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ASSETS

Rental properties (Note 4) $ 216,711 $ 153,744
Deferred expenses (Note 5) 12,011 1,749
Other assets (Note 6) 7,608 1,271
Cash 305

$ 236,330 $ 157,069

LIABILITIES

Mortgages payable (Note 7) $ 121,759 $ 82,096
Bank indebtedness (Note 7) 4,753
Accounts payable and other liabilites (Note 8) 9,762 6,387

~)utionspayable 978 653

137,252 89,136

.!:!!:!!!.HOLDERS' EQUITY (Note 9) 99,078 67,933

$ 236,330 $ 157,069

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

ALLIED PROPERTIES REAL ESTATE INVESTMENT TRUST
BALANCE SHEET

- June 30, 2004
(Unaudited)

December 31,
2003

(Audited)-
(in thc)usands)

Approved by the Board of Trustees

"Gordon Cunningham"
Gordon Cunningham
Trustee

"Michael R. Emory"
Michael R. Emory
Trustee
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Cumulative Cumulative Cumulative Net Cumulative
Capital Issue Cost Income Distributions Total

Unitholders' equity, December 31, 2003 $ 72,229 $ (4,862) $ 6,434 $ (5,868) $ 67,933

Net earnings 3,621 3,621
Distributions (4,634) (4,634)
Public offering 32,190 (1,841) 30,349
Distribution reinvestment plan 332 332
Unit options plan - options exercised 1,405 1,405
Long-term incentive plan (Note 12) 97 (25) 72

~ders'equity, June 30, 2004 $ 106,253 $ (6,728) $ 10,055 $ (10,502) $ 99,078

ALLIED PROPERTIES REAL ESTATE INVESTMENT TRUST
STATI:MENT OF UNITHOLDERS' EQUITY

(in thousands, except for unit amounts)

The accompanying notes are an integral part of these financial statements.
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ALLIED PROPERTIES REAL ESTATE INVESTMENT TRUST
STATEMENT OF EARNINGS

(in thousands, except per unit amounts)

Six Months From February
Three Months Ended Three Months Ended EndedJune 30, 19,2003 to June

June 30,2004 June 30, 2003 2004 30,2003

(Unaudited) (Unaudited) (Unaudited) (Unaudited)

Rental revenue $ 7,933 $ 4,989 $ 14,712 $ 7,347

Operating costs 2,656 1,579 4,995 2,417
Amortization of rental properties 1,001 224 1,840 323

~'3tionof deferred expenses 353 10 455 13

Operating income from rental properties 3,923 3,176 7,422 4,594

Financing expense 1,618 1,060 2,923 1,525
~penses 527 339 878 472

~\ings $ 1,778 $ 1,777 $ 3,621 $ 2,597

Net earnings per unit
Basic $ 0.212 $ 0.293 $ 0.466 $ 0.429
Fully diluted $ 0.211 $ 0.293 $ 0.463 $ 0.429

Weighted average number of units (Note 10)
Basic
Fully diluted

8,395,633
8,427,322

6,066,839
6,066,839

7,766,899
7,818,355

6,059,835
6,059,835

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

3

--



ALLIED PROPERTIES REAL ESTATE INVESTMENT TRUST
STATEMENT OF CASH FLOWS

(in thousands)
Six Months FromFebruary

ThreeMonthsEnded ThreeMonthsEnded EndedJune30, 19, 2003 to June
June 30, 2004 June 30, 2003 2004 30, 2003
(Unaudited) (Unaudited) (Unaudited) (Unaudited)

CASH PROVIDED BY (USED IN):
Operating activities
Net earnings $ 1,778 $ 1,777 $ 3,621 $ 2,597
Items not affecting cash

Amortization, rental properties 1,001 224 1,840 323
Amortization, deferred expenses 353 10 455 13
Step rent adjustments (361) (674)
Mark to market rent adjustments (34) (87)
Amortization, premium on assumed mortgages payable (120) (100) (228) (148)

