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Management’s Discussion and Analysis
The following management’s discussion and analysis “MD&A” provides an explanation of Mainstreet Equity Corp.’s  
(“Mainstreet” or “the Corporation”) financial condition and results of operations for the three-month and six-month periods 
ended March 31, 2007. The results of the second quarter of fiscal year 2007 are directly comparable with those from the second 
quarter of fiscal year 2006. The Corporation’s annual fiscal year-end is September 30. This MD&A should be read in conjunction 
with the Corporation’s unaudited financial statements and accompanying notes for the three-month and six-month periods ended 
March 31, 2007, the audited financial statements and accompanying notes for the years ended September 30, 2006 and 2005, and 
the MD&A for the year ended 2006. The purpose of this MD&A is to provide information about the Corporation’s performance, 
financial position and outlook, and was prepared as of May 4, 2007. All amounts expressed are in Canadian dollars.

Forward-Looking Statements

In various places in this MD&A, management discusses its expectations regarding future performance. These “forward-look-
ing” statements are based on current available competitive, financial and economic data and operating plans, which are subject 
to risks and uncertainties. Forward-looking statements include information concerning possible or assumed future results of 
operations or financial position of the Corporation, as well as statements preceded by, followed by, or that include the words 
“believes”, “expects”, “anticipates”, “estimates”, “projects”, “intends”, “should” or similar expressions. These statements, 
by their very nature, are not guarantees of the Corporation’s future operational or financial performance, and are subject to 
risks and uncertainties and other important factors that could cause the Corporation’s actual results, performance, prospects or 
opportunities to differ materially from those expressed in, or implied by, these forward-looking statements (refer to the section 
entitled “Risk Management” in this MD&A and the section entitled “Risk Factors” in the annual information form of the 
Corporation for the year ended September 30, 2006 for a list of some of these risks and uncertainties). Management believes the 
expectations reflected in its forward-looking statements are reasonable, but no assurance can be given that expectations will 
prove to be correct, and forward-looking statements in this MD&A should not be unduly relied upon. Forward-looking state-
ments speak only as of the date of this MD&A, and actual results could differ materially from those anticipated in forward-
looking statements as a result of a number of factors. Investors should not place undue reliance on forward-looking statements 
because the plan, intentions or expectations on which they are based may not occur.

Business Overview
Based in Calgary, Alberta, Mainstreet is a Canadian real estate corporation focused on the acquisition,  
redevelopment, repositioning and management of mid-market rental apartment buildings in five major  
Canadian markets: Vancouver/Lower Mainland, Calgary, Edmonton, Saskatoon and the Greater Toronto Area.

The total portfolio includes 4,801 multi-family residential units (3.6 million square feet), consisting of townhouses, 
garden-style apartments, and mid-rise and high-rise apartments. As of March 31, 2007, 89% of these units were 
rented, 8% were being renovated and the remainder was vacant because of market conditions. Since 1997, the 
Corporation’s portfolio has increased from 10 buildings to 98 buildings, while the appraised value of properties 
within this portfolio has grown from about $17 million to more than $560 million as of March 31, 2007.1

Mainstreet is listed on the Toronto Stock Exchange (“TSX”) under the symbol “MEQ”.

1. Market value held on March 31, 2007 was determined by independent qualified 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.  

Business Strategy
Mainstreet’s goal is to become the leading provider of affordable mid-sized, mid-tiered rental accommodations 
in Canada. To achieve this goal, the Corporation uses the following business strategy:   

• Identify and buy under-performing rental units at prices well below replacement costs;
• Increase the asset value of its portfolio by renovating acquired properties and repositioning a Mainstreet 

branded product in the market for higher rents; 
• Minimize operating costs through professional management, efficient technology and energy-saving equipment;
• Maintain and build customer loyalty through high levels of service; 
• Maintain a sound capital structure with access to capital markets; and, 
• Build a strong brand.
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Review of Financial and Operating Results

SUMMARY OF FINANCIAL RESULTS

 Three months ended March 31 Six months ended March 31

(thousands of dollars except for share amounts) 2007 2006 % change 2007 2006 % change

Gross revenue $ 10,111 $ 7,498 35% $ 19,700 $ 14,546 35%

Net (loss) income      

 – from continuing operations  $ (3,844) $ (1,136) (238%) $ (4,310) $ (2,196) (96%)

 – from discontinued operations $ – $ 440 –  – $ 430 –

Total net loss $ (3,844) $ (696) (452%) $ (4,310) $ (1,766) (144%)

Net (loss) income from continuing operations  
 before stock compensation expense $ (455) $ (1,136) 60% $ (921) $ (2,196) 58%

Funds from operations1        

 – from continuing operations $ 1,279 $ (50) 2,658% $ 2,569 $ 45 5,609%

 – from discontinued operations including  
 gains on disposition $ – $ 561 – $ – $ 571 –

Total funds from operations $ 1,279 $ 511 150% $ 2,569 $ 616 317%

Net operating income2 from  
 continuing operations  $ 5,858 $ 3,904 50% $ 11,863 $ 7,833 51%

Net operating margin from  
 continuing operations (%)  59%  53% 11%  61%  55% 11%

EBITDA from continuing operations before  
 stock compensation cost3 $ 5,179 $ 3,327 56% $ 10,551 $ 6,651 59%

Net loss per share – basic from  
 continuing operations $ (0.38) $ (0.12) (217%) $ (0.44) $ (0.24) (83%)

Net income per share – basic from  
 discontinued operations $ – $ 0.05 – $ – $ 0.05 –

Net loss per share $ (0.38) $ (0.07) (443%) $ (0.44) $ (0.19) (132%)

Net loss per share before stock  
 compensation expense $ (0.05) $ (0.07) 29% $ (0.09) $ (0.19) 53%

Funds from operations per share  
 – basic from continuing operations $ 0.13 $ (0.01) 2,455% $ 0.26 $ – –

Funds from operations per share  
 – basic from discontinued operations $ – $ 0.05 – $ – $ 0.05 –

Funds from operations per share – basic $ 0.13 $ 0.04 202% $ 0.26 $ 0.05 411%

1. Funds from operations (“FFO”) are calculated as net earnings before the non-cash portion of debenture interest, depreciation of 
real estate properties and future income taxes. FFO is a widely accepted supplemental measure of a Canadian real estate company’s 
performance, but is not a recognized measure under Canadian generally accepted accounting principles (“GAAP”). The GAAP 
measurement most directly comparable to FFO is net income (for 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. 

