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Presenter Notes
Presentation Notes
Wednesday April 26 | 9:30 AM MDT
ATTENDEES:�In Person at Hotel Macdonald: Andrew Melton, Naomi Stefura, Ralph Young, Nicole, Erin, etc.�Guests and Scrutineer: In person and online: Webcast (link: https://www.gowebcasting.com/12433 )
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AGENDA

Formal Business
e Call to Order
o Financial Statements
o Appointment of Auditors

o Fixing the Size of the Board
o Election of Trustees
e Adjournment


Presenter Notes
Presentation Notes
Meeting Materials:
Meeting materials, including the information circular, MD&A and annual report are available by clicking the “Materials” button at the side of your screen for our webcast audience, and were available at the door for our in person attendees.
Voting:
Sufficient advance votes were received to pass all matters. Either Naomi Stefura or Andrew Melton were named as proxyholders, and we have reached quorum to pass all of today’s motions.
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Q&A:
Following management’s presentation, we will open the floor for Questions. To ask a question, please type your question in the text box at the bottom of the webcast screen, along with your name and email address, and hit send. You may enter a question at any time during the meeting. Note that questions may be moderated before they are repeated for brevity and clarity if necessary.

In person attendees may approach a microphone to ask your question.

We respectfully request that each unitholder limit their questions to 2 to begin with. If time allows, we will get back to your further questions once other unitholders have had the opportunity to ask questions.



Forward-Looking Statements

This presentation may contain forward-looking statements. Forward-looking statements are disclosures regarding
possible events, conditions, or results of operations that are based on assumptions about future economic
conditions, courses of action and include future-oriented financial information. These statements represent Melcor
REIT’s intentions, plans, expectations, and beliefs and are based on our experience and our assessment of historical
and future trends, and the application of key assumptions relating to future events and circumstances. Forward-
looking statements may involve, but are not limited to, comments with respect to our strategic initiatives for 2023
and beyond, future development plans and objectives, targets, expectations of the real estate, financing and
economic environments, our financial condition or the results of or outlook of our operations.

By their nature, forward-looking statements require assumptions and involve risks and uncertainties related to the
business and general economic environment, many beyond our control. There is significant risk that the predictions,
forecasts, valuations, conclusions or projections we make will not prove to be accurate and that our actual results
will be materially different from targets, expectations, estimates or intentions expressed in forward-looking
statements. We caution readers of this document not to place undue reliance on forward-looking statements.
Assumptions about the performance of the Canadian and US economies and how this performance will affect
Melcor REIT’s business are material factors we consider in determining our forward-looking statements. For
additional information regarding material risks and assumptions, please see the discussion under Risk Factors
throughout our annual MD&A.

Readers should carefully consider these factors, as well as other uncertainties and potential events, and the
inherent uncertainty of forward-looking statements. Except as may be required by law, we do not undertake to
update any forward-looking statement, whether written or oral, made by the company or on its behalf.
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Finally, I will remind you that certain statements made during this meeting may be forward-looking.
For a complete discussion of items that may cause actual results to differ, please refer to the business environment and risks section of our Annual MD&A.

I’ll now turn the meeting back over to Ralph.
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Ralph: I’ll now turn the meeting over to Andrew & Naomi for management’s presentation.

Andy: Thank you Ralph.

Good morning, ladies and gentlemen. I am pleased to welcome you to the REITs tenth Annual General Meeting of unitholders. 
It is my privilege to report to you, our unitholders, on the REIT’s 2022 results.
The macro economic environment of 2022 was one of geopolitical conflict, rapidly rising interest rates and post-pandemic normalization. 
Despite this, and everything that has been thrown our way over the past decade, the REIT keeps doing its thing: posting stable results – the type of results you can expect from an organization that has a great deal of experience in tough markets, based on 100 years of real estate experience. 
Our team achieved encouraging results and we are grateful for their continued efforts.
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39 74.1m 88% 3.2m $731n

ASSETS 2022 REVENUE OCCUPANCY GLA (SF) ASSET VALUE

MANAGE § ACQUIRE LEASE



Presenter Notes
Presentation Notes
Some of you have been unitholders for a long time, and some of you have recently joined us, or perhaps are considering investing in the REIT. I’d like to give you a quick overview of who the REIT is.
On May 1, just a few days from now, the REIT will celebrate its tenth birthday. 
Today, we own and manage 38 assets totaling 3.1 million square feet of gross leasable area after the sale of Kelowna Business Centre that was announced earlier this year. 
Our 2022 revenue was $74 million, with 88% occupancy and $731 million in assets. 
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Our property portfolio is comprised of office, retail, and industrial properties, and one land lease community. They are primarily located in Alberta and western Canada.
Having been active in our markets for a long time, our expertise and local market knowledge are what set us apart.


