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The management of Mainstreet Equity Corp. is responsible for the preparation and content of the consolidated
financial statements. The consolidated financial statements have been prepared in accordance with generally
accepted accounting principles.

Management has implemented a system of internal controls that are designed to provide reasonable assurance
that transactions are properly authorized, financial reporting responsibilities are met and assets of the corpo-
ration are safeguarded against theft.

The consolidated financial statements have been audited by Deloitte & Touche LLP, the independent auditors,
in accordance with generally accepted auditing standards. The Audit Committee recommended their approval
of the statements to the Board of Directors. The Board of Directors have approved the financial statements on
the recommendation of the Audit Committee.

(Signed) (Signed)

Darrell Cook Joe Amantea
Director Director

To the Shareholders of Mainstreet Equity Corp.:

We have audited the consolidated balance sheets of Mainstreet Equity Corp. as at September 30, 2002 and 2001
and the consolidated statements of income and retained earnings and cash flows for the years ended
September 30, 2002 and September 30, 2001. These consolidated financial statements are the responsibility of
the Corporation’s management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits 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 posi-
tion of the Corporation as at September 30, 2002 and 2001 and the results of its operations and its cash flows for
the years ended September 30, 2002 and September 30, 2001 in accordance with Canadian generally accepted
accounting principles.

Calgary, Alberta signed "Deloitte & Touche LLP"
November 15, 2002 Chartered Accountants

Management’s Responsibility for Financial Reporting

Auditors’ Report



(Thousands of dollars)

September 30 September 30
As at 2002 2001

ASSETS

Real estate properties (note 3) $ 110,986 $ 78,490
Restricted cash 803 648
Cash – 112
Other assets (note 4) 1,117 851
Deferred charges (note 1) 1,711 792

$ 114,617 $ 80,893

LIABILITIES

Mortgages payable (note 5) $ 103,741 $ 71,633
Bank indebtedness 177 –
Debentures (note 6) 2,000 2,000
Accounts payable 965 885
Refundable security deposits 803 648
Future income taxes (note 7) 1,631 1,117

109,317 76,283

SHAREHOLDERS' EQUITY

Share capital (note 8) 1,869 1,869
Retained earnings 3,431 2,741

5,300 4,610
$ 114,617 $ 80,893

Approved on behalf of the Board

(Signed) (Signed)

Darrell Cook Joe Amantea
Director Director

See accompanying notes to the consolidated financial statements

27

Consolidated Balance Sheets 



(Thousands of dollars, except per share amounts)

September 30 September 30
For the years ended 2002 2001

Revenue
Rental income $ 15,188 $ 11,065
Sale of real estate properties – 1,687
Interest income 50 66

15,238 12,818

Expenses
Property operating expenses 4,404 3,370
Utility rebate (note 12) (299) (228)
Cost of sales, real estate properties – 1,505
General and administrative expenses 1,256 948
Financing cost 6,545 4,979
Depreciation 1,812 1,110

13,718 11,684
Income before income taxes 1,520 1,134

Income taxes
– Current (note 7) 316 36
– Future (note 7) 514 327

830 363
Net income 690 771

Retained earnings, beginning of year 2,741 1,829

Prior period adjustment (note 2) – 141

Retained earnings, beginning of year restated 2,741 1,970

Retained earnings, end of year $ 3,431 $ 2,741

Earnings per share
– Basic (note 10) $ 0.08 $ 0.09
– Diluted (note 10) $ 0.08 $ 0.08

See accompanying notes to the consolidated financial statements
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Consolidated Statements of Income and Retained Earnings



(Thousands of dollars, except per share amounts)

September 30 September 30
For the years ended 2002 2001

Cash obtained from (used in):
Operating activities

Net income $ 690 $ 771
Items not affecting cash

Depreciation 1,812 1,110
Future income tax 514 327
Funds from operations 3,016 2,208
Net change in non-cash operating balances (186) 207
Decrease in properties held for resale – 1,505

Cash flow from operating activities 2,830 3,920

Financing activities

Financing of revenue producing properties 53,594 7,168
Repayment of secured debts on revenue producing

properties, and other debts (37,324) (3,427)
Issue of debentures – 2,000
Deferred charges (919) 386

15,351 6,127
Investing activities

Purchase of revenue producing properties (18,470) (10,301)

Decrease in cash and cash equivalents (289) (254)

Cash and cash equivalents, beginning of year 112 366

Cash and cash equivalents, end of year $ (177) $ 112

Cash and cash equivalents comprise of:

Cash (bank indebtedness) $ (237) $ (428)
Short-term deposits 60 540

$ (177) $ 112

Income taxes paid $ 188 $ 577
Interest paid $ 5,909 $ 4,520

See accompanying notes to the consolidated financial statements
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Consolidated Statements of Cash Flows



For the years ended September 30, 2002 and September 30, 2001
(Tabular amounts in thousands of dollars)

1. Significant accounting policies

GENERAL
Mainstreet Equity Corp. (the "Corporation") is a real estate corporation specializing in the acquisition and rental
of multiple unit residential buildings.