2. 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. It is used by Mainstreet to measure its operational 
performance. Net operating income is not a recognized measure under GAAP. The GAAP measure most directly comparable to it is net 
income. Net operating income should not be construed as an alternative to net income determined in accordance to GAAP. Readers are 
cautioned that net operating income may differ from similar calculations used by other comparable entities.

3. EBITDA is earnings before interest, 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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Mainstreet reported a net loss of $ 3,844,000 ($0.38 per share) from continuing operations in Q2 2007. The net 
loss included a stock compensation expense of $3,389,000. During the quarter, a stock option was granted to 
the President and Chief Executive Officer to purchase 318,700 common shares at $15.06 per common share. The 
fair value of the stock option was determined at the date of the grant using the Black-Scholes option pricing 
model. The fair value is recognized as stock compensation expense in the income. Excluding stock compensation 
expense, the net loss from continued operations for Q2 2007 was $455,000 ($0.05 per share ) compared with a net 
loss from continued operations of $1,136,000 ($0.12 per share) in Q2 2006.

Cash flow or funds generated from operations (FFO), defined in footnote 1 on the previous page, is a key  
performance measure of real estate companies. Mainstreet generates FFO from two sources: rental income from 
properties and the periodic sale of properties. Proceeds from these occasional sales are generally reinvested in 
properties with higher potential for long-term returns.

FUNDS FROM OPERATIONS

(thousands of dollars) 
 Three months ended March 31 Six months ended March 31

  2007 2006 % change 2007 2006 % change

Net (loss) from continuing operations $ ($3,844) $ (1,136) (238%) $ (4,310) $ (2,196) (96%)

Stock compensation expense  3,389  – –  3,389  

Non-cash portion of debenture interests  37  130 (72%)  164  245 (33%)

Depreciation  1,897  1,545 23%  3,616  2,948 23%

Future income tax  (200)  (589) (66%)  ($290)  (952) (70%)

Funds from operations from  
 continuing operations  1,279  (50) 2,658%  2,569  45 5,609%

Funds from operations from  
 discontinued operations   –  (21) –  –  (11) –

Funds from operations from gain on disposition  –  582 –  –  582 –

Total funds from operations $ 1,279 $ 511 150% $ 2,569 $ 616 317%

A number of factors continue to adversely affect Mainstreet’s financial performance. These factors are the 
expected result of rapid growth and costs associated with stabilizing properties. Stabilization refers to renovat-
ing and improving operating efficiencies of acquired properties and repositioning them in the market for higher 
rents and improved asset value. The Corporation’s portfolio increased by 23% to 4,801 units as of March 31, 2007 
from 3,891 units as of March 31, 2006. Of the total portfolio, 45% remained non-stabilized (not yet renovated) as 
of March 31, 2007.

• All acquired properties required substantial exterior and interior renovations. During stabilization, the 
Corporation’s financial performance is affected adversely by higher vacancy rates and lower rental income, as 
well as higher operational costs, such as bad debts and marketing expenses. As more units become stabilized, 
the Corporation expects financial performance to strengthen when high operating expenses are offset by 
additional rental revenues generated later in the fiscal year.

• General and administrative (“G&A”) expenses increased due to expansion of Mainstreet’s overall portfolio, 
particularly in cities such as Vancouver/Lower Mainland, Greater Toronto Area and Saskatoon where the size 
of the portfolios is relatively small. As more properties are acquired in the future, and economies of scale are 
achieved, G&A expenses on a per unit basis are expected to decrease.

• Higher labour and material costs for buildings repairs and maintenance continue to pose a challenge due to 
the shortage of workers and materials in the construction industry across Canada. This trend is expected to 
continue for the foreseeable future, particularly in Alberta and British Columbia.
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In spite of the challenges described above, Mainstreet’s financial results for the Q2 2007 have improved com-
pared with the same period in the previous year. For continuing operations, funds from operations increased 
by 2,658% to $1,279,000 in Q2 2007 from ($50,000) in Q2 2006. Overall funds from operations, including funds 
from discontinued operations and gain on disposition, increased by 150% to $1,279,000 in Q2 2007 from $511,000 
in Q2 2006. This improvement is due mainly to added value through Mainstreet’s stabilization efforts, which 
increased rental rates for renovated units, and to an overall increase in rental rates particularly in Alberta.

Rental Operations 
 Three months ended March 31 Six months ended March 31

(thousands of dollars except per unit data) 2007 2006 % change 2007 2006 % change

Same assets rental revenues $ 8,386 $ 6,958 21% $ 16,510 $ 13,748 20%

Acquisition rental revenues1 $ 1,615 $ 396 308% $ 2,937 $ 527 457%

Total rental revenues $ 10,001 $ 7,354 36% $ 19,447 $ 14,275 36%

Weighted average number of units  4,635  3,817 21%  4,575  3,731 23%

Average rental revenue per unit per month $ 719 $ 642 12% $ 708 $ 638 11%

Average vacancy rate  10.6%  9.1% 16%  9.6%  9.6% –

1. Rental revenues for properties acquired after the financial year ended September 30, 2005. 

Rental revenues from new property acquisitions increased considerably by 308% to $1.6 million as a result of 
1,317 units acquired since the year ended September 30, 2005.

