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Capitalized terms that are not otherwise definedhis annual information form
have the respective meanings set out in Appendixhssary of Terms.

INFORMATION ABOUT THIS ANNUAL INFORMATION FORM

Forward-Looking Statements

Some of the statements contained or incorporatecefgyence herein, including those
relating to InnVest REIT's strategies and othetestants that are predictive in nature, that
depend upon or refer to future events or conditi@msthat include words such as "expects,"
"anticipates,” "i plans,” "believes," 'lesates” or similar expressions, are forward-

intends,
looking statements within the meaning of applicalslecurities laws. Forward-looking
statements include, without limitation, the infotioa concerning possible or assumed future
results of operations of InnVest REIT as set fdrénein. These statements are not historical
facts but instead represent only InnVest REIT'sefqtions, estimates and projections regarding
future events.

THE FORWARD-LOOKING STATEMENTS CONTAINED OR INCORPO RATED BY
REFERENCE HEREIN ARE NOT GUARANTEES OF FUTURE PERFO RMANCE AND
INVOLVE CERTAIN RISKS AND UNCERTAINTIES THAT ARE DI FFICULT TO
PREDICT. THE FUTURE RESULTS AND UNITHOLDER VALUE O F INNVEST REIT
MAY DIFFER MATERIALLY FROM THOSE EXPRESSED IN THE F ORWARD-
LOOKING STATEMENTS CONTAINED OR INCORPORATED BY REF ERENCE
HEREIN DUE TO, AMONG OTHER FACTORS, THE RISKS AND U NCERTAINTIES
DISCUSSED HEREIN, THE MATTERS SET FORTH UNDER "RISK S FACTORS"
AND THE FACTORS DETAILED IN INNVEST REIT'S FILINGS WITH APPLICABLE
SECURITIES REGULATORS, INCLUDING THE FACTORS DETAIL ED IN INNVEST
REIT'S ANNUAL AND INTERIM FINANCIAL STATEMENTS AND THE NOTES
THERETO. INNVEST REIT DOES NOT UNDERTAKE ANY OBLIG ATION TO
UPDATE OR RELEASE ANY REVISIONS TO THESE FORWARD-LO OKING
STATEMENTS TO REFLECT EVENTS OR CIRCUMSTANCES AFTER THE DATE
HEREOF OR TO REFLECT THE OCCURRENCE OF UNANTICIPATE D EVENTS,
EXCEPT AS REQUIRED BY LAW.

Use of "Distributable Income"

Distributable Income is a non-GAAP measure andethemo standardized measure of
Distributable Income. Distributable Income is mmeted in this Annual Information Form
because the REIT believes this non-GAAP measugeredevant measure of its ability to earn
and distribute cash returns to Unitholders. DChsiiable Income as computed by the REIT may
differ from similar computations as reported byestBimilar entities and, accordingly, may not
be comparable to distributable income as repornyeslibh entities.

Distributable Income means net income of InnVestTR&s set out in its consolidated
financial statements determined in accordance AP, subject to certain adjustments set out
in the Declaration of Trust, including the addingck of depreciation and amortization,
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amortization of fair value debt adjustments andreiincome tax expenses, excluding any gains
or losses on the disposition of real property, &ndre income tax benefits and deducting the
amount calculated for the reserve for replacemdntumiture, fixtures and equipment and

capital improvements, the interest on convertibEbehtures that is not included in the

computation of net income and any other adjustmeletermined by the Trustees in their

discretion.

INNVEST REAL ESTATE INVESTMENT TRUST

InnVest Real Estate Investment Trust (the "REIT" 'BtnnVest REIT") is an
unincorporated open-ended real estate investmast treated by its amended and restated
declaration of trust dated July 18, 2002 (the "Beation of Trust") and governed by the laws of
the Province of Ontario. The REIT is focused on twnership and acquisition of hotel
properties. The REIT also indirectly owns 50% obf@le Canada, the largest franchisor of hotels
in Canada, as measured by hotels under franchise.

The head office and the registered office of théTR&te located at 5090 Explorer Drive,
7th Floor, Mississauga, Ontario L4W 4T9.

The REIT is a "mutual fund trust" as defined by Trax Act, but it is not a "mutual fund”
as defined by applicable securities legislation.

Additional information relating to the REIT may lb@und in InnVest REIT's financial
statements and Management Discussion and Analdid&A") for the year ended December
31, 2005. These documents can be accessed at wiawcsn.

STRUCTURE OF THE REIT

The REIT holds, directly and indirectly, the Polithp consisting of 130 Canadian hotel
properties operated under international brands,aB8% interest in Choice Canada. InnVest
REIT owns 62 Hotel Properties, either directly lmrough a subsidiary limited partnership, and
InnVest Properties Corp., an indirect subsidiarynoiVest REIT, owns 68 Hotel Properties. The
Operator, a subsidiary limited partnership of IneMREIT, together with subsidiaries, owns and
operates the Hotel Businesses and leases the IPotglerties (other than certain Hotel
Businesses and Hotel Properties that are indirestiyed by InnVest Properties Corp.) from the
REIT, InnVest Properties Corp. and their subsidmriOne hundred of the 130 hotels in the
Portfolio are operated under franchise agreemeitts @hoice Canada, and the remaining 30
hotels are operated under franchise agreementsottién franchisors.

The following chart illustrates the primary struetu and contractual relationships
between InnVest REIT and its principal subsidiantitees and certain third parties:
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(directly and indirectly through wholly
owned subsidiary limited partnerships)

1)
@

Held through wholly-owned direct and indireabsidiaries of the REIT.
Held through a wholly-owned subsidiary of Inrs¢@roperties Corp.

GENERAL DEVELOPMENT OF THE BUSINESS

Major events influencing the development of InnVR&IT's business since its inception

that have and are expected to have a significdideimce on future operations include the
following:

e Prior to July 26, 2002, the Portfolio was ownedabjint venture created by
the Whitehall Funds and the Westmont Group, thesps of the REIT. The
majority of the hotels in the Portfolio were inditly acquired by the
Whitehall Funds and Westmont Holdings through tbguasition of UniHost
Corporation, a TSX-listed public company, compldatetMay 1999.

* InnVest REIT was formed on January 1, 2002. Thelagaion of trust
governing the REIT was amended and restated onl8,I2002 in connection
with the filing of a (final) prospectus of InnVeREIT relating to its initial
public offering. InnVest REIT did not carry on aagtivities between January
1, 2002 and July 25, 2002.

* On July 26, 2002, InnVest REIT completed an inipablic offering of 30
million Units at an offering price of $10 per Unithe REIT issued an
additional 11,068,910 Units to the Whitehall Fundidaple Leaf and a
Canadian chartered bank at an issue price of $tQJp& and issued $75

Tor#. 1663243.7



Tor#: 1663243.7

Tor#. 1663243.7

-4 -

million aggregate principal amount of convertiblbdntures to certain of the
Whitehall Funds. The net proceeds to InnVest REdmfthe sale of securities
were principally used to acquire the Portfolio, sisting of 114 hotels

operated under international brands, a 50% intare€thoice Canada and
certain related assets. See "Business of the RER3sets of the REIT".

On July 26, 2002, the Operator entered into thetdiadotel Management
Agreement with the Manager under which the Managanages the Hotel
Businesses. See "Management of the REIT — Masteel Hdanagement
Agreement”.

On July 26, 2002, InnVest REIT obtained a $375iamillTerm Credit Facility
with a Canadian financial institution. Initially2$6.7 million of this amount
was drawn down to refinance existing indebtedn8absequent advances are
available: (i) to finance 50% of the cost of renmowas and capital
expenditures with respect to the Hotel Propertres086 of the purchase price
for the freehold interest under any ground leas¢hmd party minority co-
ownership interest relating to any of the Hotelg&mies (up to approximately
$24 million); (ii) to refinance Existing Mortgagespon maturity (up to
approximately $94.3 million); and (iii) to finand¢ke costs for acquisition of
additional hotel properties approved by the lendgr to approximately $40
million). The borrowers under the Term Credit Fagiare the REIT, InnVest
Properties Corp. and the Operator, and the faciig originally secured by
first and second charges on 71 (currently 74) & thitial 114 Hotel
Properties and the related Hotel Businesses togefitie a pledge of interests
in entities holding title to 30 (currently 27) atidnal Hotel Properties and the
related Hotel Businesses, including a pledge ofeshaf InnVest Properties
Corp.

On July 26, 2002, InnVest REIT obtained a $25 williOperating Facility
from a Canadian chartered bank under which InnREsSiT is the borrower
and InnVest Properties Corp. and the Operatorteguarantors. The facility
is secured by first charges on nine of the initibtdi Hotel Properties and the
related Hotel Businesses and is used to financepbeations of the Operator.

On October 8, 2003, InnVest REIT closed a secondéisring of InnVest
REIT's $75 million 9.75% Debentures due June 30072Qthe "9.75%
Debentures™). The 9.75% Debentures were sold byY®F Nova Scotia
Company, an affiliate of the Whitehall Funds at ricep of $1,037.50 per
$1,000 principal amount, plus accrued and unpdetest from June 30, 2003
to October 8, 2003 for aggregate proceeds of $2/580. At the time of the
offering, the effective yield-to-maturity of the7% Debentures was 8.55%,
calculated on a semi-annual basis. The offering waderwritten by RBC
Capital Markets. The 9.75% Debentures have notvatichot be registered
under the United States Securities Act of 1933Vest REIT did not receive
any of the proceeds from the sale of the 9.75% Dieipes although the
transaction has resulted in broader public ownprshthe 9.75% Debentures.
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On March 10, 2004, the REIT announced a deal techase nine mid-scale
hotel properties consisting of eight Holiday Inrntéis and one Quality Hotel
(collectively the "New Hotel Properties™) from paetships affiliated with the
Whitehall Funds and the Westmont Group for $111ilam plus closing and

transaction costs to be financed in part by anrioijeof additional Units and
convertible unsecured subordinated debentures.

On March 22, 2004, InnVest Master Properties IX &l InnVest Master
Properties VII LP (the "Borrower LPs"), subsidiarigf the REIT, entered into
binding commitment letters with a Canadian finahmiatitution as lender for
loans in the amount of $31.1 million and $30.3 mil| respectively. The
loans are secured by a mortgage in favour of thédeover each Borrower
LP's interest in certain of the New Hotel Propartend the Holiday Inn
Dartmouth. Each loan has a term of 10 years, amth &orrower LP is
obligated to pay equal monthly payments of inter@sti principal to the
lender in respect of the loans, as determined bylehder and based on the
amortization periods specified in the commitmettels. The Borrower LPs
are not entitled to prepay any amounts in wholm grart prior to the maturity
date. Each of the Borrower LPs are responsibleter lender's costs and
expenses incurred in connection with the loanswel as for certain non-
refundable application fees and commitment feeslegu$302,500 each (or
1% of the estimated amount of each Loan).

On March 23, 2004, InnVest REIT filed a (final) shdorm prospectus
qualifying the distribution of 4,055,000 trust Usiat $11.35 per Unit for
gross proceeds of approximately $46 million and.$5million principal
amount of convertible unsecured subordinated debestwith a coupon of
6.25% (the "6.25% Debentures"), that are convextik the option of the
holder, into trust Units of the REIT at $12.50 perst Unit. These offerings
were made to a syndicate of underwriters led by RE@ital Markets on a
bought deal basis. The prospectus also qualifieddiktribution, subject to
certain conditions, of 355,000 units (of which odly2,000 units only were
subscribed for) at a price of $11.35 per Unit topMaleaf Investment
Holdings, L.P., an affiliate of the Manager of tREIT's portfolio. The net
proceeds of the offerings, combined with a $61.4ioni credit facility, were
earmarked to fund the acquisition of the New H&t@perties. Any remainder
was to be used for general trust purposes anchtbffuture acquisitions.

On April 5, 2004, InnVest REIT finalized the acqtie of the 196 room
Holiday Inn Dartmouth, Nova Scotia for a purchaseegof $8.8 million plus
closing and transaction costs. This acquisitionaexied the hotel portfolio
further into the mid-scale with food and beveragetar of the industry, and
provided industry sector diversity to the REIT sgigortfolio.

On April 7, 2004, the REIT completed the acquisitif eight of nine New
Hotel Properties it had previously announced it mdended to acquire. The
acquisition of the remaining property was complaieduly 1, 2004.
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The Vendors of the New Hotel Properties are eacisidered a related party
of the REIT as defined in the Declaration of Trofsthe REIT. As a result, the
Trustees established an independent committee ¢sedpiof the REIT's

Independent Trustees as defined in the Declaragfoiirust to assess the
transaction. The independent committee retainenl tiven legal counsel for

the purpose of this assessment. In compliance tivéin obligations under the
Declaration of Trust, the Independent Trusteesmethvarious independent
third party professionals whom they relied uponheir assessment including
an appraiser, financial advisor, structural engineed environmental

consultant. Upon completion of their assessment rangew of the reports

prepared by the independent third party professsontne Independent
Trustees recommended the approval of, and the éasisunanimously
approved, the acquisitions.

On March 31, 2005, the REIT finalized the acqusitiof the Oakville
Holiday Inn Select and Conference and Banquet €datr$28.5 million plus
transaction costs. The 144 room hotel featuressw@uweant, lounge, meeting
facilities and an indoor swimming pool. The progest in Oakville, Ontario,
where previously, the REIT did not own any hotels.

On June 30, 2005, the REIT finalized the acquisitod a portfolio of seven
mid-market hotels with a total of 1,196 rooms fo858 million plus
transaction costs. The acquired portfolio con®$teur Radisson Hotels, one
Delta Hotel, one Holiday Inn and one independebthnded hotel. Six of the
hotels are located in Ontario, with two in Londame in Ottawa, Barrie,
Kitchener and the Toronto airport market. The renmg acquired hotel is
located in Montreal. The Vendor Parties of theesehwotels were each a
related party of the REIT pursuant to the termshef REIT's Declaration of
Trust. As a result, the Trustees established arepewdent committee
comprised of the REIT's existing Independent Tmstdo assess the
acquisition. The independent committee retained owen appraiser and
financial adviser to assist with this assessmehé dommittee also retained
other independent third party professionals whoeweslied upon in its
assessment, including a professional engineering &nd an environmental
consulting firm. Upon completion of the assessnagmt review of the reports
of the independent advisors, the Independent Teasecommended approval
of, and the Trustees unanimously approved, theisitiqus.

On August 2, 2005, InnVest REIT finalized the asgion of a 140 room
Holiday Inn Express in Scarborough, Ontario at acpase price of $10
million, plus transaction costs. This acquisitiorasvfunded through an
advance of $7.5 million of long-term mortgage fioggy and through the
issuance of units in the REIT.

In the third quarter of 2005, the REIT completeé 8ale of three hotels,
namely, the Travelodge Regina, the Travelodge bujemand the Ambler
Hotel Mississauga. These hotels had been classiéied discontinued
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operations effective March 31, 2005 and were sotdafprice consistent with
their combined carrying values. See "Strategy & REIT — Divesture
Strategy."

* On December 8, 2005, the Whitehall Funds, one efatiginal sponsors of
the REIT, sold their remaining stake in the REIE. dAresult of the sale, Brian
C. Collyer and Lauren J. Zucker, representativesthf Manager and
Whitehall Funds, respectively, resigned their posg as Trustees.

BUSINESS OF THE REIT

Canadian Hotel Market Overview

Canada has approximately 6,731 hotel propertiesrepassing approximately 391,667
guest rooms. Of these 6,731 hotel properties, amppaiely 3,615 hotel properties have 30 guest
rooms or more, representing approximately 340,2d@sgrooms. The properties range from
small, independently owned and operated hotelshaotéls to large, full service branded hotels.
Of the approximate 3,615 hotels in Canada with 38sgrooms or more, approximately 78% of
the hotels (or 56% of the guest rooms) offer lighite no service. The remaining 22% of these
hotels (or 44% of the guest rooms) are considesdaetfull service in nature. Limited service
hotel properties, which are properties that gehembvide only limited food and beverage or
other ancillary services, generate substantiallyealenues from guest room rentals and tend to
target more price sensitive segments of the maAegpical limited service property features a
low-rise building that does not offer recreationiliies, large meeting spaces or extensive food
and beverage facilities. These hotels are typicétigated in close proximity to major
thoroughfares and to restaurants or other serviwégers. Other market sectors include various
types of full-service hotels which can be categatias mid-scale hotels, which generally target
the traveller seeking some ancillary services agh restaurant, recreation facilities or meeting
space,; first class hotels, which target the travedeeking a higher-end hotel with a full range of
services available; and luxury hotels, which tarthpet traveller demanding an upscale hotel or
resort. Within these varied levels of service, hotenership is significantly fragmented, with the
majority of Canadian hotels, resorts and moteladpé&mily owned and operated.

Assets of the REIT
Portfolio Overview

InnVest REIT owns Canada's largest hotel portfodiis,measured both by number of
hotels and by number of guest rooms. Geographica#iyprincipal guest room concentrations
are in Ontario and Quebec (together representidg @bguest rooms), where the majority of
Canada's population and business activity is locateth additional properties in population
centres in the Atlantic and Western provinces. Mahthe hotel properties in the Portfolio are
clustered in urban areas thereby providing econ®wiiscale as well as providing the REIT with
market intelligence not otherwise available to Engsset owners in specific urban areas. The
hotels are strategically located near major thonéargs in urban and suburban areas, typically
near demand generators such as office centres,rrgoeat and manufacturing facilities,
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universities, airports and tourist attractions. To¢els have a diverse customer base, including
business and leisure travellers, groups, orgaoizstand corporate clients.

Hotel Asset Description

Choice Canada brands, including Comfort Inn®, Quatotel®, Quality Suites®, and
Quality Inn® make up 60% of the Portfolio's guesims. Travelodge® and Holiday Inn are the
other significant brands, representing 13% and d8%e Portfolio's guest rooms respectively.
In 2005, InnVest REIT acquired four properties wvilte Radisson® brand name representing 5%
of the Portfolio's guest rooms. Best Western® aerttd® are also represented, with one location
each. Set out below is a summary description oa#isets under each brand.

