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The following discussion and analysis reviews Mainstreet Equity Cor-

poration’s operations and financial condition for the fiscal year end-

ing September 30, 2004. The results from fiscal year 2004 are directly 

comparable with those from fiscal year 2003. This section should be 

read in conjunction with the Company’s audited financial statements 

and the accompanying notes included in this annual report. 

Business Overview 

Mainstreet Equity is a Canadian real estate company listed on the Toronto Stock 
Exchange (TSX) under the symbol MEQ. Headquartered in Calgary, Alberta, the 
Company is focused on acquiring and managing multi-family residential rental 
properties across Canada. 

The Company owns a diversified portfolio of multi-family residential properties in 
four geographic markets: Vancouver lower mainland, Calgary, Edmonton/Red Deer 
and the Greater Toronto Area. The total portfolio includes 2.1 million square feet 
and 2,721 residential units, consisting of townhouses, garden-style apartments and 
mid-rise and high-rise apartments. As of September 30, 2004, 90% of these units 
were rented, 5% were being renovated and the remainder were vacant because of 
market conditions. 

Since 1997, the company’s portfolio has increased from 10 buildings to 55 build-
ings, while the estimated market  value of this portfolio has grown from about  
$17 million to about $178 million.1 

Business Strategy

Mainstreet’s goal is to become the leading provider of affordable mid-sized, mid-
tiered rental accommodations in Canada. The Company’s business strategy to 
achieve this goal includes:   

• identifying and buying underperforming rental units at prices well below  
replacement costs

• increasing the value of its portfolio by aggressively managing and upgrading 
rental units 

• minimizing operating costs through professional management, technology and 
energy-saving equipment 

• building customer loyalty through high levels of service

• maintaining a sound capital structure with access to capital markets 

MANAGEMENT’S
DISCUSSION & ANALYSISMD&A

1. Market value as determined by independent real estate appraisers. The actual selling value of these  
 properties may be substantially different and will depend on market conditions at the time of the sale. 
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Review of Financial and Operating Results

Summary of financial results (THOUSANDS OF DOLLARS EXCEPT FOR SHARE AMOUNTS)

(FISCAL YEAR ENDING SEPTEMBER 30, 2004) 

     2004  2003 % change

Gross revenues   $ 20,044 $ 34,010  (41%)

Net (loss) income    

 - after gains from property disposition1   $ (1,808) $ 2,575  (170%)

 - before gains from property disposition   $ (1,808) $ (537)  (237%)

Funds from operations2    

 - after gains from property disposition   $ 1,857 $ 5,451  (66%)

 - before gains from property disposition   $ 1,857 $ 2,339  (21%)

Net operating income3         $ 11,594 $ 10,866  7%

Net operating margin (%)    58%  63%  (8%)

EBITDA4    

 - after gains from property disposition   $ 9,747 $ 13,317  (27%)

 - before gains from property disposition   $ 9,747 $ 9,502  3%

Total assets   $ 145,890 $ 143,108  2%

Long-term debt, including debenture   $ 135,639 $ 130,615  4%

Net (loss) income per share - basic   

 - after gains from property disposition   $ (0.20) $ 0.28  (171%)

 - before gains from property disposition   $ (0.20) $ (0.06)  (233%)

Funds from operations per share - basic   

 - after gains from property disposition   $ 0.20 $ 0.60  (67%)

 - before gains from property disposition   $ 0.20 $ 0.26  (23%)

1. Property disposition refers to the 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 accepted 
supplemental measure of a Canadian real estate company’s performance. It is not, however, a recognized measure under Canadian generally accepted account-
ing 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 perfor-
mance. 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, income taxes, 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. 
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In 2004, Mainstreet reported a net loss of $1.8 million ($0.20 per share), compared with a net loss of $0.5 million ($0.06 per 
share) before gains from property disposition and net income of $2.6 million ($0.28 per share) after gains in 2003.

Part of this performance can be attributed to the change in accounting policy for recording depreciation expenses, which re-
sulted in higher depreciation charges ($4.5 million, compared with $2.3 million in 2003). However, difficult market conditions, 
such as high vacancies and tenant turnover in its properties, also contributed to the year’s results. 