Rental revenues from “same assets” properties (properties owned for the entire three-month and six-month 
periods ended March 31, 2006 and 2007) increased by 21% in Q2 2007 to $8.4 million from $6.9 million in Q2 
2006. This increase was due mainly to the introduction of newly renovated rental units into the market and 
higher rental rates for the Alberta portfolio.

Operating Costs
 Three months ended March 31 Six months ended March 31

  2007 2006 % change 2007 2006 % change

Same assets operating expenses $ 3,215 $ 3,176 1% $ 5,972 $ 6,030 (1%)

Acquisition operating expenses1 $ 928 $ 274 239% $ 1,612 $ 412 291%

Total operating expenses $ 4,143 $ 3,450 20% $ 7,584 $ 6,442 18%

1. Operating expenses for properties acquired after the financial year ended September 30, 2005.

Operating costs (after utility rebate1) increased 20% to $ 4.1 million in Q2 2007 compared to $3.5 million in Q2 
2006. The majority of this increase was due to growth in the Corporation’s overall portfolio, which increased to 
4,801 units as of March 31, 2007 from 3,891 units as of March 31, 2006.

Operating costs for “same assets” properties (properties owned for the entire three-month and six -month 
periods ended March 31, 2007 and 2006) increased only slightly by 1% year over year.

1. Introduced by the Alberta government in 2003 to help consumers with the rising cost of natural gas.
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RENTAL OPERATIONS BY PROVINCE

Mainstreet manages and tracks the performance of rental properties in each of its five core markets. Rental 
operating results by province are summarized as follows. 

ALBERTA

Strong growth continued in Mainstreet’s Alberta operations in Q2 2007 as a result of acquisitions in Edmonton 
and the introduction of more units at higher market rents following stabilization. The province’s flourishing 
economy also contributed. Rental income increased by 40% to $6.5 million in Q2 2007 compared to $4.6 million 
in Q2 2006. The average number of rental units increased by 22% to 2,952 units in Q2 2007 from 2,419 units in Q2 
2006. The vacancy rate also increased from 4.4% to 11.6% due to acquisition of 716 units in Edmonton since the 
financial year ended September 30, 2005. Net operating income improved by 47% to $4.1 million in Q2 2007 from 
$2.8 million in Q2 2006, while the operating margin increased from 61% to 64%. These excellent results were 
achieved despite the acquisition of 716 non-stabilized units.

 Three months ended March 31 Six months ended March 31

(thousands of dollars except per unit data) 2007 2006 % change 2007 2006 % change

Rental income $ 6,455 $ 4,607 40% $ 12,693 $ 8,968 42%

Operating expenses $ 2,308 $ 1,784 29% $ 4,278 $ 3,472 23%

Net operating income $ 4,147 $ 2,823 47% $ 8,415 $ 5,496 53%

Weighted average number of units  2,952  2,419 22%  2,925  2,395 22%

Average rent per unit per month $ 729 $ 635 15% $ 723 $ 624 16%

Operating costs per unit per month $ 261 $ 246 6% $ 244 $ 242 1%

Average vacancy rate  11.6%  4.4%   10.0%  5.2% 

Operating margins  64%  61%   66%  61% 

BRITISH COLUMBIA

Mainstreet’s British Columbia operations continued to grow. The average number of rental units increased by 
13% to 921 units in Q2 2007 compared to 816 units in Q2 2006. Rental income grew by 32% to $1.9 million in Q2 
2007 compared to about $1.4 million in Q2 2006. Rental income per unit increased by 17% to $675 per month 
in Q2 2007 from $578 per month in Q2 2006. At the same time, the vacancy rate dropped significantly to 5.1% 
in Q2 2007 compared to 16.7% for the same period of 2006. The operating margin increased to 58% in Q2 2007 
from 48% in Q2 2006. The significant improvements in the B.C. operation were due mainly to the acquisition 
of 232 units in Abbotsford, B.C. in Q2 and more units being introduced to the market at higher rental rates 
following stabilization.

 Three months ended March 31 Six months ended March 31

(thousands of dollars except per unit data) 2007 2006 % change 2007 2006 % change

Rental income $ 1,863 $ 1,415 32% $ 3,497 $ 2,601 34%

Operating expenses $ 780 $ 742 5% $ 1,420 $ 1,291 10%

Net operating income $ 1,084 $ 673 61% $ 2,077 $ 1,310 59%

Weighted average number of units  921  816 13%  868  754 15%

Average rent per unit per month $ 675 $ 578 17% $ 671 $ 575 17%

Operating costs per unit per month $ 282 $ 303 (7%) $ 273 $ 285 (4%)

Average vacancy rate  5.1%  16.7%   5.7%  17.8% 

Operating margins  58%  48%   59%  50% 
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ONTARIO

Improvements were also achieved in Mainstreet’s Ontario operations in Q2 2007, despite a continuing soft rental 
market in the province. Rental income rose 11%, mainly as a result of more units being introduced to the market 
at high rental rates after stabilization, as well as a decrease in the average vacancy rate to 11.1% in Q2 2007 from 
18.1% in Q2 2006. The operating margin increased to 37% in Q2 2007 compared to 31% in Q2 2006.

 Three months ended March 31 Six months ended March 31

(thousands of dollars except per unit data) 2007 2006 % change 2007 2006 % change

Rental income $ 1,478 $ 1,332 11% $ 2,909 $ 2,706 8%

Operating expenses $ 907 $ 924 (2%) $ 1,677 $ 1,679 –

Net operating income $ 571 $ 408 40% $ 1,232 $ 1,027 20%

Weighted average number of units  582  582 –  582  582 –

Average rent per unit per month $ 847 $ 763 11% $ 833  775 7%

Operating costs per unit per month $ 519 $ 529 (2%) $ 480 $ 481 –

Average vacancy rate  11.1%  18.1%   11.5%  17.1% 

Operating margins  37%  31%   42%  38% 

SASKATCHEWAN

In the first two quarters of fiscal year 2007, Mainstreet acquired 219 residential apartment units in Saskatoon, 
Saskatchewan. With this acquisition, the Corporation effectively established Saskatoon as its fifth core market 
area. Market conditions in Saskatoon are an excellent fit with Mainstreet’s strategy of value creation. The current 
rental rate is low and all units require substantial renovation, presenting high potential to create value.

