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INOVALIS REIT

Interim Consolidated Balance Sheets
(Unaudited - All dollar amounts in thousands of &dian dollars)

Assets Note As at June 30, 2018 As at December 31,2017
Non-current assets

Investment properties 4 451,367 440,813
Investments accounted for using the equity method 5 92,337 79,094
Acquisition loan and deposit 6 26,348 27,035
Derivative financial instruments 7 440 59
Restricted cash 1,535 1,509
Total non-current assets 572,027 548,510
Current assets

Trade and other receivables 6,273 5,192
Other current assets 1,769 1,395
Other financial current assets - 1,267
Cash 26,995 20,345
Total current assets 35,037 28,199
Total assets 607,064 576,709
Liabilities and Unitholders' equity Note As at June 30, 2018 As at December 31,2017
Liabilities

Non-current liabilities

Mortgage loans 102,269 113,342
Finance lease liabilities 121,635 122,735
Lease equalization loans 2,678 3,196
Tenant deposits 2,357 2,292
Derivative financial instruments 7 1,313 650
Deferred tax liabilities 8 8,393 3,059
Exchangeable securities 9 5,108 6,907
Deferred income - 3,260
Total non-current liabilities 243,753 255,441
Current liabilities

Promissory Notes 10 45,415 23,789
Mortgage loans 15,098 2,660
Finance lease liabilities 6,314 6,014
Lease equalization loans 1,249 1,247
Tenant deposits 247 162
Derivative financial instruments 7 1,750 1,316
Exchangeable securities 9 9,196 9,836
Trade and other payables 9,628 6,341
Other current liabilities 420 431
Deferred income 4,685 4,195
Total current liabilities 94,002 55,991
Total liabilities 337,755 311,432
Equity

Trust units 200,840 195,739
Retained earnings 38,431 44,749
Accumulated other comprehensive income 14 29,672 24,436
Total Unitholders' equity 268,943 264,924
Non-controlling interest 366 353
Total equity 269,309 265,277
Total liabilities and equity 607,064 576,709

See accompanying notes to condensed interim coiasedi financial statements

On behalf of the Board of Trustees of Inovalis Resthte Investment Trust:

Daniel Argiros
Chairman and Trustee




INOVALIS REIT
Interim Consolidated Statements of Earnings

(Unaudited - All dollar amounts in thousands of @dian dollars except per unit amount)

(in thousands of Canadian dollars, except per unit amounts)

For the three
months ended
Note June 30, 2018

For the three
months ended
June 30, 2017

For the six
months ended
June 30, 2018

For the six
months ended
June 30, 2017

Rental income 6,539 6,271 13,253 12,242
Service charge income 1,957 1,358 4,103 3,208
Service charge expenses (1,721) (1,165) (6,893) (5,782)
Other revenues 180 219 424 303
Other property operating expenses (73) (73) (163) (114)
Net rental earnings 6,882 6,610 10,724 9,857
Administration expenses (1,510) (1,326) (3,027) (2,572)
Foreign exchange gain 27 (62) 83 (62)
Net change in fair value of investment properties 4 (587) (2,181) 1,338 108
Acquisition costs - - (20) (37)
Share of net earnings from investments accounted for
. . 739 1,114 1,574 391
using the equity method
Operating earnings 5,551 4,155 10,672 7,685
Loss on financial instruments at fair value through
) (179) (2,352) (1,162) (1,781)
profit or loss
Finance income 11 2,305 1,524 5,668 3,308
Finance costs 11 27 (1,404) (5,222) (3,057)
Distributions on Exchangeable securities 9 (286) (398) (554) (777)
Net change in fair value of Exchangeable securities 9 (48) (1,034) 66 (1,698)
Net change in fair value of Promissory Notes (2,202) - (1,074) -
Earnings before income taxes 5,168 491 8,394 3,680
Current income tax expense (income) 105 (87) (14) (97)
Deferred income tax expense 8 (242) (190) (5,320) (224)
Earnings for the period 5,031 214 3,060 3,359
Earnings (Loss) for the period attributable to :
Non-controlling interest (1) 55 1 59
Unitholders' of the Trust 5,032 159 3,059 3,300
5,031 214 3,060 3,359
Earnings per unit attributable to unit holders: 12
Basic and diluted earnings per unit 0.18 0.01 0.11 0.15

See accompanying nhotes to condensed interim cdasadi financial statements



INOVALIS REIT

Interim Consolidated Statements of Comprehensive kome
(Unaudited - All dollar amounts in thousands of &gian dollars)

For the three For the three For the six For the six
months ended months ended months ended months ended
June 30, 2018 June 30, 2017 June 30, 2018 June 30, 2017

Earnings for the period 5,031 214 3,060 3,359

Other comprehensive income

Items that may be reclassified subsequently to net earnings (loss), net of tax :
Derivatives designated as a hedge of the net investment in a foreign entity

Net gains 1,000 1,431 42 1,290

Derivatives designated as cash flow hedges 171 233 348 472
Items that are not to be reclassified subsequently to net earnings (loss), net of tax :

Change in cumulative translation adjustment (10,030) 10,059 4,858 11,572
Total other comprehensive income (8,859) 11,723 5,248 13,335
Total comprehensive income for the period (3,828) 11,937 8,308 16,715
Total comprehensive income for the period attributable to :

Non-controlling interest (25) 74 13 81
Unitholders of the Trust (3,803) 11,863 8,295 16,634
Total comprehensive income (loss) for the peri (3,828) 11,937 8,308 16,715