In 2004, the Canada Mortgage and Housing Corporation (CMHC) amended its fee structure relating to mortgage insurance pre-
miums.1 In response, the Company changed its estimation of the period over which the CMHC insurance premium relates to and 
amortize the insurance premium over the amortization period of 25 years rather than over the terms of the respective mortgages. 
As a result, financing costs on insurance premiums for the loans were reduced from $0.7 million in 2003 to $0.4 million.

During the year, 5% of the Company’s properties underwent renovations and, therefore, were unavailable for occupancy and 
generating income. Management believes that the benefit of property renovations will be reflected in future results. 

Funds from operations (THOUSANDS OF DOLLARS)

     2004  2003 % change

Net (loss) income   

  - after gains from property disposition   $ (1,808) $ 2,575  (170%)

Gains on early redemption of debenture    – $ (150)  –

Depreciation   $ 4,529 $ 2,378  90%

Future income tax   $ (864) $ 648  (233%)

Total funds from operations   $ 1,857 $ 5,451  (66%)

Funds from operations per share - basic

 - after gains from disposition   $ 0.20 $ 0.60  (67%)

 - before gains from disposition   $ 0.20 $ 0.26  (23%)

A key performance measure of real estate companies is the cash or funds generated from operations. Funds from operations 
(FFO) are calculated as net earnings before depreciation of real estate properties and future income taxes. 

Mainstreet generates funds from operations from two sources: rental income from properties and the periodic sale of proper-
ties. Results can be improved if vacancy rates can be kept low and rental rates can be increased. 

For the year ending September 30, 2004, the Company recorded funds from operations before gains from property disposition 
of $1.9 million ($0.20 per share), compared with $2.3 million ($0.26 per share) in 2003. Funds from operations after gains from 
property disposition were $1.9 million ($0.20 per share), compared with $5.5 million ($0.60 per share) in 2003.

This decrease reflected difficult market conditions, as lower than expected interest rates and the CMHC’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: 12% 
for 2004, versus 11% the previous year. Of this vacancy rate, 5% was due to renovations, which left properties unavailable for 
occupancy and, therefore, not generating funds. To reduce the vacancy rate, the Company increased advertising and introduced 
rental concessions to attract new tenants.

During the year, the Company also faced higher operating costs, mainly because of increased utility costs and property taxes.

Revenues (THOUSANDS OF DOLLARS)

     2004  2003 % change

Rental revenues   $ 19,999 $ 17,117  17%

Property dispositions    – $ 16,800  –

Interest income   $ 45 $ 93  (52%)

Gross revenues   $ 20,044 $ 34,010  (41%)

MD&A

1. Historically, on conversion of mortgage loans to CMHC-insured mortgage loans, the CMHC charged an insurance premium of 2.5% to 3.5% of the loan 
amounts. The insurance covered the entire amortization period of mortgage loans of 25 years. If the loan was refinanced on or prior to maturity, the CMHC 
premium would be forfeited and a new premium would be charged. As a result, the Corporation had adopted a policy to amortize the CMHC insurance premium 
over the terms of the mortgage loans. In 2004, however, the CMHC changed its policy. This change allows companies, upon refinancing of a mortgage loan, to 
apply a full credit of the balance of the insurance premium to the new financing. In response, the Corporation has changed its estimation of the period over which 
the CMHC insurance premium relates to and amortize the CMHC insurance premium over the amortization period of 25 years rather than over the terms of the 
respective mortgages.



MAINSTREET EQUITY CORP.    ANNUAL REPORT 2004  21

MD&A

Mainstreet’s operations generate gross revenues from two separate sources: rental operations and the periodic sale of real estate 
properties. The most consistent source of income comes from rental operations. 

Gross revenues were $20 million, down 41% from $34 million in 2003. The difference between year-to-year results was  
primarily due to residential property sales in 2003 totalling $16.8 million.    