 Three months ended March 31 Six months ended March 31

(thousands of dollars except per unit data) 2007 2006 % change 2007 2006 % change

Rental income $ 204  – – $ 348  – –

Operating expenses $ 148  – – $ 209  – –

Net operating income $ 56  – – $ 139  – –

Weighted average number of units  178  – –  169  – –

Average rent per unit per month $ 382  – – $ 343  – –

Operating costs per unit per month $ 277  – – $ 206  – –

Average vacancy rate  21.1%  – –  17.3%  – –

Operating margins  27%  – –  40%  – –

GENERAL AND ADMINISTRATIVE EXPENSES

 Three months ended March 31 Six months ended March 31

{thousands of dollars except per unit data) 2007 2006 % change 2007 2006 % change

Total $ 789 $ 721 9% $ 1,565 $ 1,453 8%

Per unit per month $ 57 $ 64 (11%) $ 56 $ 66 (15%)

General and administrative (“G&A”) expenses include corporate costs such as salaries and professional fees. 
G&A costs increased by 9% to $789,000 in Q2 2007 compared to $721,000 in the same quarter of 2006.
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This was mainly the result of increased costs related to growth in Mainstreet’s portfolio, as well as increased salary 
expenses. Conversely, G&A costs per unit decreased by 11% to $57 per unit per month in Q2 2007 compared to 
$64 per unit per month in Q2 2006. As the Corporation continues to expand, and the number of units increases, 
bringing greater economies of scale, G&A expenses per unit are expected to decline further in the future.

FINANCING COSTS
(thousands of dollars except per unit data)

 Three months ended March 31 Six months ended March 31

  2007 2006 % change 2007 2006 % change

Same assets mortgage interest  2,391  2,267 5%  4,829  4,543 6%

Acquisition mortgage interest1  707  216 227%  1,262  272 364%

Finance charges  233  211 10%  697  415 68%

Debenture interest  571  723 (21%)  1,297  1,442 (10%)

Total financing costs  3,902  3,417 14%  8,085  6,672 21%

1. Mortgage interest for properties acquired after the financial year ended September 30, 2005.

Financing costs on long-term debt increased by 14% to $3.9 million in Q2 2007 compared to $3.4 million in Q2 
2006 due to the increase in mortgage loans through acquisition and refinancing.

Financing costs for the three-month period ended March 31, 2007 included:

• “Same assets” mortgage interest – The Corporation pays on debts for properties owned for the entire 
three-month and six-month periods ended March 31, 2007 and 2006. These expenses increased by 5% mainly 
because of an increase in mortgages loans through refinancing of some of the existing stabilized properties.

• “Acquisition” mortgage interest – Mainstreet pays on debts for properties acquired after the financial year 
ended September 30, 2005. These expenses increased by 227% due to the expansion of the Corporation’s 
portfolio during the period.

• Finance charges – These include Canada Mortgage and Housing Corporation (CMHC) insurance premiums 
paid for CMHC-insured loans, commitment fees and legal expenses. Effective October 1, 2006, the Corpora-
tion adopted a policy recommended in the CICA Handbook Section 3855.57(a) to account for finance charges 
incurred. Under this policy, all finance charges are recognized in net income. Had the change in standard not 
been effective, the finance charges for the three-month and six-month periods ended March 31, 2007 would 
have been $247,000 and $463,000 respectively.

• Debenture interest – The Corporation pays interest on the convertible debentures issued on October 8, 2004. 
The decrease in the debenture interest expense is due to conversion of $7.4 million debentures to common 
shares during the quarter.

Capital Investment
Mainstreet’s “Value Chain” business model focuses on creating value in its capital assets by renovating newly 
acquired properties and enhancing operating efficiencies. Every new property and rental unit is upgraded to 
Mainstreet’s branded standard, creating an attractive product, reducing operating costs and enhancing long-term 
asset value. Capital improvement also includes expenses incurred on turnover units.

In Q2 2007, the Corporation spent $1.5 million on property improvements, specifically for exterior upgrades 
such as new siding and insulation, and interior upgrades such as carpet and paint, new appliances and energy-
efficiency measures. About $4.6 million of renovations are planned for the remainder of the fiscal year 2007. 
These improvements will be financed through existing cash balances, funds from operations and ongoing 
refinancing of existing properties. 
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With 1,317 units of under-performing properties acquired since the fiscal year ended September 30, 2005, 
substantial renovations are required to upgrade these properties to Mainstreet’s branded standard. During the 
renovation period, revenue from these properties is expected to be low because these units cannot be rented. The 
Corporation expects to complete the stabilization of the large majority of these properties in the next 6 to 18 months. 
Revenue and income will increase as units are renovated and reintroduced to the market at higher rental rates.

Uncertainties affecting future revenue and income include turnover rate of existing tenants, availability of 
renovation workers, and increase in labour and material costs, all of which will have a material impact on the 
timing and cost of the completion of renovations.

