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Balance Sheets
(Thousands of dollars)

As at March 31, 2007 September 30, 2006

             (Audited)

ASSETS

Real estate (Note 2)        $ 260,462    $ 228,165

Other assets          4,331      3,459

Future income tax recoverable (Note 7)      3,916    1,879

Deferred charges  (Note 1)         –     4,871

Restricted cash           1,691    1,357

Cash          5,509     14,043

        $ 275,909    $ 253,774

LIABILITIES

Mortgages payable (Note 3)       239,087       213,341

Convertible debenture (Note 4)        23,057      29,415 

Accounts payable         3,322    3,387 

Refundable security deposits        1,691    1,357 

          267,157     247,500 

SHAREHOLDERS’ EQUITY

Share capital (Note 8)         11,322     3,901

Equity component of convertible debenture       3,133      4,032

Contibuted surplus (Note 8)       3,389    –

Retained earnings (deficit)          (9,092)     (1,659)

          8,752      6,274

         $ 275,909    $ 253,774

See accompanying notes to the financial statements.

(Signed) (Signed)

“Bob Dhillon” “Joe Amantea” 
Director Director
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Statements of Loss and (Deficit)/Retained Earnings
(Thousands of dollars, except per share amounts)

Unaudited

 Three months ended Six months ended 
 March 31 March 31

      2007 2006  2007  2006

REVENUE

Rental income       $ 10,001  $ 7,354  $ 19,447  $ 14,275

Interest income        110    144    253    271

        10,111    7,498    19,700    14,546 

EXPENSES 

Property operating expenses       4,279   3,653    7,770    6,749

Utility rebate        (136)   (203)   (186)  (307)

General and administrative expenses       789    721    1,565    1,453

Financing costs         3,902    3,417    8,086    6,672

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

 Stock compensation expense (Note 8)      3,389   –    3,389   – 

        14,120    9,133    24,240    17,515 

Loss before income taxes       (4,009)  (1,635)   (4,540)  (2,969)

Income taxes (recovery) expense (Note 7)

 – current          35   90   60  179 
 – future          (200)   (589)  (290)  (952)

       (165)  (499)  (230)  (773)

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

Net income (loss) from discontinued operations (Note 5)  –  440   –  430

Net loss for the period including comprehensive 
 income (loss)        (3,844)   (696)   (4,310)  (1,766)

Retained earnings, beginning of period     (5,248)   385    (1,659)   1,455

Prior period adjustment (Note 1)     –  –  (3,123)  –

Retained earnings, beginning of period restated    (5,248)   385    (4,782)   1,455

(Deficit) Retained earnings, end of period    $ (9,092) $ (311) $ (9,092) $ (311)

Loss per share – basic and diluted (Note 9) 
 – from  continuing operations     $ (0.38) $ (0.12) $ (0.44) $ (0.24) 
 – from discontinued operations     $ –  $ 0.05  $ –  $ 0.05 

Loss per share – basic and diluted     $ (0.38) $ (0.07) $ (0.44) $ (0.19)

See accompanying notes to the financial statements. 
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Statements of Cash Flows
(Thousands of dollars, except per share amounts)

 Three months ended Six months ended 
 March 31 March 31

      2007 2006  2007  2006

CASH OBTAINED FROM (USED IN) OPERATING ACTIVITIES:

Net Loss      $ (3,844) $ (696) $ (4,310)  $ (1,766)

Items not affecting cash 

 (Earnings ) loss from discontinued operations, net of tax    –    (440)  –   (430)

 Stock compensation expense      3,389   –  3,389   –

 Accretion of debentures charged to interest    37   130   164   245 

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

Future income taxes        (200)   (589)   (290)  (952)

        1,279    (50)   2,569    45

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

 Net change in non-cash operating balances     (942)   (856)   (936)  (1,478)

Cash flow from operating activities      337   (927)  1,633   (1,444)

FINANCING ACTIVITIES

 Financing of real estate properties       18,982    6,274    47,851    19,045  
 Repayment of secured debts on revenue producing 
      properties, and other debts       (5,010)   (3,545)   (31,015)  (6,331)

 Bank indebtedness        –  920    –    920 

 Deferred charges (net of amortization)      –    130    –   162

       13,972    3,779    16,836    13,796 

INVESTING ACTIVITIES

 Net proceeds on sale of real estate property    –  2,978   –  2,978

 Purchase of and addition to real estate properties     (19,167)  (8,970)  (27,003)   (22,521)

       (19,167)   (5,992)  (27,003)  (19,543)

Net decrease in cash and cash equivalents      (4,858)   (3,140)   (8,534)  (7,191)

Cash and cash equivalents, beginning of period    10,367    14,468    14,043    18,519  

