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LAKEVIEW HOTEL REAL ESTATE
INVESTMENT TRUST

Supplement to Consolidated Financial Statements
for the Three Months and Six Months ended June 30, 2006 and 2005

NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL
STATEMENTS

Under National Instrument 51-109 Part 4 Subsection 4.3(3)(a), if an auditor has
not performed a review of interim financial statements, the statements must be
accompanied by a notice indicating that they have not been reviewed by an auditor.

The unaudited interim financial statements of the Lakeview Hotel Real Estate
Investment Trust for the three months and six months ended June 30, 2006 and
2005 were prepared by, and are the responsibility of, the Trust 3 management.

The Lakeview Hotel Real Estate Investment Trust 3 independent auditor did not
perform a review of these financial statements in accordance with the standards
established by the Canadian Institute of Chartered Accountants for a review of
interim financial statements by an entity 3 auditor.



Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED BALANCE SHEETS

Unaudited
June 30 December 31
2006 2005
$ $
(audited)
ASSETS
Current
Cash and cash equivalents 1,908,380 5,804,428
Reserve fund [note 9] 301,539 175,615
Deposits held in trust 25,000 575,000
Accounts receivable 1,241,583 560,879
Inventory 26,125 22,998
Prepaid expenses 450,212 321,205
Total current assets 3,952,839 7,460,125
Deferred financing costs [note 3] 965,195 471,603
Franchise fees [note 4] 68,463 -
Income properties [notes 2 and 5] 65,276,717 21,930,314
Investment in Lakeview Flag Licensing General
Partnership [note 6] 28,697 16,367
70,291,911 29,878,409
LIABILITIES AND UNITHOLDERS”EQUITY
Current
Accounts payable and accrued liabilities [note 13] 1,371,169 558,621
Distributions payable 315,379 162,750
Loan payable [note 8] 780,000 -
Current portion of mortgages payable [note 9] 1,179,565 476,977
Total current liabilities 3,646,113 1,198,348
Convertible debentures [note 7] 3,835,327 4,735,597
Mortgages payable [notes 2 and 9] 39,167,898 11,532,980
Total liabilities 46,649,338 17,466,925
Unitholders “equity 23,642,573 12,411,484
70,291,911 29,878,409
See accompanying notes
On behalf of the Board of Trustees:
Trustee Trustee



Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Unaudited Three Months Ended  Six Months Ended
June 30 June 30
2006 2005 2006 2005
$ $ $ $
REVENUE
Rooms 3,666,731 667,656 6,224,408 1,085,886
Food and beverage 176,456 66,400 381,266 66,400
Interest and miscellaneous 176,221 37,525 323,930 47,105
4,019,408 771,581 6,929,604 1,199,391

EXPENSES
Amortization

Deferred financing costs 55,713 23,848 97,100 45,297

Franchise fees 2,303 - 2,518 -

Income properties 513,986 84,037 870,632 135,202
Food and beverage 115,955 39,768 244,185 42,541
General and administration [note 13] 669,697 149,229 1,406,988 263,295
Insurance 40,287 10,939 68,538 20,212
Interest —mortgage and debentures 777,301 254,484 1,347,317 472,529
Maintenance 63,071 14,446 103,992 25,672
Marketing [note 13] 147,369 34,858 236,849 60,082
Property taxes 152,143 48,342 263,265 91,646
Salaries and benefits 770,615 155,999 1,239,772 260,621
Supplies 91,695 22,918 146,480 35,877
Utilities 128,058 26,867 249,123 51,356

3,528,193 865,735 6,276,759 1,504,330

Income (loss) before the following 491,215 (94,154) 652,845 (304,939)
Income from Lakeview Flag Licensing General

Partnership [note 6] 70,363 39,696 130,910 73,204
Net income (loss) for the period 561,578 (54,458) 783,755 (231,735)
Basic and diluted income (loss) per Unit [note 12]  0.068 (0.038) 0.114 (0.277)

See accompanying notes



Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED STATEMENTS OF UNITHOLDERSZEQUITY