Summary of Quarterly Results 

(thousands of dollars  March 31 Dec. 31 Sept. 30 June 30 March 31 Dec. 31 Sept. 30 June 30 
except per share amounts) 2007 2006 2006 2006 2006 2005 2005 2005
   restated    restated restated restated

Rental income  $ 10,001 $ 9,445 $ 8,563 $ 8,067 $ 7,354  $ 6,919  $ 6,615  $ 6,483  

Interest income $ 110 $ 143 $ 177 $ 99 $ 144  $ 128  $ 144  $ 152 
Gains on disposition of  
 real estate property                  $ 77

Total revenue from  
 continuing operations $ 10,111 $ 9,588 $ 8,740 $ 8,166 $ 7,498 $ 7,047 $ 6,759 $ 6,712 

Net loss from  
 continuing operations  (3,844)  (466)  (352)  (996)  (696)  (1,065)  (1,115)  (497)

Net earnings (loss) from  
 discontinued operations 
 net of tax  –  –  –  –  440  (5)  (6)  (2)

Net loss   (3,844)  (466)  (352)  (996)  (696)  (1,070)  (1,121)  (499)

Earning per share for  
 continuing operations 
 – basic & diluted  $ (0.38)  $ (0.05) $ (0.04) $ (0.11) $ (0.12) $ (0.11) $ (0.12) $ (0.05)

Earning per share for  
 discontinued operations 
 – basic & diluted  $ – $ – $   – $ – $ 0.05 $ – $ – $ –

Activities in Q2 2007 should be noted for comparison with the quarterly results over the past two years:

• During the quarter, Mainstreet acquired seven new buildings with a total of 286 units.
• Average vacancy rate for the Corporation’s properties was 8.49% for the quarter, compared with 9.33% for 

same quarter in fiscal year 2006.
• Heating costs during the winter period from October to March were much high than the summer period from 

April to September.
• Effective October 1, 2006, the Corporation adopted a policy recommended in the CICA Handbook Section 

3855.57(a) to account for transaction costs for financial assets and liabilities classified other than as held for 
trading. Under this policy, all transaction costs are recognized in net income. The Corporation applied this 
standard retroactively with no restatement of prior periods. Had the change in standard not been effective, 
the net loss for the first quarter ended December 31, 2006 and the second quarter ended March 31, 2007 
would have been $218,000 and $3,866,000 respectively and the basic and diluted loss per share would have 
been $0.02 and $0.39 respectively. Quarterly information for the quarter ended December 31, 2006 have been 
restated to reflect the adoption of the CICA Handbook Section 3855.57(a).

• Quarterly information for the quarters during the period from April 1, 2005 to December 31, 2005 have been 
restated above to reflect: 1) the change in accounting policy in 2005 for operating and financing costs incurred 
during the period of renovation of rental units, and 2) results of operations of the disposed long-lived assets 
reported separately as discontinued operations.
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• The net loss for the quarter ended March 31, 2007 includes a stock compensation expense of $3,389,000.  
During the quarter, a stock option was granted to the President and Chief Executive Officer to purchase 
318,700 common shares at $15.06 per common share. The fair value of the stock option was determined at the 
date of the grant using the Black-Scholes option pricing model. The fair value is recognized as stock compen-
sation expense in the income. Excluding stock compensation expense, the net loss from continued operations 
for Q2 2007 was $455,000 ($0.05 per share ) compared with a net loss from continued operations of $1,136,000 
($0.12 per share) in Q2 2006.

Same Assets Properties
“Same assets” properties are those properties owned by the Corporation for the entire three-month and 
six-month periods ended March 31, 2007 and 2006. As of March 31, 2007, 62 properties (3,484 units) out of 98 
properties (4,801 units) were regarded as same assets properties. 

(thousands of dollars except per share amounts)

 Three months ended March 31 Six months ended March 31

  2007 2006 % change 2007 2006 % change

Same assets – rental revenues $ 8,396 $ 6,958 21% $ 16,510 $ 13,748 20%

Same assets – operating costs $ 3,215 $ 3,176 1% $ 5,971 $ 6,030 1%

Same assets – net operating income $ 5,181 $ 3,782 37% $ 10,539 $ 7,718 37%

Operating margin  62%  54% –  64%  56% 16%

Same assets rental revenues increased by 21% to $8.4 million in Q2 2007 from $6.9 million in Q2 2006. Same assets 
net operating income increased by 37% to $5.2 million in Q2 2007 from $3.8 million in Q2 2006. Operating margin 
increased to 62% from 54%. Improved performance of same assets properties is due mainly to the increase in 
rental income as more stabilized units were returned to the market at higher rents, particularly in Alberta

Stabilized Properties

A stabilized property is defined as a property in which 90% of its units have been renovated or repositioned in 
the market at market rents. As of March 31, 2007, 58 properties (2,636 units) out of 98 properties (4,801 units) 
were regarded as being stabilized. As noted, during the stabilization process Mainstreet’s performance is 
affected adversely due to lower rental income, and higher vacancy rates and operating expenses. A more fair 
performance measure of the Corporation is funds from operations from stabilized properties.

Funds from operations for Mainstreet’s stabilized portfolio, excluding the adverse impact of the convertible 
debenture interest on funds from operations amounted to $2.1 million (21 cents per basic share) for Q2 2007.

Effective October 1, 2006, the Corporation adopted a policy recommended in the CICA Handbook Section 
3855.57(a) to account for transaction costs for financial assets and liabilities classified other than as held for 
trading. Under this policy, all transaction costs are recognized in net income. The Corporation applied this 
standard retroactively with no restatement of prior periods. Had the change in standard not been effective, 
funds from operations for stabilized properties for the first quarter ended December 31, 2006 and the second 
quarter ended March 31, 2007 would have been $2,157,000 ($0.23 per basic share) and $2,038,000 ($0.20 per 
basic share) respectively.
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Funds From Operations for Stabilized Properties

(thousands of dollars except per share amount) Three months ended March 31, 2007 Six months ended March 31, 2007

     Non-     Non- 
   Stabilized  stabilized   Stabilized  stabilized 
     properties  properties Total  properties  properties Total

Rental income $ 6,434 $, 3567 $ 10,001 $ 12,664 $ 6,783 $ 19,447

Property operating expenses $ 2,148 $ 1,995 $ 4,143 $ 4,003 $ 3,581 $ 7,584

Net operating income $ 4,286 $ 1,572 $ 5,858 $ 8,661 $ 3,202 $ 11,863

Operating margin  67%  44%  59%  68%  47%  61%

Interest income $ 15 $ 12 $ 27 $ 39 $ 28 $ 67

General & administrative expenses $ 475 $ 314 $ 789 $ 940 $ 624 $ 1,564

Financing cost $ 1,692 $ 1,640 $ 3,332 $ 3,741 $ 2,973 $ 6,714

Current income taxes $ 6 $ 29 $ 35 $ 11 $ 49 $ 60

Funds from operations from continued  
 operations before convertible debentures $ 2,128 $ (399) $ 1,729 $ 4,008 $ (416) $ 3,592