See accompanying notes to condensed interim cdiasedi financial statements

Interim Consolidated Statements of changes in Unitbilders’ Equity
(Unaudited - All dollar amounts in thousands of @gian dollars except number of Units)

Total attributable

Number of Units Accumulated other to the
issued and comprehensive Unitholders' of ~ Non-controlling
Note outstanding Trust Units Retained earnings income the Trust interest Total equity
As at December 31, 2017 22,235,421 195,739 44,749 24,436 264,924 353 265,277
Issuance of units 9 419,059 3,939 - - 3,939 - 3,939
Distributions earned by Unitholders 13 - - (9,377) - (9,377) - (9,377)
Distributions reinvestment Plan 13 120,405 1,162 - - 1,162 - 1,162
Transactions with owners 539,464 5,101 (9,377) - (4,276) - (4,276)
Earnings (Loss) for the period - - 3,059 - 3,059 1 3,060
Other comprehensive income - - - 5,236 5,236 12 5,248
As at June 30,2018 22,774,885 200,840 38,431 29,672 268,943 366 269,309
As at December 31,2016 21,525,775 189,158 43,455 8,395 241,008 121 241,129
Distributions earned by Unitholders 13 - - (8,898) - (8,898) - (8,898)
Distributions reinvestment Plan 13 78,939 711 - - 711 - 711
Transactions with owners 78,939 711 (8,898) - 8,187 - (8,187)
Earnings for the period - - 3,300 - 3,300 59 3,359
Other comprehensive income - - - 13,334 13,334 22 13,356
As at June 30,2017 21,604,714 189,869 37,857 21,729 249,455 202 249,657

See accompanying notes to condensed interim cdiasedi financial statements



INOVALIS REIT

Interim Consolidated Statements of Cash Flows

(Unaudited - All dollar amounts in thousands of @gian dollars)

For the For the For the For the
three three six six
months months months months
ended ended ended ended
Not June 30, June 30, June 30, June 30,
e 2018 2017 2018 2017
Operating activities
Earnings before income taxes for the period 5,165 4491 3,394 3,680
Adjustments for non-cash items and other recondiling items 17 2,733 5,746 2,491 5,342
7,801 6,237 10,385 9,022
Working capital adjustments 17 (10,142) 45 (343) 7,065
Met cash flows related to operating activities (2,241) 6,283 9,937 16,087
Investing activities
Arquisition costs - - (20) (37)
Investment properties (additions and capitalized letting fees) 4 (1,3496) (728) {2,321) (Ga4)
Investments in joint ventures 5 (1,529) (12,732) (11,272) (12,732)
Distribution from joint ventures 5 - 11 - 629
Loan repayments received fram joint ventures 5 413 - 875 -
Investment in acguisition loans and deposit & - (7,908) - (18,232)
Reimboursement of acquisition deposit & 1,159 - 1,159
Decrease in finandal current assets - 6,874 1,159 27,366
Met cash flows related to investing activities (1,303) (14,531) (10,420) (3,940)
Financing activities
Distributions on Units paid in cash 13 (4,245) (4,063) (8,178) (8,161)
Distributions in respect of exchangeable securities paid in
cash C] {3a0) (233) (634) (1,270)
Proceeds from promissory notes net of transaction costs 10 20,106 13,717 20,106 13,717
Repayment of mortgage loans and finance lease lisbilities (1,696) (2,013) {3,903) (3,935)
Repayment of lease equalization loans {299) (190) (557) (426)
Met cash flows related to financing activities 13,487 7,213 6,795 (75)
Met increase (decrease) in cash 3,943 (1,035) 6,312 12,071
Effects of foreign exchange adjustments on cash ] 46 333 74
Cash at the beginning of the period 16,964 24,508 20,345 11,074
Cash at the end of the period 26,995 23,519 26,995 23,519

See accompanying notes to condensed interim cdasadi financial statements



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Note 1 — Organization

Inovalis Real Estate Investment Trust (the “Trust’)an open-ended real estate investment trustectgaursuant to a
Declaration of Trust dated February 8, 2013, uriderlaws of the Province of Ontario, Canada. Treesalensed interim
consolidated financial statements include the agtsoof the Trust and its subsidiaries (together“REIT”). The REIT's
investment property portfolio, owned directly ordhgh joint arrangements, is comprised of offiagtaéproperties located in
France and Germany.

The REIT's head and registered office is locatedi=dt Yonge Street, 11th floor, Toronto, Ontario, MB@7. The REIT’s
units are listed on the Toronto Stock Exchange X $inder the symbol INO.UN.

The REIT’s condensed interim consolidated finanstiaiements for the six-month period ended Jun2CI8, were authorized
for issuance by the Board of Trustees on Augu20&8.

The REIT has hired Inovalis S.A. (“Inovalis”), a teatate asset manager having operations in Feart&ermany, to manage
certain functions. Refer to Note 6 — Acquisitioars and deposit, and Note 9 — exchangeable sesufitr more information
about the relationship between Inovalis and the RBh to Note 15 — Transactions with related partier information
regarding the services provided by Inovalis toRIdT.

Inovalis is considered as a related party of theTRE they share the same management (Presidem &EIT, CIO and
CEO).

Note 2 — Basis of preparation of condensed inteomsolidated financial statements

Statement of compliance

These unaudited condensed interim consolidateshdinbstatements have been prepared in accordaiticdnternational

Accounting Standard (“IAS”) 34interim Financial ReportingThey are condensed and do not include all digcissthat

would otherwise be required in a complete setridritial statements and should be read in conjunutith the 2017 audited
consolidated annual financial statements.

