
Balance Sheets

As at December 31, 2004 and  September 30, 2004        
(Thousands of dollars)       

  Note   December 31, 2004          September 30, 2004

ASSETS                          (Unaudited)                             (Audited)

Real estate properties  2 $ 141,055  $ 141,472 

Restricted cash    741    774

Cash     28,353    218

Other assets     1,016   736

Deferred charges 5   4,635  2,690 

   $ 175,800  $ 145,890 

LIABILITIES      

Mortgages payable  3 $ 133,964  $ 134,639 

Debenture  4 & 6  –    1,000 

Convertible debentures 5   28,744   – 

Accounts payable    1,967   1,964 

Refundable security deposits    741   774

Future income taxes  7  1,022  1,415 

     166,438    139,792 

SHAREHOLDERS’ EQUITY      

Share capital  8  6,097  1,900 

Retained earnings     3,265    4,198

     9,362    6,098 

    175,800  $ 145,890 

Approved on behalf of the Board

Bob Dhillon       Joe Amantea 
Director       Director

See accompanying notes to the financial statements.
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Statements of Loss and Retained Earnings 

For the three month period ended December 31, 2004 and 2003      
(Thousands of dollars, except per share amounts)      

   Note        2004     2003 

REVENUE 

Rental income   $ 5,149 $ 5,020

Interest income     167  18

    5,316  5,038 
EXPENSES   

 Property operating expenses     2,206  1,951

 General and administrative expenses       590  305

 Financing costs      2,659  2,013

 Depreciation      1,116  1,041

     6,571  5,310

Loss before income taxes   (1,255)  (272)

Income taxes   7  

 -current    71   65 

  -future    (393)  (112)

    (322)  (47) 

Net loss   (933)  (225)

Retained earnings, beginning of period   4,198  6,006

Retained earnings, end of period   $ 3,265 $ 5,781

Loss per share

 -basic  9  $ (0.10) $ (0.02)

 -diluted   $ (0.10) $ (0.02)

See accompanying notes to the financial statements.
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For the three month period ended December 31, 2004 and 2003    
(Thousands of dollars, except per share amounts)      

         2004      2003 

Cash obtained from (used in):      

OPERATING ACTIVITIES      

Net loss     $ (933) $ (225)

Items not affecting cash      

 -Non-cash portion of debenture interest     109  –

 -Depreciation    1,116   1,041

 -Future income taxes    (393)  (112)

 -Funds from operations     (101)  704 

 -Net change in non-cash operating balances    (277)  (165)

Cash flow (used in) from operating activities    (378)  539

FINANCING ACTIVITIES 

Financing of real estate properties     3,340  – 

Repayment of secured debts on revenue-producing  
properties, and other debts    (4,015)  (583)

 Issue of shares    150  –

 Issue of convertible debentures-equity component (net of issue cost)  4,047  – 

 Issue of convertible debentures-liability compenent    28,635  –

           Redemption of debenture  (1,000)    –

Deferred charges (net of amortization)   (1,945)  189

     29,212  (394)

INVESTING ACTIVITIES      

Purchase of and addition to real estate properties     (699)  (610)

Net increase (decrease) in cash and cash equivalents     28,135  (465)

Cash and cash equivalents (bank indebtedness), beginning of period   218  2,901

Cash and cash equivalents (bank indebtedness), end of period  $ 28,353 $ 2,436 

Cash and cash equivalents (bank indebtedness) comprise of:    

 Cash (bank indebtedness)  $ (146) $ 311

 Short-term deposits   28,499  2,125

   $ 28,353 $ 2,436

Income taxes paid  $ 54 $ 98

Interest paid  $ 1,862 $ 1,832

See accompanying notes to the financial statements.

Statements of Cash Flow
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Notes to Financial Statements

For the three months ended December 31, 2004 (unaudited)

(Thousands of dollars, except per share amounts)

1.  Basis of presentation
These unaudited interim financial statements of Mainstreet Equity Corp. (the “Corporation”) have been prepared in accordance with 
the recommendations of the handbook of the Canadian Institute of Chartered Accountants (“CICA Handbook”) and are consistent 
with those used in the audited  financial statements as at and for the year ended September 30, 2004. These  unaudited interim financial 
statements do not include all of the disclosures required by Canadian generally accepted accounting principles (“Canadian GAAP”) 
applicable to annual financial statements, and therefore, they should be read in conjunction with the audited  financial statements.

