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SECTION I 
 
BASIS OF PRESENTATION 
 
Financial data included in this combined Management’s Discussion and Analysis (“MD&A”) of combined results of operations and combined 
financial position of H&R Real Estate Investment Trust (the “REIT”) and H&R Finance Trust (“Finance Trust” and together with the REIT, the 
“Trusts”) for the three and six months ended June 30, 2016 includes material information up to August 9, 2016.  Financial data provided has been 
prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board 
(“IASB”).  This MD&A should be read in conjunction with the unaudited condensed combined interim financial statements of the Trusts and 
appended notes for the three and six months ended June 30, 2016 (“Trusts’ Financial Statements”), together with the audited combined financial 
statements of the Trusts and appended notes and MD&A for the year ended December 31, 2015.  All amounts in this MD&A are in thousands of 
Canadian dollars, except where otherwise stated.  Historical results, including trends which might appear, should not be taken as indicative of 
future operations or results.   
 
Certain properties, owned by the REIT through an investment in a joint venture or an associate are treated as equity accounted investments in the 
Trusts’ Financial Statements. For the purposes of this MD&A, the Trusts have accounted for these equity accounted investments on a 
proportionately consolidated basis, and have included reconciliations to the Trusts’ unaudited condensed combined interim statements of financial 
position and statements of comprehensive income on pages 12, 21 and 22, respectively. The Trusts refer to these proportionately consolidated 
amounts as “The Trusts’ interests”.  This non-GAAP measure is calculated as the sum of the applicable line item in the Trusts’ Financial Statements 
in accordance with IFRS and the Trusts’ proportionate share of equity accounted investments for such line item. Management views this method 
as relevant because it is consistent with how the REIT and its co-owners manage the net assets and assess operating performance of each of its 
co-owned properties.  See “Non-GAAP financial measures”. 
 
On October 24, 2013, the Ontario Securities Commission (on its behalf and on behalf of the other provincial securities regulators) issued a decision 
which permits the REIT and Finance Trust to file one set of combined financial statements rather than separate financial statements.  The Trusts’ 
Financial Statements have been presented on a basis whereby the assets and liabilities of the REIT and Finance Trust have been combined in 
accordance with the accounting principles applicable to both the REIT and Finance Trust in accordance with IFRS, to reflect the financial position 
and results of the REIT and Finance Trust on a combined basis. This same decision permits the REIT and Finance Trust to file one combined 
MD&A which has been done for the three and six months ended June 30, 2016.   
 
FORWARD-LOOKING DISCLAIMER  
 
Certain information in this MD&A contains forward-looking information within the meaning of applicable securities laws (also known as forward-
looking statements) including, among others, statements made or implied under the headings “Results of Operations”, “Liquidity and Capital 
Resources”, “Outlook”, “Risks and Uncertainties” and “Subsequent Events” relating to the Trusts’ objectives, strategies to achieve those objectives, 
the Trusts’ beliefs, plans, estimates, projections and intentions and similar statements concerning anticipated future events, results, circumstances, 
performance or expectations that are not historical facts including, the amount of distributions to unitholders, the REIT’s expectation with respect 
to contributions to rental revenue by new tenants in former Target locations, the timing of completion and occupancy of any leases relating to such 
premises and the cost of subdividing and re-leasing such premises, the expected budget and occupancy of the LIC Project, the expected 
contributions by the REIT to the LIC Project, the expected net leasable area and occupancy date for the industrial properties at Airport Road 
Business Park and the expected pro-forma debt to total assets ratios of the Trusts.  Forward-looking statements generally can be identified by 
words such as “outlook”, “objective”, “may”, “will”, “expect”, “intend”, “estimate”, “anticipate”, “believe”, “should”, “plans”, “project”, “budget” or 
“continue” or similar expressions suggesting future outcomes or events.  Such forward-looking statements reflect the Trusts’ current beliefs and 
are based on information currently available to management.   
 
Forward-looking statements are provided for the purpose of presenting information about management’s current expectations and plans relating 
to the future and readers are cautioned that such statements may not be appropriate for other purposes.  These statements are not guarantees of 
future performance and are based on the Trusts’ estimates and assumptions that are subject to risks and uncertainties, including those described 
below under “Risks and Uncertainties” and those discussed in the Trusts’ materials filed with the Canadian securities regulatory authorities from 
time to time, which could cause the actual results and performance of the Trusts to differ materially from the forward-looking statements contained 
in this MD&A.  Those risks and uncertainties include, among other things, risks related to: unit price risk; real property ownership; credit risk and 
tenant concentration; interest and other debt-related risk; ability to access capital markets; lease rollover risk; joint arrangements risk; currency risk; 
construction risks; availability of cash for distributions; environmental risk; tax risk; tax consequences to U.S. holders; dilution; unitholder liability; 
redemption right risk and risks relating to debentures.  Material factors or assumptions that were applied in drawing a conclusion or making an 
estimate set out in the forward-looking statements include that the general economy is stable other than in Alberta; local real estate conditions are 
stable other than in Alberta; interest rates are relatively stable; and equity and debt markets continue to provide access to capital. The Trusts 
caution that this list of factors is not exhaustive.  Although the forward-looking statements contained in this MD&A are based upon what the Trusts 
believe are reasonable assumptions, there can be no assurance that actual results will be consistent with these forward-looking statements. 
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Readers are also urged to examine the REIT and Finance Trust’s materials filed with the Canadian securities regulatory authorities from time to 
time as they may contain discussions on risks and uncertainties which could cause the actual results and performance of the REIT and Finance 
Trust to differ materially from the forward-looking statements contained in this MD&A.  Neither Finance Trust nor any of its trustees or officers, 
assumes any responsibility for the completeness of the information contained in the REIT’s materials filed with the Canadian securities regulatory 
authorities or for any failure of the REIT or its trustees or officers to disclose events or facts which may have occurred or which may affect the 
significance or accuracy of any such information.  Neither the REIT nor any of its trustees or officers, assumes any responsibility for the 
completeness of the information contained in Finance Trust’s materials filed with the Canadian securities regulatory authorities or for any failure of 
Finance Trust or its trustees or officers to disclose events or facts which may have occurred or which may affect the significance or accuracy of 
any such information.  
 
All forward-looking statements in this MD&A are qualified by these cautionary statements.  These forward-looking statements are made as of 
August 9, 2016 and the Trusts, except as required by applicable law, assume no obligation to update or revise them to reflect new information or 
the occurrence of future events or circumstances.   
 
NON-GAAP FINANCIAL MEASURES 
 
The Trusts’ Financial Statements are prepared in accordance with IFRS.  However, in this MD&A, a number of measures which do not have a 
meaning recognized under IFRS or Canadian Generally Accepted Accounting Principles (“GAAP”) are presented.  These measures, as well as the 
reasons why management believes these measures are useful to investors, are described below. 
 
None of these non-GAAP financial measures should be construed as an alternative to financial measures calculated in accordance with GAAP.  
Further, the Trusts’ method of calculating these supplemental non-GAAP financial measures may differ from the methods of other real estate 
investment trusts or other issuers, and accordingly may not be comparable. 
 
The Trusts’ Interests 
 
The Trusts apply the equity method of accounting to investments in joint ventures and associates in the Trusts’ Financial Statements as prescribed 
under IFRS.  Throughout this MD&A, any references to the “Trusts’ Financial Statements” refer to amounts as reported under IFRS and any 
references to “The Trusts’ interests” are non-GAAP measures which include amounts per the Trusts’ Financial Statements plus the Trusts’ 
proportionate share of equity accounted investments.   
 
Property Operating Income 
 
Property operating income is the rental revenue generated from the REIT’s investment properties, net of the property operating expenses incurred.  
Management believes that this is a useful measure for investors as it provides a snapshot of how the REIT’s properties are performing before 
financing costs and other sources of income and expenditures which are not directly related to the day-to-day operations of a property.  Property 
operating income should not be construed as an alternative to net income calculated in accordance with IFRS.   
 
Adjusted Property Operating Income and Adjusted Property Operating Income (Cash Basis) 
 
Adjusted property operating income is also a non-GAAP measure.  Effective January 1, 2014, the REIT adopted IFRS Interpretations Committee 
21, Levies (“IFRIC 21”).  Adjusted property operating income excludes the impact of this change in accounting policy which relates to the timing of 
the liability recognition for U.S. realty taxes.  Management believes that adjusted property operating income is an important non-GAAP measure 
as, by excluding the impact of IFRIC 21, it evenly matches U.S. realty tax expense with realty tax recoveries throughout the period.  Adjusted 
property operating income (cash basis) excludes straight-lining of contractual rent.  Management believes this non-GAAP financial measure is 
useful for investors as it adjusts adjusted property operating income to exclude straight-lining of contractual rent which is a non-cash item.    
 
Same-Asset Property Operating Income and Adjusted Same-Asset Property Operating Income 
 
Same-asset property operating income and adjusted same-asset property operating income are non-GAAP financial measures used by the REIT 
which management believes are useful for investors as it reports period-over-period performance for properties owned by the REIT throughout 
both periods. This typically excludes acquisitions, business combinations, dispositions and transfers of properties under development to investment 
properties.   
 
Funds from Operations (“FFO”) 
 
FFO is a non-GAAP financial measure widely used in the real estate industry as a measure of operating performance. The Trusts present their 
combined FFO calculations in accordance with the Real Property Association of Canada (REALpac) guidelines however, this method of calculating 
FFO may differ when comparing to other issuers.  Management believes this to be a useful measure for investors as it adjusts for items included 
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in net income that are not recurring including gain (loss) on sale of real estate assets, as well as non-cash items such as the fair value adjustments 
on investment properties.  FFO should not be construed as an alternative to net income or cash flows provided by operating activities calculated in 
accordance with IFRS.  See “Funds from Operations” for reconciliations of property operating income and net income to FFO and see “Adjusted 
Funds from Operations” for a reconciliation of FFO to AFFO and AFFO to cash provided by operations. 
 
Adjusted Funds from Operations (“AFFO”) 
 
AFFO is also a widely used measure in the real estate industry to assess the sustainability of cash distributions.  AFFO is calculated by adjusting 
FFO for non-cash items such as: straight-lining of contractual rent, rent amortization of tenant inducements, effective interest rate accretion and 
unit-based compensation and capital and tenant expenditures.  Although capital and tenant expenditures can vary from quarter to quarter due to 
tenant turnovers, vacancies and the age of a property, the Trusts have elected to deduct actual capital and tenant expenditures spent and 
capitalized in the period instead of deducting a normalized amount based on historical activity. This differs from others in the industry as many 
entities are deducting a normalized amount of capital and tenant expenditures in their AFFO calculation.  There is no standard industry definition 
of AFFO, and as a result, the Trusts’ calculation of combined AFFO may differ from other issuers’ calculations.  AFFO should not be construed as 
an alternative to net income or cash provided by operations calculated in accordance with IFRS.  See “Adjusted Funds from Operations” for a 
reconciliation of AFFO to cash provided by operations.   
 
Adjusted Cash provided by Operations 
 
The Trusts have elected to present interest paid with cash provided by financing activities in the unaudited condensed combined interim statement 
of cash flows per the Trusts’ Financial Statements. As a comparison to total distributions, the Trusts are of the view that cash provided by operating 
activities should be shown net of interest paid. Adjusted cash provided by operations is a non-GAAP measure which deducts interest paid from 
cash provided by operations. Management believes this to be a useful measure as it provides investors with an indication of how much cash is 
available for distributions. 
 
Interest Coverage Ratio 
 
The interest coverage ratio is calculated at the Trusts’ interests by dividing the sum of adjusted property operating income plus other income and 
finance income, less trust expenses (excluding unit-based compensation) by finance costs from operations (excluding effective interest rate 
accretion and exchangeable unit distributions). Management uses this ratio to evaluate its ability to service the interest requirements of its 
outstanding debt. 
 
Debt to Total Assets Ratios 
 
The REIT’s Declaration of Trust limits the indebtedness of the REIT (subject to certain exceptions) to a maximum of 65% of the total assets of the 
REIT, based on the Trusts’ Financial Statements. The Trusts also present this ratio at the Trusts’ interests.  Debt includes mortgages payable, the 
face value of debentures payable, bank indebtedness and loan payable. Management uses this ratio to determine its flexibility to incur additional 
debt and ensure it is in compliance with the REIT’s Declaration of Trust. 
 
OVERVIEW 
 
The REIT is an unincorporated open-ended trust created by a declaration of trust (the “REIT Declaration of Trust”) and governed by the laws of the 
Province of Ontario.  Unitholders are entitled to have their REIT units comprising part of the Stapled Units (as defined below) redeemed at any time 
on demand payable in cash (subject to monthly limits) and/or in specie, provided that the corresponding Finance Trust units are being 
contemporaneously redeemed.   
 
Finance Trust is an unincorporated investment trust.  Finance Trust was established pursuant to a Plan of Arrangement (the “Plan of Arrangement”) 
on October 1, 2008, as described in the REIT’s information circular dated August 20, 2008, as an open-ended limited purpose unit trust pursuant 
to its declaration of Trust (the “Finance Trust Declaration of Trust”).  Each issued and outstanding Finance Trust unit is “stapled” to a unit of the 
REIT on a one-for-one basis such that Finance Trust units and the REIT units trade together as stapled units (“Stapled Units”), and such Stapled 
Units are listed and posted for trading on the Toronto Stock Exchange (“TSX”).  Apart from provisions necessary to achieve such stapling, each 
REIT unit and Finance Trust unit retains its own separate identity and is separately listed (but not posted for trading) on the TSX (unless there is 
an event of uncoupling, in which case Finance Trust  units will cease to be listed on the TSX).   
The REIT has two primary objectives: 
 

 to provide unitholders with stable and growing cash distributions, generated by the revenue it derives from a diversified portfolio of income 
producing real estate assets; and 
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 to maximize unit value through ongoing active management of the REIT’s assets, acquisition of additional properties and the development 
and construction of projects which are pre-leased to creditworthy tenants. 

 
The REIT’s strategy to accomplish these two objectives is to accumulate a diversified portfolio of high quality investment properties in Canada and 
the United States occupied by creditworthy tenants.   
 
The REIT’s strategy to mitigate risk is diversification both by asset class and geographic location. The REIT invests in four real estate asset classes 
which management views as comprising six separate operating segments. The REIT invests in office, retail, industrial and residential properties 
and acquires properties both in Canada and the United States.  The REIT’s retail asset class is further viewed by management as being comprised 
of three different operating segments: (i) enclosed shopping centres and multi-tenant retail plazas throughout Canada managed by Primaris 
Management Inc. (“Primaris”);  (ii) other retail properties throughout Canada and the United States managed by H&R REIT Management Services 
LP (“HRRMSLP”), a wholly-owned subsidiary of the REIT, (“H&R Retail”), and (iii) the REIT’s 33.6% interest in Echo Realty LP (“ECHO”), a privately 
held real estate and development company which focuses on developing and owning a core portfolio of grocery anchored shopping centres in the 
United States.  The REIT’s residential segment operates as Lantower Residential, a wholly-owned subsidiary of the REIT, and focuses on acquiring 
multi-family properties in the United States.  The REIT therefore has six operating segments and management assesses the results of these 
operations separately.  
 
The primary purpose of Finance Trust is to be a flow-through vehicle to allow the REIT to indirectly access the capital markets in a tax-efficient 
manner by indirectly borrowing money from the REIT’s unitholders.  Finance Trust’s primary activity is to hold debt issued by H&R REIT (U.S.) 
Holdings Inc. (“U.S. Holdco”), a wholly-owned U.S. subsidiary of the REIT.  As at June 30, 2016, Finance Trust holds U.S. $220.4 million of 
aggregate principal amount of notes payable by U.S. Holdco (“U.S. Holdco Notes”) (December 31, 2015 - $220.4 million).  Subject to cash flow 
requirements, Finance Trust intends to distribute to its unitholders, who are also unitholders of the REIT, all of its cash flow, consisting primarily of 
interest paid by U.S. Holdco, less administrative and other expenses and amounts to satisfy liabilities.  The U.S. Holdco Notes are eliminated in 
the Trusts’ Financial Statements, however the related foreign exchange difference is not eliminated upon combination as it flows through net 
income (loss) on the Finance Trust financial statements and other comprehensive income (loss) on the REIT financial statements. 
 
