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Management 3 discussion and analysis of financial conditions and results of operations (MD&A) should
be read in conjunction with the unaudited consolidated financial statements for the six months ended
June 30, 2006. The consolidated financial statements for the six months ended June 30, 2006, have been
prepared by and are the responsibility of management and have been prepared in accordance with
Canadian generally accepted accounting principles (GAAP). The Lakeview Hotel REIT 3 independent
auditors, Ernst & Young LLP have not conducted a review of these consolidated financial statements.

OVERVIEW AND PORTFOLIO SUMMARY

Lakeview Hotel Real Estate Investment Trust (Lakeview Hotel REIT) is an unincorporated closed-end
mutual fund trust created pursuant to a Declaration of Trust dated February 11, 2004. The Qualifying
Transaction was completed on April 15, 2004 through a private offering of Lakeview Hotel REIT units,
a public offering of Lakeview Hotel REIT subordinate convertible debentures, and the acquisition of the
Lakeview Inn & Suites - Fredericton hotel.

The eight hotels listed below were purchased subsequent to the acquisition of Lakeview Inn & Suites —

Fredericton with the results of their operations included in the June 30, 2006 unaudited consolidated
financial statements of Lakeview Hotel REIT.
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Property Date of Purchase Date of Conversion to
Lakeview Inns & Suites

Best Western Black Gold Inn —Drayton Valley June 1, 2005 December 1, 2005

Ramada Limited & Suites - Hinton November 4, 2005 November 4, 2005

Best Western Okotoks Lodge - Okotoks January 6, 2006 July 1, 2006

Best Western Fort Inn & Suites —

Fort Saskatchewan January 13, 2006 July 1, 2006

Super 8 Toronto North - Vaughan March 17, 2006 N/A

Super 8 Motel - Edson April 7, 2006 April 7, 2006

Ramada Limited - Whitecourt May 31, 2006 May 31, 2006

Holiday Inn Express & Suites —

Sherwood Park June 1, 2006 N/A

In addition to income earned from hotel operations Lakeview Hotel REIT also earns income from
licensing fees charged to Lakeview Inn & Suites hotels which are owned by Lakeview Management Inc.
(a unitholder of Lakeview Hotel REIT) and include hotels in Bathurst, New Brunswick; Brandon,
Manitoba; Grand Forks, North Dakota; Halifax, Nova Scotia; and Miramichi, New Brunswick.

As at August 23, 2006, the following units of Lakeview Hotel REIT were issued and outstanding:

Class A Units 9,053,448
Class V Special Trust Units and Exchangeable Units 500,000
Total Units that participate pro rata in distribution 9,553,448
Class T Special Trust Unit (1) 1

(1) (1) The holder of the Class T Special Trust Unit has the right to appoint one-third of
the total number of trustees. The Class T Special Trust Unit is non-voting, non-
transferable and is not entitled to any distribution or economic interest in Lakeview
Hotel REIT.

KEY PERFORMANCE MEASURES

Occupancy Percentage, Average Room Rate and RevPar are three important indicators used by the hotel
industry in general to measure the performance of a hotel and compare performance to other hotel
operations. The key performance measures for the Lakeview Hotel REIT are as follows:
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Three months ended Six months ended

June 30 June 30
2006 2005 2006 2005
Occupancy Percentage ® 72.19% 65.04% 72.21% 64.59%
Average Room Rate @ $101.16 $83.68 $102.20 $82.00
RevPar @ $73.03 $53.59 $73.80 $52.96
Rooms Occupied 36,247 5,736 60,905 11,457
Note (1): Occupancy Percentage measures the level of hotel room utilization and is calculated by dividing the

number of rooms rented for a given period by the number of rooms available for the period.

Average Room Rate measures the average room price for all guest rooms by dividing total room revenues
by the number of rooms rented.

RevPar (Revenue per available room) is calculated by multiplying the Occupancy Percentage by the
Average Room Rate and is a measure of efficiency based on all available rooms regardless of whether they
are occupied or not.

These measures are not recognized under GAAP and the method we use in calculating these numbers may
not be comparable to other companies. They should not be used as an alternative to net earnings (loss)
determined in accordance with GAAP as an indicator of performance. These numbers can be used to
supplement other information presented in understanding the performance of our hotels in a historical
perspective.

The key performance measures have all increased for the three months and six months ended June 30,
2006 compared to the three months and six months ended June 30, 2005. The increase reflects the
higher room rates and higher occupancies that are being generated by the hotels purchased in Alberta.

RESULTS OF OPERATIONS

The following is a comparison of the operating results for the three month and six month periods ended
June 30, 2006 to the results of operations for the comparable period in 2005:

Three months ended Six months ended
June 30 June 30
2006 2005 2006 2005

Hospitality Revenue

Room $3,666,731 $667,656 $6,224,408 $1,085,886

Food & Beverage 176,456 66,400 381,266 66,400

Other 246,584 77,221 454,840 120,309
Total Revenue 4,089,771 811,277 7,060,514 1,272,595
Expenses 3,528,193 865,735 6,276,759 1,504,330
Net Income (Loss) 561,578 (54,458) 783,755 (231,735)
Basic and Diluted Income 0.068 (0.038) 0.114 (0.177)

(Loss)/Unit
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OPERATING RESULTS REVIEW —THREE MONTHS ENDED JUNE 30, 2006

Room Revenue - For the second quarter of 2006 room revenue increased by $2,999,075, from $667,656
for the second quarter ended June 30, 2005 to $3,666,731 for the second quarter ended June 30, 2006.
The reason for this substantial increase is that the quarter ended June 30, 2006 included the operations of
all nine hotels in Lakeview Hotel REIT whereas the room revenue for the second quarter ended June 30,
2005 only included the operation of the Lakeview Inn & Suites —Fredericton hotel and one month of
operation of the Lakeview Inn & Suites —Drayton Valley.