~stbenefit granted under long-term incentive plan 63 63

2,680 1,911 4,990 2,785

~gein other non-cash operating items 214 (1,747) 293 (835)

Cash frc,m operating activities 2,894 164 5,283 1,950

Investing activities
Net assets acquired (Note 2) (62,920) (67,738) (46,538)
Capital expenditures, rental properties (770) (122) (1,300) (141)

~leasingcosts (680) (73) (966) (73)

Cash used in investing activities (64,370) (195) (70,004) (46,752)

Financing Activities
Repaymlmt of mortgages payable (585) (412) (1,068) (559)
Proceeds from new mortgages payable 33,534 33,534
Deferred financing costs (437) (33) (589) (143)
Distributions (2,186) (1,521) (3,977) (1,521)
Proceeds of initial public offering of units (net of issue costs) 45,593
Proceeds of public offering (net of issue costs) 30,349 30,349
Proceeds from exercise of unit options 108 1,405
Proceeds from units issued under the LTIP (net of issue costs) 9 9

~)vided (used in) by financing activities 60,792 (1,966) 59,663 43,370

Increase (decrease) in cash and cash equivalents (684) (1,997) (5,058) (1,432)

Cash and cash equivalents (bank indebtedness),
beginning of period (4,069) 565 305

~dcash equivalents (bank Indebtedness), end of period $ (4,753) $ (1,432) $ (4,753) $ (1,432)

Other cash flow information- $ $ $ $ 1,576Interest paid 1,707 1,192 3,163

Supplemental disclosure of non-cash activities

Units issued pursuant to the distribution reinvestment plan $ 164 $ $ 332 $

The accompanying notes are an integral part of these financial statements.
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AL.LlED PROPERTIES REAL ESTATE INVESTMENT TRUST
NOTES TO FINANCIAL STATEMENTS
(In thousands of dollars except per unit and unit amounts)
June 30, 2004
(Unaudited)

1. The Trust

Allied Properties Real Estate Investment Trust (the "REIT") is an unincorporated closed-end real estate
investment trust created pursuant to the Declaration of Trust dated October 25, 2002, subsequently
amended and restated on February 6, 2003. The REIT is governed by the laws of the Province of Ontario
and began operations on February 19, 2003. The units of the Trust are traded on the Toronto Stock
Exchange.

These financial statements present the financial position of the REIT as at June 30, 2004 and the results
of operations and cash flow for the six months ended June 30, 2004 and the quarter ended June 30,
2004.

2. Acquisitions

Net assets with respect to four rental properties acquired were as follows (using the purchase method of
aCGounting):

Rental properties
Acquisition costs, including land transfer taxes
Other assets
Fair value of in-place leases
Fair value of above-market leases
Fair value of below-market leases
Fair value of tenant relationships
Mortgages payable
Accounts payable and accrued liabilities

Three Months
Ended

June 30, 2004
$54,250

1,325
175

4,719
4,257
(367)
4,149

(4,565)

~
$62,920

Six Months
Ended

June 30, 2004
$61,997

1,510
175

5,013
4,294
(815)
4,149

(7,425)
(1,160 )

$67,738.J22sh consideration paid for the net assets acquired

3. Summary of Significant Accounting Policies

(a) Basis of presentation

The REIT's financial statements have been prepared in accordance with Canadian generally accepted
accounting principles and are also in accordance with the recommendations of the Canadian Institute of
Public and Private Real Estate Companies, of which the REIT is a member. These unaudited interim
financial statements have been prepared by management using policies and practices consistent with
those presented in the 2003 audited financial statements, except for amortization of rental properties and
revenue recognition as more fully described in Notes 3 (d) and 3 (f), respectively. These interim financial
statements should be read in conjunction with the REIT's audited financial statements together with notes
for the period ended December 31,2003.
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(b) Use of estimates

Tbe preparation of financial statements in conformity with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting periods. Actual
results could differ from those estimates.

