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LAKEVIEW HOTEL REAL ESTATE
INVESTMENT TRUST

Supplement to Consolidated Financial Statements
for the Three Months ended March 31, 2008 and 2007

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 ended March 31, 2008 and 2007 were prepared by, and are the
responsibility of, the Trust’s management.

The Lakeview Hotel Real Estate Investment Trust’s 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’s auditor.



Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED BALANCE SHEETS

Unaudited

ASSETS

Current

Cash and cash equivalents

Reserve fund frote 37

Accounts receivable

Inventory

Prepaid expenses

Total current assets

Deposits held in trust fuotel8(a)]

Franchise fees, licenses and pre-opening costs [note 4]

Income properties [rotes 2, 5, 9, and 13]

Investment in Lakeview Flag Licensing General
Partnership [note 6]

LIABILITIES AND UNITHOLDPERS' EQUITY
Current

Agcounts payable and accrued liabilities [rote 13]
Distributions payable

Current portion of mortgages payable fnote 9]
Total current liabilities

Debentures fnote 7]

Convertible debentures frote &/

Mortgages payable [fnoie 9]

Future income tax liability /note 16/

Total liabilities

Unitholders' equity

See accompanying notes
On behalf of the Board of Trustees:

"Gary Colentan”
Trustee

March 31 December 31
2008 2007
5 $
{audited)
1,362,146 3,883,533
1,385,531 1,237,214
2,490,461 2.030,665
144,034 142,103
393,537 301,449
5,775,709 7,594,964
10,318,683 —
144,111 156,432
143,857,031 144,810,596
57,202 40,367
160,152,736 152,602,359
3,597,898 2,772,176
707,188 707,188
2,255,925 2211,080
6,561,011 5,691,044
9,425,035 —
14,483,839 14,318,230
79,631,035 §0,158,092
730,000 734,000
110,830,920 100,901,366
49.321,816 - 51,700,993
160,152,736 152,602,359
"Keith Levit"
Trustee



Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED STATEMENTS OF INCOME (L.OSS) AND

COMPREHENSIVE INCOME (LOSS)

Three Months Ended March 31
Unaudited

REVENUE

Rooms

Food, beverage and gift shop
Interest and miscellaneous

EXPENSES
Amortization
Franchise fees, licenses and pre-opening costs
Income properties
Food, beverage and gift shop
General and administration fnote 13]
Insurance
Interest
Loan and other
Mortgages and debentures
Maintenance
Marketing fnote 137
Property taxes
Salaries and benefits
Supplies
Utilities

Income (loss} before the following

Income from Lakeview Flag Licensing General
Partnership fnote 6/

Income (loss) before income taxes

Recovery of income taxes - future

Net income (loss) and comprehensive
income (loss} for the period

Basic and dituted net income (loss) and comprehensive

income {loss) per Unit frote /2]

See accompanying notes

2008 2007

$ $
7,962,210 5,803,919
1,104,736 942,611
226,781 156,417
9,293,727 6,902,947
12,321 4,950
1,417,810 873,318
448,526 391,817
1,686,579 1.229,909
78,609 53,290
3,856 12,229
1,809,601 690,975
235,066 128,572
640,786 320,056
359,030 235,565
2,370,291 1,490,824
227,297 143,564
426,954 277,517
9,716,726 5,852,586
(422,999) 1,050,361
161,385 118,516
(261,614) 1,168,877
4,000 —
(257,614) 1,168,877
(0.013) 0.064




Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED STATEMENTS OF
UNITHOLDERS' EQUITY

Three Months Ended March 31
Unaudited

Unitholders' capital /nore 10}
Balance, beginning of period
Conversion of debentures
Balance, end of period

Equity portion of convertible debentures
Balance, beginning of period

Conversion of debentures

Balance, end of period

Contributed capital
Balance, beginning and end of period

Accumulated earnings

Balance, beginning of period

Net income (loss) and comprehensive income (loss) for the period
Balance, end of period

Accumulated distributions
Balance, beginning of period
Distributions declared [note 11)]
Balance, end of period
Unitholders' equity, end of period

See accompanying notes

2008 2007
$ $
59,021,720 55.901,339
— 1,195,699
59,021,720 57,097,038
2,883,536 823,836
— (294,605)
2,883,536 520,231
345,900 45,000
2,813,017 2,556,606
(257,614) 1,168,877
2,555,403 3,725,483
(13,363,180) (5,011,551)
(2,121,563) (2.017,714)
(15,484,743) (7.029,265)
49,331,816 54367487




Lakeview Hotel Real Estate Investment Trust

CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended March 31
Unaudited

OPERATING ACTIVITIES
Net income {loss) for the period
Add (deduct) items not involving cash
Amortization of income propertics
Amortization of franchise fees, licenses
and pre-opening costs
Income from Lakeview Flag Licensing General Partnership
Accretion on debt component of convertible debentures
Accretion of debentures
Accretion of mortgages
Future incoine tax recovery