Cash and cash equivalents, end of period     $ 5,509  $ 11,328  $ 5,509  $ 11,328

Cash and cash equivalents (bank indebtedness)  
     comprise of: 
      Cash (bank indebtedness)     $ (590) $ (324) $ (590) $ (324) 
      Short-term deposits     $ 6,099  $ 11,652  $ 6,099 $ 11,652

      $ 5,509  $ 11,328  $ 5,509 $ 11,328

Income taxes paid     $ 30  $ 105  $ 60  $ 293

Interest paid     $ 4,426  $ 2,636  $ 7,508  $ 5,049 

See accompanying notes to the financial statements.           
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Notes to the Financial Statements
For the three and six months ended March 31, 2007  
(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 accor-
dance 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, 2006, except 
for the adoption of new accounting requirements described below. 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.

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 Instru-
ments-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 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.

Due to seasonality, the operating results for the three and six month periods ended March 31, 2007 are not necessarily indica-
tive of the results that may be expected for the full year ending September 30, 2007.

2. Real Estate Properties
  March 31, 2007 September 30, 2006

   Cost  Accumulative  Net book   Cost  Accumulative   Net book 
    depreciation   value    depreciation  value

Land $ 81,732 $ – $ 81,732 $ 68,791 $ – $ 68,791

Buildings  179,330  13,628   165,702  159,033  11,492  147,541

Building improvements  23,973  11,647  12,326  21,473  10,250  11,223

Furniture and fixtures  1,256  554  702  1,081  471  610

  $ 286,291 $ 25,829 $ 260,462 $ 250,378 $ 22,213 $ 228,165
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ACQUISITIONS OF APARTMENT BUILDINGS

  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Mortgages arranged     $  15,683 $ 6,217 $  19,735 $  18,232

Debt assumed at fair value      –  –  4,898  657

Cash paid      5,638  1,153  7,957  3,374

Total purchase price     $ 21,321 $ 7,370 $  32,590 $ 22,263

ALLOCATION OF THE PURCHASE PRICE

  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Land     $ 8,691 $  3,075 $ 12,941 $ 8,102

Buildings       12,630  4,295   19,649  14,161

      $ 21,321 $ 7,370 $ 31,590 $ 22,263

Units acquired      286  152  515  407

DISPOSITION OF APARTMENT BUILDINGS

  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Net cash received      – $  440  – $  440

Debt assumed at fair value      –   2,538  –  2,538

Net proceeds      –  2,978  –  2,978

Net book value      –  2,396  –  2,396

Gain on disposition      – $ 582  – $ 582

Units acquired      –  66  –  66

3. Mortgages Payable
Mortgage loans are secured by specific charges against specific properties and several personal guarantees of certain directors 
to the extent of $16,902,000 (September 30, 2006 – $16,902,000).

4. 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 conversion 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 .
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5. Disposal of Long-lived Assets and Discontinued Operations
The results of operations associated with the long-lived asset, separately reported as discontinued operations for the current 
and prior periods are as follows:

  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Rental income      – $ 95   – $ 203

Property operating expenses      –  90   –  148

Utility rebate       –  (7)   –  (11)

General and administrative expenses      –  8   –  20

Financing cost        –  25   –  57

Depreciation      –  20   –  44

        –  136   –  258

Loss  from discontinued operations before income taxes    –  (41)   –  (55)

Future income taxes        –  17   –  13

Loss from discontinued operations      –  (58)   –  (68)

Gain on disposition       –  582   –  582

Future income taxes      –  84  –  84

Gain on disposition after income taxes     –  498   –  498

Earnings (loss) from discontinued operations     – $ 440   – $ 430

6. Related Party Transactions
a)   The President and Chief Executive Officer receives no compensation for his services as an officer of the Corporation except 

for stock options granted as described in note 8, rather, he receives commissions at commercial rates in his capacity as a 
licensed broker for the property transactions conducted by the Corporation. The commissions received during the three 
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 and six month period ended March  31, 
2007 were $ 7,700 (2006 – 12,600) and $ 36,800 (2006 – $24,900) resepectively  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.