Mechanics of “Stapling” the Units of Finance Trust and the REIT 
 
Pursuant to the provisions of the Declarations of Trust for Finance Trust and the REIT at all times each REIT unit must be ‘‘stapled’’ to a Finance 
Trust unit (and each Finance Trust unit must be ‘‘stapled’’ to a REIT unit) unless there is an “event of uncoupling” (as described below).  As part of 
the Plan of Arrangement, the REIT and Finance Trust entered into a support agreement (the “Support Agreement”) which provided, among other 
things, for the co-ordination of the declaration and payment of all distributions so as to provide for simultaneous record dates and payment dates; 
for co-ordination so as to permit the REIT to perform its obligations pursuant to the REIT’s Declaration of Trust, Unit Option Plan, Incentive Unit 
Plan, Distribution Reinvestment Plan and Unit Purchase Plan (“DRIP”) and Unitholder Rights Plan; for Finance Trust to take all such actions and 
do all such things as are necessary or desirable to enable and permit the REIT to perform its obligations arising under any security issued by the 
REIT (including securities convertible, exercisable or exchangeable into Stapled Units); for Finance Trust to take all such actions and do all such 
things as are necessary or desirable to enable the REIT to perform its obligations or exercise its rights under its convertible debentures; and for 
Finance Trust to take all such actions and do all such things as are necessary or desirable to issue Finance Trust units simultaneously (or as close 
to simultaneously as possible) with the issue of REIT units and to otherwise ensure at all times that each holder of a particular number of REIT 
units holds an equal number of Finance Trust units, including participating in and cooperating with any public or private distribution of Stapled Units 
by, among other things, executing prospectuses or other offering documents. 
 
In the event that the REIT issues additional REIT units, pursuant to the Support Agreement, the REIT and Finance Trust will coordinate so as to 
ensure that each subscriber receives both REIT units and Finance Trust units, which shall trade together as Stapled Units. Prior to such event, the 
REIT shall provide notice to Finance Trust to cause Finance Trust to issue and deliver the requisite number of Finance Trust units to be received 
by and issued to, or to the order of, each subscriber as the REIT directs. In consideration of the issuance and delivery of each such Finance Trust 
unit, the REIT (solely as agent for and on behalf of the purchaser) or the purchaser, as the case may be, shall pay (or arrange for the payment of) 
a purchase price equal to the fair market value (as determined by Finance Trust in consultation with the REIT) of each such Finance Trust unit at 
the time of such issuance. The remainder of the subscription price for Stapled Units shall be allocated to the issuance of REIT units by the REIT. 
The proceeds received by Finance Trust from any such issuance shall be invested in additional notes of the same series as the U.S. Holdco Notes 
or distributed to unitholders of Finance Trust.   
 
An event of uncoupling (“Event of Uncoupling”) shall occur only: (a) in the event that unitholders of the REIT vote in favour of the uncoupling of 
units of Finance Trust and units of the REIT such that the two securities will trade separately; or (b) at the sole discretion of the trustees, but only 
in the event of the bankruptcy, insolvency, winding-up or reorganization (under an applicable law relating to insolvency) of the REIT or U.S. Holdco 
or the taking of corporate action by the REIT or U.S. Holdco in furtherance of any such action or the admitting in writing by the REIT or U.S. Holdco 
of its inability to pay its debts generally as they become due.  The trustees of the Trusts shall use all reasonable efforts to obtain and maintain a 
listing for the units of the REIT and, unless an Event of Uncoupling has occurred, the Stapled Units, on one or more stock exchanges in Canada. 
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Investment Restrictions  
 
Under Finance Trust’s Declaration of Trust, the assets of Finance Trust may be invested only in: 
 

(a) U.S. Holdco Notes; and 
 

(b) temporary investments in cash, term deposits with a Canadian chartered bank or trust company registered under the laws of a province of 
Canada, short-term government debt securities, or money market instruments (including banker’s acceptances) of, or guaranteed by, a 
Schedule 1 Canadian bank (“Cash Equivalents”), but only if each of the following conditions are satisfied: (a) if the Cash Equivalents have 
a maturity date, the trustees hold them until maturity; (b) the Cash Equivalents are required to fund expenses of Finance Trust, a redemption 
of units, or distributions to unitholders, in each case before the next distribution date; and (c) the purpose of holding the Cash Equivalents 
is to prevent funds from being non-productive, and not to take advantage of market fluctuations. 

 
The Finance Trust Declaration of Trust provides that Finance Trust shall not make any investment, take any action or omit to take any action which 
would result in the units of Finance Trust not being considered units of a ‘‘mutual fund trust’’ for purposes of the Income Tax Act (Canada) (the “Tax 
Act”) or that would disqualify Finance Trust as a “fixed investment trust” under the Internal Revenue Code of 1986 as amended (the “Code”) and 
the applicable regulations. In order to qualify as a ‘‘fixed investment trust’’ under the Code, Finance Trust generally may not acquire assets other 
than the U.S. Holdco Notes or certain investments in cash or cash equivalents. 
 
SECTION II 
 
FINANCIAL HIGHLIGHTS   
                                                                                                     
(in thousands except per unit amounts) 

June 30,   
2016 

December 31,   
2015 

December 31,   
2014 

December 31,   
2013 

Total assets(1) $14,469,874 $14,714,535 $13,941,980 $14,107,004 
Ratio of debt to total assets per the Trusts’ Financial 
Statements(2) 

   
45.8% 

   
46.2% 

   
46.3% 

   
49.2% 

Ratio of debt to total assets based on the Trusts’ interests(1) 47.0% 48.4% 48.1% 50.8% 
Stapled Units outstanding  282,414 279,610 274,773 269,975 
Exchangeable units outstanding 16,664 16,664 16,664 17,403 

 
 Three months ended 

June 30,   
2016 

Three months ended 
June 30,   

2015 

Six months ended   
June 30,   

2016 

Six months ended   
June 30,   

2015 
Rentals from investment properties(1) $323,890 $327,232 $663,478 $655,758 
Adjusted property operating income(1)(3) 209,320 215,272 430,083 430,658 
FFO(1) 156,900 142,828 304,465 282,737 
Weighted average number of basic Stapled Units for FFO(1) 297,701 292,321 297,002 291,761 
FFO per basic Stapled Unit(1) 0.53 0.49 1.03 0.97 
Distributions paid per Stapled Unit 0.34 0.34 0.68 0.68 
Payout ratio per Stapled Unit as a % of FFO(1) 64.2% 69.4% 66.0% 70.1% 
Interest coverage ratio(1)   3.06 2.87 2.96 2.84 
 
Adjusted property operating income and net income are reconciled to FFO which is reconciled to AFFO.  AFFO is reconciled to cash provided by operations, being the most comparable 
GAAP financial measure to these non-GAAP financial measures.  See pages 29-34.    
 

(1) These are non-GAAP measures reported at the Trusts’ interests. 
(2) This is a non-GAAP measure. 
(3) Adjusted property operating income excludes realty taxes accounted for under IFRIC 21. 
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SELECTED ANNUAL INFORMATION 
 
The following table summarizes certain financial information of the Trusts per the Trusts’ Financial Statements for the years indicated below: 
 

 
 
(in thousands of Canadian dollars except per unit amounts) 

 Year Ended 
December 31, 

2015 

 Year Ended 
December 31, 

2014 

 Year Ended 
December 31, 

2013 

Rentals from investment properties $1,188,314 $1,227,803 $1,137,017 

Finance income 3,770 901 2,108 

Net income     340,148 424,655 323,635 

Total comprehensive income     567,609 515,190 377,097 

Total assets 13,990,315 13,368,380 13,583,027 

Mortgages payable 4,537,278 4,318,136 4,897,726 

Debentures payable 1,550,769 1,535,838 1,532,130 

Cash distributions per unit  $1.35 $1.35 $1.35 
 
For a discussion of the changes between the periods noted above, please see the December 31, 2015 and 2014 MD&As of the Trusts. 
 
SUMMARY OF QUARTERLY RESULTS  
 
The following tables summarize certain financial information of the Trusts per the Trusts’ financial statements for the quarters indicated below: 
 

                                                                                                                
(in thousands of Canadian dollars)  

Q2   
2016 

Q1   
2016 

Q4   
2015 

Q3   
2015 

Rentals from investment properties $289,835 $303,418 $296,236 $297,055 

Net income (loss) from equity accounted investments (19,722) (18,871) (39,017) 20,884 

Finance income 1,694 1,242 1,225 986 

Net income (loss) 104,079 30,185 (39,454) 165,949 

Total comprehensive income (loss) 88,387 (58,794) 15,342 249,903 
 

 Q2   
2015 

Q1   
2015 

Q4   
2014 

Q3   
2014 

Rentals from investment properties  $295,688 $299,335 $308,597 $302,394 

Net income from equity accounted investments  9,493 9,481 12,222 13,020 

Finance income 811 748 223 250 

Net income 119,554 94,099 137,708 136,452 

Total comprehensive income 102,995 199,369 175,772 183,430 

 
Fluctuations between quarterly results for all segments, excluding Primaris, are not reflective of seasonality or cyclicality but generally from new 
property acquisitions, dispositions, changes in foreign exchange rates and changes in the fair value of real estate assets and the fair value of 
liabilities.  Primaris is impacted by seasonality as revenues are typically higher in the fourth quarter due to higher percentage rent and specialty 
leasing.  Revenues may also have significant fluctuations due to recoveries from tenants for changes to property operating costs depending on 
when major maintenance projects are incurred.  
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KEY PERFORMANCE DRIVERS  
                                                                                        
 
OPERATIONS(1) 

    
 

Office 

   
 

Primaris 

   
H&R  

Retail 

   
 

ECHO 

   
 

Industrial 

   
Lantower 

Residential 

   
 

Total* 

Occupancy as at June 30  2016   97.2% 86.3% 98.6% 94.5% 99.2% 94.8% 95.6% 
 2015 97.9% 87.4% 98.8% 97.3% 98.0% 92.8% 95.9% 
         
Occupancy – same-asset as at June 30(2) 2016 97.2% 86.3% 98.6% 94.3% 99.2% 95.3% 95.6% 
 2015 97.9% 87.4% 98.7% 98.2% 98.5% 94.4% 96.1% 
         
Average contractual rent per sq.ft. for the six months 2016   $26.21 $23.87 $11.53 N/A $6.47 N/A $18.45 
ended June 30-Canadian properties(3) 2015 $25.99 $24.13 $12.45 N/A $6.52 N/A $18.75 

Average contractual rent per sq.ft. for the six months 2016 $35.07 N/A $13.29 $14.68 $3.55 $13.35 $14.40 
ended June 30-U.S. properties(4) 2015 $33.40 N/A $12.75 $14.00 $3.48 $12.04 $13.74 

Average remaining term to maturity of leases                       2016   13.0 4.6 7.6 11.7 7.9 N/A 9.9 
as at June 30 (in years)   2015 12.6 4.6 8.1 12.1 7.9 N/A 9.8 

Average remaining term to maturity of mortgages 2016   5.7 5.3 4.7 11.3 6.8 8.8 6.0 
payable as at June 30 (in years) 2015 6.3 4.3 4.9 11.5 7.3 9.8 6.2 
 
* Weighted average total.   
 
(1) Includes properties held within equity accounted investments and investment properties classified as assets held for sale.  
(2) Same-asset refers to those properties owned by the REIT for the 18-month period ended June 30, 2016. 
(3) All amounts are stated in Canadian dollars and exclude properties sold in their respective year.  
(4) All amounts are stated in U.S. dollars and exclude properties sold in their respective year. 

 

PORTFOLIO OVERVIEW   
 
The geographic diversification of the portfolio of properties in which the Trusts have an interest and their related square footage, including those 
properties held in entities that the Trusts account for as equity accounted investments as at June 30, 2016, are outlined in the charts below:  
 

Number of Properties Canada   
    

Ontario 
   

Alberta 
   

Other 
United 
States 

   
Total 

Office 21 5 4 7 37 
Primaris 6 18 7 - 31 
H&R Retail  35 2 7 83 127 
ECHO(2) - - - 208 208 
Industrial 38 18 31 16 103 
Lantower Residential(3) - - - 9 9 
Total 100 43 49 323 515 

 
 

Square Feet (in thousands)(1) Canada   
    

Ontario 
   

Alberta 
   

Other 
United 
States

   
Total 

Office     6,434 3,426 891 2,023 12,774 
Primaris 2.389 3,942 2,411 - 8,742 
H&R Retail 1,772 240 707 4,679 7,398 
ECHO(2) - - - 2,939 2,939 
Industrial 4,683 1,895 2,123 3,188 11,889 
Lantower Residential(3)   - - - 2,673 2,673 
Total 15,278 9,503 6,132 15,502 46,415 

 
(1) Square feet (in thousands) is based on the Trusts’ interest in the net leasable area of properties. 
(2) ECHO also has six development projects and four parcels of vacant land areas which are not included in the table above.  
(3) Lantower Residential’s properties contain 2,908 apartment units.  
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LEASE MATURITY PROFILE   

The following tables disclose the REIT’s leases expiring in the next five years in Canada and the United States including equity accounted 
investments but excluding residential properties. 
 
Canadian Portfolio: 
 
 Office Primaris H&R Retail Industrial Total 

                                      
LEASE EXPIRIES 

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry 

   
 

Sq.ft. 

Rent per 
sq.ft. ($)   

on expiry 

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry 

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry   

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry   
2016* 84,872 19.89 358,064 27.02 10,165 21.98 - - 453,101 25.57 

2017 226,808 19.70 1,082,979 22.11 46,418 16.72 245,086 6.64 1,601,291 19.24 

2018 458,960 19.91 1,107,114 23.52 163,718 11.12 960,632 4.93 2,690,424 15.51 

2019 644,940 27.82 1,227,035 16.11 1,007,075 10.49 828,304 5.89 3,707,354 14.34 

2020 119,290 27.68 999,485 20.40 96,715 15.32 680,541 8.30 1,896,031 16.26 

 1,534,870 23.81 4,774,677 20.91 1,324,091 11.23 2,714,563 6.22 10,348,201 16.25 

Total % of each 
segment 

   
14.3% 

   
- 

   
54.6% 

   
- 

   
48.7% 

   
- 

   
31.2% 

   
- 

   
33.5% 

   
- 

 
* For the balance of the year. 
 

 
U.S. Portfolio*: 
 

 Office H&R Retail ECHO Industrial Total 

                                      
LEASE EXPIRIES 

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry* 

   
 

Sq.ft. 

Rent per 
sq.ft. ($)   

on expiry* 

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry* 

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry*   

   
 

Sq.ft.   

Rent per 
sq.ft. ($)   

on expiry*   
2016** - - 10,105 22.14 50,067 13.83 - - 60,172 15.23 

2017 - - 321,588 11.98 162,644 9.02 - - 484,232 10.99 

2018 - - 332,142 13.11 140,933 12.57 493,506 2.98 966,581 7.86 

2019 - - 413,877 11.19 128,305 10.76 242,785 3.69 784,967 8.80 

2020 - - 99,339 40.24 340,709 6.58 - - 440,048 14.18 

 - - 1,177,051 14.49 822,658 9.18 736,291 3.21 2,736,000 9.86 

Total % of each 
segment 

   
- 

   
- 

   
25.2% 

   
- 

   
2.8% 

   
- 

   
23.1% 

   
- 

   
21.3% 

   
- 

 
* U.S. dollars.  
** For the balance of the year. 
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TOP TWENTY SOURCES OF REVENUE BY TENANT(1)   
 

  
 
Tenant 

% of rentals from 
investment 

properties(2) 

 
Number of 

locations 

 
REIT owned 

sq.ft. (in 000’s) 

Average lease 
term to maturity 

(in years) (3) 

 
Credit Ratings 

(S&P) 
1. Encana Corporation 12.1%  2  2,059  21.4  BBB Negative 
2. Bell Canada 8.3  24  2,542  9.1  BBB+ Stable 
3. Hess Corporation 5.1  1  845  (8)  BBB- Stable 

4. TransCanada Pipelines Limited 4.2  2  965  14.6  A- Negative 
5. New York City Department of Health 3.7  1  660  14.4 AA Stable 
6. Giant Eagle, Inc. 3.6  187  1,967  13.5  Not Rated 
7. Lowes’ Companies, Inc.(4) 2.6  22  2,664  3.7  A- Stable 
8. Canadian Tire Corporation(5) 2.6  19  2,630  9.0  BBB+ Stable 
9. Canadian Imperial Bank of Commerce 1.7  9  555  7.8  A+ Stable 
10. Corus Entertainment Inc. 1.7  1  472  16.7  BB Stable 
11. Telus Communications 1.6  17  423  6.7  BBB+ Stable 
12. Nestle Canada and USA               1.6  4  1,255  6.0  AA Stable 
13. Ontario Realty Corporation and other Ontario 

Agencies(6) 1.3  4  366  3.8  A+ Stable 
14. Shell Oil Products 1.2  17  223  5.9  A Stable 
15. Marsh Supermarkets 1.0  9  548  14.8  Not Rated 
16. Loblaw Companies Limited(7) 0.9  21  302  9.5  BBB Stable 
17. Public Works and Government Services, Canada 0.9  4  309  4.1  AAA Stable 
18. Royal Bank of Canada 0.8  3  230  8.1  AA- Negative 
19. Sobey's Inc./Safeway 0.8  15  554  6.2  BBB- Negative 
20. Toronto-Dominion Bank 0.8  8  224  10.1  AA- Stable 
 Total 56.5%  370  19,793  12.4    

(1) Includes the Trusts’ interests in equity accounted investments.  