Basis of presentation
The unaudited condensed interim consolidated filahrstatements are prepared on a going concerrs.balifinancial
information has been rounded to the nearest thaug@AD$ 000 or EURE 000) except when otherwise iatdid.

These unaudited condensed interim consolidateddinbstatements have been prepared on the histedst basis except for
Investment properties, Exchangeable securitiesnBemry Notes and Derivative financial instrumemibjch are measured
at their fair values.

The figures presented for the period ended June2B07 have been reclassified, when appropriat@rder to ensure
comparability with the figures for the period erglifune 30, 2018.

Note 3 — Significant accounting policies

The condensed interim consolidated financial statémhave been prepared in accordance with theuatiog policies
adopted in the REIT’s most recent annual finandetkesnents for the year ended December 31, 201@pekar the fact that
interest receivables from joint ventures are reifieesl from “Other current assets” to “Trade anHestreceivables” for an
amount of $ 626 as at December 31, 2017, and becdw@loption of IFRS 9 Financial Instruments

Changes in accounting policies
The REIT has initially adopted IFRS 9 Financial lngstents from January 1, 2018. A number of otherdsteds are effective
from January 1, 2018 but they do not have a maiefifiect on the REIT’s consolidated financial staterts.

IFRS 9 — Financial Instruments

IFRS 9 replaces IAS 39 Financial Instruments: Raitamn and Measurement for annual periods beginmingor after
January 1, 2018, covering all three aspects dditseunting for financial assets and liabilitiegisslification and measurement,
impairment and hedge accounting.

With the exception of hedge accounting, which théTRipplied prospectively, the REIT has applied IFR@&t8ospectively,
with the date of initial application of January2D18 and without restating comparative periods wépect to classification
and measurement (including impairment) requireméviemagement performed an analysis of the carryaiges of assets
and liabilities held at January 1, 2018 to deteemihether any impairments were necessary followhegadoption of IFRS
9. Based on the results of this analysis, no impaitsto the carrying values of assets and liagslitield at January 1, 2018
have been deemed necessary.



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

(@) Classification and measurement

Similar to IAS 39, financial assets are classifieder different categories, of which some are nrealsat amortized cost and
others at fair value (recognized either in earniogim other comprehensive income).

IFRS 9 is systematizing the use of the fair valug¢e measurement of financial assets. Indeed,rUR&S 9 financial assets
can be measured at amortized cost only when bdthedbllowing criteria are met:

e The asset is held to collect its contractual césh; and
« The asset’s contractual cash flows represent ‘spl@yments of principal and interest” (SPPI criaji

The assessment of the REIT’s business models was asaof the date of initial application, Januarg18, and then applied
retrospectively to those financial assets that wese derecognized before January 1, 2018. The stsees of whether
contractual cash flows on financial assets arelysal@mprised of principal and interest was madeeasn the facts and
circumstances as at the initial recognition ofdlsets.

The new classification and measurement of the RElfi&cial assets are as follows:

Financial assets at amortized cost comprise the REIFans to joint ventures, Deposit, Trade and otkeeivables, Other
financial current assets, Restricted cash and CHsé.new classification had no impact on the codstdid financial
statements.

Financial assets at fair value through profit @sl@FVTPL) comprise Derivative financial instrunetitat are not designated
as hedging instruments in hedge relationshipsyitili recognition or transition. This categoryalsicludes the Acquisition

loan whose cash flow characteristics fail the S&tRérion. Under IAS 39, the Acquisition loan wdassified as loans and
receivables. Upon transition to IFRS 9, the chamgelassification of the Acquisition loan did notpact the consolidated
financial statements as the carrying amount wasoxppately equal to its fair value as at JanuargQ,8.

IFRS 9 essentially corresponds to IAS 39 in termfinaincial liabilities. However, for liabilities degnated at FVTPL, the
portion of the change in fair value that is atttdhle to the credit risk of the liabilities recoged under other comprehensive
income instead of earnings, provided that this doascause inconsistencies in reporting. This quidaapplies to the
Promissory notes and Exchangeable securities. ifimn#o IFRS 9 did not affect other comprehensiveoime, because the
fair value of these liabilities is based exclusyveh the fair value of the REIT’s units and the dredk of these liabilities is
not significant as the REIT can settle the liatdtthrough the issuance of units.

(b) Impairment of financial assets at amortized cost

IFRS 9 also introduces changes for the impairmefinahcial assets as it establishes a new modébéms and receivables.
The purpose of the new model includes the repodfragedit losses at an earlier stage than und8r38. Under the “expected
credit loss” (ECL) model, an entity calculates gllewance for credit losses by considering on &alisted basis the cash
shortfalls it would incur in various default sceioarfor prescribed future periods and multiplyirge tshortfalls by the
probability of each scenario occurring. The lodsvednce is the sum of these probability-weightettomes. Because every
debt instrument carries with it some risk of defaevery such asset has an expected loss attaslited from the moment of
its origination or acquisition. In all cases, thed allowance and any changes to it are recoghigedcognizing impairment
gains and losses in earnings. IFRS 9 establishes separate approaches for measuring and recogeigdected credit losses,
depending on the nature of the financial assets.

For Trade and other receivables, Other financiatetu assets, Restricted cash and Cash, the REIggped IFRS 9's
simplified approach and has calculated ECLs basdiiatime expected credit losses.

For the Loans to joint ventures and Deposit, the E&tiased on the general approach. Under the deappwach, the REIT
determined the 12-month ECL that is the portionifetime ECLs that results from default events dimancial instrument
that are possible within 12 months after the repgrtlate. However, when there has been a significanease in credit risk
since initial recognition, the allowance will besed on the lifetime ECL. In all cases, the REIT ab&rs that there has been
a significant increase in credit risk when contatpayments are more than 30 days past due.