(c) Cash and cash equivalents

Cash and cash equivalents include cash on hand, balances with banks and short term deposits with
original maturities of three months or less.

(d) Rental properties

Remtal properties include land, buildings, improvements and acquisition costs that are capitalized as part
of the cost of rental properties.

Rental properties are stated at the lower of cost less accumulated amortization and net recoverable
amounts. The net recoverable amount represents the undiscounted estimated future cash flow expected
to be received from the ongoing use of the properties together with the residual value of the properties.

Effective January 1, 2004, amortization on buildings is recorded on the straight-line basis over the useful
life of the buildings. The REIT adopted prospective application of this policy. Prior to January 1, 2004,
amortization on buildings was recorded on the sinking fund method to fully amortize the cost of the
buildings over 40 years. The impact of this change in accounting policy was an increase to amortization
on buildings of $1,216 for the six months ended June 30, 2004 and $672 for the three months ended
June 30, 2004.

Upon the acquisition of rental properties, the REIT evaluates all in-place tenant lease agreements to
determine if the leases are at, below or above market rates. If a lease is determined to be above or below
market rates, a corresponding asset or liability is recorded and amortized into income over the life of the
lease. Also at the time of acquisition, an asset representing the fair value of the costs of the leasing
commissions and tenant inducements that the REIT would have otherwise incurred if it had originated
eaGh lease agreement acquired is recorded and amortized over the lease's remaining life. Furthermore,
an asset representing the fair value, if any, of the relationship with a customer or tenant is created upon
the acquisition of the property. The REIT adopted prospective application of this policy with respect to
acquisitions of rental properties that were initiated after September 12, 2003.

(e) Distribution Reinvestment Plan (DRIP)

The REIT has instituted a DRIP whereby Canadian unitholders may elect to have their distributions
automatically reinvested in additional units. Unitholders who so elect will receive a further distribution of
units equal in value to 5% of each distribution that was reinvested. No commissions, service charges or
brokerage fees are payable by participants in connection with the DRIP.

(f) Revenue recognition

Rental revenue includes rents from tenants under leases, property tax and operating cost recoveries,
parking income and incidental income. Effective January 1, 2004, rental revenue with respect to rents
from tenants under leases is recognized ratably over the term of the lease. The REIT adopted prospective
application of this policy. Prior to January 1, 2004, rental revenue with respect to rents from tenants under
leases was recognized based on contractual rents for the period. The impact of this change in accounting
policy was an increase in rental revenue of $674 for the six months ended June 30, 2004 and $361 for
the three months ended June 30, 2004.
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(g) Unit-based compensation plan

Effective January 1, 2004, pursuant to amendments made to Handbook section 3870, the REIT
commenced accounting for employee unit-based options by measuring the compensation cost for options
granted on or after January 1, 2002 under the fair value-based method using a Black-Scholes option
pricing model. The amended recommendations were adopted on a retroactive basis, and the impact to
earnings was not material.

(h) Per unit calculations

Basic net income per unit is calculated by dividing net income by the weighted average number of units
outstanding for the period. The calculations of net income per unit on a diluted basis consider the
potential exercise of outstanding unit purchase options, if dilutive, and are calculated using the treasury
stock method.

4. Rental Properties

Land
Building, improvements and
other costs

$ 34,511
184,828

$
(2,628)

$ 34,511
182,200

Net Carrying
Amount

December 31,
2003

(AuditedL
$ 24,187

129,557

Cost Accumulated
Amortization

Net Carrying
Amount

June 30, 2004
(Unaudited)

$ 219,339 $ (2,628) $216,711 $ 153,744

5. Deferred expenses

Deferred expenses consist of costs incurred by the REIT, net of amortization of $558, with respect to
obtaining debt financing, leasing costs incurred, the fair value attributed to in-place leases acquired and
the fair value attributed to customer relationships with respect to a rental property acquisition.
Amortization is recorded on a straight-line basis over the term of the respective credit facility and over the
remaining term of the respective leases to which the costs or fair value relate.