Rental operations (THOUSANDS OF DOLLARS)
    2004  2003 % change

Same asset rental revenues   $ 15,014 $ 15,079  (<1%)

Acquisition rental revenues   $ 4,985 $ 2,038  145%

Total rental income   $ 19,999 $ 17,117  17%

Weighted average number of units    2,668  2,324  15%

Average rental rate per unit per month (dollars)   $ 625 $ 614  2%

Weighted average square feet (thousands)    2,203  1,857  19%

Average rental rate per square foot per month (dollars)   $ 0.76 $ 0.77  (1%)

Overall, rental income rose 17% from $17.1 million (or $614 per unit each month) in 2003 to $20 million (or $625 per unit each 
month) in 2004. 

Of this total, the largest portion consisted of “acquisition” rental revenues from properties acquired in 2003 and 2004. This 
revenue stream more than doubled from $2 million to nearly $5 million, largely on the strength of properties purchased in the 
Greater Toronto Area, where average rental rates are higher. The impact of property acquisitions was offset somewhat by high 
vacancies during renovations and the use of rental incentives to attract new tenants.

Rental revenues from “same assets” properties consists of revenues earned on properties owned for the entire period of 2003 
and 2004. This amount remained constant at just over $15 million for the year, reflecting the difficult challenges facing rental 
markets in core geographic areas. In 2004, for example, lower interest rates continued to create affordable housing for first-time 
buyers, helping to increase tenant vacancies. As a result, the Company has been unable to increase rental revenues from same 
asset properties. 

Rental operations by province         

Mainstreet closely monitors and manages the performance of rental properties in each of its geographic markets. Rental operat-
ing results by province are summarized as follows:                                       

Alberta (THOUSANDS OF DOLLARS EXCEPT PER UNIT DATA)

     2004  2003 % change

Rental income   $ 15,205 $ 15,015  1%

Operating expenses   $ 5,877 $ 5,322  10%

Net operating income   $ 9,328 $ 9,693  (4%)

Average rent per unit per month   $ 593 $ 610  (3%)

Operating costs per unit per month   $ 230 $ 216  6%

Average vacancy rate    11.2%  9.8%  14%

Operating margins    61%  65%  (6%)

Mainstreet’s Alberta operations reported results consistent with those reported for 2003. Rental income in 2004 increased 
1% from $15 million in 2003 to $15.2 million. This growth was offset somewhat by higher operating expenses, high vacan-
cies and the use of short-term rental incentives to attract and retain tenants. Overall, the net operating income was slightly                                               
lower (down 4% from $9.6 million in 2003 to $9.3 million) and operating margins declined from 65% to 61%. 
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British Columbia (THOUSANDS OF DOLLARS EXCEPT PER UNIT DATA)

     2004  2003 % change

Rental income   $ 1,571 $ 1,336  18%

Operating expenses   $ 594 $ 594  0%

Net operating income   $ 977 $ 742  32%

Average rent per unit per month   $ 642 $ 546  18%

Operating costs per unit per month   $ 243 $ 243  0%

Average vacancy rates    9.8%  22%  (55%)

Operating margins    62%  56%  11%

Mainstreet’s British Columbia operations showed steady improvement in financial results for 2004. Rental income increased 
18% from $1.3 million in 2003 to $1.6 million. This increase was largely due to a reduction in the average vacancy rate and the 
introduction of higher rental rates after renovation for the Company’s 204 units in Vancouver lower mainland. Overall, net oper-
ating income improved (up 32% from $0.7 million in 2003 to $1.0 million) and operating margins increased from 56% to 62%.

Ontario (THOUSANDS OF DOLLARS EXCEPT PER UNIT DATA)

     2004  2003 % change

Rental income   $ 3,223 $ 766  321%

Operating expenses   $ 1,934 $ 335  477%

Net operating income   $ 1,289 $ 431  199%

Average rent per unit per month   $ 834 $ 912  (9%)

Operating costs per unit per month   $ 501 $ 399  26%

Average vacancy rates    18.8%  5.8%  224%

Operating margins    40%  56%  (29%)

Mainstreet’s Ontario operations showed significant growth.  Rental income rose 321%, mainly as a result of growth in the 
Company’s portfolio in the Greater Toronto Area, which has increased from 104 units in March 2003 to 322 units at year-end. 
This was offset somewhat by increased operating expenses due to higher wages, utilities and property taxes. The average va-
cancy rate was also higher during the year (18.8% versus 5.8% in 2003), largely due to the Company’s substantial renovation 
program in 2004.       