The preparation of financial statements in accordance with Canadian GAAP requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities, and to make disclosure of contingent assets and liabilities at the date of the 
financial statements, and the reported amounts of revenues and expenses during the reporting period.  Actual results may differ from 
those estimates.

Due to seasonality, the operating results for the three months periods ended December 31, 2004 are not necessarily indicative of the 
results that may be expected for the full year ending September 30, 2005.

2.  Real estate properties
                             December 31, 2004                                                        September 30, 2004 
                           Accumulated   Net Book                            Accumulated     Net Book
             Cost        Depreciation          Value                      Cost        Depreciation           Value

Land $ 36,874 $ – $ 36,874 $ 36,874 $ – $ 36,874
Buildings  101,972  5,404  96,568  101,874  4,745  97,129
Building improvements  13,365  5,954  7,411  12,799  5,508  7,291
Furniture and fixtures  436  234  202  401  223  178
 $ 152,647 $ 11,592 $ 141,055 $ 151,948 $ 10,476 $ 141,472

3.  Mortgages payable
Mortgage loans are secured by specific charges against specific properties and several personal guarantees of certain directors to the 
extent of $31,568,000 (September 30, 2004 – $31,568,000).

4. Debenture
The 10% debenture was redeemed at par for $1,000,000 on October 13, 2004.

5. Convertible debentures
On October 8, 2004, the Corporation completed a private placement of 33,000 7.25% convertible debentures at a price of $1,000 per 
debenture for the total gross proceeds of $33,000,000. The debentures are unsecured and ranked subordinate to all liabilities of the 
Corporation. The debentures mature on September 30, 2011, and interest is payable semi-annually on March 31 and September 30. 
The debentures will be convertible at the holder’s option into fully-paid common shares at any time prior to the close of business on 
the earlier of the maturity date and the business day immediately preceding the date fixed for redemption at the conversion price of 
$6.25 per share. The debentures will not be redeemable on or before September 30, 2007. On and after September 30, 2007 and prior 
to September 30, 2009, the debentures may be redeemed in whole or in part at the option of the Corporation at a price equal to their 
principal amount plus accrued and unpaid interest provided that the market price of the share is not less than 125% of the conver-
sion price. On and after September 30, 2009 and prior to the maturity date, the debentures may be redeemed in whole or in part at 
the corporation’s option at a price equal to their principal amount plus accrued and unpaid interest. The Corporation has an option 
to satisfy its obligation to repay the principal or interest amounts of the debentures, in whole or in part, by issuing and delivering to 
the holders that number of common shares obtained by dividing the principal amount of the debentures by 95% of the current market 
price of the common share at that time.

In accordance with Section 3860. 20A of the CICA Handbook, the convertible debentures were divided into liabilities and equity 
components measured at their respective fair market values at the time of issue. The $4,047,000 (net of issue cost) equity component 
represents the holder’s conversion right and is included in shareholders equity. Issue costs related to the liabilities component were 
deferred and amortized over the term of the debts of 7 years.       

6. Related party transactions          
The 10%, $1 million  debenture was issued to a Corporation of which a Mainstreet director is a director and a shareholder. This trans-
action was completed under the same terms and conditions as those issued to third parties for the existing debenture.
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7.  Income taxes  
The income tax provision is computed as follows:
(THREE MONTHS ENDED DECEMBER 31)         2004  2003

Statutory tax rate          34.54%  34.73%
Computed expected tax         $ (433) $ (94)
Other          3  3
Adjustment for change in effective tax rate         –  (21)
Non deductible interest on convertible debentures        37   
Large corporation tax          71  65
Provision for income tax         $ (322) $ (47)
   
The future income tax liability is comprised of the following:
(THREE MONTHS ENDED DECEMBER 31)         2004  2003

Tax assets related to operating losses        $ (1,345) $ (1,349)
Tax liabilities between differences in tax and book basis       2,367  2,764
Future income tax liability
          $ 1,022 $ 1,415

8. Share capital
Authorized:

Unlimited number of common voting shares

Unlimited number of preferred shares

   2003 
             Number       
             of shares      Amount  
 

Issued and outstanding, October 1, 2004 and 2003         9,188,333 $ 1,900
Issued pursuant to exercise of options         50,000  150
Equity component on the convertible debentures (net of issue costs)      –  4,047
Issued and outstanding, end of period          9,238,333 $ 6,097

During the three month periods ended December 31, 2004 and 2003, there were no stock options granted by the Corporation.

