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AUDITOR’S REPORT

To the Shareholder of Gainers Inc.

I have audited the consolidated balance sheet of Gainers Inc. as at September 30, 2004 and the consolidated

statements of operations and deficit and cash flows for the year then ended.  These financial statements are the

responsibility of the company’s management.  My responsibility is to express an opinion on these financial

statements based on my audit.

I conducted my audit in accordance with Canadian generally accepted auditing standards.  Those standards

require that I 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 my opinion, these consolidated financial statements present fairly, in all material respects, the financial position

of the company as at September 30, 2004 and the results of its operations and its cash flows for the year then

ended in accordance with Canadian generally accepted accounting principles.

[Original Signed]
Edmonton, Alberta Fred J. Dunn, FCA

May 20, 2005 Auditor General
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GAINERS INC.

CONSOLIDATED BALANCE SHEET
As at September 30, 2004 (thousands)

Approved by the Board of Directors

Dan Harrington

CONSOLIDATED STATEMENT OF OPERATIONS AND DEFICIT
For the Year Ended September 30, 2004 (thousands)

The accompanying notes are part of these consolidated financial statements.

2004 2003

ASSETS
Cash 2$              2$              
Investment in and amount due from former affiliate (Note 2) - -

2$              2$              

LIABILITIES
Accounts payable and accrued liabilities 211            228            
Principal and interest on prior years' income taxes (Note 3) 9,854         9,231         
Long-term debt (Note 4) 192,837     192,815     

202,902     202,274     

SHAREHOLDER'S DEFICIENCY
Share capital (Note 6) 1                1                
Deficit (202,901)    (217,275)    
Contributed surplus (Note 7) -                 15,002       

(202,900)    (202,272)    
2$              2$              

2004 2003
Expenses

Interest on prior years' income taxes 623$          624$          
General and administrative 5                11              

Net loss for the year (628)           (635)           
Deficit - beginning of year (217,275)    (216,640)    

(217,903)    (217,275)    
Transfer of contributed surplus (Note 7) 15,002 -                 
Deficit - end of year (202,901)$  (217,275)$  
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GAINERS INC.

CONSOLIDATED STATEMENT OF CASH FLOWS
For the Year Ended September 30, 2004 (thousands)

The accompanying notes are part of these consolidated financial statements.

2004 2003
Cash provided by (used in)
Operating activities

Net loss for the year (628)$      (635)$      
Net change in non-cash working capital items 606         618         

(22)          (17)          
Financing activities

Proceeds from long-term debt 22           17           
Change in cash -              -              
Cash, beginning of year 2             2             
Cash, end of year 2$           2$           
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GAINERS INC.

NOTES TO THE  CONSOLIDATED FINANCIAL
STATEMENTS
September 30, 2004 (thousands)

NOTE 1 BASIS OF PRESENTATION

These financial statements have been prepared by management in accordance with accounting principles
generally accepted in Canada.  Because the precise determination of many assets, liabilities, revenues and
expenses are dependent on future events, the preparation of financial statements for a period necessarily
includes the use of estimates and approximations which have been made using careful judgement.  Actual
results could differ from those estimates.  These financial statements have, in management's opinion, been
properly prepared within reasonable limits of materiality and within the framework of the accounting policies
summarized below.

The consolidated financial statements of the company include the accounts of Gainers Inc.  and its wholly
owned subsidiary companies: Gainers Properties Inc. (GPI) and MPF Note Inc., collectively the "company".

Through September 25, 1993, the company operated on a going-concern basis, which contemplated the
realization of assets and discharge of liabilities in the normal course of business.  Events since that date have
resulted in the discontinuance of all ongoing business.  The company has disposed of its non-monetary assets,
with the exception of its investment in Pocklington Corp. Inc. described below.  The company is waiting for the
determination or settlement of remaining lawsuits before its dissolution.

Any repayment of the long-term debt by the company is expected by management to be immaterial.

NOTE 2 INVESTMENT IN AND AMOUNTS DUE FROM FORMER AFFILIATES

The investment, which has been written down to $nil value, comprises 77,500 Class A preferred shares of
Pocklington Corp. Inc. with a par value of, and which are redeemable at, US $100 per share and which carry
annual non-cumulative dividends of US $11 per share.  In November 1989, a demand for redemption of the
shares was made by Gainers Inc. and an action was commenced against Mr. Pocklington arising from this
investment, seeking by way of damages the monies invested together with interest thereon.  Mr. Pocklington
has counterclaimed seeking statutory indemnification as a director for his actions.  Management believes that
this counterclaim is without merit.