(2) The percentage of rentals from investment properties is based on estimated annualized gross revenue excluding straight-lining of contractual rent and capital expenditure 
recoveries.   

(3) Average lease term to maturity is weighted based on net rent. 

(4) Lowes’ Companies, Inc. includes Lowes’ and Rona. 

(5) Canadian Tire Corporation includes Canadian Tire, Mark’s Work Warehouse, Sport Chek, Atmosphere and Sports Experts. 

(6) Other Ontario agencies include: Legal Aid Ontario, Ontario Lottery and Gaming Corporation, Liquor Control Board of Ontario and Hydro One Networks. 

(7) Loblaw Companies Limited includes Loblaws, No Frills and Shoppers Drug Mart. 

(8) Due to the confidentiality under the tenant lease, the term is not disclosed. 
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SUMMARY OF SIGNIFICANT Q2 2016 ACTIVITY   
 
Operating Highlights 
 
Adjusted same-asset property operating income (cash basis) was $196.4 million and $395.7 million for the three and six months ended June 30, 
2016, respectively, compared to $195.2 million and $390.0 million for the three and six months ended June 30, 2015, respectively.  FFO was $0.53 
per Stapled Unit for the three months ended June 30, 2016, an increase of 8.2% compared to the same 2015 period primarily due to lease 
termination settlements, including Target’s partial settlement of $18.9 million.  Excluding the income from lease termination settlements and other 
non-recurring items, FFO would have been $0.47 per Stapled Unit for the three months ended June 30, 2016 compared to $0.48 per Stapled Unit 
for the three months ended June 30, 2015 and would have been $0.95 per Stapled Unit for the six months ended June 30, 2016 compared to $0.96 
per Stapled Unit for the six months ended June 30, 2015.   
 
Occupancy as at June 30, 2016 was 95.6% compared to 95.9% as at June 30, 2015. Leases representing only 5.6% of total rentable area will 
expire during the remainder of 2016 and 2017.  The REIT’s average remaining lease term to maturity as at June 30, 2016 was 9.9 years.   
 
Development Highlights 
 
Construction is progressing on the development of 1,871 luxury residential units in Long Island City, NY (“LIC Project”), in which the REIT has a 
50% interest.  The total budget at the 100% ownership level is expected to be approximately U.S. $1.2 billion with occupancy in the first tower 
scheduled to begin in late 2017.  Construction financing for up to U.S. $640.0 million has been secured through a syndicate of lenders.  As a 
condition to the financings, the REIT will have to contribute a further U.S. $18.3 million to the project which will increase its total investment to U.S. 
$260.7 million.  Approximately 99.3% of total hard costs and 86.9% of total project costs have been fixed. 
 
In Q1 2016, the REIT entered into two separate 15-year build-to-suit leases for industrial properties to be developed at the Airport Road Business 
Park in Brampton, ON, adjacent to the Unilever project, for Sleep Country Canada and Solutions 2 Go Inc.  The total net leasable area for these 
properties will be approximately 341,775 square feet with occupancy of both projects expected to occur in Q2 2017.  
 
Fair Value Adjustments on Real Estate Assets 
 
The Trusts recorded a fair value adjustment on real estate assets of $73.5 million and $77.1 million for the three and six months ended June 30, 
2016, respectively. This was primarily due to increases in the fair value of Two Gotham Center in Long Island City, NY and Hess Tower in Houston, 
TX.  Both properties are state-of-the-art office properties fully leased on a long-term basis with future contractual rental escalations to investment 
grade tenants. These properties were both purchased in Q4 2011.  In Q2 2016, the REIT obtained appraisals from nationally recognized appraisal 
firms, which evidenced a substantial increase in value for these properties.  Partially offsetting these increases were decreases to the REIT’s 
Alberta portfolio.  The REIT’s Alberta portfolio had an IFRS value of $3.8 billion as at June 30, 2016, a decrease of $340.0 million and $136.0 
million from December 31, 2014 and December 31, 2015, respectively, primarily attributable to the REIT’s Calgary office portfolio. 
 
Office Segment Highlights 
 
On June 30, 2016, the REIT sold its 33.3% freehold and leasehold interests in Scotia Plaza and 100 Yonge Street (collectively, “Scotia Plaza”) for 
approximately $438.3 million.  The purchaser assumed the REIT’s share of the existing financing on the properties.  The REIT recorded a gain on 
sale of $15.0 million. Proceeds to the REIT amounted to $227.0 million which was used to repay debt including the $180.0 million outstanding 
Series D Senior Debentures that matured in July 2016.   
 
Alberta Office Exposure: 
The weighted average lease term remaining in the REIT’s Alberta office portfolio is 17.4 years.  The leases expiring between July 1, 2016 and 
December 31, 2018 in the REIT’s Alberta office portfolio total 31,568 square feet.  As at June 30, 2016, the REIT’s Alberta office portfolio had 
approximately 171,000 square feet of vacant space, at the REIT’s ownership share, all of which is located at 411-1st St., S.E. Calgary.  Of this 
vacant space, 12,667 square feet has been leased for a six-year term commencing September 1, 2016.   
 
Retail Highlights and Target Update 
 
In Q2 2016, the REIT sold its 100% interest in two retail properties both located in the U.S. totaling 223,574 square feet for U.S. $30.5 million.  
 
The REIT owns Peter Pond Mall in Fort McMurray, AB. On May 3, 2016, Peter Pond Mall closed in accordance with a city-wide evacuation order. 
The mall re-opened in June 2016 and did not sustain any physical damage. 
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Target Update: 
Redevelopment of the former Target stores has commenced, however, the space has not been transferred to properties under development.  
During Q2 2016, the REIT capitalized $0.7 million of the property operating and finance costs attributable to this space.  The following table is a 
summary of our leasing progress on the former Target space: 
 

 
 

   
Square Feet at 

100% 

   
Square Feet at 
H&R’s Interest 

Annual Base Rent at 
H&R’s interest   

($ Millions) 

Former Target Canada space 1,062,676 831,688 $4.4 

Backfill progress:    

Committed space 215,734 118,595 1.7 

Conditional agreements 466,866 424,989 5.2 

Advanced discussions 142,588 109,088 2.4 

Total backfill progress 825,188 652,672 9.3 

Space currently being marketed 49,610 44,239 1.0 

Total gross leasable area (“GLA”) upon completion of redevelopment 874,798 696,911 $10.3 

Potential GLA converted for landlord uses (common area etc.)(1) 130,280 105,978 N/A 

Space for demolition/potential redevelopment 57,598 28,799 N/A 

Total 1,062,676 831,688  
 

(1) Represents square footage based on current redevelopment plans and is subject to change based on tenant demand.    

The REIT expects that, once the above leasing is complete, the new tenants will contribute approximately $10.3 million annually or 234% of the 
total base rental revenue lost through Target’s departure.  The REIT expects most of these leases will be binding by the end of 2016, subject to 
development permits, with occupancy occurring between October 2016 and the end of 2017.  The cost of subdividing and re-leasing the premises 
is expected to be approximately $109.0 million at the REIT’s ownership interest.  A partial lease settlement from Target of $18.9 million was received 
in July 2016 and has been recognized in the Trust’s Financial Statements as Other Income.   
 
Lantower Residential Highlights 
 
The REIT is continuing its expansion into the multi-family rental market in the United States. In Q2 2016, Lantower Residential acquired a multi-
family property in Durham, NC which was built in 2014.  The property comprises 322 units and was purchased for U.S. $60.0 million at a 
capitalization rate of 5.3%. 
 
Industrial Segment Highlights 
 
In Q2 2016, the REIT sold its 50% ownership interest in a 52,792 square foot industrial property in Vaughan, ON for $3.0 million. 
 
Debt and Liquidity Highlights 
 
The current weighted average interest rate on outstanding debt is 4.4% with an average term to maturity of 5.0 years. In Q2 2016, the REIT 
(excluding ECHO) secured five mortgages totalling $95.4 million at a weighted average interest rate of 3.0% for an average term of 5.1 years and 
repaid six mortgages upon maturity totalling $120.9 million which had a weighted average interest rate of 5.0%.  
 
Debt to total assets, per the Trusts’ Financial Statements at June 30, 2016, was 45.8% compared to 46.2% at December 31, 2015.  After the 
repayment of this debt from the proceeds received from the sale of Scotia Plaza, the Trusts’ debt to total assets, per the Trusts’ Financial 
Statements, was 44.9%.  Cash on hand plus undrawn credit facilities amounted to $724.2 million, per the Trusts’ Financial Statements, as at June 
30, 2016, excluding ECHO.  Subsequent to June 30, 2016, the REIT secured a $70.0 million increase to a first mortgage at an interest rate of 2.7% 
for a term of 4.7 years. 
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SECTION III 
 
FINANCIAL POSITION 

 June 30, 2016 December 31, 2015 
                                                                                                     
 
 
(in thousands of Canadian dollars) 

Amounts per 
the Trusts’ 

Financial 
Statements 

 
Equity 

accounted 
investments 

 
 

The Trusts’ 
interests 

Amounts per 
the Trusts’ 

Financial 
Statements 

 
Equity 

accounted 
investments 

 
 

The Trusts’ 
interests 

Assets       

Real estate assets       

Investment properties $12,578,836 $994,739 $13,573,575 $12,576,075 $1,512,361 $14,088,436 

Properties under development 99,190 278,824 378,014 97,504 226,494 323,998 

 12,678,026 1,273,563 13,951,589 12,673,579 1,738,855 14,412,434 

Equity accounted investments  900,089 (900,089) - 1,117,786 (1,117,786) - 

Assets classified as held for sale - - - 3,000 - 3,000 

Other assets 168,653 42,969 211,622 157,663 53,200 210,863 

Cash and cash equivalents 255,753 50,910 306,663 38,287 49,951 88,238 

 $14,002,521 $467,353 $14,469,874 $13,990,315 $724,220 $14,714,535 

Liabilities and Unitholders’ Equity       

Liabilities       

Mortgages payable $4,332,599 $312,960 $4,645,559 $4,537,278 $572,669 $5,109,947 

Debentures payable 1,541,557 - 1,541,557 1,550,769 - 1,550,769 

Exchangeable units 375,103 - 375,103 334,110 - 334,110 

Deferred tax liability 289,601 - 289,601 189,658 - 189,658 

Loan payable - - - 55,717 - 55,717 

Bank indebtedness 543,415 75,304 618,719 321,033 90,058 411,091 

Accounts payable and accrued liabilities 199,268 60,115 259,383 176,830 40,884 217,714 

Non-controlling interest - 18,974 18,974 - 20,609 20,609 

 7,281,543 467,353 7,748,896 7,165,395 724,220 7,889,615 

Unitholders’ equity  6,720,978 - 6,720,978 6,824,920 - 6,824,920 

 $14,002,521 $467,353 $14,469,874 $13,990,315 $724,220 $14,714,535 
 

“The Trusts’ interests” is a non-GAAP measure which includes amounts per the Trusts’ Financial Statements and the Trusts’ proportionate share 
of equity accounted investments. 
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ASSETS 
 
Investment Properties:   
 
2016 Acquisitions:    

                                         
 
                                              
Property/Acquisition 

 
   

Year   
 Built 

 
   
 

Segment 

 
   

Date   
Acquired 

 
   

Square 
Feet   

 
Purchase   

Price   
($ Millions) 

   
   

Anchor/Major 
Tenants 

Average 
Remaining 

Lease Term 
(years)(1) 

560 Epilson Dr., Pittsburgh, PA(2) - ECHO-Land Jan 4, 2016 - $0.8 - - 
283009 Logistics Dr., Calgary, AB(2) 2014 Industrial Feb 23, 2016 132,401 15.5 Princess Auto Ltd. 10.9 
East 146th St., & SR 37, Noblesville, IN(2) - ECHO-Dev. May 18, 2016 2,103 0.9 -  - 
3767 Southwest Durham Dr., Durham, NC  2014 Multi-family Jun 22, 2016 315,469 76.8 - - 

Total    449,973 $94.0   
 

(1) Average remaining lease term is based on net rent at the time of acquisition. 
(2) Square footage and cash purchase price are based on the REIT’s interests. 
 
 

2015 Acquisitions: 
                                        

 
                                               
Property 

 
   

Year   
Built 

 
   
 

Segment 

 
   

Date   
Acquired 

 
   

Square 
Feet   

 
Purchase   

Price   
($ Millions) 

   
   

Anchor/Major 
Tenants 

Average 
Remaining 

Lease Term 
(years)(1) 

8401 Memorial Lane, Plano, TX 2008 Multi-family Feb 10, 2015 362,976 $65.8 N/A N/A 

12932 Mallory Circle, Orlando, FL 2004 Multi-family Apr 15, 2015 351,052 61.0 N/A N/A 

12101 Fountainbrook Blvd., Orlando, FL 2000 Multi-family Apr 21, 2015 379,600 65.5 N/A N/A 

105 Purcellville Gateway Dr., Purcellville, VA(2) 2012 ECHO May 15, 2015 29,708 15.5 Harris Teeter(3) 12.3 

2800 Artic Ave., Virginia Beach, VA(2) 1998 ECHO July 7, 2015  16,844  4.6 Harris Teeter(3) 15.2 

2012 S. Croatan Hwy., Kill Devil Hills, NC(2) 2006 ECHO July 7, 2015  17,985  3.1 Harris Teeter(3) 17.2 

5119 Washington Rd., Evans, GA(2)   2009 ECHO July 15, 2015  27,813  9.1 Publix 9.4 

118 Argus Lane, Mooresville, NC(2) 2007 ECHO July 15, 2015  26,798  7.4 Harris Teeter(3) 6.8 

5920 Carolina Beach Rd., Wilmington, NC(2) 2007 ECHO July 15, 2015  25,558  5.5 Harris Teeter(3) 7.7 

5810 Highland Shoppes Dr., Charlotte, NC(2) 2000 ECHO July 15, 2015  22,331  6.9 Harris Teeter(3) 4.0 

6990 Pendleton Pike, Indianapolis, IN(2)  - ECHO-Land July 17, 2015 - 0.5 - - 

SEC Rockville Rd. & Country Club Rd., Indianapolis, IN(2) - ECHO-Land July 17, 2015 - 0.5 - - 

1251 N. Toledo Blade Blvd., North Port FL(2) 2007 ECHO July 28, 2015  24,108  8.7 Publix 8.8 

2338 E. Irlo Bronson Memorial Hwy., Kissimmee, FL(2) 2012 ECHO July 28, 2015 22,024  8.7 Publix 11.2 

10383 E. US Hwy 40, Plainfield, IN(2)  - ECHO-Land Aug 26, 2015 - 0.8 - - 

4927 East 146th St., Carmel, IN(2) - ECHO-Land Sept 28, 2015 - 0.6 - - 

1801 Warner Ranch Rd., Round Rock, TX 2001 Multi-family Oct 8, 2015 337,838 61.5 N/A N/A 

7756 Reynolds Rd., Mentor, OH(2) - ECHO-Dev. Oct 19, 2015 - 1.0 - - 

3351 Center Rd., Brunswick, OH(2) - ECHO-Dev. Oct 23, 2015 2,056 0.6 - - 

325 Murray Farm Rd., Fairview, TX 2008 Multi-family Oct 28, 2015 278,146 57.4 N/A N/A 

125 & 175 Fountain Crt., Fairview, TX 2008 Multi-family Oct 28, 2015 104,908 19.1 N/A N/A 

Total    2,029,745 $403.8   
 

(1) Average remaining lease term is based on net rent at the time of acquisition. 
(2) Square feet and cash purchase price are based on the REIT’s interests. 
(3) Part of the Kroger group of companies. 

 



H&R REIT AND H&R FINANCE TRUST - MD&A – JUNE 30, 2016 

 

Page 14 of 40 

2016 Dispositions:  
                                                                                        
 
Property 

 
  

Segment 

 
Date   
Sold 

 
Square   

Feet   

Selling   
Price   

($ Millions) 

Ownership   
Interest   

Sold 

2800 Skymark Ave., Mississauga, ON Office Q1 & Q2 2016 13,688 $1.8 100% 

1929 N.E. Pine Island Rd., Cape Coral, FL H&R Retail Mar 28, 2016 119,598 24.1 100% 

733 Pleasant Hill Rd., Lilburn, GA H&R Retail Mar 30, 2016 132,847 6.0 100% 

1 Moyal Ct., Vaughan, ON(1) Industrial Apr 7, 2016 26,396 3.0 50% 

150 New Jersey State Hwy Route 73, Voorhees, NJ H&R Retail Apr 11, 2016 115,396 24.8 100% 

3712 Call Field Rd., Wichita Falls, TX H&R Retail May 19, 2016 108,178 14.7 100% 

Scotia Plaza, Toronto, ON(1)  Office Jun 30, 2016 743,812 438.3 33.3% 

Total   1,259,915 $512.7  
 

(1) Square feet and gross proceeds are based on the ownership interest disposed. 
 