6. Other Assets

Other assets of $7,608 consist of above-market rents of leases acquired through rental property
acquisition of $4,355 accounts receivable of $748, prepaid expenses of $333 and escrow accounts held
by mortgagees of $2,172.

7. Mortgages Payable and Bank Indebtedness

Substantially all of the REIT's assets have been pledged as security under the mortgages and other
security agreements. Interest rates on the mortgages payable are between 5.20% and 8.10% with a
weighted average of 6.72% (December 31,2003 - 7.09%).

Mortgages payable at June 30,2004 are due as follows:
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Principal Balance due Total
Repayments at Maturity

$1,453 $3,682 $5,135
3,002 1,850 4,852
2,710 9,931 12,641
3,078 19,403 22,481
1,968 14,404 16,372

10,604 48,409 59,013

$22,815 $97,677 $120,494
1,265

$121,759

Year ended December 31,2004
Year ended December 31,2005
Year ended December 31, 2006
Year ended December 31,2007
Year ended December 31, 2008
Thereafter

.£'remium on assumed mortgages (net of amortization)

The REIT has a $5,000 revolving credit facility (the "Acquisition Credit Facility") with a Canadian chartered
bank, which matures February 28, 2006 and bears interest at bank prime rate plus 1.0%, which is
secured by second and third mortgage charges on three rental properties. At June 30, 2004 the amount
outstanding under the credit facility was $50.

The REIT has a $15,000 revolving credit facility with another Canadian chartered bank, which matures
May 31,2006 and bears interest at bank prime rate plus 1.0%. Security for the facility consists of first and
second mortgage charges on six rental properties and security agreements covering assignment of rents
and personal property with respect to the six properties. At June 30, 2004 the amount outstanding under
the credit facility was $4,703.

8. Accounts payable and other liabilities

Accounts payables and other liabilities consist of:

General operating payables and tenant deposits
Below market rents of leases acquired through rental property
acquisition (net of above market rents)

~crued interest on mortgages payable

$7,599

1,673
490

$9,762

9. Unitholders' Equity

Thl~ REIT is authorized to issue an unlimited number of trust units, each of which represents a
unitholder's proportionate undivided beneficial interest in the REIT. No unitholder has or is deemed to
have any right of ownership in any of the assets of the REIT.

On May 27, 2004, the REIT issued 2.9 million voting units at $11.10 per unit pursuant to a public offering
(thl~ "Offering"), resulting in gross proceeds of $32,190. Costs relating to the Offering, including
underwriters' fees, were $1,841.
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Three Months Six Months
Ended Ended

June 30, 2004 June 30, 2004

8,395,633 7,766,899

29,271 50,247
2,418 1,209

8,427,322 7,818,355

The number of units issued and outstanding is as follows:

Units

Units outstanding, December 31, 2003
Units issued pursuant to Unit Option Plan (Note 11)
Units issued under the Dividend Reinvestment Plan
Units issued pursuant to the Offering
Units issued pursuant to the Long Term Incentive Plan (Note 12)

7,120,279
140,500
28,466

2,900,000
110,000

Units outstanding, June 30, 2004 10,299,245

10. Net Earnings Per Unit

The weighted average units outstanding of the purposes of calculating net earnings per unit are
as follows:

Basic

Dilutive - unit option plan
~utive - long-term incentive plan

~lIy dilutive

11. Unit Option Plan

Thl9 REITadopteda Unit Option Plan providingfor the issuance,from time to time, at the discretionof the
trustees, of options to purchase Units for cash. Participation in the Unit Option Plan is restricted to the
trustees and the officers of the REIT. The Unit Option Plan complies with the requirements of the Toronto
Stock Exchange. The exercise price of any option granted will not be less than the closing market price of
the units on the day preceding the date of grant. The options may have a maximum term of ten years
from the date of grant. The maximum number of Units reserved for issuance pursuant to the Unit Option
Plan is 345,000 units.

