FIRST LEASIDE PROPERTIES FUND
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2008
AND THE PERIOD FROM JULY 3, 2007 TO DECEMBER 31, 2007

The following management discussion and analysis of the financial condition and results of
operations prepared April 29, 2009 should be read together with the First Leaside Properties Fund
(the “Fund”) audited financial statements and notes thereto for the year ended December 31, 2008
and for the period from July 3, 2007 to December 31, 2007. All financial information is reported
in U.S dollars and in accordance with Canadian generally accepted accounting principles unless
otherwise noted.

This discussion may contain forward-looking statements which are based on our expectations,
estimates and forecasts. These statements are subject to risks and uncertainties that are difficult to
predict or control. These risks and uncertainties could cause actual results to differ materially
from those indicated. Readers should not place undue reliance on any such forward-looking
statements.

Description of Business

The Fund is an unincorporated, open-ended, limited purpose investment trust created on July 3,
2007 by a declaration of trust governed by the laws of the Province of Ontario terminating on
July 3, 2037.

The Fund has three Classes of Units consisting of an unlimited number of Class A Units, an
unlimited number of Class B Units and an unlimited number of Class C Units (*Fund Units”).

The business of the Fund involves, among other things, (a) acquiring, investing in, holding,
transferring, disposing of and otherwise dealing with notes of FL Master Sherman, Ltd. (the
“Master Sherman Notes”) and certain participation rights granted in conjunction therewith; and
(b) acquiring, investing in, holding, transferring, disposing of and otherwise dealing with
securities of or lending to persons engaged in the ownership of primarily income-producing
multiple-unit residential real property located in Canada and the United States or any member of
the First Leaside Group, provided that such securities or lending activities, by their terms, provide
for a return of no less than 9% per annum and have terms that are no less favourable than the
Master Sherman Notes.

The Fund’s long-term objective is to earn investment income from its investments, to distribute
such income to Unitholders in accordance with the terms of the Declaration of Trust. An
investment in Units is intended to provide purchasers with the opportunity to receive a 9% per
annum distribution.



Overall Performance
The Fund’s primary assets are the Master Sherman Notes (the “Notes”).

During the year ended December 31, 2008, the Fund earned $317,676 in interest income on the
Master Sherman Notes (2007 - $67,868). The interest income has increased as a result of a
significant portion of the Master Sherman Notes being issued by Master Sherman in the fourth
quarter of 2007, which bear interest at 9% per annum.

Overall the increases in recovery revenue and administrative costs are as a result of being in
operation for a full year in 2008 as compared to only six months in 2007. Further there were
additional costs related to filing the prospectus in 2008.

Selected Annual Information

Year Ended Year Ended
December 31, 2008 December 31, 2007
Total Revenue $936,965 $439,383
Net income $61,379 $3,546
Comprehensive income $(84,226) $17,525
Net income per unit $0.08 $0.01
Total Assets $3,296,214 $3,916,962
Total Long Term Financial Liabilities $2,457,238 $2,967,858

Results of Operations

The Fund was established on July 3, 2007. As such the only corresponding prior periods available
for comparison are the period from July 3, 2007 to December 31, 2007.

For the year end December 31, 2008 total revenue was $936,965 (2007 — $439,383). Total
revenue comprised of interest income of $317,676 (2007 - $67,868) less amortization of the call
premium derivative of $772 (2007 - $711), which is being amortized over the term of the
promissory note receivable using the effective interest rate method. Recoveries from related
parties were $620,061 for the year ended December 31, 2008 (2007 - $372,226).

As at December 31, 2008, the Fund’s total assets were $3,296,214 (2007 - $3,894,797) and total
liabilities were $2,648,025 (2007 — $3,184,342). The Fund’s assets primarily consist of notes
receivable from Master Sherman that are due between December 31, 2017 and 2018. The
majority of the Fund’s liabilities consist of Class A and B Units from investors that have been
classified as liabilities as a result of their redemption feature.

The Fund either paid or accrued $317,676 in distributions and interest expense to its investors for
the year ended December 31, 2008 (2007 - $67,868), which included $64,111 (2007 - $12,364) in
distributions reinvested in Class C Units.



