
The following discussion and analysis reviews Mainstreet Equity’s 

operations and financial condition as of June 30, 2005. The results 

from this quarter of fiscal year 2005 are directly comparable with 

those from the third quarter of fiscal year 2004. This section should 

be read in conjunction with the Company’s financial statements and 

the accompanying notes included in this 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 repositioning multi-family residential 
rental properties across Canada. 

The Company owns a diversified portfolio of multi-family residential proper-
ties in four geographic markets: the Vancouver lower mainland, Calgary, Ed-
monton/Red Deer and the Greater Toronto Area. The total portfolio includes 
2.7 million square feet and 3,535 residential units, consisting of townhouses, 
garden-style apartments and mid-rise and high-rise apartments. As of June 30, 
2005, 90% of these units were rented, 5% were being renovated and the remain-
der were vacant because of market conditions.

Since 1997, the Company’s portfolio has increased from 10 buildings to 62 
buildings, while the estimated market value1 of this portfolio has grown from 
about $17 million to about $230 million. Mainstreet’s goal is to become the 
leading provider of affordable mid-sized, mid-tiered rental accommodations 
in Canada. 

1 Market value is determined periodically by independent real estate appraisers. The actual selling 
value and proceeds realised of these properties may be substantially different and will depend on 
market conditions at the time of sale.
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Review of Financial and Operating Results
Summary of financial results (THOUSANDS OF DOLLARS EXCEPT PER SHARE AMOUNTS)

 Three months ended June 30 Nine months ended June 30
  2005  2004 % change   2005  2004 % change 
     (restated)      (restated)
Net loss      
 after gains on disposition1  $ (499) $ (522)  (4%) $ (2,348) $ (1,270) 85%
 before gains on disposition $ (563) $ (522)  8% $ (2,412) $ (1,270) 90%
Funds from operations2        
 after gains on disposition $ 547 $ 425  29% $ 533 $ 1,436 (63%)
 before gains on disposition  $ 483 $ 425  14% $ 469 $ 1,436 (67%)
Net operating income3  $ 3,960 $ 2,874  38% $ 9,990 $ 8,601 16%
Net operating margin (%)  60%  58%  3%  58%  58% –
EBITDA4      
 after gains on disposition $ 3,690 $ 2,432  52% $ 9,022 $ 7,490 20%
 before gains on disposition $ 3,613 $ 2,432  49% $ 8,945 $ 7,490 19%
Net loss per share – basic      
 after gains on disposition  $ (0.05) $ (0.06)  (17%) $ (0.25) $ (0.14) 79%
 before gains on disposition  $ (0.06) $ (0.06)  – $ (0.26) $ (0.14) 86%
Funds from operations per share – basic      
 after gains on disposition  $ 0.06 $ 0.05  17% $ 0.06 $ 0.16 (63%)
 before gains on disposition  $ 0.05 $ 0.05  – $ 0.05 $ 0.16 (69%)

1 Disposition refers to sale of a 31-unit residential apartment building on June 9, 2005. The property was acquired and sold at the same time. A gain of 
$77,000, before taxes, was made. 

2  Funds from operations (FFO) are 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 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, 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, provid-
ing 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.

In the third quarter of fiscal 2005, ended June 30, Mainstreet reported a net loss of $0.5 million ($0.05 per share) after 
gains from disposition and a net loss of $0.6 million ($0.06 per share) before gains from disposition. This is compared 
with a net loss of $0.5 million ($0.06 per share) in the third quarter of 2004. 

The following factors contributed to the Company’s financial performance in the third quarter:

• an additional financing expense of $0.7 million, which Mainstreet incurred as debenture interest. 

• ongoing renovation of properties acquired in Ontario in 2003 and 2004. 

• an increase in general and administrative expenses due to expansion of our portfolio.

As properties are acquired over the remainder of the year, the Company expects to strengthen financial performance by 
offsetting interest expenses with new rental revenues.

