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The management of Mainstreet Equity Corp. is responsible for the preparation and 
content of the financial statements. The 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 property authorized, financial reporting 
responsibilities are met and assets of the corporation are safeguarded against theft.

The 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)

Bob Dhillon    Joe Amantea 
Director     Director

We have audited the balance sheets of Mainstreet Equity Corp. as at September 30, 
2004 and 2003 and the statements of loss, retained earnings and cash flows for the years 
then ended. These financial statements are the responsibility of the Corporation’s man-
agement. Our responsibility is to express an opinion on these financial statements based 
on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing stan-
dards. 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 financial statements present fairly, in all material respects, the 
financial position of the Corporation as at September 30, 2004 and 2003 and the results 
of its operations and its cash flows for the years then ended in accordance with Canadian 
generally accepted accounting principles.

(signed)

Deloitte & Touche LLP 
Chartered Accountants

November 22, 2004 
Calgary, Alberta

To the Shareholders of Mainstreet Equity Corp.:

To the Shareholders of Mainstreet Equity Corp.:

Management’s Report

 Auditors’ Report

Financial Statements
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As at  September 30, 2004 and 2003       
(Thousands of dollars)       

   Note   2004    2003  
ASSETS      

 Real estate properties  3 $ 141,472  $ 135,501

 Restricted cash    774    766

 Cash     218    2,901

 Other assets  4  736   1,171

 Deferred charges     2,690   2,769 

   $ 145,890  $ 143,108 

 LIABILITIES      

 Mortgages payable  5 $ 134,639  $ 129,615 

 Debenture  6   1,000    1,000 

 Accounts payable    1,964   1,542 

 Refundable security deposits    774   766

 Future income taxes  7  1,415   2,279 

     139,792    135,202 

 SHAREHOLDERS’ EQUITY      

 Share capital  8  1,900   1,900 

 Retained earnings     4,198    6,006

     6,098    7,906 

    145,890  $ 143,108 

Approved on behalf of the Board

(signed)        (signed)

Bob Dhillon       Joe Amantea 
Director       Director

See accompanying notes to the financial statements.

Balance Sheets
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For the years ended  September 30, 2004 and 2003      
(Thousands of dollars, except per share amounts)      

   Note   2004    2003 

 REVENUE 

 Rental income   $ 19,999  $ 17,117 

 Sale of properties held for resale    –    16,800 

 Interest income     45    93 

    20,044    34,010 

 EXPENSES   

 Property operating expenses     8,491    6,272 

 Utilty rebate   14    (86)   (21)

 Cost of sales of properties held for resale     –    12,985 

 General and administrative expenses     1,893    1,607 

 Financing costs      7,629    7,407 

 Depreciation      4,529    2,378 

     22,456    30,628 

 Gain on early redemption of debenture     –    150 

 (Loss) earnings before income taxes    (2,412)   3,532 

 Income taxes (recovery) expenses   7  

 -current        260    309 

  -future        (864)   648

     (604)   957 

Net (loss) earnings     (1,808)   2,575 

Retained earnings, beginning of year     6,006    3,431

Retained earnings, end of year   $ 4,198 $ 6,006

(Loss) earnings per share

   -basic  10  $ (0.20) $ 0.28

 -diluted   $ (0.20) $ 0.28

See accompanying notes to the financial statements.

 Statements of Loss and Retained Earnings 
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 For the years ended September 30, 2004 and 2003      
 (Thousands of dollars, except per share amounts)      

    2004    2003 

Cash obtained from (used in):      

OPERATING ACTIVITIES      

Net (loss) earnings    $ (1,808) $ 2,575 

Items not affecting cash      

 -Gain on early redemption of debenture     –  (150)

 -Depreciation    4,529   2,378 

 -Future income taxes     (864)   648 

 -Funds from operations     1,857    5,451 

 -Net change in non-cash operating balances    856   523 

 -Decrease in properties held for resale     –    12,985 

Cash flow from operating activities    2,713   18,959 

FINANCING ACTIVITIES 

Financing of real estate properties     15,009    79,450 

Repayment of secured debts on revenue producing  
properties, and other debts    (15,365)  (59,485)