2015 Dispositions: 
                                                                                        
                                                                                                           
Property     

 
 

Segment 

 
Date   
Sold 

 
Square   

Feet   

Selling   
Price   

($ Millions) 

Ownership   
Interest   

Sold 

1400 Church St., Pickering, ON Industrial Jan 29, 2015 716,261 $70.2 100% 

2800 Skymark Ave., Mississauga, ON Office Q1 and Q2 2015 11,098 5.3 100% 

Industrial Portfolio - Tranche 2(1)(2)   Industrial Mar 24, 2015 3,497,440 239.6 49.5%-50% 

6315 Kenway Dr., Mississauga, ON(1) Industrial April 13, 2015 34,339 3.7 50% 

75 Graham Rd., Cuyahoga Falls, OH(1) ECHO April 17, 2015 25,048 1.3 33.6% 

1 Kenview Blvd., Brampton, ON Office May 28, 2015 74,338 6.3 100% 

44285 Ice Rink Plaza, Ashburn, VA H&R Retail June 25, 2015 13,815 10.5 100% 

46651 Algonkian Pkwy., Sterling, VA H&R Retail June 25, 2015 16,838 12.3 100% 

4527 Losee Rd., Las Vegas, NV Industrial June 26, 2015 50,659 5.5 100% 

17887 South Park Ctr., Strongsville, OH(1) ECHO July 7, 2015 24,742 1.8 33.6% 

14111-14300 Entertainment Blvd. & 14140 Triangle Rd., Richmond, BC H&R Retail Sept 1, 2015 314,033 103.0 100% 

360 Spinnaker Way, Vaughan, ON(1) Industrial Oct 9, 2015 31,429 5.3 75% 

5635 South Ave., Youngstown, OH(1) ECHO Oct 16, 2015 24,387 0.2 33.6% 

7900 Airport Rd., Brampton, ON(3) Development Dec 3, 2015 - 10.3 100% 

11 Kenview Blvd., Brampton, ON(1) Industrial Dec 8, 2015 72,118 5.9 50% 

Total        4,906,545 $481.2  
 

(1) Square feet and gross proceeds are based on the ownership interest disposed. 
(2) The REIT retained an ownership interest of 50%-50.5% in these properties. 
(3) Part of Block 2, Plan 43M-1939, designated as Parts 9-11, Plan 43R-35791 which consisted of approximately 11.8 acres of land. 
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Investment Properties by Segment and Region: 
 
The following tables disclose the fair values of the Trusts’ interests in investment properties by operating and geographic segment, excluding 
assets held for sale: 
 

                                                                                                                                                        
Segment (millions) 

Fair Value   
June 30, 2016(1) 

Fair Value   
December 31, 2015(1)   

Office $6,618 $7,043 

Primaris 3,203 3,205 

H&R Retail 1,490 1,621 

ECHO 711 734 

Industrial 1,079 1,062 

Lantower Residential 473 423 

Total portfolio $13,574 $14,088 

 

(1) Please refer to note 3 of the Trusts’ Financial Statements for the assumptions and methods used in measuring the fair value of the portfolio. 
 

                                                                                                                                               
Region (millions) 

Fair Value   
June 30, 2016(1) 

Fair Value   
December 31, 2015(1) 

Ontario $4,236 $4,649 

Alberta 3,780 3,916 

Other 1,437 1,432 

Canada 9,453 9,997 

United States 4,121 4,091 

Total portfolio $13,574 $14,088 

 
(1) Please refer to note 3 of the Trusts’ Financial Statements for the assumptions and methods used in measuring the fair value of the portfolio. 
 
The Trusts have utilized the following weighted average overall capitalization rates in estimating the fair value of the investment properties: 
 

 June 30, 2016 
                                     

Weighted Average Overall Capitalization Rates 
 

Office 
 

Primaris 
 

H&R Retail 
 

ECHO 
 

Industrial 
 

Residential 
 

Total 

Canada 6.07% 5.48% 6.71% - 6.65% - 5.95% 

United States 5.48% - 7.33% 6.60% 6.94% 5.95% 6.27% 
 
 

 December 31, 2015 
                                       

Weighted Average Overall Capitalization Rates 
 

Office 
 

Primaris 
 

H&R Retail 
 

ECHO 
 

Industrial 
 

Residential 
 

Total 

Canada 5.96% 5.56% 6.76% - 6.79% - 5.94% 

United States    6.34% - 7.36% 6.86% 6.84% 5.82% 6.68% 
 
The weighted average capitalization rates as at June 30, 2016 are calculated based on stabilized property operating income for the three months 
ended June 30, 2016 (December 31, 2015 - based on the three months ended December 31, 2015).   
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Properties under Development  
 
Long Island City Project  
 
In June 2014, the REIT purchased a 50% interest in the LIC Project.  Tishman Speyer, a U.S. real estate company, is the developer and manager 
of the project. The parcel is zoned for 1.3 million square feet of mixed-used development, potentially accommodating up to approximately 1,871 
luxury residential units and approximately 15,000 square feet of retail space.  The site is located adjacent to the REIT’s Two Gotham Center office 
property. Construction commenced in Q1 2015 with occupancy in the first tower expected to begin in late 2017. The REIT’s share of the total land 
cost was U.S. $55.6 million.  The total project cost of all phases at the 100% level is expected to be approximately U.S. $1.2 billion.  As at June 30, 
2016, the REIT’s investment in the LIC Project was U.S. $242.3 million, of which U.S. $211.8 million was included in properties under development.  
Construction financing for up to U.S. $640.0 million has been secured through a syndicate of lenders.  The REIT has U.S. $18.3 million in remaining 
capital contributions prior to construction financing commencing in 2016.  Approximately 99.3% of total hard costs and 86.9% of total project costs 
have been fixed.  
 
Development of Airport Road Project 
 
In Q1 2016, the REIT entered into two separate 15-year build-to-suit leases for industrial properties to be developed at the Airport Road Business 
Park in Brampton, ON, adjacent to the Unilever project, for Sleep Country Canada and Solutions 2 Go Inc. The total net leasable area for these 
properties will be approximately 341,775 square feet with occupancy of both projects expected to occur in Q2 2017.   
 
ECHO 
 
During the six months ended June 30, 2016, three ECHO properties were transferred from properties under development to investment properties.  
The REIT’s share of the square footage transferred was 69,696 and the value transferred was $51.7 million.  Major tenants at these properties 
include Giant Eagle, Inc. and Safeway Inc.   
 
Assets and Liabilities Classified as Held for Sale 
 
As at June 30, 2016, there were no properties classified as held for sale.  As at December 31, 2015, there was one industrial property with a fair 
value of $3.0 million classified as held for sale.  In April 2016, this asset was sold for $3.0 million. 
 
Other Assets 
 
Accounts Receivable: 
Included in accounts receivable as at June 30, 2016 is $18.9 million relating to a lease settlement from Target as a result of the former tenant 
disclaiming all nine of its leases with Primaris.  These funds were received in July 2016. 
 
Mortgages Receivable: 
Mortgages receivable decreased by $66.2 million from $103.4 million as at December 31, 2015 to $37.2 million as at June 30, 2016 primarily due 
to the repayment of mortgages receivables from CrestPSP in Q2 2016. 
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LIABILITIES AND UNITHOLDERS’ EQUITY 
 

The REIT’s Declaration of Trust limits the indebtedness of the REIT (subject to certain exceptions) to a maximum of 65% of the total assets of the 
REIT.  All ratios and amounts in the table below are non-GAAP measures.  
 

 June 30, 2016 December 31, 2015 

Debt to total assets per the Trusts’ Financial Statements   45.8%(1) 46.2% 

Debt to total assets based on the Trusts’ interests 47.0%(1) 48.4% 

Ratio of non-recourse mortgages as a percentage of total mortgages  54.7% 55.6% 

Ratio of mortgages to fair market value of encumbered Canadian properties   38.3% 41.3% 

Ratio of mortgages to fair market value of encumbered U.S. properties(2)    47.6% 53.1% 

Unencumbered assets(2) (in thousands of Canadian dollars)  $2,148,540 $2,063,794 

Interest coverage ratio     2.96:1 2.84:1 

Weighted average interest rate of outstanding debt(3) 4.4% 4.4% 

Weighted average term to maturity of outstanding debt (in years)(3) 5.0 5.3 
 

(1) After using the proceeds from the sale of Scotia Plaza to repay debt, the Trusts’ debt to total assets per the Trusts’ Financial Statements and the Trusts’ interests was 44.9% and 
46.2%, respectively. 

(2) Excludes ECHO. 
(3) Outstanding debt includes mortgages and the face value of debentures payable. 
 
 
Mortgages Payable 
 
The following table shows the change in the Trusts’ interests in mortgages payable from January 1, 2016 to June 30, 2016: 
  
(in thousands of Canadian dollars) 

Opening balance - January 1, 2016 $5,109,947 

Principal repayments (87,291) 

Mortgages repaid  (152,047) 

New mortgages 110,478 

Mortgages released upon the sale of investment properties (208,948) 

Effective interest rate accretion on mortgages (2,279) 

Foreign exchange difference (124,301) 

Closing balance – June 30, 2016   $4,645,559 
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The following table shows the Trusts’ 5-year mortgage maturity profile as at June 30, 2016: 
 

 
                                                                                       

                                                                                       
MORTGAGES PAYABLE  

Periodic 
Amortized 

Principal   
($000’s) 

  
Principal on 

Maturity   
($000’s) 

   
 

Total Principal   
($000’s) 

 
 

% of Total   
Principal 

 
Weighted 

Average Interest 
Rate on  Maturity 

2016* $82,626 $164,479 $247,105 5.3% 5.6% 

2017 165,721 400,324 566,045 12.2 4.7% 

2018 165,838 147,343 313,181 6.8 4.8% 

2019 178,588 134,648 313,236 6.8 3.6% 

2020 159,058 401,188 560,246 12.1 4.5% 

Thereafter   2,636,637 56.8  
   4,636,450 100%  

Financing costs and mark-to-market adjustments arising on acquisitions(1) 9,109  

Total     $4,645,559   
 

* For the balance of the year. 

(1) Mark-to-market adjustment represents the difference between the actual mortgages assumed on property acquisitions and the fair value of the mortgages at the date of purchase 
and is recognized in finance cost over the life of the applicable mortgage using the effective interest rate method.  Financing costs are deducted from the Trusts’ mortgages payable 
balances and are recognized in finance costs over the life of the applicable mortgage.  

 
The mortgages outstanding as at June 30, 2016 bear interest at a weighted average rate of 4.6% (December 31, 2015 - 4.6%) and mature between 
2016 and 2040.  The weighted average term to maturity of the Trusts’ mortgages is 6.0 years (December 31, 2015 - 6.2 years).  For a further 
discussion of liquidity please see “Funding of Future Commitments”.  For a further discussion of interest rate risk, please see “Risks and 
Uncertainties”.  
 
Debt related to certain Canadian properties is held by separate legal entities, where the rent received from each property is first used to satisfy the 
related debt obligations with any balance then available to satisfy the cash flow requirements of the REIT. 
 
Debentures Payable 
 
Debentures payable decreased by $9.2 million from $1,550.8 million as at December 31, 2015 to $1,541.6 million as at June 30, 2016 primarily 
due to the U.S. $125.0 million Series J Senior Debentures being converted into Canadian dollars at $1.29 for each U.S. $1.00 as at June 30, 2016 
compared to $1.38 for each U.S. $1.00 as at December 31, 2015.  In July 2016, the REIT repaid all of its outstanding Series D Senior Debentures 
upon maturity for a cash payment of $180.0 million. 
 
In Q1 2016, the REIT entered into three interest rate swap agreements to effectively fix the interest rate on the following: (i) $60.0 million floating 
rate Series I Senior Debentures maturing in January 2017 were fixed at 2.54% per annum; (ii) U.S $125.0 million floating rate Series J Senior 
Debentures maturing in February 2018 were fixed at 2.04% per annum; and (iii) $200.0 million floating rate Series K Senior Debentures maturing 
in March 2019 were fixed at 2.36% per annum.  These interest rate swaps are intended to limit the REIT’s interest rate exposure during the 
respective terms and are marked-to-market through net income each reporting period. 
 
The REIT has elected to measure the outstanding convertible debentures at fair value. The REIT uses the quoted prices on the TSX to determine 
the fair value of each series of convertible debentures as permitted under IFRS 13, Fair Value Measurement.  The fluctuation in fair value between 
each period is recorded as a gain (loss) on change in fair value.  
 
Exchangeable Units  
 
Certain of the REIT’s subsidiaries have issued exchangeable units which are puttable instruments where the REIT has a contractual obligation to 
issue Stapled Units to participating vendors upon redemption. These puttable instruments are classified as a liability under IFRS and are measured 
at fair value through net income.   
 
At the end of each period the fair value is determined by using the quoted prices of Stapled Units on the TSX as the exchangeable units are 
exchangeable into Stapled Units at the option of the holder.  The change in fair value for the three months ended June 30, 2016 is based on the 
difference in the quoted price of Stapled Units as at June 30, 2016 - $22.51 and March 31, 2016 - $20.99. The change in fair value for the six 
months ended June 30, 2016 is based on the difference in the quoted price of Stapled Units as at June 30, 2016 - $22.51 and December 31, 2015 



H&R REIT AND H&R FINANCE TRUST - MD&A – JUNE 30, 2016 

 

Page 19 of 40 

- $20.05. The change in fair value for the three months ended June 30, 2015 is based on the difference in the quoted price of Stapled Units as at 
June 30, 2015 - $22.44 and March 31, 2015 - $23.33. The change in fair value for the six months ended June 30, 2015 is based on the difference 
in the quoted price of Stapled Units as at June 30, 2015 - $22.44 and December 31, 2014 - $21.73. 
 
Holders of the exchangeable units are entitled to receive distributions on a per unit amount equal to a per Stapled Unit amount provided to holders 
of Stapled Units.  
 
The following number of exchangeable units are issued and outstanding: 
 
  

Number of 
Exchangeable 

Units 

 
 

Quoted Price of 
Stapled Units 

Amounts per the 
Trusts’ Financial 

Statements 
($000’s) 

As at June 30, 2016 16,663,816 $22.51 $375,103 

As at December 31, 2015 16,663,816 $20.05 $334,110 

 
A subsidiary of the REIT also holds 0.4 million Stapled Units to mirror 0.4 million exchangeable units. Therefore, when these exchangeable units 
are exchanged for Stapled Units, the number of outstanding Stapled Units will only increase by 16.2 million. These 0.4 million exchangeable units 
have been excluded from the weighting of exchangeable units used to calculate FFO and AFFO per unit amounts as they are already included in 
the total Stapled Units outstanding.   
 
Deferred Tax Liability  
 
The REIT has certain subsidiaries in the United States that are subject to tax on their taxable income at a rate of approximately 37%.  The tax 
effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities are presented below: 
 

 June 30,   
2016 

December 31,   
2015 

Deferred tax assets:   

Net operating losses and deferred interest deductions $74.7 $84.9 

Accounts payable and accrued liabilities 1.8 2.1 

Other assets 1.6 0.9 

 78.1 87.9 

Deferred liabilities:   

Investment properties 343.1 254.2 

Equity accounted investments 24.6 23.4 

 367.7 277.6 

Deferred tax liability ($289.6) ($189.7) 
 
The deferred tax liability relating to the investment properties is derived on the basis that the U.S. investment properties will be sold at their current 
fair value.  The tax liability will only be realized upon an actual disposition. 
 
Loan Payable    
 
In February 2016, the REIT repaid the remainder of the loan payable to ECHO for a total cash payment of U.S. $60.8 million.  The amount presented 
on the Trusts’ combined statements of financial position as at December 31, 2015 represents the loan payable amount net of the REIT’s interest 
in the equity accounted investment in ECHO. 
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Unitholders’ Equity  
 

Unitholders’ equity decreased by $103.9 million from $6,824.9 million as at December 31, 2015 to $6,721.0 million as at June 30, 2016.  The 
increase is primarily due to distributions paid to unitholders and other comprehensive income (loss), partially offset by net income and the issuance 
of units under the DRIP. 
 
Other comprehensive income (loss) consists of the unrealized gain on translation of U.S. denominated foreign operations and the transfer of 
realized losses on cash flow hedges to net income.  Fluctuations in other comprehensive income (loss) is primarily due to changes in foreign 
exchange rates. 
 
