
































GAZIT AMERICA INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

December 31,2009

9. TERM LOANS, CREDIT FACILITIES AND MORTGAGES

Average Average
Due Interest December 31, Interest December 3 I,

(thousands ofdollars) Date Rate l 2009 Rate l 2008

Fixed rate mortgage Jul. 2016 5.98% $ 970 $

Secured term loans

Floating rate hedged with interest rate swaps Jan. 2013 7.40% 52,550 5.67% 30,450

Floating rate Jan. 2013 3.08% 38,151 5.61% 81,972

Floating rate Apr. 201 I 1.65% 8,855 5.55% 11,175

Secured revolving US$25 million credit facility

Floating rate Jan. 2013 2.81% 7,042 3.72% 30,450

$ 107,568 $ 154,047

Unamortized deferred financing costs (519) (275)
$ 107,049 $ 153,772

I Including impact ofinterest rate swap.

At December 31,2009, the Company had secured term loans of US$86.3 million with its primary U.S. lender at
an interest rate of LlBOR plus 280 basis points. In addition, the Company had a secured term loan of US$8.4
million with another U.S. lender at an interest rate of LlBOR plus 140 basis points.

Term loans and credit facilities are secured by the investment in the Equity One common shares and are non­
recourse loans. The fixed rate mortgage is secured by one of the Company's medical office buildings.

The term loans and credit facilities are denominated in U.S. dollars and are broken down as follows:

December 31, 2009 December 31, 2008
(thousands ofdollars) Due Date U.S. Dollars Cdn Dollars U.S. Dollars Cdn Dollars

Secured term loans

Floating rate hedged with interest rate swaps Jan. 2013 $ 50,000 $ 52,550 $ 25,000 $ 30,450

Floating rate Jan. 2013 36,300 38,151 67,300 81,972

Floating rate Apr. 2011 8,425 8,855 9,175 11,175

Secured revolving US$25 million credit facility

Floating rate Jan. 2013 6,700 7,042 25,000 30,450

101,425 106,598 126,475 154,047

Unamortized deferred financing costs (494) (519) (226) (275)
100,931 106,079 126,249 153,772

Fixed rate mortgage 970

$ 107,049 $ 153,772

In December 2009, the Company extended the maturity dates of the existing secured term loans and secured
credit facilities with the primary U.S. lender to January 1,2013. The covenant requiring Equity One to declare
and pay dividends in its common shares above a stated amount per share was replaced with a debt coverage
ratio at that time. Also in December 2009, a U.S. subsidiary of the Company exercised its option to extend the
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maturity date of the US$804 million secured term loan bearing interest at LIBOR plus 140 basis points to April
3,2011. The Company is in compliance with all its financial covenants.

During the second quarter of 2009, certain amendments were made to the secured term loan agreements with
the primary U.S. lender, including an increase in the interest rate up to LIBOR plus 280 basis points effective
July 3, 2009.

The Company has a US$25.0 million revolving term credit facility with its primary U.S. lender. During the
second quarter of 2009, certain amendments were made to the revolving term credit facility including an
increase in the interest rate to LIBOR plus 250 basis points. It has an outstanding balance of US$6.7 million
equivalent to $7.0 million as of December 31,2009 (December 31,2008 - $3004 million).

The Company is exposed to financial risks arising from fluctuations in interest rates that could cause a variation
in earnings. From time to time, the Company may enter into interest rate swap contracts or other financial
instruments to modifY the interest rate profile of its outstanding debt without an exchange of the underlying
principal amount. Term loans are hedged by notional US$50.0 million (December 31, 2008 - US$25.0 million)
of LIBOR swaps that mature between March 2013 and October 2018.

The fair value of the Company's interest rate swaps, based on quoted values, is a negative value of
approximately $4.3 million or US$4.1 million at December 31, 2009 (December 31, 2008 - negative $3.0
million or US$2.5 million) due to changes in interest rates since the contracts were entered into and the
assumption of interest rate swaps with notional values aggregating to US$25.0 million from FCR prior to the
spin-offthat had a negative value of $2.3 million or US$2.2 million.

As at December 31, 2009, interest rate swaps with a notional value of US$35.0 million were deemed to be
ineffective hedges (December 31, 2008 - $nil). During 2009, a total of $350,000 in mark-to-market gains due
was realized through other income. The balance of the change in mark-to-market values was realized through
OCl. The Company anticipates that a total of $504,000 of existing losses reported in AOCI related to the
interest rate swaps that were deemed to be ineffective hedges as at December 31, 2009 will be reclassified to net
income in 20 IO.

