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PROVINCE

NUMBER OF
PROPERTIES

PROPERTIES
WITH WAL-MART
TENANCY

ANNUAL
GROSS RENTAL
REVENUE

AREA

6

5

15.61%

1,173,305

11

2

11.97%

980,590

• SASKATCHEWAN

1

1

2.39%

209,688

• MANITOBA

5

1

5.16%

459,886

19

10

36.28%

2,398,241

• QUEBEC

6

6

16.32%

1,256,851

• NEW BRUNSWICK

1

1

3.59%

266,489

• NOVA SCOTIA

3

1

2.99%

230,504

• PRINCE EDWARD ISLAND

1

1

1.55%

145,122

• NEWFOUNDLAND

2

2

4.14%

411,778

55

30

100.00%

7,532,454

• BRITISH COLUMBIA
• ALBERTA

• ONTARIO

TOTAL
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EXCEPTIONAL GROWTH
The year 2004 was another very active and successful year for Calloway. Over the course of the
year we acquired an interest in 32 shopping centres on an accretive basis, with a value of over
$724 million. To affect these acquisitions and other initiatives Calloway raised approximately
$346 million in equity financing, $368 million in long term fixed rate debt, $30 million in vendor
financing and assumed $29 million of term financing. These accretive investments together with
a cooperative debt and equity market resulted in Calloway increasing its annualized distributions
from $1.15 to $1.26 per unit (or 9.5%).
During 2004 Calloway also solidified
its relationship with FirstPro Shopping
Centres, Canada’s leading developer of
unenclosed, large format retail centres.
The transactions involving the acquisition
of interests in these 32 properties are
the result of Calloway’s strategic
relationship with FirstPro. These newly
constructed shopping centres are
characterized by strong national and regional tenants and significantly diversified Calloway’s
portfolio geographically. In addition to property acquisitions through the FirstPro relationship,
Calloway initiated a mezzanine loan program with FirstPro, comprised of development loans at
accretive interest rates which give Calloway the option to buy 50% of the completed project. In
2004 Calloway’s mezzanine loan program increased from $1.6 million to $23.1 million, by the
addition of six mezzanine loans on development properties located in Stratford, Whitby, Kenora,
St. Jerome, St. Laurent, and St. John’s.

Report to

FINANCIAL HIGHLIGHTS
Calloway’s real estate investments increased from $227 million as of December 2003 to $994
million as of December 2004, an increase of 338%. During this same period, revenue increased
from $12.8 million to $87.9 million, an increase of 586%. Distributable income increased from
$8.6 million as of December 2003 to $35.8 million as of December 2004, an increase of 316%,
resulting in distributable income per unit for 2004 of $1.37 compared with $1.24 in the previous
year. Accretive real estate investments together with solid debt and equity capital markets allowed
Calloway’s market capitalization to grow from $155 million at the end of 2003, to $624 million
at the end of 2004, a significant leap forward in terms of liquidity and credibility with investors.
Calloway’s ability to finance its growth at strong equity pricing and long term fixed rate mortgage
financing, added significant financial strength to the enterprise. Calloway’s long term balance
sheet strength coupled with its long term lease profile has reduced Calloway’s exposure to interest
rate increases and lease roll-overs. Calloway continues to manage its debt at conservative levels
exiting 2004 with a Debt-to-Gross Book Value ratio of 52.9%. As at December 31, 2004 the
REIT’s occupancy level for the portfolio was 97.8%.
REDEFINED STRATEGY
At this point it is clear that Calloway’s transformation from a diversified REIT to one focused
on unenclosed large format retail shopping centres was a timely and well received directional
change. As a result of its relationship with FirstPro, coupled with strong capital markets,
Calloway has had an exceptional growth opportunity, and has taken full advantage of it. The
unenclosed large format shopping centre is a growing segment of the real estate market that
offers lower risk, solid tenant covenants and long term leases. By making accretive acquisitions
in this newly constructed product, and matching that with long term fixed rate debt, Calloway
2
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has been able to create a reliable and growing distribution for unitholders. The development of
large format retail centres has redefined the shopping centre industry in Canada over the last
decade. This trend stems from the predominance of value seeking shoppers in the Canadian
landscape and hence the expansion of the lower price-point retailer. The large format centres
cost less to build and maintain, which translates into lower rents and operating costs for
tenants and these cost savings and efficiencies are passed from developer to retailer and from
retailer to consumer.
Calloway is very pleased
to be in a position to
focus on this investment
grade product and will
continue to seek
accretive investments
in this segment of
the market.
In terms of
development on existing lands, to December 31, 2004 Calloway had developed and acquired
147,381 square feet through FirstPro. In addition, approximately 362,632 square feet is
currently leased and under construction, with approximately 993,214 square feet of potential
additional buildings remaining. Pursuant to our development agreements the process of leasing
and developing these buildings will continue to be managed by FirstPro.

Unitholders

OUTLOOK
Calloway has continued to expand by accretive acquisitions, development of existing land parcels
and mezzanine loans that allow the REIT to position itself on the ground floor of development
opportunities. On March 10, 2005, Calloway is expected to close on the second traunche (eight
properties) of the fourteen property acquisition entered into in the latter part of 2004. Both the
debt and the equity financing arrangements for this acquisition have been completed. Upon the
successful closing of this transaction Calloway will increase its annualized distributions from
$1.26 per unit to $1.36 per unit, commencing with the distribution for April 2005. In January
of 2005 Calloway has also entered into another mezzanine loan agreement with FirstPro for a
development project in Laval, Quebec which gives Calloway the ability to acquire a 50% interest
in the completed project.
Given Calloway’s recent growth, strong balance sheet and competitive yield, we have every
confidence in our ability to deliver on our stated objective of providing reliable and growing
distributions for our unitholders.
On behalf of management I want to thank the unitholders, trustees, advisors and employees
for their hard work and dedication towards our current and future success.

J. Michael Storey
President and Chief Executive Officer
March 01, 2005
3
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Properties
PROPERTY LOCATION

NET RENTABLE
AREA (SQ. FT.)

as at December 31, 2004

OCCUPANCY

MAJOR TENANTS

YEAR
ACQUIRED

• RETAIL BRITISH COLUMBIA

1

COURTENAY WAL-MART CENTRE

Courtenay, BC
2

• Future Shop

2004

117,165

100%

• Wal-Mart

2004

• Wal-Mart

325,851

100%

• London Drugs

2004

217,252

100%

• Wal-Mart

2004

180,372

100%

• Wal-Mart

2004

7,210

100%

• Benjamin Moore Paints

1998

KAMLOOPS WAL-MART CENTRE

Kamloops, BC
5

100%

LANGLEY WAL-MART CENTRE

Langley, BC (Greater Vancouver)
4

232,744

CRANBROOK WAL-MART CENTRE

Cranbrook, BC
3

• Wal-Mart

VERNON WAL-MART CENTRE

Vernon, BC
• RETAIL ALBERTA

COLLINGWOOD PLAZA
6

Calgary, AB

• KFC

CROWCHILD CORNER
7

Calgary, AB
8

23,377

100%

• Mac’s

2000

196,023

100%

• Wal-Mart

2004

LETHBRIDGE SOUTH WAL-MART CENTRE

Lethbridge, AB

• Sears • Canada Safeway
• Zellers

LLOYD MALL
9

Lloydminster, AB

205,101

98.23%

• Shoppers Drug Mart

2002

33,600

100%

• Shoppers Drug Mart

2003

53,279

100%

• Mark’s Work Wearhouse 2003

159,839

100%

• Wal-Mart

209,688

100%

NAMAO CENTRE
10

Edmonton, AB
11

SPRUCE GROVE WAL-MART CENTRE

Spruce Grove, AB (Edmonton)
12

ST. ALBERT WAL-MART CENTRE

St. Albert, AB (Edmonton)

2004

• RETAIL SASKATCHEWAN

13

REGINA NORTH WAL-MART CENTRE

Regina, SK

4

• Wal-Mart
• Sobey’s

2004
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PROPERTY LOCATION

NET RENTABLE
AREA (SQ. FT.)

OCCUPANCY

MAJOR TENANTS

YEAR
ACQUIRED

• RETAIL MANITOBA

14

WINNIPEG WEST WAL-MART CENTRE

Winnipeg, MB
15

• Wal-Mart

272,810

100%

• Sobey’s • Winners

2004

33,937

100%

• CIBC • Golf Town

2004

121,424

100%

• Wal-Mart

2003

WINNIPEG (C) WAL-MART CENTRE

Winnipeg, MB
• RETAIL ONTARIO

16

ANCASTER WAL-MART CENTRE

Ancaster, ON (GTA)
17

BARRIE WAL-MART CENTRE

Barrie, ON

• Wal-Mart

201,632

100%

• Old Navy

2004

24,345

100%

• Shoppers Drug Mart

2003

17,163

100%

17,356

100%

• Irish Embassy Pub

2002

50,103

100%

• Staples

2003

36,787

100%

BRAMPTON NORTH CENTRE
18

Brampton, ON (GTA)
BRAMPTON EAST CENTRE
19

Brampton, ON (GTA)

2003

BRITISH COLONIAL BUILDING
20

Toronto, ON
BURLINGTON QEW CENTRE
21

Burlington, ON (GTA)
22

BURLINGTON NORTH WAL-MART CENTRE

Burlington, ON (GTA)
23

COBOURG WAL-MART CENTRE

Cobourg, ON
24

100%

• East Side Mario’s

2004

65,592

100%

• Wal-Mart

2004

347,496

100%

• Winners Sport Chek

2003

143,838

100%

• Wal-Mart

2004

11,247

100%

• Boston Pizza

61,491

100%

• Mark’s Work Wearhouse 2003

100%

• Wal-Mart

• Wal-Mart • Loblaws

OWEN SOUND WAL-MART CENTRE

Owen Sound, ON
27

127,275

LONDON ARGYLE WAL-MART CENTRE

London, ON
26

• Wal-Mart • Swiss Chalet

KAPUSKASING WAL-MART CENTRE

Kapuskasing, ON
25

2004

PEMBROKE WAL-MART CENTRE

Pembroke, ON

• Reitmans

2004

SCARBOROUGH 401 CENTRE
28

Scarborough, ON (GTA)
29

ST. CATHARINES (W) WAL-MART CENTRE

St. Catharines, ON
30

286,876

ST. THOMAS WAL-MART CENTRE

St. Thomas, ON

2004

• Wal-Mart • Loblaws

150,542

100%

• Canadian Tire

2004
5
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Objectives
PROPERTY LOCATION

Calloway’s primary objectives are to:
• deliver reliable and growing cash distributions
to unitholders on a tax-deferred basis
• increase and maximize unitholder value

NET RENTABLE
AREA (SQ. FT.)

OCCUPANCY

MAJOR TENANTS

YEAR
ACQUIRED

• RETAIL ONTARIO (continued)

31

WINDSOR WAL-MART CENTRE

Windsor, ON
32

194,128

100%

• Wal-Mart

2004

216,170

100%

• Wal-Mart

2004

50,463

100%

• Winners

2003

262,413

100%

WOODSTOCK WAL-MART CENTRE

Woodstock, ON
YONGE AURORA CENTRE
33

Aurora, ON (GTA)
• RETAIL QUEBEC

• Wal-Mart

LAVAL POWER CENTRE
34

Laval, QC (Montreal)
35

MONTREAL (MASCOUCHE) WAL-MART CENTRE

Mascouche, QC (Montreal)

352,361

• Rona

2004

• Wal-Mart

100%

• Sobey’s

2004

100%

• Wal-Mart

2004

100%

• Wal-Mart

2004

MONTREAL (VALLEYFIELD) WAL-MART CENTRE
36

37

Salaberry du Valleyfield,
QC (Montreal)

QUEBEC CITY (BEAUPORT) WAL-MART CENTRE

Quebec City, QC
38

165,029

RIMOUSKI WAL-MART CENTRE

Rimouski, QC
39

149,030

• Wal-Mart • Pennington’s

156,698

100%

• L’Equipeur

2004

100%

• Wal-Mart

2004

SAINT-JEAN SUR RICHELIEU WAL-MART CENTRE

Saint-Jean sur Richelieu, QC

161,143

• RETAIL NEW BRUNSWICK

40

SAINT JOHN WAL-MART CENTRE

Saint John, NB

• Wal-Mart

264,789

100%

• Winners

2004

76,135

100%

• Winners

2004

35,911

100%

118,458

94.84%

• RETAIL NOVA SCOTIA

41

HALIFAX BAYERS LAKE CENTRE

Halifax, NS
42

NEW MINAS WAL-MART CENTRE

New Minas, NS
43

• Mark’s Work Wearhouse 2004

TRURO WAL-MART CENTRE

Truro, NS
6

• Sport Chek

• Wal-Mart

2004
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Calloway focuses specifically on the acquisition of
high quality unenclosed large format retail shopping
centre properties.

Strategy
PROPERTY LOCATION

NET RENTABLE
AREA (SQ. FT.)

OCCUPANCY

MAJOR TENANTS

YEAR
ACQUIRED

• RETAIL PRINCE EDWARD IS.

44

CHARLOTTETOWN WAL-MART CENTRE

Charlottetown, PE

145,122

100%

• Wal-Mart

2004

168,425

100%

• Wal-Mart

2004

241,853

100%

75,675

87.69%

272,743

87.85%

104,668

100%

126,792

77.15%

36,000

• RETAIL NEWFOUNDLAND

45

CORNER BROOK WAL-MART CENTRE

Corner Brook, NF
46

ST. JOHN’S WAL-MART CENTRE

St. John’s, NF

• Wal-Mart
• Staples

2004

• Government of Alberta

2002

• OFFICE

CENTURY PARK PLACE
47

Calgary, AB

• Government of Canada

HOLLAND CROSS
48

Ottawa, ON

• Great West Life

2002

• MTU Maintenance

2002

• Winroc

2002

100%

• Ecco

2003

63,894

100%

• Gesco

2003

53,100

0%

59,439

72.44%

40,600

100%

• INDUSTRIAL

AIRTECH CENTRE
49

Vancouver, BC
CANADIAN COMMERCIAL CENTRE
50

Calgary, AB
ECCO MANUFACTURING WAREHOUSE
51

Calgary, AB
GESCO WAREHOUSE
52

Calgary, AB
110 LOWSON CRESCENT
53

Winnipeg, MB

2002

1000 WAVERLEY
54

Winnipeg, MB

• National Leasing

2002

• Nygard

2003

1300 CHURCH AVENUE
55

Winnipeg, MB

7
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Management’s Discussion
of Results of Operations & Financial Condition
The following management discussion and analysis of the financial condition and results of
operations should be read in conjunction with Calloway Real Estate Investment Trust’s
(“Calloway” or “REIT”) audited Consolidated Financial Statements and notes thereto for the
year ended December 31, 2004 and Calloway’s Audited Consolidated Financial Statements and
Management’s Discussion and Analysis for the year ended December 31, 2003. Historical results
and percentage relationships contained in our consolidated financial statements and management
discussion and analysis, including trends which might appear, should not be taken as indicative of
our future operations and financial position. All financial information is reported in Canadian
dollars and in accordance with Canadian generally accepted accounting principles (GAAP)
unless noted otherwise. Additional information about Calloway filed with Canadian securities
commissions, including periodic quarterly and annual reports and the Annual Information Form
(AIF) is available on-line at www.sedar.com and at www.callowayreit.com.
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. These risks and uncertainties are described elsewhere in this discussion and
in other regulatory filings. Readers should not place undue reliance on any such forward-looking
statements. We disclaim any intention or obligation to update or revise any such statement as a
result of new information, the occurrence of future events or otherwise.
These forward-looking statements are made as of March 1, 2005, and Calloway assumes no
obligation to update or revise them to reflect new events or circumstances.