 Issue of shares     –    31 

 Redemption of debenture     –   (850)

 Deferred charges (net of amortization)    79   (1,058)

      (277)  18,088 

INVESTING ACTIVITIES      

Purchase of and addition to real estate properties      (5,119)  (33,969)

Net (decrease) increase in cash and cash equivalents      (2,683)  3,078 

Cash and cash equivalents (bank indebtedness), beginning of year    2,901   (177)

Cash and cash equivalents (bank indebtedness), end of year  $ 218  $ 2,901 

Cash and cash equivalents (bank indebtedness) comprise of:    

 Cash (bank indebtedness)  $ (112)   192 

 Short-term deposits   330    2,709 

   $ 218  $ 2,901 

Income taxes paid  $ 329  $ 307 

Interest paid  $ 7,272  $ 6,656 

See accompanying notes to the financial statements.

Statements of Cash Flows
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Notes to Financial Statements

For the years ended September 30, 2004 and September 30, 2003

(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 financial statements have been prepared by management in accordance with Canadian generally accepted accounting principles.

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 purchase agreement have 
been met, a minimum 15% cash deposit has been received, and collection of the remaining 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 accumulated 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 that are directly associated with, and that are 
expected to arise as a direct result of the ongoing use of the property and its eventual disposition. The net recoverable amounts take 
into account the specific business plan for each property and management’s best estimate of the most probable set of economic condi-
tions anticipated to prevail in the market area. At September 30, 2004, the Corporation applied the recommendations of the Canadian 
Institute of Chartered Accountants Handbook Section 3063 Impairment of Long-Lived Assets.

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 transferred to properties held for sale. The Corpora-
tion 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 realizable value.

Depreciation

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

Buildings 2.5% – Straight line
Building improvements 20% – Declining balance
Equipment and appliances 20%  – Declining balance
Painting 40%  – Declining balance
Carpet 30%  – Declining balance
Furniture and fixtures 20%  – Declining balance
Computer equipment 30% – Declining balance

Deferred charges

Deferred charges include mortgage financing costs and associated legal and appraisal fees, Canadian Mortgage and Housing Cor-
poration (CMHC) insurance premium and fees and prepaid interest. Upon refinancing, any financing costs associated with previous 
mortgages are written off to income. Costs of financing are amortized over the terms of the respective mortgages. CMHC insurance 
premiums are amortized over the amortization period of 25 years. 

Stock option plan

The Corporation has a stock option plan which is described in Note 9. For stock options issued prior to January 1, 2003, no compen-
sation 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.

For stock options issued after January 1, 2003 , the fair value of the stock options is determined at the date of grant using an acceptable 
option pricing model. The fair value is than recognized as stock compensation expense over the vesting period of the options with a 
corresponding increase to contributed surplus. No stock options have been issued after January 1, 2003.
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Notes to Financial Statements

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 
$28 million 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 indepth 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 information about the fi-
nancial 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, 2004 and 2003 are as follows:

   2004    2003
  Carrying   Fair Market  Carrying  Fair Market  
  Value  Value  Value  Value

Mortgages payable $ 134,639 $ 137,185 $ 129,615 $ 133,719

Debentures $ 1,000 $ 1,000 $ 1,000 $ 1,000

Earnings per share

Basic net (loss) earnings per share is 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 outstanding as at the balance sheet date. The dilutive effect of out-
standing share purchase options are computed using the “treasury stock” method whereby the proceeds that would be received from 
the exercise of options are assumed to be used to repurchase outstanding shares of the Corporation.

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 estimates 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.