BRAND No. of No. of % of
Hotels Guest Rooms Guest Rooms
Comfort Inn 84 6,787 47%
Holiday Inn 15 2,608 18%
Travelodge 11 1,839 13%
Quality Suites/Inn 8 1,096 8%
Quality 5 796 5%
Radisson 4 707 5%
Delta 1 245 2%
Best Western 1 130 1%
Independent 1 83 1%
130 14,291 100.0%
Comfort Inn

Comfort Inn is Canada'’s leading mid-scale limiteds/ie hotel brand as measured by number of
locations, with 142 locations (open or under depelent) in Canada (including the Comfort
Inns in the Portfolio) and more than 2,100 locadiomorldwide. InnVest REIT is the largest
owner of Comfort Inns in Canada, with approximat&8f6 of locations, providing substantial
economies of scale.

The Comfort Inns in the portfolio are typically tvetorey, interior corridor buildings located in

suburban areas with easy access to primary highwigsComfort Inns in the Portfolio range in

size from 59 to 146 guest rooms. Guest room anesniienerally include cable/satellite
television, in-room movies, work desks, data pdrtsr dryers, coffee makers, irons and ironing
boards. Continental breakfast is served as a pénedrand product standards.

Travelodge

The Travelodges in the Portfolio are located acf@asada, principally in population centres in
Ontario, Alberta and Saskatchewan.
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The Travelodges range in size from 100 to 254 guests. Eight of the Travelodges are multi
storey, mid-scale hotels located in urban areas. rfEmainder are two-storey, interior corridor
buildings located in suburban areas with accessnapor highways. Guest room amenities
typically include cable/satellite television, inorm movies, work desks, data ports, in room
coffee makers and hair dryers. Hotel amenitieschify include an indoor pool, whirlpool,
fitness room, limited meeting space and, in thes a@smost hotels, a restaurant and/or lounge
which are typically leased to a third party operato

Quiality Suites/Quality Inns and Quality Hotels

The Quality Suites/Quality Inns and Quality Hotelghe Portfolio are typically located in urban
downtown locations, airport locations or in suburbareas with easy access to primary
highways.

The Quality Suites/Quality Inns in the Portfolionge in size from 96 to 254 suites or guest
rooms. Suites generally consist of two rooms ofrapmately 460 square feet in total area.
Bedroom amenities typically include king-size becbhle/satellite television, in-room movies,
hair dryers, irons and ironing boards, data portd separate dressing areas with a mirrored
vanity and closet. Living room amenities typicatyglude a pull-out sofa bed, a large work table,
in-room coffee makers and a second telephone dedd®n. Hotel amenities generally include
limited meeting space, a breakfast room and gaesidry services.

The Quality Hotels in the Portfolio range in sizerh 140 to 212 guest rooms. Room amenities
at the Quality Hotels typically include cable/shteltelevision, in-room movies, hair dryers,
irons and ironing boards, data ports and in-rooffeeamakers. Hotel amenities typically include
meeting space, a breakfast room or restaurant aest taundry services.

Holiday Inns
The Holiday Inns in the Portfolio are located pipaily in population centres in Ontario.

The Holiday Inns range in size from 136 to 240 guesms. There are more than 1,500 Holiday
Inn full-service hotels around the world and tharat offers guests many features to make their
stay more enjoyable, including comfortable gueste equipped with coffeemakers, hair dryers

and irons. Other full-service amenities typicallifeced are restaurants and room service, a
relaxing lounge, swimming pool, fithess centre dondthe business traveler, today's Holiday Inn

hotels offers 24-hour business services and metduilities.

Radisson

The new acquisitions added four Radisson hotelgrt@s to the Portfolio. The Radisson hotels
range in size from 144 to 216 guest rooms.

Radisson Hotels & Resorts, a world leader in théelhandustry, operates, manages and
franchises hotels and resorts worldwide. They asenmitted to providing personalized,
professional guest service and 'Genuine Hospitalttgvery point of guest contact at more than
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435 hotels, representing more than 102,000 guestisaon 61 countries. In addition to providing
comfortable guest room amenities such as coffeerspkairdryers and irons, the Radisson
hotels also provide certain full service amenisesh as restaurants and room service, fitness
centers and recreational facilities, high speedrivdt access, meeting and banquet facilities as
well as online meeting/event planning tools.

Others

The Portfolio also includes one hotel operated utite Best Western flag, one under the Delta
Hotels flag and an independent hotel named LegSuit

Choice Canada Franchising Business

Upon completion of the REIT's initial public offag on July 26, 2002, in addition to the
Portfolio, InnVest REIT acquired a 50% indirectargst in Choice Canada. The remaining 50%
of Choice Canada is owned by Choice Internatiomag, of the largest hotel franchise companies
in the world with more than 5,000 hotels and res¢open or under development) around the
world under the Comfort Inn®, Comfort Suites®, Qualinn®, Quality Hotel®, Quality
Suites®, Clarion®, Sleep Inn®, Rodeway Inn®, Ecdmomlge® and MainStay Suites® brand
names. In addition to strong international brandogmition, Choice International has a
centralized reservation system, sales and markeprggrams and proprietary property
management systems. Choice branded hotels arectedpeegularly to ensure quality and
consistency of service.

Choice Canada, the Canadian master franchisoreoCHhoice brands, enjoys a prominent
position in the Canadian hospitality market. Withpeoximately 282 locations open or under
development and approximately 23,750 guest roormsjd€ Canada is the largest franchisor of
hotels in Canada as measured by hotels under ismnchhe Comfort and Quality brands are
well known in the mid-scale sector.

Upon formation of the joint venture between a poedsor of InnVest Properties Corp.
and Choice International in June 1993, InnVest Brdgs Corp. retained all rights to the royalty
fees collected from its then existing managed pbeotfof Choice branded properties, subject
only to InnVest Properties Corp. contributing afereed annual royalty amount to Choice
Canada. The royalty arrangement continues untie 2 2092, provided that the affiliation
arrangement between International, Choice Canau#,l@nVest Properties Corp. remains in
place. Any new properties owned or managed by Ish\Rroperties Corp. or InnVest REIT
which are added or re-branded under the Choicelitaa system will be subject to the then
current Choice Canada franchise fees.

With an increasing number of hotels being franahigeder Choice flags, management of
InnVest REIT believes that, as the Choice franchisgem expands, its 50% ownership interest
in Choice Canada will provide continuing growth ogpnities for this income stream. During
2004 and 2005, 15 and 11 additional hotels in gear respectively were branded under the
Choice flags in Canada. Additionally, through itsn@rship interest in Choice Canada, InnVest
Properties Corp. has the right to participate smdpproval of any new Choice branded hotels in
Canada and in the removal of any defaulting frasexds.
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Strategy of the REIT

Objectives of InnVest REIT

InnVest REIT's three primary objectives are:

1.
2.

3.

To provide stable and growing cash distributionanaholders;

To maximize the long-term value of our assets lwgsting in and actively managing the
hotel assets; and

To pursue selective acquisitions that are expetddoe accretive to earnings and cash
flow.

Operating Strategy

InnVest REIT achieves its objective of stable cditributions by owning a diversified

portfolio of leading hotel properties diversifiedy Hocation, brand, customer type and,
increasingly, by market position. If a propertyadeader in its market, it will enjoy both an
occupancy and rate advantage over its competi®nse individual markets can be affected by
local events and economic conditions, diversifamathelps limit the impact of such factors on
the overall portfolio.

InnVest REIT's operating strategy is to continueetthance the performance of each

hotel and improve its RevPAR penetration versusatapetitive set. InnVest REIT applies five
main operating and strategic principles to maxinoigerating efficiencies and internal growth:

1. Maximize the performance of each individual hotel;

2. Use yield management and market strategies to nizxiRevPAR,;

3. Control operating costs by improving operating adincies and taking advantage of

buying power and economies of scale;

4. Continually maintain and enhance the quality ofgbefolio and guest satisfaction; and

Expand sales across all customer segments witltues fon building our base business
through crew sales; corporate national, regiona lmcal accounts; and groups while
maintaining availability for the higher room ratergrating tourist segment.

The manager of the hotel portfolio is Westmont Hiadipy Canada Limited

("Westmont"), one of the largest privately held @wvoperators of hotels in the world. The
Manager has approximately 6 years remaining on-gedad master hotel management agreement
to manage InnVest REIT's hotel portfolio and is jeabto non-competitive arrangements
described more particularly in "Non-Competition &rgements".

Acquisition Strategy

InnVest REIT continues to pursue accretive acqaisst of hotels that compliment its

existing portfolio. InnVest REIT's strategy is tmntinue to increase diversification by
geography, product/brand, customer as well assetgvel and market segment.
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While the REIT continues to focus primarily on thetel market in Canada, the REIT's
strategy includes sourcing potential acquisitionsthie United. InnVest REIT's manager,
Westmont, through an affiliate, has a significaoteh management business in the United States
which will enable the REIT to expand into this metrkeamlessly. At any point in time, InnVest
may be exploring or negotiating any number of tagtisns. The REIT's focus will be to
continue to leverage its strong relationships im&k to acquire additional hotels, with a focus
on the mid-scale segment. InnVest REIT will, hoarvseriously consider properties or
portfolios in other segments if these assets mteestrict criteria, bring stable, accretive cash
flow and provide attractive long-term prospectstfer REIT.

Divestiture Strategy

InnVest REIT monitors the operating performancéséssets on an ongoing basis. From
time to time, certain assets may be identified thay not support certain primary objectives of
the REIT. Such assets may provide unstable or dsicrg net operating income levels, which in
turn affects the REIT's ability to maintain stabted growing cash distributions to its unitholders.
Also, the retention of certain assets may be insterst with the REIT's objective of maximizing
its long-term asset value. Such a condition magtewhere it is believed that further capital
investment in certain assets will not provide iase&s in net operating income sufficient to aid in
maintaining or growing cash distribution levels.adddition, certain assets may not contribute to
the proposition of long-term value appreciationegiboth their current and future characteristics
and business environment. Overall, when assetsl@néfied that do not support certain primary
objectives of the REIT, the REIT will conduct anafysis to decide if the divestiture of such
assets is in the best interest of unitholders. Sarclanalysis will take into consideration the
implications for distributable income and overalivatsification, market conditions and
numerous other factors.

During the first quarter of 2005, the REIT iderdgdithree hotels, namely the Travelodge
Regina, Travelodge Ingersoll and the Ambler Hot&dd%sauga, that it believed did not meet the
long-term objectives of the REIT.

Effective March 31, 2005, the REIT classified theee assets as discontinued operations
as prescribed by CICA Handbook Section 3475, Digpasf Long-Lived Assets and
Discontinued Operations. This section requires ltthvag-lived assets held for sale be classified as
discontinued operations and the results of operatamd cash flows associated with the assets be
reported separately as discontinued operationsoréliowyly, the REIT wrote down the book
value of these hotels by $1.7 million, and no farttmortization and depreciation was recorded
by the REIT. In the third quarter of 2005, the REHalized the sale of the three hotels classified
as discontinued operations at an aggregate pritgstent with their combined carrying values.

Employees

Approximately 4,400 full time and part-time emplegewere employed by the Operator
or subsidiaries of the Operator at December 315200

Approximately 1,400 employees at 46 of the hotelsthe Portfolio are unionized,
comprising approximately 32% of the total workfar€af this group, approximately 60% are
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full-time employees and 40% are part-time employ&=e "Risk Factors — Potential Labour
Disruptions"” for more information.

Environmental Compliance

An independent environmental consulting firm cortddd®hase | and, where appropriate,
Phase Il environmental site assessments on eatheodfotels in the Portfolio prior to their
acquisition by the REIT. The Phase | environmesital assessments were conducted to identify
actual or potential site contamination and non-dampe with environmental laws and
regulations based on a review of available hisabrand current records, interviews with
available site personnel and a visual inspectioreath property. The completed Phase I
environmental site assessments involved intrugivestigations, such as soil or water sampling
and analyses. These assessments included, in astardes, asbestos sampling and preliminary
site specific risk assessments. These assessn@mistddentify any substantial non-compliance
with material environmental laws or regulationsgd ananagement of the REIT believes that the
current estimated cost of remediation or capitgleexitures with respect to actual or potential
environmental conditions would not have a matea@dverse effect on the REIT's results of
operations, business prospects and financial dondit

Non-Competition Arrangements

The Whitehall Restricted Parties and the Westmastiited Parties have entered into
non-competition agreements with the REIT to restrartain of their acquisition activities in the
limited service sector of the Canadian hotel marKétese agreements prohibit the direct or
indirect acquisition by the Whitehall Restrictedrtites and the Westmont Restricted Parties of
certain Canadian limited service hotel assets arnles opportunity to acquire such assets has
first been offered to the REIT in accordance with agreements. Under the terms of the non-
competition agreement with the Whitehall Restridadities (the "Whitehall Non-Compete"), the
Whitehall Non-Compete ceases to have effect wispeet to the Whitehall Restricted Parties on
the 188" day after the date on which the last of the WkileRestricted Parties (or any person
controlled by one or more Whitehall Restricted Rarttogether with one or more of the
Westmont Restricted Parties) ceases to have, drrieascably renounced, the right to appoint a
representative as a Trustee pursuant to the RB@ctaration of Trust. On December 8, 2005,
the Whitehall Funds ceased to hold any units ofRE4T, thereby terminating the right of the
Whitehall Restricted Parties to appoint a Trustdée Whitehall Non-Compete will therefore
terminate 180 days from December 8, 2005.

Seasonality

The Canadian hotel industry is seasonal in naGeaerally, hotel revenues are greater in
the second and third quarters than in the first Bmdth quarters. This seasonality can be
expected to cause quarterly fluctuations in themeres of InnVest REIT.
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INFORMATION ABOUT THE REIT

Declaration of Trust and Description of Securities
General

The REIT is an unincorporated open-ended real eestatestment trust created by the
Declaration of Trust and governed by the laws efRinovince of Ontario.

Units

An unlimited number of Units may be issued pursuarthe Declaration of Trust. Each
Unit represents an equal undivided beneficial ggein any distributions from InnVest REIT,
whether of net income, net realized capital gainstber amounts, and in the net assets of the
REIT in the event of the termination or winding-opinnVest REIT. All Units are of the same
class with equal rights and privileges. Each Unititkes the holder thereof to one vote for each
whole Unit held at all meetings of Unitholders. THanager and Westmont are currently each
entitled to appoint one of the Trustees. See "Mamamnt of the REIT — Trustees and Officers".

Book-Based System

The Units are represented in the form of fully ségiied global Unit certificates held by,
or on behalf of, The Canadian Depository for SeémgiLimited ("CDS") as custodian of the
global certificates (for its participants) and itgred in the name of CDS or its nominee. Except
as described below, no purchaser of a Unit isledtito a certificate or other instrument from
InnVest REIT or CDS evidencing the purchaser's oship of the Unit. Instead, Units are
represented only in book-entry form. Beneficialemgists in Units represented by the global
certificates, constituting ownership of the Undse represented through book-entry accounts of
institutions acting on behalf of beneficial owneas, direct and indirect participants of CDS.
CDS is responsible for establishing and maintainaogk-entry accounts for its participants
having interests in Units represented by the globdificates.

If CDS notifies InnVest REIT that it is unwillingranable to continue as custodian of the
global certificates, or if at any time it ceases®a clearing agency or otherwise ceases to be
eligible to be the custodian of the global ceréifees and InnVest REIT is unable to locate a
qualified successor, or if InnVest REIT elects ¢ontinate the book-entry system, beneficial
owners of Units represented by the global certifisavill receive definitive Unit certificates.

| ssuance of Units

The Declaration of Trust provides that Units ohtgyto acquire Units may be issued at
the times, to the persons, for the consideratiahanthe terms and conditions that the Trustees
determine. Unitholders do not have any pre-empinfets whereby additional Units proposed to
be issued are first offered to existing Unitholdé¥ew Units may be issued for cash through
public offerings, through rights offerings to exigf Unitholders (i.e., in which Unitholders
receive rights to subscribe for new Units in pradioor to their existing holdings of Units, which
rights may be exercised or sold to other investanspugh private placements (i.e., offerings to
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specific investors which are not made generallylabke to the public or existing Unitholders),
or through the Distribution Reinvestment Plan. Saormation About the REIT - Distribution
Reinvestment Plan". In certain instances, InnVe&lTRmay also issue new Units as
consideration for the acquisition of new propert@sassets. The price or the value of the
consideration for which Units may be issued will determined by the Trustees. Issued and
outstanding Units may be subdivided or consoliddtech time to time by the Trustees without
Unitholder approval. No certificates for fractiondihits will be issued, and fractional Units will
not entitle the holders thereof to vote.

Distribution Reinvestment Plan

The REIT has established a Distribution Reinvestni®lan (the "Plan™) pursuant to
which Unitholders resident in Canada and holdimgimimum of 500 Units may elect to have all
their distributions of income of the REIT automatig reinvested in additional Units at a price
per Unit equal to the average of the trading poten the TSX for the five trading days ending
on the second trading day immediately preceding dage of a monthly distribution (the
"Average Market Price"). A Unitholder who so eleatsll receive an additional bonus
distribution of Units equal in value to 3% of eatiktribution that was reinvested. No fractional
Units will be issued under the plan; instead, hadjustment based upon the Average Market
Price will be paid in lieu of any fractional Unitgherwise issuable under the plan within 10 days
after the distribution date. No brokerage commissi@re payable in connection with the
purchase of Units under the Plan and all admirtisgaosts are borne by the REIT.

The only registered Unitholder will be CDS. As sudieneficial Unitholders (i.e.,
individuals or entities who hold Units through aker or other intermediary participating in the
CDS system) will only be entitled to enrol in tHampthrough their CDS participant. Statements
detailing the number of additional Units acquirbtbtigh the distribution reinvestment plan will
only be provided to beneficial Unitholders througkir CDS participants.