Food & Beverage —The increase in Food & Beverage revenue is due to the Lakeview Inn & Suites -
Drayton Valley having a restaurant facility and while the restaurant is leased, revenue is generated from
food and beverage sales in the hotel lounge and from room service. Food & Beverage revenue was
higher in the second quarter ended June 30, 2006 due to the fact that the hotel had only been operated
for one month of the second quarter ended June 30, 2005 whereas the second quarter ended June 30,
2006 included three months of operation.

Other Income —The increase in Other Income for the second quarter ended June 30, 2006 is largely due
to the additional revenue generated by the Lakeview Inn & Suites - Drayton Valley specifically related
to VLT income and restaurant lease income due to the hotel including these three months of operation
for the second quarter ended June 30, 2006 and only one month of operation for the second quarter
ended June 30, 2005. The increase is also due to an increase in the income from Lakeview Flag
Licensing General Partnership which will continue to grow as more Lakeview Inn & Suites are added to
the hotels owned by Lakeview Hotel REIT which increases the license fees charged.

Expenses —Expenses for the second quarter of 2006 increased by $2,662,458 from $865,735 for the
second quarter ended June 30, 2005 to $3,528,193 for the second quarter ended June 30, 2006. The
reason for this substantial increase is that the second quarter ended June 30, 2006 included the
operations of all nine hotels in Lakeview Hotel REIT whereas the expenses for the second quarter ended
June 30, 2005 only included the operations of the Lakeview Inn & Suites —Fredericton hotel and one
month of operation of the Lakeview Inn & Suites — Drayton Valley. Expenses have increased
proportionately based on the addition of the new hotels.

Net Income (Loss) - Net income increased from a loss of ($54,458) for the second quarter ended June
30, 2005, to income of $561,578 for the second quarter ended June 30, 2006. The increase in net
income of $616,036 can be attributed to properties acquired subsequent to June 30, 2005 as well as the
inclusion of a full three months of operations of the Lakeview Inns & Suites —Drayton Valley.

OPERATING RESULTS REVIEW —SIX MONTHS ENDED JUNE 30, 2006

Room Revenue - Room revenue increased by $5,138,522, from $1,085,886 for the six months ended
June 30, 2005, to $6,224,408 for the six months ended June 30, 2006. The increase is related to an
increase in the number of hotels owned by Lakeview Hotel REIT.

Food & Beverage —The increase in Food & Beverage revenue is related to six months of operations in

Lakeview Inn & Suites —Drayton Valley in 2006 vs only one month of operations in the comparable
period in 2005.
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Other Income —The increase in Other Income for the six months ended June 30, 2006 is largely due to
the additional revenue generated by the Lakeview Inn & Suites - Drayton Valley specifically related to
VLT income and restaurant lease income. The increase is also due in part to an increase in the income
from Lakeview Flag Licensing General Partnership.

Expenses —Expenses for the six months increased by $4,772,429 from $1,504,330 for the six months
ended June 30, 2005 to $6,276,759 for the six months ended June 30, 2006. The reason for this
substantial increase relates to the increase in the number of hotels owned by Lakeview Hotel REIT in
2006.

Net Income (Loss) - Net income increased from a loss of ($231,735) for the six months ended June 30,
2005, to income of $783,755 for the six months ended June 30, 2006. The increase in net income of
$1,015,490 can be attributed to properties acquired subsequent to June 30, 2005 as well as the inclusion
of a full three months of operations of the Lakeview Inns & Suites —Drayton Valley.

L1QUIDITY AND CASH FLOW

At June 30, 2006 Lakeview Hotel REIT had cash and term deposits of $1,908,380 and a balance in the
reserve fund of $301,539. This cash balance and term deposits are sufficient to meet Lakeview Hotel
REIT 3 foreseeable working capital requirements. The funds in the reserve account will be used for
maintenance expenditures at the hotels.

Future expansion of the Lakeview Hotel REIT will be financed through the cash and term deposits on
hand, the raising of capital by the sale of units, through additional mortgage financing and through credit
facilities the REIT anticipates will be available to it.

Lakeview Management Inc. has agreed to subordinate their entitlement to distributions on the 675,000
Units currently held directly or indirectly by Lakeview Management Inc. to distributions to be made to
all other Unitholders with respect to the first $0.30 of distributions made per Unit per year for the three
year period May 30, 2005 to May 30, 2008 arising out of the operations of the Lakeview Inn & Suites
Fredericton, and the Black Gold Inn - Drayton Valley. In addition, Lakeview Management Inc. will not
sell, assign, transfer or pledge the 675,000 Units during the three year period.

The table below reconciles net income to cash flow from operations for the three months and six months
ended June 30, 2006 and 2005.
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