On February 20, 2003, 345,000 options were granted to trustees and officers with an exercise price of
$10.00 and expiring on February 19, 2008. 115,000 options vested on each of February 20, 2003 and
February 20, 2004 and 115,000 options vest on February 20, 2005.

A summary of the status of the Unit Option Plan is as follows:
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Units Weighted Average
Exercise Price

345,000 $10.00

140,500 $10.00

204,500 $10.00

89,500 $10.00

Options

Q.utstanding as at December 31,2003

.,Eercised during the period ended June 30, 2004

-.Qranted and outstanding as at June 30,2004

...Qptions exercisable as at June 30,2004

12. Long-term incentive plan

Officers and trustees of the REIT have been granted the right to participate in a LTIP, whereby the
participants may subscribe for units for a purchase price equal to the weighted average trading price of
the units for five trading days preceding the date of the grant. The purchase price is payable ("installment
loan receivable"), over a term not exceeding 10 years, bears 3% interest on any outstanding balance and
has full recourse to the participant. The units issued under the LTIP are held by a custodian for the benefit
of the Participants, until the purchase price has been paid in full. Cash distributions paid in respect of the
units issued under the LTIP are applied to the installment loan receivable.

An aggregate of 259,300 units are reserved for issuance, pursuant to the LTIP and during the quarter and
the~six month period ended June 30, 2004 110,000 Units were issued at a purchase price of $11.30 per
unit.

The fair value of the LTIP, is the estimated present value of the 1.5% imputed interest benefit and an
assumed market rate of return of 4.5%, over an estimated expected term of five years. For the quarter
and six month period ended June 30, 2004, compensation cost of $63, attributable to the LTIP, was
charged against earnings with a corresponding amount included in unitholders' equity as units issued.
The LTIP installment loans receivable are recognized as deductions from units issued. Distributions
received under the LTIP are charged to unitholders' equity while interest received under the LTIP is
credited to distributions.

110,000 units issued under the LTIP at $11.30
LTIP installment loans receivable
Cash received

...f2mpensation cost

$1,243
1,209

34
63

$97

The REIT incurred costs of $25 in connection with the LTIP which is included in unit issue costs.

13. Income taxes

The~ REIT is taxed as a "Mutual Fund Trust" for income tax purposes. The REIT is required by its
Declaration of Trust to distribute or designate all of its taxable income to unitholders and to deduct such
distributions or designation for income tax purposes. Accordingly, no provision for income taxes has been
made. Income tax obligations relating to distributions of the REIT are the obligations of the unitholders.
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14. Financial instruments

The fair value of the REIT's financial assets and liabilities with current maturities approximate their
recorded values as at June 30, 2004. The fair value of the mortgages payable as at December 31, 2003
was $83,735.

In the normal course of its business, the REIT is exposed to a number of financial risks that can affect its
operating performance. These risks and the actions taken to manage them are noted below. The REIT
does not have foreign exchange risks as it holds only Canadian dollar denominated assets and liabilities.

(a) Interest Rate Risk

All of the REIT's mortgages payable at June 30, 2004 are at fixed interest rates and are not exposed to
changes in interest rates. Bank indebtedness is at floating rate interest rates and is exposed to changes
in interest rates. As fixed rate debt matures and as the REIT utilizes additional floating rate debt under the
revolving credit facilities, the REIT will be further exposed to changes in interest rates. As part of its risk
management program, The REIT endeavors to maintain an appropriate mix of fixed rate and floating rate
debt and to stagger the maturities of its debt.

(b) Credit Risk

Credit risk arises from the possibility that tenants may experience financial difficulty and be unable to fulfill
their lease commitments. The REIT's credit risk is limited to the recorded amount of tenant receivables.

The REIT does not acquire, hold or issue derivative financial instruments for hedging or trading purposes.