2.  Changes in accounting policies

Accounting for operating leases acquired in asset acquisitions

During the year, the Corporation adopted the recommendations of the Emerging Issues Committee EIC 140 – Accounting Operating 
Leases Acquired in Either an Asset Acquisition or a Business Combination and EIC 137 – Recognition of Customer Relationship In-
tangible Assets Acquired in Business Combination with respect to the purchase price allocation of income producing properties. The 
purchase price is required to 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 relationship, if any). The value of 
above and below market leases, origination costs associated with in-place leases are recorded and amortized to rental income over the 
remaining term of the associated leases. The value associated with the tenant relationship is depreciated over the expected term of the 
relationship, which includes an estimate of the probability of the lease renewal and its estimated term.

Depreciation for buildings and amortization of CMHC insurance premium

Effective October 1, 2003, the Corporation adopted CICA Handbook Section 1100, Generally Accepted Accounting Principles. Sec-
tion 1100 effectively eliminates industry practice as a source of GAAP, as such, the Corporation has changed its method of deprecia-
tion for buildings from the sinking-fund method to the straight-line method of depreciation. This change has been applied prospec-
tively as recommended in the transitional provisions of Section 1100. 

During the year, the CMHC amended its fee structure relating to mortgage insurance premiums. Historically, on conversion of 
mortgage loans to CMHC insured mortgage loans, 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 which was generally 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. The Corporation does not normally 
renew the mortgage loan on maturity but will apply for new financing with CMHC based on the new market value of the property. 
As such, the Corporation has adopted a policy to amortized the CMHC insurance premium over the terms of the mortgage loans.  
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Notes to Financial Statements

In 2004, CMHC changed its policy and, upon refinancing of a mortgage loan, will apply a full credit equal to the remaining balance 
of the insurance premium relating to the original mortgage loan to the insurance premium of new mortgage loan. In response to the 
change in CMHC’s policy, the Corporation 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 year rather than over the terms of the respective mortgages.

Had the Corporation continued to use the sinking-fund method of depreciation and amortize CHMC insurance premium over the 
terms of respective mortgages, the net loss, net book value of real estate properties, deferred charges and the basic and diluted loss per 
share for the financial year ended September 30, 2004 would have been as follows:

Net loss         $ (972)
    loss per share  
 -basic         $ (0.11)
 -diluted         $ (0.11)
Net book value of real estate properties       $ 143,151
Deferred charges       $ 2,282

3.  Real estate properties
    2004      2003  
  Cost Accummulated  Net Book  Cost Accumulated  Net Book
   Depreciation  Value   Depreciation  Value

Land $ 36,874 $ – $ 36,874 $ 34,900 $ – $ 34,900
Buildings  101,874  4,745  97,129  96,068  2,136  93,932
Building improvements  12,799  5,508  7,291  10,122  3,638  6,484
Furniture and fixtures  401  223  178  358  173  185
 $ 151,948 $ 10,476 $ 141,472 $ 141,448 $ 5,947 $ 135,501

Acquisitions of apartment buildings
      2004  2003

Mortgages arranged     $ 628 $ 28,733
Debt assumed      4,665  2,772
Cash paid          1,382  4,393
Total purchase price         $ 6,675 $ 35,898
Units acquired           115  513

The properties purchased during the year required a considerable amount of capital improvements. Efforts are currently underway to 
remove the current tenant base and to begin renovating the properties. As such, upon review of the leases and the tenant relationships 
relating to the buildings acquired, the Corporation has established that there is no significant value associated with above and below 
value leases, in place leases or customer relationships associated with the properties. Therefore, the Corporation has placed a minimal 
value on the intangible assets acquired on acquisition.

Dispositions of apartment buildings
      2004  2003

Net cash received      – $ 3,831
Settlement of mortgages          –  12,969
Total proceeds      –  16,800
Net book value          –  12,985
Gain on sale          – $ 3,815
Units sold          –  188

4.  Other assets
      2004  2003

Accounts receivable     $ 173 $ 84
Other receivable      138  522
Deferred rent concession      62  258
Deposits and prepayments          363  307
         $ 736 $ 1,171