Proceeds from the issuance of additional Unitsnmy/est REIT pursuant to the Plan will
be added to the working capital of the REIT.

Additional information on the Plan can be foundvomw.innvestreit.com.
Purchases of Units

InnVest REIT may from time to time purchase Unitsdccordance with applicable
securities legislation and the rules prescribedeurapplicable stock exchange or regulatory
policies. Any such purchases will constitute astexr bid" under Canadian provincial securities
legislation and must be conducted in accordande tvé applicable requirements thereof.

Redemption Right

Units are redeemable at any time on demand by ¢kdets thereof. A Unitholder not
otherwise holding a fully registered Unit certifieavho wishes to exercise the redemption right
is required to obtain a redemption notice form frbie or her investment dealer who will be
required to deliver the completed redemption nofiicen to InnVest REIT through CDS. Upon
receipt of the redemption notice by InnVest REIIT rights to and under the Units tendered for
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redemption shall be surrendered and the holdeedheshall be entitled to receive a price per
Unit equal to the lesser of: (i) 90% of the "markeice” (calculated in accordance with the
provisions of the Declaration of Trust) of the Wndn the principal market on which the Units
are quoted for trading during the 10 trading daygaecommencing immediately subsequent to
the date upon which the Units were surrenderedddemption; and (ii) the "closing market
price" (calculated in accordance with the provisiaf the Declaration of Trust) on the principal
market on which the Units are quoted for tradinglemredemption date.

The aggregate redemption price payable by InnVASITRn respect of any Units
surrendered for redemption during any calendar maiall be satisfied by way of a cash
payment on the last day of the month following thenth in which the Units were tendered for
redemption, provided that the entitlement of Unlideos to receive cash upon the redemption of
their Units is subject to the limitations that: {ije total amount payable by InnVest REIT in
respect of such Units and all other Units tenddogdedemption in the same calendar month
shall not exceed $50,000 (provided that such limitamay be waived at the discretion of the
Trustees); (ii) at the time such Units are tenddéoededemption, the outstanding Units are listed
for trading on a stock exchange or traded or quatedanother market which the Trustees
consider, in their sole discretion, provides repr¢stive fair market value prices for the Units;
and (iii) the normal trading of Units is not sus@ed or halted on any stock exchange on which
the Units are listed (or, if not listed on a st@ichange on any market on which the Units are
qguoted for trading) on the redemption date or farenthan five trading days during the 10
trading day period commencing immediately afterrdaemption date.

If a Unitholder is not entitled to receive cash npbe redemption of Units as a result of
the foregoing limitations, then each Unit tendef@dredemption shall, subject to obtaining all
applicable regulatory approvals, be redeemed by afaydistributionin specieof Notes issued
by InnVest Properties Corp. The aggregate princgmbunts of such Notes would equal the
redemption price payable by the REIT. The termwafhsNotes would be 25 years, subject to
earlier repayment at the option of InnVest REITd éimey would bear interest equal to the then
current prime lending rate, as quoted by the prvad the Operating Facility, plus 1%.

It is anticipated that the redemption right desedibabove will not be the primary
mechanism for Unitholders to dispose of their Units

Meetings of Unitholders

The Declaration of Trust provides that meeting&Jaoftholders must be called and held
for the appointment or removal of Trustees (exéepa nominee of the Manager or Westmont),
the appointment or removal of the auditors of IneMREIT, the approval of amendments to the
Declaration of Trust, except as described beloweudidmendments to the Declaration of
Trust", the sale of the assets of InnVest REITrasrirety or substantially as an entirety (other
than as part of an internal reorganization) andithedation or dissolution of InnVest REIT. A
resolution appointing or removing a Trustee (exdept nominee of the Manager or Westmont)
or the auditors of InnVest REIT must be passed lsingple majority of the votes cast by
Unitholders. The balance of the foregoing mattersinbe passed by a Special Resolution of
Unitholders. Meetings of Unitholders will be callad held annually for the election of the
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Trustees and the appointment of auditors of Inn\REIT and the next annual meeting of
Unitholders will be held on May 17, 2006.

A meeting of Unitholders may be convened at anyetiamd for any purpose by the
Trustees and must be convened if requisitionedchbyhblders of not less than 5% of the Units
then outstanding by a written requisition. A regosa must state in reasonable detail the
business proposed to be transacted at the mee&tmtnolders have the right to obtain a list of
Unitholders to the same extent and upon the sammglitcans as those which apply to
shareholders of a corporation governed byGheada Business Corporations Act

Unitholders may attend and vote at all meetingthefUnitholders either in person or by
proxy and a proxyholder need not be a Unitholdero persons present in person or represented
by proxy and representing in the aggregate at [E2&t of the votes attaching to all outstanding
Units shall constitute a quorum for the transactbbusiness at all such meetings. If no quorum
is present at any such meeting when called, thetinggeif called on the requisition of
Unitholders, will be terminated and otherwise Wi adjourned for not less than 10 days, and at
the adjourned meeting, the Unitholders then presepérson or represented by proxy will form
the necessary quorum.

The Declaration of Trust contains provisions astlte notice required and other
procedures with respect to the calling and holdihgneetings of Unitholders.

Convertible Debentures

The REIT may issue an unlimited number of conveatidebentures. Currently, only the
9.75% Initial Series Debentures and the 6.25% SéiBebentures are outstanding.

The 9.75% Debentures and 6.25% Debentures are titnwento Units at the option of
the holder at any time at a price (the "Converdirice") of $10.75 and $12.50 per Unit,
respectively. The 9.75% Debentures are redeemiabiehole or from time to time in part, at the
option of the REIT, provided that the volume-wegghtaverage trading price of the Units on the
TSX for the 20 consecutive trading days ending lanfifth trading day preceding the date on
which the notice of the redemption is not less tha5% of the Conversion Price of the 9.75%
Debentures. The 6.25% Debentures are not redeemebleto April 15, 2008, except in the
event of the satisfaction of certain conditiongiathe occurrence of a "Change in Control" (as
defined in the Indenture). From April 15, 2008 tprih 14, 2010, the 6.25% Debentures will be
redeemable, in whole or from time to time in pattthe option of the REIT, provided that the
volume-weighted average trading price of the Unitsthe TSX for the 20 consecutive trading
days ending on the fifth trading day precedingdhte on which the notice of the redemption is
not less exceeds 125% of the Conversion PriceeBtB5% Debentures. On or after April 15,
2010, the 6.25% Debentures will be redeemable,holevor from time to time in part, at the
option of the REIT.

The 9.75% Debentures and the 6.25% Debenturespamkpassuwith each other and
are subordinated in right of payment to all otheisting and future indebtedness of the REIT
other than indebtedness expressed tparepassuwith or subordinate in right of payment to the
9.75% Debentures or 6.25% Debentures, as applicable
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As at December 31, 2005, there was $71,645,000$&¢290,000 outstanding 9.75%
Debentures and 6.25% Debentures, respectively.

Limitation on Non-Resident Ownership

At no time may more than 49% of the Units (on aitadasic or fully-diluted basis) be
held for the benefit of non-residents of Canadath(withe meaning of the Tax Act). The
Trustees may require declarations as to the jutistis in which beneficial owners of Units are
resident or declarations from holders of Unitscag/ether such Units are held for the benefit of
non-residents.

If the Trustees become aware that more than 498teofinits (on either a basic or fully-
diluted basis) then outstanding are held, or mahddd, for the benefit of non-residents or that
such a situation is imminent, the Trustees may nageblic announcement thereof and shall not
accept a subscription for Units from or issue gister a transfer of Units to a person unless the
person provides a declaration that the person tsanaon-resident. If, notwithstanding the
foregoing, the Trustees determined that a majarftthe Units are held for the benefit of non-
residents, the Trustees may send a notice to rsder®@ holders of Units, chosen in inverse
order to the order of acquisition or registrationrosuch manner as the Trustees may consider
equitable and practicable, requiring them to $&lirtUnits or a portion thereof within a specified
period of not more than 60 days. If the Unitholdezseiving such notice have not sold the
specified number of Units or provided the Trustegh satisfactory evidence that they are not
non-residents and do not hold their Units for teaddit of non-residents within such period, the
Trustees may sell such Units on behalf of suchhdtilers and, in the interim, the voting and
distribution rights attaching to such Units shadl buspended. Upon such sale, the affected
holders shall cease to be holders of Units and tingits shall be limited to receiving the net
proceeds of sale.

Amendments to the Declaration of Trust

The Declaration of Trust may be amended or altdrech time to time by Special
Resolution of the Unitholders.

The Trustees may, without the approval of the Undars, make certain amendments to
the Declaration of Trust from time to time inclugiamendments:

1. for the purpose of ensuring continuing compliandéhvapplicable laws, regulations,
requirements or policies of any governmental autyhdnaving jurisdiction over the
Trustees or over InnVest REIT, its status as a Gadufiund trust" under the Tax Act or
the distribution of Units;

2. which, in the opinion of the Trustees, provide #iddal protection for the Unitholders;

3. which remove any conflicts or inconsistencies i@ Declaration of Trust or make minor
corrections which are, in the opinion of the Trestenecessary or desirable and not
prejudicial to the Unitholders;

4. which, in the opinion of the Trustees, are necgssadesirable as a result of changes in
taxation laws; and
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5. for any purpose (except one in respect of which rathdlder vote is specifically
otherwise required) if the Trustees are of the iopinthat the amendment is not
prejudicial to Unitholders and is necessary or rééde.

Term of InnVest REIT and Sale of Substantially All Assets

InnVest REIT has been established for an indefit@ten. Pursuant to the Declaration of
Trust, termination of InnVest REIT, the sale onster of the assets of the REIT as an entirety or
substantially as an entirety (other than as pararofinternal reorganization of the assets of
InnVest REIT approved by the Trustees) requiresram of the Unitholders by Special
Resolution.

Takeover Bids

The Declaration of Trust contains provisions to ¢fiect that if a takeover bid is made
for the Units (as defined in theecurities Ac{Ontario) the "Securities Act”) and not less than
90% of the Units (other than Units held at the dzt¢he takeover bid by or on behalf of the
"offeror" or "associates" or "affiliates" of thefefor, as such terms are defined in the Securities
Act) are taken up and paid for by the offeror, differor will be entitled to acquire the Units held
by Unitholders who did not accept the offer on teems offered by the offeror or at the fair
value of such Unitholders' Units determined in adaace with the procedures set out in the
Declaration of Trust.

I nformation and Reports

InnVest REIT will furnish to Unitholders such finaal statements (including quarterly
and annual consolidated financial statements) #imer oeports as are from time to time required
by applicable law, including prescribed forms nekder the completion of Unitholders' tax
returns under the Tax Act and equivalent provinkggislation.

Prior to each meeting of Unitholders, the Trustedk provide the Unitholders (along
with notice of such meeting) all such informatiaigarequired by applicable law to be provided
to such holders.

Investment Guidelines and Operating Policies
I nvestment Guidelines

The Declaration of Trust provides that the assétamvest REIT may be invested only
in accordance with the following guidelines:

€)) InnVest REIT will invest, directly or indirectly ricluding through corporations,
limited partnerships, general partnerships (if pad by changes in tax laws) or
trusts), in interests in real property on whichditare situated and the hotel
businesses conducted thereon, primarily in Canadhal in entities whose
activities consist primarily of franchising hotels;
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notwithstanding any other provisions of the Dedlaraof Trust, InnVest REIT
shall not make any investment, take any actionmit ®o take any action that
would result in: (i) InnVest REIT not qualifying & "Unit trust" and a "mutual
fund trust" for the purposes of the Tax Act; (letUnits being disqualified for
investment by Deferred Income Plans; or (iii) thats being foreign property for
the purpose of the Tax Act;

InnVest REIT may invest in a joint venture arrangamwith one or more third
parties only if the assets owned by the joint vem@and the activities of the joint
venture otherwise comply with the investment gurded and operating policies
of InnVest REIT, and:

(i) the joint venture arrangement is one pursuant tcwtine REIT holds an
interest in real property jointly or in common witbthers ("joint
venturers") either directly or through the ownepslof securities of a
corporation or other entity (a "joint venture eyitjtas co-owner;

(i)  InnVest REIT's interest in the joint venture arramegnt is not subject to
any restriction on transfer other than a rightiddtfoffer, if any, in favour
of the joint venturers;

(i)  InnVest REIT has a right of first offer to buy timerests of the other joint
venturers;

(iv)  the joint venture arrangement provides an apprtgpbay-sell mechanism
to enable a joint venturer to purchase the othet ye@nturer's interests or
to sell its interest;

(v) the joint venture arrangement provides that thbilitg of the REIT to
third parties is several and not joint and sevgredyvided however that,
subject to any remedies that each joint venturer Inaae against the other
joint venturers, a joint venturer may be requiredyive up its interest in
any particular property owned by the joint venterdity as a result of
another joint venturer's failure to honour its padmnate share of the
obligations relating to such property; and

(vi)  the joint venture arrangement permits, but doeseutire, InnVest REIT
or its designee to participate fully in the managetthereof;

provided, however, that the investment by InnVeBtTRin Choice Canada shall
be specifically excluded from these requirements;

except for temporary investments held in cash, sigpwith a Canadian chartered
bank or trust company registered under the lawa pfovince of Canada, short-
term government debt securities or in money marsttuments of, or guaranteed
by, a Schedule 1 Canadian bank maturing prior te year from the date of
purchase of such securities by InnVest REIT orhiarsterm commercial paper,
notes, bonds or other debt securities of a Canaclaporation, trust or other
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entity maturing prior to one year from the datdssiue and having a rating of at
least R 1 (Mid) by Dominion Bond Rating Servicefl (Mid) by Standard &
Poor's Corporation, InnVest REIT may not hold sii@s other than securities of
a joint venture entity or an entity wholly owned hnVest REIT formed and
operated solely for the purpose of holding a paldic real property or real
properties, holding and/or managing hotel operatsgets or whose activities
consist primarily of franchising hotels, and praadd that, notwithstanding
anything contained in the Declaration of Trusthe tontrary, InnVest REIT may
acquire securities of other real estate investrrasts;

the REIT shall not invest in rights to or interegtsmineral or other natural
resources, including oil or gas, except as incaetd an investment in real

property;

InnVest REIT shall not invest in raw land for dey@wihent (or improved land
with a view to demolishing the improvements) exdeptexisting properties with
additional development potential or properties eeljs to existing properties
owned by InnVest REIT for the purpose of: (i) tleovation or expansion of
existing facilities; or (i) the development of ndacilities that will be capital
property of REIT;

InnVest REIT may invest in mortgages and mortgageds (including, with the
consent of a majority of the Trustees, a partiongabr convertible mortgage)
where:

(i) the real property that is security therefore isome producing real
property which otherwise meets the investment dunes of the REIT;

(i)  the amount of the mortgage loan is not in excesg58b of the market
value of the property securing the mortgage andrtbdgage has at least
a 1.2 times debt service coverage level, whichb&ioed by dividing
operating income for the particular property by thél principal and
interest payments under all mortgages of such prgpe

(i)  the mortgage is a first mortgage registered oe twl the real property
which is security therefor; and

(iv) the aggregate value of the investments of InnVeBITRin these
mortgages, after giving effect to the proposed stwent, will not exceed
20% of Adjusted Unitholders' Equity (calculated taking the aggregate
of (i) the amount of Unitholders’ equity and (iihpet amount of
accumulated depreciation and amortization recordethe books and
records of the REIT in respect of its propertieseach case calculated in
accordance with GAAP) calculated at the time ohsnwvestment;

notwithstanding paragraph (g), InnVest REIT mayestvin mortgages if an
intention is to use the acquisition of the mortgages a potential method of
acquiring control of a real property or a portfotibproperties and the property or
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properties would otherwise meet the investment ajinds of the REIT and
provided the aggregate value of the investmentdnalest REIT in these
mortgages (including mortgage loans referred t@))n after giving effect to the
proposed investment, will not exceed 20% of Adjdsténitholders’ Equity
calculated at the time of such investment;

0] notwithstanding paragraph (g), InnVest REIT mayoaisvest in mortgages
where:

() the mortgage is a "vendor take back" mortgage gcatd the REIT in
connection with the sale by it of existing real peaty and as a means of
financing the purchaser's acquisition of such priygfeom the REIT;

(i)  the mortgage is interest bearing;

(i)  the mortgage is registered on title to the reapprty which is security
therefore;

(iv)  the mortgage has a maturity not exceeding fivesjear

(v) the amount of the mortgage loan is not in excesg56b of the selling
price of the property securing the mortgage; and

(vi) the aggregate value of these mortgages (includirgtgages and
mortgage bonds in which InnVest REIT is permittednivest by virtue of
paragraphs (g) and (h)), after giving effect to greposed investment,
will not exceed 20% of the Adjusted Unitholdersuiig calculated at the
time of such investment;

() all of InnVest REIT's hotel and other real proparnyestments shall be leased to
qualified operators (the Operator and its subsesabeing qualified operators);
and

(k) InnVest REIT may invest an aggregate amount (whithhe case of an amount
invested to acquire real property, shall be theclpase price less the amount of
any indebtedness assumed or incurred by InnVesfl Rifld secured by a
mortgage on such property) of up to 15% of Adjustédtholders' Equity in
investments or transactions which do not complywéragraphs (a), (c), (d), (f),

(9), (h) or (i).