BUSINESS OVERVIEW
Calloway is an unincorporated “closed end” trust created by a Declaration of Trust and governed
by the laws of the Province of Alberta. Calloway’s units are publicly traded and listed on the
Toronto Stock Exchange under the symbol CWT.UN. Calloway was created to invest in a
diversified portfolio of income-producing rental properties located in Canada. As a result of our
recent acquisitions from the FirstPro Shopping Centres group of companies (“FirstPro”),
Calloway will focus specifically on the acquisition of high quality retail properties.
Calloway’s primary objectives are to:
• deliver reliable and growing cash distributions to unitholders on a tax-deferred basis; and
• increase and maximize unitholder value.
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& Analysis
SELECTED ANNUAL INFORMATION
2004

($000’s except per unit and other data)

2003

2002

Real estate assets
Total assets
Mortgages payable
Convertible debentures

$ 993,619
$ 1,014,618
$ 547,589
$
52,483

$
$
$
$

226,788
228,915
117,137
–

$
$
$
$

107,746
108,716
56,239
–

Revenue

$

87,948

$

12,838

$

3,791

Net income from continuing operations
Net income from continuing operations
per unit – basic
Net income from continuing operations
per unit – diluted

$

11,391

$

5,971

$

879

$

0.435

$

0.861

$

0.552

$

0.430

$

0.860

$

0.552

Net income
Net income per unit – basic
Net income per unit – diluted

$
$
$

13,415
0.512
0.506

$
$
$

8,961
1.292
1.290

$
$
$

1,261
0.792
0.792

Distributions declared and payable
Distributions per unit

$
$

33,241
1.2177

$
$

8,156
1.1508

$
$

1,110
0.1918

Units outstanding
Weighted average units outstanding
Number of properties
Total leasable area (square feet)
Occupancy
Average net rent in place (per square foot)

33,263,171
26,190,956

11,297,692
6,933,559

5,951,535
1,591,838

55
7,532,454
97.81%
$
11.32

23
1,850,078
97.93%
$
11.46

12
1,000,401
96.40%
$
11.15

9
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The following table sets forth selected quarterly financial information of Calloway:
QUARTERLY INFORMATION
($000’s except per unit
and other data)

Dec. 31
Sept. 30
June 30
March 31
Dec. 31
Sept. 30
June 30
March 31
2004
2004
2004
2004
2003
2003
2003
2003
(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)

Revenues
Net income from
continuing operations
Net income per unit(1) from
continuing operations
– basic
– diluted
Net income
Net income per unit(1)
– basic
– diluted
Distributable income
Distributable income
per unit – basic
Distributions paid
Units outstanding
Weighted average
units outstanding
Total assets
Total debt(2)

28,468

26,698

21,468

11,314

5,333

2,501

2,713

2,290

1,432

4,137

3,239

2,582

2,017

977

2,147

831

0.045

0.137

0.123

0.154

0.210

0.159

0.357

0.140

0.045

0.137

0.122

0.150

0.206

0.159

0.357

0.140

1,983

4,602

3,719

3,111

2,591

1,925

2,878

1,567

0.063

0.153

0.141

0.186

0.270

0.314

0.479

0.263

0.063

0.152

0.140

0.181

0.264

0.313

0.479

0.263

10,714

11,026

8,818

5,204

2,913

2,021

1,864

1,771

0.340

0.366

0.335

0.311

0.303

0.330

0.310

0.298

10,115

9,508

8,252

5,366

2,950

1,764

1,730

1,712

33,263,171

30,335,918

30,032,655

22,374,669

11,297,692

6,132,167

6,132,167

5,951,535

31,489,849

30,097,376

26,324,579

16,750,862

9,606,108

6,132,167

6,011,084

5,951,535

1,014,618

934,936

930,773

552,970

228,915

118,687

119,802

113,600

600,525

559,743

551,532

288,541

117,550

62,375

63,447

60,413

Notes:
(1) Net income per unit and distributable income per unit were calculated
using the weighted average number of units outstanding for the quarter.
(2) Total debt includes mortgages payable, capital lease obligations and
convertible debentures.
(3) Management uses distributable income, distributable income per unit and
cash from operations to analyze operating performance and leverage.
Distributable income, distributable income per unit and cash from operations
as presented do not have any standardized meaning prescribed by Canadian
GAAP and therefore may not be comparable with the calculation of similar
measures for other entities. Distributable income and cash flow as presented
is not intended to represent operating profits for the period nor should it be
viewed as an alternative to net income, cash flow from operating activities
or other measures of financial performance calculated in accordance with
Canadian GAAP. All references to distributable income throughout this
report are based on the description provided later in the Distributable
Income section. All references to cash from operations throughout this report
are based on cash flow from operations activities before changes in other
non-cash operating items and expenditures on deferred leasing costs.
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RESULTS OF OPERATIONS
Occupancy rates were as follows at the end of each period: December 31, 2004 – 98.0%;
September 30, 2004 – 98.1%; December 31, 2003 – 97.9%.
FINANCIAL RESULTS

($000’s except per unit)

Rentals from income properties
Interest income

Three months
Ended
December 31
2004

$

Property operating costs
Interest expense – mortgages and other
Interest expense – convertible debentures
Amortization of income properties
– tangible components
Amortization of income properties
– intangible components
Amortization of deferred leasing costs
Amortization of deferred financing costs
General and administrative expenses

Gain on sale of income properties
Net income from continuing operations
Discontinued operations
Net income
Add (deduct)
Gain on sale of income properties
Amortization of income properties
– tangible components
Amortization of income properties
– intangible components
Amortization of income properties
– discontinued operations
Debenture liability accretion
Straight lining of rents

27,575
893

Three months
Ended
December 31
2003

$

5,250
83

Variance

$

22,325
810

28,468

5,333

23,135

9,007
7,062
863

1,754
1,075
–

7,253
5,987
863

4,882

231

4,651

4,311
29
158
724

–
17
35
204

4,311
12
123
520

27,036

3,316

23,720

1,432

2,017

–

–

1,432

2,017

(585)

551

574

(23)

1,983

2,591

(608)

–

–

–

4,882

231

4,651

4,311

–

4,311

–
54
(516)

(585)
–

91
–
–

Distributable income

$

10,714

$

2,913

Distributable income per unit – basic

$

0.34

$

0.30

Distributable income per unit – diluted

$

0.33

$

0.30

(91)
54
(516)
$

7,801
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FINANCIAL RESULTS

($000’s except per unit)

Rentals from income properties
Interest income

Year
Ended
December 31
2004

$

Property operating costs
Interest expense – mortgages and other
Interest expense – debentures
Amortization of income properties
– tangible components
Amortization of income properties
– intangible components
Amortization of deferred leasing costs
Amortization of deferred financing costs
General and administrative expenses

Gain on sale of income properties
Net income from continuing operations
Discontinued operations
Net income
Add (deduct)
Gain on sale of income properties
Amortization of income properties
– tangible components
Amortization of income properties
– intangible components
Amortization of income properties
– discontinued operations
Debenture liability accretion
Straight lining of rents

12

85,593
2,355

Year
Ended
December 31
2003

$

12,591
247

Variance

$

73,002
2,108

87,948

12,838

75,110

27,071
21,796
2,180

4,271
2,486
–

22,800
19,310
2,180

13,643

596

13,047

9,346
121
481
1,919

–
74
108
685

9,346
47
373
1,234

76,557
11,391

8,220
4,618

68,337
6,773

–

1,353

(1,353)

11,391

5,971

5,420

2,024

2,990

13,415

8,961

4,454

(1,353)

1,353

–

(966)

13,643

596

13,047

9,346

–

9,346

941
109
(1,692)

365
–
–

Distributable income

$

35,762

$

8,569

Distributable income per unit – basic

$

1.37

$

1.24

Distributable income per unit – diluted

$

1.33

$

1.23

576
109
(1,692)
$

27,193
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Acquisition of Income Properties

The twelve Wal-Mart FirstPro properties acquired on February 16, 2004, the twelve Wal-Mart
FirstPro properties acquired on May 14, 2004, the respective interests in the Laval and Halifax
properties and the 6 Wal-Mart FirstPro properties acquired on November 30, 2004 were
acquired subsequent to December 31, 2003 and were therefore not included in the financial
results for the three months or year ended December 31, 2003. These properties are collectively
referred to as “Other Properties”. These Other Properties provided gross rental income of
$20,089,737 and net income of $(944,549) for the period October 1, 2004 to December 31,
2004 and gross rental income of $57,734,753 and net income of $2,524,129 for the period
January 1, 2004 to December 31, 2004. In addition, the Ecco, Gesco, Church, and Namao
properties were acquired as at March 31, 2003 or during the second quarter of 2003 and the
nine FirstPro properties (the “FirstPro Centres”) were acquired on October 31, 2003.
Results of Operations for three months ended December 31, 2004
compared to the three months ended December 31, 2003

Rentals from income properties for the three months ended December 31, 2004 increased by
$22,324,697 when compared to the three months ended December 31, 2003. The increase was
mostly due to the acquisition of the Other Properties but was also affected by increased rentals
from the FirstPro Centres of $1,615,195, recognition of rents from step leases on a straight line
basis of $500,891, and by a decrease in the allowance for doubtful accounts of $83,215.
Total property operating costs decreased to 32.7% of rental revenue for the three months
ended December 31, 2004 as compared to 33.4% for the prior period. The decrease is mostly
attributed to recognition of rents on straight line basis. Property operating costs tend to be fully
recovered under leases with the exception of vacant space.
Results of Operations for year ended December 31, 2004
compared to the year ended December 31, 2003

Rentals from income properties for the year ended December 31, 2004 increased by $73,003,265
when compared to the year ended December 31, 2003. The increase was mostly due to the
acquisition of the Other Properties but was also affected by increased rentals from the FirstPro
Centres of $13,601,353, the recognition of rents from step leases on a straight line basis of
$1,647,024, a lease termination payment of a lease terminated early by a tenant of $297,482,
offset by reduced revenue from the sale of Dover Village Square and Richter Plaza of $1,769,908,
and an increase to allowance for doubtful accounts of $532,737.
Total property operating costs decreased to 31.6% of rental revenue for the year ended
December 31, 2004 as compared to 33.9% for the prior period. The decrease is mostly
attributed to the recognition of rents on straight line basis, to the type of properties purchased
and the lease termination payment. Property operating costs tend to be fully recovered under
leases with the exception of vacant space.
Allowance for Doubtful Accounts

During the year ended December 31, 2004, one retail tenant filed for protection under the
Companies’ Creditors Arrangement Act and three others declared bankruptcy. These tenants were
operating in 77,977 square feet in 16 tenancies located in 14 retail properties. Total annual
rental payments are approximately $1,827,000. These tenants have repudiated 10 leases
comprising 43,397 square feet and $1,104,000 annual rental payments. Three locations
comprising 6,032 square feet have been leased to new tenants at rental rates in excess of the
repudiated leases. It is uncertain whether the tenant under the CCAA protection will successfully
complete its restructuring and continue operations. During the year ended December 31, 2004,
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$532,737 was charged to allowance for doubtful accounts with a corresponding decrease to
rentals from income properties.
Subsequent to December 31, 2004, two retail tenants operating in 109,741 square feet in
11 tenancies located in 9 retail properties filed for protection under the Companies’ Creditors
Arrangement Act. Total annual rental payments are approximately $2,489,000. These tenants have
repudiated nine leases comprising 88,715 square feet and $1,959,000 annual rental payments.
INTEREST EXPENSE

Interest expense for mortgages and other items consists primarily of interest paid on mortgages on
the income property portfolio. The weighted average interest rate was 5.82% as at December 31,
2004 as compared to 6.03% as at September 30, 2004, and 6.24% as at December 31, 2003.
Interest expense for mortgages and other items for the three months and year ended December
31, 2004 have increased $7,061,710 and $21,795,977, respectively, compared to same periods
ended December 31, 2003. This increase is due to the substantial increase in mortgage debt arising
from the acquisition of the Other Properties and FirstPro Centres.
On May 14, 2004 the REIT issued $55,000,000 of 6% convertible unsecured subordinated
debentures. In the three month and twelve month periods ended December 31, 2004 the total
interest expense, including accretion expense, on these debentures was $863,236 and $2,179,917
respectively.
AMORTIZATION

Amortization of income properties for the three months and year ended December 31, 2004
compared to the three months and year ended December 31, 2003 has increased as a result of the
acquisition of the Other Properties. In addition, effective January 1, 2004 the amortization of
buildings was changed from the sinking fund method to the straight line method on a prospective
basis. If the sinking fund method had continued, the amortization of income properties for the
three months and year ended December 31, 2004, would have been reduced by $5,578,725 and
$17,350,504, respectively.
During the three months and year ended December 31, 2004, $2,386,736 of amortization
expense was related to the write off of unamortized balance of tenant improvements and
intangibles for vacated tenant space.
Amortization of deferred leasing costs increased due to tenant inducements and leasing expenses
incurred for new and renewed tenants. Amortization of deferred financing costs increased mainly
due to financing fees incurred on new and renewed financing and convertible debentures.
GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses are essentially comprised of: executive salaries, bonuses and
benefits net of recoveries, trustee fees, transfer agent fees, filing fees, press releases, printing costs,
rent, office and other related expenses, and professional fees such as audit fees and legal fees.
General and administrative expenses for the three months and year ended December 31, 2004
have increased compared to the three months and year ended December 31, 2003, due to 2004 and
2003 bonuses approved and paid during the periods, increased salaries and additional employees,
additional trustees and meetings thereof, increased investor relation and stock exchange costs, and
increased audit fees all as a result of Calloway’s significant growth.
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DISCONTINUED OPERATIONS

During the year ended December 31, 2004, the REIT approved the plan and initiated the program
to sell Holland Cross, a 272,550 square foot office property in Ottawa, and Century Park Place, a
75,675 square foot office property in Calgary. Rentals from these income properties for the three
months and year ended December 31, 2004 have decreased from the comparative periods due to
lower occupancy rates. Amortization of these income properties for three months and year ended
December 31, 2004 has increased from the comparative periods due to the change from the sinking
fund method to the straight line method on a prospective basis offset by the GAAP requirement
that assets held for sale are not amortized once they are categorized as “held for sale”.
NET INCOME
DISTRIBUTABLE INCOME

Net income for the three months ended December 31, 2004 was lower than the three months
ended December 31, 2003 by $608,358 (23%) and distributable income for the three months
ended December 31, 2004 was greater than the three months ended December 31, 2003 by
$7,800,848 (268%). Distributable income per unit for the three months ended December 31,
2004 was $0.34 as compared to the same period in 2003 of $0.30. Net income and distributable
income for the year ended December 31, 2004 were greater than the year ended December 31,
2003 by $4,453,602 (50%) and $27,192,628 (317%), respectively. Distributable income per unit
for the year ended December 31, 2004 was $1.37 as compared to the same period in 2003 of $1.24.
The change in accounting policies for amortization of buildings, recognition of revenue from step
leases, and allocation of purchase price of acquisitions to tenant improvements and intangibles has
affected net income for the three months and year ended December 31, 2004, as compared to the
three months and year ended December 31, 2003. If these changes had not been implemented, for
the three months ended December 31, 2004, net income would have increased by $5,062,590 to
$7,045,157, and net income per unit – basic would have been $0.22 and net income per unit –
diluted would have been $0.22. For the year ended December 31, 2004, net income would have
increased by $15,658,120 to $29,073,199 and net income per unit – basic would have been
$1.11 and net income per unit – diluted would have been $1.09. There would have been no effect
on distributable income or distributable income per unit – basic and diluted for these changes.
The trustees passed a resolution to clarify the definition of distributable income as provided
for in the Declaration of Trust. The resolution provides that distributable income means income
of the trust in accordance with Canadian GAAP adjusted for: adding back decrease in rentals
from income properties from step leases on a straight line basis over the remaining life of the
lease, amortization of buildings, amortization of tenant improvements, amortization of in place
lease values, amortization of differential between original and above market rents, amortization
of customer relationship values, amortization of debenture liability accretion expense, losses on
dispositions of assets, and amortization of any net discount on long-term debt assumed from
vendors of properties at rates of interest less than fair value; and, deducting increase in rentals
from income properties from step leases on a straight line basis over the remaining life of the
lease, amortization of differential between original and below market rents, gains on dispositions
of assets and amortization of any net premium on long-term debt assumed from vendors of
properties at rates of interest greater than fair value.
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FINANCIAL POSITION
INCOME PROPERTIES