Normal Course Issuer Bid  
 
On June 4, 2015, the Trusts received approval from the TSX for the renewal of its normal course issuer bid (“NCIB”), allowing the Trusts to purchase 
for cancellation up to a maximum of 5.0 million Stapled Units on the open market until the earlier of June 8, 2016 or the date on which the Trusts 
have purchased the maximum number of Stapled Units permitted under the NCIB.  During the three months ended June 30, 2016, the Trusts 
purchased and cancelled nil Stapled Units.  During the six months ended June 30, 2016, the Trusts purchased and cancelled 141,800 Stapled 
Units at a weighted average price of $19.28 per unit, for a total cost of approximately $2.7 million.  During the year ended December 31, 2015, 
under a previous NCIB, the Trusts purchased and cancelled 179,400 Stapled Units at a weighted average price of $21.94 per unit, for a total cost 
of approximately $3.9 million.   
 
On July 8, 2016, the Trusts received approval from the TSX for the renewal of its NCIB, allowing the Trusts to purchase for cancellation up to a 
maximum of 5.0 million Stapled Units on the open market until the earlier of July 13, 2017 or the date on which the Trusts have purchased the 
maximum number of Stapled Units permitted under the NCIB.   
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RESULTS OF OPERATIONS 
 
 Three months ended June 30 

 2016 2015 
                                                                                                    
 
 
(in thousands of Canadian dollars) 

Amounts per 
the Trusts’ 

Financial 
Statements 

 
Equity 

accounted 
investments 

 
 

The Trusts’ 
interests 

Amounts per 
the Trusts’ 

Financial 
Statements 

 
Equity 

accounted 
investments 

 
 

The Trusts’ 
interests 

Property operating income:       

Rentals from investment properties $289,835 $34,055 $323,890 $295,688 $31,544 $327,232 

Property operating costs (94,068) (9,518) (103,586) (95,311) (8,288) (103,599) 

 195,767 24,537 220,304 200,377 23,256 223,633 

Net income (loss) from equity accounted investments  (19,722) 19,970 248 9,493 (9,393) 100 

Other income 18,899 - 18,899 - - - 

Finance cost - operations (72,718) (6,297) (79,015) (72,823) (5,786) (78,609) 

Finance income 1,694 123 1,817 811 115 926 

Fair value adjustments on financial instruments (31,928) (2,835) (34,763) 16,777 (346) 16,431 

Trust expenses (10,491) (397) (10,888) (481) (158) (639) 

Fair value adjustment on real estate assets 123,319 (49,816) 73,503 (23,803) (7,290) (31,093) 

Gain (loss) on sale of real estate assets 1,118 14,965 16,083 2,928 (197) 2,731 

Loss on foreign exchange (2,239) - (2,239) (4,493) - (4,493) 

Transaction costs - - - - - - 

Net income before income taxes 203,699 250 203,949 128,786 201 128,987 

Income tax expense   (99,620) (42) (99,662) (9,232) (69) (9,301) 

Net income attributable to the Trusts’ unitholders 104,079 208 104,287 119,554 132 119,686 

Non-controlling interest - (208) (208) - (132) (132) 

Net income 104,079 - 104,079 119,554 - 119,554 

Other comprehensive loss:       

Unrealized loss on translation of U.S. denominated 
foreign operations 

   
(15,699) 

   
- 

   
(15,699) 

   
(16,567) 

   
- 

   
(16,567) 

Transfer of realized loss on cash flow hedges to net 
income 

   
7 

   
- 

   
7 

   
8 

   
- 

   
8 

 (15,692) - (15,692) (16,559) - (16,559) 

Total comprehensive income all attributable to unitholders $88,387 $          - $88,387 $102,995 $          - $102,995 
 
“The Trusts’ interests” is a non-GAAP measure which includes amounts per the Trusts’ Financial Statements and the Trusts’ proportionate share 
of equity accounted investments. 
 
The increase in net income before income taxes for the three months ended June 30, 2016 as compared to the three months ended June 30, 2015 
is primarily due to the fair value adjustment on real estate assets and other income, partially offset by fair value adjustments on financial instruments.   
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RESULTS OF OPERATIONS 
 
 Six months ended June 30 

 2016 2015 
                                                                                                    
 
 
(in thousands of Canadian dollars) 

Amounts per 
the Trusts’ 

Financial 
Statements 

 
Equity 

accounted 
investments 

 
 

The Trusts’ 
interests 

Amounts per 
the Trusts’ 

Financial 
Statements 

 
Equity 

accounted 
investments 

 
 

The Trusts’ 
interests 

Property operating income:       

Rentals from investment properties $593,253 $70,225 $663,478 $595,023 $60,735 $655,758 

Property operating costs (229,607) (25,496) (255,103) (224,399) (21,223) (245,622) 

 363,646 44,729 408,375 370,624 39,512 410,136 

Net income (loss) from equity accounted investments  (38,593) 38,912 319 18,974 (18,798) 176 

Other income 18,899 - 18,899 - - - 

Finance cost - operations (146,482) (13,220) (159,702) (147,271) (11,342) (158,613) 

Finance income 2,936 267 3,203 1,559 182 1,741 

Fair value adjustments on financial instruments (48,353) (12,048) (60,401) (11,601) (1,018) (12,619) 

Trust expenses (16,899) (818) (17,717) (7,839) (286) (8,125) 

Fair value adjustment on real estate assets 149,599 (72,527) 77,072 (7,699) (8,061) (15,760) 

Gain (loss) on sale of real estate assets (686) 14,965 14,279 (4,335) (207) (4,542) 

Gain (loss) on foreign exchange (20,121) - (20,121) 20,200 - 20,200 

Transaction costs (13,483) - (13,483) - - - 

Net income before income taxes 250,463 260 250,723 232,612 (18) 232,594 

Income tax expense   (116,199) (107) (116,306) (18,959) (92) (19,051) 

Net income attributable to the Trusts’ unitholders 134,264 153 134,417 213,653 (110) 213,543 

Non-controlling interest - (153) (153) - 110 110 

Net income 134,264 - 134,264 213,653 - 213,653 

Other comprehensive income (loss):       

Unrealized gain (loss) on translation of U.S. 
denominated foreign operations 

   
(104,686) 

   
- 

   
(104,686) 

   
88,695 

   
- 

   
88,695 

Transfer of realized loss on cash flow hedges to net 
income 

   
15 

   
- 

   
15 

   
16 

   
- 

   
16 

 (104,671) - (104,671) 88,711 - 88,711 

Total comprehensive income all attributable to unitholders $29,593 $          - $29,593 $302,364 $          - $302,364 
 
“The Trusts’ interests” is a non-GAAP measure which includes amounts per the Trusts’ Financial Statements and the Trusts’ proportionate share 
of equity accounted investments. 
 
The increase in net income before income taxes for the six months ended June 30, 2016 as compared to the six months ended June 30, 2015 is 
primarily due to the fair value adjustment on real estate assets and other income, partially offset by fair value adjustments on financial 
instruments and the gain (loss) on foreign exchange.    
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PROPERTY OPERATING INCOME 
 

Property operating income consists of rentals from investment properties (“rentals”) less property operating costs.  Rentals include all amounts 
earned from tenants related to lease agreements, including basic rent, parking income, operating costs and realty tax recoveries.  Property operating 
costs primarily consist of realty taxes, maintenance and utilities.  Maintenance includes costs relating to items such as cleaning, interior and exterior 
building repairs and maintenance, elevator, HVAC, security and wages and benefits.  Adjusted property operating income adjusts property operating 
income to exclude realty taxes accounted for under IFRIC 21.  “Same-asset” refers to those properties owned by the REIT for the 18-month period 
ended June 30, 2016.  “Transactions” refers to property operating income earned related to properties acquired, disposed of and transferred from 
properties under development to investment properties. 

 Three months ended June 30, 2016 Three months ended June 30, 2015 

                                                                                       
(in thousands of Canadian dollars) 

   
Same-Asset 

   
Transactions 

The Trusts’ 
interests 

   
Same-Asset 

   
Transactions 

The Trusts’ 
interests 

Rentals $299,861 $23,059 $322,920 $298,767 $23,108 $321,875 

Percentage rent 707 3 710 705 13 718 

Straight-lining of contractual rent 7 253 260 4,493 146 4,639 

Total rentals 300,575 23,315 323,890 303,965 23,267 327,232 

Property operating costs (94,603) (8,983) (103,586) (95,915) (7,684) (103,599) 

Property operating income 205,972 14,332 220,304 208,050 15,583 223,633 

Realty taxes in accordance with IFRIC 21 (9,591) (1,393) (10,984) (8,336) (25) (8,361) 

Adjusted property operating income $196,381 $12,939 $209,320 $199,714 $15,558 $215,272 

Adjusted property operating income (cash basis) $196,374 $12,686 $209,060 $195,221 $15,412 $210,633 
 

Adjusted property operating income from Transactions decreased by $2.6 million for the three months ended June 30, 2016 compared to the three 
months ended June 30, 2015. For a list of properties purchased and sold in 2016 & 2015, please refer to pages 13 & 14 of this MD&A. 
 
Adjusted same-asset property operating income decreased by $3.3 million for the three months ended June 30, 2016 compared to the three months 
ended June 30, 2015 primarily due to a one-time adjustment to the straight-lining of contractual rent of $2.5 million and lower adjusted same-asset 
property operating income from the Primaris segment. This was partially offset by the strengthening of the U.S. dollar compared to the Canadian 
dollar.  Included in adjusted same-asset property operating income for the three months ended June 30, 2016 and 2015 were lease termination 
payments of $0.6 million and $0.2 million, respectively. 

 Six months ended June 30, 2016 Six months ended June 30, 2015 

                                                                                       
(in thousands of Canadian dollars) 

   
Same-Asset 

   
Transactions 

The Trusts’ 
interests 

   
Same-Asset 

   
Transactions 

The Trusts’ 
interests 

Rentals $605,927 $52,390 $658,317 $597,872 $46,502 $644,374 

Percentage rent 1,446 10 1,456 1,528 27 1,555 

Straight-lining of contractual rent 3,266 439 3,705 9,292 537 9,829 

Total rentals 610,639 52,839 663,478 608,692 47,066 655,758 

Property operating costs (229,325) (25,778) (255,103) (227,807) (17,815) (245,622) 

Property operating income 381,314 27,061 408,375 380,885 29,251 410,136 

Realty taxes in accordance with IFRIC 21 17,651 4,057 21,708 18,411 2,111 20,522 

Adjusted property operating income $398,965 $31,118 $430,083 $399,296 $31,362 $430,658 

Adjusted property operating income (cash basis) $395,699 $30,679 $426,378 $390,004 $30,825 $420,829 
 
Adjusted property operating income from Transactions decreased by $0.2 million for the six months ended June 30, 2016 compared to the six 
months ended June 30, 2015. For a list of properties purchased and sold in 2016 & 2015, please refer to pages 13 & 14 of this MD&A. 
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Adjusted same-asset property operating income decreased by $0.3 million for the six months ended June 30, 2016 compared to the six months 
ended June 30, 2015 primarily due to a one-time adjustment to the straight-lining of contractual rent of $2.5 million and lower adjusted same-asset 
property operating income from the Primaris segment. This was partially offset by the strengthening of the U.S. dollar compared to the Canadian 
dollar.  Included in adjusted same-asset property operating income for the six months ended June 30, 2016 and 2015 were lease termination 
payments of $1.3 million and $0.9 million, respectively 
 
Refer to the “Segmented Information” section of this MD&A for further details on property operating income. 
 
SEGMENTED INFORMATION  

 
Geographic Segments:  
 
The Trusts have two geographic segments: Canada and the United States. Property operations for both Canada and the United States share the 
same investment and operating policies as described above in the “Operating Segments” section of this MD&A.  The Trusts have provided additional 
disclosure for Ontario and Alberta but does not view these individual provinces as separate segments. 
 

 Adjusted same-asset property operating income Occupancy (same asset) 

 Three months ended June 30 Six months ended June 30 As at June 30 

(in thousands of Canadian dollars) 2016 2015 2016 2015 2016 2015 

Ontario $63,673 $64,620 $126,024 $128,826 96.2% 95.5% 

Alberta 53,970 58,351 111,784 117,347 91.1% 93.5% 

Other Canada 21,150 20,902 41,518 41,759 95.3% 95.4% 

Total – Canada 138,793 143,873 279,326 287,932 94.4% 94.9% 

United States 57,588 55,841 119,639 111,364 98.3% 99.0% 

The Trusts' interests $196,381 $199,714 $398,965 $399,296 95.6% 96.1% 
 
Adjusted same-asset property operating income from the Canadian segment decreased by $5.1 million and $8.6 million respectively, for the three 
and six months ended June 30, 2016 compared to the respective 2015 periods primarily due to the following: (i) a one-time adjustment to the 
straight-lining of contractual rent of $2.5 million in Alberta, and (ii) the Primaris segment which had lower occupancy and was impacted by Target 
disclaiming their leases whereby rent ceased being received in Q2 2015. 
 
Adjusted same-asset adjusted property operating income from the U.S. geographic segment increased by $1.7 million and $8.3 million, respectively, 
for the three and six months ended June 30, 2016 compared to the respective 2015 periods primarily due to the strengthening of the U.S. dollar 
compared to the Canadian dollar.  The average exchange rate for the three months ended June 30, 2016 was Canadian $1.29 for each U.S. $1.00 
(Q2 2015 - $1.24).  The average exchange rate for the six months ended June 30, 2015 was Canadian $1.33 for each U.S. $1.00 (June 30, 2015 
- $1.24). Due to the fluctuation of the foreign exchange rate, the Trusts have provided the table below to disclose the United States segment in 
U.S. dollars. 
 

 
 Adjusted same-asset property operating income Occupancy (same asset) 

United States: Three months ended June 30 Six months ended June 30 As at June 30 

(in thousands of U.S. dollars) 2016 2015 2016 2015 2016 2015 

Office (1) $18,780 $19,009 $38,253 $37,931 100.0% 100.0% 

H&R Retail 14,678 14,497 29,396 29,225 99.1% 99.0% 

ECHO     7,381 7,685 14,576 15,308 94.3% 98.2% 

Industrial 2,972 2,882 5,939 5,808 100.0% 100.0% 

Lantower Residential 851 960 1,790 1,538 95.3% 94.4% 

U.S. total in U.S. dollars $44,662 $45,033 $89,954 $89,810 98.3% 99.0% 
 
(1) Property operating income relating to corporate entities has been included in the Office segment with the exception of Primaris and ECHO, which have been reported in their 

specific segment. 
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Operating Segments: 
 
The REIT’s strategy to mitigate risk is diversification both by asset class and geographic location. The REIT invests in four real estate asset classes 
which management views as comprising six separate operating segments.  The REIT invests in office, retail, industrial and residential properties 
both in Canada and the United States.  The REIT’s retail asset class is further viewed by management as being comprised of three different 
operating segments: (i) enclosed shopping centres and multi-tenant retail plazas throughout Canada managed by Primaris; (ii) other retail properties 
throughout Canada and the United States managed by HRRMSLP (“H&R Retail”), and (iii) the REIT’s 33.6% interest in ECHO, a privately held real 
estate and development company which focuses on developing and owning a core portfolio of grocery anchored shopping centres in the United 
States.  The REIT’s residential segment operates as Lantower Residential, and focuses on acquiring multi-family properties in the United States.  
The REIT therefore has six operating segments and management assesses the results of these operations separately.  Management measures 
the performance of the REIT’s real estate assets on the basis of property operating income, and, specifically, same-asset property operating income 
which highlights period-over-period changes in rental rates, occupancy, percentage rent and sundry income.  Further disclosure of segmented 
information by operating segment can be found in the Trusts’ Financial Statements. 
 

 Adjusted same-asset property operating income Occupancy (same asset) 

 Three months ended June 30 Six months ended June 30 As at June 30 

(in thousands of Canadian dollars) 2016 2015 2016 2015 2016 2015 

Office (1) $100,471 $101,703 $205,380 $202,891 97.2% 97.9% 

Primaris 41,850 44,949 83,717 90,194 86.3% 87.4% 

H&R Retail 26,016 25,000 53,152 50,348 98.6% 98.7% 

ECHO 9,528 9,530 19,386 18,982 94.3% 98.2% 

Industrial 17,422 17,342 34,949 34,974 99.2% 98.5% 

Lantower Residential 1,094 1,190 2,381 1,907 95.3% 94.4% 

The Trusts' interests $196,381 $199,714 $398,965 $399,296 95.6% 96.1% 
 

(1) Property operating income relating to corporate entities has been included in the Office segment with the exception of Primaris and ECHO, which have been reported in their 
specific segment. 

 
Included in adjusted same-asset property operating income from the Office segment for the three and six months ended June 30, 2016 is a one-
time adjustment to the straight-lining of contractual rent of ($2.5 million). Excluding this adjustment, adjusted same-asset property operating income 
from the Office segment increased by $1.3 million and $5.0 million respectively, for the three and six months ended June 30, 2016 compared to 
the respective 2015 periods primarily due to increases of $0.9 million and $3.5 million, respectively, as a result of the strengthening of the U.S. 
dollar compared to the Canadian dollar. 
 