Advances to the former affiliate, Pocklington Financial Corporation (formerly Pocklington Holdings Inc.), which
are recorded at $nil value, are non-interest bearing and have no specific terms of repayment.  In January 1990,
Gainers Inc. made demand on and brought an action against Pocklington Financial Corporation to recover the
advances.  In December 1995, a judgment was rendered and collected in favour of Gainers Inc. in the amount
of $770.  This amount has been recovered by the company from Pocklington Financial Corporation.  This
amount was subject to the secured claim of the Province as described in Note 4 and was subsequently
remitted to the Province of Alberta ("Alberta").  Gainers Inc. appealed this decision to the Alberta Court of
Appeal and was successful on all issues.  The Court of Appeal ordered that a new calculation of the amount to
be repaid be made by the Court of Queen's Bench.  Gainers Inc. has not taken further steps as Pocklington
Financial Corporation is bankrupt.
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NOTE 2 (continued)

On August 8, 1989, Gainers Inc. acquired the shares of 350151 Alberta Ltd. (350151) for $100 cash.  On
October 4, 1989, Gainers Inc., at the direction of the former owner, sold the shares of 350151 to Pocklington
Holdings Inc. for $100 cash.  Alberta filed a claim to have the sale reversed.  The accounts of 350151 are not
included in these financial statements.  In December 1995, a judgment as to the ownership of the shares was
rendered in favour of Pocklington Financial Corporation.  Alberta appealed this decision, and on November 21,
2000 the Alberta Court of Appeal reversed the 1995 judgment.  The Court of Appeal has held that the purported
sale of the shares of 350151 to Pocklington Holdings Inc. on October 4, 1989 was a breach of the Master
Agreement (Note 4) and awarded $4,700 in damages plus trial and appeal costs of Alberta against Mr.
Pocklington.  This judgement was subsequently paid from realizing on collateral security held for the debt.

NOTE 3 INCOME TAXES

The prior years' liability for income taxes plus accrued interest is an unsecured debt.  The long-term debt owed
to Alberta is a secured debt and thus ranks in priority.  It is considered highly unlikely that the company will be
able to settle this liability for income taxes and interest as the amount owing to Alberta exceeds the amount,
which is reasonably expected to be recovered from the remaining assets of the company.

The company has capital and non-capital income tax losses available for carry forward to reduce taxable
income of future years.  The amount of capital losses available for carry forward is $54,491.  The amount of
non-capital losses available for carry forward is $2,186.  These non-capital losses expire as follows:

GAINERS INC.

2005 1,983$       
2006 100            
2007 32              
2008 38              
2009 17              
2010 11              
2011 5                

2,186$       
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GAINERS INC.

NOTE 4 LONG-TERM DEBT

The fair value of the long-term debt is dependent on outcomes from claims filed by or against Gainers Inc.  Due
to the uncertainty of these items, the fair value as at September 30, 2004 is estimated to be $nil.

Province of Alberta

On September 25, 1987, Gainers Inc. and GPI entered into the Master Agreement with Alberta, which provided
for a term loan facility and a loan guarantee.  Pursuant to the Master Agreement, Gainers Inc. and GPI granted
securities to 369413 Alberta Ltd. (Nominee) which holds the securities and loans, as later described in this Note,
in trust for Alberta.  A number of events of default, which still continue, occurred during 1989, resulting in the
long-term debt and liability to Alberta becoming due and payable.  Alberta acted on its security and, on October
6, 1989, took control of Gainers Inc.'s issued and outstanding shares, which previously were controlled by Mr.
Pocklington.

On October 6, 1989, operating loans of $20,979 and, a term loan of US $8,749 were purchased, transferred and
assigned to the Nominee.  In addition, Alberta has made payments since October 6, 1989 under the guarantee
to cover principal and interest payments due, including the purchase in December 1993 of the balance due
under the promissory note made by GPI to Yasuda Mutual Life Assurance Company.

Interest

The interest on the loans and other indebtedness owing to Alberta has not been paid in accordance with the
terms of the indebtedness.  Effective February 5, 1994, Alberta declared all indebtedness owing by the company
to Alberta to be non-interest bearing from the later of February 5, 1994 and the date the indebtedness to the
Province of Alberta was incurred.