Net book value of income properties increased to $866,121,310 as at December 31, 2004, an
increase of $642,715,906 from the net book value of $223,405,404 as at December 31, 2003.
This increase is due to the acquisition of the thirty Wal-Mart FirstPro properties, the acquisition of
the interest in the Laval and Halifax properties and the properties acquired under the development
agreements offset by the reclassification of assets held for sale and amortization recorded during
the period.
Included in income properties is land acquired during 2003 and subject to development
agreements with the vendors of the property. These lands have a potential future development
of 393,074 square feet of retail space. The vendors pay to Calloway an opportunity fee equal to
9% per annum of the aggregate undeveloped lands value as reduced from time to time upon the
completion and rental of additional space. As the negotiated opportunity fee earned by Calloway
reflects Management’s estimate of a fair market return for the use of a productive asset, the fee is
recognized as revenue. Pursuant to the development agreements, the vendors assume responsibility
for the cost of developing the land and are granted the right for a period of five years to earn
additional proceeds from Calloway on the completion and rental of additional space on these lands.
The purchase price for the additional developments will be calculated by formula using the net
operating rents and predetermined capitalization rates. The vendors have the right, at their option,
to receive up to 40% of the proceeds for any new developments in units at purchase prices of
$10.00 and $10.50 per unit (not to exceed 199,475 units and approximately 1,800,000 units
respectively). The REIT provides financing to the vendors for the development costs of the
additional developments. The REIT has provided a second mortgage on a specific property in the
amount of $10,000,000 to the vendors as security for payment of the additional proceeds. As at
December 31, 2004, there were no additional proceeds payable. The obligation of the vendors is
secured by units of Calloway having a value in excess of the remaining undeveloped land value from
time to time. The vendors are part of the FirstPro Group of Companies which is owned by a
significant unitholder of Calloway and in which two trustees serve as officers (one trustee has
resigned as an officer of FirstPro subsequent to December 31, 2004). In the event that FirstPro
does not elect to take any portion of the proceeds for new developments in units, Calloway intends
to raise such portion of the purchase price by the issuance of units pursuant to one or more private
placements. The REIT will lend to FirstPro, at Calloway’s cost of funds, monies required to
complete the developments. It is projected that these lands will be fully developed in four years
at an additional cost of $49,900,000 to Calloway.
Included in income properties is land acquired during 2004 and subject to a development
agreement with the co-owner (a FirstPro company) of the property. This land has a potential future
development of 12,300 square feet of retail space. The co-owner pays to Calloway an opportunity
fee equal to 9% per annum of the aggregate undeveloped lands value as reduced from time to time
upon the completion and rental of additional space. As the negotiated opportunity fee earned by
Calloway reflects Management’s estimate of a fair market return for the use of a productive asset,
the fee is recognized as revenue. Pursuant to the development agreement, the co-owner assumes
responsibility for the cost of developing the land and is granted the right for a period of five years
to earn additional proceeds from Calloway on the completion and rental of additional space on the
land. The purchase price for the additional developments will be calculated by formula using the net
operating rents and predetermined capitalization rates. The REIT will lend to the co-owner, at
Calloway’s cost of funds, monies required to complete the developments. It is projected that the
land will be fully developed in one year at an additional cost of $2,100,000 to Calloway.
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During the three months ended December 31, 2004, the vendors completed the development
of 4,441 square feet of retail space resulting in an acquisition cost of $695,984 (including land
value of $196,380). The vendors elected to receive 19,032 units at a purchase price of $10.50
per unit. During the period, Calloway provided financing totalling $5,377,795 to the vendors for
development costs.
During the year ended December 31, 2004, the vendors completed the development of 28,621
square feet of retail space resulting in an acquisition cost of $5,155,592 (including land value of
$864,866). The vendors elected to receive 139,311 units at a purchase price of $10.00 per unit
and 30,773 units at a purchase price of $10.50 per unit. During the period, Calloway provided
financing totalling $8,856,988 to the vendors for development costs and $2,320,437 was repaid
by the vendors.
PROPERTIES UNDER DEVELOPMENT

Included in the acquisition of properties from Wal-Mart FirstPro Partnership in February 2004
was land under development with an acquisition cost of $12,912,723. These lands have a potential
future development of 442,542 square feet of retail space. These lands will be developed by
Calloway subject to development agreements with the vendors of the property. Pursuant to the
development agreements, the vendors assume responsibility for managing the leasing and
development of the land and are granted the right for a period of five years to earn additional
proceeds from Calloway on the completion and rental of additional space on these lands. The
purchase price for the additional developments will be calculated by formula using the net
operating rents and predetermined capitalization rates. The vendors have the right, at their option,
to receive up to 40% of the proceeds for any new developments in units at a purchase price of
$14.00 per unit (approximately 1,860,000 units). The vendors have provided acquisition financing
in the amount of $12,912,723 at 0% and will provide development financing at a rate of bankers
acceptances plus 200 basis points. Calloway has provided a first mortgage on two properties with
the provision that the acquisition loans and development loans cannot exceed 75% of the value of
the two properties. In the event that the vendors do not elect to take any portion of the proceeds
for new developments in units, Calloway intends to raise such portion of the purchase price by the
issuance of units pursuant to one or more private placements. It is projected that these lands will
be fully developed in four years at an additional cost of $45,000,000 to Calloway.
Included in the acquisition of properties from Wal-Mart FirstPro Partnership in May 2004
was land under development with an acquisition cost of $11,651,592. These lands have a
potential future development of 299,506 square feet of retail space. These lands will be developed
by Calloway subject to development agreements with the vendors of the property. Pursuant to the
development agreements, the vendors assume responsibility for managing the leasing and
development of the land and are granted the right for a period of five years to earn additional
proceeds from Calloway on the completion and rental of additional space on these lands. The
purchase price for the additional developments will be calculated by formula using the net
operating rents and predetermined capitalization rates. The vendors have the right, at their option,
to receive up to 40% of the proceeds for any new developments in units at a purchase price of
$15.25 per unit (approximately 1,150,000 units). The vendors have provided acquisition financing
in the amount of $11,651,592 at 0% and will provide development financing at a rate of bankers
acceptances plus 200 basis points. Calloway has provided a first mortgage on two properties with
the provision that the acquisition loans and development loans cannot exceed 75% of the value of
the two properties. In the event that the vendors do not elect to take any portion of the proceeds
for new developments in units, Calloway intends to raise such portion of the purchase price by the
issuance of units pursuant to one or more private placements. It is projected that these lands will
be fully developed in four years at an additional cost of $48,200,000 to Calloway.
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Included in the acquisition of properties from Wal-Mart FirstPro Partnership in November
2004 was land under development with an acquisition cost of $5,738,276. These lands have a
potential future development of 208,424 square feet of retail space. These lands will be developed
by Calloway subject to development agreements with the vendors of the property. Pursuant to
the development agreements, the vendors assume responsibility for managing the leasing and
development of the land and are granted the right for a period of five years to earn additional
proceeds from Calloway on the completion and rental of additional space on these lands. The
purchase price for the additional developments will be calculated by formula using the net
operating rents and predetermined capitalization rates. The vendors have the right, at their option,
to receive up to 40% of the proceeds for any new developments in units at a purchase price of
$17.80 per unit (approximately 345,000 units). The vendors have provided acquisition financing in
the amount of $5,738,276 at 0% and will provide development financing at a rate of bankers
acceptances plus 200 basis points. Calloway has provided a first mortgage on two properties with
the provision that the acquisition loans and development loans cannot exceed 75% of the value of
the two properties. In the event that the vendors do not elect to take any portion of the proceeds
for new developments in units, Calloway intends to raise such portion of the purchase price by the
issuance of units pursuant to one or more private placements. It is projected that these lands will
be fully developed in four years at an additional cost of $18,200,000 to Calloway.
During the year ended December 31, 2004, the vendors completed the development of
118,760 square feet of retail space resulting in an acquisition cost of $20,178,531 (including
land value of $4,933,875). The vendors elected to receive 210,574 units at a purchase price of
$14.00 per unit and 335,959 units at a purchase price of $15.25 per unit.
During the three months and year ended December 31, 2004, the vendors have provided
development financing totalling $5,669,188 and $13,996,728, respectively. During the three
months and year ended December 31, 2004, acquisition financing of $4,935,875 and
development financing of $8,949,661 was repaid.
MORTGAGES AND LOANS RECEIVABLE

Mortgages and loans receivable increased to $39,941,711 as at December 31, 2004 from
$2,571,446 as at December 31, 2003. The increase is due to development loans provided to
FirstPro for construction on lands under development owned by Calloway and for loans provided
to FirstPro for use in their acquisition and development of properties in which Calloway has an
option upon completion to acquire a 50% interest.
OTHER ASSETS

Deferred financing costs increased to $4,781,684 as at December 31, 2004 from $674,329 as
at December 31, 2003. This increase is due to the fees and other charges for the new debt
financing for properties acquired in February, May and November and for issuance costs for
the convertible debentures.
Prepaid expenses and deposits increased to $2,388,552 as at December 31, 2004 from
$640,865 as at December 31, 2003, an increase of $1,747,687. This increase is mainly a result
of deposits provided for potential acquisitions, prepaid realty taxes and prepaid insurance.
Accounts receivable increased to $6,204,472 as at December 31, 2004 from $341,444, as at
December 31, 2003, an increase of $5,863,028. This increase is due mainly to increase in rents
receivable due to increase in properties, accrual of rental revenue on straight line basis over the
term of the lease, accrual of common area recoverables for operating costs and property taxes in
excess of recoveries charged to tenants, and accrual of interest receivable on mortgages receivable.
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MORTGAGES PAYABLE

Mortgages payable increased to $547,589,003 as at December 31, 2004 from $117,137,027
as at December 31, 2003, an increase of $430,451,976. This increase arose from new term
mortgages totalling $411,314,851, assumed mortgages totalling $29,105,665, vendor take
back mortgages of $29,576,782 on properties acquired, advances of development loans of
$18,250,028, net advances of floating rate debt totalling $9,929,500 offset by repayment of
development loans of $38,379,352, term mortgages repaid of $19,500,000, vendor take back
mortgages repaid of $4,935,878 and principal repayments totalling $4,909,620.
The mortgages payable bear interest at the weighted average interest rate of 5.82%
(December 31, 2003 – 6.24%) and mature between 2005 and 2019. The weighted average
years to maturity, including the timing for payments of principal and debt maturing, is 7.61 years
(8.51 years for term debt). Future principal payments as a percentage of mortgages and other
debt payable are as follows:

Year

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
Total

Payments
of
principal

Debt
maturing
during
year

Total

% of
Total

Weighted
average
interest
rate (%)

8,720,113
9,207,040
8,849,654
9,200,491
9,115,977
9,086,279
8,813,933
8,734,435
8,626,959
7,863,571
6,238,563
5,052,378
4,053,795
2,684,247
2,191,817
$ 108,439,252

55,720,855
6,968,694
25,041,247
8,710,692
28,816,945
17,897,474
19,547,556
–
28,666,411
70,482,116
75,315,502
31,060,763
41,963,932
–
28,957,564
$ 439,149,751

64,440,968
16,175,734
33,890,901
17,911,183
37,932,922
26,983,753
28,361,489
8,734,435
37,293,370
78,345,687
81,554,065
36,113,141
46,017,727
2,684,247
31,149,381
$ 547,589,003

11.77
2.95
6.19
3.27
6.93
4.93
5.18
1.60
6.81
14.31
14.89
6.59
8.40
0.49
5.69
100.00

3.88
4.34
6.16
6.16
5.62
6.25
6.87
6.20
6.26
5.94
6.07
6.11
6.30
6.47
6.27
5.82

Approximately $37,757,621 or 6.90% of the mortgages payable balance as at December 31,
2004 is comprised of variable rate debt. As at December 31, 2004, $15,000,000 of this variable
rate debt is subject to interest rate swap agreements wherein the interest rate is fixed at a
blended fixed rate of 5.807%.
Calloway’s Declaration of Trust limits Calloway’s indebtedness to a maximum of 60% of the
gross book value of Calloway or 65% if convertible debentures are issued. (Gross book value is
defined as total assets plus accumulated amortization of income properties). Total mortgages
payable (including capital lease obligations) as a percentage of gross book value was 52.9% as
at December 31, 2004, as compared to 51.1% as at December 31, 2003. Total debt (mortgages
payable, capital lease obligations and convertible debentures) as a percentage of gross book
value was 58.0% as at December 31, 2004.
Management anticipates Calloway will be able to renew its mortgage debt as it matures.
19

CALLOWAY REAL ESTATE INVESTMENT TRUST 2004 ANNUAL REPORT

CAPITAL LEASE OBLIGATIONS

An income property was acquired under the terms of a 35 year lease. A single payment of $39.0
million was made on October 31, 2003 and a payment of $10.0 million is due at the end of the
lease to exercise a purchase option. The capital lease obligation, net of implicit interest costs at
9.18% of $9,547,052, is $452,948 at December 31, 2004.
CONVERTIBLE DEBENTURES

On May 14, 2004, the REIT issued $55,000,000 of 6.00% convertible unsecured subordinated
debentures due June 30, 2014. The debentures are convertible into trust units at $17.00 per unit
and are redeemable at the option of the REIT in cash or units on or after June 28, 2010. As at
December 31, 2004 $54,550,000 of face value of the debentures was outstanding. The debenture
was divided into its liability and equity components, measured at their respective fair values at
time of issue.
LEASE COMMITMENT

One of Calloway’s income properties is subject to a land lease requiring annual lease payments
of $205,000. The annual lease payment increases to $220,000 in 2007. The lease expires
November 2011, and Calloway has an option to extend for a further 10 years.
ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities increased to $22,587,192 as at December 31, 2004
from $5,319,023 as at December 31, 2003 an increase of $17,268,169. The increase is a result
of the accrual of December 2004 distributions to unitholders, accrual of interest and operating
costs and property taxes for the properties acquired from Wal-Mart FirstPro Partnership,
holdbacks for costs to complete and an increase in prepaid rents.
UNITHOLDERS’ EQUITY

Unitholders’ equity increased to $391,505,840 as at December 31, 2004 from $106,045,219
as at December 31, 2003 an increase of $285,460,621. This increase was mainly due to the
issuance of units and equity component of convertible debentures for partial consideration on
purchase of income properties, units issued under the provisions of development agreements and
exercise of warrants and options, and net income, offset by distributions to unitholders, and
costs of the issuance of units.
It is our intent to make monthly cash distributions to unitholders of approximately 90% of
Calloway’s Distributable Income. For the three months and year ended December 31, 2004,
distributions amounting to 94.4% and 92.9% respectively, of distributable income were made
or declared.