Adjusted same-asset property operating income from the Primaris segment decreased by $3.1 million and $6.5 million, respectively, for the three 
and six months ended June 30, 2016 compared to the respective 2015 periods primarily due to Target disclaiming their leases, vacating and 
ceasing rental payments in Q2 2015 and one-time sundry income items of $0.8 million received in Q2 2015. 
 
Adjusted same-asset adjusted property operating income from the H&R Retail segment increased by $1.0 million and $2.8 million, respectively, for 
the three and six months ended June 30, 2016 compared to the respective 2015 periods primarily due to increases of $0.8 million and $2.7 million, 
respectively, as a result of the strengthening of the U.S. dollar compared to the Canadian dollar.   
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For the 16 enclosed shopping centres within the Primaris segment, sales per square foot, on a same-tenant basis, for Commercial Retail Units 
(“CRU”) have increased to $537 per square foot for the rolling twelve months ended May 31, 2016 from $523 in the comparative period.  For the 
same 16 properties within the Primaris segment, all store sales increased by 1.7%.  These figures only include enclosed shopping centres owned 
by Primaris for the entire rolling 24-month period ending May 31, 2016. 
  

 All Store Sales Same Store Sales 

 (in thousands of Canadian dollars) (per square foot) 

 Rolling 12 month ended May 31 Rolling 12 month ended May 31 

 2016 2015 % Change 2016 2015 % Change 

Cataraqui Town Centre $87,902 $86,081 2.1% $494 $459 7.6% 

Dufferin Mall 110,151 99,139 11.1 609 574 6.1 

Grant Park(1) 25,575 25,680 (0.4) 477 471 1.3 

McAllister Place(1) 57,307 53,553 7.0 509 465 9.5 

Medicine Hat Mall 60,688 63,162 (3.9) 501 526 (4.8) 

Northland Village 30,098 34,692 (13.2) 511 543 (5.9) 

Orchard Park Shopping Centre 163,314 153,162 6.6 669 629 6.4 

Park Place 88,324 85,416 3.4 590 572 3.1 

Peter Pond Mall(2) - - - - - - 

Place d’Orleans(1) 96,898 96,279 0.6 441 430 2.6 

Place du Royaume 105,390 106,199 (0.8) 406 409 (0.7) 

Regent Mall(1) 81,393 74,578 9.1 587 540 8.7 

Sherwood Park Mall 51,792 54,966 (5.8) 501 536 (6.5) 

St. Albert(3) 30,849 34,749 (11.2) 511 532 (3.9) 

Stone Road 110,211 109,081 1.0 620 608 2.0 

Sunridge 106,665 109,267 (2.4) 527 532 (0.9) 

Total(4) $1,206,557 $1,186,004 1.7% $537 $523 2.6% 
 

(1) All store sales and same-store sales have been reported as if Primaris owned 100% of Place d’Orleans, McAllister Place, Grant Park and Regent Mall for the entire rolling 12 
months ended May 31, 2016 and 2015. 

(2) Due to the recent wildfire in Fort McMurray, AB, Peter Pond Mall closed in accordance with a city-wide evacuation order on May 3, 2016.  The mall re-opened on June 1, 2016 
and all stores were re-opened in July 2016.  As a result of this business interruption, the REIT has excluded sales figures for Peter Pond Mall in the above table. 

(3) All store sales were negatively impacted due to a CRU tenant expanding and becoming an anchor tenant in 2015.  Excluding the impact of this one tenant, all store sales would 
have decreased by (4.7%). 

(4) The total same-store sales figures have been presented on a weighted average basis. 
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OTHER INCOME AND EXPENSE ITEMS 
 
The other income and expense items section of this MD&A provides management’s commentary on the Trusts’ Results of Operations for line items 
below net income from equity accounted investments, where there has been a significant change between periods or where a breakdown is needed 
for the reader to recalculate FFO or AFFO. 
 

Other Income  Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Other income $18,899 $         - $18,899 $18,899 $         - $18,899 
 
On January 15, 2015, Target Corporation announced plans to discontinue operating stores in Canada through its subsidiary Target Canada Co. 
(“Target”). Primaris has an interest in nine malls where Target was a tenant: a 50% interest in four of these malls and a 100% interest in the other 
five malls. Three of the leases were guaranteed by Target Corporation, the U.S. parent of Target.  In March 2016, Primaris entered into binding 
agreements with Target and Target Corporation concluding the terms of settlement relating to the leases that were disclaimed pursuant to the 
Companies’ Creditors Arrangement Act.  The binding agreements were approved by the courts in June 2016.  An initial distribution in respect of 
the settlement proceeds, in the amount of $18.9 million was received on July 4, 2016.  
 

Finance Costs Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Finance cost – operations:       

Contractual interest on mortgages payable ($55,836) ($56,573) $737 ($113,962) ($114,516) $554 

Contractual interest on debentures payable   (15,665) (15,967) 302 (31,162) (32,084) 922 

Effective interest rate accretion    746 1,442 (696) 1,972 3,178 (1,206) 

Bank interest and charges           (3,149) (1,887) (1,262) (5,815) (3,943) (1,872) 

Exchangeable unit distributions (5,624) (5,624) - (11,248) (11,248) - 

 (79,528) (78,609) (919) (160,215) (158,613) (1,602) 

Capitalized interest 513 - 513 513 - 513 

 (79,015) (78,609) (406) (159,702) (158,613) (1,089) 

Finance income 1,817 926 891 3,203 1,741 1,462 

Fair value adjustments on financial instruments (34,763) 16,431 (51,194) (60,401) (12,619) (47,782) 

 ($111,961) ($61,252) ($50,709) ($216,900) ($169,491) ($47,409) 
 
The decrease in contractual interest on debentures payable of $0.3 million and $0.9 million for the three and six months ended June 30, 2016 
compared to the respective 2015 periods is primarily due to the repayment of the Series H Senior Debentures in October 2015 offset by the 
issuance of the Series J Senior Debentures in February 2015 and Series K Senior Debentures in July 2015.  The repayment of the Series A Senior 
Debentures in February 2015 further decreased the contractual interest on debentures payable for the six months ended June 30, 2016 compared 
to the respective 2015 period. 
 

Trust Expenses Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Other expenses ($3,272) ($2,520) ($752) ($6,434) ($5,051) ($1,383) 

Unit-based compensation (7,616) 1,881 (9,497) (11,283) (3,074) (8,209) 

Trust expenses ($10,888) ($639) ($10,249) ($17,717) ($8,125) ($9,592) 
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Other expenses are primarily comprised of salaries, professional fees, trustee fees and corporate overhead expenses. Other expenses increased 
by $0.8 million and $1.4 million for the three and six months ended June 30, 2016, respectively, compared to the respective 2015 periods primarily 
due to an increase in salaries, professional fees and corporate expenses relating to Lantower Residential and ECHO. 
 
Unit-based compensation is comprised of the following two compensation plans: the Unit Option Plan and the Incentive Unit Plan.  Both plans are 
considered to be cash-settled under IFRS 2, Share-based Payments and as a result, are measured at each reporting period and settlement date 
at its fair value as defined by IFRS 2 based on the quoted prices of Stapled Units on the TSX.   
 

Fair Value Adjustment on Real Estate Assets      Three months ended June 30     Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Fair value adjustment on real estate assets  $73,503 ($31,093) $104,596 $77,072 ($15,760) $92,832 

 
The REIT records its real estate assets at fair value. Changes in fair value can occur due to changes in the following: (i) market assumptions used 
in the property valuations from quarter to quarter, (ii) realty taxes in accordance with IFRIC 21, (iii) capital and tenant expenditures, (iv) 
redevelopment costs and (v) straight-lining of contractual rent.  The fair value adjustment on real estate assets for the three and six months ended 
June 30, 2016 includes increases in the fair values of Two Gotham Center in Long Island City, NY and Hess Tower in Houston, TX.  Both properties 
are state-of-the-art office properties fully leased on a long-term basis with future contractual rental escalations to investment grade tenants. These 
properties were both purchased in Q4 2011.  In Q2 2016, the REIT obtained appraisals from nationally recognized appraisal firms, which evidenced 
a substantial increase in value for these properties.  Partially offsetting these increases were decreases to the REIT’s Alberta portfolio.  The REIT’s 
Alberta portfolio had an IFRS value of $3.8 billion as at June 30, 2016, a decrease of $340.0 million and $136.0 million from December 31, 2014 
and December 31, 2015, respectively, primarily due to a decrease attributable to the REIT’s Calgary office portfolio. 
 

Gain (Loss) on Sale of Real Estate Assets     Three months ended June 30     Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Gain (loss) on sale of real estate assets  $16,083 $2,731 $13,352 $14,279 ($4,542) $18,821 

 
The gain (loss) on sale of real estate assets of $16.1 million and $14.3 million for the three and six months ended June 30, 2016, respectively, is 
primarily due to a gain on sale of $15.0 million from the sale of the REIT’s 33.3% interest in Scotia Plaza in Q2 2016. 
 
For a list of properties sold in 2016 & 2015, please refer to pages 13 and 14 in this MD&A. 
 

Gain (loss) on Foreign Exchange Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Gain (loss) on foreign exchange ($2,239) ($4,493) $2,254 ($20,121) $20,200 ($40,321) 

 
The amounts in the table above were recorded by Finance Trust due to the translation of the U.S. Holdco Notes into Canadian dollars.  The U.S. 
Holdco Notes are eliminated in the Trusts’ Financial Statements however, the related foreign exchange difference is not eliminated on combination 
as it flows through net income of Finance Trust and other comprehensive income of the REIT as U.S. Holdco is a subsidiary of the REIT and forms 
part of its net investment in the United States.  U.S. Holdco is not a subsidiary of Finance Trust.  The exchange rate as at June 30, 2016 was 
Canadian $1.29 for each U.S. $1.00 (March 31, 2016 - $1.30, December 31, 2015 - $1.38).  The exchange rate as at June 30, 2015 was $1.25 for 
each U.S. $1.00 (March 31, 2015 - $1.27, December 31, 2014 - $1.16). 
 

Transaction Costs Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Transaction costs $     - $     - $     - ($13,483) $     - ($13,483) 

 
On February 18, 2016, the Ontario Ministry of Finance (the “Ministry”) announced retroactive amendments to the regulations under the Land 
Transfer Act (Ontario) that impact the availability of an exemption from Ontario land transfer tax for certain transactions involving trusts (including 
real estate investment trusts) and partnerships. On March 24, 2016, the Ministry announced relieving measures that limited the reassessment 
period to dispositions that occurred on or after February 18, 2012 and provided a voluntary disclosure program (including interest and penalty relief) 
that runs to December 31, 2016.  As a consequence of the amendments in Q1 2016, the REIT recorded a provision for additional land transfer tax.   
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Income Tax Expense  Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Current income taxes ($367) ($184) ($183) ($512) ($1,968) $1,456 

Deferred income taxes (99,295) (9,117) (90,178) (115,794) (17,083) (98,711) 

Total income taxes   ($99,662) ($9,301) ($90,361) ($116,306) ($19,051) ($97,255) 

 
Current income taxes expense of $2.0 million for the six months ended June 30, 2015, includes a minimum income tax expense of $1.1 million 
relating to the sale of U.S. properties sold during 2015.  
 
The REIT is generally subject to tax in Canada under the Tax Act with respect to its taxable income each year, except to the extent such taxable 
income is paid or made payable to unitholders and deducted by the REIT for tax purposes.  The REIT’s current income tax expense is primarily 
due to U.S. state taxes. 
 
The REIT’s deferred income tax expense is recorded in respect of U.S. Holdco and arose due to taxable temporary differences between the tax 
and accounting bases of assets and liabilities net of the benefit of unused tax credits, deferred interest deductions and losses that are available to 
be carried forward to future tax years to the extent that it is probable that the unused tax credits, deferred interest deductions and losses can be 
realized. 
 
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply when the assets are realized or the liabilities are settled, 
based on the tax laws that have been enacted or substantively enacted at the statement of financial position date.  Deferred income tax relating to 
items recognized in equity will also be recognized in equity. 
 
As at June 30, 2016, the REIT had net deferred tax liabilities of $289.6 million (December 31, 2015 - $189.7 million) primarily related to taxable 
temporary differences between the tax and accounting bases of U.S. investment properties. 
 
FUNDS FROM OPERATIONS  
 
FFO is a recognized measure that is widely used by the real estate industry, particularly by those publicly traded entities that own and operate 
investment properties. FFO is a financial measure which should not be considered as an alternative to net income, cash flow from operations, or 
any other operating or liquidity measure prescribed under IFRS. The Trusts present FFO in accordance with the REALpac White Paper on Funds 
from Operations. The use of FFO, combined with the required IFRS presentations, has been included for the purpose of improving the 
understanding of the operating results of the Trusts. FFO provides an operating performance measure that when compared period over period 
reflects the impact on operations of trends in occupancy levels, rental rates, property operating costs, acquisition activities and finance costs, that 
is not immediately apparent from net income determined in accordance with IFRS. 
 
In April 2014, REALpac revised their definition of FFO to add an adjustment for realty taxes in accordance with IFRIC 21 and an adjustment for 
incremental leasing costs of full-time or salaried staff. 
 
Realty taxes in accordance with IFRIC 21: 
 
As a result of the requirements of IFRIC 21 wherein the obligating event that gives rise to the property tax liability (where such property taxes meet 
the definition of a levy in IFRIC 21) does not occur over a period of time, an adjustment is made to FFO to reflect a pro-rata expense over the 
period of ownership. 
 
Incremental leasing costs: 
 
Leasing costs related to full-time or salaried staff, and related internal costs, that can be directly attributed to signed leases and that would otherwise 
be capitalized if incurred from external sources are added back to profit or loss in determining FFO. The purpose of this adjustment is to achieve 
consistency between entities that use internal leasing personnel and those that use external leasing personnel. 
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FFO 
  

 
Three Months Ended June 30 

 
Six Months Ended June 30 

(in thousands of Canadian dollars except per unit amounts) 2016 2015 2016 2015 

Adjusted property operating income per the Trusts' interests $209,320  $215,272  $430,083  $430,658  

Add (deduct) items per the Trusts’ interests:     

Net income from equity accounted investments 248  100  319  176  

Other income 18,899  -  18,899  -  

Finance cost - operations (excluding exchangeable unit distributions) (73,391) (72,985) (148,454) (147,365) 

Notional interest capitalization(1) 3,437  1,933  6,681  3,226  

Finance income 1,817  926  3,203  1,741  

Trust expenses (excluding the fair value adjustment to unit-based compensation)  (4,587) (3,612) (9,067) (6,787) 

Current income taxes expense (367) (184) (512) (1,968) 

Non-controlling interest (208) (132) (153) 110  

Incremental leasing costs 1,732  1,510  3,466  2,946  

FFO $156,900  $142,828  $304,465  $282,737  

Add (deduct) items per the Trusts’ Financial Statements:     

Realty taxes in accordance with IFRIC 21 9,511  7,178  (19,007) (18,278) 

FFO adjustments from equity accounted investments (page 34) (39,650) (8,583) (78,992) (14,756) 

Exchangeable unit distributions (5,624) (5,624) (11,248) (11,248) 

Fair value adjustments on real estate assets and financial instruments 91,391  (7,026) 101,246  (19,300) 

Fair value adjustment to unit-based compensation (6,301) 2,973  (8,650) (1,338) 

Gain (loss) on sale of real estate assets 1,118  2,928  (686) (4,335) 

Gain (loss) on foreign exchange (2,239) (4,493) (20,121) 20,200  

Transaction costs -  -  (13,483) -  

Deferred income tax expense (99,295) (9,117) (115,794) (17,083) 

Incremental leasing costs (1,732) (1,510) (3,466) (2,946) 

Net income per the Trusts' Financial Statements $104,079  $119,554  $134,264  $213,653  

 
(1) Represents an adjustment to add general or indirect interest incurred in respect of properties under development held in and through equity accounted investments. 
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FFO 
(per the Trusts’ interests) Three Months Ended June 30 Six Months Ended June 30 

(in thousands of Canadian dollars except per unit amounts) 2016 2015 2016 2015 

Funds from operations $156,900 $142,828 $304,465 $282,737 

Weighted average number of Stapled Units (in thousands of Stapled Units adjusted 
for conversion of exchangeable Stapled Units)(1) 

   
297,701 

   
292,321  

   
297,002 

   
291,761  

Diluted weighted average number of Stapled Units (in thousands of Stapled Units) 
for the calculation of FFO(1)(2)(3)(4) 

   
309,227 

   
302,997  

   
308,324 

   
302,511  

FFO per Stapled Unit (basic – adjusted for conversion of exchangeable units) $0.53 $0.49  $1.03 $0.97  

FFO per Stapled Unit (diluted)  $0.52 $0.48  $1.01 $0.96 

Distributions per Stapled Unit $0.34 $0.34  $0.68 $0.68  

Payout ratio per Stapled Unit as a % of FFO 64.2% 69.4%  66.0% 70.1%  

 
(1) For the three and six months ended June 30, 2016 and 2015, respectively, included in the weighted average and diluted weighted average number of Stapled Units are 

exchangeable units of 16,230,642. 
 