Effective April 1, 2005, the Company changed its accounting policy for property carrying costs incurred during the period 
of major renovations of apartment suites. This change was carried out to better reflect the economic impact of major prop-
erty and apartment suite renovations. Major renovations primarily consist of new flooring, appliances, lighting fixtures and 
painting and electrical work. 
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Under the new policy, carrying costs consisting of finance and certain operating costs, such as insurance, utilities, property 
taxes and certain administrative costs incurred during renovations but lasting no more than three months, are capitalized 
as part of real estate property building improvements and amortized over their estimated useful life of five years. The 
Company has applied the new policy retroactively, restating prior period financial statements. The cumulative effect of the 
policy change is to increase real estate properties and retained earnings, as of June 30, 2005, by $715,000. The effect of 
the change on prior periods is as follows:
(THOUSANDS OF DOLLARS EXCEPT PER SHARE AMOUNTS) Three months ended June 30  Nine months ended June 30
 2005 2004 2005 2004
Increase (decrease) in real estate properties $ (5) $ 54 $ (16) $ 177
Decrease in property operating costs $ (17) $ (45) $ (52) $ (141)
Decrease in financing costs $ (18) $ (43) $ (48) $ (138)
Increase in depreciation costs $ 40 $ 34 $ 116 $ 102
Increase (decrease) in net loss $ 5 $ (54) $ 16 $ (177)
Increase (decrease) in net loss per share     
 – basic  – $ (0.01)  – $ (0.02)
 – diluted  – $ (0.01)  – $ (0.02)

Funds from operations (THOUSANDS OF DOLLARS)

  Three months ended June 30  Nine months ended June 30
  2005  2004 % change  2005  2004 % change
     (restated)      (restated) 
Net loss $ (499) $ (522)  (4%) $ (2,348) $ (1,270) 85%
Non-cash portion of debenture interest $ 108  –  – $ 329  – –
Depreciation $ 1,078 $ 1,213  (11%) $ 3,439 $ 3,413 1%
Future income tax $ (140) $ (266)  (47%) $ (887) $ (707) 25%
Total funds from operations $ 547 $ 425  29% $ 533 $ 1,436 (63%)
 net gains on disposition $ 64  –  – $ 64  – –
 before gains on disposition $ 483 $ 425  14% $ 469 $ 1,436 (67%)

A key performance measure of real estate companies is the cash or funds generated from operations. Funds from opera-
tions (FFO) are calculated as net earnings before the non-cash portion of debenture interest, 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 
properties. 

During the third quarter of 2005, total funds from operations rose 29% from $0.4 million in the third quarter of 2004 to 
$0.5 million. The significant increase in funds from operations was due to a gain of $64,000 on the sale of property and 
improved vacancy rates as more renovated suites were put onto the market.

Funds for operations in the third quarter of 2005 included cash debenture expenses of $0.6 million, compared with no 
expenses of this kind in the previous year. 

Rental revenues (THOUSANDS OF DOLLARS)

 Three months ended June 30 Nine months ended June 30
  2005  2004 % change  2005  2004 % change
     (restated)      (restated) 
Same assets rental revenues $ 5,074 $ 4,763  7% $ 14,983 $ 14,521 3%
Acquisition rental revenues1 $ 1,522 $ 186  718% $ 2,201 $ 232 849%
Total rental income  $ 6,596 $ 4,949  33% $ 17,184 $ 14,753 16%
1. Rental revenues for properties acquired after the third quarter of 2004. 
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Rental income grew for the third quarter of 2005, increasing 33% to $6.6 million, from $4.9 million in the same period 
last year. This mainly resulted from growth in the Company’s portfolio. 
The largest portion of rental income consisted of “same assets” rental revenues earned on properties owned for the entire three-
month and nine-month periods of 2004 and 2005. This amount increased 7% to $5 million, from $4.7 million in the third 
quarter of 2004. This performance reflected the impact of lower vacancy rates and the rental of recently renovated suites.  
Operating costs (THOUSAND OF DOLLARS)