2004 2003

Province of Alberta
Term loan 6,000$         6,000$         
Assignment of prior operating loans from previous banker

Term bank loan (US $8,749) 11,567         11,567         
Operating loan 20,979         20,979         

Advances under guarantee for principal and interest payments 31,947         31,947         
Promissory note 42,846         42,846         
Advance to facilitate sale 13,000         13,000         
Advances under guarantee and indemnity for operating line 18,469         18,469         
Default costs and guarantee fees 13,538         13,516         
Accrued interest 34,491         34,491         

192,837$     192,815$     
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GAINERS INC.

NOTE 4 (continued)

Security

Collateral security for the indebtedness to Alberta includes a general assignment of book debts, general security
agreements over all real and personal property of the company, a pledge of inventory, and fixed and floating
charge debentures amounting to $70,000 covering all of the assets of the company.  The company continues to
be in default and in breach of certain covenants of this indebtedness.

Master Agreement

The Master Agreement provided for Alberta to advance a term loan to GPI in the aggregate amount of $12,000.
As at September 30, 1989, $6,000 of the term loan had been advanced.  An interest payment due on October 1,
1989 was not made and Alberta, acting on its security, seized control of the company.  Since default has
occurred under the Master Agreement, the entire amount of the monies advanced for the term loan is due and
owing by GPI to Alberta.  The term loan which has been advanced, and interest thereon, and the performance
and observance of the other covenants of GPI under the Master Agreement, including the obligations of GPI to
the Nominee in the principal sum of $67,000 dated September 25, 1987 and constituting a fixed mortgage and
charge over all of the real property, equipment and chattels of GPI and a floating charge over all of the
undertaking and other property and assets of GPI, and by a pledge by GPI of preferred shares held by GPI in
Gainers Inc.

NOTE 5 CONTINGENCIES

a) The company and Alberta have filed claims against Mr. Pocklington and companies controlled by him for
recovery of certain loans, payments and other transactions prior to October 6, 1989.  The claim aggregates
approximately $38,000 plus interest.  Ultimate recovery of this claim cannot be determined at this time.

b) Under the terms of the Master Agreement, the company and Mr. Pocklington are liable for all losses,
expenses, costs and claims incurred by Alberta as a consequence of a default by the company, as defined
in Note 1, or by Mr. Pocklington.  As a result, since the date of default the company has incurred
approximately $14,084 (net of repayments) in the consolidated financial statements for these costs and
expenses.  It is expected that further costs and expenses will be incurred in the future as a result of
continuing default.  Ultimate recovery of this claim cannot be determined at this time.

c) Alberta has brought a claim against Mr. Pocklington for damages arising out of breaches by him of the
Master Agreement or alternatively, negligent misrepresentations made by him in certificates sworn by him in
1988 and 1989, which caused the Crown to make advances under the Term Loan.



NOTE 5 (continued)

Mr. Pocklington has brought a counterclaim against the company in which Mr. Pocklington claims
indemnification for the entire amount of the main claim.

Alberta obtained summary judgment in the amount of $7,257 in respect of one of the certificates sworn by
Mr. Pocklington in 1988.  The judgment has been appealed by Mr. Pocklington.

NOTE 6 SHARE CAPITAL

Authorized:

- Unlimited number of Class A common shares

- Unlimited number of Class B preferred shares redeemable/retractable at $1 per share with
non-cumulative annual dividends at a rate not exceeding 16% of the redemption value.

- 12,000,000 Class C preferred shares redeemable at $1 per share with cumulative annual dividend
compounded semi-annually at 9.6% of the redemption price.

Issued:

NOTE 7 TRANSFER OF CONTRIBUTED SURPLUS

Contributed surplus has been transferred to deficit because the purposes for which the contributions were made
have either been achieved or are no longer relevant because of the company's dormant status.
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GAINERS INC.

2004 2003

101 Class A common shares 1$            1$            
6,000,000 Class C preferred shares 6,000       6,000       

6,001       6,001       
Less:  6,000,000 Class C preferred shares held by GPI 6,000       6,000       

1$            1$            
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NOTE 8 FINANCIAL INSTRUMENTS

The fair value of accounts payable and accrued liabilities and principal and interest on prior years' income taxes
has not been estimated as management cannot reasonably estimate when the amount will be paid.  The fair
value of long-term debt is estimated to be nil (see Note 4).

NOTE 9 COMPARATIVE FIGURES

The comparative figures are based upon financial statements which were reported on by another auditor.

GAINERS INC.