The REIT considers a financial asset in default wtmrtractual payment are 90 days past due. Howewveertain cases, the
REIT may also consider a financial asset to be faudewhen internal or external information indiestthat the REIT is
unlikely to receive the outstanding contractual amse in full before taking into account any creglihancements held by the
REIT.

(c) Hedge accounting
The REIT has elected to adopt the new general heclgrinting model in IFRS 9. This requires the REI@rsure that hedge

accounting relationships are aligned with its nsknagement objective and strategy and to apply @ moalitative and
forward-looking approach to assessing hedge efiengss.



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

The REIT applied hedge accounting prospectively.tig date of the initial application, the REIT's dkig hedging
relationship was eligible to be treated as contigiiedging relationship under IFRS 9.

Consistent with prior periods, the REIT uses foregohange contracts to hedge a portion of its negsitment in its foreign
operations. The REIT designates only the changaiinvilue of the spot element of the foreign exgeacontracts as the
hedging instrument in its net investment hedgirgtiaships. The effective portion of changes iim ¥@lue of the hedging
instruments is recognized in other comprehensiverire.

Under IAS 39, the change in fair value of the famvalement of the foreign exchange contracts (“Bodvpoints”) was
recognized immediately in profit or loss. Under IFRShe REIT continues to recognize immediately riafip or loss the
forward points. Accordingly, the adoption of thedgge accounting requirements of IFRS 9 had no saarifiimpact on the
REIT’s consolidated financial statements.

In 2017, the REIT discontinued the application afgeeaccounting to its interest rate swap and dapaeships. Accordingly,
the REIT began in 2017 the reclassification of diporof the cumulative gain or loss on the interese swaps or caps that
were initially recognized in other comprehensiveoime through profit or loss. Since these hedgingtiomships were
discontinued prior to the adoption of IFRS 9 andabeounting for the discontinuance of a cash fledding relationship in
the same under IFRS 9, the adoption of IFRS 9 hddhpact on the REIT’s consolidated financial statets@md the same
method will be used under IFRS 9 for the reclasdiom of the cumulative loss from other comprehemgncome through
profit or loss.

Note 4 — Investment properties

For the year

For the three ended

months ended December 31,

June 30,2018 2017

Beginning of the period 440,813 412,232
Additions 2,289 1,616
Capitalized letting fees 32 120
Rent free periods (649) (893)
Net change in fair value of investment properties’ 1,338 892
Foreign currency translation adjustment 7,544 26,846
End of the period 451,367 440,813

Note 1 : Including the increase in ‘Net changeadf ¥alue of investment properties’ of 1,726 $ &slat December
31, 2017) is the impact of IFRIC 21 for recoveraBtench property taxes, which has a similar impacservice
charge expenses.



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Note 5 — Investments accounted for using the eaquéthod

Carrying amount of investment in joint Neu

ventures CCD Walpur Arcueil? Cologne  Stuttgart Delizy Isenburg  Késching Total
Balance - December 31, 2016 18,684 6,865 13,149 5,189 - - - - 43,887
Additional investment of the year - - - - 12,794 8,682 12,230 - 33,706
Share of net earnings (loss) from
investments accounted for using the equity 388 1,432 (217) 21 2,390 (551) (1,042) - 2,421
method 1
Partial disposal - - - 835 - - - - 835
Loan repayments - - (5,544) - - - - ~ (5,544)
Exchange differences 1,226 489 848 197 451 244 334 - " 3,789
Balance - December 31, 20173 20,298 8,786 13,780 698 15,635 8,375 11,522 - 79,094
Additional investment of the period - - - - - - 2,439 8,833 11,272
Share of net earnings (loss) from
investments accounted for using the equity 54 184 178 1 26 5 1,033 93 1,574
method 1
Loan repayments - - - - (583) - (292) - (875)
Exchange differences 348 149 235 13 272 144 175 (64) 1,272
Balance - June 30, 20183 20,700 9,119 14,193 712 15,350 8,524 14,877 8,862 92,337

Q) The share of net earnings includes the interestresgto the shareholders in relation to the loaasted to joint
venture. The interest earned by the REIT in relatiothese loans amounts to $ 2,687 and are inclird#étk item
“Finance income”.

(2) The REIT is entitled to receive a 25% share of ieemrnings and, upon asset disposal, 75% of thanee of fair
value of investment properties, reduced by 100%reign exchange derivative costs. The $ 178 shfamet earnings
regarding Arcueil property includes the loss frdra foreign exchange hedge for $199. As at Jun@(@IB the fair
value of the forward is $(2,128).

3) The balance of the investments accounted for usiagequity method as at June 30, 2018 includeslt@adoint
Ventures for an amount of $ 66,215 which can beikbet as follows:

Neu
Loans from joint ventures Cccb Walpur Arcueil Cologne  Stuttgart Delizy Isenburg  Késching Total
Balance - June 30, 2018 15,278 5,065 15,349 810 12,950 9,094 4,821 2,848 66,215
Balance - December 31, 2017 15,020 4,980 15,090 797 13,300 8,941 3,515 - 61,643

Kdsching (Ingolstadt)

On February 28, 2018, the REIT, through its subsy\dCCE, completed the acquisition of its 50% iestiin the
Kdsching (Ingolstadt) investment, a joint ventureist built an office property located in Germangr, & total
cash consideration of €5,389 ($8,333). This tatakieration is composed of a cash consideratimhgi& 3,437
($5,314) for the equity interest, €421 ($ 651) ofj@sition costs and a 6.5% interest-bearing lobf @,531
($2,368), repayable the date the Joint Venture ément terminates. A drawdown of €325 ($500) occlime
May 2018.

