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Letter to Unitholders

Inovalis REIT has marked its fifth year as a publidy
traded REIT by continuing to demonstrate its real
estate knowledge in France and Germany, and ~ >
building its credibility in the Canadian capital : P :
markets. The REIT is delivering solid, consistent
returns to unitholders, while simultaneously forgirg

joint ventures to further enlarge its asset base ah
improve its risk diversification.

We are pleased to present our results for Q2, 20t8.REIT continued to build on Q1's solid performa and
develop its resources for further growth - evidehbg the completion of a successful private placgnaad the
extension of our foreign exchange hedging progranchvwill serve to limit the exchange rate risk the REIT’s
monthly distributions. Our Q2 results were in lim#h management guidance issued as part of our@8 MD&A

and | am pleased to report that FFO per unit anB@\per unit were $0.21 and $0.22 respectively lier3-month
period ended June 30, 2018.

The REIT continued to generate a steady adjustedpsgating income of approximately $6.0 M for Hssets owned
100% by the REIT and approximately $9.25M for thére portfolio, including assets held as partahf-ventures.
Both results are in line with management’s guiddince¢he quarter.

In April 2018, we announced the completion of a $@fion private placement with an institutionahvistor. This
private placement is structured as a promissory whiich includes a prepayment option at the REgISsretion, and
also includes a call option whereby the REIT calivdea fixed amount of units in settlement of thates, and the
investor has a put option whereby the REIT is neglito settle the notes in the form of cash comatdm. The same
structure was used in the two previous privategfants that were completed in 2017. The convertibte carries
an interest rate of 7.95%. The advantages to tH& Bhis funding arrangement are the savings ftower issuance
costs and preservation of equity which would otheevbe issued at a discount to the market price.flihds will be
used to fund future acquisitions, further diversi§ythe portfolio.

During the quarter, we announced the extensioruofareign exchange hedging program for an addifi@ghteen
months. The Euro has continued to significantlypetfiorm relative to the Canadian dollar and the TRE&s
capitalized on this foreign exchange movement ligreding its hedging program up to, and includingtaber 2020
at an average rate of $1.6412/€. This hedging prods designed to limit the foreign exchange risienelated to the
REIT’s consistent monthly distributions which agto Unitholders in Canadian dollars.

In April, our Board of Trustees approved the refbment of the reserve to facilitate the continissdance of DRIP
units to the approximate 10% of Unitholder who suitie to the DRIP. By participating in the Plan,ittolders have
cash distributions from Inovalis REIT reinvestedanhditional Units as and when cash distributioresraade with a
“bonus” distribution of Units equal to 3% of the anmt of the cash distribution reinvested pursuanhé Plan.

Finally, | would like to thank our Board of Trustee&olleagues, advisors, investors and lenderseiming us further
expand Inovalis REIT, for showing such great cosfice in us and for being extremely committed toumigue story.
I look forward to your continued support as we gimw business together.

4/;17

Stéphane Amine
President of the REIT
August 8, 2018



Management’s discussion and analysis

(Dollar amounts in the MD&A are presented in thowdsaof Canadian dollars, except rental rates, dirds otherwise
stated)

OVERVIEW - GAAP and Non-GAAP

The table below presents a summary of both GAAPNmiad-GAAP measures. For Non-GAAP, which include our
proportionate share of income from investmentsintjventures, please refer tdn- GAAP Reconciliatidn

June 30, 2018 December 31, 2017
Operational information GAAP Measures NON-GAAP Measurfs  GAAP Measures NON-GAAP Measuré3
Number of properties 7 14 7 13
Gross leasable area (sq.ft) 772,403 1,326,797 772,403 1,280,542
Occupancy rate (end of perio%)) 95.0% 96.8% 95.4% 97.0%
Weighted average lease term 4.9 years 4.7 years 5.3 years 5.1years
Average capitalization rat@ 5.5% 5.7% 5.7% 5.4%
Financing information
Level of debt (debt-to-book valu€} 42.4% 50.9% 43.7% 51.2%
Level of debt (debt-to-book value, net of cabh) 39.8% 48.4% 41.7% 49.2%
Weighted average term of principal repayments dfde 6.1years 5.7 years 6.5years 5.9 years
Weighted average interest réte 2.15% 2.12% 2.16% 2.10%
Interest coverage ratf® 4.1x 4.4x 3.9x 3.9x

Three months ended Six months ended

(thousands of CAD$ except per Unit and other data) June 30, 2018 June 30, 2017 June 30, 2018 June 30,201
Operating results
Rental income 6,539 6,271 13,253 12,242
Adjusted Rental incom@ 9,830 8,100 19,548 15,672
Net rental earnings 6,882 6,610 10,724 9,857
Adjusted net rental earnind$) 10,314 8,522 16,230 12,893
Earnings for the period 5,034 159 3,060 3,300
Funds from Operations (FF8} @ 5,841 4,647 12,538 8,081
Adjusted Funds from Operations (AFFG)® 6,210 5,300 12,594 9,759
FFO per Unit (diluted)” ® 021 0.20 0.44 038
AFFO per Unit (diluted)” ® 0.22 0.22 0.45 0.42
Distributions
Declared distributions on Units and Exchangeabde se 4,684 4,852 9,922 9,675
Declared distributions on Units and Exchangeabde &é€romissory note 5,928 4,852 11,458 9,675
Declared distribution per Unit (dilute) 021 021 0.41 0.41
FFO payout ratid” 99.6% 104.4% 92.8% 107.7%

AFFO payout ratid” 93.7% 91.6% 92.4% 99.1%

(1) Taking into account the interest the REIT has intjeenture partnerships.

(2) Calculated on weighted areas (activity, storageiat@company restaurant areas being accounteahfgra third of their effective areas),
including vendor leases.

(3) Calculated on annualized net rental earnings (basetkt rental earnings for the year-to-date pgriod

(4) The definition ofdebt-to-book valuand ofdebt-to-book value, net of caséin be found under the sectidon-GAAP Financial Measures.
The figures presented for the period ended DeceibeP017 have been reclassified, when appropiiair,der to ensure comparability
with the figures for the period ending June 30,201

(5) Calculated as the weighted average interest rate paid on the finance leases and the mortgage loans (excluding derivatives)

(6) Calculated as net rental earnings plus interestresey less administrative expenses, divided byeistexpense on the financial leases and
mortgage financings.

(7) The reconciliation of FFO and AFFO to earnings bariound under the sectitdion-GAAP Reconciliation (FFO and AFFO).

(8) Based on the fully diluted weighted average nunalbéinits during the period including conversionRyfvate placement promissory note.

(9) Based on the fully diluted weighted average nunabéfnits during the period excluding conversiorPoivate placement promissory note.



KEY FACTS

(0]

Inovalis REIT (“Inovalis REIT”, or the “REIT” or “w”) is a Canadian TSX-listed REIT managed by Inisval
S.A. (“Inovalis SA"), a local cross-border FrenaldaGerman real estate asset manager, managingliao b
of real estate and financial assets. As of June2808, Inovalis SA and its founding partners helti0a8%
interest in the REIT’s equity (directly and inditigg.

The REIT successfully raised CAD$22.0 million (& &illion) through the completion of a private patent
(“Promissory Note 3”) with a non-Canadian, instibatl investor. The proceeds were raised througlsguance
of a convertible promissory note (“Promissory N8t§ paying interest at 7.95% and maturing on A8,
2021. The convertible note may be converted atiamg after April 19, 2019. Concurrent to the isst&of the
Note, the investor and the REIT entered into acpiltagreement whereby the REIT may satisfy itsgaition
to the investor by delivering 2,121,008 REIT unkManagement intends to use the proceeds from ikater
placements to fund new acquisitions.

In April 2018, the REIT extended its EUR/CAD hedgiprogram for an additional eighteen months. The
extension to the program, based on an average afat®1.6412, capitalises on the Euro’s continued
outperformance relative to the Canadian dollar.

In Q2 the REIT’s Board of Trustees approved théemphment of the DRIP facility with a reserve @000
additional units created to facilitate the contithugsuance of DRIP unitholders subscribed to théPFDRhe
initial DRIP reserve of 525,000 which was estaldiiin July 2013 had been depleted in the normaiseoof
issuing monthly DRIP Units to Unitholders who hadscribed for the DRIP. Currently, 9.9% of Unitters
are subscribed to the DRIP; the replenishment @DRIP allows the REIT to continue to offer thigiop to
Unitholders which provides a bonus distributionlbfits equal to 3% of the amount of the cash distiim
reinvested under the Plan.

The Board of Trustees of the REIT approved theresiém of the management agreement between the &l T
Inovalis S.A. The Board of Trustees and the Extelenager agree that, given the REIT’s relative sitzis in
the REIT’s best interest to not internalize theeaséd property management function at the cutiemd. As
part of the terms of the extension of the agreentkatfollowing modifications were approved:

Term: The initial term will be for three (3) yeanspt to exceed April 1, 2021. The Agreement shall b
automatically renewed for an additional two (2)rgeiithe REIT’s AFFO per unit for the year endegdember
31, 2020 is greater than 115% of the AFFO perafitihe REIT as at December 31, 2017. The AFFO ¢atlicun
shall be consistently applied and approved by thditACommittee.

Asset Management Fees: Has been reduced from @@®60% and calculated based on the book value of
assets. Fees will be payable in cash and/or exeladhg securities, the exact composition of which e
determined by the Board annually based on the REd&sh resources.

Acquisition Fees: 1.00% of the purchase price opprties acquired that are not currently owned anaged

by the Manager and paid in cash consideration {@usly 0.50% of the purchase price of propertieguaed
that are not currently owned or managed by the Manand paid 50% in cash consideration and 50% in
Exchangeable Securities)

At the REIT’'s AGM in May 2018, Unitholders approvte resolution to issue up to 3,500,000 Units pams

to the Unit Based Compensation Plan as potentiahpat of Asset Management Fees payable under itims te

of the extended Management agreement outlined alddaeagement believes that the proposed payment of
Asset Management fees to Inovalis SA in Units seteefurther align Inovalis SA’s long-term interestith
those of Unitholders. The Unit Based Compensatiam Blso serves to provide a degree of flexibildythe
REIT — Asset Management fees are payable in catflotaexchangeable securities, the exact composifitime
payment will be determined by the Board on an ahbasis based on the REIT’s cash resources.

Q2 2018 saw the overall occupancy rates slighttygasing on a GAAP basis from 94.9% in Q1 2018t0%

as at June 30, 2018. When we also incorporatetbeests in properties held by the REIT as padiof-venture
arrangements, overall occupancy remained stal96.8%6. Following the departure of certain tenantgably

at the Metropolitain property, the REIT appliedvtdue maximisation strategy — completing renovatimrks
which have allowed for the vacated space to bealed higher rate. Management will continue to seize
opportunities to maximize Unitholder value throubk completion of renovation works across the ptidfas
opportunities present themselves.



0 FFO/AFFO

In the table below, FFO and AFFO for the three-rhquégriod ended June 30, 2018 are compared to tIR02
and Management’s guidance.

Management's
Q1 2018" Q2 2018% Q2 2017% Guidance™
Including private placement in the form of a proswisy note
FFO per unit 0.25 0.21 0.20 0.21-0.24
FFO payout ratio 82.6% 99.6% 104.4% 90% - 96%
AFFO per unit 0.24 0.22 0.22 0.22-0.25
AFFO payout ratio 86.6% 93.7% 91.6% 88% - 94%

1) $1.5542 C$/€ foreign exchange rate
2) $1.5459 C$/€ foreign exchange rate (Includingiflact of previous quarter)
3) $1.4455 C$/€ foreign exchange rate

The Q2 2018 FFO of $0.21 per unit is $0.01 highantQ2 2017 FFO of $0.20 and in line with Manageteen
guidance. The AFFO for Q2 2018 of $0.22 per undéassistent with Q2 2017 AFFO of $0.22 and in kivith
the run rate going forward as estimated by manageme

The Q2 018 FFO payout ratio of 99.6% was aheadasfagement’s guidance while the AFFO payout ratio of
93.7% was in line with Management’s guidance.

0 NOI (GAAP)

In the table below is the NOI presentation prepanmeder GAAP. The REIT guidance includes the appbtca
of forecast indexation for French assets. Inderétias not been applied to the German asset foragitsis not
applied until the index increases exceed 5%. Batvi2a®@d3 and 2016, on average, the German indexasece
0.50% per year. In 2017, the index grew at a rale 1% per year, indicating an accelerating tréfithis trend

continues, the indexation threshold of 5% coulddeched between 2018 and 2021 at which time it lvall
applied to the German assets. These calculatiahsd@ consideration of the contractual specifisitid each

lease. See the section Rental Indexation for detailFrench and German indices.

(in thousands of CADS$) Q1 2018" Q2 2018? Manégemegfs
Guidance
NOI (GAAP) 3,842 6,882
IFRIC 21 impact (2,602) 877
NOI (excluding IFRIC 21 impact) 6,444 6,005 5900306,

(1) $1.5542 C$/€ foreign exchange rate
(2) $1.5459 C$/€ foreign exchange rate (Including F)awt of previous quarter)

0 The Q2 2018 NOI is $6.01M, which is within managettgerange of guidance for the quarter.

Management's guidance range for 2018 is basedearthualized NOI for the current portfolio. Thedeais
cautioned that Management’s guidance informatidion&ard-looking and actual results may vary frdmge
reported.

0 NOI (Non-GAAP) (Excluding IFRIC 21 impact)

In the table below is NOI presentation for the vehpbrtfolio including the REIT’s proportionate ingést in
properties held in partnership. Management's guidancludes the application of 2018 forecast intlerafor
French assets. Indexation has not been appliedetdgGerman asset forecast as it is not applied inaéx
increases exceed 5%. See the section Rental liolefar details on French and German indices.



Management's
(in thousands of CAD$)

012018 Q2 2018® Guidance™
NOI (Non-GAAP) 5915 10,314
IFRIC 21 impact (3.157) 1,063
NOI (excluding IFRIC 21 impact) 9,072 9,251 8,800 - 9,300

(1) $1.5542 C$/€ foreign exchange rate
(2) $1.5459 C$/€ foreign exchange rate (Including F)aot of previous quarter)

The Q2 2018 NOI, excluding the impact of IFRIC25Hs/$9.25M, in-line with Management’s guidance.
0 Debt to Book Value (GAAP)

The REIT’s debt to book value, in accordance withAB, was 42.4% as at June 30, 2018, compared ¥4 3.
as at December 31, 2017. Net of cash availablejgbeto book value was 39.8% as at June 30, 2@H8pared
to 41.7% as at December 31, 2017. The reductidineirdebt to book ratio is notably linked to the atization
of debt of approximately $4.4m throughout the siaAth period.