The fair values of the Company's term loans, credit facilities and mortgage approximate their book values.

Principal repayments of term loans, credit facil ities and mortgages outstanding as at December 31, 2009 are as
follows:

(thousands ofdollars)

2010

2011

2012

2013

2014

Thereafter

Unamortized deferred financing costs

$

$

Principal

Instalment Balance

Payments Maturing Total

7,137 $ $ 7,137

6,540 7,879 14,418

6,355 6,355

52 78,825 78,877

55 55

94 632 726

20,233 $ 87,336 $ 107,568

(519)

$ 107,049
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10. ACCOUNTS PAYABLE AND OTHER

(thousands ofdollars)

Trade accounts payable and accruals

Accrued interest

Mark-to-markct liability on interest rate swaps

Income tax payable (recoverable)

11. SHAREHOLDERS' EQUITY

December 31, 2009

795

1,134

4,262

(771)
5,420

December 31, 2008

50

1,755

3,013

433
5251

The Company is authorized to issue an unlimited number of common shares. The common shares carry one
vote each and participate equally in the earnings of the Company and the net assets of the Company upon
dissolution. A total of 12,847,877 common shares were outstanding upon completion of the ProMed acquisition
(note 3) and the spin-off (note 1) and as at December 31, 2009.

Immediately prior to the spin-off, the number of common shares outstanding was adjusted to 9,212,413 (note 1).
All share and per share data for the period prior to the spin-off have been retroactively revised to reflect this
adjustment.

Issued and outstanding at December 31,2007 and 2008
Acquisition ofProMed (note 3)

Issued and oustanding at December 31,2009

The Company has established:

Number of Common
Shares

9,212,413
3,635,464

12,847,877

$

$

Share Capital

34,804

16,372

51,176

(i) a share option plan where options may be granted to employees and directors of the Company and its
subsidiaries to purchase shares of the Company at an exercise price of no less than the market price at
the time of the grant;

(ii) a restricted share unit plan where restricted share units ("RSUs") may be granted to employees of the
Company and its subsidiaries; and

(iii) a director's deferred share unit plan where directors, at their option, may elect to receive board and
committee retainers and fees in the form of deferred share units ("DSUs").

These plans are subject to shareholder and TSX approval. At December 31, 2009, no options, RSUs or DSUs
had been granted.

12. CAPITAL MANAGEMENT

The Company manages its capital, taking into account the long-term business objectives of the Company, to
provide stability and reduce risk while generating an acceptable return on investment over the long-term to its
shareholders. The key elements of the Company's capital management framework are approved by its Board
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of Directors ("Board") through an annual review of the Company's strategic plan and budget, supplemented by
periodic Board and Board committee meetings.

The Company's financial strategy is designed to maintain a flexible capital structure consistent with the
objectives stated above and to respond to changes in economic conditions. In order to maintain or adjust its
capital structure, the Company may issue equity, convertible debentures, conventional mortgage debt secured
by rental properties and other credit facilities.

The Company's capital structure currently includes common shares and secured financings and subordinated
term loans which together provide the Company with financing flexibility to meet its capital needs. Primary
uses of capital include investment activities and principal repayment on its debt obligations.

December 31, December 31,

(thousands ofdollars) 2009 2008

Liabilities

Mortgage $ 970 $

Loans and credit facilities 106,079 153,772

$ 107,049 $ 153,772

Shareholders' equity

Common shares (based on closing share price of$4.89 on Dec. 31, 2009) I

$

62,826

169,875 $

65,937

219,709

I Book value at December 31, 2008. The Company did not start trading until August 2009.

Capital adequacy is monitored by the Company by assessing performance against the approved annual plan
throughout the year and by monitoring compliance to debt covenants at all times. Affirmative covenants apply
to the term loans including equity to debt ratios, and certain ratios of loan to market value of the applicable
pledged shares. Customary negative covenants apply to the term loans. The Company is in compliance with all
its financial covenants.