Neu Isenburg

On March 15, 2018, the REIT, through its subsidi@GE contributed an additional cash consideratfo@ilg000
($1,538) through an additional drawdown under tterest bearing loan facility. The additional cashtribution
also includes acquisition costs for an amount GEE&886). A repayment of €189 ($292) occurred syN018.



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Note 6 —Acquisition loan and deposit

As at June 30, As at December 31,

2018 2017
Ingolstadt deposit - 1,132
Rueil loan ) 26,348 25,903
Acquisition loan and deposit 26,348 27,035

The increase of $445 for the period from Decemtigr2®17 to June 30, 2018 corresponds to foreigmenay translation
adjustments.

Kdsching (Ingolstadt) deposit

On September 15, 2016, the REIT and a co-investiered into an agreement with a third-party for fthrevard
purchase of an office property to be developedgolstadt, Germany. A deposit of €1.5 million (2 #illion)

has already been paid upon signature of the forparchase agreement. The share of the deposi&of71,063)
of the co-investor has been paid by the REIT oralfaif the co-investor. This advance to the co-stoe was
disclosed under the caption “Other financial curassets”.

On February 28, 2018, the REIT has finalised thquégition of the shares of TK Bau Verwaltung Gnthel
entity holding thekésching (Ingolstadt) propertysee note 5) and the amount of the deposit has deducted
against the acquisition price.

Rueil loan

During the year 2016, the REIT has committed todfum €21.7 million ($34.5 million) acquisition and
redevelopment loan to a company 80% owned by li®wvalated to a property located in Rueil, in Pévisstern
periphery. The facility amount will be drawn in seal instalments until the completion of the projec2020.
The loan bears an annual interest rate of 8.50% aviteffective interest rate of 13.89% and givesREIT 20%
of the profit generated upon the sale of the uydeglinvestment property and also gives the REIDption for
the purchase of up to 20% of the property oncesiétsithe REIT’s investment criteria.

To date, €17.2 million ($26.348 million) was fundeyglthe REIT as a loan. The loan is secured byagespledge
that would enable the REIT to obtain 80% of thersbaf Rueil SCCV which is developing the project.

Advance payments have been received by the REl@sd hdvance payments cover accrued interest dtieon
loan for subsequent financial periods ending with bban’s maturity in December 2019. Advance paysen
related to the accrued interests have been cledsi deferred income. As at June 30, 2018 andniieme31,
2017, advance payments related to accrued intienefstture periods amount respectively to $ 2,688 4 5,462.

Note 7 — Financial derivatives and hedging actsiti

Following the completion of the refinancing of thaldi and Jeuneurs properties on October 26, 20b/interest
rate cap arrangements were contracted by the REhe deginning of 2018. These arrangements atlegen a
net basis at every interest payment date. Thesgactsm are not designated as part of a hedgingiaeship.
Accordingly, they are classified as financial instents at fair value through profit or loss, wittanges in fair
value recognized in profit or loss.

On April 5th, 2018, the REIT entered into 18 newntidy foreign currency hedge contracts wherebyRE4T
will purchase $1,300 each month at a weighted @ecexchange rate of 1.6412 Canadian dollars per &ie
new contracts cover the period from May 10, 201®ttober 9, 2020. These contracts have been désthas
hedges of the REIT’'S net investment in a foreigaragpon.

10



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Note 8 — Deferred tax liabilities

The deferred income tax liabilities correspondtte tleferred income tax expense relating to thdraiigpn of
temporary differences arising from the unrealizathg on investment properties located in FranceGammnany.

The current Double Taxation Treaty ( DTT) in fobmtween France and Luxembourg require that the REdTId
incur French withholding tax of 5% on the divideredeived from their France based OPCI*. On Ma@h2®18
the Governments of France and Luxembourg signesheDT T and accompanying Protocol. The revised DI T i
currently pending ratification before it comes idoce. If the DTT is ratified by both parties beddbecember
31, 2018 it will come into effect in 2019. Shoultification occur after that date, the changes moli come into
effect until 2020. Management believes the DT Tdabbstantively enacted as of March 20, 2018

The revised DTT requires that these dividend diigtidbns be subject to a withholding tax rate ofrach as 30%
which can potentially be reduced to a 15% withhaidiax in some specific cases.

Management believes that the increase in tax catetave a significant impact on the REIT as sonagement
is currently assessing available alternativeswmatld result in the REIT being subjected to a redliate of 15%
once the DTT comes into effect. Management hasuated for the deferred income tax liabilities lthea the
reduced rate of 15% and the assumption of theiloligion of 50% of the OPCIs’ net profits arisingfin capital
gains upon disposition during the period endingeJ8®, 2018 since management is actively workingrisure
the REIT will take the measures necessary to bgeidd to this reduced rate. However, as manageisietitl
considering alternatives, any resulting impacthmndperating structure has not yet been determined.

$ 4,850 of the deferred tax liabilities recordedhe six-month period results in a one-time chaige to the
change in the DTT.

*QPCI” refers toOrganisme de placement collectif en immobidrich refers to French real estate collective
investment undertakings. OPClIs are they are tampkgehicles as long as they distribute 50% ofrthet profit.