Operating costs (THOUSAND OF DOLLARS)

     2004  2003 % change

Same assets operating expenses   $ 5,853 $ 5,563  6%

Acquisition operating expenses   $ 2,552 $ 688  271%

Total operating costs1   $ 8,405 $ 6,251  35%

Overall, operating costs (after utility rebate2) increased 35% from $6.3 million in 2003 to $8.4 million in 2004. When consid-
ered on a per unit per month basis, these costs rose 17% from $224 to $263 over this period. 

More than 30% of the increase in operating costs was due to the growth in the Company’s portfolio, which grew from 2,280 
units in 2002 to 2,721 units in 2004. 

Operating costs for “same assets” properties (properties owned for the entire period of 2003 and 2004) totalled $5.9 million, 
an increase of 6% from $5.6 million in 2003. Higher natural gas (heating) prices, property taxes, maintenance costs and insur-
ance all contributed to these expenses. Also, because of changing market conditions and the launch of newly renovated suites, 
Mainstreet continued to offer short-term incentives to attract and retain tenants. 

1. Operating expenses for properties acquired during 2003 and 2004.

2. Introduced by the Alberta government in 2003 to help consumers with the increasing cost of natural gas.

MD&A
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General and administrative expenses (THOUSANDS OF DOLLARS EXCEPT PER UNIT DATA)

     2004  2003 % change

Total    $ 1,893 $ 1,607  18%

Per unit per month              $ 59 $ 58  2%

Per square foot per month          $ 0.07 $ 0.07  0%

General and administrative (G&A) expenses include the cost of corporate activities such as salaries and professional fees. 
These expenses rose 18% from $1.6 million in 2003 to $1.9 million in 2004. Monthly G&A costs per unit increased 2% over 
the year. 

The main contributor to higher overall G&A costs in 2004 was the overall growth in the Company’s portfolio, from 2,606 to 
2,721 units, and setting up a regional office in Ontario. Over 2005 and 2006, the Company plans to expand its holdings to 1,500 
units in both the Ontario and British Columbia markets. As these expansion plans are carried out, G&A expenses on a per unit 
basis should improve over the long term.  

Financing costs (THOUSAND OF DOLLARS)

     2004  2003 % change

Same assets mortgage interest   $ 5,457 $ 5,851  (7%)

Acquisition mortgage interest   $ 1,815 $ 839  116%

Amortization of finance charges   $ 357 $ 717  (50%)

Total financing costs   $ 7,629 $ 7,407  3%

Overall, financing costs on long-term debt increased 3% from $7.4 million to $7.6 million. This reflected additional financing 
to cover the Company’s acquisition program in 2003 and 2004.

More specifically, the year’s financing costs included:

•  “same assets” mortgage interest that the Company pays on long-term debt for properties acquired before 2003. These ex-
penses were $5.4 million, down 7% from $5.8 million in 2003. This was due to a decrease in interest rates and the use of 
CMHC-insured loans, which allows the company to refinance long-term debt on more favourable terms.

•  “acquisition” mortgage interest that the Company pays on long-term debt for properties acquired in 2003 and 2004. These 
expenses were $1.8 million, or 116% higher than the $0.8 million recorded the previous year. The higher expenses for 2004 
correspond with the significant growth in the Company’s portfolio.

•  amortization of finance charges, which include CMHC insurance premiums paid for CMHC-insured loans. In 2004, the 
Company changed its estimation of the period over which the CMHC insurance premium relates to and amortize the insur-
ance premium over the amortization period of 25 years.1 As a result, finance charges 
for the premiums were reduced from $0.7 million to $0.4 million.

Capital investment

Renovation activities are a core part of Mainstreet’s Value Chain business philosophy. 
These activities enable the company to improve the attractiveness of properties to ten-
ants, reduce operating costs and enhance long-term property values.