Unaudited

Three Months Ended Six Months Ended

June 30 June 30
2006 2005 2006 2005
$ $ $ $

Unitholders *capital

Balance, beginning of period

Issuance of Units by private placement
Issuance of Units on exercise of Unit options
Issuance costs

Conversion of debentures

12,090,227 664,618 12,090,227 664,618
11,500,002 2,000,000 11,500,002 2,000,000

(816,764) (183,148) (816,764) (183,148)
1,346,203 - 1,346,203 -

Balance, end of period

24,119,668 2,481,470 24,119,668 2,481,470

Equity portion of convertible debentures
Balance, beginning of period

Issuance of convertible debentures
Conversion of debentures

1,588,896 1,155,178
- 433,718
(319599) -

1,588,896 1,155,178
- 433,718
(319599) -

Balance, end of period

1,269,297 1,588,896

1,269,297 1,588,896

Contributed capital

Balance, beginning of period 18,000 8,750 18,000 8,750
Issuance of Unit options 45,000 - 45,000 -
Issuance of Units on exercise of Unit options - - - -
Balance, end of period 63,000 8,750 63,000 8,750

Accumulated earnings (deficit)
Balance, beginning of period
Net income (loss) for the period

(7,087) (625,411)
561,578  (54,458)

(229,264) (448,134)
783,755 (231,735)

Balance, end of period

554,491 (679,869) 554,491 (679,869)

Accumulated distributions
Balance, beginning of period
Distributions declared

(1,544,625) (235,000) (1,056,375) (176,250)
(819,258) (98,750) (1,307,508) (157,500)

Balance, end of period

(2,363,883) (333,750) (2,363,883) (333,750)

Unitholders ”equity, end of period

23,642,573 3,065,497 23,642,573 3,065,497

See accompanying notes



Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED STATEMENTS OF CASH FLOWS

Unaudited Three Months Ended  Six Months Ended
June 30 June 30
2006 2005 2006 2005
$ $ $ $
OPERATING ACTIVITIES
Net income (loss) for the period 561,578 (54,458) 783,755 (231,735)
Add charges (deduct credits) to operations
not requiring a current cash payment
Amortization of income properties 513,986 84,037 870,632 135,202
Amortization of deferred financing costs 55,713 23,848 97,100 45,297
Amortization of franchise fees 2,303 - 2,518 -
Compensation costs of Unit options 45,000 - 45,000 -
Income from Lakeview Flag Licensing
General Partnership (70,363) (39,696) (130,910) (73,204)
Accretion on liability component of
convertible debentures 61,562 49,387 126,334 90,825
1,169,779 63,118 1,794,429 (33,615)
Net change in non-cash working capital
balances related to operations (254,481)  (192,833) 530,763 (47,385)
Cash provided by (used in) operating
activities 915,298  (129,715) 2,325,192 (81,000)
INVESTING ACTIVITIES
Acquisition of properties, cash consideration
[note 2] (22,095,252) (7,628,948)  (43,983,682) (7,628,948)
Additions to income properties (158,113) (2,500) (187,701) (15,542)
Increase in franchise fees (60,642) - (70,981) -
Distributions from Lakeview Flag Licensing
General Partnership 66,640 43,610 118,580 67,620
Cash used in investing activities (22,247,367)  (7,587,838) (44,123,784) (7,576,870)
FINANCING ACTIVITIES
Increase in deferred financing costs (248,170)  (143,912) (590,692)  (143,912)
Unitholders *distributions
Class A (769,258) (73,750) (1,212,508)  (107,500)
Exchangeable Units (50,000) (25,000) (95,000) (50,000)
Proceeds from loan - - 2,780,000 -
Repayment of loan (2,000,000) - (2,000,000) -
Proceeds from mortgages 13,865,000 4,550,000 31,935,000 4,550,000
Repayment of mortgages (660,482) (29,485) (3,597,494) (58,341)
Proceeds of convertible debentures - 1,500,000 - 1,500,000
Units issued by private placement 11,500,002 2,000,000 11,500,002 2,000,000
Cost of raising capital (816,764)  (183,148) (816,764)  (183,148)
Cash provided by financing activities 20,820,328 7,594,705 37,902,544 7,507,099
Net decrease in cash and cash equivalents
during the period (511,741)  (122,848) (3,896,048)  (150,771)
Cash and cash equivalents, beginning of
period 2,420,121 484,544 5,804,428 512,467
Cash and cash equivalents, end of period 1,908,380 361,696 1,908,380 361,696
Supplemental cash flow information
Cash paid for interest 791,308 305,536 1,080,830 369,722