0 Debt to Book Value (Non-GAAP)

The REIT’'s Non-GAAP debt to book value for the whglortfolio, including the REIT’s proportional skan
joint-ventures was 50.9% as at June 30, 2018, eedse from 51.2% as at December 31, 2017. Netgif ca
available, the debt to book value was 48.4% asra 30, 2018, compared to 49.2% as at Decemb&03%,

BASIS OF PRESENTATION

The following management's discussion and ana({yMB®&A”") of the financial condition and results afperations
of Inovalis REIT should be read in conjunction witie REIT's condensed interim consolidated finanstiatements
for the period from January 1, 2018 to June 3082@hd the notes thereto.

The REIT has historically, within the MD&A, preseudtoperating results based on financial informatieweloped
using proportionate consolidation for all the REToint ventures, which are accounted for usingettpgity method,
as required by IFRS 11 “Joint Arrangements”. Thanner of presentation provided current and prdseiovestors
with, in management's view, the most relevant imfaiion to assist them in understanding the REliRancial
performance, while providing for a reconciliatiohsaich Non-Generally Accepted Accounting PrinCipl&SAAP")
information to the REIT's financial statements e@gorted under IFRS in the relevant sections ofMID&.A. The
MD&A will begin with an Overview, providing a summeaof the REIT’s performance and operations forpkeod,
including both GAAP and non-GAAP metrics. Managetrigglieves this presentation provides users of MDA
additional information about the source of the msused by Inovalis to pay distributions on itdgymas joint venture
structures represent significant equity investmé@noiat ventures account for approximately 30%tfd# total value of
all properties held by the REIT, including thosened by joint venture), are a significant part o irowth of the
REIT and represent of an important part of the RElflevenue and expenses. Management believes Hisat t
reformatting of the MD&A will provide greater promence to the GAAP measures while still allowing #or
reconciliation to the comparable non-GAAP measures.

This MD&A has been prepared considering materiahgactions and events up to and including Augu&0&s.
Financial data provided in the consolidated finahstatements have been prepared in accordancénagtimational
Financial Reporting Standards. All amounts in tMiB&A are in thousands of Canadian dollars, excegt ynit
amounts and where otherwise stated. Historicalteesocluding trends which might appear, should In® taken as
indicative of future operations or results. Additid information about Inovalis REIT has been filgith applicable
Canadian securities regulatory authorities andaslable at www.sedar.com. The exchange rate usedghout this
MD&A for statement of earnings items is the avereafe during the said period, i.e. $1.5459 Canadllars per
Euro for the six-month period ended June 30, 20182 2018, this rate of $1.5459 includes the impéthe FX rate
applied for the previous quarter. For balance siteets, projections or market data, the exchangeused is 1.5349
(exchange rate as at June 30, 2018).



FORWARD-LOOKING INFORMATION

Although we believe that the expectations refleatetthe forward-looking information are reasonale,can give no
assurance that these expectations will prove te heen correct, and since forward-looking inforovaiinherently

involves risks and uncertainties, undue reliana@khnot be placed on such information. Certainemal factors or

assumptions are applied in making forward-lookitagesnents and actual results may differ materiatyn those

expressed or implied in such forward-looking staets. The estimates and assumptions, which mayepimbe

incorrect, include, but are not limited to, theigsas assumptions set forth in this document as asethe following:

(i) we will continue to receive financing on accage terms; (i) our future level of indebtednesd aur future growth

potential will remain consistent with our curremtpectations; (iii) there will be no changes to taws adversely
affecting our financing capability, operations,iities, structure or distributions; (iv) we wiletain and continue to
attract qualified and knowledgeable personnel agxpand our portfolio and business; (v) the immddhe current

economic climate and the current global financtalditions on our operations, including our finamcoapability and

asset value, will remain consistent with our curerpectations; (vi) there will be no material chas to government
and environmental regulations adversely affectimgoperations; (vii) conditions in the internatibaad, in particular,

the French and German real estate markets, ingudimpetition for acquisitions, will be consistevith the current

climate; and (viii) capital markets will provide ugth readily available access to equity and/ortdatancing. The

forward-looking statements are subject to inheranttertainties and risks, including, but not limitegl the factors

listed under theRisk and Uncertaintiesection of this MD&A. Consequently, actual reswdtsd events may vary
significantly from those included in, contemplatedmplied by such statements.

MARKET AND INDUSTRY DATA

This MD&A includes market and industry data andefasts that were obtained from third-party souricekjstry
publications and publicly available information a®ll as industry data prepared by Inovalis SA basadits
knowledge of the commercial real estate industrywimich we operate (including Inovalis SA estimatesd
assumptions relating to the industry based onkihaiviedge). Inovalis SA’s knowledge of the reabéstndustry has
been developed through its 20 years of experiendeparticipation in the industry. Inovalis REIT iesles that its
industry data is accurate and that its estimatdsaasumptions are reasonable, but there can bgsnoaace as to the
accuracy or completeness of this data. Third-psotyrces generally state that the information caethitherein has
been obtained from sources believed to be relidhlethere can be no assurance as to the accuraoympleteness
of included information. Although Inovalis REIT lles it to be reliable, Inovalis REIT has not fied any of the
data from third-party sources referred to in thiB&A or analyzed or verified the underlying stud@ssurveys relied
upon or referred to by such sources, or ascertahlreednderlying assumptions relied upon by suchcesu

BUSINESS OVERVIEW AND STRATEGY

Inovalis REIT is an unincorporated open-ended esgdte investment trust governed by the laws oPtlowince of
Ontario. Inovalis REIT was founded and sponsorethbyalis SA, our asset manager. Our Units have ltisted on
the Toronto Stock Exchange under the trading syri¥@.UN since April 10, 2013. Our head and registkoffice
is located at 151 Yonge StreetMfloor, Toronto, Ontario, M5C 2W?7.

Our long-term objectives are to:

« generate predictable and growing cash distributmmsa tax-efficient basis from investments in ineem
producing office properties;

* maximize the long-term value of both our propertiad Units through active and efficient management;

e grow our asset base, primarily in France and Geyniaut also opportunistically in other Europeanrdoies
where assets meet our investment criteria; and

e increase the cash available for distribution todbad of Units (“Unitholders”), through an accretive
acquisition program that successfully leveragesvdiis SA’s extensive relationships and depth of
commercial property and financing.

The REIT’s Investment criteria encompasses offioperties outside of Canada with an occupancy lalvelie 80%
(unless AFFO accretive), secured rental cash flavgroperty value between €20 million ($30.7 millido €60
million ($92.1 million) (unless AFFO accretive) andbotential future upside with respect to matbectuding rent
and area development. According to managementathet investment size falls within a very liqubsnent of the
real estate market in Europe, and debt financingtdich acquisitions is readily available from loealders.
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BUSINESS ENVIRONMENT

French commercial real estate investment marke®)
Overview

The Greater Paris Region market continued to perfeell throughout the second quarter of 2018, wdtke-up in
Paris reaching close to 221,000 sg.m during tHestthalf of the year. This performance was impeddby the limited
space available in central Paris, which report@dl& vacancy rate as at June 30, 2018. Drivendkydésupply in
city center locations, the inner rim also repodtrdng results, accounting for approximately 47%lbfental activity.
The Western Crescent district posted its best padace since 2000 with uptake of almost 382,000 629% year
over year).

Paris commercial real estate investment market
Rental market

The supply of vacant space remains limited in Raiith a vacancy rate of approximately 2.1% atehd of Q2. This
lack of supply has driven an increase in headlgrds; with most markets in the region posting ymaeryear
increases. Following a substantial number of tretimas at rents over €770 and several over €8@0ptime rent in
the Paris Central Business District (“CBD”") nowrsta at €780/sq m/year. In La Défense districtptirae rent posted
a year-over-year decrease — although levels haga compared with the beginning of the year — )&% m/year.

Investment market

Parisian assets were in high demand over Q1 20d8¢m Q2. Since the beginning of the year, Paztanted for
almost €5 billion in investments or 54% of activiBifteen transactions for lot sizes over €100iomllcontributed to
these figures. Investment performance for the FZBB (€2.6 bn) as well as other Parisian submar(é2s3 bn) have
never been as high by the end of Q2. Followingriiquéiarly active 2017, the La Défense market madeuch slower
start to 2018 with only €190 million in investmertger the last six months. However, the considerabimber of
office towers currently on the market does meantthe outlook for market activity over the secoralf fof the year
is strong. The investment volume for the inner shbuemained broadly stable year-over-year withoalm€900
million in investments. The most active submarkaswhe inner northern suburbs (€637 million) whichenefiting
from greater interest linked to the 2024 Olympia&a as well as the Grand Paris Project.

Greater Paris Region commercial real estate investemt market
Rental market

The Greater Paris Region investment market contitmigrow with over 1.3 million sq.m of office trsactions during
the first six months of the year, representing % Mear-over-year increase. Year-over-year increesggng from
+4% to +28% were recorded across all real estaterse Q2 2018 also marked a reduction in officeawies in the
Greater Paris Region to near 3 million sq.m, a-pe@r-year reduction of 12%.

Investment market

€9.1 billion was invested in the Greater Paris Begn the first half of 2018, representing a 69%réase and a level
of investment activity almost twice as high asltreg-term average. Foreign investors have beenagtiye since the
end of 2017. Since the beginning of the year tHeseign investors have invested approximately €3illfon,
representing 41% of all activity.

(1) Source Jones Lang LaSalle

German Commercial Real Estate Market?
Overview

The Q2 2018 German economic outlook was dampenedttade dispute with the USA, disagreements viiéhEU
and a poor World Cup performance. Recently théiisiness Climate Index and the Centre for Eurofigamomic
Research (ZEW) index have fallen to their loweskle since November 2012. Consensus Economics &laoe
revised their estimated GDP growth for the year mwards from 2.4% to 2.1%. However, the German l|abarket
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has continued to provide positive signals with upkEryment falling to 5.2% in May 2018, from 5.5%Nfarch 2018.
The improving situation in the labor market is estee to strengthen private consumption within tleersan economy.

Office market: Rents continue to rise with strong nomentum in Berlin and Stuttgart

The lack of available office space has led to fertimcreases in rental price growth in across tige7B cities. The
JLL Prime Rental Price Index, which tracks rentthia Big 7 cities, reached 197.9 points at thear@2 2018 — the
highest level since Q3 2001. In line with the irage in the index, rents have increased 4.4% oedagt 12 months.
The increase is even more pronounced in the tviesaitith the lowest supply of available office spacBerlin and
Stuttgart - with prime rents in Stuttgart increasaimost 7% year-over-year. The increasing rentsty centers and
central business districts are also leading tcem®ed demand in peripheral locations.

Transaction market: Transaction volume just below &st year’s level

The transaction volume in the German commercidlestate market reached €25.6 billion, which itine with the
recorded transaction volume for the first six maerdh2017. Of these transactions, office propergpsesented around
45% of the total transaction volume for the quaridre transaction volume in the Big 7 increase@®¥ compared
to the first six months of 2017. This indicatesref@rence for properties located in the Big 7 siti@ith only one out
of the twenty largest transactions of Q2 2017 mouering in a Big 7 location. The average primdd/ecross the Big
7 cities is 3.24%, which is in line with the yiedd at March 31, 2018 and represents a compreskishlmasis points
compared to the yield as at Q2 2017.

* “Big 7” major cities in Germany: Berlin, DusseldpFrankfurt, Hamburg, Cologne, Munich and Stuttga

(2) Source Jones Lang LaSalle

REAL ESTATE MANAGEMENT AND ADVISORY SERVICES

Pursuant to a management agreement, Inovalis $#eismanager of the REIT and provides the strategieisory,
asset management, project management, constructioagement, property management and administisgivéces
necessary to manage the operations of the REIT.

OUR OPERATIONS — GAAP and Non-GAAP

Performance indicators, incorporating both GAAP andNon-GAAP measures

As at June 30, 2018 December 31, 2017

GAAP Measures  Non-GAAP Measure) GAAP Measures Non-GAAP Measure§’
Gross leasable area (sq.ft) 772,403 1,326,797 772,403 ,280,%42
Number of properties 7 14 7 13
Number of tenants 37 67 34 66
Occupancy rat& 95.0% 96.8% 95.4% 97.0%
Weighted average lease tefih 49years 4.7 years 5.3years 5.1years

(1) Taking into account the interest the REIT has enghoperties held in partnerships.
(2) Calculated on weighted areas and including vendor leases (activity, storage and intercompany restaurant areas being accounted only for
a third of their effective areas).

(3) Excluding early termination rights. Consideringlgdermination rights, the weighted average le@setis 3.6 years as at June 30, 2018
compared to 3.8 years as at December 31, 201¥€ars vs 4.0 years for Non-GAAP respectively)

The above performance indicators do not considenrddevelopment loan granted to the property inilRBaris
Western periphery).

Portfolio

The REIT has an interest in fourteen propertiesyluth seven are entirely owned by the REIT (Baltburbevoie,
Jeuneurs, Metropolitain, Sabliere and Vanves im&aand Hanover in Germany) and seven are heldighro
partnerships with various global institutional fgn@Arcueil and Pantin in France, Bad Homburg, Neenburg,
Duisburg, Stuttgart and Késching in Germany). Ejgtuperties are in France and six properties afeeinmany.



Occupancy

The 95.0% weighted average occupancy rate at Jyr2038 across the seven properties owned enkisellye REIT
slightly decreased from 95.4% as at December 317.20he weighted average occupancy rate acrost®tingeen
properties decreased slightly from 97% as at Deeerih, 2017 to 96.8%; this includes properties amieough
joint-ventures and the vendor lease relating toDkbzy (Pantin) property. The slight decline incapancy rates is
predominantly due to the departure of tenants & $abliere, Courbevoie and Metropolitain propertiREIT
management refurbished the space left vacant aflétipolitain property and have now re-let thiasp beginning
June 1, 2018, at a significantly more favorable/sepift.

During Q1 2018, the REIT completed the acquisitibthe 100% occupied Kdsching property, acquirepas of a
joint-venture transaction. This acquisition accauiot the increase in gross leasable area undetG¥okP measures
from 1,280,542 sq.ft. as at December 31, 20173261797 sq.ft as at June 30, 2018.

The average lease term decreased to 4.9 yeardaseaB0, 2018 from 5.3 years as at December 37, Zhe average
lease term including properties held through jettures decreased slightly to 4.7 years comparesllt as at
December 31, 2017.

Tenants

The tenant base in the portfolio is well diversifitom an industry segment standpoint, with mantjonal and
multinational tenants. As at June 30, 2018, theTRtd thirty-four tenants across the seven progeativned entirely
by the REIT, and sixty-seven tenants in aggregatieiding properties held through joint ventures.