In 2004, the Company spent $3.7 million on property improvements, specifically for 
exterior upgrades such as new siding and insulation and interior upgrades such as car-
pet and paint, new appliances and energy-efficiency measures. This enabled the com-
pany to introduce 255 renovated apartments, or 9% of the portfolio, onto the market at 
higher rents during the year. 

About $2.7 million in renovations is planned for 2005 to renovate another 380 suites 
in the Company’s portfolio. These improvements will be financed through funds from  
operations and refinancing of existing properties.

MD&A
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Summary of quarterly results (THOUSANDS OF DOLLARS EXCEPT FOR SHARE AMOUNTS)

    Sept. 30 June 30 March 31 Dec. 31 Sept. 30 June 30 March 31 Dec. 31  
   2004 2004 2004 2003 2003 2003 2003 2002
Revenue          
Rental income   $ 5,037 $ 5,020 $ 4,865 $ 5,077 $ 4,878 $ 4,334 $ 3,823 $ 4,082
Sales of real estate properties     –  –  –  –  –  –  –  16,800 
Interest income   $ 5 $ 7 $ 15 $ 18 $ 25 $ 22 $ 22 $ 24
Total revenue   $ 5,042 $ 5,027 $ 4,880 $ 5,095 $ 4,903 $ 4,356 $ 3,845 $ 20,906
Net (loss) income   $ (361) $ (575) $ (647) $ (225) $ 223 $ (179) $ (283) $ 2,814 
(Loss) earnings per share         
 - basic   $ (0.05) $ (0.06) $ (0.07) $ (0.02) $ 0.02 $ (0.02) $ (0.03) $ 0.31
 - diluted   $ (0.05) $ (0.06) $ (0.07) $ (0.02) $ 0.02 $ (0.02)  (0.03) $ 0.31

During the fourth quarter ending September 30, 2004, there were no acquisitions, no refinancing and no year-end adjustments 
that had a material impact on the Company’s financial results for the year, with the exception of the following: 

•  The average tenant vacancy rate for the Company’s properties was 11.3% for the quarter, compared with 12% for the fiscal year. 

•  Heating costs for the quarter were lower than the 2004 average due to warmer summer weather conditions.

•  The Company’s changed its estimation of the period over which the CMHC insurance premium relates to and amortize the 
CMHC premium over the amortization period of 25 years. As a result, financing charges for the premiums were reduced from 
$0.7 million to $0.4 million. 

Acquisitions (THOUSANDS OF DOLLARS EXCEPT AS NOTED)

     2004    2003

Geographic markets    Calgary Calgary, Greater Toronto Area

Suites (number)    115    513

Square feet (thousands)    83    364

Total purchase costs (average)   $ 6,675   $ 35,898

Price per square foot (dollars per square foot)   $ 80   $ 99

Price per suite2    $ 58   $ 70

As part of its business strategy, the Company identifies and acquires high potential rental properties at below replacement costs. 
Once acquired, these properties are renovated to Mainstreet’s branded standards to increase their value and improve operating 
efficiencies.

In 2004, the Company purchased two buildings in Calgary for $6.7 million, adding 115 units and 83,000 square feet to its port-
folio. The acquired buildings are in attractive downtown and northeast areas of the city, where they can be grouped with nearby 
Mainstreet properties for operating efficiencies.

In the above cases, the average purchase price per unit was $58,000. This represented significant discounts to the estimated 
replacement costs.

Divestitures
Occasionally the Company sells mature real estate properties to redirect capital into new, higher potential properties. There 
were no properties sold in 2004.

Liquidity and Capital Resources
In the normal course of business, the Company requires sufficient capital to finance continued growth and to cover operating 
expenses and building improvements. Sources for capital include funds from operations, the sale of non-core properties and 
the refinancing of existing properties.