7. Income Taxes
The income tax provision is comprised as follows:

  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Continuing operations     $ (165) $ (499) $ (230) $ (773)

Discontinued operations      –  101  –  97

      $ (165) $ (398) $ (230) $ (676)
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The income tax provision is computed as follows:

  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Statutory tax rate      34.54%  34.54%  34.54%  34.54%

Computed expected tax     $ (1,385) $ (378) $ (1,568) $ (843)

Non –taxable portion of capital gain     –  (123)  25  (123)

Others      1  (32)  25  25

Adjustment for change in statutory tax rate      –  –  –  –

Stock compensation expense     1,171   –  1,171   –

Non deductible portion of interest on  
convertible debentures      13  45  57  85

Large corporation tax      35  90  60  180

Provision for income tax     $ (165) $ (398) $ (230) $ (676)

The income tax provision is computed as follows:

    March 31 September 30 
     2007 2006

Tax assets related to operating losses        $ – $ (438)

Tax liabilities between differences in tax and book basis       (3,916)  (1,441)

Future income tax (recoverable)/liability       $ (3,916) $ (1,879)

8. Share Capital
Authorized: 
Unlimited number of common voting shares 
Unlimited number of preferred shares

  March 31, 2007  September 30, 2006

       Number    Number    
       of shares  Amount  of shares  Amount

Issued and outstanding, beginning of the period   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  period   10,721,853  $ 11,322  9,534,493 $ 3,901

During the three and six month periods ended March 31, 2007, the Corporation granted an option to the President and Chief 
Executive Officer 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 option expires 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 option included risk free interest rate of 3.95%; expected life of the stock option of 5 years; annualized volatility rate of 
88% and annualized dividend rate of 0%. The fair value amounted 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 option was exercised.

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: 
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  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

Numerator    

Loss from continuing operations    $ (3,844) $ (1,136) $ (4,310) $ (2,196)

Earnings (loss) from discontinued operations    –  440  –  430

       (3,844)  (696)  (4,310)  (1,766)

Denominator    

– Denominator for basic earnings      
 Weighted average shares      10,036,529  9,238,333  9,782,752  9,238,333

Dilutive effective of options outstanding    –  –  –  –

– Denominator for diluted earnings     10,036,529   9,238,333  9,782,752  9,238,333

Loss per share from continuing operations  
  – basic and diluted     $ (0.38) $ (0.12) $ (0.44) $ (0.24)

Earnings per share from discontinued operations 

  – basic and diluted       – $ 0.05  –  $0.05

Loss per share – basic and diluted    $ (0.38) $ (0.07) $ (0.44) $ (0.19)

The dilution calculation does not include the stock options of 318,700 shares and  the shares of 4,060,480 for the $25.4 mil-
lion 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 Corporation 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.

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 four 
provinces located in Canada. The following summary presents segmented financial information for the Corporation’s opera-
tions by geographic location:
  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

RENTAL OPERATIONS

ALBERTA  
Rental income     $ 6,455 $ 4,607 $ 12,693 $ 8,968

Operating expenses      2,308  1,784  4,278  3,472

Net operating income     $ 4,147 $ 2,823 $ 8,415 $ 5,496
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  Three months   Six months 
  ended March 31     ended March 31

  2007 2006 2007 2006

BRITISH COLUMBIA  

Rental income     $ 1,864 $ 1,415 $ 3,497 $ 2,601
Operating expenses      780  742  1,420  1,291
Net operating income     $ 1,084 $ 673 $ 2,077 $ 1,310

ONTARIO  

Rental income     $ 1,478 $ 1,332 $ 2,909 $ 2,706
Operating expenses      907  924  1,677  1,679
Net operating income     $ 571 $ 408 $ 1,232 $ 1,027

SASKATCHEWAN  

Rental income     $ 204  – $ 348  –
Operating expenses      148  – $ 209  –
Net operating income     $ 56  – $ 139  –

TOTAL  

Rental income     $ 10,001 $ 7,354 $ 19,447 $ 14,275
Operating expenses      4,143  3,450  7,584  6,442
Net operating income     $ 5,858 $ 3,904 $ 11,863 $ 7,833

    March 31  September 30 
    2007 2006

RENTAL OPERATIONS

ALBERTA  

Real estate properties         $ 139,637 $ 135,220
Mortgages payable          140,937  136,686

BRITISH COLUMBIA  

Real estate properties          69,088  50,451
Mortgages payable          56,912  40,487

ONTARIO  

Real estate properties          42,250  42,494
Mortgages payable          36,394  36,168

SASKATCHEWAN  

Real estate properties          9,487  –
Mortgages payable          4,844  –

TOTAL  

Real estate properties          260,462  228,165
Mortgages payable         $ 239,087 $ 213,341

12. Subsequent Events
Subsequent to the quarter end date to the date on which the Board of directors approved for the issue of the financial state-
ments on May 4, 2007, the Corporation has committed to acquire 235 units of residential apartment for consideration of $12.4  
million in Calgary, Alberta, Mississauga, Ontario and Saskatoon, Saskatchewan. The acquisitions will be financed through a 
combination of cash and mortgage loans. 163 units will be closed by  May 1, 2007 and the balance of 72 units will be closed by 
August 1, 2007. 
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