BASIS OF PRESENTATION
These consolidated financial statements have been prepared by management in accordance with the recom-
mendations of the Canadian Institute of Public and Private Real Estate Companies and in accordance with
Canadian generally accepted accounting principles.

The consolidated financial statements include the accounts of the Corporation and its wholly-owned subsidiary,
396249 Alberta Ltd. ("396249").

REVENUE RECOGNITION
Revenue from a rental property is recognized when a tenant commences occupancy of a rental suite and rent is
due. The Corporation retains all of the benefits and risks of ownership of its rental properties and therefore
accounts for leases with its tenants as operating leases. Rental revenue includes rent, parking and other sundry
revenues.

Revenue on property held for development and resale is recognized when all substantial conditions of the pur-
chase agreement have been met, a minimum 15% cash deposit has been received, and collection of the remain-
ing balance is reasonably assured.

REVENUE PRODUCING REAL ESTATE PROPERTIES
Revenue producing real estate properties held as ongoing investments are stated at the lower of cost less accu-
mulated amortization, or net recoverable amount. Cost includes all expenditures incurred in connection with the
acquisition of real estate property including all direct costs. Major capital improvements and replacements are
capitalized and amortized over terms appropriate to the expenditure.

The net recoverable amount represents the undiscounted estimated future net cash flows expected to be received
from the ongoing use of the property plus its residual value. To arrive at this amount, the Corporation projects the
cash flows over a maximum of 10 years and includes the proceeds from the estimated residual sale at the end of
that period. The projections take into account the specific business plan for each property and management’s best
estimate of the most probable set of economic conditions anticipated to prevail in the market area.

PROPERTIES HELD FOR RESALE
Periodically, the Corporation makes an assessment of its portfolio and determines whether such properties
should be retained or sold in order to redeploy capital. When a determination is made to sell a property it is trans-
ferred to properties held for sale. The Corporation capitalizes property taxes, interest charges and other direct
costs, net of any revenue, to properties held for sale. The properties are recorded at the lower of cost or net real-
izable value.

AMORTIZATION
Revenue producing real estate properties are amortized at rates designed to amortize the cost of the properties
over their estimated useful lives as follows:

Building 5% – Sinking fund, 40 years maximum
Building improvement 20% – Declining balance
Equipment and appliance 20% – Declining balance
Painting 40% – Declining balance
Carpet 30% – Declining balance
Furniture and fixture 20% – Declining balance
Computer equipment 30% – Declining balance
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DEFERRED CHARGES
Deferred charges include mortgage refinancing costs and associated legal and appraisal fees, and prepaid inter-
est. These costs are amortized over the terms of the respective mortgages.

STOCK OPTION PLAN
The Corporation has a stock option plan which is described in Note 9. No compensation expense is recognized
for the plan when the stock options are issued. Any consideration paid on exercise of stock options is credited
to share capital.

RISK MANAGEMENT AND FAIR VALUE
a) Interest rate risk

The Corporation is exposed to interest rate risk to the extent of any upward revision in prime lending rates.
Mortgages totalling $29,956,000 are subject to renewal in the next year. Increases in the interest rate may
adversely affect the profitability of the Corporation. However, the Corporation attempts to mitigate this risk
by staggering the maturity dates for its mortgages. 

b) Credit risk
The Corporation is exposed to credit risk as some tenants may experience financial difficulty and may
default in payment of rent. However, the Corporation attempts to minimize possible risks by conducting an
in depth credit assessment of all tenants. The Corporation’s tenants are numerous which also reduces the
concentration of credit risk.

c) Fair value
Fair value estimates are made at a specific point in time, based on relevant market information and infor-
mation about the financial instrument. These estimates are subjective in nature and involve uncertainties
and matters of significant judgment and therefore cannot be determined with precision. Changes in
assumptions could significantly affect estimates. The significant financial instruments of the Corporation
and their carrying values as of September 30, 2002 are as follows:

Carrying Fair Market
Value Value

Mortgages payable $ 103,741 $ 105,092
Debentures $ 2,000 $ 2,000

EARNINGS PER SHARE
Basic net earnings and funds from operations per share are calculated based on the weighted average number
of shares outstanding. Fully diluted earnings per share reflect the dilutive effect of the exercise of the options out-
standing as at the balance sheet date.

USE OF ESTIMATES
Financial statements prepared in accordance with Canadian generally accepted accounting principles require
management to make estimates and assumptions which can effect the reported amount of assets and liabilities,
and the reported amounts of revenues and expenses during the reporting period. Assumptions underlying esti-
mates of net recoverable amounts and asset valuations are limited by the availability of reliable comparable data
and the uncertainty of predictions concerning future events. Actual results may vary from those estimates.