(2) For the three months ended June 30, 2016 and 2015, 1,358,965 Stapled Units and 508,696 Stapled Units, respectively, are included in the determination of diluted FFO with 
respect to the REIT’s Unit Option Plan and Incentive Unit Plan.  For the six months ended June 30, 2016 and 2015, 1,154,898 Stapled Units and 583,297 Stapled Units, respectively 
are included in the determination of diluted FFO with respect to the REIT’s Unit Option Plan and Incentive Unit Plan. 

 
(3) The 2016, 2018 and 2020 convertible debentures are dilutive for the three months ended June 30, 2016 and 2015.  Therefore, debenture interest of $3.3 million and $3.3 million, 

respectively, is added to FFO and 10,167,133 Stapled Units and 10,167,322 Stapled Units, respectively, are included in the diluted weighted average number of Stapled Units 
outstanding for these periods. 

 
(4) The 2016, 2018 and 2020 convertible debentures are dilutive for the six months ended June 30, 2016 and June 30, 2015.  Therefore, debenture interest of $6.6 million and $6.6 

million, respectively, is added to FFO and 10,167,133 Stapled Units and 10,167,328 Stapled Units, respectively, are included in the diluted weighted average number of Stapled 
Units outstanding for these periods.  

 
Included in FFO are the following non-recurring items which can be a source of significant variances between periods: 
 Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Lease termination payments(1) $477 $2,175 ($1,698) $5,335 $2,950 $2,385 

Adjustment to straight-lining of contractual rent (2,535) - (2,535) (2,535) - (2,535) 

Other income 18,899 - 18,899 18,899 - 18,899 

Current income taxes(2) - - - -   (1,087) 1,087 

 $16,841 $2,175 $14,666 $21,699 $1,863 $19,836 
 

(1) Includes amounts relating to the Trusts’ interests. 
(2) Includes minimum income tax payable relating to the sale of U.S. properties. 
 
Excluding the above non-recurring items, FFO would have been $140.1 million for the three months ended June 30, 2016 (Q2 2015 - $140.7 million) 
and $0.47 per basic Stapled Unit (Q2 2015 - $0.48 per basic Stapled Unit).  For the six months ended June 30, 2016, FFO would have been $282.8 
million (Q2 2015 - $280.9 million) and $0.95 per basic Stapled Unit (Q2 2015 - $0.96 per basic Stapled Unit). 
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ADJUSTED FUNDS FROM OPERATIONS 
 
In calculating AFFO, the Trusts adjust FFO for costs incurred relating to leasing and capital expenditures, straight-line rent in excess of contractual 
rent paid by tenants and non-cash expenses such as amortization. Although capital and tenant expenditures can vary from quarter to quarter due 
to tenant turnovers, vacancies and the age of a property, the Trusts have elected to deduct actual capital and tenant expenditures spent and 
capitalized in the period instead of deducting a normalized amount based on historical activity. This differs from others in the industry as many 
entities are deducting a normalized amount of capital and tenant expenditures in their AFFO calculation.  Capital expenditures excluded and not 
deducted in the calculation of AFFO relate to capital expenditures which generate a new investment stream, such as the construction of a new 
retail pad during property expansion or intensification, development activities or acquisition activities. AFFO is a supplemental measure that is used 
in the real estate industry to assess the sustainability of cash distributions. 
 
AFFO is a financial measure not defined under IFRS.  AFFO should not be considered as an alternative to net income, cash provided by operations 
or any other IFRS measure.  There is no common industry definition or methodology for the calculation of AFFO. Furthermore, some entities 
present AFFO as a modified earnings measure and not as a cash measure as presented herein. 
 

 Three Months Ended June 30 Six Months Ended June 30 

(in thousands of Canadian dollars except per unit amounts) 2016 2015 2016 2015 

FFO  $156,900 $142,828  $304,465 $282,737  

Add (deduct) items per the Trusts’ interests:     

Straight-lining of contractual rent (260) (4,639) (3,705) (9,829) 

Rent amortization of tenant inducements 1,001 785  1,971 1,572  

Effective interest rate accretion (746) (1,442) (1,972) (3,178) 

Unit-based compensation 1,315 1,092  2,633 1,736  

Capital expenditures    (19,415) (12,748) (30,318) (22,756) 

Tenant expenditures   (7,288) (7,649) (18,005) (20,859) 

Incremental leasing costs  (1,732) (1,510) (3,466) (2,946) 

AFFO $129,775 $116,717  $251,603 $226,477  

Weighted average number of Stapled Units (in thousands of Stapled Units 
adjusted for conversion of exchangeable Stapled Units(1) 

   
297,701 

   
292,321  

   
297,002 

   
291,761  

Diluted weighted average number of Stapled Units (in thousands of Stapled 
Units) for the calculation of AFFO(1)(2)(3)(4) 

   
309,227 

   
302,997  

   
308,324 

   
302,511  

AFFO per Stapled Unit (basic - adjusted for conversion of exchangeable 
units) 

   
$0.44 

   
$0.40  

   
$0.85 

   
$0.78  

AFFO per Stapled Unit (diluted)   $0.43 $0.40  $0.84 $0.77  

 
(1) For the three and six months ended June 30, 2016 and 2015, respectively, included in the weighted average and diluted weighted average number of Stapled Units are 

exchangeable units of 16,230,642. 
 

(2) For the three months ended June 30, 2016 and 2015, 1,358,965 Stapled Units and 508,696 Stapled Units, respectively, are included in the determination of diluted AFFO with 
respect to the REIT’s Unit Option Plan and Incentive Unit Plan. For the six months ended June 30, 2016 and 2015, 1,154,898 Stapled Units and 583,297 Stapled Units, respectively 
are included in the determination of diluted AFFO with respect to the REIT’s Unit Option Plan and Incentive Unit Plan. 

 
(3) The 2016, 2018 and 2020 convertible debentures are dilutive for the three months ended June 30, 2016 and 2015.  Therefore, debenture interest of $3.3 million and $3.3 million, 

respectively, is added to AFFO and 10,167,133 Stapled Units and 10,167,322 Stapled Units, respectively, are included in the diluted weighted average number of Stapled Units 
outstanding for these periods. 

 
(4) The 2016, 2018 and 2020 convertible debentures are dilutive for the six months ended June 30, 2016 and 2015.  Therefore, debenture interest of $6.6 million and $6.6 million, 

respectively, is added to AFFO and 10,167,133 Stapled Units and 10,167,328 Stapled Units, respectively, are included in the diluted weighted average number of Stapled Units 
outstanding for these periods.  
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Included in AFFO are the following items which can be a source of significant variances between periods: 

 Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Additional current year capital expenditure recoveries net of capital 
expenditures(1)  

   
$662 

   
$230 

   
$432 

   
$1,269 

   
$659 

   
$610 

Lease termination payments(1) 477 2,175 (1,698) 5,335 2,950 2,385 

Other income 18,899 - 18,899 18,899 - 18,899 

Current income taxes(2) - - - - (1,087) 1,087 

Capital expenditures(1) (19,415) (12,748) (6,667) (30,318) (22,756) (7,562) 

Tenant expenditures(1) (7,288) (7,649) 361 (18,005) (20,859) 2,854 

 ($6,665) ($17,992) $11,327 ($22,820) ($41,093) $18,273 
 
(1) Includes amounts relating to the Trusts’ interests.   
(2) Includes minimum income tax payable relating to the sale of U.S. properties. 
 
Excluding the above items, AFFO would have been $136.4 million for the three months ended June 30, 2016 (Q2 2015 - $134.7 million) and $0.46 
per basic Stapled Unit (Q2 2015 - $0.46 per basic Stapled Unit).  For the six months ended June 30, 2016, AFFO would have been $274.4 million 
(June 30, 2015 - $267.6 million) and $0.92 per basic Stapled Unit (June 30, 2015 - $0.92 per basic Stapled Unit).    
 
Included in capital and tenant expenditures for the three and six months ended June 30, 2016 is $5.9 million and $9.8 million, respectively, relating 
to Scotia Plaza (Q2 2015 - $2.8 million, June 30, 2015 - $6.6 million). The REIT will not incur any further capital or tenant expenditures for Scotia 
Plaza which was sold on June 30, 2016. 
 
The following is a reconciliation of the Trusts’ AFFO to cash provided by operations per the Trusts’ Financial Statements:  
 

 Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 2016 2015 

AFFO $129,775 $116,717 $251,603 $226,477 

Straight-lining of contractual rent 27 4,374 3,330 9,453 

Other income (18,899) - (18,899) - 

Net (income) loss from equity accounted investments  19,722 (9,493) 38,593 (18,974) 

Finance cost - operations 72,718 72,823 146,482 147,271 

Effective interest rate accretion 587 1,170 1,544 2,677 

Exchangeable unit distributions (5,624) (5,624) (11,248) (11,248) 

Transaction costs - - (13,483) - 

Additions to capital expenditures and tenant expenditures  19,434 17,277 34,126 35,808 

Adjustments for the Trusts’ interests in equity accounted investments (32,447) (5,215) (64,861) (6,653) 

Change in other non-cash operating items   (28,386) (18,718) (58,105) (31,635) 

Cash provided by operations   $156,907 $173,311 $309,082 $353,176 
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FFO and AFFO from Equity Accounted Investments(1) Three months ended June 30 Six months ended June 30 

(in thousands of Canadian dollars) 2016 2015 Change 2016 2015 Change 

Net income (loss) from equity accounted investments per the Trusts’ 
Financial Statements (page 21 & 22) 

   
($19,722) 

   
$9,493 

   
($29,215) 

   
($38,593) 

   
$18,974 

   
($57,567) 

Realty taxes in accordance with IFRIC 21 (1,473) (1,183) (290) 2,701 2,244 457 

Fair value adjustments on financial instruments 2,835 346 2,489 12,048 1,018 11,030 

Fair value adjustment on real estate assets 49,816 7,290 42,526 72,527 8,061 64,466 

(Gain) loss on sale of real estate assets (14,965) 197 (15,162) (14,965) 207 (15,172) 

Notional interest capitalization(2) 3,437 1,933 1,504 6,681 3,226 3,455 

FFO from equity accounted investments 19,928 18,076 1,852 40,399 33,730 6,669 

Straight-lining of contractual rent (233) (265) 32 (375) (376) 1 

Rent amortization of tenant inducements 458 289 169 869 581 288 

Effective interest rate accretion (159) (272) 113 (428) (501) 73 

Capital expenditures (5,586) (2,828) (2,758) (9,385) (6,803) (2,582) 

Tenant expenditures  (1,683) (292) (1,391) (4,812) (1,004) (3,808) 

AFFO from equity accounted investments  $12,725 $14,708 ($1,983) $26,268 $25,627 $641 
 
(1) These amounts are at the Trusts’ proportionate ownership share held through their equity accounted investments. 
(2) Represents an adjustment to add general or indirect interest incurred in respect of properties under development held in and through equity accounted investments. 
 
FFO from equity accounted investments for the three and six months ended June 30, 2016 compared to the respective 2015 periods increased by 
$1.9 million and $6.7 million, respectively, primarily due to notional interest capitalization. For the six months ended June 30, 2016 compared to 
the six months ended June 30, 2015, FFO from equity accounted investments also increased due to the REIT disposing of a 49.5% interest in 16 
properties in the U.S. in March 2015 with the remaining 50.5% interest subsequently being accounted for as a joint venture.  ECHO reports its 
financial results to the REIT one month in arrears due to time constraints on its reporting. Therefore, the above amounts for the three months ended 
June 30, 2016 include ECHO’s financial information from March 1, 2016 to May 31, 2016 and the above amounts for the six months ended June 
30, 2015 include ECHO’s financial information from December 1, 2015 to May 31, 2016 and December 1, 2014 to May 31, 2015, respectively.  In 
June 2016, ECHO secured new financing on six properties for approximately $7.8 million (REIT’s share).  The REIT is not aware of ECHO being 
a party to any other significant transactions during June 2016.   
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LIQUIDITY AND CAPITAL RESOURCES 
 
Cash Distributions 
 
In accordance with National Policy 41-201 - Income Trusts and Other Indirect Offerings, the Trusts are required to provide the following additional 
disclosure relating to cash distributions. 
 
                                                 
                                                                                                          
(in thousands of Canadian dollars)                                                 

Three months ended 
June 30, 

2016 

Six months ended 
June 30,   

2016 

Year ended   
December 31,   

2015 

Year ended   
December 31,   

2014 

Adjusted cash provided by operations(1) $78,421 $171,504 $489,850 $461,509 

Net income    104,079 134,264 340,148 424,655 

Total distributions(2) 94,853 189,227 373,072 366,802 

Excess (shortfall) of adjusted cash provided by operations over 
total distributions  

   
(16,432) 

   
(17,723) 

   
116,778 

   
94,707 

Excess (shortfall) of net income over total distributions  9,226 (54,963) (32,924) 57,853 
 

(1) Adjusted cash provided by operations is a non-GAAP measure which deducts interest paid from cash provided by operations. 
(2) Total Distributions include cash distributions to unitholders and unit distributions issued under the DRIP. 

 
Total distributions include unit distributions issued under the DRIP of $26,755 and $53,405, respectively, for the three and six months ended June 
30, 2016 which are non-cash distributions. Total distributions include unit distributions issued under the DRIP of $105,422 and $85,358, 
respectively, for the years ended December 31, 2015 and 2014, which are non-cash distributions.  Distributions exceeded adjusted cash provided 
by operations for the three and six months ended June 30, 2016, which did not represent an economic return of capital but rather was primarily 
due to unit distributions issued under the DRIP.  Unit distributions issued under the DRIP result in an increase in the number of Stapled Units 
outstanding which may result in increased cash distributions in the future assuming a stable cash component of distributions per unit.  Distributions 
exceeded net income for the six months ended June 30, 2016 and year ended December 31, 2015, which is primarily due to non-cash items.  Non-
cash items relating to the fair value adjustments on real estate assets, gain (loss) on change in fair value, amortization, unrealized gain (loss) on 
foreign exchange and deferred income tax recoveries are deducted from or added to net income and have no impact on cash available to pay 
current distributions.  
  
Capital Resources  
 
Subject to market conditions, management expects to be able to meet all of the Trusts’ ongoing obligations and to finance short-term development 
commitments through the general operating facilities discussed below and the Trusts’ cash flow from operations.  As at June 30, 2016, the Trusts 
are not in default or arrears on any of its obligations including interest or principal payments on debt and any debt covenant.   
 
Excluding ECHO, the Trusts have cash and cash equivalents on hand of $299.9 million and have the following bank facilities as at June 30, 2016:
  
Operating Facility                                                              
(in thousands of Canadian Dollars) 

Maturity   
Date 

Total   
Facility 

Bank Indebtedness 
Drawn 

Outstanding 
Letters of Credit 

Available 
Balance

H&R REIT unsecured operating facility #1(a) Dec 18, 2018 $500,000 $179,212 $60,223 $260,565

Primaris secured operating facility(a) Dec 18, 2017 300,000 140,610 534 158,856

H&R REIT unsecured operating facility #2(b) Mar 17, 2021 200,000 198,829 - 1,171

H&R REIT and CrestPSP secured operating facility(a) Feb 19, 2019 25,000 21,250 - 3,750

H&R Retail co-ownership secured operating facility Sept 30, 2017 3,514 3,514 - -

  $1,028,514 $543,415 $60,757 $424,342

 
The bank facilities bear interest at a rate approximating the prime rate of a Canadian chartered bank. 
 
(a) Can be drawn in either Canadian or U.S. dollars. 
(b) The total facility as at June 30, 2016 is $200.0 million, plus a 3% allowance relating to the fluctuation of the foreign exchange rate, and can be drawn in either Canadian or U.S. 

dollars.  The REIT entered into an interest rate swap agreement to fix the interest rate at 2.6% per annum on U.S. $130.0 million of the U.S. dollar denominated borrowing of this 
facility. 
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In December 2015, construction financing for the LIC Project for up to U.S. $640.0 million was secured through a syndicate of lenders.  This 
construction facility can only be used for the LIC Project, and the REIT is committed to contribute an additional U.S. $18.3 million to the development 
prior to drawing on the facility.  After these capital contributions have been made by the REIT and the funds have been spent by the LIC Project, 
the construction facility will be available to fund the remaining development costs. 
 