LIQU IDITY AND CAPITAL RESOURCES
Calloway’s principal sources of liquidity are its ability to generate cash from operations, arrange
new loans, and offer units to the public. For the three months ended December 31, 2004, cash
from operations totalled $10,912,702, an increase of $7,931,765 from the three months ended
December 31, 2003. For the year ended December 31, 2004, cash from operations totalled
$36,497,091, an increase of $27,717,029 from the year ended December 31, 2003.
During the three months ended December 31, 2004, term mortgages and development loans
increased by $41,168,069. New term mortgages and mortgages provided by vendors were
$44,750,106, advances under development loans were $6,764,156, net adjustment for imputed
interest on non-interest bearing development loans was $161,813, development loans in the
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amount of $10,710,495 were repaid, mortgages provided by vendors in the amount of $4,935,878
were repaid and mortgage repayments were $1,861,633. During the same period there was a net
increase in the revolving operating facility of $7,000,000. Unit issuances for the three months
ended December 31, 2004, resulted in proceeds of $48,999,148.
During the year ended December 31, 2004, term mortgages and development loans increased
by $430,451,976. New term mortgages were $411,314,851, mortgages provided by vendors
were $30,302,590, assumed mortgages were $29,105,665, advances under development loans
were $18,250,028, term mortgages repaid were $19,500,000, net adjustment for imputed
interest on non-interest bearing development loans was $725,808, development loans repaid
were $38,379,352, mortgages provided by vendors in the amount of $4,935,878 were repaid
and mortgage repayments were $4,909,620. During the same period net advances of $9,929,500
were made from the revolving operating facility. Unit and convertible debenture issuances for the
year ended December 31, 2004, resulted in proceeds of $314,529,022 and $55,000,000, respectively.
On February 16, 2004, the REIT completed the acquisition of twelve retail properties by
issuing term mortgages on ten of the properties totalling $191,650,000, by the vendors providing
mortgages on two of the properties totalling $12,912,723, and by issuing 10,948,182 units at a
price of $13.75 per unit for gross proceeds of $150,537,502.
On May 4, 2004, the REIT completed the acquisition of an interest in two retail properties
by utilizing bridge financing of $33,500,000 and the assumption of $29,105,665 of debt.
On May 14, 2004, the REIT completed the acquisition of twelve retail properties and the
repayment of $33,500,000 of bridge financing by issuing term mortgages on eight of the properties
totalling $140,315,000, by the vendors providing mortgages on three of the properties totalling
$31,151,592, by issuing 6,700,000 units at a price of $15.00 per unit for gross proceeds of
$100,500,000, and by issuing 55,000 debentures at a price of $1,000 per debenture for gross
proceeds of $55,000,000.
On November 18, 2004, the REIT completed a private placement of trust units for gross
proceeds of $40,020,000 through the issuance of 2,320,000 units at $17.25 per unit.
On November 30, 2004, the REIT completed the acquisition of six retail properties by issuing
term mortgages on three of the properties totalling $36,100,000, by the vendors providing
mortgages on two of the properties totalling $5,738,276, and by the payment of the balance in
cash. The REIT funded the cash component of the purchase price from proceeds of the November
18, 2004 private placement of units.
We expect to be able to meet all of Calloway’s ongoing obligations, and maintain cash
distributions to unitholders, based on Calloway’s cash flow from operations and its borrowing
capacity. We expect to fund growth by using borrowing capacity and issuing units.

RELATED PARTY TRANSACTIONS
As a result of transactions completed on October 31, 2003, the owner (or his nominees) of the
FirstPro Group of Companies (“FirstPro”) became a significant unitholder of Calloway. Two
officers of FirstPro are trustees of Calloway.
During the three months ended December 31, 2004, Calloway paid fees totalling $264,771
(three months ended December 31, 2003 – $322,746) to a legal firm in which a trustee is a
partner. During the year ended December 31, 2004, the REIT paid fees totalling $1,129,828
(year ended December 31, 2003 – $387,501) to a legal firm in which a trustee is a partner.
During the three months ended December 31, 2004, Calloway paid fees totalling $60,000 (three
months ended December 31, 2003 – $nil) to a trustee for consulting services for public equity
offerings. During the year ended December 31, 2004, the REIT paid fees totalling $481,475 (year
ended December 31, 2003 – $nil) to a trustee for consulting services for public equity offerings.
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During the three months ended December 31, 2004, Calloway earned interest income totalling
$833,848 (three months ended December 31, 2003 – $48,395) from FirstPro and another company
in which trustees of Calloway are officers and directors. During the year ended December 31, 2004,
Calloway earned interest income totalling $2,220,709 (year ended December 31, 2003 – $192,000)
from FirstPro and another company in which trustees of Calloway are officers and directors.
During the three months ended December 31, 2004, under the terms of property management
agreements, Calloway paid property management fees totalling $592,427 (three months ended
December 31, 2003 – $72,208) to companies in which trustees of Calloway are officers and
directors. During the year ended December 31, 2004, under the terms of property management
agreements, Calloway paid property management fees totalling $1,880,213 (year ended December
31, 2003 – $105,676) to companies in which trustees of Calloway are officers and directors.
During the three months ended December 31, 2004, under the terms of development agreements,
Calloway received opportunity fees, head lease rents and operating recoveries totalling $624,479
(three months ended December 31, 2003 – $445,034) from FirstPro. During the three months
ended December 31, 2004 fees totalling $137,349 (three months ended December 31, 2003 – $nil)
were paid to FirstPro under the development and other agreements. During the year ended
December 31, 2004, under the terms of development agreements, Calloway received opportunity
fees, head lease rents and operating recoveries totalling $2,680,721 (year ended December 31,
2003 – $445,034) from FirstPro. During the year ended December 31, 2004 fees totalling
$1,470,201 (year ended December 31, 2003 – $nil) were paid to FirstPro under the development
and other agreements.
As at December 31, 2004, amounts totalling $174,198 included in accounts receivable were
receivable from related parties and amounts totalling $2,187,368 included in accounts payable
were payable to related parties.

RISKS AND UNCERTAINTIES
REAL PROPERTY OWNERSHIP

All real property investments are subject to elements of risk. 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.
The primary risk facing Calloway is the potential for declining revenue arising from increased
vacancies or declining rental rates. Calloway has reduced this risk by diversifying its holdings
geographically across Canada while focusing its acquisition strategy on high quality retail
properties. These properties provide tenants with lower operating costs and tend to be less costly
to lease than most other types of commercial real estate. Wal-Mart Canada Inc. comprises
approximately 32.17% of the rental revenue as at December 31, 2004. As at December 31,
2004, 15.1% of leases renew prior to January 1, 2010.
Management of Calloway is subject to investment guidelines and operating criteria as set
forth in the Declaration of Trust. This includes appropriate due diligence procedures for property
acquisitions, the amount of leverage allowed, and review of operations by the Trustees.
CREDIT RISK

Credit risk arises from the possibility that tenants may experience financial difficulty and be
unable to fulfill their lease commitments. Calloway mitigates this risk of credit loss by ensuring
that its tenant mix is diversified, and by limiting its exposure to any one tenant except Wal-Mart
Canada Inc. and government agencies.
With the exception of Wal-Mart, no one tenant group represents more than 4.03% of annual
gross revenues. Calloway’s nine largest tenant groups, excluding Wal-Mart, represent approximately
24.60% of annual gross revenues. Calloway’s tenant mix, led by Wal-Mart, includes international
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and national retailers. The names noted below are the names of the parent or operating name and
are not necessarily the covenant under the lease.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Wal-Mart
Reitmans Group
Best Buy (Future Shop)
Winners
Staples / Business Depot
Mark’s Work Wearhouse
Government of Canada
Sobey’s / IGA
Cara Group
HBC / Zellers

$ 39,513,663
$ 4,945,541
$ 3,846,016
$ 3,688,000
$ 3,629,868
$ 3,561,258
$ 3,042,092
$ 2,609,509
$ 2,505,785
$ 2,388,827

32.17%
4.03%
3.13%
3.00%
2.96%
2.90%
2.48%
2.12%
2.04%
1.94%

Subsequent to December 31, 2004 SAAN filed for protection under Companies’ Creditors
Arrangement Act. They have repudiated leases in six of eight locations. The financial effect is
discussed above in the Allowance for Doubtful Accounts section.
Further risks arise in the event that borrowers default on the repayment of their mortgages
to Calloway. Calloway endeavours to ensure that adequate security has been provided in support
of mortgages receivable.
LEASE ROLL-OVER RISK

Lease roll-over risk arises from the possibility that Calloway may experience difficulty renewing
leases as they expire or in releasing space vacated by tenants upon lease expiry. With the acquisition
of relatively new retail properties, with a significant portion of leases being ten years and greater
in term, we have a relatively low amount of space expiring in any one year for the next 7 years.
Area (sf)

2005
2006
2007
2008
2009
2010
2011
Thereafter
Current vacancy
Total

142,922
199,558
334,899
211,670
246,185
311,038
313,441
5,607,954
164,787
7,532,454

% Area

1.90%
2.65%
4.45%
2.81%
3.27%
4.13%
4.16%
74.44%
2.19%
100.00%

DEBT FINANCING AND INTEREST RATE RISK

Calloway is exposed to interest rate risk in regard to its debt. It minimizes this risk by restricting
total indebtedness to 60% of gross book value (65% including convertible debentures).
Calloway attempts to stagger maturity dates of term debt including matching maturity dates to
Wal-Mart renewal dates. In addition, because of the current historically low interest rate
environment, we have financed a significant component of our 2004 acquisitions with debt
having terms in excess of ten years. As at December 31, 2004, over 68% of total debt matures
in greater than five years.
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Calloway has arranged floating rate operating facilities limited to $80,000,000. In addition,
Calloway has floating rate development loans with banks and vendors of properties. At December
31, 2004, $37,757,621 was drawn under these facilities and loans. There is a risk that the lenders
will not refinance the facilities and loans on terms and conditions acceptable to Calloway, refinance
the loans with term debt, or on terms at all. For every 1% increase in the applicable floating rate,
interest expense would increase and net income would decrease by $377,576 and net income per
unit and distributable income per unit would decrease by $0.01 and $0.01 respectively.
UNITHOLDER LIABILITY

There is a risk, which is considered to be remote in the circumstances, that unitholders could be
held personally liable for obligations of Calloway to the extent that these claims are not satisfied
by Calloway. We have taken steps to mitigate this risk, including obtaining appropriate operational
and asset insurance and, where feasible, attempting to have every material written contract or
commitment of Calloway contain an express disavowal of liability against the unitholders, trustees
and employees of Calloway. In addition, legislation has been enacted in Alberta and Ontario which
limits the personal liability of unitholders in trusts for the trusts liabilities.
ENVIRONMENTAL RISK

Calloway is subject to Canadian laws relating to the environment. Most of these laws deal primarily
with the removal and remediation of hazardous substances. Environmental risk is relevant to
Calloway’s ability to sell or finance affected properties and could potentially result in liabilities for
the costs of removal and remediation of hazardous substances or claims against Calloway. We are
not aware of any material non-compliance with environmental laws or regulations with regard to
Calloway’s properties, or of any pending or threatened actions, investigations or claims against
Calloway relating to environmental matters. In accordance with the Declaration of Trust, Calloway
must conduct an environmental review through third party consultants prior to acquiring properties.
LAND LEASES

To the extent the properties in which Calloway has an interest are located on leased land, the land
leases may be subject to periodic rate resets which may fluctuate and may result in significant
rental rate adjustments.
TAX RELATED RISK FACTORS

There can be no assurance that Canadian federal income tax laws respecting the treatment of
mutual fund trusts will not be changed in a manner which results in Calloway being taxed on a
basis other than undistributed taxable income.
POTENTIAL CONFLICTS OF INTEREST

Calloway may be subject to various conflicts of interest because of the fact that the Trustees and
executive management, and their associates, are engaged in a wide range of real estate and other
business activities. Calloway may become involved in transactions which conflict with the interests
of the foregoing. Existing Non-Competition Agreements address certain of these conflicts of interest.
The Trustees, executive management and their associates or affiliates may from time to time
deal with persons, firms, institutions or corporations with which Calloway may be dealing, or
which may be seeking investments similar to those desired by Calloway. The interests of these
persons could conflict with those of Calloway. In addition, from time to time, these persons may
be competing with Calloway for available investment opportunities. David Calnan, an officer and
Trustee of Calloway, is a partner of Shea Nerland Calnan, a law firm that provides legal services
to Calloway. John MacNeil and Simon Nyilassy, Trustees of Calloway, are officers of FirstPro, a
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group of companies from which Calloway has purchased income properties, entered into development
agreements with, and provided loans to. FirstPro also provides property management services to
Calloway. Kevin Pshebniski, a Trustee of Calloway, is an officer and director of Hopewell, to which
Calloway has provided loans to and which provides property management services to Calloway.
Michael Young, a Trustee of Calloway, provides equity raising services to Calloway.
The Declaration of Trust contains “conflicts of interest” provisions requiring Trustees to disclose
material interests in material contracts and transactions, and refrain from voting.
CAPITAL REQUIREMENTS

Calloway accesses the capital markets from time to time. If Calloway were to be unable to raise
additional funds through the issuance of debt, equity or equity-related securities, certain of its
acquisition or development activities may be curtailed. Furthermore, Calloway may not be able
to raise additional funds on favourable terms.
RELIANCE ON KEY PERSONNEL

Management of Calloway depends on the services of certain key personnel. The loss of the
services of key personnel could have an adverse effect on Calloway. Calloway does not have key
man insurance on any of its key employees.

CRITICAL ACCOUNTING ESTIMATES
Calloway’s significant accounting policies are disclosed in Note 3 to the audited consolidated
financial statements for the year ended December 31, 2004. An estimate is considered critical if
it requires management to make assumptions about matters that are highly uncertain at the time
the accounting estimate is made and different estimates that management could have used in the
current period, or changes in the accounting estimate that are reasonably likely to occur from
period to period, would have a material impact on Calloway’s condition, changes in financial
position or results of operations.
PROPERTY ACQUISITIONS

Effective for transactions commenced after September 12, 2003, the purchase price of income
properties is allocated to land, building, tenant improvements and intangibles, such as the value
of above and below market leases, in-place leases and tenant relationships, if any. Management
is required to perform the procedures listed below. Many of these procedures are subject to
estimation and management judgment.
(a) Estimate the value of the property on an “as if vacant” basis as of the acquisition date.
(b) Allocate that value among land, tenant improvements and building.
(c) Estimate the value of the above and below market leases.
(d) Estimate the value of costs avoided by acquiring in-place operating leases.
(e) Calculate the value and associated life of the tenant relationships, if any, by taking the direct
identifiable benefits of the tenant relationship and discounting that to its present value.
IMPAIRMENT OF ASSETS

Under Canadian GAAP, management is required to write down to fair value, any long-lived asset
that is determined to have been permanently impaired. Calloway’s long-lived assets consist of
investments in income properties, properties under development and mortgages and loans
receivable. The fair value of investments in income properties is dependent upon anticipated future
cash flows from operations over the anticipated holding period. The review of anticipated cash
flows involves subjective assumptions of estimated occupancy, rental rates and a residual value. In
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addition to reviewing anticipated cash flows, management assesses changes in business climates
and other factors, which may affect the ultimate value of the property. These assumptions are
subjective and may not ultimately be achieved. The fair value of mortgages and loans receivable
depends upon the financial condition of the issuer and the economic value of the underlying security.
In the event these factors result in a carrying value that exceeds the sum of the undiscounted cash
flows expected to result from the direct use and eventual disposition of the property, a provision for
impairment would be recognized. There were no impairments recorded for 2004 and 2003.
AMORTIZATION OF INCOME PROPERTIES

Buildings are amortized over the buildings’ estimated remaining useful life using the straight line
method. A significant portion of the acquisition cost of each property is allocated to building. The
allocation of the acquisition cost to building and the determination of the useful life are based
upon management’s estimates. In the event the allocation to building is inappropriate or the
estimated useful life of buildings proves incorrect, the computation of amortization will not be
appropriately reflected over future periods.
FAIR VALUE OF MORTGAGES PAYABLE

In determining the fair value, management uses internally developed models that are based upon
current market conditions. The process involves discounting the future contractual mortgage
payments based upon a current market rate. In determining market rates, management adds a
credit spread to the quoted yields on Canadian government bonds with similar maturity dates to
Calloway’s mortgages. The credit spread is estimated based upon experience in obtaining similar
financing, and is also affected by current market conditions.
FAIR VALUE OF UNIT BASED PAYMENTS AND UNIT BASED COMPENSATION

In determining the fair value of unit based payments and compensation, management uses the
Black Scholes Option Pricing model. The pricing model utilizes management’s assumptions of
unit price volatility, a risk free interest rate, the expected life of the option and the expected
distribution rate on units. In determining these assumptions, management assesses market
conditions for the units, historical trends relating to unit prices, current market information on
interest rates and anticipated cash flows relating to distributable income. These assumptions are
subjective and may not ultimately be achieved.