MD&A

1. Historically, on conversion of mortgage loans to CMHC-insured mortgage loans, the CMHC charged an insurance premium of 2.5% to 3.5% of the loan 
amounts. The insurance covered the entire amortization period of mortgage loans of 25 years. If the loan was refinanced on or prior to maturity, the CMHC 
premium would be forfeited and a new premium would be charged.  As a result, the Corporation had adopted a policy to amortize the CMHC insurance premium 
over the terms of the mortgage loans. In 2004, however, the CMHC changed its policy. This change allows companies, upon refinancing of a mortgage loan, 
to apply a full credit of the balance of the insurance premium to the new financing.  In response, the Corporation has changed its estimation of the period over 
which the CMHC insurance premium relates to and amortize the CMHC insurance premium over the amortization period of 25 years rather than over the terms 
of the respective mortgages.

2. Does not include cost of significant capital improvements.
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During 2004, Mainstreet generated $1.9 million in funds from operations. The Company also has an operating line of credit of 
$0.8 million. Mainstreet believes these resources will be sufficient to fund operational and capital requirements. 

In October 2004, after fiscal year-end, the Company added to its financial resources by completing a private placement of  
$33 million in convertible debentures. The debentures have a seven-year term, bear a coupon of 7.25% and are convertible into 
common shares at a price of $6.25 per share at the option of the debenture holders. This financing will be used to accelerate 
Mainstreet’s acquisition program over 2005 and 2006.

As of September 2004, the Company had the following contractual obligations. These will be met by funds from operations and 
the renewal of mortgage loans on maturity. 

Payments due by period (THOUSANDS OF DOLLARS) 

   Less than One to  Four to After  
  Total one year three years five years five years

Mortgages payable          $ 134,639 $ 30,464 $ 40,195 $ 55,254 $ 8,726

Debentures $ 1,000  – $ 1,000  –  –

Total contractual obligation $ 135,639 $ 30,464 $ 41,195 $ 55,254 $ 8,726

As of September 30, 2004, the Company’s overall mortgage levels were at 95% of net book value. About 77% of the Company’s 
mortgage portfolio was CMHC-insured.

Long-Term Debt

Mortgage schedule (THOUSANDS OF DOLLARS)              
     Floating Fixed rate Total 
     rate debt debt mortgage

CMHC-insured    $ – $ 103,691 $ 103,691

Non-CMHC-insured   $ 22,268 $ 8,680 $ 30,948

Total   $ 22,268 $ 112,371 $ 134,639

Fixed rate debt (THOUSANDS OF DOLLARS)      
     Amount  Average interest rate

CMHC-insured   $ 103,691    5.5%

Non-CMHC-insured   $ 8,680    5.7%

Long-term debt consists mainly of low-rate, fixed-term mortgage financing. All amounts are secured by individual mortgages 
against the appropriate real estate assets. Largely based on the value of properties, this refinancing reflects the strength of 
Mainstreet’s portfolio. The maturity dates for this debt are staggered to lower the overall rate risk. 

As of September 30, 2004, mortgages payable were $135 million, compared with $130 million in the previous year. This in-
crease is the result of the continued growth of the Company, including the refinancing of existing debt and the assumption of 
debt on new acquisitions. 

To maintain cost-effectiveness and flexibility of capital, Mainstreet continually monitors short-term and long-term interest rates. If 
appropriate, the Company looks for opportunities to convert short-term floating rate debt to long-term, CMHC-insured fixed debt. 

In 2004, Mainstreet converted $6.2 million of 6.2% mortgages to CMHC-insured loans at an average rate of 4.4%. Mainstreet’s 
overall weighted average interest rate on long-term debt has decreased slightly from the previous year. At September 30, 2004, 
the weighted average interest rate was 5.5%, compared with 5.6% in 2003.

MD&A
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Mortgage maturity schedule1 Balance maturing % of debt maturing Weighted average 
  (thousands of dollars)   rate on expiry (%)

2005  $ 27,985 21% 5.8%

2006  $ 2,963 2% 4.7%

2007  $ 34,318 26% 5.6%

2008  $ 50,457 37% 5.1%

2009  $ 8,659 6% 5.0%

Subsequent  $ 10,257 8% 6.8%

Total  $ 134,639 100% 5.5%

1. At year-end September 30

Internal Controls

The Company has established internal controls to provide reasonable assurance on the reliability of financial reporting, the 
effectiveness and efficiency of operations, and compliance with applicable laws and regulations. There were no significant 
changes in Mainstreet’s internal controls in 2004. 