Unallocated funds from operations for  
 convertible debentures $ – $ – $ (450) $ – $ – $ (1,022)

Funds from operations from  
continued operations $ 2,128 $ (399) $ 1,279 $ – $ – $ 2,570

Per share – basic $ 0.21 $ (0.04) $ 0.13 $ 0.41 $ (0.05) $ 0.26

Acquisitions 

GEOGRAPHIC MARKETS

 Three months ended March 31 Six months ended March 31

(thousands of dollars except as noted) 2007 2006 2007 2006

    Edmonton, AB  
  Abbotsford, BC  Abbotsford, BC Edmonton, AB 
  & Saskatoon, SK Edmonton, AB & Saskatoon, SK & Surrey, BC

Rental units (number)  286  152  515  407

Total purchase costs1 $ 21,320 $ 7,370 $ 32,589 $ 22,263

Average price per unit $ 75,000 $ 48,000 $ 63,000 $ 55,000

1. Does not include cost of significant capital improvements.

By acquiring under-performing rental properties, Mainstreet is able to enhance both asset value and long-
term revenues through increased rental rates. The Corporation follows strict criteria to identify and acquire 
these kinds of properties. In Q2 2007, the Corporation purchased 286 apartment units in Abbotsford, B.C. and 
Saskatoon, Saskatchewan for $21.3 million. 

The average purchase price per unit was $75,000, well below the estimated market value and replacement cost. 1

1. Based on an independent real estate appraisal by an Accredited Appraiser of the Canadian Institute (AACI).
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Liquidity and Capital Resources

WORKING CAPITAL REQUIREMENTS

Sufficient working capital is required to cover day-to-day operating, mortgage and debenture interest expenses 
as well income taxes payments. In the three-month period ended March 31, 2007, after payments of all required 
expenses, the Corporation generated funds from operations of $1.3 million. The Corporation expects that funds 
generated from operations will be sufficient to meet the working capital requirements in 2007. Mainstreet also 
has an operating line of credit of $0.8 million and there was no amount drawn against the line of credit as of the 
end of the second quarter.

OTHER CAPITAL REQUIREMENTS

Sufficient capital is also needed to finance continued growth and capital improvement. As of March 31, 2007, 
Mainstreet had a cash balance of $5.5 million and expects to raise a substantial amount of funds by refinancing 
existing properties as their mortgages mature. In addition, after newly acquired properties are stabilized, the 
Corporation expects to raise funds by refinancing these properties under long-term, CMHC-insured debt. 
Management believes these resources will be sufficient to meet other capital requirements. In fact, approvals 
have been obtained from CMHC for refinancing of about $15 million of short-term and matured mortgages. 
Additional funds of approximately $13 million will be raised from the refinancing which will be used to fund 
the Corporation’s future expansion.

Contractual Obligations
As of March 31, 2007, the Corporation had the following contractual obligations. These obligations will be met 
using existing cash balances, funds from operations and proceeds from the renewal of mortgage loans on maturity.

PAYMENTS DUE BY PERIOD

(thousands of dollars)  Total  2007  2008  2009  2010  2011 Subsequent

Mortgages payable $ 239,087 $ 79,980 $ 48,098 $ 17,721 $ 8,389 $ 5,897 $ 79,002

Debentures $ 23,057 $ – $ – $ – $ – $ 23,057 $ –

Total contractual obligations $ 262,144 $ 79,980 $ 48,098 $ 17,721 $ 8,389 $ 28,954 $ 79,002

Long-term Debt
  Average 
(thousands of dollars) Amount  interest rate (%)

Fixed rate debt

 – CMHC-insured         $ 144,440    5.22%

 – non-CMHC-insured          $ 21,877    5.63%

Total fixed rate debt          166,317    5.28%

Floating rate debt 

 – non-CMHC-insured         $  72,770    7.30%

          $ 239,087    5.89%

Mainstreet’s long-term debt consists mainly of low-rate, fixed-term mortgage financing. All individual 
mortgages are secured with their respective real estate assets. Based largely on the market value of properties, 
management believes this financing reflects the strength of its property portfolio. The maturity dates for this 
debt are staggered to mitigate overall rate risk.

As of March 31, 2007, mortgages payable were $239 million, compared with $213 million at September 30, 2006. 
This increase is the result of the Corporation’s continued growth, including refinancing existing debt, raising 
new mortgage loans, and assuming debt to fund new acquisitions.
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At March 31, 2007, the Corporation’s financial position was stable with overall mortgage levels reported at 
92% of depreciated book value and 43% of estimated market value. About 60% of the Corporation’s mortgage 
portfolio was CMHC-insured, providing Mainstreet with interest rates lower than those available through 
conventional financing.

To maintain cost-effectiveness and flexibility of capital, Mainstreet continually monitors short-term and long-
term interest rates. Where it is expected to provide a benefit, the Corporation will convert short-term floating 
rate debt to long-term, CMHC-insured fixed debt. In Q2 2007, approvals have been obtained from CMHC for the 
refinancing of about $15 million of short-term and matured mortgages. Additional funds of approximately  
$13 million will be raised from the refinancing, which will be used to fund the Corporation’s continued expansion. 
Approximate $4 million is expected to be funded in Q3 2007 and the balance will be funded in Q4 2007.