FINANCIAL INSTRUMENTS
In connection with the acquisition of certain income producing properties the REIT issued, during
the three months ended June 30, 2004, convertible debentures. As the convertible debentures bear
interest at 6.00%, the REIT’s exposure to interest rate risk is mitigated. Interest is payable semiannually. Interest expense is recognized as an operating expense. The liability component of the
convertible debentures is being accreted over their life to the value due at maturity. Accretion is
recognized as an interest expense, but does not require the use of cash.The debentures are due June
2014 and may not be redeemed by the REIT prior to June 2010. The fair value of the debentures
has been determined considering the December 31, 2004 trading value of the debentures less a value
for the conversion option. The Black Scholes option pricing model was used to value the conversion
option and was calculated using an average volatility of 18% on the underlying units, an exercise
price of $17.00 per unit, a risk free interest rate of 4%, an expected life of 7 years and an expected
distribution rate of 7.4%. As well, consideration was given to the fair value of debt component based
upon discounted future cash flows using discount rates that reflect current market rates offered to
the REIT for debt instruments with similar terms, other than the conversion feature.
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Derivative financial instruments are utilized by the REIT in the management of its interest
rate exposures, on a portion of its floating rate debt. As at December 31, 2004, $15,000,000
(December 31, 2003 – $15,000,000) of the REIT’s floating rate debt was subject to swap
agreements. The REIT’s policy is not to utilize derivative financial instruments for trading or
speculative purposes. These swap agreements require the periodic exchange of payments without
the exchange of the notional principal amount on which the payments are based. Interest expense
on the debt is adjusted to include the payments made or received under the interest rate swaps,
and is recognized as an operating expense. The estimated fair value of the interest rate swaps at
December 31, 2004 is an obligation of $10,826, and is based on relevant market prices available.
The estimate is not necessarily indicative of the amount that the REIT might pay in actual
market transactions.

NEW ACCOUNTING POLICIES ADOPTED IN 2004
The Canadian Institute of Chartered Accountants (“CICA”) issued accounting pronouncements
that impacted the accounting policies of Calloway in 2004. They are as follows:
AMORTIZATION OF INCOME PROPERTIES

Effective January 1, 2004, Calloway changed its method of amortization of its buildings to the
straight line method over the estimated remaining useful lives of the buildings. Prior to January
1, 2004, Calloway used the sinking fund method to amortize its buildings. This change has been
applied prospectively. Had the sinking fund method of amortization been continued, the effect
on the December 31, 2004 financial statements would be that income properties would have
increased, unitholders’ equity would have increased, amortization of income properties would
have decreased and net income for the year ended December 31, 2004 would have increased by
$17,350,504 ($0.66 per basic unit; $0.66 per diluted unit).
RECOGNITION OF REVENUE FROM RENTALS; STEP LEASES

Effective January 1, 2004, Calloway changed its method of recognizing rents from leases such that
where leases provide for increases in rent during their term, the rents are recognized on a straightline basis over the terms of the respective leases. Prior to January 1, 2004, rentals from income
properties were recognized as revenue over the terms of the related lease agreements as they become
due. This change has been applied prospectively. Had revenue been continued to be recognized as
rents became due, the effect on the December 31, 2004 financial statements would be that accounts
receivable, unitholders’ equity, revenue and net income for the year ended December 31, 2004 would
have decreased by $1,692,384 ($0.06 per basic unit; $0.06 per diluted unit).
UNIT BASED COMPENSATION

Effective January 1, 2004, Calloway has adopted the CICA recommendations requiring the
mandatory recognition of the fair value of unit based compensation associated with options granted
to employees. Previously Calloway had provided note disclosure of the pro forma expense and net
income information. This recommendation is retroactive in application. There is no material impact
on Calloway’s financial position or results of its operations in the December 31, 2004 and prior
fiscal reporting periods as a result of the adoption of this recommendation.
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ASSET RETIREMENT OBLIGATIONS

Effective January 1, 2004, Calloway has adopted the CICA recommendations requiring the
recognition of the fair value of legal obligations relating to the retirement of assets with a
corresponding increase in the carrying value of the asset. In periods subsequent to initial
measurement, the period to period changes in the liability resulting from the passage of time
are recognized as accretion expense, and revisions to estimates of the timing and amount of
cash flows related to retirement of the asset are capitalized as a cost of the asset. Previously,
the requirement was to record estimates of the costs for future removal and site restoration
costs when such costs were reasonably determinable. This recommendation is retroactive in
application. On adoption the fair value of existing obligations was based on current data. There
is no material impact on Calloway’s financial position or results of its operations in prior fiscal
reporting periods as a result of the adoption of this recommendation.
DISPOSAL OF LONG-LIVED ASSETS AND DISCONTINUED OPERATIONS

Effective May 1, 2003, Calloway has adopted the CICA recommendations requiring the
recognition, measurement, presentation and disclosure of long-lived assets and discontinued
operations. Discontinued operations are defined more broadly to include dispositions of real
estate assets for which the operations and cash flow can be clearly distinguished, operationally
and for financial reporting purposes, from the rest of the enterprise. The results of operations
of an asset that has been sold or is held for sale are reported in discontinued operations. The
Holland Cross and Century Park Place office buildings have been classified as held for sale
during 2004.
FINANCIAL INSTRUMENTS

The issuance during the three months ended June 30, 2004 of convertible debentures necessitated
initial adoption of a policy regarding the classification of financial instruments containing both a
liability and equity component.The classification has been made in accordance with the January 2004
amendments by the Canadian Institute of Chartered Accountants to Handbook Section 3680
“Financial Instruments”.These amendments recommend that the REIT’s right to settle the obligation
by delivery of its own units, is a liability component. Previously, the recommendations allowed for such
rights to settle the obligation by delivery of its own units to be classified as equity components.
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FUTURE CHANGES IN ACCOUNTING POLICIES
The accounting pronouncements of the CICA have been reviewed and none have been identified
as requiring a change to the accounting policies of the REIT. The REIT is aware of several
accounting policies under consideration by the CICA which may have an affect on its accounting
policies. As final release of the pronouncements has not occurred at this time, the REIT has not
yet made an assessment of the impact on the financial statements in the future.

SUBSEQUENT EVENTS
During January 2005, the REIT completed the sale of the Holland Cross and Century Park Place
office buildings for gross proceeds of $69,250,000 resulting in gain from sale of approximately
$12,500,000. The purchaser of Holland Cross assumed a mortgage of $23,000,000 and the
mortgage on Century Park Place was transferred to another property.
During January 2005, the REIT completed the acquisition of a retail property in Montreal
for a cost of $9,397,870. The purchase price was paid in cash.
On February 11, 2005, the REIT completed the acquisition of a retail property in Sarnia for
a cost of $13,350,000. The purchase price (net of adjustments) was satisfied by assumption of
existing mortgage of $7,978,889 and by the payment of the balance in cash.
On October 13, 2004, the REIT entered into agreements to purchase interests in fourteen
retail properties from Wal-Mart FirstPro Partnership. The first six properties closed November
30, 2004 and the second eight properties are expected to close in the first quarter of 2005. The
purchase price of the eight properties will be approximately $230,000,000 including acquisition
and financing costs of approximately $1,573,000. The properties comprise approximately
1,497,691 net square feet of leased area of which approximately 718,389 net square feet is
leased to Wal-Mart, and include adjacent lands with the potential for future development of
approximately 177,682 net square feet. The cost of the properties will be satisfied as follows: by
obtaining first mortgage financing of approximately $155,210,000; by way of vendor take back
mortgage of approximately $5,996,000; and by payment of the balance in cash. The REIT
intends to fund the cash component by issuance of additional units of the REIT and from
advances under the revolving operating facilities.
On February 3, 2005, the REIT entered into an agreement to sell 1000 Waverley, 110 Lowson
Crescent and 1300 Church Avenue, three industrial properties located in Winnipeg. It is expected
that the proceeds will be settled by the purchaser assuming mortgages on each property totalling
approximately $5,263,000 and the remainder in cash. This agreement is subject to typical due
diligence by the purchaser and approval by the purchaser’s board of directors. Proceeds of
disposition and gain on sale cannot be determined until completion of the due diligence and
closing of the transaction. The transaction is expected to be completed by May 2005.
On February 23, 2005, the REIT entered into an agreement to sell Collingwood Plaza, a retail
property located in Calgary. It is expected that the proceeds will be settled by the purchaser
paying cash. Proceeds of disposition and gain on sale cannot be determined until completion of
the closing of the transaction. The transaction is expected to be completed by April 2005.
On February 24, 2005, the REIT issued 3,101,000 subscription receipts at a price of $19.35
per subscription receipt for gross proceeds of $60,004,350. The proceeds will be used to partially
fund the cash component of the acquisition of the eight properties from Wal-Mart FirstPro
Partnership. Each subscription receipt will entitle the holder to receive one unit of Calloway upon
closing of the acquisition.
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MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL REPORTING
The Annual Report, including the consolidated financial statements, is the responsibility of the
management of Calloway Real Estate Investment Trust. The financial statements have been prepared in
accordance with the recommendations of the Canadian Institute of Chartered Accountants. Financial
information contained elsewhere in this Report is consistent with the information contained in the
financial statements.
Management maintains a system of internal controls which provides reasonable assurance that the
assets of Calloway Real Estate Investment Trust are safeguarded and which facilitates the preparation of
relevant, timely and reliable financial information which reflects, where necessary, management’s best
estimates and judgements based on informed knowledge of the facts.
The Board of Trustees is responsible for ensuring that management fulfills its responsibilities and for
final approval of the consolidated financial statements. The Board has appointed an Audit Committee
comprising four Trustees to approve, monitor, evaluate, advise or make recommendations on matters
affecting the external audit, the financial reporting and the accounting controls, policies and practices
of Calloway Real Estate Investment Trust under its terms of reference.
The Audit Committee meets at least four times per year with management and with the independent
auditors to satisfy itself that they are properly discharging their responsibilities. The consolidated
financial statements and the Management Discussion and Analysis have been reviewed by the Audit
Committee and approved by the Board of Trustees.
Kenway Mack Slusarchuk Stewart LLP, independent external auditors appointed by the unitholders,
have examined the consolidated financial statements and have read Management’s Discussion and
Analysis. Their report as auditors is set forth below.

J. Michael Storey
President and Chief Executive Officer, March 01, 2005

Mark A. Suchan
Chief Financial Officer, March 01, 2005

AUDITORS’ REPORT
TO THE UNITHOLDERS OF CALLOWAY REAL ESTATE INVESTMENT TRUST:

We have audited the consolidated balance sheets of Calloway Real Estate Investment Trust as at December
31, 2004 and 2003 and the consolidated statements of income, unitholders’ equity and cash flows for
the years then ended. These financial statements are the responsibility of the Trust’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.
In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Trust as at December 31, 2004 and 2003 and the results of its operations
and its cash flows for the years then ended in accordance with Canadian generally accepted
accounting principles.
Calgary, Alberta
February 19, 2005
(except Note 22 which is dated March 02, 2005)

Chartered Accountants
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CONSOLIDATED BALANCE SHEETS
(in thousands of dollars)

December 31
2004

Notes

December 31
2003

Assets

Real estate assets
Income properties
Properties under development
Mortgages and loans receivable
Deferred leasing costs
Assets held for sale

4
5
6
7
20

$

866,121

$

32,030
39,942
398
55,128
993,619

Deferred financing costs
Prepaid expenses and deposits
Accounts receivable

8

6,204

674
641
342

7,624

470

4,782
2,389

Cash and cash equivalents

223,405
–
2,572
811
–
226,788

$

1,014,618

$

228,915

$

524,521

$

623,112

117,137
–
414
–
5,319
122,870

391,506

106,045

Liabilities

Mortgages payable
Mortgages payable related to assets held for sale
Capital lease obligations
Convertible debentures
Accounts payable and accrued liabilities

Unitholders’ Equity

9
9, 20
10
11

23,068
453
52,483
22,587

12
$

1,014,618

$

228,915

The accompanying notes are an integral part of
these consolidated financial statements.

Approved by the Board of Trustees:

J. Michael Storey, Trustee

David Carpenter, Trustee
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CONSOLIDATED STATEMENTS OF INCOME

(in thousands of dollars, except per unit amounts)

Year Ended
December 31
2004

Notes

Year Ended
December 31
2003

Revenues

Rentals from income properties
Interest

$

85,593

$

2,355
87,948

12,591
247
12,838

Expenses

Property operating costs
Interest – mortgages and other
Interest – debentures
Amortization of income properties
– tangible components
Amortization of income properties
– intangible components

2,180

4,271
2,486
–

13,643

596

9,346

11,391

–
685
74
108
8,220
4,618

–

1,353

11,391

5,971

2,024

2,990

27,071
21,796

General and administrative
Amortization of deferred leasing costs
Amortization of deferred financing costs

1,919
121
481
76,557

Gain on sale of income properties
Net income from continuing operations
Discontinued operations
Net income
Net income per unit

Basic
Continuing operations
Discontinued operations
Net income
Diluted
Continuing operations
Discontinued operations
Net income
The accompanying notes are an integral part of
these consolidated financial statements.
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$

13,415

$

8,961

$

0.435

$

0.861

$

0.077

$

0.512

$
$

0.431
1.292

$

0.430

$

0.076

$

0.506

$
$
$

0.860
0.430
1.290

12
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CONSOLIDATED STATEMENTS OF UNITHOLDERS’ EQU ITY
Units
in $

(in thousands of dollars)

Debentures
in $

Net
Income

Distributions

Total

Unitholders’ Equity,
December 31, 2002

$

Issuance of units
Issue costs
Fair value of warrants issued
Net income
Distributions

50,248

$

54,496
(642)
98
–
–

–

$

–
–
–
–
–

2,150

$

(1,110) $

51,288

–
–
–
8,961
–

–
–
–
–
(8,156)

54,496
(642)
98
8,961
(8,156)

11,111
–
–
–
–
13,415

(9,266)
–
–
–
–
–

106,045
316,705
(11,422)
–
4
13,415

–

(33,241)

(33,241)

(42,507) $

391,506

Unitholders’ Equity,

104,200
314,530
(11,422)
18
4
–

December 31, 2003

Issuance of units/debentures
Issue costs
Conversion of debentures
Fair value of options issued
Net income
Distributions

–
2,175
–
(18)
–
–

–

–

Unitholders’ Equity,
December 31, 2004

$

407,330

$

2,157

$

24,526

$

The accompanying notes are an integral part of
these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of dollars)

Year Ended
December 31
2004

Notes

Year Ended
December 31
2003

Operating activities

Net income
Add (deduct) items not affecting cash:
Amortization of income properties
– tangible components
Amortization of income properties
– intangible components
Amortization of deferred leasing costs
Amortization of deferred financing costs
Capital lease obligation
Fair value of options
Straight-lining of rents
Discontinued operations
Debenture liability accretion
Gain on sale of income properties

$

13,415

$

596

13,643

Expenditures on deferred leasing costs
Change in other non-cash operating items

8,961

9,346
121
481
39
4
(1,692)
1,031
109
–
36,497
(700)
(661)

–
74
108
–
–
–
394
–
(1,353)
8,780
(834)
1,875

35,136

9,821

450,382
292,880
55,000
(97,514)
(29,749)
(4,602)
666,397

22,094
21,033
–
(28,931)
(8,156)
(397)
5,643

(652,795)

(16,246)

(37,370)
(3,009)
(1,205)
–
(694,379)

(972)
–
–
1,914
(15,304)

Financing activities

Proceeds from mortgage financings
Proceeds from issuance of units (net of issue costs)
Proceeds from issuance of convertible debentures
Mortgages and other debt repayments
Distributions to unitholders
Expenditures on deferred financing costs

16

Investing activities

Additions to income properties
Advances for mortgages and loans receivable
(net of repayments)
Additions to properties under development
Deposits
Proceeds on sale of income properties

16

16
16

Increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
The accompanying notes are an integral part of
these consolidated financial statements.
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$

7,154

160

470

310

7,624

$

470
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Notes

to the Consolidated Financial Statements

Year Ended December 31, 2004 and 2003
(All tabular amounts in thousands of dollars, except per unit and unit amounts)

Note 1. ORGANIZATION
Calloway Real Estate Investment Trust (the “REIT”) is an unincorporated closed-end real estate
investment trust governed by the laws of the Province of Alberta created under a declaration of trust,
dated December 4, 2001 subsequently amended and restated on October 24, 2002, October 31, 2003 and
January 16, 2004.