9. Loss per share
Basic loss per share is calculated using the weighted average number of shares outstanding during the periods.

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

The following table sets forth the computation of basic and diluted loss per share:       
(THREE MONTHS ENDED DECEMBER 31)        2004               2003

Numerator  
Net loss $ (933) $ (225)
Denominator        
 -denominator for basic earnings           
Weighted average shares          9,212,246  9,188,333
Dilutive effective of options outstanding         –  –
 -denominator for diluted earnings          9,212,246  9,188,333
Basic loss per share         $ (0.10) $ (0.02)
Diluted loss per share         $ (0.10) $ (0.02)

The dilution calculation does not include the weighted average shares of 10,077 for the options outstanding for three month periods 
ended December 31, 2004  and the shares of 5,280,000 for the $33 million convertible debentures if converted at $6.25 due to losses 
reported. If included, these items would be anti-dilutive and therefore are not included in the computation of diluted loss per share.

10.  Guarantees
In the normal course of business, the Corporation enters into various agreements that may contain features that meet the AcG-14 
definition of a guarantee. AcG-14 defines a guarantee to be a contract (including an indemnity) that contingently requires the Cor-
poration to make payments to the guaranteed party based on (i) changes in an underlying interest rate, foreign exchange rate, equity 
or commodity 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. 

Notes to Financial Statements
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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 counterparty 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 these unaudited interim  financial statements with respect to these 
indemnification commitments.

11. 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:

Alberta Three months ended DECEMBER 31, 2004 DECEMBER 31, 2003
Rental income $ 4,026 $ 3,760
Operating expenses  1,572  1,322
Net operating income  2,454  2,438

Identifiable assets and liabilities  As at DECEMBER 31, 2004 SEPTEMBER 30, 2004
Real estate properties $ 103,487 $ 103,835
Mortgages payable  102,579  103,140

British Columbia Three months ended DECEMBER 31, 2004 DECEMBER 31, 2003
Rental income $ 403 $ 372
Operating expenses  165  161
Net operating income  238  211

Identifiable assets and liabilities  As at DECEMBER 31, 2004 SEPTEMBER 30, 2004
Real estate properties $ 11,997 $ 12,061
Mortgages payable  10,364  10,422 

Ontario Three months ended DECEMBER 31, 2004 DECEMBER 31, 2003
Rental income $ 720 $ 888
Operating expenses  469  468
Net operating income  251  420 

Identifiable assets and liabilities  As at DECEMBER 31, 2004 SEPTEMBER 30, 2004
Real estate properties $ 25,571 $ 25,576
Mortgages payable  21,021  21,077 

Total Three months ended DECEMBER 31, 2004 DECEMBER 31, 2003
Rental income $ 5,149 $  5,020
Operating expenses  2,206  1,951
Net operating income  2,943  3,069

Identifiable assets and liabilities  As at DECEMBER 31, 2004 SEPTEMBER 30, 2004
Real estate properties $ 141,055 $ 141,472
Mortgages payable  133,964  134,639

12. Subsequent Events 
Subsequent to the quarter end date and before the approval of financial statements by the Board of Directors on February 10, 2005, the 
Corporation has committed to acquire 412 residential apartment units for consideration of $24.4 million in Calgary, Vancouver Lower 
Mainland and the Greater Toronto Area. The acquisitions will be financed through a combination of cash, mortgages and vendor take 
back loans. The transactions are expected to be completed before March 30, 2005.

13. Comparative Figures
Certain comparative figures have been reclassified to conform with the current period presentation.

Notes to Financial Statements
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