MORTGAGE MATURITY SCHEDULE

  Balance maturing % of debt Weighted average 
Year of maturing (thousands of dollars) maturing rate on expiry (%)

2007 $ 76,163 32% 7.09%

2008  46,496 19% 5.46%

2009  15,939 7% 5.30%

2010  6,499 3% 6.75%

2011  3,950 2% 4.48%

Subsequent  90,040 37% 5.21%

Total $ 239,087 100% 5.89%

Approximately 32% of mortgage loans will mature within the next 12 months, due mainly to the acquisition of 
undervalued properties, which all require renovation. Upon acquisition, these properties are financed through 
short-term, floating rate loans. When the properties are stabilized, these short-term loans will be refinanced 
under long-term, CMHC-insured mortgages.

Conclusion Regarding Effectiveness of Disclosure Controls and Procedures
The Corporation’s Chief  Executive Officer (the “CEO”), Chief Financial Officer (the “CFO”) and other key 
management personnel have conducted an evaluation of the effectiveness of the Corporation’s disclosure 
controls and procedures. Based on the evaluation conducted, the CEO and CFO have concluded that the design 
and operation of the Corporation’s disclosure controls and procedures were effective as at the quarter-end dated 
March 31, 2007 to provide reasonable assurance that all material financial information relating to the Corpora-
tion, including material financial information that is required to be disclosed, was made known to the CEO and 
CFO by others within the Corporation in order for them to complete their analysis and review of the financial 
position and results of the operations of the Corporation for the quarter ended March 31, 2007. There were no 
significant changes in Mainstreet’s disclosure controls and procedures in 2007.

Share Capital
Authorized:
Unlimited number of common voting shares

Unlimited number of preferred shares
 March 31, 2007 September 30, 2006

  Number of   Number of   
(thousands of dollars) shares Amount  shares Amount

Issued and outstanding, beginning of the year  9,534,493 $ 3,901  9,238,333 $ 2,050

Issued pursuant to conversion of debenture     1,187,360      7,421  32,160  201

Issued pursuant to exercise of brokers’ warrant  –  –  264,000  1,650

Issued and outstanding, end of year  10,721,853 $  11,322  9,534,493 $  3,901
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During the three-month and six-month periods ended March 31, 2007, the Corporation granted a stock option to the 
President and Chief Financial Office to purchase 318,700 (2006 – NIL) common shares at the market price of $15.06 
per common share at the date of the grant. The stock options expire on February 14, 2012 and are fully vested at the 
time of issue. The fair value of the option was determined at the date of the grant using the Black-Scholes Model. 
The assumptions used in determining the fair value of the stock options included risk free interest rate of 3.95%; 
expected life of the stock option of five years; annualized volatility rate of 88%; and annualized dividend rate of 0%. 
The fair value amounting to $3,389,000 is recognized as stock compensation expense in the income with a  
corresponding increase to contributed surplus. As of March 31, 2007, none of the stock options were exercised.

Significant Accounting Policies

BASIS OF PRESENTATION

These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles (“Canadian GAAP”). This requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities, and to disclose contingent assets and liabilities at the date 
of the financial statements, as well as amounts of revenues and expenses during the reporting period.  Actual 
results may differ from those estimates.

REVENUE RECOGNITION

Revenue from a rental property is recognized when a tenant begins occupancy of a rental suite and rent is due. 
Rental revenue includes rent, parking and other sundry revenues. All residential leases are for one-year terms or 
less, and 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.  

Revenue from 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 associated 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.

Net recoverable amount represents the undiscounted estimated future net cash flows that are directly associated 
with, and expected to arise as a direct result of, the ongoing use of the property and its eventual disposition. 
Net recoverable amounts take into account the specific business plan for each property and management’s best 
estimate of the most probable economic conditions expected in each market area. Impairment loss will be recog-
nized in the period when the carrying amount of the revenue producing properties exceeds the net recoverable 
amount represented by the undiscounted estimated future cash flows expected to be received from the ongoing 
use of the properties, plus their residual value.

 The purchase price of revenue-producing real estate properties is 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 determined value of 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 Corporation’s strategy for creating value focuses on acquiring undervalued properties that need consider-
able capital improvement, which requires the replacement of tenants occupying buildings at the time of acquisi-
tion. As a result, the Corporation has established there is little value associated with the above and below value 
leases, in-place leases or tenant relationships. For these properties, the Corporation has placed a nominal value 
on acquired intangible assets.
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PROPERTIES HELD FOR RESALE

Mainstreet periodically assesses its portfolio to determine whether properties should be retained or sold in order 
to reinvest capital for greater advantage. When a decision has been made to sell a property, it is transferred to 
properties held for sale. The Corporation 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.

CASH AND CASH EQUIVALENTS

Cash equivalents are highly liquid investments with an original maturity of three months or less. 

AMORTIZATION

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

Buildings Over the estimated useful lives, not exceeding 40 years

Building improvements 20% – Declining balance

Equipment and appliances 20% – Declining balance

Painting 40% – Declining balance

Carpets 30% – Declining balance

Furniture and fixtures 20% – Declining balance

Computer equipment 30% – Declining balance

Estimated useful lives of buildings and non-building assets are evaluated periodically by management, and any 
changes in these estimates are accounted for on a prospective basis.

Stock Option Plan
For stock options issued prior to January 1, 2003, no compensation expense is recognized for the plan when the 
stock options were granted. 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. Fair value is recognized as stock compensation expense over the 
vesting period of the options with a corresponding increase to contributed surplus.

Comprehensive Income 
On October 1, 2006, the Corporation adopted the requirements of the CICA Handbook Section 1530, 
Comprehensive Income. This section establishes standards for reporting and display of comprehensive income. 
For the three and six months ended March 31, 2007, there were no other comprehensive income items.

Financial Instruments
On October 1, 2006, the Corporation adopted the requirements of the CICA Handbook Section 3855, 
Financial Instruments-Recognition and Measurement and Section 3861, Financial Instruments-Disclosure and 
presentation. These sections established standards for recognizing, measuring and presentation of financial 
instruments and non-financial derivates, and identifies information that should be disclosed.

