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Financial Performance

Mainstreet generates revenue, cash flow and earnings from rental operations and from the periodic sale of
real estate properties. The Company focuses on the acquisition of undervalued rental properties and
renovates them to increase their rental income and market value. These renovations, which maximize rents,
occupancy rates and property values, are the key to the Company’s overall financial performance. 

Rental operations represent Mainstreet’s largest source of income. The Company generates additional
income from the sale of selective real estate properties as part of its overall strategy to generate equity
to be re-invested in Mainstreet’s property renovation programs or to acquire additional income
producing properties.

During the third quarter, the Company’s performance was influenced most by continuation of the extensive
renovation program that began as a result of the acquisition of properties in 2002. Over the longer term,
this program is expected to have a significant positive effect on Funds From Operations (FFO)*, a key
performance measure of real estate companies. 

Mainstreet anticipates the current renovation program of 709 units will be substantially completed during
the fourth quarter of the current fiscal year. In the interim, Management expects reduced FFO. For the three
months ended June 30, 2003, the Company’s FFO declined to $521,000 from $718,000 in the
corresponding period in 2002 and FFO per common share dropped two cents from $0.08 to $0.06. The
Company’s FFO increased more than 35 per cent from $386,000 for the three-month period ended March
31, 2003 to $521,000 in the quarter ended June 30, 2003. A further increase in the Company’s FFO is
expected in the fourth quarter, when the renovation program is completed (see table below).

Year-to-Date Comparison (nine months ended June 30, 2003 vs. nine months ended June 30, 2002)

FFO Per Share (funds from operations per share) Nine months Nine months

ended ended

June 30, 2003 June 30, 2002

Net (loss) earnings before gain on sale of property $ (717,000) $ 747,000

Add:
Future income taxes 562,000 513,000

Depreciation 1,710,000 1,224,000

Total funds from operations before gain on sale of property $ 1,555,000 $ 2,484,000

Add:
Gain on sale 3,069,000 –

Total funds from operations after gain on sale $ 4,624,000 $ 2,484,000

Basic funds from operations
per share before gain on sale of property $ 0.17 $ 0.27

Basic funds from operations
per share after gain on sale of property $ 0.51 $ 0.27

* Funds From Operations (FFO) is calculated as net earnings before depreciation of real estate properties and future income taxes.
Readers are cautioned that this calculation of Funds From Operations may differ from the calculations used by comparable entities.
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• FFO before net gain on the property disposition: $1,555,000 vs. $2,484,000

• FFO after net gain on the property disposition: $4,624,000 vs. $2,484,000

• Basic FFO per share before net gain on the property disposition: $0.17 vs. $0.27

• Basic FFO per share after net gain on the property disposition: $0.51 vs. $0.27

• Net (loss) earnings before net gain on the property disposition: $(717,000) vs. $747,000

• Net earnings after net gain on the property disposition: $2,352,000 vs. $747,000

Rental Income

Net rental income of $4,334,000 for the three months ended June 30, 2003 increased by eight per cent
compared to the same period in the 2002 fiscal year. This increase results from growth in the size of the
property portfolio (from 2,280 units at June 30, 2002 to 2,369 units at June 30, 2003), and from an
increase of four per cent in the average unit rental income, offset by rental concessions owing to a reduced
market demand. 

Rental of newly renovated suites coupled with the acquisition of properties located in regions with higher
average rents, moved the average gross monthly rental income per unit of the portfolio up four per cent
over the year – from $647 to $673. For the nine months ended June 30, 2003, net rental income increased
to $12,239,000 versus $11,124,000 for the comparative period in the prior year. Average gross rental
income per unit increased by four per cent to $666 from $639 for the comparable period in the previous
fiscal year.

Operating Expenses

Compared to the same quarter in 2002, operating costs per unit per month rose 30 per cent, moving from
$182 to $237 for the three months ended June 30, 2003. The increase is a result of general increases in
property taxes, utilities and insurance. To this point in the 2003 fiscal year, for example, natural gas
(heating) costs have risen more than 65 per cent. Furthermore, as a result of the changing market
conditions and the release of the newly renovated suites, Mainstreet expanded its advertising program to
attract new tenants, resulting in an increase of 88 per cent in advertising costs. As a result, for the nine
months ended June 30, 2003, operating costs per unit per month increased 28 per cent to $230 versus
$179 in 2002.

General and Administrative Expenses

Mainstreet’s general and administrative expenses increased 15 per cent for the three months ended 
June 30, 2003, versus the comparative three-month period in 2002. The increase was mainly due to the
expansion of the company.

Property Portfolio 

Mainstreet’s portfolio of townhouses, garden-style apartments and mid-rise apartments consists of 2,369
units, up 4 per cent from 2,280 units at June 30, 2002. Total square footage is approximately 1.9 million
square feet.

Portfolio Summary June 30, 2003 June 30, 2002

Units % of Portfolio Units % of Portfolio

Renovated, occupied suites 1,875 79 1,678 74

Renovated, unoccupied suites 101 4 77 3

Occupied suites remaining to be renovated 279 12 415 18

Unoccupied suites remaining to be renovated 114 5 110 5

Total 2,369 100 2,280 100
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Acquisitions/Dispositions

There were no acquisitions or dispositions during the three months ended June 30, 2003. For the nine
months ended June 30, 2003, Mainstreet acquired 277 units at a cost of $18.5 million, and sold one 
188-unit property for $16.8 million.

Financing, Liquidity and Capital Resources

Financing costs increased six per cent compared to the third quarter of the prior year. This results from an
increase in debt due to acquisitions and increases in existing mortgages to finance a portion of the current
renovation program. Offsetting this increase, in part, has been the negotiation of mortgages at lower
interest rates. 

During the quarter, Mainstreet was granted approval to convert $24 million of 6.50 per cent mortgages to
Canada Mortgage and Housing Corporation (CMHC) loans at an average rate of 4.62 per cent; funding will
occur in July and August 2003. For the nine months ended June 30, 2003, $19,200,000 in mortgage loans
were converted to less costly Canada Mortgage and Housing Corporation loans at an average rate of 
5.18 per cent compared to a previous average rate of 7.85 per cent.

As of June 30, 2003, 65 per cent of Mainstreet’s mortgages are CMHC insured, providing the Company with
interest rates lower than those conventionally available. 

Mainstreet expects to spend an additional $1 million in the fourth quarter on renovations. These
renovations will be financed through Funds From Operations and refinancing of existing properties.   

Outlook for the Balance of 2003

Mainstreet performed as expected by management during the first nine months of the 2003 fiscal year. The
Company’s strategic decision to invest in renovation of a significant proportion of its property holdings
affected earnings negatively, but Management is of the view that this short-term adverse impact will be
more than offset by long-term gains for shareholders. The current renovation initiatives are expected to be
completed substantially in the fourth quarter. In the interim, Management continues to monitor the market
closely to ensure that the speed at which renovations are carried out is consistent with market demand.

As always, Mainstreet continues to seize every opportunity to control costs. In the third quarter, the
Company will have the opportunity to consolidate a very significant sum of mortgage financing into longer
term, less expensive Canada Mortgage and Housing Corporation debt. This will accelerate the Company’s
return to profitability once the current renovation program is completed.   