Note 2. ACQUISITIONS AND DISPOSALS
2004
On February 16, 2004, the REIT completed the acquisition of twelve retail properties from a partnership
(“Wal-Mart FirstPro Partnership”) in which the FirstPro Shopping Centres group of companies
(“FirstPro”) is a 40% owner and an affiliate of a major tenant is a 60% owner. The purchase price of the
properties was $312,604,214 including costs of acquisition. Wal-Mart Canada Inc. operates stores in all
twelve centres. The purchase price (net of adjustments) was satisfied as follows: by new debt financing on
ten of the properties totalling $191,650,000, by the vendors providing a non-interest bearing mortgage on
two of the properties totalling $12,912,723, and by the payment of the balance in cash. The REIT funded
the cash component of the purchase price by issuing 10,948,182 units at a price of $13.75 per unit. A
significant unitholder subscribed for 1,818,182 of these units. Excess funds from the equity and debt
issues, net of issuance costs, were used to repay variable rate debt obligations.
On May 4, 2004, the REIT completed the acquisition of a 50% and 49% undivided interest in two
retail properties pursuant to an assignment of purchase agreement between FirstPro and the previous
owner. The purchase price of these interests was $52,375,529 including costs of acquisition. Under the
terms of the assignment, the REIT loaned an additional $9,400,000 at 9% per annum to FirstPro to
replace mezzanine loans payable by FirstPro to one of the vendors of the properties. The purchase price
(net of adjustments) was satisfied as follows: by bridge financing totalling $33,500,000 and by the
assumption of existing mortgages totalling $29,105,655. Excess funds from the bridge financing were
allocated to working capital.
On May 14, 2004, the REIT completed the acquisition of twelve retail properties from the Wal-Mart
FirstPro Partnership. The purchase price of the properties was $287,564,135 including costs of acquisition.
Wal-Mart Canada Inc. operates stores in all twelve centres. The purchase price (net of adjustments) was
satisfied as follows: by new debt financing on eight of the properties totalling $140,315,000, by the vendors
providing a non-interest bearing mortgage on two of the properties totalling $11,651,592 and an interest
bearing mortgage on one of the properties totalling $19,500,000, and by the payment of the balance in
cash. The REIT funded the cash component of the purchase price by issuing 6,700,000 units at a price of
$15.00 per unit and by issuing 55,000 convertible unsecured subordinated debentures at a price of $1,000
per debenture. Excess funds from the equity and debenture issues, net of issuance costs, were used to repay
the bridge financing.
On November 30, 2004, the REIT completed the acquisition of six retail properties from the Wal-Mart
FirstPro Partnership. The purchase price of the properties was $71,521,036 including costs of acquisition.
Wal-Mart Canada Inc. operates stores in all six centres (three stores continue to be owned by Wal-Mart).
The purchase price (net of adjustments) was satisfied as follows: by new debt financing on three of the
properties totalling $36,100,000, by the vendors providing a non-interest bearing mortgage on two of the
properties totalling $5,738,276, and by the payment of the balance in cash. The REIT funded the cash
component of the purchase price from proceeds of the November 18, 2004 private placement of units.
During 2004, the REIT completed the purchase of additional developed space from FirstPro and the
Wal-Mart FirstPro Partnership for $25,334,123 (including land value of $5,798,741) under the terms of
development agreements. The consideration paid consisted of: the issuance of 139,311 units at a price of
$10.00 per unit, 30,773 units at price of $10.50 per unit, 210,574 units at a price of $14.00 per unit and
335,959 units at a price of $15.25 per unit; assumption of development loans and accounts payable; and the
balance in cash. In addition, the REIT repaid acquisition and development loans provided by Wal-Mart
FirstPro Partnership.
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2003
On March 31, 2003, the REIT completed the purchase of two industrial properties for $4,629,845.
The consideration paid consisted of assumption of mortgage financing of $2,238,022, advances under the
operating facility of $2,175,353, and the remainder by available cash.
On April 30, 2003, the REIT completed the purchase of an industrial property for $1,139,240. The
consideration paid consisted of advances under the operating facility of $1,050,000 and the remainder
by available cash.
On May 31, 2003, the REIT completed the purchase of a retail property for $6,177,295.The consideration
paid consisted of assumption of mortgage financing of $4,227,263, the issuance of 180,632 trust units at
$10.05 per unit, and the remainder by available cash.
On June 15, 2003, the REIT disposed of a retail property for $3,380,000. The sale price was settled
by the purchaser assuming a mortgage in the amount of $1,929,207, the REIT providing a second
mortgage in the amount of $230,000, and the remainder in cash. The property had a carrying value of
$2,095,497 and a gain on sale of $1,230,255 was recognized.
On September 30, 2003, the REIT disposed of a retail property for $1,250,000. The sale price was
settled by the purchaser assuming a mortgage in the amount of $724,872 and the remainder in cash.
The property had a carrying value of $1,115,876 and a gain on sale of $123,424 was recognized.
On October 31, 2003, the REIT completed the purchase of nine retail properties from the FirstPro
Shopping Centres group of companies (“FirstPro”) for $109,238,698 including acquisition costs. The
consideration paid consists of assumption of mortgage financing of $63,820,428, the issuance of
3,100,525 units at $10.00 per unit to a nominee of FirstPro, assumption of other adjustment items of
$2,375,101, and the remainder in cash. The REIT funded the cash component of the purchase price from
proceeds of the October 16, 2003, issuance of subscription receipts.

Note 3. SIGNIFICANT ACCOUNTING POLICIES
These consolidated financial statements of the REIT have been prepared in accordance with Canadian
generally accepted accounting principles. Certain comparative figures have been reclassified to conform to
the current year’s financial statement presentation.

Basis of Consolidation
The consolidated financial statements present the accounts and operations of Calloway Real Estate
Investment Trust and its wholly owned subsidiary Calloway Financial Inc. The REIT carries out certain
activities through co-ownerships and these investments are accounted for using the proportionate
consolidation method.

Use of Estimates
The preparation of financial statements in conformity with Canadian generally accepted accounting
principles requires management to make estimates that affect the amounts of assets and liabilities reported
in the financial statements. Those estimates also affect the disclosure of contingencies at the date of the
financial statements and the reported amounts of revenues and expenses during the year. Actual results
could differ from those estimates.

Revenue Recognition
Effective January 1, 2004, the REIT changed its method of recognizing rents from leases such that
where leases provide for increases in rent during their term, the rents are recognized on a straight-line basis
over the terms of the respective leases. Prior to January 1, 2004, rentals from income properties were
recognized as revenue over the terms of the related lease agreements as they become due. This change has
been applied prospectively. Had revenue been continued to be recognized as rents became due, the effect on
these financial statements would be that accounts receivable, unitholders’ equity, revenue, discontinued
operations and net income would have decreased by $1,692,384 ($0.06 per basic unit; $0.06 per diluted
unit) for the year ended December 31, 2004. Recoveries from tenants for property taxes and other property
operating costs are recognized as revenues in the period the applicable costs are incurred.

Income Properties
Income properties are recorded at cost less accumulated amortization. Cost includes initial acquisition
costs, other direct costs including allocations of directly attributable general and administrative expenses,
or capitalized development costs at the date of completion. If it is determined that the carrying amount of
an income property exceeds the undiscounted estimated future net cash flow expected to be received from
the ongoing use and residual value of the property, it is reduced to its estimated fair value.
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Effective January 1, 2004, the REIT changed its method of amortization of its buildings to the straight
line method over the estimated remaining useful lives of the buildings ranging from 17 to 40 years. Prior to
January 1, 2004, the REIT used the sinking fund method to amortize its buildings. This change has been
applied prospectively. Had the sinking fund method of amortization been continued, the effect on these
financial statements would be that income properties would have increased, unitholders’ equity would have
increased, amortization of income properties would have decreased and net income would have increased by
$17,350,504 ($0.66 per basic unit; $0.66 per diluted unit) for the year ended December 31, 2004.
Effective for transactions commenced after September 12, 2003, the purchase price of income properties
is allocated to land, building and tenant improvements and intangibles assets including the value of above and
below-market leases, in-place leases and tenant relationships, if any. The values of tenant improvements, above
and below-market leases, in-place leases and tenant relationships are amortized over the terms of the lease
agreements and renewal periods where applicable. In the event a tenant vacates its leased space prior to the
contractual termination of the lease and no rental payments are being made on the lease, any unamortized
balance of the related tenant improvement or intangibles are written down to management’s estimate of fair
value or written off.

Properties Under Development
Properties under development are stated at cost. Cost includes initial acquisition costs, other direct
costs, property taxes, interest, and incidental operating revenues and expenses during the period of
development. Properties under development are subject to development agreements (see Note 5). Upon
completion and rental of additional space on these lands by the developer, revenues and expenses are
recognized in income and the properties are classified as income properties.
If it is determined that the carrying amount exceeds the undiscounted estimated future net cash flows
expected to be received from the ongoing use and residual value of a property, after taking into account
estimated costs to complete the development, it is reduced to its estimated fair value.

Deferred Leasing Costs
Deferred leasing costs include tenant inducements and leasing expenses. These costs are deferred and
amortized on the straight line basis over the terms of the related lease agreements.

Impairment of Mortgages and Loans Receivable
Mortgages and loans receivable are classified as impaired when, in the opinion of Management, there is
a reasonable doubt as to the timely collection of principal and interest. The carrying amount of a mortgage
or loan receivable classified as impaired is reduced to its estimated fair value.

Disposal of Long-Lived Assets and Discontinued Operations
Effective May 1, 2003, the REIT has adopted the CICA recommendations requiring long-lived assets to
be disposed of to be classified as held for sale, and the results of operations associated with long-lived assets
disposed of or classified as held for sale be reported separately as discontinued operations. A long-lived asset
is classified by the REIT as an asset held for sale at the point in time when it is available for immediate sale,
management has committed to a plan to sell the asset and is actively locating a buyer for the asset at a sales
price that is reasonable in relation to the current fair value of the asset and the sale is probable and expected
to be completed within a one-year period. This recommendation is prospective in application for those
disposals initiated after May 1, 2003. Properties held for sale are stated at the lower of cost and net
realizable value. No amortization is recorded on these assets once classified as held for sale.

Deferred Financing Costs
Deferred financing costs include commitment fees, underwriting costs, and legal costs associated with
the sourcing of new debt and the renewal of existing debt of the REIT. Financing costs for term mortgages
are deferred and amortized over the term of the respective indebtedness. Financing costs for non-term
mortgages are deferred and amortized over five years. In the event any mortgages are terminated, any
unamortized financing costs are expensed.

Cash and Cash Equivalents
Cash and cash equivalents include bank accounts and deposits held with financial institutions.

Derivative Financial Instruments
Derivative financial instruments are utilized by the REIT in the management of its interest rate exposures.
The REIT’s policy is not to utilize derivative financial instruments for trading or speculative purposes.
The REIT enters into interest rate swaps in order to reduce the impact of fluctuating interest rates on its
mortgages payable. These swap agreements require the periodic exchange of payments without the exchange
of the notional principal amount on which the payments are based.
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The REIT designates its interest rate hedge agreements as hedges of the underlying debt. Interest
expense on the debt is adjusted to include the payments made or received under the interest rate swaps.

Asset Retirement Obligations
Effective January 1, 2004, the REIT has adopted the CICA recommendations requiring the recognition
of the fair value of legal obligations relating to the retirement of assets with a corresponding increase in
the carrying value of the asset. In periods subsequent to initial measurement, the period to period changes
in the liability resulting from the passage of time are recognized as accretion expense, and revisions to
estimates of the timing and amount of cash flows related to retirement of the asset are capitalized as a
cost of the asset. Previously, the requirement was to record estimates of the costs for future removal and
site restoration costs when such costs were reasonably determinable. This recommendation is retroactive in
application. On adoption the fair value of existing obligations was based on current data. There is no
material impact on the REIT’s financial position or results of its operations in the current and prior fiscal
reporting periods as a result of the adoption of this recommendation.

Financial Instruments
Convertible debentures have been classified as to their liability and equity components in accordance
with the January 2004 amendments by the Canadian Institute of Chartered Accountants to Handbook
Section 3860 “Financial Instruments”. These amendments recommend that the REIT’s right to settle the
obligation by delivery of its own units, is not an equity component.

Income Taxes
The REIT is taxed as a “Mutual Fund Trust” for income tax purposes. The REIT intends to distribute
all taxable income directly earned by the REIT to unitholders and to deduct such distributions for income
tax purposes. Therefore, no provision for future income taxes has been recorded at December 31, 2004 and
December 31, 2003. The tax base of the REIT’s real estate and other assets at December 31, 2004
exceeds the carrying value by approximately $6,000,000.

Unit Based Compensation
(A) UNIT OPTION PLAN

The REIT has a unit option plan for trustees and employees, which is described in Note 13. Effective
January 1, 2004, the REIT has adopted the CICA recommendations requiring the mandatory recognition of
the fair value of unit based compensation associated with options granted to employees. Previously the REIT
had provided note disclosure of the pro forma expense and net income information. This recommendation is
retroactive in application. There is no material impact on the REIT’s financial position or results of its
operations in the current and prior fiscal reporting periods as a result of the adoption of this recommendation.
(B) WARRANTS ISSUED TO NON-EMPLOYEES

The REIT has issued warrants to FirstPro as described in Note 14. The REIT uses the fair value
method to account for warrants issued to non-employees. The fair value of the warrants was recognized by
the REIT as an increase in the cost of the income property. The fair value of warrants is determined using
the Black-Scholes option pricing model.
(C) UNIT OPTIONS ISSUED TO NON-EMPLOYEES

The REIT has issued unit options to FirstPro in conjunction with several development agreements
described in Note 13. Previously the REIT anticipated using the fair value method to account for these
unit options at the date of the earn-out events pursuant to the development agreements. Since earn-out
events occur subsequent to October 31, 2003, the date the relationship between the REIT and FirstPro
became one of related parties, the REIT has subsequently determined that in recording the acquisition of
property pursuant to earn-out events at the exchange amount, there is no recognition of value for the
options in excess of the subscription price to FirstPro.
(D) LONG TERM INCENTIVE PLAN

The Deferred Unit Plan as described in Note 12 is subject to approval by the trustees and unitholders.
The REIT will determine its liability to issue units pursuant to the Deferred Unit Plan on a mark to market
basis based on the market price of the REIT’s units at each reporting period. Deferred units related to
amounts elected by trustees and executives in respect of their trustee fees and bonuses will be considered
in respect of past services and recognized as compensation expense upon grant. Deferred units related to
amounts matched by the REIT will be considered in respect of future services and will be recognized as
compensation expense over the vesting period.
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Net Income Per Trust Unit
Per unit amounts are calculated using the weighted average number of units outstanding during the
period. The dilutive effect on per unit amounts resulting from the options, warrants and debentures
outstanding is calculated using the treasury stock method.