 Three months ended June 30  Nine months ended June 30
  2005  2004 % change  2005  2004 % change
     (restated)      (restated) 
Same assets operating expenses                    $ 2,040 $ 1,977  3% $ 6,303 $ 5,947 6%
Acquisition operating expenses1 $ 596 $ 98  508% $ 891 $ 205 335%
Total operating expenses $ 2,636 $ 2,075  27% $ 7,194 $ 6,152 17%

1. Operating expenses for properties acquired after the third quarter of 2004.  

Overall, operating costs (after utility rebate2) increased 27% from $2.1 million in the third quarter of 2004 to $2.7 million in 
third quarter of 2005. When considered on a per unit per month basis, these costs rose from $254 to $261 over this period. 
Operating costs for “same assets” properties (properties owned for the entire three-month and nine-month periods of 2004 
and 2005) totalled $2 million for the third quarter, compared with $2 million in 2004. The slight increase was mainly due 
higher property taxes and repair and maintenance costs over the period.
2.  Introduced by the Alberta government in 2003 to help consumers with the increasing cost of natural gas.

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

 Three months ended June 30  Nine months ended June 30
  2005  2004 % change  2005  2004 % change
     (restated)      (restated) 
Total  $ 499 $ 449  11% $ 1,553 $ 1,151 35%
Per unit per month                          $ 49 $ 55  (11%) $ 58 $ 48 21%
Per square foot per month               $ 0.06 $ 0.07  (14%) $ 0.07 $ 0.05 40%
General and administrative (G&A) expenses include the cost of corporate activities such as salaries and professional fees. 
G&A costs increased 11% to $0.5 million from $0.4 million in the third quarter of 2004. Monthly G&A costs per unit for 
the three months ended June 30, 2005 decreased 11%: $49 per unit versus $55 per unit during the same period last year. 
This decrease was largely a result of continued expansion of the Company. As the number of units increase, G&A expenses 
are expected to decline on a per unit basis significantly in the future.
Financing costs (THOUSAND OF DOLLARS)

 Three months ended June 30  Nine months ended June 30
  2005  2004 % change  2005  2004 % change
     (restated)      (restated)
Same assets mortgage interest $ 1,699 $ 1,702  – $ 5,142 $ 5,161 –
Acquisition mortgage interest1 $ 527 $ 38  1,287% $ 756 $ 52 1,354%
Amortization of finance charges $ 187 $ 178  5% $ 556 $ 563 (1%)
Net loss on early settlement of  
 mortgage loan $ 17  –  – $ 17  – –
Debenture interest $ 705 $ 25  2,720% $ 2,062 $ 75 2,649%
Total financing costs $ 3,135 $ 1,943  61% $ 8,533 $ 5,851 46%

1. Mortgage interest for properties acquired after the third quarter of 2004.

Overall, financing costs on long-term debt increased 61% from $1.9 million in the third quarter of 2004 to $3.1 million.

More specifically, financing costs for the three months ended June 30, 2005, included: 
• “same assets” mortgage interest the Company pays on long-term debt for properties owned for the entire three-month and nine-

month periods of 2004 and 2005. These expenses were relatively unchanged at $1.7 million, compared quarter to quarter.
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• “acquisition” mortgage interest the Company pays on long-term debt for properties acquired after the third quarter of 
2004. These expenses were $0.5 million. 

• amortization of finance charges, which include Canada Mortgage and Housing Corporation (CMHC) insurance premi-
ums paid for CMHC-insured loans. In 2004, the Company changed its estimation of the period over which the CMHC 
insurance premium relates to and amortized the insurance premium over the amortization period of 25 years rather than 
over the terms of the respective mortgages. 

• net loss incurred on an early settlement of a mortgage loan. This expense was $17,000.
• debenture interest the Company pays on the convertible debentures raised in October 2004. These expenses were $0.7 million.