For the purposes of the foregoing guidelines, #eets, liabilities and transactions of a
corporation or other entity wholly or partially oaeh by InnVest REIT will be deemed to be
those of the REIT on a proportionate consolidati@sis. In addition, any references in the
foregoing to an investment in real property will ¢deemed to include an investment in a joint
venture arrangement that holds real property.
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Operating Policies

The Trustees shall conduct the operations andraffdilnnVest REIT in accordance with
the following policies and shall not permit any suary of InnVest REIT to conduct its
operations and affairs other than in accordanck thi¢ following policies:

(@)

(b)

()

(d)

(€)

Tor#. 1663243.7

InnVest REIT and its subsidiaries shall not purehasell, market or trade in
currency or interest rate futures contracts othantfor hedging purposes where,
for the purposes hereof, the term "hedging" shallehthe meaning ascribed
thereto by National Instrument 81-102 adopted by anadian Securities
Administrators, as amended from time to time;

(i) any written instrument creating an obligatiohigh is, or includes the granting
by InnVest REIT of, a mortgage; and (ii) to theemttthe Trustees determine to
be practicable and consistent with their fiducidugy to act in the best interests of
the Unitholders, any written instrument which sthe judgment of the Trustees,
a material obligation, shall in each case contapravision or be subject to an
acknowledgement to the effect that the obligatiemd created is not personally
binding upon, and that resort shall not be haedo,shall recourse or satisfaction
be sought from, the private property of any of theustees, Unitholders,
annuitants under a plan of which a Unitholder aagsa trustee or carrier, or
officers, employees or agents of InnVest REIT, that only property of the REIT
or a specific portion thereof shall be bound; pded that InnVest REIT is not
required, but shall use reasonable efforts, to ¢pmapth this requirement in
respect of obligations assumed by InnVest REIT uffan acquisition of real

property;

InnVest REIT shall not lease or sublease to anggre(except a wholly owned
subsidiary), any real property, premises or spaterg that person and its
affiliates would, after the contemplated leaseutrisase, be leasing or subleasing
real property, premises or space having a fair etarklue net of encumbrances
in excess of 5% of Adjusted Unitholders' Equity;

except for renovation or expansion of existing lfaes and the development of
new facilities as permitted under paragraph (f) arnithe heading "Information
About the REIT — Investment Guidelines and Opegaftolicies — Investment
Guidelines”, InnVest REIT shall not engage in cangton or development of
real property except as necessary to maintairegsproperty in good repair or to
enhance the income producing ability of propertresvhich the REIT has an
interest;

title to each real property shall be held by argistered in the name of InnVest
REIT, the Trustees or in the name of a corporatorother entity directly or
indirectly wholly owned by InnVest REIT or jointpwned by InnVest REIT with
joint venturers;
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the REIT shall not incur or assume any indebtednes®er a mortgage or other
security where (i) in the case of an individual pgdy, the amount borrowed
exceeds 75% of the market value of such indivigwaperty, or (ii) in the case of
more than one property or a pool or portfolio abgerties, the amount borrowed
exceeds 75% of the market value of such propedresin aggregate basis, in
either case, calculated at the time of assuminly swebtedness;

InnVest REIT shall not incur or assume any indetsg (other than temporary
indebtedness, if any, due to vendors of the inRiattfolio in connection with the
initial acquisition transaction, non-interest bagriindebtedness and trade
accounts payable) if, after giving effect to theurrence or assumption of such
indebtedness, the Financial Leverage Ratio woultkex 50% (60% including
any convertible debentures of the REIT);

InnVest REIT shall not directly or indirectly guatae any indebtedness or
liabilities of any kind of a third party except elotedness assumed or incurred
under a mortgage by a corporation or other enthglly owned by InnVest REIT
or jointly by InnVest REIT with joint venturers anoperated solely for the
purpose of holding a particular property or prolsriwhere such mortgage, if
granted by InnVest REIT directly, would not causeVest REIT to otherwise
contravene the restrictions set out under the hgatnvestment Guidelines and
Operating Policies”, and, where such mortgage &ntgd by a joint venture
entity, subject to a joint venturer being required give up its interest in a
property owned by the joint venture entity as aultesf another joint venturer's
failure to honour its proportionate share of thdigattions relating to such
property, the liability of InnVest REIT is limitestrictly to the proportion of the
mortgage loan equal to the REIT's proportionate eygimp interest in the joint
venture entity;

InnVest REIT shall obtain an independent valuataineach property that it
intends to acquire from or sell to a Related Party;

InnVest REIT shall obtain and maintain at all tinmesurance coverage in respect
of potential liabilities of InnVest REIT and thecidental loss of value of the

assets of InnVest REIT from risks, in amounts, vatith insurers, and on such
terms as the Trustees consider appropriate, taktngaccount all relevant factors

including the practices of owners of comparableprbes;

InnVest REIT shall obtain or cause the Operatooltain such physical and
environmental reports as the Trustees considersadl for each future hotel
property to be acquired by it; and

InnVest REIT shall not issue additional Units (othtdan pursuant to the
convertible debentures) unless the Trustees cansigeh issuances not to be
dilutive to ensuing annual distributions of Distriable Income to existing
Unitholders.
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For the purpose of the foregoing policies, the tasdabilities and transactions of a
corporation or other entity wholly or partially oaeh by InnVest REIT will be deemed to be
those of the REIT on a proportionate consolidataedid In addition, any references in the
foregoing to an investment in real property inclaeinvestment in a joint venture that holds
real property.

Distribution Policy

The following summarizes the distribution policy tfe REIT as contained in the
Declaration of Trust. The distribution policy mag amended only with the approval of a
majority of the votes cast at a meeting of Unitleotd

General

InnVest REIT will distribute, to the extent posgipkequal monthly cash distributions to
Unitholders, on or about the 15th day of each mdwikh the January 15th distribution being
payable as of the preceding December 31st), cahsgt not less than 80% of the REIT's
Distributable Income, based on the estimated Distable Income for the calendar year.

Distributions to unitholders are approved on a rhignbasis by the REIT's board of
Trustees. In exercising their discretion to apprthe level of distributions, the Trustees utilize
internal forecasts prepared by management and dih@ncial information to determine if
sufficient cash flow will be available to fund distutions. Such financial information is subject
to continual change due to the nature of the Camaldotel industry, which is difficult to predict
even in the short-term. This difficulty is due kheetfollowing factors:

1. The exposure of the Canadian hotel industry to dkerall cyclical effects of the
Canadian business environment;

2. The seasonal nature of the REIT's business;

3. The REIT's geographical diversity, as its hotele &cated in numerous regions
throughout Canada, with each region having its anique characteristics;

4. Changing customer attitudes to brands of hotele@rREIT's Portfolio;

5. Changes in customer segmentation due to changintals@conomic and political
conditions; and

6. Other macroeconomic, social and geopolitical factanich are beyond the control of the
REIT.

All of these factors can have a material effectt@nREIT's revenue and cost structure. A
recent example was evidenced by the outbreak of SlR2003 which had a material negative
impact on the Canadian hotel industry. As a resuthe REIT's exposure to numerous factors
which are beyond its control, it is difficult foné management of the REIT to make predictions
concerning distribution levels for future quarteasid as a result, management asserts that it
would not be prudent to provide investors or pagninvestors with forward looking
information regarding distribution levels.
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Distributable Income is determined after deductmna reserve for replacement of
furniture, fixtures and equipment and capital inygnments. This reserve has initially been set,
and is expected to remain constant, at 4% of thE'RIgross revenues, except in 2008 and 2009,
when management of the REIT anticipates increathing reserve to 5.5% to fund planned
additional refurbishments of significant capitants.

Distributions may be adjusted for amounts paidriorgeriods if the actual Distributable
Income for the prior periods is greater than os ld#san the Trustees' estimates for the prior
periods. Unitholders will also be entitled to reeeia cash distribution each year, paid on or
about January 15th of the following year (beinggidg as of the preceding December 31st), of
any excess of the income (including taxable camtihs, if any) of InnVest REIT for the
purposes of the Tax Act (plus the non taxable porof capital gains, if any) for the year over
distributions otherwise made for that year. Theritistions for any month will be payable to the
Unitholders of record at the close of businesshenast business day of the month. Distributions
shall be made in cash and may be reinvested insUthitough the REIT's distribution
reinvestment plan, described below.

The Portfolio is subject to variations in revenuegh revenues during the second and
third calendar quarters being generally higher ttherse in the first and fourth quarters. As a
result, if necessary, InnVest REIT may be requireddraw down on the Operating Facility
during the first and fourth quarters in order t@ment otherwise lower cash distributions to a
point where cash distributions are as even as lplesiroughout the calendar year. Distributions
paid in cash for the period from July 26, 2002 &c8mber 31, 2002 totalled $0.4869 per Unit or
$20 million. Distributions paid in cash and by Unissued under the distribution reinvestment
plan (see "Information About the REIT - DistributidReinvestment Plan") in 2003, 2004 and
2005 totalled $1.1250 per Unit or $46.3 million, H450 per Unit or $50.2 million and $1.1250
per Unit or $52.9 million, respectively.

Computation of Distributable Income for Distribution Purposes

The Distributable Income of InnVest REIT will beloaated based on net income of
InnVest REIT as set out in its consolidated finahstatements determined in accordance with
GAAP, subject to certain adjustments set out inDeelaration of Trust, including the adding
back of depreciation and amortization, amortizatidrfair value debt adjustments and future
income tax expense, excluding any gains or loseab@ disposition of real property and future
income tax benefits, and deducting the amount t#ed for the reserve for replacement of
furniture, fixtures and equipment and capital inygnments and the interest on convertible
debentures that is not included in the computabbmet income. Distributable Income so
calculated may reflect any other adjustments detextnby the Trustees in their discretion and
may be estimated whenever the actual amount haseeot fully determined. Such estimates will
be adjusted as of the subsequent distribution whe: the amount of Distributable Income has
been finally determined.

Tax Deferral on Distributions

The adjusted cost base of Units held by a Unithold#é generally be reduced by the
non-taxable portion of distributions made to thethlwider (other than the non-taxable portion of
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certain capital gains). A Unitholder will generallgalize a capital gain to the extent that the
adjusted cost base of the Unitholder's Units wailierwise be a negative amount. The non-
taxable portion of distributions for any year may duljusted following any reassessment by the
Canada Revenue Agency for that year. In 2003, 20t 2005 the non-taxable portion of
distributions made to Unitholders was 52.5%, 46.@2% 47.23% respectively.

SELECTED FINANCIAL INFORMATION

The following table sets out selected financiabmfation as at December 31, 2005 and
for the year ended December 31, 2004 and shoutédzkin conjunction with the consolidated

financial statements of the REIT.

As at
December 31, 2004
As at
December 31, 2005 (restated)

Balance Sheet Data
(in thousands)
TOtal ASSELS ..eeiiiiiiiie et $ 1,101,576 821,464
Total Long-term Debt
(includes current portion of long-term debt)................ $ 436,026 $ 354,587

Year Ended Year Ended

Revenue and Earnings Data
(in thousands)

December 31, 2005

December 31, 2004

HOEl REVENUES ........eveeeieiee et $ 326,592 $ 27963
Hotel Operating INCOME ...........ccoovvviiiiieeeece e, $ 101,746 $91,901
NEE INCOME ..ottt e e e ens $ 16,950 $ A3
Net Income Per Unit - DasiC...........ccovveeeveeeiciee e $0.362 $0.457
-fully diluted ..o $0.361 $564
Other Data

Average Daily Rate ("ADR") ......cccvveeeeiei e $91.78 $86.27
OCCUPANCY ...ttt e e 62.6% 62.7%
Revenue per Available Room ("RevPAR")................. $57.46 $54.11
Distributions Per Unit..........cccoveiiiiicvreeiie e $1.125 $1.125

MARKET FOR UNITS AND DEBENTURES

The Units are listed for trading on the TSX and emthe symbol "INN.UN". The

following table sets out the monthly reported hagid low trading prices and trading volumes of

the Units for the most recently completed finangisr:
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TSX Trading Summary for the Units

(2005)

Month High ($) Low ($ Volume Traded
January 12.47 11.3 2,884,315
February 12.65 12.05 1,756,067
March 12.51 10.9 1,844,771
April 11.74 11.11 1,403,294
May 12.09 11.25 747,995
June 12.48 11.9 1,079,995
July 12.77 12.01 1,893,148
August 13.29 12.28 1,771,106
September 13.47 12.01 1,666,405
October 12.83 10.7 2,908,192
November 13.10 11 2,217,238
December 13.00 12.22 5,876,407

The 9.75% Debentures are listed for trading on T8X and under the symbol
"INN.DB". The following table sets out the monthigported high and low prices and trading
volumes of the 9.75% Debentures for the most récenmpleted financial year:

TSX Trading Summary for the 9.75% Debentures

(2005)
Month High ($) Low ($) Volume Traded

January 114.99 109.04 5,650
February 117.00 112.00 87,150
March 116.00 107.00 11,220
April 112.01 108.00 5,430

May 112.01 108.81 4,170

June 115.01 109.52 22,050
July 117.90 112.02 14,510
August 121.00 112.02 18,350
September 123.00 111.46 30,210
October 117.25 104.00 9,240

November 121.00 106.26 48,500
December 119.48 113.28 5,210

The 6.25% Debentures are listed for trading on T8X and under the symbol
"INN.DB.A". The following table sets out the monghieported high and low prices and trading
volumes of the 6.25% Debentures for the most récenmpleted financial year:
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TSX Trading Summary

for the 6.25% Debentures

(2005)
Month High ($) Low ($) Volume Traded

January 103.50 101.00 32,420
February 106.00 102.50 21,790
March 104.00 99.50 18,290
April 104.00 99.50 9,840
May 105.50 101.10 7,690
June 104.50 102.00 21,450
July 106.40 103.50 16,910
August 106.95 104.50 5,040
September 110.99 105.50 5,350
October 109.90 101.01 6,920
November 105.86 103.00 8,260
December 105.50 102.50 7,390

REGISTRAR AND TRANSFER AGENT

The REIT's registrar and transfer agent for thetd)rthe 9.75% Debentures and the
6.25% Debentures is Computershare Trust Companyaoiada, 100 University Avenue, 9th

Floor, North Tower, Toronto, Ontario.

MATERIAL CONTRACTS

The following table sets out the particulars of rgveontract, other than a contract
entered into in the ordinary course of businesst it material to InnVest REIT and that was
entered into within the most recently completedaricial year, or before the most recently

completed financial year but is still in effect.

Material Contract

Description of Particulars

Master Hotel Management Agreement dated July

2002 between the Operator, WXI/WWH Real Est

Limited Partnership, Innvest Management Inc., isked
Operator Subsidiaries, Westmont Hospitality Can

Limited and Innvest REIT and Administrative Sengc

Agreements dated July 26, 2002 between the REE
Operator and the Manager

Zoee
atdanagement Agreement”
Services Agreements"

ada

e

th

"Management of the REIT -
and "

Master
Administrat

Hc

tel

Declaration of Trust dated July 26, 2002

See "Datien of Trust and Description of Units"

Trust Indenture dated July 26, 2002 between Inn
REIT and Computershare, as supplemented by the
Supplemental Indenture dated April 2, 2004 betw
InnVest REIT and Computershare (collectively,

ddte Indenture provides for the issuance of debentaf
Fénrs unlimited number of debentures of the REIT,

eepecifically authorizes the issuance of an aggee
herincipal amount

Debentures and an aggregate principal amoun

of $75,000,000 of the 9.7¢

and
gat
)%
of
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Material Contract

Description of Particulars

"Indenture")

$57,500,000 of the 6.25% Debentures. A descripdibn
the terms of the Indenture is set out at "Vendor
Convertible Debentures" in the REIT's prospectusdia
July 18, 2002 and "Description of the Series A
Debentures" in the REIT's short form prospectugdiat
March 23, 2004, each of which is incorporated hrebsi
reference.

Non-Competition Agreement dated July 26, 2002ee "Business of the REIT - Non-Competition

between the Whitehall Restricted Parties and thd RE

Agreements”

Non-Competition Agreement dated July 26, 200Ree "Business of the REIT - Non-Competition

between the Westmont and the REIT

Agreements”

Agreement of Purchase and Sale between dated Mdfcinsuant to the Purchase Agreement, InnVest REIT or

10, 2004 between InnVest REIT and the Vendors

related entities agreed to purchase: (i) eight matket
hotel properties; and (ii) all the outstanding sisaand
shareholder indebtedness of WW Hotels (Westor)
Company that owns a mid-market hotel, from the
Vendors for a purchase price of $111.5 million asl,
subject to certain adjustments.

Amended and Restricted Agreement of Purchase
Sale dated June 7, 2005 between InnVest REIT am
Vendor Parties.

dhgsuant to the Amended and Restated Purchase
i Mgreement InnVest REIT or related entities agreed t
purchase seven mid-market hotels for a purchase pri
of $85.3 million plus transaction costs.

MANAGEMENT OF THE REIT

Trustees and Officers

The name, province or state and cou
principal occupation of each Trustee and off

ntry of resieleoifice held with InnVest REIT and
iceinoiVest REIT are as follows:

Name and Municipality of Office with the REIT Principal Occupation

Residence

Majid Mangaljf’® Trustee, Chair of the  President, Westmont Group
Wimbledon,England Board of Trustees

Frank Anderson, FCR®® Trustee President, LIN Solutions Inc. (consulting)
Ontario,Canada

Morton Gross, Q.&®® Trustee Partner, Borden Ladner Gervais LLP (lam)ir
Ontario,Canada

Michael P. Kitt?®®® Trustee Executive Vice-President, Development, The

Ontario,Canada

Cadillac Fairview Corporation Limited (real
estate)

Minhas N. Mohame@®®®) Trustee President & Chief Executive Officer, MMV
Ontario,Canada Financial (venture capital)

Kenneth D. Gibson President and Chief President and Chief Executive Officer, InnVest
Texas,U.S.A. Executive Officer REIT and Chief Operating Officer, Westmont

Tor#. 1663243.7



Tor#: 1663243.7

-31-

Name and Municipality of Office with the REIT Principal Occupation

Residence
Hospitality Management Limited and the
Manager

Tamara L. Lawson Chief Financial Officer Chief Financial Officer and Secretary, InnVest

Ontario,Canada and Secretary REIT and Chief Financial Officer, Westmont
Hospitality Management Limited and the
Manager

Q) Westmont Group Nominee

) Independent Trustee

3) Member of the Investment Committee

4) Member of the Audit Committee

(5) Member of the Compensation and Corporate Garerm Committee

Each of the Trustees has been a trustee of the BREE it was formed on July 26, 2002.
On December 8, 2005 the Whitehall Funds sold tle@raining stake in the REIT. As a result of
the sale, Brian C. Collyer and Lauren J. Zuker, wieoe appointed as Trustees by the Manager
and Whitehall Funds, respectively, resigned thesitons as Trustees. In addition, the right of
the Whitehall Funds to appoint Trustees under tleel&ation of Trust ceased once they no
longer held, in the aggregate, at least 5% of titetanding Units. Each remaining Trustee was
last appointed on May 18, 2005 and will serve dsustee until the next annual meeting of the
REIT, scheduled for May 17, 2006, or until his er Buccessor is elected or appointed. Pursuant
to the Declaration of Trust, Westmont has the righappoint one Trustee, as it owns, in the
aggregate, at least 5% of the outstanding Unitse Manager also has the right to appoint one
Trustee, provided that the Master Hotel Managemgmeement remains in effect and that the
appointment would not result in a majority of theudtees not being Independent Trustees. The
remaining Trustees are to be elected by a plurafitthe votes cast at the next annual meeting.
The Westmont Group is entitled to vote its Unitstfte election of the remaining Trustees. All
of the Independent Trustees are standing for retiete at the REIT's May 17, 2006 annual
meeting.