As at June 30, 2016, excluding ECHO, the REIT had 87 unencumbered properties, with a fair value of approximately $2.1 billion.  Also, due to the 
REIT’s 20-year history and management’s conservative strategy of securing long-term financing on individual properties, the REIT had numerous 
other properties with very low loan to value ratios. As at June 30, 2016, excluding real estate assets reported in the Trusts’ equity accounted 
investments, the REIT had 42 properties valued at approximately $1.4 billion which are encumbered with mortgages totaling $240.0 million. In this 
pool of assets, the average loan to value is 17.5%, the minimum loan to value is 2.1%, and the maximum loan to value is 29.7%.    
 
The following is a summary of material contractual obligations of the REIT including payments due as at June 30, 2016 for the next five years and 
thereafter:   
 

 Payments Due by Period 

Contractual Obligations(1)                                       
(in thousands of Canadian dollars) 

   
2016 

               2017-
2018 

              2019-
2020 

2021 and 
thereafter Total

Mortgages payable                                  $247,105 $879,226 $873,482 $2,636,637 $4,636,450

Convertible Debentures 75,000 74,394 99,654 - 249,048

Senior Debentures  180,000(4) 736,250 375,000 - 1,291,250

Bank indebtedness(2) - 323,336 21,250 198,829 543,415

LIC Project(3) 23,651 - - - 23,651

Total contractual obligations $525,756 $2,013,206 $1,369,386 $2,835,466 $6,743,814
 
(1) The amounts in the above table are the principal amounts due under the contractual agreements. 
(2) Excludes ECHO’s bank indebtedness of $79.3 million which is covered by ECHO’s revolving credit facility of U.S. $380.0 million with an accordion of an additional $100 million 

which expires on April 3, 2020. 
(3) The total amount in the table above represents the REIT’s remaining capital contributions prior to construction financing commencing in 2016. 
(4) In July 2016, the REIT repaid all of its outstanding Series D senior debentures upon maturity for a cash payment of $180.0 million. 

  
DBRS Limited (“DBRS”) provides credit ratings of debt securities for commercial entities.  A credit rating generally provides an indication of the risk 
that the borrower will not fulfill its obligations in a timely manner with respect to both interest and principal commitments.  Rating categories range 
from highest credit quality (generally AAA) to default payment (generally D). A credit rating is not a recommendation to buy, sell or hold securities. 
 
DBRS has confirmed that the REIT has a credit rating of BBB (high) with a Stable trend as at June 30, 2016.  This is the highest Canadian real 
estate industry rating achieved by only three REITs and one real estate company to date.  A credit rating of BBB (high) by DBRS is generally an 
indication of adequate credit quality, where the capacity for payment of financial obligations is considered acceptable, however the entity may be 
vulnerable to future events.  A credit rating of BBB or higher is an investment grade rating.  There can be no assurance that any rating will remain 
in effect for any given period of time or that any rating will not be withdrawn or revised by DBRS at any time.  The credit rating is reviewed periodically 
by DBRS.   
 
The REIT has no material capital or operating lease obligations. 
 
Funding of Future Commitments  

 
Management believes that as at June 30, 2016, through cash on hand of $299.9 million and the combined amount available under its general 
operating facilities of $424.3 million and its unencumbered property pool of approximately $2.1 billion, it has sufficient funds for future commitments. 
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The following summarizes the estimated loan to value ratios that will be outstanding on properties whose mortgages mature over the next five 
years, including investments in the Trusts’ interests of mortgages relating to equity accounted investments and mortgages classified as held for 
sale:  
 

Year Number of   
Properties 

Mortgage Debt due   
on Maturity ($000’s)(1) 

Weighted Average 
Interest Rate on Maturity 

Fair Value of  Investment 
Properties ($000’s)(1) 

Loan to   
Value  

2016* 31 $164,479 5.6% $332,780 49% 

2017 20 400,324 4.7% 910,995 44% 

2018 34 147,343 4.8% 530,696 28% 

2019 31 134,648 3.6% 421,568 32% 

2020 19 401,188 4.5% 1,142,856 35% 

 135 $1,247,982 4.6% $3,338,895 37% 
 
* For the balance of the year. 
(1) Converting U.S. dollars to Canadian dollars at an exchange rate of $1.29 as at June 30, 2016.  
 
Based on the low percentage of the projected loan to values of the maturing mortgages, the REIT is confident it will be able to refinance these 
mortgages upon maturity should it choose to do so.   
 
OFF-BALANCE SHEET ITEMS 

 
The REIT has co-owners and partners in various projects.  As a rule the REIT does not provide guarantees or indemnities for these co-owners and 
partners pursuant to property acquisitions because should such guarantees be provided, recourse would be available against the REIT in the event 
of a default of the co-owners and partners.  In such case, the REIT would have a claim against the underlying real estate investment.  However, in 
certain circumstances, subject to compliance with the REIT’s Declaration of Trust and the determination by management that the fair value of the 
co-owners’ or partners’ investment is greater than the mortgages payable for which the REIT has provided guarantees, such guarantees will be 
provided.  At June 30, 2016, such guarantees amounted to $187.7 million expiring between 2016 and 2029 (December 31, 2015 - $269.9 million, 
expiring between 2016 and 2029), and no amount has been provided for in the Trusts’ Financial Statements for these items.  These amounts arise 
where the REIT has guaranteed a co-owner’s share of the mortgage liability.  The REIT, however, customarily guarantees or indemnifies the 
obligations of its nominee companies which hold separate title to each of its properties owned. 
 
In addition, the REIT continued to guarantee certain debt assumed by purchasers in connection with past dispositions of properties, and will remain 
liable thereunder until such debts are extinguished or the lenders agree to release the REIT’s guarantee.  At June 30, 2016, the estimated amount 
of debt subject to such guarantees, and therefore the maximum exposure to credit risk is approximately $143.6 million, expiring between 2016 and 
2020 (December 31, 2015 - $146.5 million, expiring between 2016 and 2020).  There have been no defaults by the primary obligor for debts on 
which the REIT has provided its guarantees, and as a result, no contingent loss on these guarantees has been recognized in the Trusts’ Financial 
Statements.  
 
In the normal course of operations, the REIT has issued letters of credit in connection with developments, financings, operations and acquisitions. 
As at June 30, 2016, the REIT has outstanding letters of credit totalling $60.8 million (December 31, 2015 - $62.7 million), including $18.3 million 
(December 31, 2015 - $18.6 million) which has been pledged as security for certain mortgages payable. The letters of credit are secured in the 
same manner as the bank indebtedness. 
 
Under the construction facility agreement for the LIC Project, the REIT is committed to contribute an additional U.S. $18.3 million to the project 
prior to drawing on the facility. These committed contributions will be included in the equity accounted investments in associates when incurred. 
After these capital contributions have been made by the REIT, and the funds have been spent by the project, the construction facility will be 
available to fund the remaining development costs. 
 
FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS 
 
Where appropriate, the REIT, including ECHO, uses forward contracts to lock-in lending rates on certain anticipated mortgages, debentures and 
bank borrowings.  This strategy provides certainty to the rate of interest on borrowings when the REIT is involved in transactions that may close 
further into the future than usual for typical transactions.  At the end of each reporting period, an interest rate swap is marked-to-market, resulting 
in an unrealized gain or loss recorded in net income.   
 
Where appropriate, the REIT uses forward exchange contracts to lock-in foreign exchange rates.  This strategy provides certainty in the foreign 
exchange rates on transactions that will occur in the future.   
  



H&R REIT AND H&R FINANCE TRUST - MD&A – JUNE 30, 2016 

 

Page 38 of 40 

SECTION IV 
 
CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS 

 
Preparation of the Trusts’ Financial Statements requires management to make estimates and judgements that affect the reported amounts of 
assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and reported amounts of revenue and 
expenses during the reporting period.   
 
Management believes the policies which are subject to greater estimation and judgement are outlined below.  For a detailed description of these 
and other accounting policies refer to notes 1 and 2 of the Trusts’ Financial Statements.  
 
Use of Estimates 
 
Information about assumption and estimation uncertainties that have a significant risk of resulting in a material adjustment within the next financial 
year are: 
 
 Fair value of real estate assets; 
 
 Fair value of financial instruments;  
 
 Fair value of cash-settled unit-based compensation; 

 
 Fair value of convertible debentures and derivative instruments; and 

 
 Deferred tax asset (liability). 
 
Use of Judgements 
 
 Business combinations 

 
Accounting for business combinations under IFRS 3, Business Combinations (“IFRS 3”) is only applicable if it is determined that a business 
has been acquired.  Under IFRS 3, a business is defined as an integrated set of activities and assets conducted and managed for the purpose 
of providing a return to investors or lower costs or other economic benefits directly and proportionately to the REIT.  A business generally 
consists of inputs, processes applied to those inputs and resulting outputs that are, or will be, used to generate revenues.  In the absence of 
such criteria, a group of assets is deemed to have been acquired.  If goodwill is present in a transferred set of activities and assets, the 
transferred set is presumed to be a business.  Judgement is used by management in determining whether the acquisition of an individual 
property, or a group of properties, qualifies as a business combination in accordance with IFRS 3 or as an asset acquisition. 

 
 Valuations of real estate assets 
 

Real estate assets, which consist of investment properties and properties under development, are carried on the combined statements of 
financial position at fair value, as determined by either qualified external valuation professionals or by management.  The valuations are based 
on a number of assumptions, such as appropriate discount rates and capitalization rates and estimates of future rental income, operating 
expenses and capital expenditures.  Valuation of real estate assets is one of the principal estimates and uncertainties of the REIT.  Refer to 
note 3 of the Trusts’ Financial Statements for further information on estimates and assumptions made in the determination of the fair value of 
real estate assets.  Judgement is applied in determining whether certain costs are additions to the carrying value of the real estate assets, 
identifying the point at which practical completion of the property occurs and identifying the directly attributable borrowing costs to be included 
in the carrying value of the development properties. 

 
 Leases 
 

The REIT’s policy for property rental revenue recognition is described in note 2(f) of the December 31, 2015 Trusts’ Financial Statements.  The 
REIT makes judgements in determining whether certain leases, in particular those tenant leases with long contractual terms and long-term 
ground leases where the REIT is the lessor, are operating or finance leases.  The REIT has determined that all of its leases are operating 
leases. 
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 Income taxes  
 

The REIT currently qualifies as a real estate investment trust and a mutual fund trust for Canadian income tax purposes.  A real estate 
investment trust will not be subject to the tax levied on “specified investment flow-through” (“SIFT”) trusts provided it continues to meet 
prescribed conditions under the Tax Act, including with respect to the nature of its assets and revenue, (the “REIT Conditions”) at all times 
throughout a taxation year.  Accordingly, no provision for current or deferred income taxes has been recorded by the REIT as at June 30, 2016 
in respect of its Canadian entities. 
 
The REIT will not be subject to income tax in a year to the extent that it continues to qualify as a real estate investment trust and distributes all 
of its taxable income to its unitholders.  Income allocated to unitholders will be taxed at the unitholder level.  The REIT currently distributes, 
and is required to distribute, all of its income to its unitholders.  Accordingly, for financial statement reporting purposes, the tax deductibility of 
the REIT’s distributions is treated as an exemption from taxation. 
 

 Impairment of equity accounted investments  
 
The REIT determines at each reporting date whether there is any objective evidence that the equity accounted investments are impaired. If so, 
the REIT calculates the amount of impairment as the difference between the recoverable amount of the equity accounted investment and its 
carrying value and recognizes the amount in net income. 
 

INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
Each of the Trust’s CEO and CFO has designed, or caused to be designed under their direct supervision, the applicable Trusts’ disclosure controls 
and procedures (as defined in National Instrument 52-109 - Certification of Disclosure in Issuers’ Annual and Interim Filings (“NI 52-109”), adopted 
by the Canadian Securities Administrators to provide reasonable assurance that: (i) material information relating to the applicable Trust, including 
its consolidated subsidiaries, is made known to them by others within those entities, particularly during the period in which the annual filings are 
being prepared; and (ii) material information required to be disclosed in the annual filings is recorded, processed, summarized and reported on a 
timely basis. The Trusts’ CEO and CFO have each concluded that such disclosure controls and procedures were appropriately designed and were 
operating effectively as at June 30, 2016.  The Trusts’ Financial Statements and this MD&A were reviewed and approved by the REIT’s Audit 
Committee and the Board of Trustees prior to this publication. 
 
Management of each Trust has reviewed its internal control over financial reporting on an annual basis. The Trusts’ management, under the 
supervision of the CFO, has evaluated the effectiveness of internal control over financial reporting using the framework and criteria established in 
Internal Control – Integrated Framework, issued by the Committee of Sponsoring Organizations of the Treadway Commission in May 2013 (2013 
COSO Framework). Based on this evaluation, management has concluded that internal control over financial reporting was effective and in 
accordance with the criteria established in the 2013 COSO Framework as of June 30, 2016.  No changes were made to the design of either Trust’s 
internal control over financial reporting during the three month period ended June 30, 2016 that have materially affected, or are reasonably likely 
to materially affect, the Trusts’ internal control over financial reporting. 
 
Each Trust’s management, including the CEO and CFO, does not expect that the applicable Trusts’ controls and procedures will prevent or detect 
all misstatements due to error or fraud.  Due to the inherent limitations in all control systems, an evaluation of controls can provide only reasonable, 
not absolute assurance, that all control issues and instances of fraud or error, if any, within the Trusts have been detected.  The Trusts are 
continually evolving and enhancing their systems of controls and procedures. 
 
SECTION V 
 
RISKS AND UNCERTAINTIES 

 
All real estate assets are subject to a degree of risk and uncertainty.  They are affected by various factors including general market conditions and 
local market circumstances.  An example of general market conditions would be the availability of long-term mortgage financing whereas local 
conditions would relate to factors affecting specific properties such as an oversupply of space or a reduction in demand for real estate in a particular 
area.  Management attempts to manage these risks through geographic, type of asset and tenant diversification in the REIT’s portfolio.  The major 
risk factors including detailed descriptions are included in the “Risks and Uncertainties” section of the December 31, 2015 annual MD&A and in the 
“Risk Factors” section of the REIT’s 2015 Annual Information Form, each of which were filed with the securities regulatory authorities in Canada 
and are available at www.sedar.com. 
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OUTSTANDING UNIT DATA   
 
The beneficial interests in each of the Trusts are represented by a single class of units of each Trust respectively, which are unlimited in number.  
Each such unit carries a single vote at any meeting of unitholders of the respective Trust.  As at August 4, 2016, there were 282,854,691 Stapled 
Units issued and outstanding (each comprised of a REIT unit and a Finance Trust unit).    
 
As at June 30, 2016, the maximum number of units authorized to be issued under the REIT’s Unit Option Plan was 28,000,000.  Of this amount, 
21,402,296 options had been granted, 343,422 have expired and 6,941,126 remain to be granted. Of the amount originally granted, 7,532,423 had 
been exercised and expired and therefore, 13,869,873 options to purchase Stapled Units were outstanding.  As at August 4, 2016, there were 
13,861,539 options to purchase Stapled Units outstanding of which 5,227,652 are fully vested.  
 
As at June 30, 2016, the maximum number of units authorized to be granted under the REIT’s Incentive Unit Plan was 5,000,000.  Of this amount, 
406,993 had been granted, of which 11,665 had been expired, 4,604,672 remain to be granted and 395,328 incentive units remain outstanding as 
at June 30, 2016.  As at August 4, 2016, there were 397,239 incentive units outstanding. 
 
As at June 30, 2016, there were 16,663,816 exchangeable units outstanding of which 9,500,000 exchangeable units are accompanied by special 
voting units.  As at August 4, 2016, there were 16,563,816 exchangeable units of which 9,500,000 exchangeable units are accompanied by special 
voting units. 
 
The following table lists the principal outstanding balance of the REIT’s convertible debentures as at August 4, 2016, and the number of Stapled 
Units required to convert the convertible debentures to equity:    
 

                                                                                                                                            
Convertible Debentures   

Principal outstanding as at   
August 4, 2016 

Maximum number of Stapled 
Units issuable 

2016 Convertible Debentures (HR.DB.E) $75.0 million 2,918,287

2018 Convertible Debentures (HR.DB.H) 74.4 million 3,008,249

2020 Convertible Debentures (HR.DB.D) 99.7 million 4,240,595

 
SUBSEQUENT EVENTS 
 
(a) In July 2016, the REIT repaid the Series D Senior Debentures for $180.0 million. 

 
(b) In July 2016, the REIT secured a $70.0 million increase to a first mortgage at an interest rate of 2.7% per annum for a term of 4.7 years. 
 
ADDITIONAL INFORMATION 
 
Additional information relating to the REIT and Finance Trust, including the REIT’s Annual Information Form, is available on SEDAR at 
www.sedar.com  