SUMMARY BY ASSET CLASS & REGION

BY REGION BY ASSET CLASS

GLA Net Rental Income GLA Net Rental Income

11.5% 8.6% 2%\

Th—

27.6% 34.9% -
56.4%
M Northern AB M Northern Alberta Bl Retail B Retail
M Southern AB M Southern Alberta B Office B orfice
B BC & Saskatchewan B BC & Saskatchewan B industrial B industrial
B andLease

10


Presenter Notes
Presentation Notes
Northern Alberta contributes over half of our portfolio GLA and rental income.
Retail properties make up 43% of our gross leasable area and 51% of our rental revenue in 2022.
Office makes up 50% of our portfolio and contributed 42% of our rental income, a significant improvement over 2021 when office space was especially challenged by the pandemic.
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Our portfolio is a thoughtful mix of properties that span several asset classes. We have 14 retail properties which are generally comprised of commercial retail units, or CRUs, as part of our 6 regional power centres, 7 neighbourhood shopping centres, and one single-tenant building.
We had 21 office properties at year-end. These include low and mid-rise buildings in urban and suburban centres. In February 2023, we announced the sale of an office building in Kelowna called the Kelowna Business Centre on Harvey Avenue.
Our 3 industrial properties include both single and multi-tenant buildings.
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This photo is of the Kelowna Business Centre that was sold for $19.5 million for net proceeds of $9 million after mortgage repayment. The proceeds were used to pay down our operating line.
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Our 22 properties in Northern Alberta are located throughout the greater Edmonton area, including Leduc & Spruce Grove, and in Red Deer and Grande Prairie.
Our 10 southern Alberta properties are located in Calgary, Chestermere and Airdrie, and in Lethbridge.
We also have 5 properties in Regina, Saskatchewan and 1 in Kelowna, BC following the sale of the Kelowna Business Centre.
We are pleased with the stability of our portfolio in a time that has been anything but stable. This speaks to the purposeful diversity in our tenant base, and the exceptional service delivered to our tenants by our operations and leasing teams.
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Our Key Performance Metrics illustrate our stable performance. Generally speaking, you can see minor improvements in comparison to 2021, which in the REIT world is a positive. These include: 
A 1% increase in occupancy
Just shy of 134,000 square feet in new deals and 
368,000 square feet in renewals, including holdovers.

Our team continued to take care of our tenants and address their needs - resulting in an 86% retention rate.
We are seeing increased activity from a leasing perspective, and have been encouraged with the activity in our retail and office assets. 
There are pockets of leasing opportunity and we are well-positioned to take advantage of them.
For example, last year we announced the successful completion of the Edmonton Unlimited deal at our Jasper Avenue property, formerly referred to as the RBC building and note that this deal as resulted in additional leasing at the property.
Our leasing team is extremely proactive and our relationships with our tenants continue to serve us well. I am extremely proud of our team’s execution on all fronts.
I’d now like to turn it over to Naomi to discuss our 2022 Financial Results and key risks.



2022 FINANCIAL RESULTS
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Thank you, Andy.

Before I get into the financial results, I would like to remind you of a few things:
We report our financial results in Canadian dollars and in accordance with International Financial Reporting Standards.
We supplement our financial reporting with non-standard measures including Funds From Operations, Adjusted Cash Flow from Operations and Net Operating Income.
We believe these measures are important in evaluating our performance but caution listeners that they may not be comparable to similar measures presented by other companies.
These non-standard measures are defined and reconciled in our MD&A.

I will now walk everyone through some of the financial highlights of our results for the year ended December 31, 2022.

Our portfolio performed consistently, with steady rental revenue of $74.1 million, and no that’s not a typo, it was also exactly $74.1 million in the prior year. 

We also reported Net Operating Income (NOI) of $46.3 million.
In simple terms, NOI is the accounting gross margin with add backs for the adjustments of straight line rent and amortization of tenant incentives – both of which are non-cash acctg adjustments. Effectively, in managements view, this is a more accurate picture of the true cash operations and performance of the buildings themselves.

NOI which was down by 3% compared to 2021. NOI in the prior year was positively impacted by lease termination fees received.

Net income reported was $29.6 million in the current year vs a loss in the prior year of $16.3 million

So while this sounds like a very dramatic increase in net income, there are many non-cash accounting items that skew accounting income – which relate to two significant fair value adjustments. 
If you’ve attended an AGM before, you’ve likely already heard my explanation on these items so I will keep it quick:

The first FV adjustment relates to the valuation of our investment properties
All of our investment properties are subject to an appraisal by an independent appraiser on a rotating basis, whereby every property is appraised every at least once in a two year period. 

In 2022, 44 properties were appraised, representing over 80% of our investment property portfolio.
Valuations performed during the year resulted in a fair value loss of $12 million. In 2022, the market saw a significant increase to interest rates, causing an increase cost of borrowing and overall risk of investing. This caused an increase in Cap rates, resulting in lower valuations. The weighted average cap rate increased from 6.81% in 2021 to 7.08% in 2022.�
The second fair value adjustment significantly impacting Net Income is the FV adjustment on the Class B units, which in the current year was a gain of $20M
The Class B units are the units that Melcor Developments owns in the REIT, but under acctg rules, these units are shown as a liability, not equity. 
So as the REIT price DECREASES (which unfortunately happened this year), the liability also DECREASES. This is a debit to to the B/S), resulting in a credit, or a GAIN in our the income statements




2022 FINANCIAL RESULTS
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Given some of these difficulties with non-cash items, management likes to focus on several other key performance metrics and indicators instead, more representative of the business. 