NON–GAAP MEASURE
Funds from operations is calculated as net earnings before depreciation of real estate properties and future
income taxes. Readers are cautioned that funds from operations may be different than similar calculations used
by other comparable entities.

2. Changes in accounting policies

FUTURE INCOME TAXES
During the year ended September 30, 2001, the Corporation adopted the new CICA Handbook Section 3456, Income
Taxes. Under this method, the liability method of accounting for income taxes is used, and future income tax assets
and liabilities are recorded based on temporary differences between the carrying amount of balance sheet items
and their corresponding tax basis. In addition, the future benefits of income tax assets including unused tax losses
are recognized to the extent that it is more likely than not such losses will be ultimately utilized. These new stan-
dards also require that future income tax assets and liabilities be measured using enacted tax rates and laws that
are expected to apply when the tax assets or liabilities are expected to be settled or realized. The Corporation has
applied this standard retroactively with no restatement of prior periods. The cumulative effect of the change in
income taxes on prior periods is reflected as an adjustment of $141,000 to the opening balance of retained earnings.
Had the change in accounting policy not been effected, the net income for the year ended September 30, 2001 would
have been $707,000, and the earnings per share would have been $0.08 and diluted earnings per share $0.08.
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STOCK-BASED COMPENSATION PLAN
Effective January 1, 2002, the Corporation adopted section 3870 of the Handbook of the Canadian Institute of
Chartered Accountants (CICA) with respect to the accounting and disclosure of stock based compensation,
which recommends that awards to employees be valued using a fair value method of accounting. These new
rules also require that companies account for stock appreciation rights ("SARs") and similar awards to be settled
in cash or other assets, by measuring compensation expenses on an ongoing basis, as the amount by which the
quoted market price exceeds the exercise price at each measurement date.

The Corporation has elected to account for stock options by measuring compensation expenses as the excess,
if any, of the quoted market value of the stock at the date of grant over the exercise price.

Under CICA 3870, companies that elect a method other than the fair value method of accounting are required to
disclose pro forma net income and earnings per share information, using a pricing model such as Black-Scholes
model, as if the fair value method of accounting had been used. These new rules do not apply to pre-existing
awards except for those awards that call for settlement in cash or other assets.

3. Real estate properties

2002 2001
Cost Accum. Net Book Cost Accum. Net Book

Depre. Value Depre. Value
Land $ 28,082 – $ 28,082 $ 18,752 – $ 18,752
Buildings 78,887 $ 1,631 77,256 57,525 $ 990 56,535
Building improvement 7,541 2,084 5,457 3,993 963 3,030
Office furniture,

fixture, and other 313 122 191 245 72 173
$ 114,823 $ 3,837 $ 110,986 $ 80,515 $ 2,025 $ 78,490

ACQUISITIONS
2002 2001

Mortgages $ 9,993 $ 4,917
Debts assumed 15,838 4,714
Cash paid 4,157 1,857
Total purchase price $ 29,988 $ 11,488

Units acquired 613 321

DISPOSITIONS
2002 2001

Net cash received $ 1,687
Total proceeds – 1,687
Net book value – 1,505
Gains on sales – $ 182

Units sold – 27

4. Other assets

2002 2001
Accounts receivable $ 66 $ 56
Other receivable 939 165
Deposits and prepayments 112 110
Income tax recoverable – 520

$ 1,117 851
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5. Mortgages payable

Mortgages payable bearing interest at a weighted average rate of 6.65% (2001 – 6.85%) per annum, are payable
in monthly principal and interest installments totalling $715,000 (2001 – $464,000), maturing from 2003 to 2010 and
are secured by specific charges against specific properties and several personal guarantees of certain directors
to the extent of $31,547,000 (2002 – $23,984,000), having a carrying value of $110,796,000 (2001 – $78,317,000).

September 30 September 30
2002 2001

$ 103,741 $ 71,633

Estimated principal payments required to retire the mortgage obligations are as follows:

Year Amount
2003 $ 31,481
2004 10,031
2005 12,840
2006 1,242
2007 26,010
Subsequent 22,137

$ 103,741

6. Debentures

The debentures maturing in 2006 and bearing interest at a rate of 10% per annum, are secured by a floating
charge on all assets, and are subordinate to all existing mortgage loans.

7. Income taxes

The Corporation has non-capital losses of $904,035 available to reduce future taxable income, the benefit of
which has been accounted for in computing future income taxes. The losses will expire in 2009.