Note 9 — Exchangeable securities

Exchangeable securities

Number of Carrying amount
Exchangeable of Exchangeable
Exchangeable securities issued and outstanding securities securities
Balance - December 31, 2016 1,808,051 16,598
Transactions in 2017
Asset management fees paid in Exchangeable securities 375,824 3,711
Distribution in respect of Exchangeable securities
Conversion of Exchangeable securities into units of the REIT (500,014) (4,426)
Redemption of Exchangeable securities (4,491) (44)
Net change in fair value of Exchangeable securities - 904
Balance -December 31, 2017 1,679,370 16,743
Transactions in 2018
Asset management fees paid in Exchangeable securities 155,903 1,566
Conversion of Exchangeable securities into units of the REIT (419,059) (3,939)
Net change in fair value of Exchangeable securities - (66)
Balance - June 30,2018 1,416,214 14,304

The exchangeable securities represent a finanaklity and were designated at fair value thropgofit or loss.
The exchangeable securities of a total amountlef,$04 ($ 16,743 as at December 31, 2017) aremtesas non-current for
$ 5,108 ($ 6,907 as at December 31, 2017) andrduioe$9,196 ($ 9,836 as at December 31, 2017).
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INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Distributions in respect of exchangeable securities

The exchangeable securities entitle the holderash distributions from CanCorpEurope S.A., a sudsiaf the Trust, equal,

on a per unit basis, to the distributions paiddtwérs of units by the REIT.

The following table breaks down distribution payitsen

For the three For the three For the six For the six
months ended months ended months ended months ended
June 30, 2018 June 30, 2017 June 30,2018 June 30, 2017
Amount payable at the beginning of the period 276 324 262 982
Declared and recognized in earnings during the period 286 398 554 777
Distribution on exchangeable securities paid in cash (380) (233) (634) (1,270)
Amount payable at the end of the period 182 489 182 489
Weighted average number of Exchangeable securities
outstanding 1,375,566 1,897,715 1,369,793 1,853,621
Distributions paid per unit (based on weighted average
Exchangeable securities outstanding) 0.2762 0.1228 0.0463 0.6851
Distributions paid per unit (based on three-month) 0.2063 0.2063 0.4125 0.4125

The amount of distributions payable is includettiade and other payables”.

Note 10 — Promissory notes — Private Placement

On June 22, 2017, the REIT entered into a privitegment in the form of a Euro denominated pronnssote
(hereafter “Promissory Note 1”) through its subsigiCCE to a single non-Canadian investor “the $twe for
€ 9,146 ($ 13,801) paying interest at 8.18%. Thani&sory Note 1 matures on June 22, 2020 and iaslad
prepayment option allowing the REIT to repay alhay portion of the Promissory Notes 1 as from RHe018.
On August 11, 2017, a partial repayment of the Bssony Note 1 was done for € 440 ($ 664).

On October 4, 2017, the REIT issued a second Eenordinated promissory note (hereafter “PromissasieN
2") through its subsidiary CCE to the same invettoe Investor” for € 7,262 ($ 10,958) paying irgst at 8.13%.
The Promissory Note 2 matures on October 4, 2080rartudes a prepayment option allowing the REITejoay

all or any portion of the Promissory Note 2 as froegtober 4, 2018.

On April 19, 2018, the REIT issued a third Euro @immated promissory note (hereafter “PromissoryeNs}
through its subsidiary CCE to the Investor for €583 ($ 20,999) paying interest at 7.95%. The Pssory Note
3 matures on April 19, 2021, and includes a preayroption allowing the REIT to repay all or anyrtan of
the Promissory Note 3 as from April 19, 2019.

Concurrent with the issuance of Promissory Noterbmissory Note 2 and Promissory Note 3 (togetbfrred
as “the Notes”), the Investor and the REIT enténéal put/call agreements. Pursuant to the callooptine REIT
can satisfy its obligation to the Investor at ainyet by delivering a fixed number of units of thelREletermined
at the issuance of the Notes (“Conversion Pricé&liysuant to the put option, at any time after 252018 for
Promissory Note 1, October 7, 2018 for PromissasieN2 and April 19, 2019 for Promissory Note 3 ltingestor
can transfer all or any portion of the Notes toRE&T in consideration for cash, in which caseREET has the
option to exercise its call option.
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INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Note 11 — Finance costs and finance income

For the three For the three For the six For the six

months months months months

ended June ended June ended June ended June
30, 2018 30, 2017 30, 2018 30, 2017

Interest costs related to mortgage loans (537) (395) (1,077) (779)
Interest costs related to finance leases (623) (678) (1,253) (1,326)
Interest costs related to lease equalization loans (48) (61) (100) (121)
Interest costs related to promissory notes (958) (32) (1,536) (32)
(2,166) (1,166) (3,966) (2,258)

Interest SWAP (341) (316) (661) (606)
Finance costs from joint ventures' 2,858 - - -
Other finance costs (250) 130 (446) (78)
101 (1,352) (5,073) (2,942)

Amortization of tfair value adjustment on finance leases

assumed at a discount at the time of a business - (22) - (44)
Amortization of transaction costs on mortgage loans (74) (30) (149) (71)
Finance costs 27 (1,404) (5,222) (3,057)
Finance income from Inovalis relating to the acquisition loan 925 (12) 2,951 183
Finance income from joint ventures' 1,371 612 2,687 974
Other finance income 9 924 30 2,151
Finance income 2,305 1,524 5,668 3,308

1see note 5

Note 12 — Earnings per Unit

The REIT has classified the Units that it issuedegsity pursuant to the provisions of IAS,3inancial Instruments
Presentationon the basis that the Units meet all of the déti IAS 32 for such classification, also refefrte as the “puttable
exemption”.