13. RENTAL REVENUES

(thousands ofdollars)

Rental revenues
Other
(Above) below market income rents, net

$

$

2009
925 $
92
25

1,042 $

Years ended
December 31 ,

2008
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14. INTEREST EXPENSE

(thousands ofdollars)

Term loans
Credit facilities

Mortgages
Non-cash interest expense

Interest expense

15. INCOME TAXES

$

$

Years ended
December 31

2009 2008

6,860 $ 6,251

293 1,535
22

328 164

7,503 $ 7,950

The Company's business activities are carried out directly and through operating subsidiaries in Canada and the
United States. The income tax effect depends on tax legislation on each country and operating results of each
subsidiary and the parent company.

The following table summarizes the provision for income taxes:

Years ended

(thousands ofdollars) December 31

2009 2008

(296) 1,548

51 278

(341)

$ 718 $ 3,037

$ 974 $ 1,715
(256) 1,322

$ 718 $ 3,037

Provision for income taxes at the combined Canadian federal
and provincial income tax rate of33.0% (2008 . 33.5%)

Increase (decrease) in the provision for income taxes due to
the following items:

Investment in Equity One, Inc.

Foreign tax rate differentials

Other

Income taxes

Comprised of:
Current income taxes
Future income taxes

$ 1,304 $ 1,211

21



GAZIT AMERICA INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

December 31,2009

The Company's future income tax asset is summarized as follows:

(thousands ofdollars)
December 31 December 31

2009 2008

Loss carry-forwards $ 761 $
Other 95

$ 856 $
less: valuation allowance (656)

$ 200 $

At December 31, 2009, the Company has tax loss carry-forwards of $3.0 million available to reduce future
Canadian taxable income. These tax loss carry-forwards expire between December 2027 and December 2029.

The Company's future income tax liability is summarized as follows:

(thousands ofdollars)

December 31
2009

December 31
2008

Difference between carrying value and tax value of investment in Equity One, Inc.

Other

16. PER SHARE CALCULATIONS

The following table sets forth the computation of per share amounts:

$

$

10,862 $
(1,010)

9,852 $

14,305
(1,780)

12,525

(thousands of dollars. except for share and per
share amounts)

2009

Years ended
December 31

2008

Basic and diluted net income
available to common shareholder

Weighted average shares outstanding (Note II)

$ 4,991

10,596,877

$ 578

9,212,413 I

Basic and diluted earnings per share $ 0.47 $ 0.06

I Share amounts have been restated to reflect the impact ofthe spin-off (note 1)

17. RISK MANAGEMENT

In the normal course of business, the Company is exposed to a number of risks that can affect its operating
performance. These risks, and the actions taken to manage them, are as follows:

(a) Risks of foreign equity investments
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The Company holds a significant equity investment in Equity One. The value of the Company's
investment is subject to the risks inherent in investments in equity securities, including the risk that the
financial condition of the issuer of the equity securities held by the Company may become impaired or that
the general condition of the stock market may deteriorate. The investee company is also subject to risks
associated with real property ownership. Common stocks are also susceptible to general stock market
fluctuations with potentially volatile increases and decreases in value as market confidence in and
perceptions of their issuers change.

The Company's U.S. investment is self-sustaining and financed in part by U.S. dollar-denominated term
loans and credit facilities, which are serviced by the cash flow generated by the dividends from this
investment. The Company has not traditionally fully hedged its U.S. dollar net asset position.

(b) Currency risk
The Company maintains its accounts in Canadian dollars. However, a majority of its assets and liabilities
are located in the United States and therefore, the Company is subject to foreign currency fluctuations
which may, from time to time, impact its financial position and results. The Company's U.S. operations are
financed in part by U.S. dollar-denominated loans and credit facilities, which are serviced by the cash flow
generated by the Company's dividends from Equity One. While the U.S. dollar financings reduce the
Company's exposure to fluctuations in foreign currency exchange rates, not all of its net U.S. dollar
currency risk has been hedged. As a result, a strengthening of the Canadian dollar would result in a
reduction in the carrying value of the Company's net assets in the United States, and a weakening of the
Canadian dollar would increase the carrying value of the net assets in the United States. As at December
31, 2009, the Canadian dollar to United States dollar exchange rate ($Cdn/$US) was $1.05 (December 31,
2008 - $1.22). Based on 2009 operating results, every one cent change in the Canadian dollar to United
States dollar exchange rate, would impact net income and/or OCI by approximately $33,000 or $0.003 per
share, while net asset values would change by approximately $352,000 or $0.027 per share and cash
provided by operating activities by approximately $88,000 or $0.007 per share.