Related Party Transactions
Transactions with related parties that are conducted in the normal course of operations have been
recorded at the exchange amount. Monetary transactions with related parties that are not in the normal
course of operations, but result in a substantive change in the ownership interests of the item transferred,
are recorded at the exchange amount.

Note 4 INCOME PROPERTIES
December 31, 2004
Accumulated
Amortization

Cost

December 31, 2003
Net Book
Value

Cost

Accumulated
Amortization

Net Book
Value

Tangibles

Land

$

Buildings

237,121

$

–

$

237,121

$

61,494

$

–

$

61,494

507,577

10,056

497,521

162,968

1,126

161,842

41,846

3,490

38,356

–

–

–

112

49

63

92

23

69

In place
lease values

96,257

7,239

89,018

–

–

–

Below market
leases

–

–

–

–

–

–

Tenant
improvements
Equipment
Intangibles

(1,017)

(75)

Tenant relationship
values

5,312

328

$

887,208

$

21,087

(942)
4,984
$

866,121

$

224,554

$

1,149

$

223,405

Included in income properties is an income property subject to a capital lease. It has a cost of $40,807,032
(December 31, 2003 – $39,735,951) and a net book value of $40,047,978 (December 31, 2003 – $39,697,778).
Included in income properties is land acquired during 2003 and subject to development agreements with
FirstPro, the vendors of the property. FirstPro pays the REIT an opportunity fee equal to 9% per annum of the
aggregate undeveloped lands value as reduced from time to time upon the completion and rental of additional
space. As the negotiated opportunity fee earned by the REIT reflects Management’s estimate of a fair market
return for the use of a productive asset, the fee is recognized as revenue. Pursuant to the development agreements,
FirstPro assumes responsibility for the cost of developing the land and is granted the right for a period of five
years to earn additional proceeds from the REIT on the completion and rental of additional space on these lands.
The purchase price for the additional developments will be calculated by formula using the net operating rents and
predetermined capitalization rates. FirstPro has the right, at their option, to receive up to 40% of the proceeds for
any new developments in units at purchase prices of $10.00 and $10.50 per unit (not to exceed 199,475 units and
approximately 1,800,000 units respectively).The REIT provides financing to FirstPro for the development costs of
the additional developments.The REIT has provided a second mortgage on a specific property in the amount of
$10,000,000 to the vendors as security for payment of the additional proceeds. As at December 31, 2004,
there were no additional proceeds payable. During the year ended December 31, 2004, FirstPro completed the
development of 28,621 square feet of retail space resulting in a purchase price of $5,155,592 (including land
of $864,866) to the REIT. FirstPro elected to receive 139,311 units at a purchase price of $10.00 per unit
and 30,773 units at a purchase price of $10.50 per unit as partial consideration for the purchase price.
During the year ended December 31, 2004, the REIT provided financing totalling $8,856,988 to FirstPro
for development costs and $2,320,437 was repaid by FirstPro.
During the year ended December 31, 2004, $2,386,736 of amortization expense was related to the write
off of the unamortized balance of tenant improvements and intangibles for vacated tenant space.
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Note 5. PROPERTIES UNDER DEVELOPMENT
Properties under development are subject to development agreements with Wal-Mart FirstPro Partnership,
the vendors of the properties. Pursuant to the development agreements, Wal-Mart FirstPro Partnership
assumes responsibility for managing the development of the land and is granted the right for a period of five
years to earn additional proceeds from the REIT on the completion and rental of additional space on these
lands. The purchase price for the additional developments will be calculated by formula using the net operating
rents and predetermined capitalization rates. Wal-Mart FirstPro Partnership have the right, at their option, to
receive up to 40% of the proceeds for any new developments in units at purchase prices of $14.00, $15.25 and
$17.80 per unit (approximately 1,650,000, 815,000 and 345,000 units respectively). Wal-Mart FirstPro
Partnership will provide financing to the REIT for the development costs of the additional developments. The
REIT has provided a first mortgage, assignment of rents and leases, and a general security agreement on six
properties acquired from Wal-Mart FirstPro Partnership as security for the development loans. During the year
ended December 31, 2004, Wal-Mart FirstPro Partnership completed the development of 118,760 square feet
of retail space resulting in a purchase price of $20,178,531 (including land of $4,933,875) to the REIT.
FirstPro elected to receive 210,574 units at a purchase price of $14.00 per unit and 335,959 units at a
purchase price of $15.25 per unit as partial consideration for the purchase price.

Note 6. MORTGAGES AND LOANS RECEIVABLE
Mortgages receivable totalling $1,600,000 (December 31, 2003 – $1,600,000) are secured by second
charges on two properties under development, bear interest at 12% per annum and are repayable in their
entirety upon the earliest of the REIT purchasing the properties, the properties being sold to a third party
and the day which is two years following the date of substantial completion of the properties. The mortgages
receivable are provided to a company in which a trustee of the REIT is an officer and director. The REIT has
an option to purchase the properties at a negotiated price, or failing agreement, at a price equal to 95% of
the appraised value of the properties.
A mortgage receivable in the amount of $220,544 (December 31, 2003 – $227,026) is secured by a
second charge on an income producing property, bears interest at 11.75%, is repayable in blended monthly
instalments of $2,683, and is due June 15, 2006.
Loans receivable totalling $7,280,971 (December 31, 2003 – $744,420) have been provided pursuant to
development agreements with FirstPro that are described in Note 4. The loans bear interest at the prime rate
of a Canadian chartered bank plus rates ranging from 0.75% to 1.25%. The loans are repayable at the
completion and rental of the properties under development. FirstPro has not provided any security in regards
to the loans; however, proceeds of the loans are used to fund improvements to properties owned by the REIT.
Mortgages receivable totalling $21,494,922 (December 31, 2003 – $nil) have been provided pursuant to
agreements with FirstPro in which the REIT will lend up to $37,331,000 (including letters of credit facilities
totalling $1,200,000) for use in acquiring and developing six properties in Ontario, Quebec and Newfoundland.
These loans bear interest at a weighted average interest rate of 9.01% with interest only payable monthly. The
loans are secured by first or second charges on property, assignments of rents and leases, and general security
agreements. In addition, other FirstPro affiliated companies have provided indemnities and guarantees. The
loans are due at various dates in 2009 (five years from initial advance). The REIT has an option to acquire a
50% interest in the properties upon substantial completion at an agreed upon formula. To December 31, 2004,
$29,068,922 has been funded offset by repayments of $7,574,000, and a letter of credit in the amount of
$1,222,000 has been provided to a municipal authority on behalf of FirstPro.
Mortgages receivable in the amount of $9,345,274 (December 31, 2003 – $nil) have been provided to
FirstPro, are secured by a second charge on two income producing properties, bear interest at 9.00%, are
repayable in blended monthly instalments of $77,830 and are due May 1, 2009.

Note 7. DEFERRED LEASING COSTS
December 31, 2004
Accumulated
Amortization

Cost
Tenant
inducements
Leasing
expenses

$

$

195
$

40

381

576

112

$

66
$

178

December 31, 2003
Net Book
Value
269

Cost
$

129
$

398

660

Accumulated
Amortization
$

254
$

914

61

Net Book
Value
$

42
$

103

599
212

$

811
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Note 8. DEFERRED FINANCING COSTS
Deferred financing costs are net of accumulated amortization of $544,239 (December 31, 2003 –
$122,514).

Note 9. MORTGAGES PAYABLE

Term mortgages

December 31,
2004

December 31,
2003

$

$

485,190

70,054

Development loans

45,399

40,013

Revolving operating facility

17,000

7,070

547,589

117,137

Less: Mortgages payable – assets held for sale

$
$

23,068
524,521

–
$

117,137

Term mortgages bear fixed interest rates ranging from 4.698% to 7.78% (December 31, 2003 – 4.698%
to 7.78%), are repayable in blended monthly instalments aggregating $3,164,697 in December 2004
($551,579 in December 2003), are secured by first registered mortgages over specific income properties and
properties under development, and first general assignments of leases, insurance and registered chattel
mortgages, and are due July 2006 through December 2019.
Development loans totalling $15,710,554 (December 31, 2003 – $40,012,985) bear variable interest rates
ranging from the prime rates of various Canadian chartered banks plus 0.50% to 1.25% (December 31, 2003 –
0.875% to 1.25%), are secured by first and second registered mortgages over specific income properties, and
first general assignments of leases and insurance, and are due April 2005 through December 2005. Non-interest
bearing development loans, which are carried at the amount of $24,640,904 (December 31, 2003 – $nil) using
imputed interest rates ranging from 4.03% to 4.58%, and development loans totalling $5,047,067 (December
31, 2003 – $nil) as further described in Note 5 bearing interest at bankers acceptance plus 2%, are secured by
first mortgages over specific income properties and properties under development, and first general assignments
of leases, and are due the earlier of various dates in 2009 or date of earn-out.
As at December 31, 2004, the revolving operating facilities bear variable interest rates ranging from the
prime rates of various Canadian chartered banks plus 0.375% to 0.5% (December 31, 2003 – plus 0.5%)
are secured by first charges over specific income properties, and first general assignments of leases and
insurance, and are subject to review by June 30, 2005 and July 15, 2005. These facilities are authorized to a
maximum of $80,000,000. Subsequent to December 31, 2004, the REIT renegotiated variable interest rates
to range from the prime rates of various Canadian chartered banks plus 0% to 0.375%
As at December 31, 2004, $15,000,000 (December 31, 2003 – $15,000,000) of the variable rate debt is
subject to interest rate swap agreements wherein the interest rate is fixed at a weighted average fixed rate of
5.807% (December 31, 2003 – 5.836%). These interest rate swap agreements mature in February 2005. At
December 31, 2004, based on dealer quotes there were no material unrealized gains or losses.
All of the income properties of the REIT have been pledged as security under the various debt agreements.The
weighted average interest rate of the debt is 5.82% as at December 31, 2004 (6.24% at December 31, 2003).
Approximate principal repayments required to maturity are as follows:
2005

$

64,441

2006

16,176

2007

33,891

2008

17,911

2009

37,933

Thereafter

377,237
$

547,589
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Note 10. CAPITAL LEASE OBLIGATIONS
An income property was acquired under the terms of a 35 year lease. A single payment of $39.0 million was
made on October 31, 2003 and a payment of $10.0 million is due at the end of the lease to exercise a purchase
option. The capital lease obligation, net of implicit interest costs at 9.18% of $9,547,052 ($9,586,643 at
December 31, 2003), is $452,948 at December 31, 2004 ($413,357 at December 31, 2003).

Note 11. CONVERTIBLE DEBENTURES
On May 14, 2004, the REIT issued $55,000,000 of 6.00% convertible unsecured subordinated debentures
(the “Subordinated Debentures”) due June 30, 2014. The Subordinated Debentures are convertible at the
holder’s option at any time into trust units at $17.00 per unit and are redeemable at the option of the REIT in
cash or units on or after June 28, 2010. As at December 31, 2004, $54,550,000 of face value of the convertible
debentures was outstanding. The convertible debenture was divided into its liability and equity components,
measured at their respective fair values at time of issue. These convertible debentures have not been considered
in the calculation of diluted net income per unit as the result would have been anti-dilutive.

Note 12. UNITHOLDERS’ EQUITY
Authorized
The REIT is authorized to issue an unlimited number of trust units of a single class, each of which
represents an equal undivided interest in the trust.

Trust Units Issued and Outstanding
Year ended
December 31,
2004

Year ended
December 31,
2003

Balance of units, beginning of year

11,297,692

5,951,535

Issued for cash

19,968,182

2,050,000

Issued for properties acquired

716,617

3,281,157

Unit options exercised

221,600

15,000

1,000,000

–

Debentures converted

26,470

–

Distribution reinvestment plan

32,610

–

33,263,171

11,297,692

Warrants exercised

Balance of units, end of year

On May 31, 2003, the REIT completed the acquisition of a property wherein the consideration paid
included the issuance of 180,632 units at $10.05 per unit for gross proceeds of $1,815,352.
On October 31, 2003, the REIT completed the acquisition of nine retail properties wherein the
consideration paid included the issuance of 3,100,525 units at $10.00 per unit for gross proceeds
of $31,005,250.
On October 31, 2003, the REIT funded the cash component of the purchase price and costs of acquisition
of the nine retail properties by issuing 2,050,000 units of Calloway on conversion of its previously issued
2,050,000 subscription receipts. The subscription receipts were issued at a price of $10.50 per unit for gross
proceeds of $21,525,000.
During December 2003, 15,000 options with an exercise price of $10 per unit were exercised resulting
in the issuance of 15,000 units for gross proceeds of $150,000.
On February 16, 2004, the REIT closed an offering of its trust units pursuant to a short form prospectus.
The REIT issued 10,948,182 trust units at $13.75 per unit, for gross proceeds of $150,537,502 which were
used to partially fund the cash component of the purchase price of twelve retail properties.
On May 14, 2004 the REIT closed an offering of its trust units pursuant to a short form prospectus.
The REIT issued 6,700,000 trust units at $15.00 per unit, for gross proceeds of $100,500,000 which
were used to partially fund the cash component of the purchase price of twelve retail properties.
On November 18, 2004, the REIT closed an offering of its trust units pursuant to a private placement.
The REIT issued 2,320,000 trust units at $17.25 per unit, for gross proceeds of $40,020,000 which were
used to partially fund the cash component of the purchase price of six retail properties.
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On November 26, 2004, holders of debentures with a face value of $450,000 exercised their conversion
privileges resulting in the issuance of 26,470 trust units.
During the year ended December 31, 2004, the REIT issued 139,311 trust units at $10.00 per unit,
30,773 trust units at $10.50 per unit, 210,574 trust units at $14.00 per unit and 335,959 trust units at
$15.25 per unit to FirstPro for properties acquired pursuant to development agreements for gross
proceeds of $9,787,637.
During the year ended December 31, 2004, 1,000,000 warrants with an exercise price of $10.50 per
unit were exercised resulting in the issuance of 1,000,000 units for gross proceeds of $10,500,000.
During the year ended December 31, 2004, 221,600 options with an exercise price of $10 per unit
were exercised resulting in the issuance of 221,600 units for gross proceeds of $2,216,000.
During the year ended December 31, 2004, the REIT issued 32,610 trust units pursuant to the
Distribution Reinvestment Plan for gross proceeds of $517,891.

Deferred Unit Plan
Upon approval, the trustees and officers are eligible to participate in a compensation plan under which
deferred units are granted by the Compensation Committee for trustee fees and executive bonuses. Trustees
and officers that participate in the plan must elect to contribute between 60% and 100% of their fees or
bonus to the plan. The REIT will match the amount participants elect to contribute to the plan. The number
of deferred units granted to each participant is determined by dividing two times their elected amount by the
volume weighted average price of the REIT’s units traded on the TSX for the ten days immediately prior to
the date of grant. Deferred units will vest to the participant as follows: 50% on the third anniversary of the
grant; 25% on each of the fourth and fifth anniversaries of the grant, subject to provisions for earlier
vesting under change of control, retirement, death or termination. A deferred unit granted through the plan
entitles the holder, at the holder’s option, to receive on or after the vesting date the equivalent number of
trust units or under certain conditions, the then current fair market value of the units. In addition, the
deferred units will earn additional deferred units for the cash distributions that would have been paid on the
deferred unit if it had been issued as a trust unit on the date of grant assuming the reinvestment of the
distribution into REIT units. The plan is subject to the approval of the trustees and unitholders.
On February 16, 2005, the compensation committee approved the grant of deferred units to trustees
and officers which will result in the issuance of approximately 50,000 deferred units.

Distribution Reinvestment Plan
The REIT, as of the June 2004 distribution, has effected a Distribution Reinvestment Plan for its unit
holders which allows participants to reinvest their monthly cash distributions in additional trust units at an
effective purchase price equal to 97% of the volume weighted average price for the ten business days prior
to the distribution date. During the year ended December 31, 2004, 32,610 trust units have been issued
under the plan for gross proceeds of $517,891.