As a group, the Trustees and officers beneficiallyn, directly or indirectly, or exercise
control or direction over, a total of 47,814 Unitshich represents less than 1% of the
outstanding Units.

The nature and extent of the experience of thetdessand officers of InnVest REIT in
the real estate industry and their principal octiopa are as follows:

Majid Mangalji is Founder and President of the Westmont Groupctwhtarted its
hospitality business approximately 30 years ago.Mémgalji has been involved in all aspects of
the development of the Westmont Group. During pf@sod it has grown from a single hotel to
become one of the largest private hotel owner/dpesan the world with a significant presence
in North America, Europe, and Asia. As the headhis global hotel group, Mr. Mangalji has
developed an extensive knowledge of internatiomapliality markets, investing and operating
in these markets and has created strong relatjpsmishith major international hotel brands,
leading financial institutions, and investment fandir. Mangalji sits on the boards of the
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principal hospitality companies in which the Westmd&roup invests. He holds a business
degree with a double major in Accounting and Marigtfrom the University Of Bradford,
England.

Frank Anderson, FCA is currently the President of LIN Solutions Inand was a senior
partner in the Toronto office of a major accountifign until his retirement in 1999. He
specialized in the retail, consumer products, estdte and advertising industries. Mr. Anderson
was Executive Vice President of Hy & Zel's, a distiodrug store chain, from July 2002 until
January 2003. Mr. Anderson is a member of the Boafdirectors of the Canadian Council of
Christians and Jews and the University of Torontes® and is the Founding Chairman of
Cornerstone 52 Foundation, a charitable organizaliedicated to funding children's charities.
He also serves as Chair and President of the Bofaitte Heart and Stroke Foundation of
Ontario. He also serves as a member of the Boaddchairman of the Audit Committee for
Dundee Wealth Management Inc., and Counsel CoiparatMr. Anderson obtained an
undergraduate degree in Economics from the UnityedasiGlasgow, his C.A. designation from
the Institute of Chartered Accountants of Scotland was elected a Fellow of the Institute of
Chartered Accountants of Ontario in 1997.

Morton Gross, Q.C.is a senior partner in the Toronto office of the Ifirm of Borden
Ladner Gervais LLP, where he practises in the aseaesmmercial and real estate law, including
in the area of hotels and hospitality. Mr. Grosshis Chair of his firm's National Real Estate
Professional Group. Prior to joining Borden Lad@arvais LLP in 1982, he specialized in real
estate law at his own firm. Mr. Gross holds a Bémhef Laws degree from the University of
Toronto and was called to the Ontario Bar in 1967.

Michael P. Kitt is the Executive Vice-President, Development foe Tadillac Fairview
Corporation Limited, which invests in, owns and iges commercial real estate. Mr. Kitt is
responsible for Cadillac Fairview's office and retdevelopment programs. Prior to joining
Cadillac Fairview in 1996, he was Portfolio ManggReal Estate for the Ontario Teachers'
Pension Plan Board. He holds an undergraduate elégma the University of Manitoba and is a
Chartered Financial Analyst.

Minhas N. Mohamed is President, Chief Executive Officer and Co-Feamdf MMV
Financial Inc. Mr. Mohamed was the Managing ParofeMM Venture Partners (predecessor
firm). As President & CEO, Mr. Mohamed has overallnagement and strategic responsibility
for MMV Financial. He has over 19 years of expecenn the financing of technology and
emerging growth companies, both in Canada andnatienally. Prior to founding MM Venture
Partners in August 1998, Mr. Mohamed spent 10 yaara senior partner and shareholder of
Quorum Funding Corporation, one of Canada's lead@uicated emerging technology funds. He
has been a director of many public companies, diofyPromis Systems and Quorum Funding
Corporation. Mr. Mohamed is a founding member avdher Chairman of the Toronto Venture
Group. He is also a member of the Association aitWiee Capital Corporations. Mr. Mohamed
is a graduate of the University of Western Ontand is a Chartered Accountant and a Chartered
Financial Analyst.

Kenneth D. Gibsonis the President and Chief Executive Officer ai\lest REIT and
the Chief Operating Officer of each of Westmont pitadity Management Limited and the
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Manager. He leads the Canadian operations for tlestMbont Group and has been in the
Canadian hotel marketplace with the Westmont Gsinpe 1994. Prior to joining the Westmont
Group in 1990, Mr. Gibson held the position of \\Reesident of Operations for Texas based
Southwest Inns, a hotel development and managernempany. He is also the Chairman of the
Board of Choice Canada.

Tamara L. Lawson is the Chief Financial Officer and Secretary afiViest REIT and

the Chief Financial Officer of Westmont Hospitali®fanagement Limited and the Manager.
Prior to joining the Westmont Group in 2001, sheved as Senior Vice-President & Chief
Financial Officer of MDS Proteomics Inc., a workhting proteomics biotechnology company.
Before she joined MDS Proteomics in 2000, Ms. Laws$®ld numerous senior executive
positions at several well-known Canadian compamnesiding Executive Vice President, Chief
Financial Officer and Secretary of Chapters In€@98.to 2000) and Treasurer of Sears Canada
Inc. (1995 to 1998). She is also currently a doedf Choice Canada. Ms. Lawson holds a
Master of Business Administration degree from YOrkversity and is a Chartered Accountant.

Conflict of Interest Restrictions and Provisions

The Declaration of Trust contains "conflict of irdst" provisions that are intended to
provide certain protections to Unitholders withotgating undue limitations on the REIT. Given
that the Trustees are engaged in a wide range tnfiit@s, the Declaration of Trust contains
provisions, similar to those contained in tBanada Business Corporations Athat require
each Trustee or officer to disclose to InnVest REY interest in a material contract or
transaction or proposed material contract or tretiga with InnVest REIT (including a contract
or transaction involving the making or dispositiohany investment in real property or a joint
venture arrangement) or the fact that such persandirector or officer of or otherwise has a
material interest in any person who is a party toaerial contract or transaction or proposed
material contract or transaction with InnVest RESLich disclosure is required to be made at the
first meeting at which a proposed contract or taatisn is considered. In the event that a
material contract or transaction or proposed mat@ontract or transaction is one that in the
ordinary course would not require approval by thesiees, a Trustee or an officer of InnVest
REIT is required to disclose in writing to InnVEREIT, or request to have entered into the
minutes of meetings of Trustees, the nature anenéxdf his or her interest forthwith after the
Trustee or officer becomes aware of the contracttransaction or proposed contract or
transaction. In any case, a Trustee or officer Wwas made disclosure to the foregoing effect is
not entitled to vote on any resolution to apprdwe ¢ontract or transaction unless the contract or
transaction is one relating primarily to his or hemuneration as a Trustee, officer, employee or
agent of InnVest REIT or one for indemnity undeg pirovisions of the Declaration of Trust or
liability insurance.

The Declaration of Trust contains provisions to radd potential conflicts of interest
arising between InnVest REIT and any Related P#@myong other things, InnVest REIT must
obtain a valuation in respect of any property thaitends to purchase from or sell to a Related
Party by a valuator engaged by, and prepared uhdesupervision of, a committee of two or
more Independent Trustees who have no interestuch dransaction. In addition, each
transaction between InnVest REIT and a RelatedyRarist be on commercially reasonable
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terms and requires the approval of at least%6of Independent Trustees who have no interest
in such transaction.

Independent Trustee Matters

In addition to requiring the approval of a majordf/the Trustees, approval of not less
than 665% of the Independent Trustees who have no intenesfte matter is required with
respect to any decision:

(@)

(b)

(©)
(d)

(e)

(f)

(9)

(h)

(i)

@)

Tor#. 1663243.7

to make a material change to the Master Hotel Mamamt Agreement or
administrative services agreements (described Beldvange the fees payable to
the Manager, renew the Master Hotel Management e&kgemt or the
administrative services agreements at the endedf tBspective terms or appoint
a substitute for the Manager after the end of #mentof the Master Hotel
Management Agreement;

to enter into any agreement or transaction in wraay Related Party has a
material interest or make a material change tosaicy agreement or transaction;

relating to a claim by or against any Related Party

relating to a claim in which the interests of aguer referred to in paragraph (c)
above differ from the interests of InnVest REIT;

to increase the number of Trustees by no more d¢ina@nthird in accordance with
the Declaration of Trust and to appoint Trusteefdltthe vacancies so created,;

to recommend to the Unitholders that the numbédrraétees be increased, where
a vote of Unitholders thereon is required, anddmimate individuals as Trustees
to fill the vacancies so created;

to acquire any real or other property in which daksel Party has an interest or to
sell any interest in any real or other propertg fRelated Party;

to make any changes in compensation of an emplefeds also an employee of
a Related Party;

to grant options to purchase Units under any Uptiom plan approved by the
Trustees or to award any right to acquire or otigit or interest in Units or

securities convertible into or exchangeable forttander any plan approved by
the Trustees; and

to approve or enforce any agreement entered intthéyinnVest REIT with a
Trustee who is not an Independent Trustee or ascide thereof, with a Related
Party, or with the Manager or any successor ad howd@ager under the Master
Hotel Management Agreement.
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Master Hotel Management Agreement

The Operator has entered into the Master Hotel Mam&nt Agreement with the
Manager, under which the Manager is responsibletfer management of each of the Hotel
Businesses. The Manager manages the Hotel Businemsé provides customary hotel
management services, including preparation of dnp&rating and capital budgets and
marketing plans, accounting and financial reportsgpervision of sales and marketing, human
resource management, purchasing, management aedvisign of construction and technical
services, information technology, franchise relasicand evaluations, supervision of property
repairs and maintenance, supervision of compliavitte material contracts relating to the Hotel
Properties, leasing, yield management and quadityrol.

The obligations of the Manager under the MastereHManagement Agreement are
guaranteed by Westmont Hospitality Management lachifThe Manager and the guarantor are
both part of the Westmont Group. The obligationghaf Operator are guaranteed by InnVest
Properties Corp.

The Master Hotel Management Agreement has beeatieesince July 26, 2002 and has
an initial term of 10 years. Thereafter, the agreeiris subject to two successive five-year
renewal terms, subject to the consent of the Manaigeé approval by the Operator. If the REIT
acquires any additional hotels during the termhef Master Hotel Management Agreement, the
Manager will manage such additional hotels in ataoce with the Master Hotel Management
Agreement for the balance of the term of the agesgm

The Master Hotel Management agreement providester payment of an annual
management fee to the Manager during the termeoagineement, including renewal periods, in
an amount equal to 3.375% of gross revenues froen Rbrtfolio, calculated and payable
monthly. In addition, the Manager is entitled to @mual incentive fee. The incentive fee is
equal to the sum of: (i) 15% of the amount by w86 of Distributable Income in any year
exceeds the First Incentive Fee Hurdle but is thas or equal to the Second Incentive Fee
Hurdle, plus (i) 20% of the amount by which 90%[Dktributable Income exceeds the Second
Incentive Fee Hurdle but is less than or equahéoTthird Incentive Fee Hurdle, plus (iii) 25% of
the amount by which 90% of Distributable Incomeeeds the Third Incentive Fee Hurdle. For
this purpose, the First Incentive Fee Hurdle ismmount equal to the product of $1.125 per Unit
multiplied by the weighted average number of Unitsstanding during the relevant period. The
Second Incentive Fee Hurdle is an amount equdlegtoduct of $1.275 per Unit multiplied by
the weighted average number of Units outstandingnduthe relevant period. The Third
Incentive Fee Hurdle is an amount equal to the yobdf $1.425 per Unit multiplied by the
weighted average number of Units outstanding dutireg relevant period. The incentive fee
hurdle calculations are subject to customary ailiiiidn provisions, primarily to protect the
Manager, in the event of certain events includimgthout limitation, Unit splits, Unit
consolidations and distributions to Unitholdersestithan in the ordinary course of business
resulting from, among other things, refinancingsasset sales. For example, such a distribution
would lead to a proportional reduction in the inoemn fee hurdles and, conversely, a Unit
consolidation would lead to a proportional incre@sthe incentive fee hurdles.
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In addition to the base management fee and incef®, the Manager is entitled to: (i)
reasonable fees based on a percentage of the fcpgtamasing certain goods and supplies for
the Hotel Businesses and of certain constructigtscand certain capital expenditures, and (ii)
fees for accounting services. The Manager is agitlerl to be reimbursed for all reasonable
out-of-pocket costs and expenses (other than dgeaedaadministrative expenses or overhead
costs except as otherwise provided in the Admisiiste Services Agreements) incurred by the
Manager in the performance of its duties underAeeement, provided that such costs have
been identified in a budget approved by the Opeatotherwise are approved in writing by the
Operator prior to being incurred by the Manager.

Internalization of the management of the Hotel Basses on the basis of payment to the
Manager of a fee in excess of the sum of the bameagement fee and incentive fee payable
during the 12 months preceding such internalizaisosubject to the approval of not less than
66%4% of the votes cast by Unitholders (excluding Uhigneficially owned by or on behalf of
the Westmont Group) at a meeting called for sucpqse.

The Operator has the right to terminate the Madtgel Management Agreement if, in
two consecutive years: (i) certain performancesteskating to the achievement of 80% of the
annual budgeted net operating cash flow for thefélmr are not met, and (ii) a market test
relating to the achievement of 90% of the averaipeaed RevPAR relative to a competitive set
of limited service hotels is not satisfied. Thamaration right will not be triggered if the failure
to achieve the performance test is a result ofefan@jeure or specified acts or defaults by the
Operator. Unless it is otherwise in default under Master Hotel Management Agreement, the
Manager has the right once during the first fivargeof the initial term and once during the
second five years of the initial term to cure aryfgrmance test failure by making a payment to
the Operator of the deficiency in net operatinghcisw below the performance test criteria.
Such payment may, at the Manager's option, be ropdet-off against management fees. If the
Operator terminates the Master Hotel Managemenéétgent pursuant to this termination right,
no compensation is payable to the Manager otherdberued fees and reimbursable costs.

The Manager may not terminate the Master Hotel Mansent Agreement during the
first five years of the initial term but thereaftenay terminate the agreement without
compensation on six months' prior written noticevited that, upon request of the Operator, the
Manager shall delay the effective date of such iteation for a further six months. If control of
InnVest REIT passes to a person of ill-repute @ompetitor of the Manager, the Manager is
entitled to terminate the Master Hotel ManagemegteAment and to receive compensation
equal to the base management fee and incentiyeaidan the preceding 12 months. In addition,
the Operator and the Manager have termination gigifter customary events of default,
including bankruptcy or insolvency proceedings iomilar events, subject to customary notice
and cure rights.

The Master Hotel Management Agreement provides that Operator will make a
termination payment to the Manager if the REITssalhotel or hotels to an unrelated third party
during the term of the agreement and the Manageotisontinued as manager of the hotel or
hotels that are sold. If the hotel or hotels besalgl in any 12 month period represent 10% or less
of the Gross Book Value of the Portfolio, such teration payment will be equal to the sum of
base management fee and incentive fee reasondbtylale to that hotel or hotels over the 12
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months immediately preceding the sale. If the hotdiotels being sold in any 12 month period

represent more than 10% of the Gross Book Valuthe@fPortfolio, such termination payment

will be the amount that is equal to the base mamagé fee and incentive fee over the 36 months
immediately preceding the sale reasonably allocabléhe hotel or hotels being sold that

represent in excess of 10% of the Gross Book Valulee Portfolio.

The Manager has agreed that it will not sell origgsshe Master Hotel Management
Agreement during the first two years of the inittarm without the consent of the Operator
which may be withheld in its sole discretion. Tradter, any sale or assignment of the agreement
or change of control of the Manager is subjecth® approval of the Operator, which approval
shall not be unreasonably withheld if the persogquamg the agreement or control of the
Manager is a hotel management company having cablgaexperience and operating and
service standards equal to or better than thogeeoManager and if all consents, approvals or
waivers required under applicable franchise agre¢snanortgages, agreements with Choice
Canada and Choice International and land leaseshwdantain restrictions relating to a sale or
assignment of the Master Hotel Management Agreemeeatchange of control of the Manager
have been obtained without material adverse comswguor material cost to the REIT.

Certain significant decisions or consents by theer@r, such as renewal terms and
extensions, consents to assignment of the Mastézl Wéanagement Agreement or change of
control of the Manager are subject to ratificatimnthe Independent Trustees on behalf of the
REIT and the approval of annual budgets and othienbursements to the Manager are subject
to the approval of the Trustees on behalf of théTRE each case as the sole shareholder of the
general partner of the Operator. In consideratmmskrvices rendered in 2004 and 2005, the
Manager was paid approximately $9.2 million and $illion respectively in management fees
and approximately $2.5 million and $3.1 millionpestively for other services.

Administrative Services Agreements

The Manager provides to InnVest REIT and the Operaertain administrative and
support services, including the provision of: (ijffi® space and office equipment; (ii)
communications and computer systems; and (iii) sadiministrative and secretarial support
services as reasonably required from time to timeupport the ongoing administration and
operation of the REIT and the Operator. Such seswill be provided on a cost recovery basis
pursuant to a budget to be agreed and approvedbyby 664% of the Independent Trustees.