(c) Credit risk
Credit risk arises from the possibility that tenants may experience financial difficulty and be unable to
fulfill their lease commitments or the failure of tenants to occupy and pay rent in accordance with existing
lease agreements. The Company believes this risk is minimal.

(d) Interest rate risk
The Company is exposed to interest rate risk on its borrowings arising from fluctuations in interest rates
that could cause a variation in earnings. Based on the amount of floating rate debt as of December 31,
2009, a 100 basis points change in interest rates would change annualized interest expense by
approximately $30,000. The Company intends to structure its financings so as to stagger the maturities of
its debt, thereby mitigating its exposure to interest rate and other credit market fluctuations. From time to
time, the Company may enter into interest rate swap contracts or other financial instruments to modify the
interest rate profile of its outstanding debt without an exchange of the underlying principal amount. The
fair value of the Company's interest rate swaps and other contracts is a negative value of approximately
$4.3 million (2008 - negative value of $3.0 million) due to changes in interest rates since the contracts
were entered into.

(1) Liquidity risk
Real estate investments are relatively illiquid. This may tend to limit the Company's ability to sell
components of its portfolio promptly in response to changing economic or investment conditions. If the
Company were required to quickly liquidate its assets, there is a risk that it would realize sale proceeds of
less than the current book value of its real estate investments.
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The Company's principal liquidity needs arise from working capital requirements, debt servicing and
repayment obligations, planned funding of maintenance, leasing costs and possible property acquisition
funding requirements.

In the current economic climate, and given the relative small size of the Canadian marketplace, accessing
domestic capital may become increasingly difficult. The Company mitigates liquidity risks by staggering
maturity dates of its debts, renegotiating expiring credit arrangements proactively, using undrawn lines of
credit and issuing equity where appropriate.

(g) Fair values of financial instruments
The fair values of the Company's net working capital items approximate their recorded values at December
31,2009 and December 31,2008 due to their short-term nature.

The fair values of the Company's debts based on discounting cash flows at the rate offered to the Company
for debts of the same remaining maturities approximate their book values.

The Company has classified and disclosed the fair value for each class of financial instrument based on the
fair value hierarchy established under GAAP. The fair value hierarchy distinguishes between market value
data obtained from independent sources and the company's own assumptions about market value. The
hierarchy levels are defined below:

Level 1 - Inputs based on quoted prices in active markets for identical assets or liabilities;

Level 2 - Inputs based on factors other than quoted prices included in Levelland may include
quoted prices for similar assets and liabilities in active markets, as well as inputs that are
observable for the asset or liability (other than quoted prices), such as interest rates and yield
curves that are observable at commonly quoted intervals; and

Level 3 - Inputs which are unobservable for the asset or liability and are typically based on the
company's own assumptions, as there is little, if any, related market activity.

The Company's assessment of the significance of a particular input to the fair value measurement in its
entirety requires judgment and considers factors specific to the asset or liability.

The table below presents the Company's estimates of assets and liabilities measured at fair value on a
recurring basis based on information available to management as of December 31,2009, and aggregated by
the level in the fair value hierarchy within which those measurements fall. These estimates are not
necessarily indicative of the amounts the Company could ultimately realize.

Levell Level 2 Level 3
Quoted prices Observable Unobservable

(thousands ofdollars) in active markets input input Total

Assets

Cash $ 3,891 $ $ $ 3,891

Liabilities

Derivative instruments $ $ 4,262 $ $ 4,262

Total $ 3,891 $ (4,262) $ $ (371)
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The fair value of the Company's interest rate swaps, based on quoted values, is a negative value of
approximately $4.3 million or US$4.1 million at December 31, 2009 (December 31, 2008 - negative $3.0
million or US$2.5 million) due to changes in interest rates since the contracts were entered into and the
assumption of interest rate swaps with notional values aggregating to US$25.0 million from FCR prior to
the spin-off that had a negative value of $2.3 million or US$2.1 million.

18. SUPPLEMENTAL OTHER COMPREHENSIVE INCOME (LOSS) INFORMATION

Future income tax recovery (expense) recorded in other comprehensive income (loss) related to derivative
instruments designated as cash flow is $(67,000) for the year ended December 31, 2009 (2008 - $1,030,000).