5.  Mortgages payable
Mortgages payable bearing interest at a weighted average rate of 5.47% (2003 – 5.62%) per annum, are payable in monthly principal 
and interest installments totalling $827,000 (2003 – $793,000), maturing from 2004 to 2010 and are secured by specific charges 
against specific properties and several personal guarantees of certain directors to the extent of $31,568,000 (2003 – $28,410,000), 
having a carrying value of $141,472,000 (2003 – $135,501,000).
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Notes to Financial Statements
      2004  2003

          $ 134,639 $ 129,615

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

Year        Amount

2005       $ 31,092
2006        4,943
2007        34,624
2008        47,128
2009        8,126

  Subsequent            8,726
           $ 134,639

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

7.  Income taxes
The Corporation has non-capital losses of $3,946,000 available to reduce future taxable income, the benefit of which has been  
accounted for in computing future income taxes. The losses will expire between 2008 to 2011.

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

           2004  2003

Statutory tax rate          34.54%  36.87%
Computed expected tax         $ (833) $ 1,302
Non-taxable portion of capital gain          –  (574)
Others          (6)  (22)
Adjustment for change in statutory tax rate          (25)  (52)
Large corporation tax          260  303
Provision for income tax         $ (604) $ 957
  

The future income tax liability is comprised of the following:

           2004  2003

Tax assets related to operating losses        $ (1,349) $ (354)
Tax liabilities related to differences in tax and book basis       2,764  2,633
          $ 1,415 $ 2,279

8. Share capital
Authorized:

Unlimited number of common voting shares

Unlimited number of preferred shares

 2004 2003 
        Number    Number
       of shares  Amount   of Shares  Amount

Issued and outstanding, beginning of the year     9,188,333 $ 1,900  9,033,333 $ 1,869
Issued pursuant to exercise of options     –  –  155,000  31
Issued and outstanding, end of year      9,188,333 $ 1,900  9,188,333 $ 1,900

During the year ended September 30, 2004, there were no stock options granted by the Corporation.

9.  Stock option plan
Under the 2000 stock option plan, the Corporation may grant options to its directors, employees, consultants, subsidiary 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, 2004 and 2003, and changes during the years ended on those 
dates is presented on the following page.
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Notes to Financial Statements
     2004   2003

        Weighted    Weighted
        Average    Average
     Number of  Exercise  Number of  Exercise
Stock Option      Shares  Price  Shares  Price

Outstanding, beginning of year    120,000 $ 3.82  275,000 $ 1.78
Granted    –  –  –  –
Exercised      –  –  (155,000) $ 0.20
Outstanding, end of year      120,000 $ 3.82  120,000 $ 3.82
Options exercisable, end of year      120,000    120,000  

The following table summarizes information about stock options outstanding at September 30, 2004 and 2003.

 2004 2003

  Number of Weighted Number of Weighted 
  Shares Average Shares  Average
  Outstanding at Remaining Outstanding at Remaining
  September 30, Contractual September 30, Contractual
Exercise Prices      2004  Life  2003  Life

$ 3.00     50,000  0.17 years  50,000   1.17 years
$ 4.15     50,000  0.83 years  50,000   1.83 years
$ 5.00     20,000  1.08 years  20,000   2.08 years
      120,000 0.60 years   120,000   1.60 years

All stock options are fully vested.

10. (Loss) earnings per share
Basic (loss) earnings per share are calculated using the weighted average number of shares outstanding during the period.

The treasury stock method of calculating diluted earnings per share is used.

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

      2004   2003

Numerator        
Net (loss) income         $ (1,808) $ 2,575 
Denominator        
 -denominator for basic earnings per share         
Weighted average shares          9,188,333  9,131,429
Effect of diluted earnings per share          –  2,519
 -denominator for diluted earnings per share         9,188,333  9,133,948
Basic earnings per share         $ (0.20) $ 0.28
Diluted earnings per share         $ (0.20) $ 0.28

The diluted earning per share calculation does not include the impact of the weighted average shares of 21,715 for the options outstand-
ing at September 30, 2004 due to losses reported for the year then ended. If included, the impact would be anti-dilutive; and therefore, 
it is not included in the computation of diluted loss per share.

