
• Improving customer service —
Comparing quarter to quarter, our
average vacancy rate was 9.45% in
2004, versus 12.65% last year. We are
committed to further improving this
performance through customer service
initiatives that help to attract and
retain tenants and provide a stable
source of rental revenue that flows to
our bottom line. In Ontario, our newest
market, we are aggressively introducing
various programs, ranging from
improvement of maintenance services
to the introduction of an automatic
withdrawal system for rental payments.

• Monitoring new markets — An
important goal for the year is to con-
tinue expanding our business in the
Vancouver and Toronto markets, 
two of our country’s most dynamic
rental markets. To carefully lay the
groundwork for future success, we
have invested considerable time and

effort in the first quarter to monitor
vacancy rates, economic factors and
growth opportunities.  

Going forward, we believe that
Mainstreet will be well positioned to
benefit from an improvement in our busi-
ness environment, with our strong
business fundamentals and our growing
portfolio, which is geographically diversi-
fied in major centres across Canada. We
will continue to work hard to create and
capture long-term value for our share-
holders, regardless of the capital and
market conditions.

We look forward to reporting to you
again at the end of the next quarter.

(signed) “Bob Dhillon”

Bob Dhillon, President and CEO

February 26, 2004
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Management’s Discussion & Analysis
First quarter results

FINANCIAL RESULTS
Q1 2004 Q1 2003 change (%)

Net (loss) income ($000s)
• after gains from property dispositions3 $ (225) $ 2,814 (108)
• before gains from property dispositions (225) (255) 12

Funds from operations2 ($000s)
• before gains from property disposition 704 3,717 (81)
• after gains from property disposition3 704 648 (9)

Net operating income1 ($000s) 3,126 2,632 19
Net operating margin (%) 62 64 (3)

EBITDA4

• after gains from property dispositions3 2,782 6,047 (54)
• before gains from property disposition 2,782 2,232 25

Net (loss) income per share – basic
• after gains from property disposition3 (0.02) 0.31 (108)
• before gains from property disposition (0.02) (0.03) 13

Funds from operations per share – basic
• after gains from property disposition3 0.08 0.41 (81)
• before gains from property disposition 0.08 0.07 7                

Rental income ($000s) $ 5,077 $ 4,082 24

1. Net operating income is rental income minus property operating expenses.
2. Funds from operations (FFO) is calculated as net earnings before depreciation of real estate properties and future income taxes. Readers are cautioned

that FFO may differ from similar calculations used by other comparable entities.
3. Property disposition refers to sale of 188-unit complex in Calgary during the first quarter of 2003.
4. EBITDA is earnings before interest, income tax, depreciation and amortization.

C O R P O R A T E  P R O F I L E
Mainstreet Equity is a Canadian real
estate company focused on acquiring
and managing multi-family residential
rental properties. The Company 
buys undervalued residential units,
enhances their value through renova-
tions and improved operating
efficiencies, and occasionally sells
them to redirect capital into new,
higher potential properties. 

Founded in 1997, Mainstreet owns,
operates and maintains its entire port-
folio of more than 2,600 properties,
which are geographically diversified
throughout lower Vancouver mainland,
Calgary, Edmonton, Red Deer, Toronto
and Mississauga, Ontario. 

Mainstreet is listed on the Toronto
Stock Exchange and trades under the
symbol “MEQ.”



Mainstreet Equity Corp. FIRST QUARTER REPORT PAGE 3

The following discussion and analysis reviews Mainstreet Equity’s

operations and financial condition as of December 31, 2003. The

results from this quarter of fiscal year 2004 are directly comparable

with those from the first quarter of fiscal year 2003. This section

should be read in conjunction with the Company’s audited financial

statements and the accompanying notes included in this report.

Overview 
Mainstreet is a Canadian real estate Company focused on

acquiring and managing multi-family residential rental proper-
ties. The Company buys undervalued residential units,
enhances the value through renovations and improved operat-
ing efficiencies, and occasionally sells them to redirect capital
into new, higher potential properties. 

The Company’s goal is to create and capture value for
shareholders, regardless of capital and market conditions — 
a strategy Mainstreet has successfully followed since its launch
in 1997.

Mainstreet’s portfolio of 2,606 units is well diversified,
throughout Vancouver lower mainland, Calgary, Edmonton, Red
Deer, Toronto and Mississauga, Ontario. This portfolio consists
of townhouses, garden-style apartments and mid-rise and high-
rise apartments. The Company owns, operates and maintains
these properties, which together represent about 2.1 million
square feet. The head office is in Calgary, Alberta.

In comparing quarter-to-quarter results in this report, it is
important to consider changes in accounting practices.
Effective October 1, 2003, as a result of the implementation of
Section 1100 of the Handbook of the Canadian Institute of
Chartered Accountants (CICA), the use of the sinking fund
method for real estate properties cannot be supported by a
primary source of Generally Accepted Accounting Principles
(GAAP). As such, the Company has adopted the straight line
method of depreciation for its real estate properties. 

Under the sinking fund method, the depreciation charge
would have been $402,000 less for the quarter. 

Funds from Operations
A key performance measure of real estate companies is

funds from operations. Mainstreet generates funds from opera-
tions from two sources: rental income from properties and the
periodic sale of properties.

During the first three months of this year, funds from opera-
tions (before gains from property disposition) improved 9% to
$0.7 million, from $0.6 million in the first quarter of 2003. This
largely reflected the slight improvement in the average vacancy
rate (9.45% versus 12.65% in the first quarter of 2003). 

Funds from operations (after gains from property disposi-
tion) were $0.7 million in the first quarter of 2004, compared
with $3.7 million in the first quarter of 2003. 

Rental Income
Rental income continued to show steady growth, increas-

ing 24% over the first quarter of 2003, from $4.1 million to 
$5.1 million. This mainly resulted from growth in Mainstreet’s
portfolio (2,606 units versus 2,188 units) and a 9% increase in
the average monthly rent per unit (from $596 to $649), as the

Company benefited from higher average rents in the Ontario
market.

Operating Expenses
Compared with the same quarter in 2003, operating costs

rose 34% from $1.5 million to $1.9 million. When considered on
a per unit per month basis, these costs increased $212 to $250
over this period.

High operating costs in Ontario, such as property taxes,
utility costs and wages for support staff, were the main causes
of this increase. 

General and Administrative Expenses
General and administrative (G&A) expenses include the cost

of corporate activities. Monthly G&A costs for the first quarter
of 2004 were $362,000 (or $46 per unit), down 15% from
$424,000 (or $62 per unit) a year ago. Lower legal and profes-
sional fees, together with growth in the property portfolio,
contributed to this decrease.

Financing
Wherever possible, Mainstreet finances long-term debt on

more favourable terms, using long-term Canada Mortgage and
Housing Corporation (CMHC)-insured loans. The pace of this
financing activity always depends on the completion of the
Company’s renovation programs. 

Because properties purchased in 2003 have not been com-
pletely renovated, Mainstreet did not consolidate financing for
these buildings to long-term CMHC debt in the first quarter of
fiscal year 2004. 

Property Portfolio
Consisting of townhouses, garden-style apartments and mid-

rise and high-rise apartments, Mainstreet’s portfolio is well
diversified throughout Vancouver lower mainland, Calgary,
Edmonton, Red Deer, Toronto and Mississauga, Ontario. The
Company owns, operates and maintains these properties,
which together represent about 2.1 million square feet.

At December 31, 2003, Mainstreet’s portfolio totalled 2,606
units. Of these, 90% were rented, 5% were being renovated and
the remainder were vacant because of market conditions. 

Renovating properties is a core part of Mainstreet’s Value
Chain business philosophy. These activities enable the
Company to improve the attractiveness of properties to
tenants, reduce operating costs and enhance long-term 
property values. 

In the first quarter of fiscal year 2004, the Company spent
$0.6 million on property improvements, specifically for exterior
upgrades such as new siding and insulation and interior
upgrades such as carpet and paint, new appliances and energy-
efficiency measures. 

An additional $2.1 million in renovations is planned for the
year. These improvements will be financed through funds from
operations and refinancing of Mainstreet properties.

Acquisitions/Divestitures
As part of its business strategy, the Company buys under-

valued residential units and increases their value through
renovations and improved operating efficiencies. Occasionally,
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the Company also sells mature real estate properties to redirect
capital into new, higher potential properties. 

Before deciding on a property acquisition, the Company
follows strict criteria to identify and acquire properties with
potential to add value. In the first quarter, the Company contin-
ued to explore in the market for investment opportunities, but
did not make any acquisitions. 

No properties were acquired or sold during the first quarter
of 2004.

Liquidity and Capital Resources
In the normal course of business, cash flow is required to

cover operating expenses, capital expenditures and future
acquisitions. The Company funds these requirements with
funds from operations and the refinancing of existing properties.

Funds from operations generated $0.7 million for the first
quarter of 2004 after gains from property disposition. The
Company also has an operating line of credit of $0.5 million.
Mainstreet believes these resources will be sufficient to fund
ongoing operational and capital requirements. 

At December 31, 2003, the Company had the following con-
tractual obligations. These will be met by funds from operations
and the renewal of mortgage loans on maturity. 

PAYMENTS DUE BY PERIOD 
($000s)

Less One to Four to  After 
Than   Three Five Five

Total One Year Years Years Years
Contractual 

obligations 129,032 11,768 61,570 35,992 19,702
Mortgage payable               
Debenture 1,000 – 1,000 – –
Total contractual 

obligation 130,032 11,768 62,570 35,992 19,702

Internal Controls
Internal controls refer to a company’s procedures to

provide assurance that its financial statements are fairly 
presented in accord with Generally Accepted Accounting
Principles (GAAP). 

There were no significant changes in Mainstreet’s internal
controls during the first quarter of 2004. 

Changes in Accounting Policy
Effective October 1, 2003, as a result of the implementation

of Section 1100 of the Handbook of the Canadian Institute of
Chartered Accountants (CICA), the use of the sinking fund
method for real estate properties cannot be supported by a
primary source of Generally Accepted Accounting Principles
(GAAP). As such, the Company has adopted the straight line
method of depreciation for its real estate properties. 

The  impact of this change in depreciation methods, from
the sinking fund to the straight-line method, was an increase1 in
depreciation costs of $0.4 million1 for the first quarter.
Management estimates the full-year impact of this change at
$1.6 million in depreciation costs. 

1. According to Generally Accepted Accounting Principles (GAAP).

Transactions with Related Parties
A $1 million debenture was issued on May 29, 2000 to a

company, of which a Mainstreet director is a director and
shareholder. This transaction was completed under the same
terms and conditions as those issued to third parties for the
existing debenture. 

Consulting fees totalling $7,600 were payable to three of the
Company’s directors for the first quarter of 2004. 

Outlook
Market Conditions

The demand for rental properties in the Company’s core
market areas continued to be weak in the first quarter of 2004,
largely because of low interest rates and oversupply of new
condominium apartments. These factors, together with high
operating costs, have contributed to lower rental income and
funds from operations in all of Canada’s major cities. 

Based on historic trends and industry statistics, Mainstreet
remains cautiously optimistic about a modest but important
improvement in the multi-family rental market during the
remainder of 2004.

Geographic Diversification
The Company continues to believe that new opportunities

in the real estate business arise from turmoil in the market-
place. With high vacancies and rising operating costs, which in
turn reduce cash flow in the market, there will emerge more
opportunities for Mainstreet to buy underperforming rental
properties at lower values. The Company is committed to
expanding in the Toronto and Vancouver markets in ways that
enhance revenue growth opportunities and diversify our
market risks. 

Mainstreet is well positioned to grow in the current busi-
ness environment, because of experience, access to capital and
acquisition expertise. The Company’s business philosophy of
providing standardized, renovated, professionally managed
suites will continue to provide a service to this segment that is
typically neglected.

Long-Term Financing
As always, the Company will continue to seize every oppor-

tunity to control costs. Mainstreet plans to consolidate a
significant sum of mortgage financing into long-term, less
expensive CMHC-insured debt in the second quarter. 