The administrative services agreements have thee seamm as the Master Hotel
Management Agreement. Each of the REIT and the &@memay terminate its respective
administrative services agreement if the MastereHbanagement Agreement is terminated.
The aggregate fee paid to the Manager for the pi@viof the services under the administrative
services agreements for the years ended DecemheR0®% and December 31, 2005 was
$507,000 and $502,000 respectively.

AUDIT COMMITTEE

The Audit Committee of the REIT consists of Frankdarson, Michael P. Kitt and
Minhas Mohamed, each of whom is an independenteteus/ho is financially literate. The
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following table describes the education and expegeof each audit committee member that is
relevant to the performance of his responsibiliiegn audit committee member.

Name of Audit Relevant Experience and Qualifications
Committee Member

=

Frank Anderson . Senior partner in the Torontoceffof a major accounting firn
until his retirement in 1999

. Undergraduate degree in Economics
. C.A. designation from the Institute of Charterccountants of
Scotland
. Fellow of the Institute of Chartered Accountaot©ntario
Michael P. Kitt . Has been Executive Vice-Presideitevelopment for The

Cadillac Fairview Corporation Limited, which invesin, owns
and manages commercial real estate since 1996

. Prior to 1996, was Portfolio Manager, Real Esfatehe Ontario
Teachers' Pension Plan Board

. Chartered Financial Analyst

Minhas N. Mohamed . President, C.E.O. and Co-FouedeMMV Financial Inc. and
has over 19 years of experience in the financingeohnology
and emerging growth companies

. Chartered Accountant

. Chartered Financial Analyst

The audit committee charter of the REIT is attacteethis annual information form as
Appendix B. The REIT's policies and procedurestfa agreement of the external auditor for
non-audit services are set forth in section 8.2hef REIT's audit committee charter, which is
attached to this annual information form as Apperili

Audit Fees

Deloitte & Touche billed an aggregate of $300,00Ghe REIT's 2004 fiscal year and
$330,000 in the REIT's 2005 fiscal year for auditvges provided to the REIT and its
subsidiaries.

Audit-Related Fees
Deloitte & Touche billed an aggregate of $75,000thHe REIT's 2004 fiscal year and
$111,886 in the REIT's 2005 fiscal year for assteaand related services provided to the REIT
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and its subsidiaries that were reasonably relaigtd performance of the audit or review of the
REIT's financial statements (or those of its subsiels) and are not reported under "Audit Fees"
above. The services comprising such fees wereetklamt the quarterly reviews of the REIT's

financial statements and MD&A.

Tax Fees

Deloitte & Touche billed an aggregate of $29,50QthHa REIT's 2004 fiscal year and
$12,886 in the REIT's 2005 fiscal year for profesal services rendered for tax compliance, tax
advice and property tax services provided to thé€TRiad its subsidiaries.

All Other Fees

Deloitte & Touche billed an aggregate of $132,08Ghe REIT's 2004 fiscal year and
$69,800 in the REIT's 2005 fiscal year for servipesvided to the REIT and its subsidiaries
other than those described at "Audit Fees", "A#Btated Fees" and "Tax Fees", above. The
services comprising such other fees were relatedapity to potential and realized acquisitions
made by the REIT in 2005.

RISK FACTORS

Real Estate Investment Risks

As InnVest REIT owns hotel properties, its investiseare subject to risks generally
incident to the ownership of real property. Onéhaf factors contributing to the underlying value
of the REIT's real estate investments and its irec@nd ability to make distributions to its
Unitholders is the ability of the Operator andstgsidiary partnerships under the supervision of
the Manager, to operate the hotels in the Portfafid any subsequently acquired hotels in a
manner sufficient to maintain or increase reveraresto generate sufficient income in excess of
operating expenses. Income from the hotels maydwersely affected by changes in national
economic conditions, changes in local market camut due to changes in general or local
economic conditions and neighbourhood charactesisthanges in interest rates and in the
availability, cost and terms of mortgage funds, ittn@act of present or future environmental
legislation and compliance with environmental lath® ongoing need for capital improvements,
particularly in older structures, changes in redhie assessed values and taxes payable on such
values (including as a result of possible increassdssments as a result of the acquisition of the
Portfolio by the REIT) and other operating expenshanges in governmental laws, regulations,
rules and fiscal policies, changes in zoning lasid| unrest, acts of God, including earthquakes
and other natural disasters and acts of terrorismvaw (which may result in uninsured losses).
When interest rates increase, the cost of acquidegeloping, expanding or renovating real
property increases and real property values mayedse as the number of potential buyers
decreases. Similarly, as financing becomes lesgableg it becomes more difficult to both
acquire and to sell real property. Finally, goveemts can, under eminent domain laws,
expropriate or take real property for less compgmsahan an owner believes the property is
worth. Almost all of these factors are beyond tbetml of the REIT and the Manager.
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Real estate investments are relatively illiquideféhcan be no assurance that the REIT
will be able to dispose of an investment whennt$§ disposition advantageous or necessary or
that the sale price of any disposition will recarpexceed the amount of the REIT's investment.
The ability of the REIT to vary its real estate fhalio in response to changes in economic and
other conditions will be limited. If the REIT wenequired to liquidate its real property
investments, the proceeds to it might be signitigaess than the aggregate carrying value of its
properties.

Hotel Industry Risks

InnVest REIT directly or indirectly owns, and thep&ator (directly or through its
subsidiary partnerships) operates, hotels. As altrdbe REIT is subject to the operating risks
inherent in the Canadian hotel industry. In additio the specific conditions discussed in more
detail below, these risks include:

=

cyclical downturns arising from changes in genaral local economic conditions;
2. changes in the level of business and commerciatitand tourism;

3. increases in the supply of accommodations in latalkets which may adversely affect
the results of operations;

4. competition from other hotels;
5. the recurring need for renovation, refurbishmert mmprovement of hotel properties;

6. changes in wages, prices, energy costs and cotistriand maintenance costs that may
result from inflation, government regulations, ches in interest rates or currency
fluctuations;

7. seasonal fluctuations in hotel operating incomealpced throughout the year;
8. availability of financing for operating or capit@aquirements;

9. increases in operating costs due to inflation whmehy not necessarily be offset by
increased room rates;

10.increases in expenses of travel, particularly aotora travel; and

11.other factors, including medical concerns relatedtravelling to Canada, acts of
terrorism, natural disasters, extreme weather ¢omdi and labour shortages, work
stoppages or disputes.

Competition

The Canadian hotel industry is highly competitigach of the hotels in the Portfolio is
located in an area that includes other hotels ovoregperated by third parties. InnVest REIT
competes locally and regionally with existing hetahd will compete with hotels that may be
developed in the future. Some of the competitorsadéls in the Portfolio may have substantially
greater marketing and financial resources thanRE£#T. The number of competitive hotel
properties in a particular area could have a nmatadverse effect on the occupancy rates and
ADR of the hotels in the Portfolio.
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The Whitehall Funds and the Westmont Group conttouswvn hotels and, subject to the
non-competition arrangements relating to the adiprisof limited service hotels in Canada
competing in the budget or economy sector of thelhoarket, may, in certain circumstances,
acquire additional hotels, including limited seevibotels that compete with properties of the
REIT. An affiliate of the Manager also currently mages approximately 3535 hotels in Canada
that are not included in the Portfolio, and the West Group may manage additional hotels not
owned by the REIT, including limited service hotelthese managed properties may also
compete with properties owned by the REIT.

Investment Concentration in the Mid-Scale Limited ®rvice Hotel Sector

InnVest REIT primarily owns interests in Canadiand+scale limited service hotel
properties. As a result, the REIT is subject tegisherent in investing significantly in a single
sector of a market. However, in 2004 and 2005 tB¢TRinalized the acquisition of ten and
nine, respectively, mid-scale hotels with food aederage services. These acquisitions will help
to mitigate the concentration risk associated wiith REIT's exposure to, predominantly, the
mid-scale limited service sector of the Canadiaelhadustry.

Acquisition Strategy Risks

In addition to seeking operational efficiencieghe operation of the Portfolio, the REIT
will seek to increase cash flow and enhance Urlitevly acquiring additional hotel properties
that meet its investment criteria and by applyitsgoperating strategy to improve the financial
performance of the subsequently acquired hotelguidions entail risks that investments will
fail to perform in accordance with expectations #mat judgments with respect to the costs of
improvements to bring an acquired property up toreyriate standards will prove inaccurate, as
well as general investment risks associated withrew real estate investment.

Avalilability of Cash Flow

Distributable Income accruing to Unitholders mayceed actual cash available to
InnVest REIT from time to time because of itemshswas principal repayments, capital
expenditures, seasonal fluctuations in operatirsglt® and redemption of Units, if any. The
REIT may be required to borrow funds or reduceridiistions in order to accommodate such
items. The REIT anticipates temporarily fundingrsitems, if necessary, through the Operating
Facility, to the extent that it is available.

Cash Distributions Are Not Guaranteed and May Fluctiate with InnVest REIT's
Performance

Although the REIT intends, to the extent possiltie, make equal monthly cash
distributions to the Unitholders, such cash distiitns are not guaranteed and may fluctuate
with its performance. The REIT depends on reverareeated from the Portfolio to make such
distributions. There can be no assurance regartiagamount of revenue generated by the
Portfolio. The amount of Distributable Income wikpend upon numerous factors, including the
profitability of the Portfolio, fluctuations in wking capital, interest rates, capital expenditures,
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and other factors which may be beyond the confrth® REIT. If the Trustees determine that it
would be in the best interests of the REIT, they meduce for any period the percentage of
Distributable Income to be distributed to the Uaitters.

Borrowing Risks

As at December 31, 2005, InnVest REIT had approteim&®443 million of indebtedness
(excluding the convertible debentures), represgntia Financial Leverage Ratio of
approximately 40.8%. The REIT is subject to th&siassociated with debt financing, including
the risks that cash flow from operations will besufficient to meet required payments of
principal and interest, the risk that existing defit not be able to be refinanced or that terms of
such refinancings will not be as favourable to REIT and the risk that necessary capital
expenditures for such purposes as renovations #ret onprovements will not be able to be
financed on favourable terms or at all. In sucbwinstances, if the REIT were in need of capital
to repay indebtedness in accordance with its tenmntgherwise, it could be required to liquidate
one or more investments in hotel properties at gimvbich may not permit realization of the
maximum return on such investments or could beireduo agree to additional financing on
unfavourable terms. In addition, the REIT is subjecthe risk that its interest expense may
increase on the refinancing of existing indebtedr@son any portion of its indebtedness that
bears interest at floating rates if interest ratesease, which could have a material adverse
effect on the results of operations of the REIT @adbility to make distributions. The REIT's
financing arrangements contain covenants, includirngvenant that the lender under the Term
Credit Facility shall have the right to approve amange of the hotel manager for the relevant
Hotel Properties, covenants restricting transfefrshe relevant Hotel Properties, including
transfers from the REIT's subsidiaries to the REBAJ covenants restricting the REIT's ability to
sell the Operator or InnVest Properties Corp. aneknants to provide cash reserves for major
capital expenditures from time to time. Future ficiag agreements may contain similar, or
more restrictive, provisions and covenants. If REEIT fails to comply with the restrictions in
current or future financing arrangements, its leadaay be able to accelerate related debt as
well as any other debt to which a cross defaultross acceleration provision applies. A default
could also allow creditors to foreclose, sell oalize on the property securing such debt or
exercise other remedies against the REIT. Credilittas typically require repayment of funds
or cash flow sweeps when certain coverage rat®sair met.

The REIT, the Operator and InnVest Properties Caape granted security interests over
substantially all of their assets to secure ind#ies owing under the Existing Mortgages and
the New Credit Facilities. If the REIT is not aldtemeet its debt service obligations, it risks the
loss of some or all of its assets to foreclosursabe.

Avalilability of Additional Capital

The acquisition of hotels, as well as ongoing retions, refurbishment and
improvements required to maintain and operate mehexisting properties, are capital intensive.
InnVest REIT sets aside 4% of revenues for theaggwhent of furniture, fixture and equipment
reserve and capital improvements ("FF&E reserval) the FF&E reserve was $6.1 million at
December 31, 2005. However, where the cost of alapprovements exceeds the FF&E
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reserve, or the cost of certain capital improvemertiuces the reserve to significantly lower
levels, the REIT will be required to fund thesehates principally by issuing additional Units
or incurring additional indebtedness. Access tatabmarkets for additional Unit financings and
the availability of additional borrowing will depenon prevailing market conditions and the
acceptability of the terms offered. In additione tDeclaration of Trust prohibits the REIT from
incurring or assuming any indebtedness if it wowmgult in the Financial Leverage Ratio
exceeding 50% (60% including convertible debenjurBsere can be no assurance that the REIT
will be able to complete additional Unit financings borrow additional funds on terms
acceptable to it, or at all. If the REIT were ureatd secure additional funding for acquisitions or
required improvements, it would be required to alirthese activities, which could have a
material adverse effect on its results of operatimmd financial condition.

Franchised Hotels

Each of the hotels in the Portfolio is subject téranchise agreement, and hotels the
REIT invests in after the date of this annual infation form may also be operated under
franchise agreements. The continuation of the fes is subject to specified operating
standards and other terms and conditions. Sucklatds are often subject to change over time,
in some cases at the discretion of the franchemd, may restrict a franchisee's ability to make
improvements or modifications to a hotel propertithaut the consent of the franchisor.
Franchisors typically periodically inspect licenggwperties to confirm adherence to operating
standards. The failure of a hotel in the Portféticconform to such standards or of the REIT, or
of the Operator to maintain such standards or &dteesuch other terms and conditions could
result in the loss or cancellation of the franclageeement and potential liquidated damages. In
a large portfolio, it is typical that, each yeagyesral hotels will fail to pass such inspections.
From time to time, hotels in the Portfolio have passed an inspection but have subsequently
passed re inspections upon compliance with notédielecies. It is possible that a franchisor
could condition the continuation of a franchise emgnent on the completion of capital
improvements which the Trustees determine are xperesive or otherwise unwarranted in light
of general economic conditions or the operatinglteor prospects of the affected hotel. In that
event, the Trustees may elect to allow the framclaigreement to lapse. If a franchise were
terminated, the REIT and the Operator would gehessek to obtain a suitable replacement
franchise. However, there can be no assuranceht@d®REIT and the Operator would be able to
obtain a suitable replacement franchise on acckptabms or at all. The loss of a franchise
agreement could have a material adverse effect tpomperations or the underlying value of
the hotel covered by the franchise because ofda$® df associated name recognition, marketing
support and centralized reservation systems prdvwigehe franchisor.

Ninety seven of the hotels in the Portfolio arerapsd under Choice flags. Despite its
50% ownership of Choice Canada, under Choice Canadaster franchise agreement with
Choice International, the Choice branded hotelgshm Portfolio are required to operate to
standards determined by Choice Canada, and repaisens of Choice Canada must approve
any hotel to be re-flagged under a Choice flag. REHT is subject to risks related to the
concentration in the Portfolio of hotels operatimgder the Choice flags, including the risk of a
reduction in hotel revenue following any adversélity related to the Choice flags, which
could have a material adverse effect on the REEBsIts of operations and financial condition.
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The shareholders' agreement for Choice Canadabm®laiffiliates (within the meaning
of the Business Corporations Ad¢Ontario)) of the REIT's subsidiary that is shailder in
Choice Canada from operating a number of hotelgwuftags that compete with the Choice flags
exceeding 20% of the total number of hotels opegatinder franchise from Choice Canada from
time to time (this 20% limit is currently equivateto approximately 56 hotels). The Operator
operates 33 hotels under such competing flags.REE believes, based on the advice of its
counsel, that this restriction in the Choice Canstilareholders’' agreement does not apply to the
Operator as it does not constitute an affiliate ennthat definition. If the restriction were
determined to apply, it could restrict the REITHiliy to acquire additional hotels under
competing flags in excess of the specified limtatddition, the termination of the shareholders’
agreement would have a material adverse effedi@REIT.

Reliance on Franchisees by Choice Canada

The growth of Choice Canada's business is, in gagendent on its ability to attract and
retain qualified franchisees in Canada and on thiétyaof Choice Canada's franchisees to
maximize penetration of their designated marketsaperate their hotels successfully. Although
Choice Canada has established criteria to evalpaispective franchisees, there can be no
assurance that its existing or future franchisedk have the business abilities or access to
financial resources necessary to open the requinetber of hotels or that they will successfully
develop or operate these hotels in their franchigas in a manner consistent with Choice
Canada's standards. There can be no assuranc€libate Canada will be able to attract
gualified franchisees.

Potential Labour Disruptions

A significant number of the employees employed reg hotels in the Portfolio are
unionized and governed by collective agreementsctwlxpire at various times between 2006
and 2008, including 17 which expired in 2005. THagaining rights of the unions at these
hotels are site specific to the employees at eamtticplar hotel. Individual hotels have
experienced, and may in the future experience,ulabicssruptions or difficulties which could
affect the short term operating performance ofipalar hotels. Relations with employees could
deteriorate due to disputes related to, among dthiegs, wage or benefit levels or the REIT's
response to changes in government regulation okevsiin the workplace. Hotel operations rely
heavily on employees. Any labour shortage or stgppaaused by disagreements with
employees, including unionized employees, couldeesbly affect the ability of the REIT's
hotels to operate, the reduction of occupancy awaimrrevenue or damage to the REIT's
reputation. Any such labour difficulties could hasematerial adverse effect on the REIT's
results of operations, business, prospects anddiabcondition.