Approximately 65.6% of quarter’s gross rental ineoim attributable to French public agency tenastguaranteed
by large German or international banks, or fromestment grade corporations or affiliates of investingrade
corporations. This percentage, including propettigd through joint-ventures, equates to 64.9%.

The following table shows our five largest tenastarted by contribution to gross leasable area (GhAhe REIT's
seven fully owned properties.

GLA Weighted Areas % of
Tenant Tenant Sector (sq.ft) @ (safy @ Weighted Areas
Orange (Formerly France Telecom) Telecommunications 86,070 181,096 24.8%
Facility Services Hannover Banking/ Real estate 24,0 124,074 17.0%
Rue Du Commerce E-commerce 51,926 51,926 7.1%
CNAM Education & Training 50,407 49,543 6.8%
ADEME Government Agency 49,460 49,460 6.8%
Top5 tenants 461,935 456,098 62.4%
Other tenants Diversified 256,348 238,522 32.6%
Vacant 54,119 36,604 5.0%
Total GAAP Measures 772,403 731,225 100.0%

(1) Activity, storage and intercompany restausmefis are weighted by being accounted for a diitideir effective areas.

The REIT’s five largest tenants across the poudfalf fourteen properties which includes the sevdly fowned
properties plus the additional seven propertied tiebugh joint-ventures, are presented in thestbblow. As at June
30, 2018, the REIT held a 50% interest in the DuighWalpur (Bad Homburg), Pantin, Stuttgart, Neerburg and
Kdsching properties and a 25% interest in the Atqreperty.



GLA Weighted Areas % of

Tenant Tenant Sector (sq.ft) @ saf)@@  weighted Areas
Orange (Formerly France Telecom) Telecommunications 69,723 198,907 20.6%
Facility Services Hannover Banking/ Real estate 24,0 124,074 12.9%
Daimler AG Manufacturer 109,136 50,243 5.2%
Hitachi Power Manufacturer 108,959 52,023 5.4%
Arrow Central Europe E-commerce 55,871 25,974 2.7%
Top5 tenants 667,743 451,221 46.8%
Other tenants Diversified 596,841 475,334 49.3%
Vacant 62,213 37,953 3.9%
Total Non-GAAP Measures 1,326,797 964,508 100.0%

(1) Takinginto account the interest the REIT has in the properties held in partnerships
(2) Activity, storage and intercompany restaurant areas are weighted by being accounted for a third of their effective areas.

Our largest tenant, Orange (formerly France Telec@rated BBB+/Baal/BBB+ by S&P/Moody’s/Fitch ahds
leases in two of our properties, the Vanves prgpartl the Arcueil property (held in partnership).

Leasing profile

Lease rollover profile

The REIT has an average remaining lease term ofetgs in the seven fully owned properties (noliding tenant
early termination rights). Assuming all tenantsvieat the earliest possible early termination gghthich the REIT
believes is unlikely, the average remaining leasmtin our portfolio is 3.6 years. The followingagh sets out the
percentage of total GLA of the properties subjedeases expiring during the periods shown (exaolydiarly lease
terminations).

Lease Maturity Profile as at June 30, 2018
(% of total GLA)

38.0%

17.9%

83% 8.4%

0,
7.2% 6.0% 5 8%
2.6% 2.8%
1.8% o
0-1% I I I m B I I m oo

Implicit 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Renewal

r

Including properties held in joint-ventures, theegge remaining lease term is 4.7 years (not imofutenant early
termination rights) and 3.7 years including eagiyrtination rights.

The following graph presents the percentage of @t# expiring in the fourteen properties duringtberiods shown
(excluding early lease terminations), including veador lease at the Delizy property (Pantin).

10



Lease Maturity Profile as at June 302018
Entire portfolio including joint ventures
(% of total GLA)

4.6%
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T T T

22.7%
14.7% 14.0%
12.4%
10.7%
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Rental indexation

All leases contracts have rental indexation basethe French ICC (construction cost index), ILAidgx averaging
construction costs and CPI indexes) or the Gernars@mer Price Index, as applicable.
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CONSOLIDATED FINANCIAL INFORMATION

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

Three months ended June 30 Six months ended June 30

(in thousands of CAD$) 2018 2017 2018 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 (loss) 27 (62) 83 (62)
Net change in fair value of investment properties (587) (2,181) 1,338 108
Acquisition costs - - (20) 37)
Share of profit of an investment (equity method) 739 1,114 1,574 391
Operating earnings 5,551 4,155 10,672 7,685
Gain (loss) on financial instruments at fair vatheough P&L (179) (2,352) (1,162) (1,781)
Finance income 2,305 1,524 5,668 3,308
Finance costs 27 (1,404) (5,222) (3,057)
Distributions on Exchangeable securities (286) (398) (554) 777)
Net change in fair value of Exchangeable securities (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 taxexpense 105 87 (14) (97)
Deferred income taxexpense (241) (190) (5,320) (224)
Earnings for the period 5,031 214 3,060 3,359
Non-controlling interest [€h) 55 1 59
Earnings for the period (part attributable to the Trust) 5,032 159 3,059 3,300

Discussion of Consolidated Statements of Earnings

Net rental earnings

Rental income for the three-month period ended 32018 was $6,539 compared to $6,271 in Q2 2D1& $268
year over year increase comes principally from $&iibutable to FX rate movements and indexatio$4®@. These
gains were partially offset by the net reductior($#0) resulting from new leases on Courbevoie,redlitain and
Baldi properties and a tenant departure at the lizmaie, Metropolitain and Sabliere properties.

Rental income for the six-month period ended Juhe2B18 was $13,253 compared to $12,242 in Q2 2Th&.
$1,011 increase year over year increase comes$8%50 attributable to FX rate movements, $113 cpoeding to
indexation of the portfolio, furthered by net inase of $48 resulting from new leases as outlinedeab

Net rental earnings for the three-month period dntime 30, 2018 were $6,882 compared to $6,61RiA0Q7. The
$272 increase in net rental earnings, resultedflghfimm the positive FX rate impact of $351. Exding the FX
movement, the net reduction of $79 was mainly due teduction in other revenues.

Net rental earnings for the six-month period endiete 30, 2018 were $10,724 compared to $9,857 iA0QZ. The

$867 increase in net rental earnings, resultedighrem the positive FX rate impact of $685. Theiease of $182
excluding the FX impact is predominantly due totiet increase in rental income arising from nevgdsa
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Administration expenses

Administration expenses are primarily comprisecas$et management fees paid to Inovalis SA and gtreeral
administrative expenses such as trustee feestalistand officers’ liability insurance, professairfees (including
accounting fees), legal fees, filing fees, Unitleoldelated expenses and other expenses.

Administration expenses for the quarter ended 3018 amounted to $1,510 vs. $1,326 for the sgmeter in
2017. The $581 is related to the asset manageraestplid to Inovalis SA vs. $738 for the quarteteenJune 30,
2017 and $929 to other expenses vs. $588 for tagemuended June 30, 2017. The overall decreasmiragement
fees of $157, including the positive movement irefgn exchange of $27, is the result of the lowanagement fees
in the agreement applicable from April 1, 2018 neid in Q2 2018, and the sale of the Cologne prepp&ther
expenses increased $341 year over year, of whighs$attributable to foreign exchange movement,rémaining
increase of $318 includes approximately $200 ireptional expenses in the form of listing fees ealdb the creation
of the reserve for units to pay the management feesncrease of the DRIP reserve and fees coedi¢otthe AGM
held in Q2. The remaining $118 increase is relatdgte increased activity at the Luxembourg holdingpany level
and the increase in costs related to the Canathactsre.

Administration expenses for the six-month periodezhJune 30, 2018 amounted to $3,027 vs. $2,57théosame
quarter in 2017. The $1,325 is related to the assetagement fees paid to Inovalis SA vs. $1,438hersix-month

period ended June 30, 2017 and $1,702 to othensrpess. $1,134 for the six-month ended June 30,.Zhe overall
reduction in management fees of $113 is driverhbypbsitive movement in foreign exchange of $1@Dareduction
of $213 attributable mainly to the new managememéement terms and the sale of the Cologne prap@ther

expenses increased $568 year over year, of whighsattributable to foreign exchange movement. fEmaining

$489 includes the above mentioned exceptionaldeagproximately $200 and a $289 increase relatéut increased
activity at the Luxembourg holding company leveti éimne increase in costs related to the Canadiantate.

Net change in fair value of investment properties

During the quarter ended June 30, 2018, the netgehin fair value of investment properties recogdiin earnings
was a loss of $587. The French assets were vafuatiJaine 30, 2018, which resulted in an increhapmroximately
$1.9m. The German assets are valued on an anrsisl bhe increase in value was offset by works deted across
the portfolio and the IFRIC 21 impact which resitts net loss. This figure compares to the $2|d84 in the quarter
ended June 30, 2017.

Gain (loss) on financial instruments at fair valuethrough profit and loss

The REIT recognized a loss on financial instrumémtshe quarter of $180 compared to a loss of 52 8r the same
period in 2017. The loss for the quarter correspdiedchanges in value in the interest rate dexigatheld by the
REIT.

Finance income

For the three-month period ended June 30, 2018)&@ income of $2,305 consists predominantly ob6382nterest
on the acquisition loans related to the Rueil prgpevith $1,380 of finance income arising fromrjbventures. The
increase of $781 for the quarter from $1,524 in2Q27 corresponds mainly to the increase in intenestme from
the Rueil loan and the increase in interest incémma joint ventures.

For the six-month period ended June 30, 2018, fieaancome of $5,668 consists predominantly of $P j@5nterest
on the acquisition loans related to the Rueil prgpand $2,687 of finance income arising from jomentures. The
increase of $2,360 from $3,308 for the six-monthiqueended Q2 2018 corresponds mainly to the iseréainterest
income from the Rueil loan and an increase in figsincome arising from joint ventures.

Finance income for the six-month period ended 3&017 of $3,308 consisted of $974 in interegheracquisition
loan related to the Rueil property $183 in revefnom both the exchange hedging program and interesash deposit
and $2,151 in finance income from joint ventures.

As at June 30, 2018, the REIT had deployed €17IRomi($26.4 million) of the €21.75 million ($33.#illion)
acquisition and redevelopment loan to a company-8@%ted by Inovalis SA, related to the Rueil propei the
Paris Western periphery. The loan bears an anntexest rate of 8.50%, with an effective interede rof 13.89%
which incorporates the 20% of the profit that aiticrue to the REIT upon the sale of the propertytturd party. The
final portion of the loan commitment of €4.55 nalti ($7.0 million) is expected to be deployed in 201
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Finance costs

For the three-month period ended June 30, 2018irthece costs amounted to ($27) vs $1,404 fos#mee period in
2017 including $1,208 for interest costs relatefirtance leases, mortgage loans and the lease safial loans, $958
of interest costs on the promissory note, $34hiafrest related to SWAP contracts, a loss of $2r8&8ed to joint
ventures (including the fair value variance of &reueil derivative which is supported 100% by thelR) and $324
of other finance costs (including amortization aif fvalue adjustment on finance leases assumediateuntat the
time of a business acquisition, amortization of transactiost€ on mortgage loans and other miscellaneous)cbise
increase of $1,431 year on year is largely attable to finance expenses associated with jointurestand also to
promissory note interest paid on the notes issa@®17 and 2018.

For the six-month period ended June 30, 2018, itten€e costs amounted to $5,222 vs $3,057 foraheeperiod in

2017 including $2,430 for interest costs relatediniance leases, mortgage loans and the leaseizgfiai loans,

$1,536 of interest costs on the promissory noté1%# interest related to SWAP contracts and $59%teer finance

costs (including amortization of fair value adjustmhon finance leases assumed at a disaouhé time of a business

acquisition, amortization of transaction costs artgage loans and other miscellaneous costs). Tiease of $2,165
year on year is largely attributable to promissooie interest paid on the notes issued in 20172848 and also to
increased interest on bank loans.

Distributions on Exchangeable securities

Distributions to the holders of Exchangeable sdiesri(see Note 9 in Condensed Interim Consolid&iedncial
Statements as at June 30, 2018) are calculatedhanaer to provide a return that is economicallyiesjent to the
distributions received by the Unitholders. Duringe tthree-month period ended June 30, 2018 theildistms
recognized on Exchangeable securities were $28®amd to $398 for the same period in 2017. The-gear-year
decrease arises from the reduction in the numbExoliangeable securities in issuance followingcibreversion by
Inovalis S.A. of 500,014 Exchangeable securitiés lonits in December 2017 and a further conversiba19,059
Exchangeable securities in January 2018, partdiet by the increase due to the additional Exgkable securities
received by Inovalis SA in lieu of asset managenieess.

Net change in fair value of Exchangeable securities

The net change in value of the Exchangeable sexsyrits well as the cost of distributions recogihize Exchangeable
securities, are recognized in profit and loss beeaior financial reporting purposes, the Exchahbgesecurities have
been classified as a liability at fair value thrbygofit or loss.

For the three-month period ended June 30, 2018 Ei& reported a loss of $48 which is the resulthefincrease in
the closing price of the units which was $10.10QJone 29, 2018 compared to $10.05 on March 31, 2018.

For the six-month period ended June 30, 2018, B Reported a gain of $66 which is the resulth# increase in
the closing price of the units which was $10.1QJane 30, 2018 compared to $9.97 on December 28, &0d the
impact of the conversion of 419,059 Exchangealteardées in January 2018.

Current income tax expense

The current income tax expense of ($105) for thertgem ended June 30, 2018 and ($14) for the sixtmpariod
ended June 30, 2018 corresponds to the adjustreemeéén estimated and final tax for 2016 for REIDUsembourg
holding entity.

Deferred tax expense

The deferred income tax expense (and deferred iad@am liabilities) corresponds to the originatidntemporary
differences arising from investment properties tedan France and Germany.

On 20 March 2018, the Luxembourg and French Goventsrsigned a new Double Tax Treaty (DTT), togettidr

an accompanying Protocol. The tax treaty will ertéo force once both parties complete the ratiiidza process.
Under the current DTT, the REIT, through its sulzsiglocated in Luxembourg, should incur Frenchhiwilding tax
at the 5% treaty rate on the dividend received fioranch OPCI*. Under the anticipated DTT, such diwid

distributions would be subject to withholding tadaasubstantively enacted rate of 30% rate whichpezaentially be
reduced to 15% in some specific cases.
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The governments of France and Luxembourg signeslxaDouble Taxation Treaty and accompanying Protoool
March 20, 2018. The DTT is currently pending fegifion before it comes into force. If the DTTraified before
December 31, 2018 by both parties it will come igtti@ct in 2019. Should ratification by both pastmccur after that
date, the changes will not come into effect uri2@.