The provision for income tax differs from the results which would be obtained by applying the combined federal
and provincial income tax rate to net income before taxes. This difference results from the following:

September 30 September 30
2002 2001

Effective rate 39.12% 42.87%
Computed expected tax $ 594 $ 486
Non-taxable portion of capital gain – (36)
Others 92 7
Adjustment for change in effective tax rate (84) (245)
Large corporation tax 228 151
Provision for income tax $ 830 $ 363

The future income tax liability comprises of the following:

September 30 September 30
2002 2001

Tax assets related to operating losses $ (317) $ (203)
Tax liabilities related to differences in tax and book basis 1,948 1,320

$ 1,631 $ 1,117
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8. Share capital

AUTHORIZED:
Unlimited number of common voting shares
Unlimited number of preferred shares

ISSUED AND FULLY PAID:
Common voting shares

Number
of shares Amount

Issued and outstanding, Sept. 30, 2001 and 2002 9,033,333 $ 1,869

9. Stock option plan

Under the 2000 stock option plan, the Corporation may grant options to its directors, employees, consultants, sub-
sidiary and affiliated companies for up to 900,000 shares of common stock. The exercise price of the option equals
the market price of the Corporation’s stock on the date of grant.

A summary of the Corporation’s stock option plan as of September 30, 2002 and 2001, and changes during the
years ended on those dates is presented below:

2002 2001
Weighted Weighted 

Average Average
Number of Exercise Number of Exercise

Stock option Shares Price Shares Price
Outstanding, beginning of year 275,000 $1.78 255,000 $1.52
Granted – – 20,000 $5.00
Exercised – – – –
Outstanding, end of year 275,000 $1.78 275,000 $1.78
Options exercisable, end of year 275,000 275,000

The following table summarizes information about stock options outstanding at September 30, 2002 and 2001:

2002 2001
Number of Weighted Number of Weighted

Shares Average Shares Average
Outstanding at Remaining Outstanding at Remaining
September 30 Contractual September 30 Contractual

Exercise Prices 2002 Life 2001 Life
$0.20 155,000 0.58 years 155,000 1.58 years
$3.00 50,000 2.17 years 50,000 3.17 years
$4.15 50,000 2.83 years 50,000 3.83 years
$5.00 20,000 3.08 years 20,000 4.08 years

275,000 1.46 years 275,000 2.46 years

All stock options are fully vested.
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10. Earnings and funds from operations per share

Basic earnings and funds from operations per share are calculated using the weighted average number of shares
outstanding during the year.

The calculation of net earnings and funds from operations per share on a diluted basis considered the potential
exercise of outstanding purchase options to the extent that each option was dilutive using the "treasury method".

The following table sets forth the computation of basic and diluted earnings per share and funds from operations
per share: 

September 30 September 30
2002 2001

Numerator
Net income $ 690 $ 771
Funds from operations $ 3,016 $ 2,208
Denominator
Denominator for basic earnings and funds

from operations per share
Weighted average shares 9,033,333 9,033,333
Effect of diluted earnings and funds

from operations per share 159,427 169,787
Denominator for diluted earnings and funds

from operations per share 9,192,760 9,203,120
Basic earnings per share $ 0.08 $ 0.09
Basic funds from operations per share $ 0.33 $ 0.24
Diluted earnings per share $ 0.08 $ 0.08
Diluted funds from operations per share $ 0.33 $ 0.24

11. Related party transactions

a) 1,000,000 of the debenture (2001 – $1,000,000) was issued to a company of which a Mainstreet director is an 
officer, a director and a shareholder. This transaction was completed with the same terms and conditions 
as those issued to third parties for the existing debenture.

b) Consulting fees amounting to $17,500 (2001 – $2,500) were paid to two directors of the company during
the year.

12. Utility rebate

As of March 2, 2002 Atco Gas, the transporter of all nature gas in Alberta, distributed a non-recurring rebate to
Mainstreet in an amount of $221,000 ( 2001 – Nil ). The Alberta Energy & Utility Board instructed Atco to rebate a
portion of the sale proceeds of the Viking Kinselle producing assets, to Atco North customers in the form of a one
time rebate. The rebate was distributed to all Atco North customers based on historical usage, at a rate of
$3.325/GJ. The balance of the remaining rebate for the year ended September 30, 2002 and the entire year ended
September 30, 2001 represented one time rebates given by the Alberta Government.

13. Subsequent events

Subsequent to the year end date, the Corporation has acquired 96 of residential apartment units for considera-
tion of $6,250,000. The acquisition was financed through a combination of cash and mortgage loan. The
Corporation has also committed to acquire 104 of residential apartment units for consideration of $7,865,000. The
acquisition would be financed through a combination of cash, mortgage and vender take back loans. The trans-
action is expected to be completed on or before April 30, 2003.

On November 29, 2002, the Corporation sold 188 of residential townhouse units for consideration of $16,817,000
and realized a net gain of $3.8 million.

On October 1, 2002, the Corporation amalgamated with 396249 Alberta Ltd., its wholly owned subsidiary.
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