Financing
Wherever possible, Mainstreet finances long-term debt on more favourable terms, using long-term 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 2005, Mainstreet converted $4.6 million of 6.19% mortgages to CMHC-insured loans at an 
average rate of 5.41%. As of June 30, 2005, 69% of Mainstreet’s mortgages were CMHC-insured, providing the Company 
with interest rates lower than those conventionally available. 

The Company was also granted approval to convert $5.8 million of 5.25% mortgages to CMHC-insured loans at an  
estimated average rate of 4.8%, with funding to occur in August 2005.  

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

June 30, 
2005

Mar. 31, 
2005

Dec. 31, 
2004

Sept 30, 
2004

June 30, 
2004

Mar. 31, 
2004

Dec. 31, 
2003

Sept. 30, 
2003

(restated) (restated) (restated) (restated) (restated) (restated) (restated)
Revenues 
Rental income  $ 6,596  $ 5,439  $ 5,149  $ 4,943  $ 4,949  $ 4,784  $ 5,020  $ 4,832
Interest income  $ 152  $ 189  $ 167  $ 5  $ 7  $ 15  $ 18  $ 25
Gains on disposition of real   
    estate property  $ 77 – – – – – – –
Total revenues  $ 6,825  $ 5,628  $ 5,316  $ 4,948  $ 4,956  $ 4,799  $ 5,038  $ 4,857
Net (loss) income $  (499)  $ (923)  $ (925)  $ (308)  $ (522)  $ (593)  $ (156)  $ 264
Earnings (loss) per share

– basic  $ (0.05)  $ (0.10)  $ (0.10)  $ (0.03)  $ (0.06)  $ (0.06)  $ (0.02)  $ 0.03
– diluted  $ (0.05)  $ (0.10)  $ (0.10)  $ (0.03)  $ (0.06)  $ (0.06)  $ (0.02)  $ 0.03

Quarterly information has been restated above to reflect the change in accounting policy for property carrying and financ-
ing costs incurred during the period of renovation of apartment suites.

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 Accoun-
tants (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. 

Effective July 1, 2004, the Company also changed its estimation of the period over which the CMHC insurance premium 
relates to and now amortizes the insurance period over the amortization period of 25 years rather than over the terms of the 
respective mortgages.1 
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 pre-
mium 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 
for a full credit of the balance of the insurance premium to the new financing. In response, the Company has changed its estimation of the period, over which the 
CMHC insurance premium relates to and now amortizes the insurance premium over the amortization period of 25 years rather than over the terms of the respec-
tive mortgages.
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Segmented information (THOUSAND OF DOLLARS EXCEPT WHERE NOTED)

THREE MONTHS ENDED JUNE 30 
Rental income Operating expenses Net operating income Operating margin

2005 2004 2005 2004           2005 2004 2005 2004
(restated) (restated) (restated)

Alberta $ 4,249 $ 3,772 $ 1,529 $ 1,510 $ 2,720 $ 2,262 64% 60%
British Columbia $ 975 $ 388 $ 357 $ 154 $ 618 $ 234 63% 60%
Ontario $ 1,372 $ 789 $ 750 $ 411 $ 622 $ 378 45% 48%
Total $ 6,596 $ 4,949 $ 2,636 $ 2,075 $ 3,960 $ 2,874 60% 58%

NINE MONTHS ENDED JUNE 30 

Rental income Operating expenses Net operating income Operating margin
2005 2004 2005 2004           2005 2004 2005 2004

(restated) (restated) (restated)
Alberta $ 12,350 $ 11,105 $ 4,661 $ 4,320 $ 7,689 $ 6,785 62% 61%
British Columbia $ 1,800 $ 1,147 $ 684 $ 468 $ 1,116 $ 679 62% 59%
Ontario $ 3,034 $ 2,501 $ 1,849 $ 1,364 $ 1,185 $ 1,137 39% 45%
Total $ 17,184 $ 14,753 $ 7,194 $ 6,152 $ 9,990 $ 8,601 58% 58%

ALBERTA

Mainstreet’s Alberta operations reported improved results compared with those reported for the third quarter of 2004.  For 
the three month period ended June 30, 2005, rental income increased 13% from $3.8 million in the third quarter of 2004 to 
$4.2 million. The operating margin increased to 64%, from 60% in 2004, and the average vacancy rate improved to 6.9%, 
from 12.4% in the third quarter of 2004. 