Weighted Average Number of Units
Net income per unit is calculated using the weighted average number of units outstanding as follows:
Year ended
December 31,
2004

Year ended
December 31,
2003

26,190,956

6,933,559

Unit option plan

147,571

10,626

Warrants

148,666

–

26,487,193

6,944,185

Basic
Effect of dilutive securities:

Diluted

The potential exercise of development agreement options and convertible debentures has not been
included in the calculation of the diluted number of units as these have been determined to be anti-dilutive.
The units approved for grant under the Deferred Unit Plan have not been included in the calculation of
diluted number of units as the plan is subject to approval by unitholders.

43

CALLOWAY REAL ESTATE INVESTMENT TRUST 2004 ANNUAL REPORT

Note 13. UNIT OPTIONS
Unit Option Plan
On October 24, 2002, the REIT adopted a unit option plan for its trustees, officers, employees and
other persons who provide services to the REIT. The maximum number of units issuable upon exercise of
such options currently may not exceed 562,000 units. The number of units issuable under the option plan
may be increased on an annual basis subject to any required regulatory and unitholder approvals. The plan
provides for the granting of options to purchase units of the REIT at not less than the market price at the
time of granting. The vesting terms of any options granted are fixed by the Board of Trustees of the REIT
at the time of grant. An option’s maximum term is five years.
On July 7, 2003, 560,000 unit options were granted to employees and trustees. These options have an
exercise price of $10 per unit and expire July 7, 2008. The trading price at the date of grant was $9.94
per unit. All options granted vested immediately except for 60,000 options vesting January 1, 2004 and
60,000 options vesting January 1, 2005. Options totalling 236,600 were exercised to December 31, 2004
(December 31, 2003 – 15,000). The fair value of these options, using the Black Scholes pricing model,
was not material. Upon approval and implementation of the Deferred Unit Plan, the REIT does not intend
on issuing any further options under this plan.

Development Agreement Options
Pursuant to certain development agreements (see Note 4), FirstPro has the right, at their option, to receive
up to 40% of the proceeds for any new developments in units at purchase prices of $10.00 or $10.50 per unit
(not to exceed 199,975 units and approximately 1,800,000 units respectively). Developments completed in the
year ended December 31, 2004, resulted in the issuance to FirstPro of 139,311 trust units at a price of
$10.00 per unit and 30,773 trust units at a price of $10.50 per unit. The exercised options have not been
considered in the calculation of diluted earnings per unit as the result would have been anti-dilutive. In
addition, as the conditions for issuance have not been met, the remaining options are not considered in the
calculation of diluted earnings per unit.
Pursuant to certain development agreements (see Note 5), Wal-Mart FirstPro Partnership has the
right, at their option, to receive up to 40% of the proceeds for any new developments in units at purchase
prices of $14.00, $15.25 and $17.80 per unit (approximately 1,860,000, 1,150,000 and 345,000 units
respectively). Developments completed in the year ended December 31, 2004, resulted in the issuance to
FirstPro of 210,574 trust units at a price of $14.00 per unit and 335,959 trust units at a price of
$15.25 per unit. These options have not been considered in the calculation of diluted earnings per unit as
the result would have been anti-dilutive. In addition, as the conditions for issuance have not been met, the
remaining options are not considered in the calculation of diluted earnings per unit.

Note 14. WARRANTS
Pursuant to the purchase of properties completed on October 31, 2003, 1,000,000 warrants were issued
to a FirstPro nominee. These warrants allow the vendor to acquire units in the REIT at $10.50 per unit. The
warrants expire October 31, 2008. The fair value of the warrants at the date of the agreement was $97,950
calculated using an average volatility of 13% on the underlying units, an exercise price of $10.50 per unit, a
risk free interest rate of 4%, an expected life of four years and an expected distribution rate of 10.95%.
On April 22, 2004, 462,000 warrants issued to a FirstPro nominee with an exercise price of $10.50 per
unit were exercised resulting in the issuance of 462,000 units for gross proceeds of $4,851,000.
On June 29, 2004, 288,000 warrants issued to a FirstPro nominee with an exercise price of $10.50 per
unit were exercised resulting in the issuance of 288,000 units for gross proceeds of $3,024,000.
On June 29, 2004, 83,500 warrants issued to a FirstPro nominee with an exercise price of $10.50 per
unit were transferred to a trustee and were exercised resulting in the issuance of 83,500 units for gross
proceeds of $876,750.
On September 28, 2004, 166,500 warrants issued to a FirstPro nominee with an exercise price of $10.50
per unit were transferred to a trustee and were exercised resulting in the issuance of 166,500 units for gross
proceeds of $1,748,250.
As at December 31, 2004, no warrants remain outstanding.
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Note 15. RISK MANAGEMENT AND FAIR VALUES
Risk Management
The REIT is exposed to certain financial risks, including interest rates and the credit quality of its
tenants. The REIT manages these risks as follows:

Interest Rate Risk
The majority of the REIT’s debt is financed at fixed rates with maturities staggered over a number of
years, thereby mitigating its exposure to interest rate fluctuations.
A portion of the REIT’s debt is financed at variable rates. From time to time the REIT may enter into
interest rate swap contracts to modify the interest rate profile of its variable rate debt without an
exchange of the underlying principal amount.

Credit Risk
Credit risk arises from the possibility that tenants may experience financial difficulty and be unable to
fulfill their lease commitments. The REIT mitigates this risk of credit loss by ensuring that its tenant mix
is diversified and by limiting its exposure to any one tenant except Wal-Mart Canada Inc. and government
agencies. Further risks arise in the event that borrowers default on the repayment of their mortgages to
the REIT. The REIT endeavours to ensure that adequate security has been provided in support of
mortgages receivable.

Fair Values
The carrying values of accounts receivable, cash and cash equivalents and accounts payable and
accrued liabilities approximates their fair values due to the immediate or short term maturity of these
instruments.
The carrying value of the mortgages and loans receivable, the development loans payable, the revolving
operating facility and the capital lease obligations approximates their fair values as the interest rates are
consistent with the current rates offered by or to the REIT for mortgages or other debt with similar terms.
The estimated fair values of fixed rate mortgages payable are $486,747,075 (December 31, 2003 –
$72,568,506). Fair values are based upon discounted future cash flows using discount rates that reflect
current market rates for mortgages with similar terms and risks. Such fair value estimates are not
necessarily indicative of the amounts the REIT might pay in actual market transactions. Potential
transaction costs have not been considered in estimating fair values.
The estimated fair values of debentures payable is $52,002,932 (December 31, 2003 – $nil). Fair
value is based upon current market rates for similar types of debentures and using the Black Scholes
option pricing model.
The estimated fair value of the interest rate swaps is an obligation of $10,826, and is based on
relevant market prices available. The estimate is not necessarily indicative of the amount that the REIT
might pay in actual market transactions.

Note 16. SUPPLEMENTAL CASH FLOW INFORMATION
Year ended
December 31,
2004

Year ended
December 31,
2003

Interest paid – mortgages and other

$

21,902

$

3,918

Interest paid – debentures

$

2,060

$

–

Interest received

$

2,213

$

231

Portion of income properties acquired through the
assumption of existing mortgages, capital lease obligation,
issuance of units, fair value of options issued and an
increase in accounts payable

$

68,061

$

105,071

Portion of properties under development acquired
through the vendors providing mortgages and an
increase in accounts payable

$

29,021

$

–

Portion of income properties sold by the purchaser’s
assumption of existing mortgages

$

–

$

2,654
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Note 17. RELATED PARTY TRANSACTIONS
As a result of transactions completed on October 31, 2003, a nominee of the FirstPro Group of Companies
(“FirstPro”) became a significant unitholder of the REIT. An officer of FirstPro was a trustee of the REIT
during 2003. In addition, another employee of FirstPro was appointed a trustee of the REIT subsequent to
October 31, 2003.
During the year ended December 31, 2004, the REIT paid fees totalling $1,129,828 (year ended December
31, 2003 – $387,501) to a legal firm in which a trustee is a partner.
During the year ended December 31, 2004, the REIT paid fees totalling $481,475 (year ended December
31, 2003 – $nil) to a trustee for consulting services for public equity offerings.
During the year ended December 31, 2004, the REIT earned interest income totalling $2,220,709 (year
ended December 31, 2003 – $192,000) from FirstPro and another company in which trustees of the REIT
are officers and directors.
During the year ended December 31, 2004, under the terms of property management agreements, the
REIT paid property management fees totalling $1,880,213 (year ended December 31, 2003 – $105,676) to
FirstPro and another company in which trustees of the REIT are officers and directors.
During the year ended December 31, 2004, under the terms of development agreements, the REIT received
opportunity fees, head lease rents and operating recoveries totalling $2,680,721 (year ended December 31,
2003 – $445,034) from FirstPro and Wal-Mart FirstPro Partnership. During the year ended December 31,
2004 fees totalling $1,470,201 (year ended December 31, 2003 – $nil) were paid to FirstPro under the
development and other agreements.
As at December 31, 2004, amounts totalling $174,198 (December 31, 2003 – $32,088) included in
accounts receivable were receivable from related parties and amounts totalling $2,187,368 (December 31,
2003 – $1,526,608) included in accounts payable were payable to related parties.

Note 18. INVESTMENT IN CO-OWNERSHIPS
The REIT’s share of the assets, liabilities, revenue and net income from co-ownership activities is as
follows:
December 31,
2004

December 31,
2003

Assets

$

54,270

$

–

Liabilities

$

31,885

$

–

Year ended
December 31,
2004

Year ended
December 31,
2003

Revenue

$

4,202

$

–

Expenses

$

4,767

$

–

Net income (loss)

$

(565)

$

–

– operating activities

$

869

$

–

– financing activities

$

1,617

$

–

– investing activities

$

(23,719)

$

–

Cash provided by (used in):

The REIT is contingently liable for certain joint venture obligations of its co-venturers in the joint
ventures. Management estimates that the assets of the joint ventures are sufficient for the purpose of
satisfying such obligations.
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Note 19. SEGMENTED DISCLOSURES
The REIT owns, develops, manages and operates income properties located in Canada. Management, in
measuring the REIT’s performance, does not distinguish or group its operations on a geographical or any
other basis. Accordingly, the REIT has a single reportable segment for disclosure purposes in accordance with
Canadian generally accepted accounting principles.
The REIT’s major tenant is Wal-Mart Canada Inc., accounting for 32.17% of the REIT’s December 2004
rental revenue (December 2003 – 10.25%).

Note 20. ASSETS HELD FOR SALE AND DISCONTINUED OPERATIONS
During the year ended December 31, 2004, the REIT approved the plan and initiated the program to
dispose of Holland Cross, a 272,550 square foot office property in Ottawa, and Century Park Place, a
75,675 square foot office property in Calgary. The disposals were undertaken by the REIT to continue its
focus on retail properties and were completed in January 2005. As a result, the cost of these properties was
allocated to properties held for sale and the results of operations reclassified to discontinued operations.
The following are the assets and liabilities of the properties held for sale at December 31, 2004:
Assets

Income properties

$

Deferred leasing costs

54,210
906

Deferred financing costs

10

Prepaid expenses and deposits

2
55,128

Liabilities

Mortgages payable

23,068

Net assets from discontinued operations

$

32,060

The operating results of these properties for 2004 and 2003 have been reclassified as discontinued operations.
Year ended
December 31,
2004

Year ended
December 31,
2003

$

$

Revenues

Rentals from income properties

9,549

9,906

Expenses
Property operating costs

4,616

4,590

Interest – mortgages

1,878

1,932

941

365

85

24

5

5

7,525

6,916

Amortization of income properties tangible components
Amortization of deferred leasing costs
Amortization of deferred financing costs

Net income from discontinued operations

$

2,024

$

2,990
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Note 21. COMMITMENTS AND CONTINGENCIES
The REIT has entered into development agreements as disclosed in Note 4 and 5. The estimated potential
commitments payable under the agreements total $163,406,589.
The REIT has entered into agreements with FirstPro in which the REIT will lend monies to FirstPro as
disclosed in Note 6. The estimated remaining amounts to be provided under the agreements total $7,062,078.
One of the REIT’s income properties is subject to a land lease requiring annual lease payments of
$205,000. The annual lease payment increases to $220,000 in 2007. The lease expires November 2011 and
the REIT has an option to extend for a further 10 years.
Letters of credit totalling $4,831,865 has been issued on behalf of the REIT by the REIT’s bank as
security for mortgages and for maintenance obligations to municipal authorities.
The REIT indemnifies its trustees and officers against any and all claims or losses reasonably incurred in
the performance of their services to the REIT to the extent permitted by law.
The REIT, in the normal course of operations, is subject to a variety of legal and other claims against the
REIT. Management and the REIT’s legal counsel evaluate all claims on their apparent merits and accrue
management’s best estimate of the likely cost to satisfy such claims. Management believes that the outcome of
legal and other claims filed against the REIT will not have a significant impact on the REIT’s financial
position, operations or cash flow.

Note 22. SUBSEQUENT EVENTS
During January 2005, the REIT completed the sale of the Holland Cross and Century Park Place office
buildings for gross proceeds of $69,250,000 resulting in gain from sale of approximately $12,500,000. The
purchaser of Holland Cross assumed a mortgage of $23,000,000 and the mortgage on Century Park Place
was transferred to another property.
During January 2005, the REIT completed the acquisition of a retail property in Montreal for a cost of
$9,397,870. The purchase price was paid in cash.
On February 11, 2005, the REIT completed the acquisition of a retail property in Sarnia for a cost of
$13,350,000. The purchase price (net of adjustments) was satisfied by assumption of existing mortgage of
$7,978,889 and by the payment of the balance in cash.
On October 13, 2004, the REIT entered into agreements to purchase interests in fourteen retail properties
from Wal-Mart FirstPro Partnership. The first six properties closed November 30, 2004 and the second eight
properties are expected to close in the first quarter of 2005. The purchase price of the eight properties will be
approximately $230,000,000 including acquisition and financing costs of approximately $1,573,000. The
properties comprise approximately 1,497,691 net square feet of leased area of which approximately 718,389
net square feet is leased to Wal-Mart, and include adjacent lands with the potential for future development of
approximately 177,682 net square feet. The cost of the properties will be satisfied as follows: by obtaining first
mortgage financing of approximately $155,210,000; by way of vendor take back mortgage of approximately
$5,998,000; and by payment of the balance in cash. The REIT intends to fund the cash component by issuance
of additional units of the REIT and from advances under the revolving operating facilities.
On February 3, 2005, the REIT entered into an agreement to sell 1000 Waverley, 110 Lowson Crescent
and 1300 Church Avenue, three industrial properties located in Winnipeg. It is expected that the proceeds will
be settled by the purchaser assuming mortgages on each property totalling approximately $5,263,000 and the
remainder in cash. This agreement is subject to typical due diligence by the purchaser and approval by the
purchaser’s board of directors. Proceeds of disposition and gain on sale cannot be determined until completion
of the due diligence and closing of the transaction. The transaction is expected to be completed by May 2005.
On February 23, 2005, the REIT entered into an agreement to sell Collingwood Plaza, a retail property
located in Calgary. It is expected that the proceeds will be settled by the purchaser paying cash. Proceeds of
disposition and gain on sale cannot be determined until completion of the closing of the transaction. The
transaction is expected to be completed by April 2005.
On February 24, 2005, the REIT issued 3,101,000 subscription receipts at a price of $19.35 per
subscription receipt for gross proceeds of $60,004,350. The proceeds will be used to partially fund the cash
component of the acquisition of the eight properties from Wal-Mart FirstPro Partnership. Each subscription
receipt will entitle the holder to receive one unit of Calloway upon closing of the acquisition.
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