Share Capital

As of September 30, 2004, issued and outstanding common voting shares were 9,188,333.

Significant Accounting Policies

The Company’s financial statements are based on the selection and application of critical accounting policies, which require 
management to make significant estimates and assumptions. 

Since October 2003, the Company has calculated depreciation expenses on rental properties using the straight-line method, in 
accordance with Section 1100 of the Canadian Institute of Charter Accountants (CICA) Handbook. This practice has replaced 
the use of the sinking fund method. 

Historically, on conversion of mortgage loans to CMHC-insured mortgage loans, the CMHC charged an insurance premium of 
2.5% to 3.5% of the loan amounts. The insurance covered the entire amortization period of mortgage loans of 25 years. If the 
loan was refinanced on or prior to maturity, the CMHC premium would be forfeited and a new premium would be charged. As 
a result, the Company had adopted a policy to amortize the CMHC insurance premium over the terms of the mortgage loans. 

In 2004, however, the CMHC changed its policy. This change allows companies, upon refinancing of a mortgage loan, to apply 
a full credit of the balance of the insurance premium to the new financing. In response, the Company changed its estimation of 
the period over which the CMHC insurance premium relates to and amortize the CMHC insurance premium over the amortiza-
tion period of 25 years rather than over the terms of the respective mortgages. 

Had the Company continued to use the sinking fund method of depreciation and amortize CMHC insurance premiums over the 
terms of the respective mortgages, the results would have been: 

•  a net loss of $1.0 million

•  a net loss per share (basic) of $0.11 

•  a net book value of real estate properties of $143 million

•  deferred charges of $2.2 million

In 2004, the Company also 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 

MD&A
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MD&A

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 associated 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’ relationships 
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 tenant relationships. For these properties, the Company has placed a nominal value on the tan-
gible 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 computation 
of depreciation will not be appropriately reflected over future periods.

PROPERTY ACQUISITIONS

The purchase price of properties under 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.

Financial Instruments

A $1 million 10% debenture, issued in 2001 to help fund the company’s growth plans, 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. 

In October 2004, after fiscal year-end, the Company completed a private placement of $33 million in convertible debentures. 
The debentures have a seven-year term, bear a coupon of 7.25% and are convertible into common shares at a price of $6.25 per 
share at the option of the debenture holders. This financing will be used to accelerate Mainstreet’s acquisition program over 
2005 and 2006.

Transactions with Related Parties

As previously discussed under “financial instruments,” a $1 million 10% debenture was issued in 2001 to fund the Company’s 
growth plans. The debenture was issued to a company, of which a Mainstreet director is a director and shareholder. This trans-
action was completed under the same terms and conditions as those issued to third parties for the existing debenture. 

For the fiscal year ending 2004, the President and Chief Executive Officer received no salary as compensation for his services; 
instead, he received a commission at commercial rates in his capacity as a licensed broker for the Company’s property transac-
tions. At September 30, 2004, his commission for the year totalled $53,000, compared with $103,000 in 2003.

Risk Management

Like other real estate companies, Mainstreet is exposed to different risks in the normal course of business that can affect finan-
cial performance. These risks include tenant vacancies, financial risk, interest rates and utility costs.
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VACANCY RISK

The Company is subject to tenant vacancy risk, caused by new supply of multi-family residential units and lower interest rates. 
When vacancies are high, rental income and cash flow decrease. 

Vacancy rates can be negatively affected by new supply of condominium units in major market areas. In 2004, condominium 
developers lowered prices and provided attractive financing to attract rental tenants into the housing market. At the same time, 
lower interest rates encouraged some tenants to purchase homes for the first time.

Mainstreet addresses this risk by enhancing customer satisfaction, diversifying its portfolio in different geographic markets in 
Canada, maintaining its focus on affordable mid-sized, mid-tiered multi-family accommodation and carrying out advertising 
and offering rental incentives to attract new tenants. 