Management believes that the increase in tax catefave a significant impact on the REIT as soanagement is
currently assessing available alternatives thatidgvresult in the REIT being subjected to a redued of 15% once
the DTT comes into effect. Management has accduistethe deferred income tax liabilities basecttom reduced
rate of 15% and the assumption of the distribuibb0% of the OPCIs’ net profits arising from capigains upon
disposition during the period ending June 30, 2§t8e management is actively working to ensurdBE will take
the measures necessary to be subjected to thisegdate. However, as management is still consigeziternatives,
any resulting impact on the operating structurerfs/et been determined.

Last 24 Months - Key Financial Information

The information provided in the table below hasrbealculated in accordance with GAAP.

3-month period ended

June 30, March 31, Dec. 31, Sept. 30, June 30, March 31, Dec. 31, Sept. 30,
(in thousands of CAD$) 2018 2018 2017 2017 2017 2017 2016 2016
Rental income 6,539 6,714 6,323 6,271 5,970 6,706 6,172 535,8
Net rental earnings 6,882 3,842 6,729 6,610 3,247 7,023 5566, 6,065
Earnings for the period 5,031 (3,604) 2,216 159 3,141 982, 11,833 5,839
Earnings per Unit (CAD$) 0.18 (0.09) 0.10 0.01 0.15 0.14 0.60 0.37

PROPERTY CAPITAL INVESTMENTS

Fair value

The fair value of the REIT’s investment propertytfalio as at June 30, 2018 was $451.4 million 440.8 million
as at December 31, 2017). The fair value of thedhrgroperties was $412.1 million (91.3% of investitproperties
value) and the fair value of the German propestias $39.2 million (8.7% of investment propertiekie3

The increase of $10.6 million is accounted for 726 million increase due to foreign exchangettiations, rent
free periods of ($329) and CapEx charges of $9&0tlae net change in fair value of $1,925. Furthetails of the
revaluation on the investment portfolio have bastuided in ‘Net change in fair value of investmpraperties’.

Management principally uses discounted cash flandetermine the fair value of the investment progsr These
values are supported by third party appraisalsiriarmity with the requirements of tiRoyal Institution of Chartered
Surveyors Standardsind for the French properties also in conformitth the Charte de I'expertise immobiliére
European Valuation Standards of TEGofte European Group of Valuers’ Association) aRra$ 13.

Building improvements

The REIT is committed to improving its operatingfpemance by incurring appropriate capital expemdis to replace
and maintain the productive capacity of its propedrtfolio to sustain its rental income generatimgential over the
portfolio’s useful life.

Since the IPO in April 2013, a total of $1.7 mitlithas been spent on the three initial French ptiese{Jeuneurs,
Courbevoie, Vanves), funded by a reserve that whaside by the vendors of the four initial projgstFor the year
to date, $2,290 has been spent on works completedsathe portfolio.

Guarantees, commitments and contingencies

The REIT and its subsidiaries have provided guaemtin connection with the finance lease liabgitend the
mortgage loans, including pledge of affiliates lod REIT, first mortgages and assignment of recé@sahnd future
receivables. As at June 30, 2018, guarantees mowy the REIT with respect to its long-term debidude a
preferential claim held by mortgage lenders onJéeneurs, Baldi, Veronese, Sabliere and Hanoveepties in the
amount of $96.10 million. The REIT has also an amdr commitment of $6.9 million (€4.5 million) reitag) to the
Rueil development loan.
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OTHER SIGNIFICANT ASSETS

Investments accounted for using the equity method

This section encompasses the 50% interest the REidugh its subsidiaries) has in the Duisburg prop the 50%
interest in the Walpur (Bad Homburg) property, #3586 interest in the Arcueil property, the 50% ietrin the Neu-
Isenburg property, 50% in the Stuttgart propertgt &% in the Késching property. Our share of failue of the
investment properties accounted for using the geuéthod was $92,337 as at June 30, 2018 compaf&tPt094 as
at December 31, 2017. This increase is due to dsesof $11,272 related to the acquisition of Késghand

refinancing of Neu-Isenburg, loan repayments orttgart property of ($875), the REIT’s shareef losses from
investments accounted for using the equity metHi&1b74 and foreign exchange differences of $1,272

Acquisition loans and deposit

As at June 30, 2018, acquisition loans and depb$i26.35 million consisted of the loan for the Ripeoject.

Trade and other receivables

Trade and other receivables as at June 30, 2018raatbto $6,273 compared to $5,192 as at Decenih@037. The
increase of $1,081 corresponds mainly to an ineref$78 arising from foreign exchange movementsamincrease
in trade receivables in relation recharged experaate to new joint venture acquisitions.

Other current assets

Other current assets as at June 30, 2018 amoursddnc9 compared to $1,325 as at December 31, Z0iresulted
in a decrease of $444 for the quarter. This deer@gasttributable to foreign exchange movement$4& and an
increase in VAT receivables.

PRESENTATION OF OUR CAPITAL

Liquidity and capital resources

Inovalis REIT’s primary sources of capital are cgsimerated from operating activities, credit féieii, sharing the
ownership of actual assets owned entirely and gigsties. Our primary uses of capital include prigpecquisitions,
payment of distributions, costs of attracting aathining tenants, recurring property maintenancgpomproperty
improvements and debt interest payments. We expaueet all our ongoing obligations through curressh, cash
flows from operations, debt refinancing and, asaghorequires and when appropriate, new equity ot tksues. We
can also sell some portion of assets owned to aazgstal, but this would be considered in the aVestrategy of
diversification of our portfolio.

The REIT’s cash available was $27.0 million asuateJ30, 2018 compared to $20.3 million as at Deeerélb, 2017.
The cash held as at December 31, 2017 was useddtbtlie acquisition of the Késching asset in Q1,80rhe
increase in this cash balance is a result of theafer placement completed during the Q2 2018, whiithbe used to
fund future acquisitions.

Financing activities

Our debt strategy is to have secured mortgage dingrwith a term to maturity that is appropriateré@ation to the
lease maturity profile of our portfolio and thenptat in place, when appropriate, interest-onlyfficiags. We intend
to search for fixed rate financings or floatingerfinancings with a cap. As such, 91.1% of the REBEenior debt
benefits from an interest rate protection (67.8%hanform of a swap and 23.3% in the form a caply. @eference is
to have staggered debt maturities to mitigate @sterate risk and limit refinancing exposure in gayticular period.
With no financial institution representing morenh2il% of our senior debt commitment, we also make that the
REIT has a diversified base of senior debt prowd&ur debt to book value stands at 42.4% and fnkte0$27.0
million of cash available (including financial cant assets) as at June 30, 2018 (including the 'Riiferest in the
joint ventures), debt to book value stands at 38.0%
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Debt-to-book value

Indebtedness is calculated as the sum of (i) fiedease liabilities, (i) mortgage loans, (iii) $saequalization loans,
(iv) other long-term liabilities and (v) deferredxtliabilities. Indebtedness does not include tbetribution from
Unitholders that is recorded as a liability, ashis case at the REIT level for the Exchangeablergass, Private
placement promissory note and at the partnerskig fer the contribution from the REIT and its peets.

Key performance indicators in the management ofdett are summarized in the following table.

As at June 30, 2018

As at December 31, 2017

Weighted average interest rite 2.15% 2.16%
Debt-to-book valu&” 42.4% 43.7%
Debt-to-book value, net of ca&h 39.8% 41.7%
Interest coverage ratfd 4.1x 3.9x
Debt due in next 12 months in thousand of CAD$ 22,661 9,921
Weighted average term to maturity of dédt 6.1years 6.5 years

(1) Calculated as the weighted average interest radeopethe finance leases and the mortgage financing
(2) The definition ofdebt-to-book valuand ofdebt-to-book value, net of casan be found in thBebt-to-book valueote above.
(3) Calculated as net rental earnings plus interess, deneral and administrative expenses, dividedtbyest expense on the financial leases

and mortgage financings.

(4) Calculated as the weighted average term on afirthacial leases and mortgage financings.

Leasehold and Mortgage Financing Maturity Profile
(% of amount outstanding as at June 30, 2018)
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ANALYSIS OF DISTRIBUTED CASH
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Three months ended June 30
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Six months ended June 3

2018 2017 2018 2017
Cash flows from operating activities (A) (2,241) 6,283 9,937 16,087
Earnings before income taxes (B) 5,168 491 8,394 3,680
Declared distribution on Units (C) 4,693 4,454 9,377 8,898
Excess (shortfall) of cash flows from operatinghati¢s over cash distributions paid (A-C) (6,934) ,829 560 7,189
Excess (shortfall) of profit or loss over cash dhsttions paid (B - C) 475 (3,963) (983) (5,218)

As shown in the table above, the cash flows relédedperating activities as reported in the REIG&solidated
statement of cash flows was less than the distabsitdeclared for the period ended June 30, 204i8. shortfall was
financed by the excess of cash flows from operaittiyities of $7,494 from Q1 2018.

Every quarter, the REIT ensures that sufficientiBiwere being generated from rental operationstitircue making
distributions at the planned rate. To perform #sisessment, management uses the FFO and AFFO sxpsesented
in the section entitled Non-GAAP reconciliation Fland AFFO). These measures are used to deterh@raount
of funds generated by ongoing rental operations dna available for distribution. These measuresore from
consideration, those gains and losses that argmexsl for accounting purposes but that do not ohpash flow.
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They also remove from consideration various reveramel expenses that are recognized in profit erftasaccounting
purposes but which do not arise from ongoing reoparations, for example because they were incuoeatquire
revenue generating assets.

As quantified in the FFO and AFFO calculations, filmeds used to make the distributions during theetu quarter
were generated through the REIT’s ongoing rentafatons.

The REIT expects to continue paying distributioasdxl on the current plan.

RISK AND UNCERTAINTIES

We are exposed to various risks and uncertaintiesyy of which are beyond our control, the occureeotwhich
could materially and adversely affect our investtagorospects, cash flows, results of operatiofimancial condition
and our ability to make cash distributions to Uaitters. We believe the risk factors described bedogvthe most
material risks that we face, however they are hetdanly ones. Additional risk factors not presetkiypwn to us or
that we currently believe are immaterial could aitsaterially and adversely affect our investmentespects, cash
flows, results of operations or financial conditiand our ability to make cash distributions to Ualtlers and
negatively affect the value of the Units.

Risks relating to the REIT and its business

Risks inherent in the real estate industry may esklg affect our financial performance

Real estate ownership is generally subject to nauosefactors and risks, including changes in genecahomic
conditions, local economic conditions, the attrzriess of properties to potential tenants or psetsa competition
with other landlords with similar available spaeed the ability of the owner to provide adequatenteaance at
competitive costs.

The properties generate income through rent paysmeatie by our tenants. Upon the expiry of any |ehsee can
be no assurance that the lease will be renewdatiedenant replaced. Furthermore, the terms okabgequent lease
may be less favorable than the existing lease.c@sin flows and financial position would be adversdiected if our
tenants were to become unable to meet their oligmtinder their leases or if a significant amairtvailable spacein
our properties could not be leased on economitallgrable lease terms. In the event of default bynant, we may
experience delays or limitations in enforcing oights as sub-lessor and incur substantial cosfgatecting our
investment. Furthermore, at any time, a tenant swek the protection of bankruptcy, insolvency onilsir laws,
which could result in the rejection and terminatafrthe lease of the tenant and, thereby, causdwtion in the cash
flows available to us.

An investment in real estate is relatively illiqugluch illiquidity will tend to limit our abilityd vary our portfolio
promptly in response to changing economic or imaesit conditions. The costs of holding real esteg¢ecansiderable
and during an economic recession we may be facddomgoing expenditures with a declining prospééhcoming
receipts. In such circumstances, it may be necgfsans to dispose of properties at lower pricegdnerate sufficient
cash for operations and making distributions aterést payments.

Concentration of tenants may result in significaatancies on the Properties

Five of our largest tenants, by percentage of tGtiah, occupy approximately 62% of the total weightareas.
Although all five tenants are committed to multeydeases, which are set to expire gradually bet264.8 and 2029,
there is no assurance that such tenants will coatio occupy such premises for the remainder of tbase terms.
Some of them have break options before the entiaf teases, and the earliest dates on which tfiesdargest
tenants may effectively move range between 2018282d. To minimize this risk of vacancy, Inovali&IR will
continue to closely monitor all leases and enshat they work with the current tenants to deternthregr future
leasing plans, which would allow Inovalis REIT tousce tenants in advance of the current tenantativacthe
property.

Lease renewals, rental increases, lease terminatgits and other lease matters

Expiries of leases for our properties will occurir time to time over the short and long-term. Nsuaance can be
provided that we will be able to renew any or dlthe leases upon their expiration or that reratd increases will
occur or be achieved upon any such renewals. Thied@o renew leases or achieve rental rate imgeamay adversely
impact our financial condition and results of opierss and decrease the amount of cash availabidtibution.
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Although certain, but not all, leases contain avfgion requiring tenants to maintain continuousupancy of leased
premises, there can be no assurance that suchgevidicontinue to occupy such premises which maye an adverse
effect on us and could adversely impact our finanoondition and results of operations and decrdasamount of
cash available for distribution. In addition, cantkeases contain a provision which gives tendregight to terminate
their leases upon payment of a penalty.

Moreover, pursuant to the lease agreement withNdimnal Conservatory of Arts and Crafts, nonehefvalue-added
taxes on expenses legally due by the REIT are exable. However, property taxes and office taxes@coverable.
Similarly, pursuant to the Fresh & Co. and Frenalvibnment and Energy and Management Agency lease
agreements, several forms of taxes, including lotifimited to, property taxes, household refuseesaand annual
office taxes will be borne by the REIT. As a reswlé will bear the economic cost of increases &sé¢htaxes.

Head Lease for properties

According to the head leases for certain of theperies, the owners of such properties have cepaiticipation
rights with respect to such properties pursuanttich a French dedicated SPV (a “French SPV”) erGerman SPV,
as the case may be, would need to obtain writtesatt from the respective owner prior to takingaiaractions with
respect to such property, including cancellingmeading lease agreements for such property. lbtiveer does not
give its prior consent to such actions, it may ieate the applicable head lease.

Environmental contamination on properties may erpasto liability and adversely affect our finarigi@rformance

The properties may contain ground contaminatiorzatdous substances, wartime relics (including piatiéyn
unexploded ordnance) and/or other residual potutiad environmental risks. Buildings and their dngs might
contain asbestos or other hazardous substances #imallowable or recommended thresholds, orufidibgs could
bear other environmental risks. Prior to acquitimg interests in the properties (including the ébadd interests), we
undertook environmental studies on each propemysiyn of pollution was evidenced on any of theperties.