Funds from Operations (or FFO), is an important measure that Management believes is a better reflection of our true operating performance. 

In simple terms, FFO this is gross margin adjusted for tenant incentive amortization, straight line rent adjustments, less our G&A and interest costs. It EXCLUDES all the FV adjustments I spoke to on the prior slide. 

Funds from Operations, was down 7% as a result of lower net operating income, and higher interest costs and general and administrative expenses.  Distributions made during the year represent a payout ratio of approximately 56% of FFO.

Management believes that Adjusted Cash from Operations, or ACFO is the best measure of our ability to pay distributions, because it also takes into accounts amounts that we are required to spend on tenant incentivies and capital maintenance to the properties

Adjusted cash flow from operations (ACFO) was down 13% to $17.9 million or $0.61 per unit. ACFO was impacted by a few key factors:
lower NOI in the year, 
and increases in our normalized capital expenditures and normalized tenant incentives and leasing commissions estimates. We have adjusted our estimate for normalized capital expenditures and normalized tenant incentives and direct leasing costs in the fourth quarter due to increased projections for future spend required to attract and retain tenants.
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At December 31, 2022 we had $3.3 million in cash and a $35 million credit facility of which $31.7 million was drawn. Our 2017 Debenture expired in December 2022. Given prevailing market conditions, we determined that using our line of credit was the best option for repaying the debenture.
Subsequent to the year, we utilized the proceeds from the sale of the Kelowna business Centre, which Andy spoke to, to pay down approximately $9 million of this amount drawn and we also increased the authorized limit on our credit facility to $50 million.

During the year we re-financed six mortgages totalling $44.6 million at a weighted average interest rate of 4.43%. This was a combination of renewals with existing lenders, and mortgages which were due that were refinanced with new lenders. We ladder the renewal and maturity dates on our borrowings as part of our capital management strategy. This mitigates the concentration of�interest rate and financing risk associated with refinancing in any particular period. In addition, we try to match the maturity of our debt�portfolio with the weighted average remaining lease term on our properties. �
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Increasing interest rates are a risk to the REIT, and we do expect our cost of borrowing to increase as we refinance future mortgages coming due. We continue to actively manage our upcoming renewals, looking to early renew where possible.
In addition, the REIT is impacted, as we all are, by the recent rise in utility costs. Utility costs are passed on to our tenants in the form of operating costs.
As we look at capital project investments, a key driving factor is energy efficiency improvements. Capital project investments are generally recoverable from tenants over a period of 5-25 years.
I will now turn the Presentaiton back over to Andy for some final remarks.



ENVIRONMENTAL, SOCIAL & GOVERNANCE
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Your last slide provides a great segway to my final slide before we open the floor to questions from attendees.
The Melcor REIT strives to attain best practice in all aspects of our business. Environmental practice, social responsibility, and governance of our company are no different.
We have, and continue to, take steps to benchmark and communicate our commitments related to ESG. Our Environmental, Social and Governance practices are outlined in detail in our Annual Report and MD&A. 
A few highlights from 2022 include:
Ongoing measurement and improvements at each of our office buildings, we have reduced our Green House gas intensity by 45% since 2012, including a decrease of almost 2,000 tonnes over 2021.
And finally, diversity and independence are important aspects of a well-governed Board. 57% of our board is independent, and 43% of our board is female.
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While conditions over the past few years haven’t allowed us to take advantage of our growth pipeline, the fact is that it still exists and will be ready for us when the REIT is ready to vend in.
The Melcor Property Development Team currently has over 61,000 sf under development or awaiting lease-up, and Melcor’s Investment Property team has a further 453,000 sf that is ideally suited for the REIT.
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These next few slides are photos of some of the Melcor pipeline that is ready for potential vend in
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As you can see, these properties are highly desirable 
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With quality tenants in place
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And building momentum while growing for the future. 
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In closing, I would like to thank our entire Board of Trustees for your ongoing guidance, and our unitholders for your trust and support. 
The REIT is also incredibly grateful to the Melcor Developments operations, leasing, administration, finance, Human Resources, IT and Communications groups for the exceptional work they do every day to take care of our tenants and manage our properties.
Finally, to our tenants and clients, thank you for your business.
I’ll now turn it over to Nicole for a quick reminder on how to ask questions before we open the floor.�



QUESTIONS?

ONLINE: Enter your question in
the chat box

IN PERSON: Approach a
microphone and wait for
acknowledgement.


Presenter Notes
Presentation Notes
It will be repeated at the microphone for the benefit of our webcast audience.
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This concludes our Annual General Meeting for 2022. Thank you for attending and for your thoughtful questions.
Just a reminder that Melcor Developments AGM is up next at 11:00 am MST. The link to the webcast can be found on the investors section of Melcor.ca.
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