(a) Basic earnings per Unit

Basic earnings per unit is calculated by dividing pinofit attributable to the Unitholders of the REi the weighted average
number of Units outstanding during the period.”

For the three For the three For the six months For the six months

months ended June months ended June ended June 30, ended June 30,

Basic earnings per unit 30,2018 30,2017 2018 2017
Earnings attributable to unitholders 5,033 159 3,059 3,300
Weighted average number of units outstanding 28,203,145 21,584,020 27,266,172 21,564,609
Basic earnings per unit 0.18 0.01 0.11 0.15

(b) Diluted earnings per Unit

Diluted earnings per unit is calculated by adjustine weighted average number of Units outstanttirgssume conversion

of all dilutive potential Units. The REIT has oneegory of dilutive potential Units: the exchangeadécurities. Refer to Note

9 - exchangeable securities for the number of exgbable securities outstanding.

All exchangeable securities and promissory notag wet included in the calculation of the diluteedEbecause they are anti-
dilutive
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Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20
(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Note 13 — Distributions

For the three For the three For the six For the six
months ended months ended months ended months ended
June 30,2018 June 30,2017 June 30,2018 June 30, 2017

Amount payable at the beginning of

the period 1,563 1,482 1,529 1,479
Declared and recognised during the

period 4,693 4,454 9,377 8,898
Distributions paid in units

(Distribution Reinvestment Plan) (445) (382) (1,162) (730)
Paid in cash (4,245) (4,068) (8,178) (8,161)
Amount payable at the end of the period 1,566 1,486 1,566 1,486
Distributions paid per unit (based on

weighted average number of units

outstanding) 0.2062 0.2063 0.4121 0.4124
Distributions paid per unit (based on

an annual basis) 0.2063 0.2063 0.4125 0.4125

The amount of distributions payable is includettiade and other payables”.

Distributions in respect of exchangeable securiiesdetailed in Note 9 — exchangeable securities.

Note 14 — Accumulated other comprehensive income

As at June 30, 2018

As at 31 December 2017

Net unrealized gains on derivatives designated as a hedge of the netinvestmentin a

foreign entity 1,204 1,162
Net unrealized losses on interest rate derivatives designated as a cash flow hedge (729) (1,077)
Cumulative translation adjustment account 29,197 24,351
Accumulated other comprehensive income 29,672 24,436

Note 15 — Transactions with related parties

Inovalis Asset manager

Pursuant to the Management agreement, Inovalieig\sset manager of the REIT and provides the gitatadvisory, asset
management, project management, construction mar@aggeproperty management and administrative sesviecessary to

manage the operations of the REIT and its subsgdiari

Unless otherwise stated, none of these transadtiongorated special terms and conditions. Outbtanbalances are usually
settled in cash, with the exception of managemees o Inovalis that are settled quarterly throtighissuance of either
exchangeable securities or in cash, in Q1 2018%l160the management fees were settled in exchalegsaburities. In Q2

2018, the management fees were settled half inaegegable securities and half in cash.
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INOVALIS REIT

Notes to the Condensed Interim Consolidated Finanal Statements

Three-month and six-month periods ended June 3@ 20

(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Financial statement line
item

For the six
months ended
June 30, 2018

For the six
months ended
June 30, 2017

Revenues

Interest income from acquisition loan Finance income 2,951 922

Other revenues Other revenues 410 419

3,361 1,341

Expenses

Asset management fees 1 Administration expenses (2,086) (1,438)

Facilities management fees Service charge expenses (307) (272)

Property management Fees Service charge expenses (681) (658)

Letting fees Service charge expenses (40) (38)

Reimbursment of travel expenses Acquisition costs (20) 49)

Interest expense on lease equalization loans Finance costs (100) (121)

Reimbursment of travel expenses Administration expenses (116) (72)

Trustee fees Administration expenses (158) (120)
(3,508) (2,768)

Unitholders' Equity

Conversion of Exchangeable securities into

units of the REIT 3,939 -

(1) Asset management fees of $2,086 and $1,438 fasixhmonths ended June 30, 2018 and June 30, 26p&atively,
correspond to the asset management fees earntitefentire portfolio, including $761 and $289 aititable to assets
held through joint-ventures for the six months ehdene 30, 2018 and June 30, 2017 respectivelgeSipril 1, 2018
asset management fees have been reduced from @7B%% and calculated based on the book valassdts. Fees
are payable in cash and/or exchangeable secuthiegxact composition of which is determined kg Board annually

based on the REIT’s cash resources.

Due from (to) Inovalis

As at
June 30, 2018

As at

December 31,2017

Trade and other receivables 316 588
Trade and other payables (1,302) (1,366)
Acquisition loan 26,348 25,903
Distributions payable (182) (262)
Lease equalization loans (3,928) (4,443)

21,252 20,420

15



INOVALIS REIT
Notes to the Condensed Interim Consolidated Finanal Statements
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(Unaudited - All dollar amounts are in thousand€ahadian dollars, unless otherwise stated)

Joint ventures

The transactions and balances with entities aceduior using the equity method are summarized below

For the six For the six

months ended months ended

Joint ventures Financial statement line item June 30,2018 June 30,2017

Management fees invoiced to joint ventures Administration expenses 761 289
Earnings from joint ventures Share of net earnings from investments accounted for

using the equity method 1,574 391

Financeincome Financeincome 2,687 2,151

5,022 2,831

Due from joint ventures

As at

As at June 30, December 31,

2018 2017

Loan receivable Investments accounted for using the equity 66,215 61,643
method

Interest payables Other current assets 664 626

Accounts receivable Trade and other receivables - 61

66,879 62,330

Note 16 — Fair value measurements

Fair value hierarchy

The following table shows an analysis of the failues of financial instruments (including exchargeaecurities) and non-
financial assets measured at fair value on a riequbasis recognized on the consolidated balaneetdiy level of the fair
value hierarchy:

As at June 30, 2018

Level 1 Level 2 Level 3 Total
Investment properties - - 451,367 451,367
Acquisition loan - - 26,348 26,348
Derivative financial instruments - assets - 440 - 440
Derivative financial instruments - liabilities - (3,063) - (3,063)
Exchangeable securities - (14,304) - (14,304)
Promissory notes - (45,415) - (45,415)

As at December 31, 2017

Level 1 Level 2 Level 3 Total
Investment properties - - 440,813 440,813
Derivative financial instruments - assets - 59 - 59
Derivative financial instruments - liabilities - (1,966) - (1,966)
Exchangeable securities - (16,743) - (16,743)
Promissory notes - (23,789) - (23,789)

* Level 1 - quoted prices (unadjusted) in active ratgifor identical assets or liabilities that théitgrcan access at
the measurement date.

* Level 2 - use of a model with inputs (other thamted prices included in Level 1) that are diredtyindirectly
observable market data.

* Level 3 - use of a model with inputs that are rastdnl on observable market data.
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There were no transfers between Level 1 and Ledeirihg the period ended June 30, 2018 (none iTR01

The REIT's management is responsible for determirfisig value measurements included in the conderistgtim
consolidated financial statements, including Le/&ir values. The inputs, processes and resulteturring measurements,
including those valuations calculated by an indeleaeb appraiser every semester, are reviewed eaafiequby senior
management to ensure conformity with IFRS.

The reconciliation of the carrying amounts of narafcial assets classified within Level 3 is in &ldt— Investment properties.
The gains or losses relating to the investmentegrtigs are recognized in profit or loss on the mecstatement line entitled
“Net change in fair value of investment properti€Efie entire amount of the gain or loss reportethiline in the reporting
period is unrealized.

The following methods and assumptions were usestimate the above-mentioned fair values:

« The fair value of derivative financial instrumeigsdetermined based on discounted cash flows ustegest rate
yield curves and volatilities that are observablean active market, as at the balance sheet date.

*  The fair value of the exchangeable securities gethan the quoted price of the REIT’s own unitsthenbasis that
they are exchangeable on a one for one basis thootitheir life at the request of the unit holdarsg upon maturity
of the underlying notes, at the request of the RBlfher features of the exchangeable securities hagggnificant
impact on their fair value.

*  The fair value of the promissory notes is basethenquoted price of the REIT’s own units, on theidb#zat they
are exchangeable for a fixed number of units thinougtheir life at the request of the unit holdersg upon maturity
of the underlying notes, at the request of the RBXfRer features of the exchangeable securities hasignificant
impact on their fair value.

e The fair value of the acquisition loans and depiesistimated using the nominal amounts expectee teceived at
maturity and a discount rate based on prevailingkaetanterest rates adjusted by an internally cheiteed credit
spread. The fair value approximates its carryingam as there were no material changes duringdhiegin the
assumptions used for fair value determination egftion.
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Note 17 — Cash flow information

CASH FLOW INFORMATION

For the For the
three three For the six For the six
months months months months
ended June ended June ended June ended June
Note 30, 2018 30, 2017 30, 2018 30, 2017
Adjustments for non-cash items and other reconciling items:
Rent free period 320 226 649 305
Management fees paid in Exchangeable securities g 804 738 1,566 1,438
Met change in fair value of investment properties 4 587 2,181 (1,338) (108)
Efsﬁih::%esén fair value of financial instruments at fair value through 179 2.352 1162 1781
Distributions recognized on Exchangeable securities g 286 308 554 777
Net change in fair value of Exchangeable securities -] 48 1,034 (66) 1,698
Met change in fair value of Promissory notes 2,202 1,074
Finance income 11 (2,305) (1,524) (5,668) (3,308)
Finance costs 11 (27) 1,404 5,222 3,057
ilrzr:s;;f net earnings from investments accounted for using the equity s (739) (1,115) (1,574) (391)
Net unrealized exchange loss (gain) (27) 62 (83) 62
Cash items
Interest received 4,381 983 5,640 2,018
Interest paid (2,963) (906) (4,652) (1,927)
Income tax paid (12) (87) (14) (97)
Acquisition costs classified as investing activities - - 20 37
2,733 5,746 2,491 5,342
Working capital adjustments
Increase in trade and other receivables (1,953) (940) (1,188) (1,936)
Increase in tenant deposits 147 (17) 25 (24)
(Decrease) Increase in trade and other payables (8,336) 1,003 215 9,025
(10,142) 46 (948) 7,065
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Corporate information

Head office

Inovalis REIT

151 Yonge Street, fMfloor
Toronto, Ontario, M5C 2W7
Phone: (647) 775-8431
Fax: (647) 775-8301

Investor relations

Phone: (647) 775-8432
E-mail: info@inovalis.com
Website:.www.inovalisreit.com

Stock exchange listing

The Toronto Stock Exchange
Listing symbol: INO.UN

Distribution Reinvestment Plan

Inovalis has implemented a Distribution Reinvestiri®glan (‘DRIP”). By participating in the Plan, Unitholders have
cash distributions from Inovalis REIT reinvestedatiditional Units as and when cash distributiorsraade with a
“bonus” distribution of Units equal to 3% of the anmt of the cash distribution reinvested pursuarhé¢ Plan.
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