We are subject to various federal, state and mpalitaws relating to environmental matters. Suchrenmental laws
impose actual and contingent liabilities on usridertake remedial action on contaminated sitesrandntaminated
buildings. The costs of any removal, investigatisnmemediation of any residual pollution on sudiessior in such
buildings as well as costs related to legal proeegsy including potential damages, regarding sueltters may be
substantial.

We have insurance in place to protect againstioegtavironmental liabilities in respect of certaifhithe properties,
with limits, which are customary and available fortfolios similar to ours.

We make the necessary capital and operating expeeslito ensure compliance with environmental lang
regulations. Although there can be no assurancejomeot believe that costs relating to environmlemi@tters will
have a material adverse effect on our investmdintsncial condition, results of operations or diattions or cash
interest payments.

We may incur significant capital expenditures atiteo fixed costs

Certain significant expenditures must be made tjinout the period of ownership of real property,aredess of
whether the property is producing sufficient incologay such expenses. In order to retain desiraiable space
and to generate adequate revenue over the long weErmust maintain or, in some cases, improve pagperty’s
condition to meet market demand, which can enigilicant costs we may not be able to pass orutdenants.

Any failure by us to undertake appropriate mainteesand refurbishment work in response to the faaescribed
above could entitle tenants to withhold or redwergal payments or even to terminate existing lgtdantracts. Any
such event could have a material adverse effectunrcash flows, financial condition and resultsopkrations and
our ability to make distributions on the Units.

Financing risks, leverage and restrictive covenantsy limit our ability for growth

The real estate industry is capital intensive. Vilerequire access to capital to maintain our prtips, as well as to
fund our growth strategy and significant capitgb@xditures from time to time. There is no assurdhnatcapital will

be available when needed or on favorable terms.f@lure to access required capital could advergelyact our

investments, cash flows, operating results or firercondition, our ability to make distributiona the Units and our
ability to implement our growth strategy.
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A high level of indebtedness increases the risk t& may default on our debt obligations. Our &pito make
scheduled payments of the principal of, or inteogstand to otherwise satisfy our debt obligatidepends on future
performance, which is subject to the financial perfance of our properties, prevailing economic ok,
prevailing interest rate levels, and financial, patitive, business and other factors, many of wiaikhbeyond our
control.

Changes in government regulations may affect ouestment in our properties

We are subject to laws and regulations governiegotlinership and leasing of real property, employnstandards,
environmental and energy efficiency matters, taas$ other matters. It is possible that future clearig applicable
federal, state, local or common laws or regulationshanges in their enforcement or regulatoryrprtation could
result in changes in the legal requirements affigctis (including with retroactive effect). In adalit, the political
conditions in the jurisdictions in which we operate also subject to change. Any changes in invasgtipolicies or
shifts in political attitudes may adversely affect investments. Any changes in the laws to whiehane subject in
the jurisdictions in which we operate could matériaffect the rights and title to the propertiédl. of the properties
are located in France and Germany. Although theigowents in France and Germany are stable andajigrfeéendly
to foreign investments, there are still politiceks. It is not possible to predict whether theii# e any further
changes in the regulatory regime(s) to which wesalgect or the effect of any such change on owgstments.

Failure to receive deductions for interest paymentsy adversely affect our cash flows, results @raipons and
financial condition

In the course of the acquisition of the properties entered into financing transactions with tigadgties and affiliates.
These financing agreements will require us to paycjpal and interest. There are several rulesenn@n tax laws

restricting the tax deductibility of interest exgen for corporate income and municipal trade taggses. Such rules
have been changed considerably on several occasigesent past. As a result, major uncertaintidstes to the

interpretation and application of such rules, whach not yet clarified by the tax authorities ahd tax courts. The
tax deductibility of interest expenses dependsammong other things, the details of the securitycstire for debt

financings, the annual amount of tax net-debt egerthe amounts and terms of unitholder or aféilfanancings and
our general tax structure. There is a risk of adld#l taxes being triggered on the rental incomet @apital gains in

case the tax authorities or the tax courts adoygiitieg views on the above. If this were the caisis, would result in

a higher tax burden and, consequently, could hawatarial adverse effect on our cash flows, finanobndition and

results of operations and ability to pay distribng on the Units.

Changes in currency exchange rates could adveesdgt our business

Substantially all our investments and operatioescanducted in currencies other than Canadianrdptawever, we
pay distributions to Unitholders in Canadian dalae also raise funds primarily in Canada fronsthle of securities
in Canadian dollars and invest such funds indigettiough our subsidiaries in currencies other fanadian dollars.
As a result, fluctuations in such foreign curres@gainst the Canadian dollar could have a matmdizrse effect on
our financial results, which are denominated amgbred in Canadian dollars, and on our ability &y rash

distributions to Unitholders. We have implementetive hedging programs to offset the risk of revelasses and to
provide more certainty regarding the payment afidligstions to Unitholders if the Canadian dollacrieases in value
compared to foreign currencies.

Changes in interest rates could adversely affectcash flows and our ability to pay distributionscamake interest
payments

When concluding financing agreements or extendirodp ,greements, we depend on our ability to agngerans for
interest payments that will not impair our desiprdfit and on amortization schedules and that doresirict our
ability to pay distributions. In addition to therigble rate portion of the leaseholds in respedhefproperties, we
may enter into financing agreements with variabkerest rates if the current historical low levélirderest rates
continues. There is a risk that interest rates willease, which would result in a significant g&se in the amount
paid by us and our subsidiaries to service debtltiag in a decrease in distributions to Unithetjend could impact
the market price of the Units.

We rely on Inovalis SA for management services

We rely on Inovalis SA with respect to the assehagement of our properties and the property manageof the
properties. Consequently, our ability to achieveinuestment objectives depends in large part ondhis SA and its
ability to advise us. This means that our investisia@ne dependent upon Inovalis SA’ business ca)tastability to
successfully hire, train, supervise and manageeitsonnel and its ability to maintain its operasygtems. If we were
to lose the services provided by Inovalis SA okég personnel, our investments and growth prospeety decline.

20



While the Trustees have similar oversight respalitsilivith respect to the services provided by Iabg SA pursuant
to the management agreement, the services probigitbvalis SA are not performed by employees efREIT, but
by Inovalis SA directly and through entities to aiit may subcontract. On March 15, 2018, the Badr@irustees
announced its approval of the extension of the memant agreement effective April 1, 2018. The Mamagnt
Agreement was extended for an initial term of thyears, not to exceed April 1, 2021 and will beoanatically
renewed for an additional two years if the REITBFO per unit for the year ended December 31, 2880eater than
115% of the AFFO per unit of the REIT as at Decen3ig 2017.

Investments in, and profits and cash flows froropprties may be lost in the event of uninsuredhdeninsured losses
to properties or losses from title defects

We carry general liability, umbrella liability arekcess liability insurance with limits that areitgdly obtained for
similar real estate portfolios in France and Gernyreamd otherwise acceptable to the Trustees. Fopribgerty risks
we intend to carry “Multi-Risk” property insuranagcluding but not limited to, natural catastropkients and loss
of rental income insurance (with at least a 128aribonth indemnity period). We also carry boiler andchinery
insurance covering all boilers, pressure vessal@Eisystems and equipment breakdown. There areeherycertain
types of risks (generally of a catastrophic nasiureh as from war or nuclear accident) that aresumable under any
insurance policy. Furthermore, there are othesriklt are not economically viable to insure at time. We partially
self-insure against terrorism risk for our enti@tfolio. We have insurance for earthquake riskibject to certain
policy limits, deductibles and self-insurance agements. Should an uninsured or underinsured loss owe could
lose our investment in, and anticipated profits aagh flows from, one or more of our properties, Wwa would
continue to be obligated to repay any recourse gageg indebtedness on such properties. We do not titke
insurance on the properties. If a loss occurs tiegufrom a title defect with respect to a propestiyere there is no
title insurance, or the loss is in excess of ingdliraits, we could lose all or part of our investmhé, and anticipated
profits and cash flows from, such property.

GAAP reporting may result in our consolidated staat of financial position and consolidated statetno earnings
being subject to volatility as the fair value ofr @ortfolio changes

The fair value of our properties is dependent upompng other things, rental income from currenéédsaassumptions
about rental income from future leases reflectiraykat conditions, expected future cash outflowespect of such
leases, the demand for properties such as the niexehe availability and cost of financing arehgral economic
conditions. A change in one or a combination oséhtactors, many of which are not controlled byrmay have a
material impact to the fair value of our properti@sir chosen accounting policy under GAAP requines real estate
assets be recorded at “fair value” with changefainvalue being recorded in earnings in the pewbdhange.

Accordingly, our statement of financial positiordasur statement of earnings are subject to valatl the fair value
of its real estate portfolio changes and these gggmmay be material.

Reliance on partnerships

The REIT has a material non-controlling interest gartnerships with several institutional investofhese
arrangements create a risk as the business olgisativeconomic interests of the partner, as injaimy business
arrangement, may not be aligned with those of tRETRThe partner may want to make decisions thgatieely

affect the value of its real estate assets or ircofithe REIT. Such investments may involve risks present in
investments where a third party is not involved/uding the possibility that a partner may haveaficial difficulties

resulting in a negative impact on the investmenb®tiable for the actions of its third-party patnAlthough the
REIT may not have control over these investmentsthrrefore, may have a limited ability to prot#stposition,

such partnership arrangements contain terms andit@ors which, in the opinion of the independentstees, are
commercially reasonable, including without limitatisuch terms and conditions relating to restmion the transfer,
acquisition and sale of the REIT’s and any joinbtueer’s interest in the joint venture arrangemenbvisions to
provide liquidity to the REIT, provisions to limihe liability of the REIT and its Unitholders toirtth parties and
provisions to provide for the participation of tREIT in the management of the joint venture arramgets. The
REIT’s investment in properties through joint agaments is subject to the investment guidelinesosetin the

Declaration of Trust.

Income taxes

Canadian income taxes

The Trust is considered a mutual fund trust fopme tax purposes in Canada. In Canada, mutualtfusts are not
taxed on income earned in a taxation year, to xtenethat such income has been distributed toHdhders prior to
the end of the taxation year. Indeed, accordirigticle 11 of the REIT's Amended and Restated Dextlan of Trust,
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dated April 10, 2013, the trustees shall make playabUnitholders a distribution of sufficient nefalized capital

gains and income that the Trust shall not be litbfgay taxes under Part 1 of the Tax Act. As altethere is generally
little possibility of the Trust being taxable ordorary income under Part 1 of the Income Tax Acngzquently, the
Trust does not recognize Canadian income taxesrudd® 12 Income taxes because it has an “in-substan
exemption.

Foreign income taxes

The REIT’s subsidiaries are subject to tax eithetheir taxable income or on a withholding basidemapplicable
legislation in France, Germany, Luxembourg andUWnéied States. These subsidiaries account for theirent or
recovered taxes at the current enacted and subvstigrenacted tax rates and use the liability mdttmaccount for
deferred taxes. The tax expense related to tasalbisidiaries for the period comprises current afdrded taxes.

The REIT’s subsidiaries that hold the leaseholbtggn the properties located in France are esteddliin France and
should therefore be considered as tax residerfsaince. Under current French tax legislation, ineatarived from
the French REIT’s subsidiaries, incorporated uriderform of Société Civile Immobiliére subject tticle 8 of the
French Tax Code, and allocated to INOPCI 1 shoelddrporate income tax exempt in the hands of IN®R®n
the basis that INOPCI 1 complies with its distribntobligations. A withholding tax should be levigdFrance on
dividend distributions made by INOPCI 1 which is@RCI (a collective undertaking for real estateestment) to
CCE. CCE, CCH, Arcueil Sl Sarl and CanCorpCologae &e established in Luxembourg as fully taxaolepanies,
subject to annual corporate income, municipal lessrand net wealth taxes. There is a minimum nelthveax and
corporate income tax in Luxembourg under certaimddmn. Dividends and liquidation dividends dexviey CCE
from the French OPCI may be tax exempt in Luxem@dor corporate income tax and municipal business t
purposes. CCE will benefit from the Luxembourg jggpation exemption on any dividend income or l@ption
proceeds received from CCH, Arcueil SI Sarl, CapCaiogne Sarl and Square Isenburg GmbH.

Arceuil SCS is a Luxembourg partnership that isttarsparent for Luxembourg corporate income tap@ses, i.e.
all the income and expenses are deemed to begealirectly by the partners. As CCE holds 25% efglartnership
interest, 25% of the income and expenses will leeated to the latter from a Luxembourg tax perspec

The current Double Taxation Treaty ( DTT) in folmetween France and Luxembourg require that the REbUId

incur French withholding tax of 5% on the dividenredeived from their France based OPCI*. On Mai@h2®18 the
Governments of France and Luxembourg signed a nEwdbd accompanying Protocol. The revised DTT isenly

pending ratification before it comes into forcetHé DTT is ratified by both parties before Decentkie 2018 it will

come into effect in 2019. Should ratification ocetter that date, the changes will not come infeatfuntil 2020. The
revised DTT requires that these dividend distrifmsi be subject to a withholding tax rate of as magB30% which
can potentially be reduced to a 15% withholdingitagsome specific cases.

Management believes that the increase in tax catefave a significant impact on the REIT as so@nagement is
currently assessing available alternatives thati@gvresult in the REIT being subjected to a redued of 15% once
the DTT comes into effect. Management has accduiotethe deferred income tax liabilities basedttoa reduced
rate of 15% and the assumption of the distributib80% of the OPCIs’ net profits arising from capigains upon
disposition during the period ending June 30, 2t8e management is actively working to ensurdBH will take
the measures necessary to be subjected to thisegdate. However, as management is still consigeiternatives,
any resulting impact on the operating structurerts/et been determined.