Net change in non-cash working capital balances
related to operations
Cash provided by operating activitics
INVESTING ACTIVITIES
Acquisition of income properties, cash consideration finore 2]
Additions to income properties
Deposits held in trust forhotel acquisition
Distributions from Lakeview Flag Licensing
General Partnership
Cash used in investing activities
FINANCING ACTIVITIES
Unitholders' distributions
Class A
Exchangeable Units
Proceeds from loan
Repayment of mortgages
Proceeds of debentures frote 7]
Financing costs on mortgages and debentures
Cash provided by (used in) financing activitics
Net decrease in cash and cash equivalents
during the period
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental cash flow information
Cash paid for interest
See accompanying notes

2008 2007
$ $
(257,614) 1,168,877
1,417,810 873,318
12,321 4,950
(161,385) (118,516
165,609 42.036
1,019 —
50,038 24329
(4,000) —
1,223,798 1,994,994
122,990 (92,297
1,346,788 1,902,697
— (10,196,116)
(464,245) (734,138)
(10,318,683) —
144,550 85,750
(10,638,378) (10.844,504)
(2,066,513) (1,962,697)
(55,050) (55.017)
— 750,000
(532,250) (238,347)
10,250,000 —
(825,984) (8,382)
6,770,203 (1,514,443)
(2.521,387) (10,456,250
3,883,533 11,231,601
1,362,146 775,351
1,297,803 600,318




Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31,2008
Unandited

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. Iakeview Hotel REIT issued Trust Units pursuant to a Qualifyving
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.

These consolidated financial statements include the accounts of Lakeview Hotel REIT's
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., 1236412 Alberta Lid.,
0759566 B.C. Lid.. 0760018 B.C. Ltd., 0760024 B.C. Ltd., 1312258 Alberta Ltd., 1317639
Alberta Ltd., 1323785 Alberta Ltd. and 1360841 Alberta T.td, Transactions within the
consolidated group are eliminated upon consolidation.

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.

Significant accounting policies

These unaudited consolidated interim financial statements have been prepared by management in
accordance with Canadian generally accepted accounting principles. They have also been prepared
on a basis consistent with the December 31, 2007 audited financial statements and should be read
in conjunction with the audited financial statements and the notes thereto,



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31,2008
Unaudited

[a] Cash and cash equivalents

Cash and cash equivalents consist of cash and guaranteed investment certificates with maturities
of less than 90 days from the date of issuance and are readlily convertible to cash.

[b] Inventory
Inventory is recorded at the Iower of cost, on a first in, first out basis, and net realizable value.
[¢] Franchise fees, licenses and pre-epening costs

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.

Licenses include the costs associated with the purchase of the right to continue operation of
existing video lottery terminals. Licenses are stated at cost less accumulated amortization,
Amortization is recorded using the straight-line method over five years.

Pre-opening costs were incurred with respect to the opening of the Local Heroes restaurant at the
Lakeview Inn & Suites - Fort Saskatchewan on June 15, 2007 and include training, travel and
salaries. Pre-opening costs are stated at cost less accumulated amortization. Amortization is
recorded using the straight-line method over three years.

[d] Income properties

Income properties include land, buildings, parking lots, signs and fumiture, fixtures and
equipment, '

Income praperties 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 asset's 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.

Maintenance and repair costs are expensed against operations as incurred, while significant
improvements, replacements and major renovations are capitalized to income properties,



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31,2008
Unaudited

Amortization is recorded as follows:

Buildings Straight-line over 40 years
Parking lots Straight-line over 10 years
Signs Straight-line over 10 years
Furniture, fixtures and equipment Straight-line over 3 - 5 years

[e] 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.
{f] Related parties

During 2008 and 2007, Lakeview Hotel REIT lad 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 LMI
Lakeview Flag Licensing General Partnership Equity investee
Lakeview Flag Management General Partnership  Joint venture investee
XYZ Design Inc. A company related to LMI
Keith Levit Photography A business owned by the President and
Trustee

[g] Lakeview Perks Loyalty Program

In 2006, LMLI introduced the Lakeview Perks Loyalty Program. Members of the Lakeview Perks
Loyaity Program eam points based on their spending at Lakeview Inn & Suites hotels and
Lakeview Resorts. Points can be redeemed for hotel stays at participating hotels or other services
or merchandise. The future redemption liability is included in accounts payable and accrued
liabilities and is estimated based on points awarded and management's assessment of anticipated
point redemptions and point value.

