the former 
trustees.  The foregoing litigation costs, if incurred 
without successfully recovering the costs, and an award 
of damages against the former trustees that is not fully 
covered by policies of insurance held by the Trust for the 
benefit of the former trustees could to the extent of the 
Trust's indemnification obligations, if any, have an 
adverse impact on the financial condition of the Trust.

Financial Risk Management and Financial 
Instruments

a) Overview

The Trust is exposed to credit risk, liquidity risk and 
market risk. The Trust's primary risk management 
objective is to protect earnings and cash flow and, 
ultimately, unitholders value. Risk management 
strategies, as discussed below, are designed and 
implemented to ensure the Trust's risks and the related 
exposures are consistent with its business objectives 
and risk tolerance.

b) Credit Risk

Credit risk represents the financial loss that the Trust 
would experience if a tenant failed to meet its 
obligations in accordance with the terms and conditions 
of the lease. The Trust's credit risk is attributable to its 
rents and other receivables, loan receivable long-term 
incentive plan, mortgage holdbacks and mortgages 
receivable. 

The amounts disclosed as accounts receivable in the 
consolidated balance sheet are net of allowances for 
doubtful accounts, estimated by the Trust's 
management based on prior experience and their 
assessment of the current economic environment. The 
Trust establishes an allowance for doubtful accounts 
that represents its estimate of incurred losses in respect 
of accounts receivable. The main components of this 
allowance are a specific loss component that relates to 
individually significant exposures and an overall loss 
component established based on historical trends. At 
December 31, 2012, the Trust had past due rents and 
other receivables of $1.0 million net of an allowance for 
doubtful accounts of $0.5 million which adequately 
reflects the Trust's credit risk.   

The Trust believes that the concentration of credit risk 
of accounts receivable is limited due to its broad tenant 
base, dispersed across varying geographic locations.
The Trust has established various internal controls, such 
as credit checks and security deposits, designed to 
mitigate credit risk. While the Trust's credit controls and 
processes have been effective in mitigating credit risk, 
these controls cannot eliminate credit risk and there can 
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be no assurance that these controls will continue to be 
effective or that the Trust's current credit loss experience 
will improve. 

The amounts shown in the consolidated balance sheet as 
mortgage holdbacks relate primarily to amounts that will 
be released upon the completion of repairs to certain 
buildings.  Mortgages receivable represent vendor take 
back loans on the sale of buildings and are secured by the 
building.  Management believes there is minimal credit 
risk due to the nature of these amounts receivable and 
the underlying collateral.

c) Liquidity Risk

Liquidity risk is the risk that the Trust will not be able to 
meet its financial obligations as they fall due. The Trust 
manages liquidity risk through the management of its 
capital structure and financial leverage, as outlined in 
Note 22 in the December 31, 2012 consolidated financial 
statements. It also manages liquidity risk by continuously 
monitoring actual and projected cash flows to ensure that 
it will always have sufficient liquidity to meet its liabilities 
when due, under both normal and stressed conditions, 
without incurring unacceptable losses or risking damage 
to the Trust's reputation.  

As at December 31, 2012, the Trust had the following 
credit facilities:
Ÿ  A $0.5 million demand operating loan with a Canadian 

chartered bank bearing interest at prime plus 1.0%, 
secured by a general security agreement and a 
second collateral mortgage on one of the Trust's 
properties. As at December 31, 2012, the Trust had 
not utilized this facility.  

Ÿ   A $10 million demand credit facility with a financial 
institution bearing interest at prime plus 1.0%, 
secured by a general security agreement and second 
collateral mortgages on nine of the Trust's 
properties. As at December 31, 2012, the Trust had 
not utilized this facility. 

Ÿ    A $10 million term credit facility, maturing in 2014, 
with a Canadian chartered bank bearing interest at 
prime plus 0.75%, secured by a general security 
agreement and second collateral mortgages on nine 
of the Trust's properties. As at December 31, 2012, 
the Trust had utilized $5.1 million of this facility. 

Ÿ  A $12.5 million term credit facility, maturing in 2015, 
with a Canadian chartered bank bearing interest at 
prime plus 0.75%, secured by a general security 
agreement and second collateral mortgages on nine 
of the Trust's properties. As at December 31, 2012, 
the Trust had had not utilized this facility. 

Notes 8 and 9 in the December 31, 2012 consolidated 
financial statements reflect the contractual maturities for 
mortgage and loans payable of the Trust at December 31, 

2012, excluding interest payments.  The Trust continues 
to refinance the outstanding debts as they mature.  
Given the Trust's available credit and its available liquid 

resources from both financial assets and on-going 

operations, management assesses the Trust's liquidity 
risk to be low.

d)

Financial instruments are defined as a contractual right 
to receive or deliver cash or another financial asset. The 
fair values of the Trust's financial instruments, except 
for mortgages and vendor take back loans, approximate 
their recorded values due to their short-term nature 
and or the credit terms of those instruments.

The fair value of the mortgages and loans payable has 
been determined by discounting the cash flows using 
current market rates of similar instruments. These 
estimates are subjective in nature and therefore cannot 
be determined with precision. The fair value of 
mortgages and loans payable, credit facilities and 
subordinated convertible debenture is approximately 
$267 million.
Fair value estimates are made at a specific point in time, 
based on relevant market information and information 
about the financial instrument. These estimates are 
subjective in nature and involve uncertainties and 
matters of significant judgment and therefore cannot be 
determined with precision. Changes in assumptions 
could significantly affect estimates.

e)

Market risk includes the risk that changes in interest 
rates will affect the Trust's cash flows or the fair value of 
its financial instruments.
At December 31, 2012, approximately 14% of the Trust's 
mortgage debt is at variable interest rates and the 
Trust's credit facilities bear interest at variable rates.  If 
there was a 100 basis point change in the interest rate, 
cash flows would have changed by approximately $0.3 
million for the year ended December 31, 2012.

OFF-BALANCE SHEET ARRANGEMENTS

As of December 31, 2012 the Trust did not have any off-
balance sheet arrangements in place.

Fair Value

Market Risk
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RELATED PARTY TRANSACTIONS

The transactions with related parties are incurred in the 
normal course of business and are measured at the 
exchange amounts, believed to represent fair value.  
Related party transactions have been listed below, unless 
they have been disclosed elsewhere in the audited 
financial statements.
(i) Accounts Payable

As at December 31, 2012, $0.5 million 
(December 31, 2011 - $0.4 million) was included 
in accounts payable and accrued liabilities which 
are due to companies controlled by an officer of 
the Trust.  The amounts were non-interest 
bearing and due on demand.

 (ii) Services
During the year ended December 31, 2012 the 
Trust incurred $5.4 million (December 31, 2011 - 
$3.7 million) in services from companies 
controlled by an officer of the Trust.  Of the 
services received approximately $2.7 million 
(December 31, 2011 - $1.1 million) has been 
capitalized to the investment properties and the 
remaining amounts are included in operating 
and administrative costs.

DISCLOSURE CONTROLS AND PROCEDURES 
AND INTERNAL CONTROL OVER FINANCIAL 
REPORTING 

Disclosure controls and procedures are designed to 
provide reasonable assurance that all material 
information is gathered and reported to senior 
management, including the Chief Executive Officer and 
the Chief Financial Officer, on a timely basis so that 
appropriate decisions can be made regarding public 
disclosure.  The preparation of this information is 
supported by a set of disclosure controls and procedures 
implemented by management. 

The Trust's Chief Executive Officer and the Chief Financial 
Officer have evaluated the effectiveness of the Trust's 
disclosure controls and procedures as of December 31, 
2012 and concluded that such controls and procedures are 
adequate and effective to ensure that the information 
required to be disclosed by the Trust in its annual filings, 
interim filings or other reports that it files or submits 
pursuant to Canadian securities laws is (a) recorded, 
processed, summarized and reported within the time 
periods specified by applicable Canadian securities laws; 
and (b) accumulated and communicated to the 
management of the Trust, including its Chief Executive 
Officer and Chief Financial Officer, to allow timely 
decisions regarding required disclosure as specified in 
Canadian securities laws. The evaluation was performed in 
accordance with the Committee of Sponsoring 
Organizations of the Treadway Commission (“COSO”) 
control framework adopted by the Trust and the 

requirements of National Instrument 52-109 - 
Certification of Disclosure in Issuers' Annual and Interim 
Filings of the Canadian Securities Administrators.   

Internal controls over financial reporting are designed 
to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of 
financial statements for external purposes.  The Trust's 
Chief Executive Officer and the Chief Financial Officer 
have evaluated the effectiveness of the Trust's internal 
controls over financial reporting as of December 31, 
2012, and concluded that such controls are adequate 
and effective.

There were no changes in the internal controls over 
financial reporting during the financial year-end 
December 31, 2012, which have materially affected, or 
are reasonably likely to materially affect, the Trust's 
internal controls over financial reporting. and the 
engagement of external specialists to substantiate the 
fair value.

There were no other changes in the internal controls 
over financial reporting during the financial year-end 
December 31, 2011, which have materially affected, or 
are reasonably likely to materially affect, the Trust's 
internal controls over financial reporting.

Additional information concerning InterRent REIT, 
including InterRent REIT's annual information form, is 

available on SEDAR at www.sedar.com.

SUBSEQUENT EVENT

The Trust purchased a property (174 suites) that closed 
on January 28, 2013.

OUTSTANDING SECURITIES DATA

As of February 19, 2013, the Trust had issued and 
outstanding: (i) 44,264,078 units; (ii) LP Class B Units 
that are exchangeable for 186,250 units of the Trust; (iii) 
options exercisable to acquire 757,500 units of the 
Trust; and (iv) deferred units that are redeemable for 
1,161,273 units of the Trust..

ADDITIONAL INFORMATION
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