Since 2016, CCH holds 94% of Hannover CanCorp GG (“HCC”), investment property holding a buildjrin
Germany. The latter is considered a tax transparmetity from a German as well as Luxemburgish tasspective.
CCD and TFICC (collectively called the “Lux Co")eat.uxembourg limited liability companies that aramaged in
Luxembourg and, therefore, should not be considépete tax resident of Germany for German tax psepo
Similarly, Cologne is an SCI and should not be @bered to be tax resident of Germany for Germarptaposes (the
Lux Co, Cologne and CCH are collectively called tBerman Co"). However, the German Co would be scibfo
corporate income tax ("CIT") in Germany on their@ean source income (or in case German Co is agratiip and
therefore transparent for CIT purposes its parnéys the German Co’s rental revenues would be @arsource
income, such (net) income would be subject to @ven if the German Co (and their shareholdershat&serman
tax residents. This is true irrespective of whetherman Co is a corporation or a partnership aackthre transparent.
The right to tax such income by Germany shouldb®tvaived under the double tax treaty between Geyraad
Luxembourg and the double tax treaty between Geyraad France because the German Co's propertiéscated
in Germany and income from German real estatexesitin the country where the real estate is locateddetermine
taxable income for CIT purposes, a tax payer majuciecertain expenses incurred in connection wihGerman
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source income (e.g., with respect to the acquisiind ownership of real property (in particular egation) and

certain operating expenses) provided that sucls @stincurred on arm’s length terms. Square IsgnGmbH and

TK Bau Verwaltung GmbH are German limited liabildgmpanies, fully taxable in Germany. That meamsribome

from the real estate is not only subject to CIT ibyprinciple also subject to trade tax. Howeveagde tax reductions
or trade tax exemptions might be applicable.

*INOPCI” refers to Organisme de placement collectif en immobilidrich refers to French real estate collective
investment undertakings. OPCls are they are tampkgehicles once they distribute 50% of their preffit.

OUTLOOK

We believe that the current market environment iavarable one for the REIT to prosper. In addittoractively

managing our properties, we are continuously asggpstential acquisitions in our target marketd aiill focus on

the ones offering value and stability. Our longxieredit worthy tenants, low cost of debt with momaturity and
the foreign exchange rate contracts for our distiiims until October 2020, not only provide investwith steady
cash flows, but also serve as a basis for futurevtyr. In addition of the cash available, we camw alksll some portion
of assets that we own to get access to additiasd and at the same time diversify our portfolsé.ri

CRITICAL ACCOUNTING POLICIES

The preparation of the REIT's audited consolidafiedncial statements in conformity with GAAP recpsr
management to make judgments and estimates affettinreported amounts of revenues and investmepepies
owned directly and indirectly at the reporting ddtewever, uncertainty about these estimates aaslalt in outcomes
requiring a material adjustment to the carrying amamf the asset or liability affected in futureripds.

We consider the following policies and estimatesb&the most critical in understanding the asswmnptiand
judgments that are involved in preparing our finahstatements and the uncertainties that coukecaffur financial
results, financial condition and cash flows: (itagnition and valuation of investment propertigd; distinction
between business combinations or asset acquisgioahgiii) classification of and accounting forjbiarrangements.

A more detailed description of significant accongtpolicies and critical accounting judgment antihestes that we
apply under GAAP is provided in notes 3 and 4 efdbnsolidated financial statements as at DeceBhe2017.

DISCLOSURE CONTROLS AND PROCEDURES AND INTERNAL
CONTROLS OVER FINANCIAL REPORTING

The REIT's Chief Executive Officer (the “CEQ”), arile Chief Financial Officer (the “CFQO”) of the REkre
responsible for establishing and maintaining theTREdisclosure controls and procedures (“DCP”)luing
adherence to the Disclosure Policy adopted by thard3 of Trustees. The Disclosure Policy requiréstalff and
certain other personnel providing services to tliE#TRto keep senior management fully apprised ofnaditerial
information affecting the REIT so that they may lea#e and discuss this information and determine th
appropriateness and timing for public release.

The REIT’s CEO and the CFO are also responsiblthfodesign of internal controls over financialogmg (“ICFR”).
Internal control over financial reporting includi®se policies and procedures that (1) pertaiheataintenance of
records that, in reasonable detail, accuratelyfaing reflect the transactions and dispositionitaf assets of the REIT,
(2) provide reasonable assurance that all trarsectre recorded as necessary to permit the ptepadd financial
statements in accordance with International FireriReporting Standards, and that receipts and eifopees of the
REIT are being made only in accordance with audadions of the management and Trustees of the REId (3)
provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, aselisposition
of the REIT’s assets that could have a materigatfbn the REIT’s financial statements.

The CEO and CFO have evaluated the effectivenesheofCompany’s DCP and ICFR as required by National
Instrument 52-109F2 issued by the Canadian Seesi#tdministrators.

A control system, no matter how well conceived apdrated, can provide only reasonable, and notatksassurance
that the objectives of the control system are rAsta result of the inherent limitations in all caitsystems, no
evaluation of controls can provide absolute assugrdimat all control issues, including instancefadd, if any, have
been detected. These inherent limitations incluaheongst other items: (i) that Management’'s assumgtiand
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judgments could ultimately prove to be incorrectd@mnvarying conditions and circumstances; or fi§ impact of
isolated errors. Additionally, controls may be amvented by the unauthorized acts of individuajscdllusion of
two or more people, or by Management override. désign of any system of controls is also basegaim, upon
certain assumptions about the likelihood of futewents, and there can be no assurance that amgnde#ii succeed
in achieving its stated goals.

Discussion of Non-GAAP metrics
NON-GAAP FINANCIAL MEASURES

Funds from Operations and Adjusted Funds from Opergions

FFO and AFFO are not measures recognized under #RBt8lo not have standardized meanings prescripéeRS.
FFO and AFFO are supplemental measures of perfaentor real estate businesses. We believe that ABFRD
important measure of economic performance anddiative of our ability to pay distributions, whileFO is an
important measure of operating performance andénormance of real estate properties. The IFRSsaoreaent
most directly comparable to FFO and AFFO is nehiegs. See th&lon-IFRS Reconciliation (FFO and AFFO)
section for reconciliation of FFO and AFFO to natreéngs.

FFO is defined as net earnings in accordance WRS| excluding: (i) acquisition costs, (ii) gain loargain purchase
and option costs, (iii) net change in fair valueirfestment properties, (iv) net change in fairueabf financial
instruments at fair value through profit and logg, changes in fair value of Exchangeable secsritied Private
placement promissory note, (vi) distribution on Exegeable securities and Private placement promngissde (vii)
adjustment for property taxes accounted for un&&IC 21 (if any), (viii) loss on exercise of leagption, (ix)
adjustment for foreign exchange gains or lossemonetary items not forming part of an investmenaiforeign
operation, (x) gain on disposal of an interest subsidiary and the non-cash portion of earningmfimvestments
accounted for using the equity method, (xi) finaimm®me earned from loans to joint-ventures, (gis on refinancing
of debts and other non-recurring finance cost$) @eéferred taxes and (xiv) gains or losses fran-necurring items,
(xv) additional non-recurring income (loss) froms]\{xvi) minority interest. It has also been addsto exclude the
distributions declared on Exchangeable securitigsamn Private placement promissory note. Theseilulisions are
recognized in profit and loss consistent with thessification of the Exchangeable securities aahility. However,
they are not to be considered when determiningilligtons for the Unitholders as indeed they atgosdinated to the
distributions to the Unitholders.

Exchangeable securities and Private placement peamyi note are recorded as liability. Exchangeabtairities are
recorded at fair value through profit and loss aeadance with IFRS and Private placement promyseote is
recorded at fair value. However, both are consii@seequity for the purposes of calculating FFO ARBEO as they
are economically equivalent to the REIT’s Unitsthwthe same features and distribution rights thategonomically
equivalent to the distribution received by Unithexisl

Other non-recurring finance costs corresponds mdmlthe foreign exchange hedge maintained on treuel
property in line with the Arcueil JV agreement.

Additional non-recurring income (loss) from JV's@ated to the Arcueil JV. As per the JV agreentie@tREIT, upon
asset disposal, is entitled to receive 75% of #mance of fair value of investment properties,ue by 100% of
foreign exchange derivative costs.

AFFO is defined as FFO subject to certain adjustméncluding adjustments for: (i) the non-casteefffof straight
line rents, (ii) the cash effect of the lease eigadibn loans (equalizing the rent payments, priogdhe REIT with
stable and predictable monthly cash flows overténm of the France Telecom leases in the Vanvegepry the
Smart & Co. lease in the Courbevoie property aedRbe du Commerce leases in the Baldi propenyefiiiortization
of fair value adjustment on assumed debt, (iviiwe-cash portion of the asset management feesrpikthangeable
securities, (v) capital expenditures, calculatesebaon the projected capital expenditure for theuigry 24 months,
apportioned equally across the 24 month periodaaipasted on an annual basis based on the expesslifwcurred
and (vi) amortization of transaction costs on magtgyloans.

FFO and AFFO should not be construed as alterrmtivenet earnings or cash flow from operating #otis,
determined in accordance with IFRS, as indicatérsuo performance. Our method of calculating FF@ &kFO
may differ from other issuers’ methods and accaligimay not be comparable to measures used by them.
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Debt-to-book value

Our debt-to-book value ratio is calculated on &itfwrough basis and takes into account the REIDajmed amount
of indebtedness at the partnership level. Indelgtesiat the REIT level, as well as at the diffepamtnership levels is
calculated as the sum of (i) finance lease liaegit(ii) mortgage loans, (iii) lease equalizatioans, (iv) other long-
term liabilities and (v) deferred tax liabilitietndebtedness does not take into account the catitib from
Unitholders that is recorded as a liability, ashie case at the REIT level for the Exchangeablergexs, Private
placement promissory note and at the partnerskig fer the contribution from the REIT and its peets.

CONSOLIDATED FINANCIAL INFORMATION

This presentation incorporates the REIT’s propodie share of income and expenses from investnierjtsnt
ventures. Please refer to “Non-GAAP reconciliation”

Three months ended June 30 Six months ended June 30

(in thousands of CAD$) 2018 2017 2018 2017
Rental income 9,830 8,100 19,548 15,672
Service charge income 2,897 1,747 5,856 3,927
Service charge expenses (2,559) (1,476) (9,236) (6,669)
Other revenues 226 (6) 233 80
Other property operating expenses (80) (74) (171) (116)
Net rental earnings 10,314 8,292 16,230 12,893
Administration expenses (2,004) (1,556) (3,961) (2,997)
Foreign exchange gain (loss) 27 (62) 82 (62)
Net change in fair value of investment properties (778) 547 2,092 3,027
Acquisition costs 88 (1,079) (1,111) (1,116)
Operating earnings 7,647 6,142 13,332 11,746
Gain (loss) on financial instruments at fair valbeough P&L (199) (2,343) (1,186) (1,738)
Finance income 927 600 2,995 1,157
Finance costs (3,141) (1,989) (6,312) (3,944)
Additional income (loss) from Arcueil's JV 2,093 (224) 88 (741)
Distributions on Exchangeable securities (286) (398) (554) 777)
Net change in fair value of Exchangeable securities (48) (1,034) 66 (1,699)
Net change in fair value of Promissory notes (2,201) - (1,074) -
Earnings before income taxes 4,792 754 7,355 4,004
Current income taxexpense 54 (92) (94) (126)
Deferred income taxexpense 274 (448) (5,743) (519)
Earnings for the period 5,120 213 1,518 3,360
Non-controlling interest @) 55 1 60
Earnings for the period (part attributable to the Trust) 5,121 159 1,517 3,300

Net rental earnings

Rental income for the three-month period ended 3002018 was $9,830 compared to $8,100 in Q2 21&g $1,730
year over year increase includes $315 attributbleX rate movement. The remaining increase of 8 jacludes
$1,533 relating to new acquisitions — Stuttgartijzye Neu-Isenburg and Késching (Ingolstadt), tleemtase from of
$186 following the sale of the Cologne asset ardrtipact of indexation of $74. The departure ofitds is offset by
new arrivals.

Rental income for the six-month period ended Juhe?2818 of $19,548 represented an increase of 63;8mpared
to $15,672 for the same period in 2017. The year gear increase is accounted for by $1,089 atalila to FX,
$166 of indexation. The remaining $2,415 comes froew acquisitions the Stuttgart, Pantin, Neu-Isegland
Késching (Ingolstadt) properties of $2, 7gattially offset by the sale of the Cologne property ($372). The departure
of tenants is offset by new arrivals.
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Net rental earnings for the three-month period dnlime 30, 2018 was $10,314 compared to $8,292ia0Q7. Of
the $2,022 increase year over year includes aiposiairiance of $426 attributable to FX movemerite Temaining
balance of $1,596 relates to $1,639 relating td°dugtin, Stuttgart, Neu-Isenburg and Kdsching (Istgadt) properties,
partially offset by the sale of the Cologne prop€#56) and indexation of $113.

Net rental earnings for the six-month period endede 30, 2018 was $16,230 compared to $12,89héosame
period in 2017. Of the $3,337 increase year ovar $896 is attributable to FX movement. The $2 i44domprised
of $2,666 related to the above listed new acquisdj the negative impact of ($360) from the saleCofogne,
indexation of $166 with the balance of ($31) cqumuling to other revenue and IFRIC21 impact regatirthe Delizy
asset acquired in Q3 2017.

Administration expenses

Administration expenses are primarily comprisecas$et management fees paid to Inovalis SA and gtreeral
administrative expenses such as trustee feestaliseand officers’ liability insurance, professarfees (including
accounting fees), legal fees, filing fees, Unitleolcelated expenses and other expenses.

Administration expenses for the quarter ended 3018 amounted to $2,004 vs. $1,556 for the sgmeter in
2017. The $974 is related to the asset manageraestplid to Inovalis SA vs. $889 for the quarteteenJune 30,
2017 and $1,030 to other expenses vs. $667 fajuheer ended June 30, 2017. The overall increasemhagement
fees of $85, including the positive movement inefgn exchange of $34, is a net increase of $51Ingrisom an
increase of $216 from new acquisitions. This isetfby the impact in the overall reduction in ass@hagement fees
and the sale of the Cologne asset. Other expemseased $363 year over year, of which $27 isattable to foreign
exchange movement, the remaining increase of $836des approximately $200 in exceptional expeirstge form
of listing fees related to the creation of the reedor units to pay the management fees, the asa®f the DRIP
reserve and fees connected to the AGM held in ®@2.r€maining $136 increase is related to the newisitions,
increased activity at the Luxembourg holding conydarel and the increase in costs related to thea@ian structure.

Administration expenses for the six-month periodezhJune 30, 2018 amounted to $3,961 vs. $2,9%héosame
quarter in 2017. The $2,086 is related to the assetagement fees paid to Inovalis SA vs. $1,72Thersix-month
period ended June 30, 2017 and $1,875 to othensrpers. $1,270 for the six-month ended June 30,.Zhe overall
increase in management fees of $359 is driven éyrtbvement in foreign exchange of $120 and an aseref $426
attributable to new acquisitions and a reductioX87 attributable mainly to the new managemengemgent terms
and the sale of the Cologne property. Other expemseeased $605 year over year, of which $88tithatable to

foreign exchange movement. The remaining $517 deduthe above mentioned exceptional fees of appaigiy

$200 and a $317 increase related to the new atiquisiincreased activity at the Luxembourg holdtogipany level
and the increase in costs related to the Canathactsre.