Management will adjust the estimated liability based on redemption experience and additional
points awarded and such adjustments will be recorded in the results of operations,



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31,2008
Unaudited

[h] Income taxes

In June 2007, the Government of Canada enacted new legislation imposing additional income
taxes upon publicly traded income trusts classified as Specified Investment Flow-Throughs
["STFT"], which include a real estate investment trust ["REIT"] that carries on Canadian hotel
operations effective Janvary 1, 2011, Prior to June 2007, Lakeview Hotel REIT estimated the
future income tax on certain temporary differences between amounts recorded on its balance sheet
for book and tax purposes at a nil effective tax rate. Under the legislation, Lakeview Hotel REIT
now estimates the effective tax rate on the post 2010 reversal of these temporary differences to be
27.2% in 2011 and 25.7% thereafter. Temporary differences reversing before 2011 will still give
rise to nil fiture income taxes.

While Lakeview Hotel REIT believes it will be subject to additional tax under the new legislation,
the estimated effective tax rate on temporary difference reversals after 2011 may change in future
periods. As the legislation is new, future technical interpretations of the legislation could occur
and could materially affect management's estimate of the future income tax lability.

The amount and timing of reversals of temporary differences will also depend on Lakeview Hotel
REIT's future operating results, acquisitions and dispositions of assets and liabilities, and
distribution policy. A significant change in any of the preceding assumptions could materially
affect Lakeview Hotel REIT's estimate of the future tax liability.

[if Net income (loss) and comprehensive income (loss) per unit

Net income (loss) and comprehensive income (loss) per unit is based on the consolidated net
income (loss} for the period divided by the weighted average mumber of units outstanding during
the period. Diluted income (loss) 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 tn note 11. The fair value method is
used to determine the expense for stock-based awards granted to employees and non-empioyees.
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.



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31,2008
Unaudited

{k] 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,

[1] Financial Instrunments
Lakeview Hotel REIT has the following financial assets and liabilites:

* Cash and cash equivalents, reserve fund and deposits held in trust are classified as
"assets held-for-trading” and are measured at fair value. Gains and losses resulting
from the periodic revaluation are recorded in net income (loss).

*  Accounts receivable are classifted as "loans and receivables” and are recorded at cost,
which upon their initial measurement is equal to their fair value. Subsequent
measurements are recorded at amortized cost using the effective interest rate method.

*  Accounts payable and accrued liabilities, distributions payable, debentures, convertible
debentures and mortgages payable are classified as "other financial liabilities" and are
initially measured at their fair value. Subsequent measurements are recorded at
amortized cost using the effective interest rate method. Under the effective interest
method, financing costs must be applied against the debt to which they related. Over
the term of the debt the long-term liability will increase to the face value of the debt,
with the accretion being included in interest on moitgages or interest on debentures and
convertible debentures on the consolidated statements of income (loss) and
comprehensive income (loss).

Fair value is based on quoted market prices when available. However, when financial
instruments lack an available trading market, fair value is determined using management's
estimates and is calculated using market factors with similar characteristics and risk
profiles.

_[m] New accounting standards adopted in 2008
Capital Disclosures and Financial Instruments — Presentation and Disclosure
The CICA issued three new accounting standards: Section 1535, "Capital Disclosures";

Section 3862, "Financial Instruments — Disclosures"; and Section 3863, "Financial
Instruments - Presentation". These new standards are effective for fiscal years beginning

5



Lakeview Hotel Real Estate Investment Trust

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31,2008
Unaudited

on or after October 1, 2007 and Lakeview Hotel REIT has adopted them on January 1,
2008.

Section 1535 establishes disclosure requirements about an entity's capital and how it is
managed. The purpose is o enable users of the financial statements to evaluate the entity's
objectives, policies and processes for managing capital [note 17].

Sections 3862 and 3863 replaced Section 3861, "Financial Instruments — Disclosure and
Presentation”, revising and enhancing its disclosure requirements, and carrying forward the
presentation requirements. These new sections place increased emphasis on disclosures
about the nature and extent of risk arising from financial instruments and how the entity
manages those risks fnote 15].

{n} Future accounting changes
International Financial Reporting Standards [“TFRS”]

In 20035, the AcSB announced that the accounting standards in Canada are to converge with
IFRS. On February 13, 2008, the CICA had confirmed that the use of IFRS will be required
by January 1, 2011, with appropriate comparative data from the prior year. Under IFRS, the
primary audience is capital markets and as a result, there is significantly more disclosure
required, specifically for quarterly reporting. Further, while IFRS uses a conceptual
framework similar to Canadian GAAP, there are significant differences in accounting
policy that must be addressed. While Lakeview Hotel REIT has begun assessing the
adoption of IFRS for 2011, the financial impact of the tramsition to IFRS cannot be
reasonably estimated at this time.

2. ACQUISITION OF HOTELS

In 2007, Lakeview Hotel REIT acquired certain hotels. The acquisitions have been accounted for
by the purchase method with the results of operations from the acquired hotels included in the
Lakeview Hotel REIT's earnings from the date of their respective acquisitions. The assets and
liabilities acquired at fair value were as follows:






