
Q If interest rates go up, how will this
change in market conditions affect

Mainstreet?
A First, higher interest rates will not

affect our cash flow, since most of
our debt consists of long-term, CMHC-
insured mortgages. Second, this change

may result in a lower tenant vacancy
rate. And third, it may result in better
buying opportunities to expand our
portfolio of properties.
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Management’s Discussion & Analysis (Third quarter results)
The following discussion and analysis reviews Mainstreet Equity’s operations and financial condition as of June 30, 2004.The results
from this quarter of fiscal year 2004 are directly comparable with those from the third 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.

FINANCIAL RESULTS Three months ended June 30 Nine months ended June 30
2004 2003 Change % 2004 2003 Change %

Net (loss) income (000s)
• after gains from property disposition1 $ (575) (179) (221) (1,447) 2,352 (162)
• before gains from property disposition $ (575) (179) (221) (1,447) (717) (102)

Funds from operations2 (000s)
• after gains from property disposition $ 338 521 (35) 1,157 4,624 (75)
• before gains from property disposition $ 338 521 (35) 1,157 1,555 (26)

Net operating income3 (000s) $ 2,901 2,650 9 8,669 7,524 15
Net operating margin (%) 58 61 (5) 58 61 (5)
EBITDA4

• after gains from property disposition $ 2,388 2,319 3 7,349 10,241 (28)
• before gains from property disposition $ 2,388 2,319 3 7,349 6,426 14

Net (loss) income per share – basic
• after gains from property disposition $ (0.06) (0.02) 200 (0.16) 0.26 (162)
• before gains from property disposition $ (0.06) (0.02) 200 (0.16) (0.08) 100

Funds from operations per share – basic
• after gains from property disposition $ 0.04 0.06 (33) 0.13 0.51 (75)
• before gains from property disposition $ 0.04 0.06 (33) 0.13 0.17 (24)

1. Property disposition refers to sale of 188-unit complex in Calgary during the first quarter of 2003. 
2. Funds from operations (FFO) is calculated as net earnings before depreciation of real estate properties and future income taxes. FFO is a widely accept-

ed supplemental measure of a Canadian real estate company’s performance. It is not, however, a recognized measure under Canadian Generally
Accepted Accounting Principles (GAAP). The GAAP measurement most directly comparable to FFO is net income (to which reconciliation is provided
below). FFO should not be construed as an alternative to net income or cash flow from operating activities, determined in accordance with GAAP, as an
indicator of Mainstreet’s performance. Readers are cautioned that FFO may differ from similar calculations used by other comparable entities. 

3. Net operating income is rental income minus property operating expenses including utility rebate. It does not include financing costs, general and
administrative expenses or depreciation and amortization expenses.

4. EBITDA is earnings before interest, depreciation and amortization and is used by Mainstreet to measure its financial performance. EBITDA is not,
however, a recognized measure under GAAP. Management believes EBITDA is a useful supplemental measure to net earnings, providing investors with an
indicator of cash available for distribution prior to debt service, capital expenditures and income taxes. The GAAP measure most directly comparable to
EBITDA is net income. EBITDA should not be construed as an alternative to net income determined in accordance to GAAP. Readers are cautioned that
EBITDA may differ from similar calculations used by other comparable entities.

Overview
Mainstreet is a Canadian real estate company focused on

acquiring and managing multi-family residential rental properties.
The Company buys undervalued residential properties, enhances
the value through renovations and improved operating efficien-
cies, and occasionally sells them to redirect capital into new,
higher potential properties. The Company’s goal is to become
the market leader in mid-sized, mid-tiered rental products.

Mainstreet’s portfolio of 2,721 units is diversified throughout
Vancouver lower mainland, Calgary, Edmonton, Red Deer,
Toronto and Mississauga, Ontario. Of this total, approximately
78% of the company’s portfolio is in Edmonton and Calgary. This
portfolio consists of townhouses, garden-style apartments and
mid-rise and high-rise concrete apartments. The Company owns,

operates and maintains these properties, which together repre-
sent about 2.1 million square feet. The head office is in Calgary.

In comparing quarter-to-quarter results in this report, it is
important to consider changes in Canadian Generally Accepted
Accounting Principles (GAAP). 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 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 $433,000 less for the
third quarter of fiscal 2004 and $1.2 million less for the nine
months ended June 30, 2004. 

Questions & Answers
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During the three month period ended June 30, 2004, the
Company continued to experience net losses. A significant
portion of this loss can be attributed to the change in account-
ing policy for recording depreciation expense. However, difficult
market conditions also contributed to the loss. Mainstreet con-
tinued to have high vacancies and tenant turnover in its
properties. As a result, tenant inducements were offered to

decrease vacancies. During the same period, about 5% of the
company’s properties underwent renovations and, therefore,
were unavailable for occupancy and generating income.
Management believes that the benefit of tenant inducements
and property renovations will be reflected in future results.

Funds from Operations
Three months ended Nine months ended 

June 30 June 30
($000s) 2004 2003 2004 2003
Net (loss) income (575) (179) (1,447) 2,352
Depreciation 1,179 631 3,311 1,710
Future income tax (266) 69 (707) 562
Total funds from operations 338 521 1,157 4,624

Operating costs (after utility rebate) in the third quarter of 2004
rose to $2.1million, up 26% from $1.7 million for the same
period last year. When the increase is considered on a per unit
per month basis, these costs increased from $237 to $260 over
this period. For the three month period ended June 30, 2004, all
of the increase is directly attributed to property acquisitions. 

For the nine months ended June 30, 2004, operating expens-
es (after utility rebate) rose 33% from $4.7 million (or $230 per
unit) to $6.3 million (or $264 per unit). Again, the increase is
attributable to property acquisitions since June 20, 2003.

Rental income continued to grow, increasing 16% to $5 million,
from $4.3 million in the third quarter of 2003. This mainly
resulted from growth in the Company’s portfolio. 

For the three month period ended June 30, 2004, approxi-
mately 15% of the increase in property rental revenue resulted
from new acquisitions during 2003 and 2004. Same asset rental
revenue for the three and nine month periods ended June 30,
2003 and 2004 reflects revenue earned on properties owned for

the entire periods. The impact of property acquisitions was
offset somewhat by continuing high vacancies and the use of
rental incentives to attract new tenants. 

For the nine months ended June 30, 2004, net rental income
increased 22% to $14.9 million from $12.2 million. Similarly,
about 20% of the increase is directly attributable to property
acquisitions. 

A key performance measure of real estate companies is funds
from operations. Mainstreet generates funds from operations
from two sources: rental income from properties and the peri-
odic sale of properties.

During the third quarter of 2004, funds from operations
decreased $0.2 million, or 35%, from $0.5 million in the third
quarter of 2003 to $0.3 million. This decrease reflected difficult
market conditions, as lower than expected interest rates and
the Canada Mortgage and Housing Corporation’s removal of its
5% down payment restrictions made the purchase of homes
and condominiums more attractive for first-time buyers,

encouraging more renters to leave the rental accommodation
market. As a result, Mainstreet experienced a higher average
vacancy rate: 13% for the third quarter of 2004, versus 10% for
the same period last year. About 5% of this vacancy rate was
due to renovations, which left properties unavailable for occu-
pancy and, therefore, not generating funds. 

For the nine months ended June 30, 2004, funds from opera-
tions (after gains from property disposition) decreased 75%
from $4.6 million in 2003 to $1.2 million. Funds from operations
(before gains from property disposition) decreased 26% from
1.6 million in 2003 to $1.2 million.   

Rental Income
Three months ended June 30 Nine months ended June 30

($000s) 2004 2003 Change % 2004 2003 Change %
Same asset rental revenue 3,745 3,709 1 11,363 11,043 3
Acquisitions
Property rental revenue 1,275 625 104 3,599 1,196 201
Total rental income 5,020 4,334 16 14,962 12,239 22

Operating Expenses
Three months ended June 30 Nine months ended June 30

($000s) 2004 2003 Change % 2004 2003 Change %
Same asset rental revenue 1,291 1,348 (4) 4,018 4,143 (3)
Acquisitions
Property operating expenses 828 336 146 2,275 572 298
Total operating expenses 2,119 1,684 26 6,293 4,715 33
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General and Administrative Expenses
General and administrative (G&A) expenses include the cost

of corporate activities. G&A costs for the third quarter of 2004
increased 47% to $520,000 from $353,000 in the third quarter of
2003. The main contributor to this increase was the overall
growth in our portfolio and setting up a regional office in
Ontario. Monthly G&A costs per unit for the third quarter were

up 28%: $64 per unit versus $50 per unit during the same
period last year.

For the nine months ended June 30, 2004, G&A expenses
increased 17% from $1.2 million to $1.4 million. The increase
was mainly because of the overall growth in our portfolio, from
2,369 to 2,721 units and setting up a regional office in Ontario.

In comparing quarter-to quarter results, 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 prop-
erties cannot be supported by a primary source of GAAP. 

As such, the Company has adopted the straight-line method of
depreciation for its real estate properties. Had the Company
continued to use the sinking fund method of depreciation, the
net (loss) income and the basic and diluted (loss) earnings per
share would have been as follows:

Summary of Quarterly Results
($000s except per share amounts)

Jun. 30, Mar. 31, Dec. 31, Sep. 30, Jun. 30, Mar. 31, Dec. 31, Sep.30, 
2004 2004 2003 2003 2003 2003 2002 2002

Revenue 
Rental income 5,020 4,865 5,077 4,878 4,334 3,823 4,082 4,062
Sales of real estate properties – – – – – – 16,800 –
Interest income 7 15 18 25 22 22 24 8
Total revenue 5,027 4,880 5,095 4,903 4,356 3,845 20,906 4.072

Net (loss) income (575) (647) (225) 223 (179) (283) 2,814 (57)
(Loss) earnings per share

– basic (0.06) (0.07) (0.02) 0.02 (0.02) (0.03) 0.31 (0.01)
– diluted (0.06) (0.07) (0.02) 0.02 (0.02) (0.03) 0.31 (0.01)

For the three months ended June 30, 2004, financing costs
increased by $111,000, or 6%, as compared with the same
period in the prior year. The increase is the result of property
acquisitions. Same property interest decreased by $60,000 due
to lower interest rates on refinancing. 

For the nine months ended June 30, 2004, financing costs were
$555,000, or 10% higher than they were for the same period in
the previous year. The increase is due to property acquisitions. 

Financing Costs
Three months ended June 30 Nine months ended June 30

($000s) 2004 2003 Change % 2004 2003 Change %
Same asset mortgage interests 1,324 1,384 (4) 4,010 4,252 (6)
Acquisitions
Property mortgage interests 484 313 55 1,416 677 109
Amortization of finance charges 178 178 0 563 505 11
Total financing costs 1,986 1,875 6 5,989 5,434 10

June 30, March 31, December 31,
2004 2004 2003

Net (loss) income (290) (375) 38
(Loss) earnings per share

– basic (0.03) (0.04) –
– diluted (0.03) (0.04) –

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.

During the third quarter of 2004, Mainstreet converted 
$5.3 million of 6.26% mortgages to CMHC-insured loans at an
average rate of 4.37%. As of June 30, 2004, 74% of Mainstreet’s
mortgages are CMHC-insured, providing the Company with
interest rates lower than those conventionally available.
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Segmented Information

Three months ended June 30, 2004 and June 30, 2003: 

% of Net
Operating Net Operating Operating

($000s) Rental Income Expenses Income Income
2004 2003 2004 2003 2004 2003 2004 2003

Alberta 3,836 3,717 1,526 1,422 2,310 2,295 80 86
British Columbia 393 330 156 153 237 177 8 7
Ontario 791 287 437 109 354 178 12 7
Total 5,020 4,334 2,119 1,684 2,901 2,650 100 100

Nine months ended June 30, 2004 and June 30, 2003: 
% of Net

Operating Net Operating Operating
($000s) Rental Income Expenses Income Income

2004 2003 2004 2003 2004 2003 2004 2003
Alberta 11,296 10,993 4,377 4,143 6,919 6,850 80 91
British Columbia 1,162 959 474 463 688 496 8 7
Ontario 2,504 287 1,442 109 1,062 178 12 2
Total 14,962 12,239 6,293 4,715 8,669 7,524 100 100

Alberta
For the three and nine month periods ended June 30, 2004,

rental income increased by 3%. The change mainly resulted
from the growth of the Alberta portfolio, which increased 7%
from 2,061 units in June 30, 2003 to 2,195 units in June 30, 2004.
This growth was offset somewhat by continuing high vacancies
and the use of rental incentives to attract new tenants.

Operating expenses were relatively consistent with the same
period in the prior year with an average monthly operating cost
of $232 (versus $230 in 2003) for the three month period and
$226 (unchanged from 2003) for the nine month period ended
June 30, 2004.

British Columbia
For the three and nine month periods ended June 30, 2004,

rental income increased by 19% and 21% respectively. The
change is a result of increases in rental rates after property ren-
ovations. Operating expenses were relatively consistent with
the same period in the prior year with increases of 1% for the
three month period and 2% for the nine month period ended
June 30, 2004. 

Ontario
For the three and nine month periods ended June 30, 2004,

rental income increased by 176% and 772% respectively. The
increase is directly attributable to the growth in the Company’s
Ontario portfolio, which has increased from 104 units in March
2003 to 322 units as of June 30, 2004.

Operating expenses increased significantly over the prior period.
Again, the increase is attributable to property acquisitions.  

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

rise and high-rise concrete apartments, Mainstreet’s portfolio is
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 June 30, 2004, Mainstreet’s portfolio totalled 2,721 units.
Of these, 87% 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. 

The Company spent about $1 million over three months and
about $2.2 million over nine months on property improve-
ments, 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 $0.8 million in renovations is planned for the
remainder of 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 underval-

ued residential units and increases their value through
renovations and improved operating efficiencies. Occasionally
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 third quarter, the company contin-
ued to explore in the market for investment opportunities, but
did not make any acquisitions. 

No properties were sold during the three month and nine
month periods ended June 30, 2004.
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Share Capital
Issued and outstanding common voting shares as of June 30,

2004 are 9,188,333.

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 $0.3 million for the third
quarter of 2004 and $1.2 million for the first nine months of
fiscal 2004. The Company also has an operating line of credit of
$0.8 million. Mainstreet believes these resources will be suffi-
cient to fund ongoing operational and capital requirements. 

At the end of the third quarter, the Company had the follow-
ing contractual obligations. These will be met by funds from
operations and the renewal of mortgage loans on maturity. 

At June 30, 2004, the Company’s financial position is stable with
overall mortgage levels reported at 96% of depreciated book
value and 74% of the portfolio being CMHC-insured.

Internal Controls
Internal controls refer to the procedures established by the

Company to provide reasonable assurance on the reliability of
financial reporting, the effectiveness and efficiency of opera-
tions, and compliance with applicable laws and regulations.
There were no significant changes in Mainstreet’s internal con-
trols during the third 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 GAAP. As such, the Company has adopted the
straight-line method of depreciation for its real estate properties. 

The actual impact of this change in depreciation methods,
from the sinking fund to the straight-line method, was an
increase in depreciation costs of $433,000 for the third quarter
of 2004 and $1.2 million for the nine months period ended
June 30,2004. Management estimates the full-year impact of
this change at $1.6 million in depreciation costs. 

In 2004, the Company adopted the recommendations of:
• Emerging Issues Committee (EIC) 140 (accounting operating 

leases acquired in either an asset acquisition or a business 
combination);

• EIC 137 (recognition of customer relationship intangible 
assets acquired in business combination with respect to the 
purchase price allocation of income-producing properties). 

Under these recommendations, the purchase price must be
allocated to land, building and intangible assets (such as the
value of above and below market leases, the value of in-place
leases, origination costs associated with in-place leases and the
value of tenant relationships, if any). The value of above and
below market leases and origination costs associated with in-
place leases are recorded and amortized to rental income over
the remaining term of the associated lease. The value associat-
ed with the tenant relationships is amortized over the expected
term of the relationship, which includes an estimate of the
probability of the lease renewal and its estimated term.

The Company frequently purchases properties requiring a
considerable amount of capital improvement. This often involves
the replacement of tenants occupying buildings at the time of
acquisition. Upon review of the leases and the tenants’ relation-
ships relating to the acquired buildings, the Company has
established that there is little value associated with the above
and below value leases, in-place leases or the customer relation-
ships. For these properties, the Company has placed a nominal
value on the tangible assets acquired through acquisitions. 

Critical Accounting Estimates
Depreciation

The depreciation period of capital assets is estimated based
on the useful life of the assets, using management’s estimates.
In the event the allocation to building is inappropriate or the
estimated useful life of capital assets proves incorrect, the com-
putation of depreciation will not be appropriately reflected over
future periods.

Property Acquisitions
The purchase price of properties under the new provision EIC

140 must be allocated to land, building and intangible assets
(such as the value of above and below market leases, the value
of in-place leases, origination costs associated with in-place
leases and the value of tenant relationships, if any). Determining
the value of different components in the purchase price involves
substantial estimates and judgment by management.

Impairment of Assets
Under Canadian GAAP, management is required to write

down to fair value any long-lived asset that is determined to
have been permanently impaired. Mainstreet’s long-lived assets
consist of its investments in income-producing properties. The
fair value of investments in income-producing properties
depends on anticipated future cash flows from operations over
the anticipated holding period.

In determining anticipated future cash flows, estimates are
made with respect to occupancy, rental rates and residual value,
all of which are affected by market conditions and other factors.
The assumptions with respect to the above are based on manage-
ment’s best estimate of future events and may not be ultimately
achieved and, therefore, could affect the value of the property.

Payments Due by Period 
Less Than One to Four to After Five 

($000s) Total One Year Three Year Five Year Year
Mortgage payable     135,298 27,274 37,425 32,385 38,214
Debenture 1,000 – 1,000 – –
Total contractual obligation 136,298 27,274 38,425 32,385 38,214
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Financial Instruments
A $1 million 10% debenture was issued in 2001 as a source of

funds for expansion and matures in May 2006. The company
estimates that the fair market value of the debenture, based on
market interest rates, equals its carrying value of $1 million. 

Transactions with Related Parties
A $1 million debenture was issued on May 29, 2001 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 $7,675 were payable to three of the
Company’s directors for the third quarter of 2004. These were
consistent with amounts paid in 2003.

The President and Chief Executive Officer receives no com-
pensation for his services; instead, he receives a commission at
commercial rates in his capacity as licensed broker for proper-
ty transactions conducted by the Company. He received no
commission during the third quarter. During the nine month
period ended June 30, 2004, his commission totalled $52,849,
compared with $10,625 for the same period in 2003.

Outlook
Market Conditions

The demand for rental properties in the Company’s core
market areas continued to be soft in the third quarter of 2004,
largely because of continued 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. 

During the third quarter, our vacancy rate was affected by
renovation programs and market conditions. Of the Company’s

2,721 units, about 5% were being renovated and an additional
8% were vacant because of market conditions. The Company’s
decision to invest in renovation of a significant proportion of its
property holdings affected earnings negatively, but manage-
ment is of the view that this short-term adverse impact will be
more than offset by improved revenue in the medium term. 

Mainstreet remains optimistic about a modest but important
improvement in the multi-family rental market during the
remainder of 2004. A strong economy, continued immigration,
recent increases in housing costs and a projected rise in inter-
est rates are expected to attract new tenants to the Company’s
market niche — affordable mid-sized, mid-tiered rental accom-
modation. As these favourable market conditions occur, they
will gradually improve vacancy rates and increase rents.

Geographic Diversification
The Company continues to believe that new opportunities in

the real estate business arise from uncertainty 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 mismanaged rental proper-
ties at lower values. The Company is committed to expanding
in its core geographic markets in ways that enhance revenue
growth opportunities and diversify market risks. 

Mainstreet’s goal is to become the market leader in mid-
sized, mid-tiered rental products. The Company will find
opportunities in the current market conditions, because of its
experience, its strong management team and systems as well as
access to capital and acquisition expertise. The Company’s
business philosophy of providing standardized, branded rental
product will continue to provide a service to this segment that
is typically neglected.