Environmental Risks

Under various environmental laws and regulations;uarent or previous owner or
operator of real property may be liable for thetsosf remediation of contamination or
hazardous or toxic substances on, under or in pepiya Environmental laws and regulations
often impose liability whether or not the owneramerator knew of, or was responsible for, the

Tor#. 1663243.7



Tor#: 1663243.7

-45 -

presence of such contamination or hazardous oc texpstances. In addition, the presence of
contamination or hazardous or toxic substancestherfailure to remediate properly, may
adversely affect the owner's ability to borrow gsa property as collateral. In connection with
the ownership of the Portfolio, InnVest REIT maypmentially liable for any such remediation
Ccosts.

In connection with the REIT's acquisition of thertRwio, Phase | environmental site
assessments and, where appropriate, Phase Il emardal site assessments were completed in
respect of each of the Hotel Properties. Basedhenrésults of these assessments, the REIT
believes that the Hotel Properties are operateduinstantial compliance with all material
environmental laws and regulations and that theeotirestimated cost of remediation or capital
expenditures with respect to actual or potenti@irenmental conditions will not have a material
adverse effect on InnVest REIT's results of operati business, prospects and financial
condition. There can be no assurance that suchssaesats have identified all material
environmental contamination or hazardous or toxibsgances or violations of environmental
laws or regulations. Further, the costs involvedrémediation of the contaminated property can
be difficult to estimate and could exceed currestingated amounts.

The Operator, directly or through its subsidiaryrtparships, intends to make the
necessary capital and operating expenditures t@lyowith environmental laws and regulations.
Although there can be no assurances, the REIT damgsbelieve that costs relating to
environmental matters will have a material advef§ect on its results of operations, business,
prospects and financial condition. However, enuvinental laws and regulations may change and
the REIT or its subsidiaries may become subjecintwe stringent environmental laws and
regulations in the future. Compliance with morenggent environmental laws and regulations
may have a material adverse effect on the REIBslt® of operations, business, prospects and
financial condition. Environmental laws and reguas may also limit future development or
expansion of the Hotel Properties.

Acquisition Risks

The Portfolio is subject to the risks of acquisitionnVest REIT holds a number of the
hotels within the Portfolio indirectly though itsvaership of InnVest Properties Corp., which in
turn holds some of these hotels indirectly. Inn\Vf@siperties Corp. is a company resulting from
numerous amalgamations and reorganizations. ltossiple that entities within the InnVest
Properties Corp. structure may be subject to unknormundisclosed liabilities which could have
a material adverse impact on the results of omgeratiand financial condition of the REIT.
Representations and warranties obtained by the REY not adequately protect against such
liabilities or recourse against the sellers mayirbéed by the financial capacity of the sellers.

Uninsured and Underinsured Losses

The Declaration of Trust requires that InnVest RBtain and maintain at all times
insurance coverage in respect of its potentialillieds and the accidental loss of value of its
assets from risks, in amounts, with such insurans, on such terms as the Trustees consider
appropriate, taking into account all relevant fagtincluding the practices of owners of
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comparable properties. Management of the REIT bedie¢hat the insurance coverage to be
maintained is of the type and amount customariligioled for or by an owner of real property
assets. However, there are certain types of loggewerally of a catastrophic nature, such as
earthquakes and floods, or acts of terrorism thay rne uninsurable or not economically
insurable. The Trustees will use their discretinondetermining amounts, coverage limits and
deductibility provisions of insurance, with a viéa/maintaining appropriate insurance coverage
on the REIT's investments at a reasonable costoanduitable terms. This may result in
insurance coverage that, in the event of a subatdoss, would not be sufficient to pay the full
current market value or current replacement cosinoVest REIT's lost investment. Certain
factors, including inflation, changes in buildinggdes and ordinances and environmental
considerations, also might make it unattractivege insurance proceeds to replace the property
after such property has been damaged or destraymder such circumstances, the insurance
proceeds received by the REIT might not be adegteatestore its economic position with
respect to such property.

Reliance on Key Personnel

InnVest REIT and the Manager depend on the servafesertain key personnel,
including the Senior Executives. The loss of thevises of any of these key personnel could
have a material adverse effect on the REIT. Intamidisuch personnel are generally required to
devote only 50% of business hours to managing ffers of the REIT. Furthermore, the
employment agreements of these key employees wiltebminated upon termination of the
Master Hotel Management Agreement and may be tatsuinby the REIT upon the expiry and
non-renewal of the term of the Master Hotel Manageifgreement.

Dependence on and Relationship with the Manager

The Manager provides hotel management servicehidoOperator and its subsidiary
partnerships. The REIT is dependent on the Managférrespect to the management and the
operation of the hotels in the Portfolio. Under tlaster Hotel Management Agreement, the
Westmont Group may sell the Manager or sell orgasshe Master Hotel Management
Agreement subject, in each case, to the approvalobfless than 66% of the Independent
Trustees, which shall not be unreasonably withhielthie person acquiring the agreement or
control of the Manager is a hotel management compgeving comparable experience and
operating and service standards equal to or bibider those of the Manager and if all necessary
third party consents and other approvals have bb&ined without adverse consequence to the
REIT. The Manager may terminate the agreement,rgéyp®n six months' notice, after the first
five years of the initial term of the Agreement.efé&d can be no assurance that if the Manager
were to terminate the Master Hotel Management Agesg a suitable replacement would be
found.

Termination Rights under Master Hotel Management Ageement

The Master Hotel Management Agreement has beeatigesince July 26, 2002 and the
initial term is 10 years with two five year renewagjhts subject to the consent of the Manager
and approval of the Independent Trustees. Duriegiriftial 10 year term, there is no express
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right of termination by the REIT absent customaverds of default, including bankruptcy or
insolvency proceedings or similar events, or unedgsmance over two consecutive years
relative both to budget and to average RevPAR adrapetitive set of limited service hotels. In
the event that hotels representing less than 108teoBross Book Value of the Portfolio are sold
in any 12 month period and the Manager is not coetl as manager of the hotels, the REIT has
the ability to terminate the agreement in respdcthe hotels sold upon the payment of an
amount equal to the base and incentive fee allec@bthe hotels during the preceding twelve
months. In the event that hotels representing rtteae 10% of the value of the initial Portfolio
are sold in any 12 month period and the Manageroisontinued as manager of the hotels, then
the termination fee will be based on the base aodntive fees during the preceding 36 months
allocable to the hotels being sold that represemeixcess of 10% of the Gross Book Value of the
Portfolio.

Potential Conflicts of Interest

The REIT was established to purchase, directly amtrectly, the Portfolio. The
Independent Trustees have not received indeperadiite pertaining to the agreements that
were entered into by the REIT, the Manager andREé&T's promoters in connection with the
purchase of the Portfolio and the REIT's initiabpa offering. In addition, InnVest REIT may
be subject to various conflicts of interest becanfsihe fact that the Manager and its respective
directors, officers and associates, as well aJthstees, are engaged in a wide range of business
activities, including hotel management, acquisitoml ownership. Additionally, certain Trustees
and officers of the REIT are officers and directofsentities that are a part of the Westmont
Group, which could give rise to conflicts of intste The REIT may become involved in
transactions which conflict with the interests loé tforegoing. The Trustees, the officers of the
REIT and associates or affiliates of the Managey fram time to time deal with persons, firms,
institutions or corporations with which the REIT ynhe dealing, or which may be seeking
investments similar to those desired by it. Thernests of these persons could conflict with those
of the REIT. In addition, from time to time, thgsersons may be competing with the REIT for
available investment opportunities. The Declarabbfirust contains provisions to address these
potential conflicts of interest. See "Managementhef REIT — Conflict of Interest Restrictions
and Provisions" and "Management of the REIT — lethelent Trustee Matters".

Tax Related Risks

The extent to which distributions will be tax deéaf in the future will depend on the
extent that InnVest REIT can shelter its taxableome by claiming capital cost allowances,
interest and other available deductions. In addjtibe extent to which InnVest Properties Corp.
will be able to shelter its taxable income will éep on the extent to which it can claim capital
cost allowances, interest and other available dexhs: Furthermore, many of the hotels that are
retained by InnVest Properties Corp. will have @& lcost amount for Canadian income tax
purposes with the consequence that their saleyliweluld give rise to a gain for income tax
purposes even if the sale price did not exceed tredue on the date of the formation of the
REIT. As a result, disposing of these propertiey tp@ unattractive to the REIT, even if the
Trustees were to determine that the dispositionladvotherwise be in the best interests of the
REIT.
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There can be no assurance that the laws and remsatnd the administrative and
assessing practices of the Canada Revenue Agesmpyateng the treatment of mutual fund trusts
or the deductibility of interest will not be chamgén a manner which adversely affects
Unitholders. If the REIT ceases to qualify as aumalfund trust under the Tax Act, the Units
will cease to be qualified investments for Defertadome Plans and RESPs. The REIT will
endeavour to ensure that the Units continue to uaifeed investments for Deferred Income
Plans and RESPs. The Tax Act imposes penaltiethéoacquisition or holding of non-qualified
or ineligible investments and there is no assurahed the conditions prescribed for such
qualified or eligible investments will be adheredat any particular time.

In addition, there can be no assurance that adutwriew of the tax treatment of flow-
through entities will not be undertaken or that &#an federal income tax law respecting flow-
through entities will not be changed in a manneichvtadversely affects the REIT and the
holders of units.

Deterrents to Acquisition of the REIT

Holders of convertible debentures issued by theTRERy redeem debentures at a
redemption price of 101% in the event of a charfgeoatrol of the REIT. Further, the Manager
has a right in certain circumstances to terminaeMaster Hotel Management Agreement in the
event of a change of control, in which circumstanitevould receive a fee equal to the base fee
and incentive fee under such agreement for theednreg 12 months. The existence of these
provisions may make the REIT less attractive aaauisition candidate.

Unpredictability and Volatility of Unit Price

The Units of the REIT will not necessarily tradevatues determined by reference to the
underlying value of the REIT's business. The priaesvhich the Units will trade cannot be
predicted. The market price of the Units could bbject to significant fluctuations in response
to variations in quarterly operating results andeotfactors. The annual yield on the Units as
compared to the annual yield on other financiariments may also influence the price of Units
in the public trading markets. In addition, the g@tes markets have experienced significant
price and volume fluctuations from time to timerétent years that often have been unrelated or
disproportionate to the operating performance ofi@dar issuers. These broad fluctuations may
adversely affect the market price of the Units.

Future Sales of Securities of the REIT

As at March 21, 2006, 49,360,962 Units were outbtan (59,297,092 Units after giving
effect to the conversion of all convertible debees). The Westmont Group owns 6.8% of the
Units. All of the currently outstanding Units arégible for sale in the public market, subject to
any applicable restrictions under securities laiwsee Westmont Group may sell any or all of the
securities of the REIT that it owns. There is nsuagnce that the Westmont Group will not
dispose of the securities of the REIT that is ownshat the strategic relationships between the
REIT and the Westmont Group will be maintainedhie tuture.
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Sales of a substantial number of Units in the mublarket could adversely affect the
prevailing market price of the Units and could innpae REIT's ability to raise additional capital
through an offering of its equity securities.

Restrictions on Certain Unitholders and Liquidity of Units

The Declaration of Trust imposes restrictions om-resident Unitholders who are
prohibited from beneficially owning more than 49%tloe Units. This restriction may limit the
rights of certain Unitholders, including non-resitke of Canada, to acquire Units, to exercise
their rights as Unitholders and to initiate and ptete take-over bids in respect of the Units. As
a result, these restrictions may limit the demasrdUnits from certain Unitholders and thereby
adversely affect the liquidity and market valughe Units held by the public.

Structural Subordination of Units

In the event of a bankruptcy, liquidation or reargation of the REIT or any of its
subsidiaries, holders of certain of their indebtsstnand certain trade creditors will generally be
entitled to payment of their claims from the assdthe REIT and those subsidiaries before any
assets are made available for distribution to tmathdlders. The Units will be effectively
subordinated to most of the indebtedness and ditiiglities of the REIT and its subsidiaries,
expected to be approximately $571.9 million. Neitie REIT nor any of its subsidiaries will be
limited in its ability to incur additional secured unsecured indebtedness.

Redemption Right

It is anticipated that the redemption right willtrie the primary mechanism for holders
of Units to liquidate their investments. Cash redeans are subject to limitations. Notes which
may be distributed in specie to Unitholders in cation with a redemption will not be listed on
any stock exchange and no established market ecéeghto develop in such notes and they may
be subject to resale restrictions under applicabbeirities laws.

Nature of Units

Securities such as the Units are hybrids in thay tthare certain attributes common to
both equity securities and debt instruments. Agldral of Units, Unitholders do not have the
statutory rights normally associated with ownersbipshares of a corporation including, for
example, the right to bring "oppression” or "detiv@’' actions.

Possibility of Unitholder Liability

Recourse for any liability of InnVest REIT is intbed to be limited to its assets. The
Declaration of Trust provides that no Unitholdermonuitant under a plan of which a Unitholder
acts as Trustee or carrier (an "annuitant”) willheéd to have any personal liability as such, and
that no resort shall be had to the private propeftgny Unitholder or annuitant to satisfy any
obligation or claim arising out of or in connectiatith any contract, obligation or liability of the
REIT or of the Trustees.
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On December 16, 2004, the Trust Beneficiaries' ilitglbAct, 2004 (Ontario) came into
effect. This statute protects annuitants and Urdérs of the REIT, in their capacity as
beneficiaries, from liability for any act, defaudtbligation or liability of the REIT or any of its
Trustees arising on or after December 16, 2004. é¥ew because of uncertainties in the law
relating to investment trusts prior to December 2@)4, there is a risk (which is considered by
counsel to be remote in the circumstances) thatna@hblder or annuitant could be held
personally liable for obligations of the REIT (tieet extent that claims are not satisfied by the
REIT) in respect of breaches of contracts thatRE4T entered into and for certain liabilities
arising other than out of contract including claimgort, claims for taxes, and possibly certain
other statutory liabilities that arose prior to Petber 16, 2004. The Trustees have caused the
REIT's operations to be conducted in such a watoasinimize any such risk, including by
obtaining appropriate insurance and, where fegsditempting to have every material written
contract or commitment of the REIT contain an egprelisavowal of liability against the
Unitholders (which in the opinion of the REIT's osel will be effective). However, in
conducting its affairs, the REIT has acquired praperty investments, which may be subject to
existing contractual obligations, including undeases. Where possible, the REIT has used
reasonable efforts to have any of these obligatmadified so as not to be binding on any of the
Unitholders or annuitants personally.

EXPERTS

Deloitte & Touche have prepared an auditor's reporthe annual financial statements of
the REIT for the years ended December 31, 2005C@uEmber 31, 2004. Deloitte & Touche
has advised that they are independent with regpeatie REIT within the meaning of the Rules
of Professional Conduct of the Institute of CharteAccountants of Ontario.

Colliers International prepared appraisal repodted as of June 8, 2005 for each of the
properties compromising the 2005 Portfolio. To Ekm®wledge of the REIT, as of the date of
these appraisal reports, the partners and assoaét€olliers International own beneficially,
directly or indirectly, less than one percent oy aecurities of the REIT or any of its associates
or affiliates. To the knowledge of the REIT, sintbe date of the appraisal reports described
above, the partners and associates of Colliersnatienal received or are to receive less than
one percent of any securities of the REIT or anyso@ssociates or affiliates.

ADDITIONAL INFORMATION

Additional information relating to the REIT may b#&und on SEDAR at
www.sedar.com. Additional information, includingustees' and officers' remuneration and
indebtedness, principal holders of the REIT's dgearand securities authorized for issuance
under equity compensation plans, if applicablezastained in the REIT's information circular
for its most recent annual meeting of Unitholdéet involves the election of Trustees.

Additional financial information is provided in thREIT's financial statements and
MD&A for its most recently completed financial year
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APPENDIX A
GLOSSARY OF TERMS

The following terms used in this annual informatifmmm have the meanings set out
below.

"ADR" means the average daily room rate, determinedilaging gross room revenue by
the number of occupied room nights in the applieadariod.

"affiliate” means, with respect to any person or limited nEaghip, any other person or
limited partnership directly or indirectly contrioly, controlled by or under direct or indirect,
control with, such person.

"associaté has the meaning ascribed thereto inSleeurities Ac{Ontario).
"Choice Canadd means Choice Hotels Canada Inc.

"Choice International' means Choice Hotels International, Inc.
"Computershare' means Computershare Trust Company of Canada.

"Deferred Income Plan$ means, collectively, trusts governed by registeretirement
savings plans, registered retirement income fumdsdeferred profit sharing plans, each as
defined in the Tax Act.

"Deloitte & Touche" means Deloitte & Touche LLP, the external auditof the REIT.

"Distributable Income” has the meaning ascribed thereto under "Distaitlet Income™ on
page 1 hereof.

"Existing Management Agreement$ means the hotel management agreements between an
affiliate of the Manager, InnVest Properties Cogmd certain subsidiaries of InnVest
Properties Corp., as assigned to the Manager amhded on completion of the REIT's
initial public offering, in respect of the day-tayglmanagement of the Hotel Businesses.

"Existing Mortgages' means the mortgages to which the hotels in th&dio were subject
immediately following the completion of the REITisitial public offering excluding
mortgages registered in connection with the Newdi€Feacilities.

"Financial Leverage Ratio" means, at any time, the ratio of total consolidatelebtedness
of the REIT, as shown on its then most recent plyblssued balance sheet (calculated in
accordance with GAAP but excluding temporary inddhbess, if any, due to the vendors of
the Portfolio in connection with the initial acqien transaction, non interest bearing
indebtedness, trade accounts payable and, foregreatttainty, future income tax liability) to
Gross Book Value.

"GAAP" means Canadian generally accepted accountingipl&s.
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"Gross Book Valué€ means, at any time, the book value of the assfelsnVest REIT, as
shown on its then most recent publicly issued liaasheet, plus the amount of accumulated
depreciation and amortization shown thereon, leesamount of future income tax liability
arising out of the indirect acquisition of the Ralib.

"Hotel Businessesmeans, collectively, the hotel businesses culyeatrried on at the Hotel
Properties consisting of all of the assets involirethe operation of such properties, other
than the Hotel Properties themselves, but includatigfurniture, moveable equipment,
licences, contracts, inventory and goodwill in cection therewith, and, where the context
requires, includes hotel businesses associatedamighadditional Hotel Properties acquired
by InnVest REIT.