Liquidity

The Fund has financed its operations to date primarily through the issuance of Fund Units. See
“Redemption Rights and Distributions to Fund unit holders” in this Management’s Discussion
and Analysis for the year ended December 31, 2008 for limitation on redemptions which
minimizes risk of liquidity.

The financial statements have been prepared on a going concern basis which assumes that the
Fund will be able to realize its assets and discharge its liabilities in the normal course of business
for the foreseeable future.

Income Taxes

The Fund currently qualifies as a Mutual Fund Trust for Canadian income tax purposes. Income
earned by the Fund and distributed annually to unitholders is not subject to taxation in the Fund,
but is taxed at the individual unitholder level. For financial statement reporting purposes, the tax
deductibility of the Fund distributions is treated as an exemption from taxation as the Fund
distributes and is committed to continue distributing all of its taxable income to its unitholders.

On June 22, 2007, new legislation relating to the federal income taxation of a specified
investment flow-through trust or partnership (“SIFT”) received royal assent (the “SIFT Rules”).

Under the SIFT Rules, certain distributions from a SIFT will no longer be deductible in
computing a SIFT’s taxable income and a SIFT will be subject to tax on such distributions at a
rate that is substantially equivalent to the general tax rate applicable to a Canadian corporation.
Distributions paid by a SIFT as returns of capital will not be subject to the tax.

The Fund is not subject to the SIFT tax regime as its units are not listed on a stock exchange or
other public market.

Accordingly, the Fund does not record a provision for income taxes, or future income tax assets
or liabilities, in respect of the Fund.

Capital Resources and Capital Management

The Fund’s capital management objective is to maximize returns to Unitholders while ensuring
that the Fund is capitalized in a manner which appropriately supports working capital needs and
business expansion. The Fund’s capital management practices are focused on preserving the
quality of its financial position by maintaining a solid capital base and a strong balance sheet.
Capital of the Fund consists of Redeemable units, net of cash, and Unitholders' equity.

The Fund’s capital structure is approved by its board of trustees. The Fund monitors on a
monthly basis the interest payments received on the Master Sherman Notes and the distributions
to Unitholders.

Class A Units are issuable in series and are denominated in U.S. dollars. All distributions made
by the Fund to holders of Class A Units shall be made in U.S. dollars. Each Class A Unit will
have a corresponding Series A promissory note denominated in U.S. dollars issued by Master
Sherman to the Fund. The promissory note will be issued the same date the Class A Units are
issued.



Class B Units are issuable in series and are denominated in Canadian dollars. All distributions
made by the Fund to holders of Class B Units shall be made in Canadian dollars. Each Class B
Unit will have a corresponding Series B promissory note denominated in Canadian dollars
attached to it issued by Master Sherman to the Fund. The promissory note will be issued the
same date the Class B Units are issued.

Class C Units are issuable in series and are denominated in Canadian dollars. All distributions
made by the Fund to holders of Class C Units shall be made in Canadian dollars. The
distributions shall be settled by issuing additional Class C Units for the first 10 years. Each Class
C Unit will have a corresponding Series C promissory note denominated in Canadian dollars
issued by Master Sherman to the Fund. The promissory note will be issued the same date the
Class C Units are issued. If the initial term of the Master Sherman promissory note is extended
beyond 10 years, the distributions payable during the extension period to the Class C unitholders
will not be reinvested, but will be paid in Canadian dollars. At this time, the distributions to the
Class C Units will be settled with cash.

The Fund defines its capital structure to include unitholders’ equity and redeemable units, net of
cash.

December 31, December 31,

2008 2007
Cash $(1,783) $(116,485)
Redeemable units 2,431,238 2,943,857
Unitholders' equity 648,189 710,455
$3,077,644 $3,537,827

There are no external or internal restrictions on the Fund's capital.

There were no changes in the Fund’s approach to capital management during the period ended
December 31, 2008.

Redemption Rights and Distributions to Fund unitholders

Redemption rights by Fund unitholders

Each Fund unitholder shall be entitled to require the Fund to redeem on a monthly basis at the
demand of the Fund unitholder all or any part of the Fund units registered in the name of the Fund
unitholder at the fair market value of the unit as determined by the Trustees. The Trustees shall be
entitled in their discretion to determine and designate whether any payments made in respect of
any redemption are on account of income or capital, and whether any such redemption shall be
effected by an in-specie redemption or by a cash redemption. A cash redemption shall not be
applicable to Fund units tendered for redemption by a Fund unitholder, if the total amount
payable by the Fund in the same calendar month exceeds $50,000, unless waived by the Trustees
of the Fund.