11.  Guarantees
In the normal course of business, the Corporation enters into various agreements that may contain features that meet the AcG-14 defi-
nition of a guarantee. AcG-14 defines a guarantee to be a contract (including an indemnity) that contingently requires the Company 
to make payments to the guaranteed party based on (i) changes in an underlying interest rate, foreign exchange rate, equity or com-
modity instrument, index or other variable, that is related to an asset, a liability or an equity security of the counterparty, (ii) failure of 
another party to perform under an obligating agreement or (iii) failure of a third party to pay its indebtedness when due.

In the ordinary course of business, the Corporation provides indemnification commitments to counterparties in transactions such as 
credit facilities, leasing transactions, service arrangements, director and officer indemnification agreements and sales of assets. These 
indemnification agreements require the Corporation to compensate the counterparties for costs incurred as a result of changes in laws 
and regulations (including tax legislation) or as a result of litigation claims or statutory sanctions that may be suffered by a counter-
party as a consequence of the transaction. The terms of these indemnification agreements will vary based on the contract and do not 
provide any limit on the maximum potential liability. Historically, the Corporation has not made any significant payments under such 
indemnifications and no amount has been accrued in the financial statements with respect to these indemnification commitments.
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12.  Related party transactions
a) The $1 million debenture was issued to a company of which a Mainstreet director is a director and a shareholder. This transac-

tion was completed with the same terms and conditions as those issued to third parties for the existing debenture.

b) The President and Chief Executive Officer receives no direct compensation for his services as an officer of the Corporation, 
rather, he receives commissions at commercial rates in his capacity as a licensed broker for the property transactions conducted 
by the Corporation. The commissions received during the year amounted to $53,000 (2003 – $103,000).

13. Banking Facilities
The Corporation has an operating line of credit of $820,000 carrying interest at prime rate. As at September 30, 2004, an amount of 
$40,000 has been drawn on this line of credit (2003 – $Nil). General security agreement with charges against three specific properties, 
demand debenture in the amount of $1,200,000 and assignment of rents are given as collateral for this line of credit.

14.  Utility rebate
Utility rebate represents rebates on natural gas prices given by the Alberta Government.

15. Segmented information
The Corporation specialized in multi-family residential housing and operates primarily within one business segment in three prov-
inces located in Canada. The following summary presents segmented financial information for the Corporation’s operations by  
geographic location:

      2004  2003
Alberta     
Rental income     $ 15,205 $ 15,015
Operating expenses (including utility rebate)      5,877  5,322
Net operating income      9,328  9,693
Sale of properties held for resale      –  16,800
Cost of properties held for resale      –  12,985
Gain on sale of properties held for resale      –  3,815

Identifiable assets and liabilities  
Real estate properties      103,835  98,068
Mortgages payable      103,140  97,190
      
British Columbia  
Rental income      1,571  1,336
Operating expenses (including utility rebate)      594  594
Net operating income      977  742

Identifiable assets and liabilities  
Real estate properties      12,061  12,268
Mortgages payable      10,422  11,131
  
Ontario  
Rental income      3,223  766
Operating expenses (including utility rebate)      1,934  335
Net operating income      1,289  431

Identifiable assets and liabilities  
Real estate properties      25,576  25,165
Mortgages payable      21,077  21,294
  
Total  
Rental income      19,999  17,117
Operating expenses (including utility rebate)      8,405  6,251
Net operating income      11,594  10,866
Sale of properties held for resale      –  16,800
Cost of properties held for resale      –  12,985
Gain on sale of properties held for resale      –  3,815

Identifiable assets and liabilities  
Real estate properties      141,472  135,501
Mortgages payable      $ 134,639  $ 129,615

16. Subsequent events
On October 8, 2004, the Corporation has issued $33 million of convertible debentures. The debentures have a seven-year term, bearing 
a coupon rate of 7.25% and are convertible into common shares at a price of $6.25 per share at the option of the debenture holders.

On October 13, 2004, the Corporation redeemed the 10% debenture at par for $1,000,000.