FINANCIAL RISK

The Company is subject to the financial risk of having unoccupied units during extended periods of renovations. During 
renovations, these properties are unavailable for occupancy and generating income. Mainstreet addresses this risk by acquir-
ing financing to fund renovations and by carrying out a detailed capital expenditures budget to monitor its cash position on a 
monthly basis.

INTEREST RISK

Mainstreet’s business is exposed to the risk of rising interest rate environments. The Company addresses this risk by creating 
a balanced mortgage portfolio with varying terms to maturity and by refinancing long-term debt, wherever possible, on more 
advantageous terms. This includes reducing the fixed debt load by converting significant sums of mortgage financing into lon-
ger-term, less-expensive CMHC-insured debt. 

UTILITY RISKS

The business is also exposed to fluctuating utility and energy costs such as electricity and natural gas (heating) prices. Mainstreet 
closely monitors gas prices and looks for long-term contracts for these prices, wherever possible. In addition, installing energy-
saving measures in all buildings through renovations is a key priority.  

Outlook

Preparing for 2005, Mainstreet is focused on two primary objectives: to take advantage of changing market conditions and 
increase geographic diversification. 

MARKET CONDITIONS

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

Average vacancy rates in key geographic markets 
       2003  2004 

Vancouver      2%  2.5%

Edmonton      3.4%  5%

Calgary      4.4%  5%

Toronto      3.8%  4.8%

(Source: Canada Mortgage and Housing Corporation)

Management believes that the multi-family rental market will gradually improve in the near term and long term. 

A strong economy, continued immigration, recent increases in housing costs and a projected rise in interest rates are expected 
to attract new tenants to the Company’s market niche — affordable mid-sized, mid-tiered rental accommodation. As these 
favourable market conditions occur, they will gradually improve vacancy rates and increase rents.

In the longer term, the multi-family market will benefit from changing demographics. According to Statistics Canada, the num-
ber of Canadians in the primary rental markets (ages 20 to 29 and 50 to 65) is expected to significantly increase over the next 
decade. This will help to boost demand for rental products in our core urban markets.

MD&A



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.

GEOGRAPHIC DIVERSIFICATION

Concentrated in some of the most attractive mid-sized, mid-tiered rental markets in Canada, Mainstreet’s portfolio is well 
positioned geographically. 

Most of the company’s portfolio (about 81%) is in Alberta, which continues to lead the country in economic and job growth. 
Calgary and Edmonton, the Company’s two key Alberta markets, are expected to be among the top urban centres for economic 
growth next year. These cities are forecast to achieve GDP growth of 4% and 3% in 2005. 

The Company is also committed to expanding its presence in other geographic markets such as the Greater Toronto Area 
and the Vancouver lower mainland. These continue to be among the best Canadian areas for strong and diverse economies, 
population growth, capital appreciation and upswing potential on rents — all requisites for growth in the real estate business. 
According to industry estimates, the Vancouver region and the Greater Toronto Area will achieve GDP growth of 3.5% and 
3.9% in 2005.

Over the past two years, Mainstreet has set up offices in Ontario and British Columbia to grow its portfolio in those regions. 
Currently the Company has 322 units in the Greater Toronto Area and 204 units in Vancouver lower mainland. The Company 
plans to significantly expand its presence in these markets to 1,500 units each over the next 12 to 18 months. Our long-term 
goal is to double the size of the Company’s total portfolio to about 5,000 units. This target will enable Mainstreet to achieve 
significant growth while maintaining operating efficiencies in these areas

To accelerate this acquisition program, the Company took actions in 2004 to raise funds from the capital market. In October 
2004, after fiscal year-end, the Company successfully completed private placement of $33 million in convertible debentures. 

Because it will take time to acquire properties that meet Mainstreet’s criteria, interest payments on the debentures of  
$2.4 million per year will negatively affect financial performance in 2005. As properties are acquired over the year, the  
Company expects to strengthen financial performance and enhance shareholder value over the long term. 

MD&A
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