BRITISH COLUMBIA

Mainstreet’s British Columbia operations showed improved financial results for the three month period ended June 30, 2005. 
Rental income increased 151% from $0.4 million in the third quarter of 2004 to $1.0 million. This increase was largely due 
to increases in rental rates after property renovations and portfolio growth. The operating margin increased to 63%, from 
60% in 2004, and the average vacancy rate improved to 8%, from 10.6% during the same period the previous year. 

ONTARIO

In Mainstreet’s Ontario operations, rental income increased 74% to $1.4 million, from $0.8 million in the third quarter of 
2004. This increase was largely due to portfolio growth. The operating margin declined to 45% from 48% in 2004, as a 
result of high vacancy rates during the renovation period. 

Property Portfolio
Consisting of townhouses, garden-style apartments and mid-rise and high-rise concrete apartments, Mainstreet’s portfolio 
is diversified throughout the Vancouver lower mainland, Calgary, Edmonton/Red Deer and the Greater Toronto Area. The 
Company owns, operates and maintains these properties, which together represent about 2.7 million square feet.

As of June 30, 2005, Mainstreet’s portfolio totalled 3,535 units. Of these, 90% were rented, 5% were being renovated and 
the remainder were vacant because of market conditions. 

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

The Company spent about $0.9 million over the last three months on property improvements, specifically for exterior 
upgrades such as new siding and insulation and interior upgrades such as carpet, paint, new appliances and energy-ef-
ficiency measures.  
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An additional $1 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 undervalued residential units and increases their value through renova-
tions 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 of 2005, Mainstreet acquired three apartment complexes in Calgary and  
Surrey, B.C., totalling 390 units for $22 million. The average cost of these properties was about $56,500 per unit, well 
below market replacement costs.

The Company sold a 31-unit residential apartment complex in Calgary for a net gain of $64,000 after taxes. This property 
was acquired and sold at the same time. 

Liquidity and Capital Resources
In the normal course of business, cash flow is required to cover operating expenses, capital expenditures and future acqui-
sitions. The Company funds these requirements with funds from operations and the refinancing of existing properties.

The Company has a cash balance of $21 million and an operating line of credit of $0.8 million. Mainstreet believes these 
resources will be sufficient to fund ongoing operational and capital requirements. 

In October 2004, 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 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. This financing will be used to accelerate 
Mainstreet’s acquisition program over 2005 and 2006.

At the end of the third quarter of 2005, 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 (THOUSAND OF DOLLARS)

Total
Less than  

one year
One to  

three years 
Four to  

five years 
After five 

years 
Mortgages payable  $ 175,234  $ 55,993 $ 73,316  $ 30,805  $ 15,120
Debentures  $ 28,964   –  –   –  $ 28,964
Total contractual obligation  $ 204,198  $ 55,993 $ 73,316  $ 30,805  $ 44,084

At June 30, 2005, the Company’s financial position was stable with overall mortgage levels reported at 93% of depreciated 
book value. About 69% of the Company’s mortgage portfolio was CMHC-insured, providing Mainstreet with interest rates 
lower than those available conventionally. 

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 the third quarter of 2005.  

Share capital (THOUSAND OF DOLLARS EXCEPT WHERE NOTED)

Number of shares Amount
Issued and outstanding common shares, October 1, 2004 9,188,333 $ 1,900
Equity portion of convertible debenture  $ 4,047
Issued common shares pursuant to exercise of options 50,000 $ 150
Issue and outstanding common shares, June 30, 2005 9, 238,333 $ 6,097
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Significant Accounting Policies
The Company’s financial statements are based on the selection and application of critical accounting policies, which re-
quire 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. 