See accompanying notes



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2006
Unaudited

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization and principles of consolidation

Lakeview Hotel Real Estate Investment Trust [“Lakeview Hotel REIT"] is a closed-end real estate
investment trust that was created pursuant to the Declaration of Trust dated February 11, 2004.
Lakeview Hotel REIT was established under the laws of the Province of Manitoba and the laws of
Canada applicable therein. Lakeview Hotel REIT issued Trust Units pursuant to a Qualifying
Transaction, including a Plan of Arrangement which was completed on April 15, 2004. The
Qualifying Transaction consisted of a private offering of Lakeview Hotel REIT Units, a public
offering of Lakeview Hotel REIT subordinate convertible debentures, the acquisition of the
Lakeview Inn & Suites, Fredericton, New Brunswick [the “Initial Property’] and the acquisition
of a 49% interest in the Lakeview Flag Licensing General Partnership and a 50% interest in the
Lakeview Flag Management General Partnership as described below. The principal purpose of
Lakeview Hotel REIT is to provide Unitholders with an opportunity to participate in a diversified
portfolio of hotel and extended-stay properties, and commercial and office properties ancillary
thereto, located throughout Canada and the United States.

The consolidated financial statements include the accounts of Lakeview Hotel REIT?3
subsidiaries as follows: Lakeview Hotel REIT Operating Trust, Lakeview Flag Operating LP
General Partner Inc., Lakeview Flag Operating Limited Partnership, 2330407 Manitoba Ltd.,
1164656 Alberta Ltd., 1184720 Alberta Ltd., 1208406 Alberta Ltd., 1208417 Alberta Ltd.,
Vaughan Steeles Super 8 Ltd., 1227671 Alberta Ltd., 1236406 Alberta Ltd. and 1236412 Alberta
Ltd.

The 50% interest in the Lakeview Flag Management General Partnership is proportionately
consolidated as the partners jointly control this partnership. The 49% interest in the Lakeview
Flag Licensing General Partnership is accounted for using the equity method. Transactions
within the consolidated group are eliminated upon consolidation.

The interim financial statements have been prepared by management in accordance with
Canadian generally accepted accounting principles. The interim financial statements have been
prepared on a basis consistent with the December 31, 2005 audited financial statements and
should be read in conjunction with the audited financial statements and notes thereto.

Significant accounting policies
[a] Cash and cash equivalents

Cash and cash equivalents consist of cash and guaranteed investment certificates with maturities
of less than 90 days and are readily convertible to cash.



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2006
Unaudited

[b] Inventory
Inventory is recorded at the lower of cost on a first in, first out basis and net realizable value.
[c] Deferred financing costs

Deferred financing costs consist of costs incurred related to mortgage financing and to the
offering of the debt component of convertible debentures. Deferred financing costs are stated at
cost less accumulated amortization. Amortization is recorded using the straight-line method over
the term to maturity of the related mortgages and convertible debentures.

[d] Franchise fees

Franchise fees include the application and initial fees associated with the transfer of membership
of hotel franchises to Lakeview Hotel REIT. Franchise fees are stated at cost less accumulated
amortization. Amortization is recorded using the straight-line method over the shorter of the
term of the franchise agreement or the period over which management estimates the franchise
will be retained.

[e] Income properties

Income properties include land, buildings, parking lot, signs and furniture, fixtures and
equipment.

Income properties are stated at the lower of cost less accumulated amortization or estimated net
recoverable amount. Impairment of income properties is recognized when an event or change in
circumstances causes the asset3 carrying value to exceed the total undiscounted cash flows
expected from its use and eventual disposition. The impairment loss is calculated by deducting
the fair value of the asset from its carrying value.