The Corporation adopted a policy recommended in the CICA Handbook Section 3855.57(a) to account for 
transaction costs for financial assets and liabilities classified other than as held for trading. Under this policy, 
all transaction costs are recognized in net income. The Corporation applied this standard retroactively with no 
restatement of prior periods. The cumulative effect of the change in transaction costs is reflected as an adjustment 
of $3,123,000 to the opening balance of retained earnings as of October 31, 2006. Had the change in standard not 
been effective, the net loss for the three-month and six-month periods ended March 31, 2007 would have been 
$3,866,000 and $4,084,000,000, and the basic and diluted loss per share $0.39 and $0.42 per share respectively.
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Mainstreet completed a private placement of $33 million in convertible debentures in October 2004, following 
fiscal year-end. 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. Additional information 
concerning the convertible debentures is described in Note 4 of the Notes to the Financial Statements.

Transactions with Related Parties
a)   The President and Chief Executive Officer receives no compensation for his services as an officer of the 

Corporation. Instead, 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 three-month 
and six-month periods ended March 31, 2007 were $184,000 (2006 – $71,000) and $306,000 (2006 – $203,000) 
respectively.

b)   The Corporation paid legal and professional fees and reimbursements for the three-month and six-month 
periods ended March 31, 2007 were $7,700 (2006 – $12,600) and $36,800 (2006 – $24,900) respectively to a law 
firm of which a director and officer of the Corporation is a partner.

c)   The Corporation has established a plan to assist its directors, officers and employees in purchasing common 
shares of the Corporation. Total loans of $1.03 million as at March 31, 2007 (September 30, 2006 – $1.25 
million), included in other assets, were advanced on October 31, 2005. The loans are interest free with a 
repayment period over four years and secured against the common shares of the Corporation purchased by 
the participants.

Proposed Transactions
Subsequent to the quarter end date on which the Board of directors approved the issue of the financial state-
ments on May 4, 2007, the Corporation had committed to acquire 235 units of residential apartment for consid-
eration of $12.4 million in Calgary, Mississauga and Saskatoon. These acquisitions will be financed through a 
combination of cash and mortgage loans. The purchase of 163 units is expected to close by May 1, 2007 while the 
balance of 72 units is expected to close by August 1, 2007.

Risk Management

VACANCY RISK

The Corporation is subject to tenant vacancy risk when renters become first-time home buyers by purchasing 
low-cost housing, which, in some markets, is affordable at today’s low interest rates. This contributes to  
increased vacancy rates and decreased rental income cash flow.

Vacancy rates can be affected negatively by increased supply of condominium units in major market areas.  
At the same time, lower interest rates encouraged some tenants to purchase homes for the first time.

The Corporation manages this risk by enhancing customer satisfaction, diversifying its portfolio in different geo-
graphic markets in Canada, maintaining its focus on affordable mid-market, multi-family accommodation, offering 
competitive pricing and a quality product to attract new tenants, and advertising and marketing effectively.

FINANCIAL RISK

The Corporation is subject to the financial risk of having unoccupied units during extended periods of reno-
vations. During renovations, these properties are unavailable for occupancy and do not generate income. 
Mainstreet addresses this risk by acquiring financing to fund renovations and by carrying out a detailed capital 
expenditures budget to monitor its cash position on a monthly basis.
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INTEREST RISK

When prime lending rates increase, Mainstreet is exposed to interest rate risk. Mortgages totaling $76 million 
are subject to renewal in the next 12 months. Increases in the interest rate may adversely affect the profitability 
of the Corporation. Management works to mitigate this risk by staggering the maturity dates of Mainstreet’s 
mortgages, the majority of which are insured by CMHC under the National Housing Association (NHA) mort-
gage program. This added level of insurance offered to lenders allows Mainstreet to receive the best possible 
financing and interest rates, and significantly reduces the potential for a lender to call a loan prematurely.

UTILITY RISKS

Variable utility and energy costs such as electricity and natural gas (heating) prices create risk for the business. 
Mainstreet closely tracks gas prices and, when they are more favourable, seeks long-term contracts to secure 
those prices for extended periods. In addition, installing energy-saving measures in all buildings during renova-
tions is a key priority.

CREDIT RISK

Sometimes tenants experience financial difficulty and default in payment of rent, which exposes Mainstreet to 
credit risk. The Corporation attempts to minimize this risk by conducting an in-depth credit assessment of all 
tenants. The Corporation’s sizable tenant base also helps reduce the degree of credit risk.

Challenges
The third and fourth quarters of 2007 will be particularly challenging for Mainstreet, because of:

 1. higher cost of renovations due to the rising cost of materials and workers;
 2. severe shortage of labour, especially in Alberta;
 3. resultant longer cycle time for renovations.

Outlook
Recently, the Alberta government announced changes in tenancy legislation, which include limiting rental 
increases to once a year instead of every six months. While details of the new legislation need to be clarified, 
management believes these changes will not have a material impact on Mainstreet’s operations, but the changes 
may slightly delay the Corporation’s stabilization process in Alberta.

In the remaining of the fiscal year 2007, Mainstreet will focus on accelerating the stabilization process, and plans 
to complete the stabilization process in Edmonton in the next six to nine months.

Saskatoon will continue to play an increasingly larger role in our acquisition program. Mainstreet sees tremen-
dous opportunity for growth in Saskatoon. Vacancy rates in the city are expected to decline somewhat in 2007 
compared to 2006, while year-over-year rental rates are expected to increase.

At the same time, the Corporation will continue to look for opportunities to expand its portfolio in existing 
markets in British Columbia, Alberta and Toronto.

The Corporation will continue to stay on track with its growth strategy and the Mainstreet Value Chain business 
model, and will continue to look for high-potential acquisitions that will add value to the Mainstreet portfolio.

ADDITIONAL INFORMATION

Additional information about Mainstreet is available at mainst.biz and www.sedar.com. The annual information 
form of the Corporation for the year ended September 30, 2006 was filed on SEDAR on December 29, 2006.