Distributions

Distributions for a Class of unit will include such things as all cash amounts received from the
Master Sherman promissory notes that correspond to the series of a Class of units and all other
income, distributions, interest, dividends, proceeds from the disposition of securities, returns of
capital and repayments of indebtedness. The distributions will be reduced for all costs and



expenses attributable to the series of a Class of units and any series of a Class of units'
proportionate share of the common expenses of the Fund.

In the event that the Trustees determine that the Fund does not have available cash in an amount
sufficient to make payment of the full amount of any distribution that has been declared to be
payable to Fund unitholders, the Fund may issue, on a pro rata basis, additional units, or fractions
of units, if necessary, having a value equal to the difference between the amount of such
distribution and the amount of cash that has been determined by the Trustees to be available for
the payment of such distribution, subject to all necessary regulatory approvals.

Off-Balance Sheet Arrangements
The Fund has no contingent liabilities or off-balance sheet arrangements.
Management agreement and cost/payment reimbursement agreement

The Fund entered into a management agreement with F.L. Securities Inc. on July 3, 2007
whereby F.L. Securities Inc. will manage the operations of the Fund. The agreement is for 10
years with an automatic renewal for successive 10-year periods until cancelled in writing. The
fee for performing such services is up to $100,000 per annum, and reimbursement of reasonable
out-of-pocket expenses. The management agreement was mutually terminated on September 30,
2008 and a new agreement was entered into with First Leaside Management Inc. with effect from
July 3, 2007, whereby First Leaside Management Inc. will provide certain management,
administrative and support services on behalf of the Fund. In accordance with the new
agreement, there will be no fee charged for performing the management services. The term of the
agreement, which can be terminated by either party at any time, is 10 years with an automatic
renewal of an additional 10 years.

The Fund also entered into a Fee Payment Agreement with First Leaside Properties Limited
Partnership (“FLP) on July 3, 2007 whereby FLP agreed to pay all of the fees and expenses of
the Fund. On September 30, 2008, this agreement was terminated and a new agreement was
entered into with F.L. Master Sherman, Ltd. ("Master Sherman™) where Master Sherman has
agreed to pay all of the fees and expenses of the Fund. Commencing January 1, 2009, the fees
and expenses cannot exceed $250,000 on an annual basis without the prior written consent of the
Fund. This new agreement terminates on July 3, 2037.

Changes in Accounting Policies Including Initial Adoption

Effective January 1, 2008, the Fund adopted the new Handbook Sections issued by The Canadian
Institute of Chartered Accountants: Section 1535, Capital Disclosures, Section 3862, Financial
Instruments - Disclosures, and Section 3863, Financial Instruments - Presentation. In addition,
the Fund implemented the revised Section 1400, General Standards of Financial Statement
Presentation. Section 1535 establishes standards for disclosure of an entity's objectives, policies
and processes for managing capital, quantitative data about what is considered capital, whether an
entity has complied with any capital requirements and consequences of any non-compliance. See
“Capital Resources and Capital Management” in this Management’s Discussion and Analysis for
the period ended December 31, 2008 for the effect of adopting this standard.

Section 3862 and Section 3863, which replaced Section 3861, Financial Instruments - Disclosure
and Presentation, revised and enhanced the disclosure requirements, and continued the existing



presentation requirements for financial instruments. These standards require disclosures about
the nature and extent of risks arising from financial instruments and the management of these
risks. The adoption of this standard had no effect on the recognition or measurement of amounts
recorded in the interim balance sheets and statements of operations and comprehensive income
(loss), unitholders' equity and cash flows.

Section 1400 was amended to include requirements to assess and disclose material uncertainties
that may cast significant doubt upon an entity's ability to continue as a going concern. The
application of this revised standard does not have a material impact on the financial position or
results of operations.