Net change in fair value of investment properties

During the quarter ended June 30, 2018, the netgehin fair value of investment properties recogdiin earnings
was a loss of $778. The French assets were vafuatJaine 30, 2018, which resulted in an increhapproximately
$1.9m. The German assets are valued on an anrgigl bae increase in value was offset by works deted across

the portfolio and the IFRIC 21 impact which resufts net loss. This figure compares to the $54i gethe quarter
ended June 30, 2017.

Acquisition costs
Acquisition costs were ($88) for the quarter endiede 30, 2018, relating to a reimbursement to ¢thjeisition costs
incurred in Q1 2018. This compares to acquisitiosts of $1,079 for the quarter ended June 30, 2017.

For the six-month period ended June 30, 2018 aitiguicosts were $1,111 corresponding mainly togbguisition
of the Kdsching asset. This compares with acquaisitiosts of $1,116 for the six-month period endew B0, 2017.

Gain (loss) on financial instruments at fair valuethrough profit and loss
For the quarter ended June 30, 2018, the REIT rézed a loss of $199 on financial instruments atfalue through
profit and loss compared to a loss of $2,343 fersame period in 2017. This loss is mostly thelte$uhe variation

in value realized on the interest rate derivativat@cts. For the six-month period ended June 8082the REIT
recognized a loss of $1,186 compared to a losg g13B for the same period in 2017.

Finance income
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For the three-month period ended June 30, 2018 dimincome of $2,995 consists chiefly of inteoesthe acquisition
loans related to the Rueil property.

As at June 30, 2018, the REIT had deployed €17I1Romi($26.4 million) of the €21.75 million ($33.#illion)
acquisition and redevelopment loan to a company-8@%ted by Inovalis SA, related to the Rueil propem the
Paris Western periphery. The loan bears an annteakst rate of 8.5%, with an effective interes &f 14.0% which
incorporates the 20% of the profit that will acctaghe REIT upon the sale of the property to edtparty. The final
portion of the loan commitment of €4.6 million (8#nillion) is expected to be deployed in 2018.

Finance costs

For the three-month period ended June 30, 2018irtAece costs amounted to $3,141 vs $1,989 foP@Z, a year-
over-year increase of $1,152. The $3,141 includeS7%5 of interest costs related to finance leasestgage loans,
the lease equalization loans, $362 of interesttedlto SWAP contracts, $958 relating to the prearig note and
$247 of other finance costs corresponding mainlyamaortization of transaction costs on mortgage doand

promissory notes and the foreign exchange hedgataia@d on the Arcueil property in line with thecdeil JV

agreement. The interest on promissory notes, white issued during 2017 and 2018, and new loaateceto JV
acquisitions (Stuttgart, Delizy, Neu-lsenburg anisihing (Ingolstadt)) were chiefly responsible ttoe year-over-
year increase of $1,152.

For the six-month period ended June 30, 2018,tkamfe costs amounted to $6,312 vs $3,944 for QZ,2dh increase
of $2,368. The $6,312 includes $3,381 of interestxrelated to finance leases, mortgage loantedlse equalization
loans, $700 of interests related to SWAP contr&t$536 relating to the promissory note and $696tbér finance
costs corresponding mainly to amortization of teami®sn costs on mortgage loans and promissory remesthe
foreign exchange hedge maintained the monthlyildigton. The interest on promissory notes, whichrenissued
during 2017 and 2018, and new loans related to cdyuisitions (Stuttgart, Delizy, Neu-Isenburg andsklding
(Ingolstadt)) were chiefly responsible for the yearyear increase of $2,368.

Additional income (loss) from Arcueil JV

For the Arcueil joint venture, the consolidatiorgentation reflects a 25% proportionate sharesafltewhich aligns
with the REIT 25% ownership interest. Per the jaiahture agreement, and as reflected in the coedeimserim

consolidated financial statements, the REIT istleatito receive a 25% share of the net earnings apadn asset
disposal, 75% of the variance of fair value of stveent properties, reduced by 100% of foreign exgbalerivative
costs. This additional gain from the Arcueil joirnture is $2,093 for the three-month period entiete 30, 2018
compared to a loss of ($224) in Q2 2017.

Distributions on Exchangeable securities

Distributions to the holders of Exchangeable séiesri(see note 9 in Condensed Interim Consolid&iedncial
Statements as at June 30, 2018) are calculatedhzmnaer to provide a return that is economicallyiegjent to the
distributions received by the Unitholders. Duringe tthree-month period ended June 30, 2018 theildistms
recognized on Exchangeable securities were $28®amd to $398 for the same period in 2017. The-gear-year
decrease arises from the reduction in the numbExoiangeable securities in issuance followingcibreversion by
Inovalis S.A. of 500,014 Exchangeable securitiés lnits in December 2017 and a further conversiba19,059
Exchangeable securities in January 2018, partidiget by the increase due to the additional Exgkable securities
received by Inovalis SA in lieu of asset managenfess.

Net change in fair value of Exchangeable securities

The net change in value of the Exchangeable sexsyrits well as the cost of distributions recoghiae Exchangeable
securities, are recognized in profit and loss beeafor financial reporting purposes, the Exchahtgesecurities have
been classified as a liability at fair value thrbugofit or loss.

For the three-month period ended June 30, 2018 Ei& reported a loss of $48 which is the resulthefincrease in
the closing price of the units which was $10.1QJone 30, 2018 compared to $10.05 on March 31, 2018.

Current income tax expense

The current income tax expense of $54 for the quarded June 30, 2018 is mainly due to a withhglthx paid by
the REIT’s Luxembourg holding company on the divide it received from affiliates and tax paid by REIT's
Luxembourg entities.
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Deferred tax expense

The deferred income tax expense of $274 (and defdrcome tax liabilities) corresponds to the ardgion of
temporary differences arising from investment prtips located in France and Germany. The increb$@2? results
principally from the anticipated change in the \witkding tax rate between France and Luxembourgdeleefer to
Income Taxor further details.

Last 24 Months — Key Financial Information

The information provided in the table below incladeur proportionate share of income from investsmémtoint
ventures. Refer to “Non-GAAP section” for recoretilon to our condensed interim consolidated finalrgtiatements.

3-month period ended

June 30, March 31, Dec. 31, Sept. 30, June 30, March 31, Dec. 31, Sept. 30,
(in thousands of CAD$) 2018 2018 2017 2017 2017 2017 2016 2016
Rental income 6,539 6,714 6381 6,323 6,271 5,970 6,706 26,17
Adjusted rental income 9,830 9,718 8977 8,659 8,100 7,571 8,188 7,617
Net rental earnings 6,882 3,842 7410 6,729 6,610 3,247 237,0 6,556
Adjusted net rental earnings 10,314 5,915 9891 9,012 8,292 4,601 8,698 7,902
Adjusted Earnings for the period 5,120 (3,604) 13,651 2,216 159 3,141 2,984 11,833
Adjusted Earnings per Unit (CAD$) 0.18 (0.09) 0.63 00.1 0.01 0.15 0.14 0.60

NON-GAAP RECONCILIATION
Funds from Operations (“FFO")

The REIT presents its FFO calculations in accordanith the Real Estate Property Association of @ana
(“REALPAC”) White Paper on FFO & AFFO for IFRSsued in February 2017.

Investments in joint ventures

The REIT’s proportionate share of the financialippos and results of operation of its investmenjamt ventures,
which are accounted for using the equity methodeun#RS in the condensed interim consolidated firedn
statements, are presented below using the propatéaconsolidation method (with the exception ofuail), which

is a non-GAAP measure. For the purpose of the ptimpate consolidation, the initial investment aoftho partners in
the joint ventures were considered as being eduigstments as opposed to a combination of equityleans and
accordingly, the related proportionate consolidatimlance sheet items were eliminated as well esasisociated
finance income and finance costs.

For the Arcueil joint venture, the consolidatiorgentation reflects a 25% proportionate sharesafitewhich aligns
with the REIT 25% ownership interest. Per the jaiahture agreement, and as reflected in the coedeimserim
consolidated financial statements, the REIT istlextito receive a 75% share of the net profit. Be lientitled
“additional gain or loss from Arcueil joint ventlirén the consolidated statement of earnings rediaticin to
condensed interim consolidated financial statemérnitdgges both presentations. A reconciliation o financial
position and results of operations to the balaheets and consolidated statements of earningsliglied in the tables
shown in the Non-GAAP Reconciliation section.

For the three-month period and year ended Jun@@IB, the proportional financial results include following

proportion of the revenues and expenses of eactobtie joint ventures: 50% respectively for DuighuwWalpur
(Bad Homburg), Stuttgart, Pantin, Neu-Isenburg ldégching and 25% for Arcueil.
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FFO and AFFO

Three months ended June 30 Six Months ended June 30
(in thousands of CAD$) 2018 2017 2018 2017
Earnings for the period 5121 159 1,517 3,300
Add/(Deduct):
Adjustment to related acquisition costs (88) 1,079 1,111 1,116
Net change in fair value of investment properties 778 (547) (2,092) (3,027)
(Gain) loss on financial instruments at fair valbeugh profit and loss 199 2,343 1,186 1,738
Adjustment for property taxes accounted for un&&IC 21 (1,063) (825) 2,094 1,781
Additionalincome (loss from Arcueil's JV) (2,093) 224 (88) 741
Interest on promissory notes 958 - 1,536 -
Distributions on Exchangeable securities 286 398 554 77
Change in fair value of Exchangeable securities 48 1,034 1,074 1,699
Change in fair value of Promissory Notes 2,201 (66)
Foreign exchange (loss) gain (25) 62 (82) 62
Other non-recurring finance costs (206) 216 50 216
Deferred income taxexpense (274) 448 5,743 519
Minority interest @) 55 1 60
FFO 5,841 4,647 12,538 8,982
Add/(Deduct):
Non-cash effect of straight line rents 320 226 649 305
Cash effect of the lease equalization loans (299) (190) (597) (426)
Amortization of fair value adjustment on assumebtde - 22 - 44
Amortization of transaction costs on mortgage loans 74 50 149 91
Non-cash part of asset management fees paid
. (L 974 445 1,530 864
in Exchangeable securitidd
Capexnet of cash subsidy (700) 100 (1,675) (100)
AFFO 6,210 5,300 12,594 9,760
FFO / Units (dilutedfin CAD$) (@ 0.21 0.20 0.44 0.38
AFFO / Units (dilutedfin CAD$) @ 0.22 0.23 0.45 0.42

(1) For purposes of this presentation, 50% of the asagaagement fee is included in the AFFO reconiiliat
50% of the asset management fee for Q2 2018 wesrpEkchangeable securities. 100% of the asseaganent fee for Q1 2018, Q1 2017
and Q2 2017 were paid in Exchangeable securities.

(2) Based on the weighted average number of Unitsy(8lilited, including promissory notes issued ineland October 2017), i.e. 28,203,146
and 23,541,535 for the 3-month periods ended Jap2@.8 and June 30, 2017 respectively and 27,28&0d 23,448,295 for the 6-month
periods ended June 30, 2018 and June 30, 201 ctieghe

Management believes FFO is an important measuceiobperating performance and is indicative of abitity to
pay distributions. However, it does not represersthcflow from operating activities as defined br8-and is not
necessarily indicative of cash available to funavidis REIT’s needs. This non-IFRS measurementiisrmaonly used
for assessing real estate performance. Our FF@QBRRO calculations are based on the average fomighange rate
for the period (1.5459 Canadian dollars per EurdHe period ended June 30, 2018).
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Balance sheet reconciliation to consolidated fimglratatements

Assets

Non-current assets

Investment properties

Investments accounted for using the equity method
Acquisition loans and deposit

Derivative financial instruments

Restricted cash

Total non-current assets

Current assets

Trade and other receivables
Derivative financial instruments
Other current assets
Financial current assets

Cash and cash equivalents
Total current assets

Total assets

Liabilities and Unitholders' e quity
Liabilities

Non-current liabilitie s
Mortgage loans

Finance lease liabilties

Other long-term liabiities
Lease equalization loans
Tenant deposits
Exchangeable securities
Derivative financial instruments
Deferred tax liabilties
Deferred income

Total non-current liabilities

Current liabilities
Promissory Notes
Mortgage loans

Finance lease liabilties
Lease equalization loans
Tenant deposits
Exchangeable securities
Derivative financial instruments
Trade and other payables
Other current liabilies
Deferred income

Total current liabilities
Total liabilities

Equity

Trust units

Retained earnings

Accumulated other comprehensive income

Non-controling interest
Total liabilites and equity

As at June 30, 2018

As at December 31, 2017

As per REIT's Share from As per REIT's Share from
financial investments in Proportionate financial investments in Proportionate
statements™ joint-ventures Consolidation statements™”) joint-ventures Consolidation
451,367 195,358 646,725 440,813 173,256 614,069
33 (92,337) - 79,004 (79,094) -
26,348 354 26,702 27,035 333,720 27,369
440 - 440 59 89,968 149
1,535 767 2,302 1,509 797,000 2,306
572,027 104,142 676,169 548,510 95,383 643,893
6,273 2,099 8,372 4,566 1,783 6,349
- 78 78 - 20 20
1,769 1,200 2,969 2,021 635 2,656
- - - 1,267 - 1,267
26,995 5,923 32,918 20,345 5,305 25,650
35,037 9,300 44,337 28,199 7,743 35,942
607,064 113,442 720,506 576,709 103,126 679,835
102,269 75,182 177,451 113,342 62,113 175,455
121,635 28,574 150,209 122,735 28,714 151,449
- 816 816 - 754 754
2,678 - 2,678 3,196 - 3,196
2,357 104 2,461 2,292 105,000 2,397
5,108 - 5,108 6,907 - 6,907
1,313 133 1,446 650 148 798
8,393 2,633 11,026 3,059 2,175 5,234
- - - 3,260 - 3,260
243,753 107,442 351,195 255,441 94,009 349,449
45,415 - 45,415 23,789 - 23,789
15,098 321 15,419 2,660 590 3,250
6,314 1,243 7,557 6,014 1,180 7,194
1,249 1,000 1,250 1,247 - 1,247
247 72 319 162 67 229
9,196 - 9,196 9,836 - 9,836
1,750 1 1,751 1,316 1 1,317
9,628 4,294 13,922 6,341 6,308 12,649
420 1,067 1,487 431 683 1,114
4,685 543 5,228 4,195 290 4,485
94,002 7,542 101,544 55,991 9,120 65,107
337,755 114,984 452,739 311,432 103,129 414,556
200,840 - 200,840 195,739 - 195,739
38,431 (1,542) 36,889 44,749 - 44,749
29,672 - 29,672 24,436 - 24,436
268,943 - 267,401 264,924 - 264,924
366 - 366 353 - 353
607,064 113,442 720,506 576,709 103,129 679,