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 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 in-
volves the replacement of tenants occupying buildings at the time of acquisition. Upon review of the leases and the ten-
ants’ 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 tangible assets acquired through acquisitions. 

Change to Accounting Policies
Effective April 1, 2005, the Company changed its accounting policy for property carrying costs incurred during the period 
of major renovations of apartment suites. This change was carried out to better reflect the economic impact of major prop-
erty and apartment suite renovations. Major renovations primarily consist of new flooring, appliances, lighting fixtures and 
painting and electrical work. 

Under the new policy, carrying costs consisting of finance and certain operating costs, such as insurance, utilities, property 
taxes and certain administrative costs incurred during renovations but lasting no more than three months, are capitalized 
as part of real estate property building improvements and amortized over their estimated useful life of five years. 

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 sub-
stantial 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.

MD&A

MAINSTREET EQUITY CORP.    THIRD QUARTER REPORT 2005  9



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 
management’s best estimate of future events and may not be ultimately achieved and, therefore, could affect the value of 
the property.

FINANCIAL INSTRUMENTS

On October 8, 2004, the Company completed a private placement of 33,000 7.25% convertible debentures at a price of 
$1,000 per debenture, generating total gross proceeds of $33 million. The debentures are unsecured and ranked subordi-
nated to all the Company’s liabilities. The debentures mature on September 30, 2011, and interest is payable on March 31 
and September 30 each year. 

The debentures will be convertible at the holder’s option into fully paid common shares, at the conversion price of $6.25 
per share, at any time before the close of business on the earlier maturity date and the business day immediately before the 
date fixed for redemption. The debentures will not be redeemable on or before September 30, 2007. The debentures may 
be redeemed on and after September 30, 2007,  and before September 30, 2009, 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 conversion price. 
The debentures may be redeemed on and after September 30, 2009, and before the maturity date, in whole or in part at the 
Company’s option, at a price equal to their principal amount, plus accrued and unpaid interest. 

The Company 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 the number of common shares obtained by dividing the principal amount 
of the debentures by 95% of the current market price of the common shares. 

In accordance with Section 3860 of the CICA handbook, the convertible debentures have been recorded as debt on the 
balance sheet and accrued interest has been charged to interest expense. Issue costs related to the convertible debentures 
are amortized to financing cost over seven years. The Company has reviewed the value of the equity component of the 
conversion option and established there is no significant value associated with the convertible debentures.

TRANSACTIONS WITH RELATED PARTIES

A $1 million 10% debenture was issued to a corporation 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. 
The debenture was redeemed at par on October 13, 2004.

The president and chief executive officer receives no compensation for his services; instead, he receives a commission at 
commercial rates in his capacity as a licensed broker for property transactions conducted by the Company. For the three 
month period ended June 30, he received a commission of $224,000, compared with $53,000 in the third quarter of 2004.

Outlook 

MARKET CONDITIONS

In the third quarter of 2005, the demand for rental properties in the Company’s core market areas improved in Alberta, 
British Columbia and Ontario. As the Company put new rental product on its core markets, it saw substantial improve-
ment in its vacancy rates: from 12.4% in Alberta, 10.6% in British Columbia and 22.2% in Ontario to 6.9%, 8% and 
15.4% respectively. 

Mainstreet anticipates ongoing improvement in the multi-family rental market during the remainder of 2005. 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.

GEOGRAPHIC DIVERSIFICATION

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

Over the last three months ended June 30, the Company continued to follow its acquisition formula, acquiring properties 
in core geographic platforms, to create operational synergies and economies of scale with existing assets. Mainstreet 
acquired 390 units in Calgary and Surrey, B.C.

MD&A
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