Future Accounting Changes
International Financial Reporting Standards

The Canadian Accounting Standards Board (AcSB) has confirmed its plan to adopt all
International Financial Reporting Standards, as published by the International Accounting
Standards Board, on or after January 1, 2011. The Fund will be required to prepare IFRS
financial statements for interim and annual financial statements for fiscal years beginning on
or after January 1, 2011. The transition date of January 1, 2011 will require restatement for
comparative purposes of amounts reported by the Fund for the year ended December 31,
2010.

We commenced a conversion project in 2008 which will address how IFRS will affect the
Fund. The project consists of training and education, an assessment of the impact of IFRS on
the financial statements, information technology, data systems, disclosure and control
procedures, internal control processes, design and implementation of systems and process
changes and a post-implementation review. Management is currently evaluating the impact
of this new framework.

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities

Due to mixed practice on whether an entity’s own credit risk and the credit risk of the
counterparty should be taken into account in determining the fair value of a derivative
instrument, the CICA’s Emerging Issues Committee released EIC-173 Abstract, Credit Risk
and the Fair Value of Financial Assets and Financial Liabilities. The EIC requires that
inclusion of credit risk of the counterparty and the Fund in determining the fair value of
derivative instruments for periods after January 20, 2009. The EIC requires retrospective
adoption without restatement of prior periods. The Fund will adopt the accounting treatment
in the first quarter of 2009.

Risk Management and Fair value of financial instruments
(a) Interest rate risk:
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will

fluctuate because of changes in market interest rates.

The risk of future cash flows fluctuating is managed by having fixed rates on the promissory
notes receivable.



(b) Credit and collection risk:

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the
Fund by failing to discharge its obligation. The nature and maximum exposure to credit risk as at
December 31, 2008 is:

Carrying amount

Cash $ 1,783
Promissory notes receivable 3,091,017
Amounts receivable 188,897

$ 3,281,697

The majority of cash is held with highly rated financial institutions in Canada.

The Fund is also exposed to credit risk on its promissory notes receivable in the event the
borrower (i.e. Master Sherman) is unable to make the contracted payments. Such risk is
mitigated through careful evaluation of the value of the underlying assets held by the borrower.

(c) Liquidity risk:
Liquidity risk is the risk that the Fund will encounter difficulty in meeting its contractual
obligations associated with financial liabilities.

The Fund manages its liquidity risk through the use of budgets and forecasts. Cash requirements
are monitored regularly based on actual financial results and actual cash flows to ensure that there
are sufficient resources to meet operational requirements.

(d) Fair values of financial instruments:

The fair market values of amounts receivable, accounts payable and accrued liabilities and
amounts payable approximate their fair values due to the immediate or short-term maturities of
these financial instruments.

The fair values of promissory notes receivable and redeemable units could not be reasonably
calculated as no comparable commercial terms are obtainable.

Risks and Uncertainties

All of the investment proceeds raised by the Fund to date have been invested in the Master
Sherman Notes. As such, an investment in the Fund exposes a Unitholder to the risks faced by
Master Sherman. These risks include, but not limited to, real estate risks since Master Sherman
invests in real property. General economic conditions, local real estate markets, supply and
demand for leased premises, competition from other available premises and various other factors
affect such investments by Master Sherman. Management believes Master Sherman’s primary
real estate risk is the potential for declining revenue arising from increased vacancies or declining
rental rates.

An additional risk faced by Master Sherman is the risk of loss associated with a counterparty’s
inability or unwillingness to fulfill its payment obligations. Master Sherman has provided certain



parties with loans in the past and may continue to do so in the future, a failure of these parties to
pay their principal and/or interest obligations might affect Master Sherman’s ability to pay
principal and/or interest to the Fund under the Master Sherman Notes.

Subsequent Events

() Subsequent to the year-end, the Fund issued additional approximately 2,200,000 Class C units
for total gross proceeds of approximately $2,200,000 pursuant to its initial public offering. In
addition, the Fund received total gross proceeds of approximately $3,550,000 through the
issuance of approximately 3,550,000 redeemable units. These funds were subsequently invested
in Master Sherman Notes.

(b) As a consequence of the Amended Declaration of Trust as of September 30, 2008, resulting in
a unit reclassification, the Fund no longer met the legislated requirements of a Mutual Fund Trust
under the Income Tax Act (Canada) as of January 1, 2009. Management has implemented a plan
to ensure the Fund meets the requirements of a Mutual Fund Trust upon closing of the Initial
Closing.