15. Segmented disclosure

Substantially all of the REIT's assets are in, and its revenue is derived from, the downtown Toronto office
market.

16" Commitments and Contingencies

The REIT has entered into commitments for building renovations, leasing commissions and tenant
inducements with respect to leasing activities. The commitments as at June 30, 2004 were $1,422.

17. Related Party Transactions

(a) Property Management Agreement

Pursuant to the Property Management Agreement entered into by the REIT, Allied Canadian Corporation
("Allied Properties") has been appointed as the property manager for the rental properties owned by the
REIT. For its services as property manager, it is paid an annual fee equal to 4% of the gross revenues, is
entitled to recover the cost incurred by it in substituting on-site managers at rental properties, the costs of
its maintenance staff to perform regular maintenance at the rental properties and its out-of pocket
expenses related to services provided. Amounts paid and included in rental operating cost during the six
month period ended June 30, 2004 and the quarter ended June 30, 2004 were $921 and $483,
respectively.

Pursuant to the Property Management Agreement, Allied Properties is entitled to a leasing fee. The fee is
payable upon tenants having executed and delivered signed leases. Amounts paid and included in
deferred expenses during the six month period ended June 30, 2004 and the quarter ended June 30,
2004 were $102 and $66, respectively.

11



Related Party Nature of Revenue For the Six For the Three
Month Period Months Ended

Ended June 30, June 30, 2004
2004

Vendors of properties Bridge Covenants $ 34 $34
~ndorsof properties Head Lease 166 83

$200 $ 117

Pursuant to the Property Management Agreement, Allied Properties is entitled to a project management
fee based on customary market fees for project management services in connection with renovations,
construction and reconstruction work on the rental properties. Amounts paid and included in rental
properties during the six month period ended June 30, 2004 and the quarter ended June 30, 2004 were
$67 and $43, respectively.

Pursuant to the Property Management Agreement, Allied Properties is to provide the REIT a fully
equipped office and support staff and is entitled to recover its cost from the REIT. Amounts paid and
inGluded in trust expenses during the six month period ended June 30, 2004 and the quarter ended June
30, 2004 were $33 and $16, respectively.

InGluded in accounts payable and other liabilities is an amount of $14. related to the above noted
services. Included in commitments and contingencies is an amount of $27. related to the above noted
services.

These transactions are in the normal course of operations and were measured at the exchange amount
agreed upon by the parties.

(b) Rental revenues

Rental revenues included amounts received from related parties for the period ended June 30, 2004:

Bridge Covenants:

Certain vendors of the rental properties provided bridge covenants (collectively the "Bridge Covenants")
to the REIT in respect of certain office space leased to third party, non related tenants. These Bridge
Covenants provide the REIT with an income stream to coincide with rent-free periods that the vendors
provided to the tenants, prior to the REIT acquiring the rental properties. These vendors are under
common control of certain trustees of the REIT.

Head Lease:

Certain vendors entered into a lease dated February 20,2003 for 16,686 square feet of office space for a
five year term, expiring on February 19, 2008, (the "Head Lease"). The Head Lease has been amended
such that the term with respect to 2,747 square feet expired on May 31,2004 and the term with respect to
5,596 square feet will expire on July 31, 2004. The REIT has entered into lease agreements with new
tenants for the 2,747 square feet and the 5,596 square feet for terms, which expire subsequent to
February 20, 2008. The obligations of the vendors under the Head Lease are secured by cash of $731,
which is held in an escrow account by Allied Properties. These vendors are under common control of
certain trustees of the REIT.
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18. Subsequent Events

On August 3, 2004 the REIT closed a new $7,540 mortgage loan. The mortgage loan is secured by 41 to
53 Fraser Avenue and 8 Pardee Avenue, Toronto, bears interest at 6.55%, and matures on August 31,
2014.

At maturity on August 3, 2004, the REIT repaid a mortgage loan of $3,682 which was secured by 388
King Street West, Toronto. The interest rate on this mortgage loan was 7.41%.
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