19. SEGMENTED INFORMATION

The Company has two reportable segments consisting of rental properties and investment in Equity One. At
December 31, 2009, rental properties consist of ownership in two medical office properties totaling
approximately 115,000 square feet of leasable space. At December 31, 2009, the investment in Equity One
consisted of an approximate 16.3% interest in Equity One, a U.S. real estate investment trust that as at
December 31, 2009 owned or had interest in 182 properties in the U.S. totaling approximately 19.0 million
square feet of gross leasable space.

Income by business segment for the years ended December 31, 2009 and 2008 is summarized as follows:

Year ended Year ended
(thousands ofdollars) December 31, 2009 December 31, 2008

Equity One Rental Equity One Rental
investment properties Total investment properties Total

REVENUES AND EQUITY INCOME
Equity income from Equity One $ 11,252 $ $ 11,252 $ 8,716 $ $ 8,716
Rental revenue 1,042 1,042

11,252 1,042 12,294 8,716 8,716

EXPENSES
Property operating expenses 595 595

NET OPERATING INCOME $ 11,252 $ 447 $ 11,699 $ 8,716 $ $ 8,716

The performance of the segments is evaluated by management primarily on net operating income ("NOI"),
which management defines as property rental revenues less property operating expenses. NOI includes income
from equity investments.

The Company does not allocate to the individual segment interest and other income, interest expense, corporate
expenses, amortization, realized and unrealized gain on foreign exchange translation of intercompany amounts
and income taxes.

20. COMMITMENTS AND CONTINGENCIES

The Company is involved in litigation and claims which arise from time to time in the normal course of
business. In the opinion of Management, none of these, individually or in aggregate, would result in a liability
that would have a significant adverse effect on the financial position of the Company.
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21. RELATED PARTY TRANSACTIONS

During the years ended December 31, 2009 and 2008, the Company:

(a) Incurred interest expense of$1.2 million (2008 - $nil) on the subordinated term loan from FCR, which
is included in interest expense in the consolidated statements of earnings.

(b) Incurred interest expense of $0.5 million (2008 - $nil) on a short-term intercompany loan from FCR,
which is included in interest expense in the consolidated statements of earnings.

(c) Earned and received interest income of$nil (2008 - $0.2 million) on a short-term intercompany loan to
FCR.

(d) Incurred fees to FCR, in connection with the management and operation of the Company's normal
business affairs. Such fees amounted to $0.5 million (2008 - $0.2 million), and are included in general
and administrative expenses in the consolidated statements of earnings.

(e) Prior to the spin-off transaction, the Company acquired all of the issued and outstanding common
shares of ProMed from Gazit Canada, FCR's controlling shareholder, for $17.2 million, subject to
adjustment for outstanding indebtedness and other closing adjustments. The purchase price was settled
through the issue of 3,635,464 common shares, the assumption of $984,000 of existing mortgage
financing and cash of$240,000 (note 3).

(t) Upon the conclusion of the spin-off transaction, Gazit Canada owed the Company $49,000 for working
capital adjustments related to closing. This amount was settled in January 2010.

(g) In conjunction with, and prior to, the spin-off transaction, the Company declared a US$23.0 million
dividend to its shareholder prior to spin-off and repaid $23.0 million of intercompany loans.

(h) Prior to the spin-off transaction, the Company and its shareholder settled certain items through
contributed surplus.

22. SUBSEQUENT EVENTS

Subsequent to year end, the Company issued 642,500 options to directors and certain employees. These options
have an exercise price of $6.75, vest over three years and expire in 2020. These option grants are contingent on
shareholder and TSX approval.

In February 2010, the Company announced the appointment of its full-time Chief Executive Officer, Gail
Mifsud.

In March 2010, the Company acquired the shares ofNepean Medical Centre Inc., a company that owns a 49,000
square foot, medical office building in Ottawa, Ontario. The shares were acquired for approximately $3.1
million in cash. The Company assumed a $7.8 million first mortgage at a fixed interest rate of 5.76% that
matures in September 2014.
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In March 2010, the Company acquired 100,000 additional shares in Equity One at US$18.40 per share for total
consideration of US$1.84 million. This brings the Company's ownership interest in Equity One to
approximately 14.18 million shares, representing approximately 15.5% of the total shares of Equity One
outstanding.

23. COMPARATIVE AMOUNTS

Certain comparative amounts have been reclassified to reflect the presentation adopted in the current year.

27