"Hotel Properties’ means, collectively, the real property, buildindstures (including
attached equipment) and leasehold interests, ifiarthe 124 hotel properties (excluding the
Hotel Businesses) in the Portfolio and, where thetext requires, includes any additional
hotel properties acquired by InnVest REIT.

"Independent Truste€ means a Trustee who is "unrelated" as defineseation 474 of The
TSX Company Manual (guidelines on corporate gowaraa A person serving as a nominee
of the Westmont Group pursuant to a right to appsuth person under the Declaration of
Trust is deemed not to be an Independent Trustee.

"Manager' means Westmont Hospitality Canada Limited andsiiscessors or permitted
assigns under the Master Hotel Management Agreement

"Maple Leaf' means Maple Leaf Investment Holdings, L.P., ditigke of the Manager.

"Master Hotel Management Agreement means the master hotel management agreement
dated as of July 26, 2002 between the OperatorMaeager and others and including,
except where the context otherwise indicates, thistiBg Management Agreements and any
other hotel management agreements executed from tintime with the Manager with
respect to individual hotels in the Portfolio.

"New Credit Facilities' means the term credit facility and the operaftenglity, each with a
Canadian chartered bank and obtained by the REifeidmately following the completion of
the REIT's initial public offering.

"Notes' means notes of InnVest Properties Corp. issueth ftime to time and held by
InnVest REIT.

"Operator” means InnVest Hotels Limited Partnership, a leditpartnership established
under the laws of the Province of Manitoba, andudies, unless otherwise indicated or the
context otherwise requires, wholly owned subsidastnerships of the Operator.

"Portfolio" means, collectively, the Hotel Properties andHllo¢el Businesses.

"Related Party’ means, with respect to any person, a person w/hd'ielated party”, as that
term is defined in Ontario Securities CommissiorleRél1-501, as amended from time to
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time (including any successor rule or policy theyetand, with respect to InnVest REIT,
shall include the Westmont Group and its affiliadé®sl associates as long as the Westmont
Group continues to have the right, pursuant toDelaration of Trust, (which has not been
renounced) to appoint one or more nominees to therdof Trustees or to act as hotel
manager for the Portfolio.

"RESPS means registered education savings plans, asedkiin the Tax Act.

"RevPAR" means revenue per available room, determinedibglidg gross room revenues
by the number of available room nights in the aggtlle period.

"Special Resolutiofi means a resolution passed by not less th&a6®f the votes cast,
either in person or by proxy, at a meeting of Unliders called for the purpose of approving
such resolution, or approved in writing by the leotdof not less than &86 of the Units
entitled to be voted on such resolution.

"subsidiary" means, with respect to any person or limited ngship, any other person or
limited partnership directly or indirectly contret by such person.

"Tax Act" means théncome Tax AcfCanada), as amended.
"Trustees' means the trustees of InnVest REIT from timeineet
"TSX" means the Toronto Stock Exchange.

"Unitholders" means the holders of Units from time to time.
"Units" means the units of InnVest REIT.

"Vendors' means, collectively, WHWW Realty LP, WHWW Gen-P#arc., Trans Canada
Enterprises, Inc., WHWW Hotels (Regina) Company, WW Hotels (YYZ) Company,
WXI/WWH Calgary Holdings Corp., WXI/WWH Guelph Hdligs Corp., Kanata CHL
Limited Partnership, Commonwealth Hospitality Lathd Kingston CHL Inc.

"Vendor Parties' means collectively, WW Holdings LP, WWHH Gen-Phug., Maple Leaf
Enterprises, Inc., WHRB Realty Company, Commonvke&lbspitality Ltd., Barrie CHL
Inc., WW Canada (One) Corp., Tegrad Montreal MW Canada Nominee Corp. and WW
Canada (Two) Corp.

"Westmont Group" means the group of entities under common comahmonly referred

to as the Westmont Hospitality Group, including Wesnt Hospitality Group, Inc.,

Westmont Hospitality Management Limited, the Mamagdaple Leaf, Westmont Holdings
and other related companies.

"Westmont Holdings' means, collectively, Maple Leaf Investments, |.Maple Leaf
Investments, Inc., Charter Hospitality L.P. andaierof their affiliates.
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"Westmont Restricted Partie§ means, collectively, the Westmont Group, certairthe
Westmont Group principals and other entities madagecontrolled by those principals. No
other person will be considered a "Westmont Restli®arty" even if it is a Related Party of
one of the Westmont Restricted Parties.

"Whitehall Funds" means, collectively, Whitehall XI, Whitehall SéteReal Estate Limited
Partnership V, Whitehall Street Real Estate Limiteartnership IX and certain of their
affiliates.

"Whitehall Restricted Parties' means, collectively, Whitehall XI, Whitehall SéteReal
Estate Limited Partnership V, Whitehall Street Restiate Limited Partnership IX, Whitehall
Street Global Real Estate Limited Partnership 208@hjtehall Parallel Global Real Estate
Limited Partnership 2001, Whitehall Street Inteimadl Real Estate Limited Partnership
2001 and any real estate opportunity funds estaddidy Goldman, Sachs & Co. and its
subsidiaries. No other person will be consideré@/hitehall Restricted Party" even if it is a
Related Party of one of the Whitehall RestrictediBs

"Whitehall XI" means Whitehall Street Real Estate Limited PastmprXI.

"6.25% Debenture$ means the series A convertible unsecured subatetindebentures of
the REIT due April 15, 2011 with a coupon of 6.25%.

"9.75% Debenture$ means the initial series convertible unsecurdibalinated debentures
of the REIT due June 30, 2007 with a coupon of @.75
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APPENDIX B

INNVEST REAL ESTATE INVESTMENT TRUST
AUDIT COMMITTEE MANDATE

1. ESTABLISHMENT OF COMMITTEE

1.1 Establishment of the Audit Committee ConfirmedThe establishment of the
audit committee of the board of trustees of Inn\RRs&al Estate Investment Trust
("InnVest") is hereby confirmed with the purposepnstitutions and
responsibilities herein set forth.

1.2 Certain Definitions- In this mandate:

(@ "Board" means the board of Trustees of InnVest;

(b) "Chair" means the chair of the Committee;

(c) "Committee” means the audit committee of the Board;
(d) "Trustee" means a member of the Board;

(e) "External Auditor" means the person occupying tiffec® of auditor of
InnVest in accordance with tigusiness Corporations A@Dntario);

() "Internal Auditor" means the person responsible tfog internal audit
function of the Manager; and

() "Mandate" means this written mandate of the Conemitind any such
mandate for the Committee which the Board resofi@® time to time
shall be the mandate of the Committee;

(h) "Manager" means Westmont Hospitality Canada Limited
2. PURPOSE
2.1 The Committee's purpose is to:
(@) assist Board oversight of:
0] the integrity of InnVest's financial statements;
(i) InnVest's compliance with legal and regulatory regjuents;
(i)  the External Auditor's qualifications and indepemzie and

(iv)  InnVest's systems of internal controls; and
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(b)

prepare any report required to be included in Irst€eannual proxy
statement relating to the Committee.

3. COMMITTEE MEMBERSHIP

3.1

3.2

3.3

3.4

Tor#: 1663243.7

Number of Members- The Committee shall consist of not fewer thareeh

Trustees.

Independence of MembersEach member of the Committee shall be:

(@)

(b)

a Trustee who is not an officer or employee of lasVor any of its
affiliates; and

independent for the purposes of the Ontario SeesriCommission
Multilateral Instrument 52-110 Audit Committeeq"Schedules B and
C").

Financial Literacy-

(@)

(b)

Requirement — Each member of the Committee shdihbacially literate
or must become financially literate within a reaaole period of time after
his or her appointment to the Committee.

Definition — "Financially literate” shall mean thtte Trustee is able to
read and understand a set of financial statemeatgtesent a breadth and
level of complexity of accounting issues that ag@eayally comparable to
those that can reasonably be expected to be rhisdanVest's financial
statements.

Accounting or Related Financial ExperieneceOne member of the Committee

shall at all times have accounting or related foi@nexperience, meaning that
such Trustee has, through education and experience:

(@)

(b)

()

(d)

an understanding of financial statements and tle®uaiting principles
used by InnVest to prepare its financial statements

the ability to assess the general application ehsaccounting principles
in connection with the accounting for estimatesraals and reserves;

experience preparing, auditing, analyzing or ewualga financial

statements that present a breadth and level of lesityp of accounting
issues that are generally comparable to the breadth complexity of
issues that can reasonably be expected to be fayséthVest's financial
statements, or experience actively supervising onemore persons
engaged in such activities; and

an understanding of internal controls and procesluf@r financial
reporting.



3.5

3.6

Annual Appointment of Members- The appointment of members of the
Committee shall take place annually at the firstetimg of the Board after a
meeting of the members at which Trustees are elegmvided that if the
appointment of members of the Committee is not adenthe Trustees who are
then serving as members of the Committee shallimomtas members of the
Committee until their successors are appointed.

Vacancy-The Board may appoint a member to fill a vacamhich occurs in the
Committee between annual elections of Trustees.

4. COMMITTEE CHAIR

4.1

4.2

Board to Appoint Chair The Board shall appoint the Chair from the mesloé¢
the Committee (or if it fails to do so, the membefshe Committee shall appoint
the Chair from among its members).

Chair to be Appointed Annually The designation of its Chair shall take place
annually at the first meeting of the Board afteneeting of the members at which
Trustees are elected, provided that if the designmaitf Chair is not so made, the
Trustee who is then serving as Chair shall contiaseChair until his or her
successor is appointed.

5. COMMITTEE MEETINGS

5.1

5.2

5.3

5.4

5.5

5.6
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Quorum- A quorum of the Committee shall be a majorityitefmembers and no
business shall be transacted by the Committee extep meeting at which a
quorum of the Committee is present.

Secretary- The Chair shall designate from time to time aspe who may, but
need not, be a member of the Committee, to be Gegref the Committee.

Time and Place of Meetings The time and place of the meetings of the
Committee and the calling of meetings and the moee in all things at such
meetings shall be determined by the Committee; ideay however, the
Committee shall meet at least quarterly.

Right to Vote- Each member of the Committee shall have thet tighvote on
matters that come before the Committee.

Invitees- The Committee may invite Trustees, officers antployees of InnVest
or any other person to attend meetings of the Cateenio assist in the discussion
and examination of the matters under considerdtyoine Committee.

In Camera Meetings As part of each meeting of the Committee at Wwtitite
Committee recommends that the Board approve theiahnaudited financial
statements or at which the Committee reviews thatqtly financial statements,
the Committee shall meet separately with each of:




€)) management;
(b)  the external auditors; and
(© the internal auditor.

6. OUTSIDE ADVISORS

6.1 Retaining and Compensating Adviserd’he Committee may retain such outside
legal, accounting or other advisors as it may aersappropriate and shall not be
required to obtain the approval of the Chair of Bmard in order to retain or
compensate such advisors.

7. REMUNERATION OF COMMITTEE MEMBERS

7.1 Trustee Fees OnlyNo member of the Committee may earn fees fronVést or
any of its subsidiaries other than Trustee's fedsch fees may include cash
and/or shares or options or other in-kind constitemaordinarily available to
Trustees, as well as all of the regular benefiés tither Trustees receive).

7.2 Other Payments For greater certainty, no member of the Commitieall accept
any consulting, advisory or other compensatoryffe® InnVest.

8. DUTIES AND RESPONSIBILITIES OF THE COMMITTEE

8.1 Financial and Related Informatien

(@  Annual Financial Statements - The Committee slallew and discuss
with management and the External Auditor, InnVeatsual financial
statements and related MD&A and report thereorméoBoard before the
Board approves those statements.

(b) Interim Financial Statements — The Committee sheallew and discuss
with management and the External Auditor, InnVestterim financial
statements and related MD&A and report thereoméoBoard before they
are released.

(© Accounting Principles - The Committee shall reviewd discuss with
management and the External Auditor:

(1) major issues regarding accounting principles andanftial
statement presentation, including any significamanges in
InnVest's selection or application of accountinggples;

(i) analyses prepared by management and/or the Extéwnditor
setting forth significant financial reporting issuand judgments
made in connection with the preparation of the rfcial
statements, including analysis of the effects dérahtives in
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8.2
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(d)

(e)

(f)

(@)

applying Canadian generally accepted accountingciplies to the
financial statements;

(i)  the effect of regulatory and accounting initiativas well as off-
balance sheet structures on the financial statenoéibnVest.

Disclosure of Other Financial Information - The Quitiee shall discuss
with management and the External Auditor, if apgdie:

(1) the types of information to be disclosed and theetyof
presentation to be made in connection with earnimgss releases;

(i) the type of financial information and earnings gunde (if any)
provided to analysts and rating agencies; and

(i)  press releases containing financial informationyifpa particular
attention to any use of "pro forma" or "adjusteddn+fGAAP,
information) and shall review all earnings preskeases before
such information is publicly disclosed.

Management Certification — The Committee shall@avand discuss the
management certifications of disclosure in Inngeatinual and interim
filings as required by applicable securities law€anada or otherwise

Related Party Transactions — The Committee shallewe from a
compliance perspective, all related party traneastof InnVest.

Procedures for Review — The Committee shall besfsadi that adequate
procedures are in place for the review of InnVedisslosure of financial
information extracted or derived from InnVest's aficial statements
(other than financial statements, MD&A and earnimqgess releases,
which are dealt with elsewhere in this Mandate) ahdll periodically

assess the adequacy of those procedures.

External Auditor-

(@)

(b)

The Committee shall require the External Auditor donfirm in its
engagement letter each year that the External Auditaccountable to the
Board and the Committee as representatives of ald#hs. The External
Auditor shall report directly to the Committee atidt Committee shall
have direct communication channels with the Extefnalitor to discuss
and review specific issues as appropriate.

Authority with Respect to External Auditor - As repentative of
InnVest's unitholders, the Committee shall be diyeesponsible for the
appointment, compensation and oversight of the wafrkhe External
Auditor (including resolution of disagreements betw management and
the External Auditor regarding financial reportinfpr the purpose of
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8.3
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(€)

(d)

(€)

preparing or issuing an audit report or performatiger audit, review or
attest services for InnVest. In this capacity, @@nmittee shall have sole
responsibility for recommending to the Board thespa to be proposed to
InnVest's unitholders for appointment as externalditar, the
compensation of the external auditor and whetheraay time the
incumbent external auditor should be removed frdficen

Competency of External Auditor - Once each yead (atinerwise as the
Chair may consider appropriate) the Committee steaflew a report by
the external auditor indicating:

0] that they are a member in good standing with thea@&n Public
Accounting Board ("CPAB"); and

(i) any sanctions or restrictions imposed by the CPAB.

Review of Audit Problems - The Committee shall esviwith the
External Auditor any problems or difficulties enobered during the
audit, and management's response.

Independence - The Committee shall satisfy itselfocathe independence
of the External Auditor. As part of this process:

0] The Committee shall require the External Auditorstdomit on a
periodic basis to the audit committee, a formalttem statement
delineating all relationships between the ExterAaditor and
InnVest. The Committee is responsible for reviewany disclosed
relationships or services that may impact the divieg and
independence of the External Auditor and for rec@mdming that
the Board take appropriate action in response & HERternal
Auditor's statement to satisfy itself of the ExtdrrAuditor's
independence.

(i) The Committee shall approve any non-audit servieesbe
provided by the External Auditor to InnVest or asybsidiary
entity prior to the commencement of any work.

(i)  The Committee shall approve any proposal by InnMeshire
employees and former employees of InnVest's Exteékaditor or
former external auditor.

Internal Controls

(@)

Regular Reporting - The internal auditor of the [biger shall report
regularly to the Committee and the Committee shadve direct
communication channels with the Internal Auditordiscuss and review
specific issues as appropriate.
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8.4

(b)

()

(d)

Management Letter — The Committee shall review dmstuss with
management and the External Auditor the managelatat prepared by
the External Auditors in conjunction with the anhaadit of InnVest.

Control Deficiencies — The Committee shall reviemd adiscuss with
management and the External Auditor major issuds #se adequacy of
InnVest's internal controls and any special auidips adopted in light of
material control deficiencies.

Oversight of Internal Controls - The Committee Ebakrsee management
reporting on InnVest's internal controls.

Risk Assessment and Risk Managememnhe Committee shall discuss InnVest's

major financial risk exposures and the steps managehas taken to monitor and
control such exposures.

9. WHISTLE BLOWING

9.1

Procedure- The Committee shall put in place procedures for:

(@)

(b)

the receipt, retention and treatment of complanetseived by InnVest
regarding accounting, internal accounting contoolauditing matters; and

the confidential, anonymous submission by employekednnVest of
concerns regarding questionable accounting or iagditatters.

10. REPORTING TO THE BOARD

10.1 Reqgular Reporting The Committee shall report to the Board follogvieach
meeting of the Committee and at such other timeb@<hair may determine to
be appropriate.

11. EVALUATION OF COMMITTEE PERFORMANCE

11.1 Establish Process The Committee shall follow the process establishy the
Board's corporate governance committee for asspsbm performance of the
Committee.

11.2 Amendments to Mandate
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(@)

(b)

Review by Audit Committee - The Committee shallommend to the
Board on an annual basis, any amendments it cassagsirable to the
Mandate.

Review by Board — The Board will review and reass® adequacy of
the Mandate on an annual basis and at such othestas it considers
appropriate.
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12. LEGISLATIVE AND REGULATORY CHANGES

12.1 Compliance- It is the Board's intention that the Mandatdlsfeflect at all times
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all legislative and regulatory requirements apftlieao the Committee as well as
any best practice guidelines recommended by regslair stock exchanges with
whom InnVest has a reporting relationship. Accogtiinthis Mandate shall be
deemed to have been updated to reflect any amensiiteesuch legislative and
regulatory requirements and such best practiceegjoes and shall be formally
amended at least annually to reflect such amendment