(1) Balance sheet amounts presented for the REIT wakem tfrom the condensed interim consolidated firdistatements as at
June 30, 2018andaudited financial statements as at Decei 31,2017.
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Consolidated statement of earnings reconciliationat consolidated financial statements

Three months ended

June 30, 2018

June 30,2017

Amounts per

Share of net Amounts per Share of
RET's earnings from REIT's earnings from
financial investments financial investments
(in thousands of CAD$) statements™” in joint ventures Total statements™  in joint ventures Total
Rental income 6,539 3,291 9,830 6,271 1,829 8,100
Service charge income 1,957 940 2,897 1,358 389 1,747
Service charge expenses (1,721) (838) (2,559) (1,165) (311) (1,476)
Other revenues 180 46 226 219 (224) 6)
Other property operating expenses (73) @) (80) (73) - (73)
Net rental earnings 6,882 3,432 10,314 6,610 1,683 8,292
Administration expenses (1,510) (494) (2,004) (1,326) (229) (1,555)
Foreign exchange gain 27 - 27 62) - 62)
Net change in fair value of investment properties 8715 (191) (778) (2,181) 2,728 547
Acquisition costs - 88 88 - (1,079) (1,079)
Share of profit of an investment (equity method) 739 (739) - 1,114 (1,114) -
Operating earnings 5,551 2,096 7,647 4,155 1,989 6,143
Gain (loss) on financial instruments at fair valheough P&L 179) (20) (199) (2,352) 9 (2,343)
Finance income 2,305 (1,378) 927 1,524 (925) 599
Finance costs 27 (3,168) (3,141) (1,404) (585) (1,989)
Additional income (loss) from Arcueil's JV - 2,093 2,093 - (224) (224)
Distributions on Exchangeable securities (286) - (286) (398) - (398)
Net change in fair value of Exchangeable securities (48) - (48) (1,034) - (1,034)
Net change in fair value of Promissory notes (2,202) - (2,201) - - -
Earnings before income taxes 5,168 377) 4,791 491 263 754
Current income taxexpense 105 (51) 54 87) () 92)
Deferred income taxexpense (242) 516 274 (190) (258) (448)
Earnings for the period 5,031 88 5,119 214 - 214
Non-controlling interest 1) - (@) 55 - 55
Earnings for the period (part attributable to the Trust) 5,032 88 5,120 159 - 159

(1) Income statement amounts presented for the REIT were taken from the condensed interim consolidated financial statements as at June

30, 2018 and June 30, 2017.

(2) Includes the REIT's share of the hedging cost of associated with the Arcueil joint-venture partnership.
(3) Reflects the additional loss assumbyl the REIT in reference to its 75% right to the net profit/loss of the Arcueil joint venture.
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Consolidated statement of earnings reconciliationot consolidated financial statements - Continued

Six months ended

June 30, 2018 June 30, 2017
Share of net Share of net
Amounts per earnings from Amounts per earnings from
RET's financial investments in RET's financial  jpestmentsin
(in thousands of CAD$) statements™” joint ventures Total statements” joint ventures Total
Rental income 13,253 6,295 19,548 12,242 3,430 15,672
Service charge income 4,103 1,753 5,856 3,208 719 3,927
Service charge expenses (6,893) (2,343) (9,236) (5,782) (887) (6,669)
Other revenues 424 (191) 233 303 (223) 79
Other property operating expenses (163) 8) (171) (114) )] (116)
Net rental earnings 10,724 5,506 16,230 9,857 3,037 12,893
Administration expenses (3,027) (934) (3,961) (2,572) (425) (2,996)
Foreign exchange gain 83 (1,000) 82 (62) - (62)
Net change in fair value of investment properties 1,338 754 2,092 108 2,919 3,027
Acquisition costs (20) (1,091) (1,111) 37) (1,079) (1,116)
Share of profit of an investment (equity method) 1,574 (1,574) - 391 (391) -
Operating earnings 10,672 2,660 13,332 7,685 4,060 11,746
Gain (loss) on financial instruments at fair valbeough P&L (1,162) (24) (1,186) (1,781) 43 (1,738)
Finance income 5,668 (2,673) 2,995 3,308 (2,151) 1,157
Finance costs (5,222) (1,090) (6,312) (3,057) (887) (3,944)
Additionnal income (loss) from Arcueil's JV - 88 88 - 777) 777)
Distributions on Exchangeable securities (554) - (554) 777) 36 (741)
Net change in fair value of Exchangeable securities 66 - 66 (1,698) - (1,698)
Net change in fair value of Promissory notes (1,074) - (1,074) - - -
Earnings before income taxes 8,394 (1,039) 7,355 3,680 324 4,005
Current income tax expense (14) (80) (94) 97) (29) (126)
Deferred income taxexpense (5,320) (423) (5,743) (224) (295) (519)
Earnings for the period 3,060 (1,542) 1,518 3,359 - 3,360
Non-controlling interest 1 - 1 59 - 59
Earnings for the period (part attributable to the Trust) 3,059 (1,542) 1,517 3,300 - 3,301

(1) Income statement amounts presented for the REIT were taken from the condensed interim consolidated financial statements as at June
30, 2018 and June 30, 2017.

(2) Includes the REIT's share of the hedging cost of associated with the Arcueil joint-venture partnership.
(3) Reflects the additional loss assumbyl the REIT in reference to its 75% right to the net profit/loss of the Arcueil joint venture.

PROPERTY CAPITAL INVESTMENTS

Fair value

The fair value of the REIT’s investment propertytfalio as at June 30, 2018 was $646.7 millionuiahg the REIT's
interests in the properties held in partnershigs $614.1 million as at December 31, 2017). Thevalue of the
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French properties was $466.9 million (72% of taiset value) and the fair value of the German ptiggevas $179.8
million (28% of total asset value).

The $32.6 million increase is principally due t$18.7 million increase due to the Késching assgtiiaétion, a $10.5
million increase attributable to foreign exchangd a $3.4 million increase due to IFRIC 21, capital letting fees
and rent-free periods.

Management principally uses cap rates to deterittinefair value of the investment properties. Theskies are
supported by third party appraisals in conformitthwhe requirements of tieoyal Institution of Chartered Surveyors
Standards and for the French properties also in conformitth the Charte de I'expertise immobilier&uropean
Valuation Standards of TEGoM#e European Group of Valuers’ Association) ar$ 13.

Building improvements

The REIT is committed to improving its operatingfpemance by incurring appropriate capital expemndis to replace
and maintain the productive capacity of its propedrtfolio to sustain its rental income generatimgential over the
portfolio’s useful life.

Since the IPO in April 2013, a total of $1.7 mitlithas been spent on the three initial French ptiese{Jeuneurs,
Courbevoie, Vanves), funded by a reserve that wasside by the vendors of the four initial projgstin 2017,
$1,616 was spent on additional building improveragptincipally for the Courbevoie and Metropolitgiroperties.
For the year to date, $2,290 has been spent orsveorkpleted across the portfolio.

Guarantees, commitments and contingencies

The REIT and its subsidiaries have provided guaemtin connection with the finance lease liabgitend the
mortgage loans, including pledge of affiliates lod REIT, first mortgages and assignment of recé@dsahnd future
receivables. As at June 30, 2018, guarantees mowvy the REIT with respect to its long-term debidude a
preferential claim held by mortgage lenders onJéeneurs, Baldi Veronese, Sabliere and Hanoveepiep in the
amount of $96.1 million. Including the REIT’s inést in the properties held in partnerships, prefékclaim held
by mortgage lenders on the properties totals $161ligon. The REIT has also an undrawn commitmeh$6.9
million (€4.5 million) relating to the Rueil devgdment loan.

OTHER SIGNIFICANT ASSETS

Investments accounted for using the equity method

This section encompasses the 50% interest the RElGugh its subsidiaries) has in the Duisburg prop the 50%
interest in the Walpur (Bad Homburg) property, #5686 interest in the Arcueil property, the 50% ietrin the Neu-
Isenburg property, 50% in the Stuttgart propertgt &% in the Késching property. Our share of failue of the
investment properties accounted for using the geuéthod was $92,337 as at June 30, 2018 compaf&¢bt094 as
at December 31, 2017. This increase is due to dsesof $11,272 related to the acquisition of Késghand

refinancing of Neu-Isenburg, loan repayments orttgart property of ($875), the REIT’s shareef losses from
investments accounted for using the equity meti&1b74 and foreign exchange differences of $1,272

Acquisition loans and deposit

As at June 30, 2018, Acquisition loans and depdsp26.7 million consisted of the loan for the Ryebject.

Trade and other receivables

Trade and other receivables as at June 30, 2018raewbto $8,371 including the REIT’s interestsha properties
held in partnerships compared to $6,349 as at DeeeB1, 2017. The difference of $2,022, of whic@%is due to

foreign exchange movements, includes balances tretigarged related to the acquisitions of Neu-leemtand
Ingolstadt (Késching) and has increased in sizztordance with the growth of the joint venturetfodio.

Other current assets
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Other current assets as at June 30, 2018 amoun$2¢67 compared to $2,656 as at December 31, Z0E7increase
of $311, which includes a positive exchange impa&46, is principally linked to VAT receivable.

PRESENTATION OF OUR CAPITAL

Liquidity and capital resources

Inovalis REIT’s primary sources of capital are cgseimerated from operating activities, credit féieii, sharing the
ownership of actual assets owned entirely and gigsties. Our primary uses of capital include prigpecquisitions,
payment of distributions, costs of attracting aathining tenants, recurring property maintenancgpmproperty
improvements and debt interest payments. We expeueet all our ongoing obligations through curresgh, cash
flows from operations, debt refinancing and, asagnorequires and when appropriate, new equity ot tksues. We
can also sell some portion of assets owned to acegstal but also in the perspective of diveratiizn of our portfolio.

Including the REIT’s interest in the joint venturessh available totals $33.7 million as at June2BA8, compared
to $25.7 million as at December 31, 2017.

Financing activities

Our debt strategy is to have secured mortgage dingrwith a term to maturity that is appropriateréation to the
lease maturity profile of our portfolio and thenpat in place, when appropriate, interest-onlyficiags. We intend
to search for fixed rate financings or floatingerfinancings with a cap. As such, 93.8% of the REBEnior debt
benefits from an interest rate protection (77.4%hanform of a swap and 16.4% in the form a capl. @eference is
to have staggered debt maturities to mitigate @sterate risk and limit refinancing exposure in gayticular period.
With no financial institution representing morenr22% of our senior debt commitment, we also make that the
REIT has a diversified base of senior debt prowd&ur debt to book value stands at 50.9% and niteo$33.7
million of cash available (including financial cant assets) as at June 30, 2018 (including the 'BREiferest in the
joint ventures), this debt to book value stand$8a4%.

Key performance indicators in the management oflebt are summarized in the following table, whatdo considers
the interests the REIT has in all assets held itnpeships.

Entire portfolio incorporating interest in joint-ve ntures As at June 30, 2018 As at December 31, 2017
Weighted average interest réte 2.12% 2.10%
Debt-to-book valu&” 50.9% 51.2%
Debt-to-book value, net of ca&h 48.4% 49.2%
Interest coverage ratfd 4.4 X 3.9x
Debt due in next 12 months in thousand of CAD$ 81,22 11,690
Weighted average termto maturity of débt 5.7 years 5.9 years

(1) Calculated as the weighted average interest radeopethe finance leases and the mortgage financing

(2) The definition ofdebt-to-book valuand ofdebt-to-book value, net of caslain be found under the sectidon-GAAP Financial Measures

(3) Calculated as net rental earnings plus interess, deneral and administrative expenses, dividedtbyest expense on the financial leases
and mortgage financings.

(4) Calculated as the weighted average term on afinbecial leases and mortgage financings.
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Leasehold and Mortgage Financing Maturity Profile
(Entire portfolio including joint-ventures)
(% of amount outstanding as at June 30, 2018)

25%
22%
16%
11%
:
9% 8%
6%
3%

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Equity

Our discussion about equity is inclusive of Excleatge securities and Private placement promissate/which are
economically equivalent to the REIT's Units. In ocondensed interim consolidated financial statemetite
Exchangeable securities are classified as a cotitainaf current and non-current liabilities undeh&P because of
the conversion feature that can be exercised bidlder of those securities.

3-month period endec 6-month period ended

June 30, 2018

June 30, 2018

Units

Number at beginning of period 22,730,086 22,235,421
Increase/(Decrease) in number during the period - ,0899
Units issued pursuant to the DRIP 44,799 120,405
Number at end of period 22,774,885 22,774,885
Weighted average number during the period 22,744,669 22,661,872
Exchangeable securities

Number at beginning of period 1,375,109 1,679,370
Increase/(Decrease) in number during the period 081,1 (263,156)
Number at end of period 1,416,214 1,416,214
Weighted average number during the period 1,375,566 ,3691793
Promissory notes

Number at beginning of period 2,386,104 2,386,104
Increase/(Decrease) in number during the period 1108 2,121,008
Number at end of period 4,507,112 4,507,112
Weighted average number during the period 4,082,910 ,234507
Units, Exchangeable securities and Promissory notes

Number at beginning of period 26,491,299 26,300,895
Increase/(Decrease) in number during the period 6320 2,397,316
Number at end of period 28,698,211 28,698,211
Weighted average number during the period 28,203,146 27,266,172

Further to the Distribution Reinvestment Plan (“PR) 45,799 Units were issued to Unitholders dui@®2018. As
at June 30, 2018, 9.9% of the Units were enroleithé DRIP.
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Distribution and management of foreign exchangk ris

Our Declaration of Trust provides our trustees wilith discretion to determine the percentage pagbimncome that
would be in the best interests of the REIT. Givieat the level of working capital tends to fluctuatesr time and
should not affect our distribution policy, we datmonsider it when determining our distributions.

To ensure the predictability of distributions ta tnitholders, we have established an active foreirhange hedging
program. As at June 30, 2018, the REIT was comdhitiesell €818 (on average) at an average rateb8flY and to

receive $1,300 on a monthly basis until October2@2cluded).

Three months ended June 30

Six months ended June 30

(in thousands of CAD$ except for per Unit amounts) 2018 2017 2018 2017
Declared distributions on Units 4,684 4,454 9,368 8,898
Declared distributions on Exchangeable securities 6 28 398 554 777
Total declared distributions 4,970 4,852 9,922 9,675
Distribution per Unit (diluted) $0.20625 $0.20625 05 $0.4125

We currently pay monthly distributions to Unithotdef $0.06875 per Unit, or $0.825 per Unit on anual basis.

*kkkkkkkkkkkkhkkkk
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