Amortization is recorded as follows:

Buildings 40 years straight-line
Parking lot 10 years straight-line
Signs 10 years straight-line
Furniture, fixtures and equipment 3 -5 years straight-line

[f] Revenue recognition

Room revenue is recognized when the services are performed and collection is reasonably
assured, which is generally on the night the rooms are rented.

Food and beverage revenue is recognized when the services are performed.



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2006
Unaudited

[g] Related parties

During 2006 and 2005, Lakeview Hotel REIT had transactions with the following related parties:

Related parties Nature of relationship
Lakeview Management Inc. [*LMI”] Unitholder and administrator
Free to Guest Movies Ltd. A company related to a Unitholder
Lakeview Flag Licensing General Partnership Equity investee
Lakeview Flag Management General Partnership Joint venture investee

[h] Income taxes

Lakeview Hotel REIT is an unincorporated closed-end real estate investment trust, governed by
the laws of the Province of Manitoba. The Lakeview Hotel REIT is taxed as a “mutual fund
trust””for income tax purposes. Pursuant to the Declaration of Trust, the Trustees of Lakeview
Hotel REIT will make distributions or designate all taxable income earned, including the taxable
part of net realized capital gains, by the Lakeview Hotel REIT to Unitholders. The Unitholders
will include or deduct, as appropriate, such distributions and designations for income tax
purposes. Accordingly, it is expected that the Lakeview Hotel REIT will not be subject to income
taxes.

[i] Net earnings per unit

Net earnings per unit is based on the consolidated net income (loss) for the period divided by the
weighted average number of units outstanding during the period. Diluted earnings per unit is
computed in accordance with the treasury stock method and based on the weighted average
number of units and dilutive unit equivalents.

[j] Stock-based compensation plan

Lakeview Hotel REIT has a unit purchase plan as described in note 11. The fair value method is
used to determine the expense for stock-based awards granted to employees and non-employees.
Under the fair value method, compensation cost is measured at fair value at the date of grant
using the Black-Scholes option pricing model. The compensation expense is expensed over the
vesting period with a corresponding credit to contributed surplus. Consideration paid on the
exercise of unit options plus the amount of previously recognized expense is credited to
unitholders *capital when the options are exercised.

[k] Financial instruments



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2006
Unaudited

Financial instruments include cash and cash equivalents, reserve fund, deposits held in trust,
accounts receivable, accounts payable and accrued liabilities, distributions payable, loan payable,
convertible debentures and mortgages payable. It is management 3 opinion that Lakeview Hotel
REIT is not exposed to significant currency or credit risks arising from these financial
instruments. Lakeview Hotel REIT is exposed to interest risk as it relates to the loan and the
mortgages with prime-based floating interest rates and the renewal or refinancing of its long-
term debts as they become due. Unless otherwise stated, the book value of Lakeview Hotel
REIT % financial assets and liabilities approximates their fair value.

[1] Use of estimates

The preparation of financial statements in accordance with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingencies at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from these estimates.

2. ACQUISITION OF HOTELS

On June 1, 2005, Lakeview Hotel REIT acquired the Best Western Black Gold Inn located in
Drayton Valley, Alberta. The hotel was subsequently converted to a Lakeview Inn & Suites on
December 1, 2005. In addition, on November 4, 2005, the Lakeview Hotel REIT acquired the
Ramada Limited and Suites located in Hinton, Alberta. This hotel was immediately converted to
a Lakeview Inn & Suites. The acquisitions have been accounted for by the purchase method with
the results of operations from the acquired hotels included in the Lakeview Hotel REIT3
earnings from the date of their respective acquisitions. The assets and liabilities acquired at fair
value were as follows:

2005
Lakeview Inn
Black Gold Inn - & Suites -
Drayton Valley Hinton Total
$ $ $
(audited)

Land 578,234 417,825 996,059
Building 6,914,756 5,588,402 12,503,158
Furniture, fixtures and equipment 1,100,000 1,000,000 2,100,000
Prepaid expenses 7,845 7,839 15,684
Inventory 13,672 5,000 18,672
Accounts payable and accrued liabilities (33,015) - (33,015)






