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Balance Sheets
(thousands of dollars) 

       

    
As at December 31, 2007 September 30, 2007 

Assets

Real estate properties [note 2]   $ 286,267     $ 285,834 

Properties held for resale     2,044    8,377

Other assets     5,900     2,803 

Future income tax recoverable [note 6]    4,126    4,276

Restricted cash      1,915      1,967 

Cash and cash equivalents     6,880      3,223 

    $ 307,132    $ 306,480 

Liabilities 

Mortgages payable [note 3]   $ 272,402    $  269,627 

Convertible debenture [note 4]    –     16,295 

Accounts payable     3,780    5,024 

Refundable security deposits     1,915     1,967 

    $  278,097    $  292,913 

Shareholder’s Equity

Share capital [note 7]   $  37,619    $  18,837 

Equity component of convertible debenture     –      2,500 

Contributive surplus      3,321      3,389 

Deficit     (11,905)    (11,159)

    $ 29,035    $ 13,567 

    $ 307,132    $ 306,480 
See accompanying notes to the financial statements  

[signed] [signed]

Bob Dhillon Joe Amantea  
Director Director

FINANCIAL STATEMENTS
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Statements of Loss and 
Comprehensive Deficit
(thousands of dollars, except per share amounts) 

 
For the three month period ended December 31,   2007    2006

Revenue 

Rental income     $ 11,180    $ 9,445

Net gain on sale of properties held for resale     726      –

Interest income      107      143

     12,013      9,588

Expenses

Property operating expenses     4,722      3,491

Utility rebate     (21)    (50)

General and administrative expenses     1,122     775 

Mortgage and debenture interest     3,638     3,720 

Financing cost     921     464 

Depreciation      2,203      1,719 

     12,585      10,119 

Loss before income taxes    (572)    (531)

Income taxes (recovery) expense [note 6] 

 – current     24     25

 – future     150      (90)

     174      (65)

Net loss for the period including comprehensive income   (746)    (466)

(Deficit) retained earnings, beginning of period   (11,159)    (1,659)

Prior period adjustment [note1]     –    (3,123)

Deficit, end of period    $ (11,905)   $ (5,248)

Loss per share 
– Basic and diluted [note 8]    $ (0.05)   $ (0.05)

See accompanying notes to the financial statements        
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Statements of Cash Flows
(thousands of dollars) 

For the three month period ended December 31,   2007   2006 

Cash obtained from (used in): 
Operating activities

Net loss    $ (746)   $ (466)

Items not affecting cash

 Accretion of debentures charged to interest     –     127

 Depreciation     2,203    1,719 

 Future income taxes     150    (90)

 Gain on sale     (726)    –

     881     1,290 
 Change in non-cash operating balances 

  Other assets      (3,097)    (144)

  Restricted cash      52     (219)

  Accounts payable     (1,244)     150 

  Refundable security deposits      (52)    219 

Cash flow from operating activities     (3,460)    1,296 

Financing activities

Financing of real estate properties    33,055      28,869 

Repayment of secured debts on revenue producing 
properties, and other debts      (30,282)    (26,005)

Shares purchased for cancellation     (80)    –

Cash flow from financing activities    2,693     2,864 

Investing activities

Net proceeds on sale of real estate property      7,146     – 

Purchase of and addition to real estate properties     (2,636)    (7,836)

Addition to properties held for resale     (86)    – 

Cash flow from investing activities     4,424     (7,836)

Net increase (decrease) in cash and cash equivalents     3,657     (3,676)

Cash and cash equivalents, beginning of period     3,223     14,043 

Cash and cash equivalents, end of period    $ 6,880    $ 10,367 

Cash and cash equivalents (bank indebtedness) 
comprise of:       

 Cash    $ –     $ 105

 Bank Indebtedness     (130)    –

 Short-term deposits     7,010      10,262 

    $ 6,880    $ 10,367 

Income taxes paid   $ 30     $ 30 

Interest paid   $ 3,812    $ 3,082 
See accompanying notes to the financial statements
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Notes to the Financial Statements
For the three months ended December 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 accordance with the recommendations of the handbook of the Canadian Institute of Chartered 
Accountants (“CICA Handbook”) and are consistent with those used in the audited  financial statements as 
at and for the year ended September 30, 2007. 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.

Changes in New Accounting Policies
Accounting Changes
The CICA issued Section 1506 of the CICA Handbook, Accounting Changes, which establishes criteria 
for changing accounting policies and describes how to apply changes in accounting policies, accounting 
estimates, and changes resulting from the correction of errors. These changes, including the related 
disclosure requirements, came into effect as of October 1, 2006.

Financial Instruments and Comprehensive Income
The Corporation adopted the following CICA Handbook sections as of October 1, 2006:

• Section 1530, Comprehensive Income

• Section 3855, Financial Instruments – Recognition and Measurement

• Section 3865, Hedges

These sections establish standards for recognizing, measuring and presentation of financial instruments and 
non-financial derivatives and identifies information that should be disclosed.

COMPREHENSIVE INCOME

Comprehensive Income is comprised of net earnings and other comprehensive income (“OCI”), which 
represents changes in retained earnings during a period arising from transactions and other events with 
non-owner sources. OCI generally would include unrealized gains and losses on financial assets classified 
as available-for-sale, unrealized foreign currency translation adjustments arising from self-sustaining foreign 
operations and changes in the fair value of the effective portion of cash flow hedging instruments. For the 
three months ended December 31, 2007, there were no other comprehensive income items.

FINANCIAL INSTRUMENTS AND HEDGES 

All financial instruments must initially be recognized at fair value on the balance sheet. The Corporation has 
classified each financial instrument into the following categories: 
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Financial assets and financial liabilities held for trading; 

Loans or receivables; 

Held to maturity;

Financial assets available for sale; and

Other financial liabilities.

Subsequent measurement of the financial instruments is based on their classification. Financial assets and 
financial liabilities held for trading are measured at fair value and changes in those fair values are recognized 
in investment income or deferred contributions. Financial assets available for sale are measured at fair value, 
with changes in those fair values recoded directly in net assets. Financial assets held to maturity, loans or 
receivables and other financial liabilities are measured at amortized cost using the effective interest rate 
method of amortization. 

Upon adoption, the Corporation has classified all financial assets as loans or receivables, with the exception 
of cash which has been classified as held-for-trading. The Corporation has classified all financial liabilities as 
other financial liabilities.

Specifically, the Corporation has elected to account for all transaction costs in net income in accordance 
with the recommendations. 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. 

Due to seasonality, the operating results for the three month period ended December 31, 2007 are not 
necessarily indicative of the results that may be expected for the full year ending September 30, 2008.

Capital Management
The Corporation’s total capital resources total $301.4 million and is comprised of shareholders’ equity and 
mortgages payable.

The Corporation aims to manage its capital resources to maintain financial strength and to maximize its 
financial flexibility by maintaining strong liquidity and by utilizing alternative sources of capital including 
equity, senior debt and bank loans or lines of credit.

The Corporation sets the amount of capital in proportion to risk. The Corporation manages the capital 
structure and makes adjustments to it in the light of changes in economic conditions and the risk 
characteristics of the underlying assets. In order to maintain or adjust the capital structure, the Corporation 
may return capital to shareholders, issue new shares, or sell assets to reduce debt. 

The Corporation monitors capital on the basis of the debt-to-adjusted capital ratio. This ratio is calculated 
as net debt divided by adjusted capital. Net debt is calculated as total debt (as shown in the balance sheet) 
less cash and cash equivalents. Adjusted capital comprises all components of equity (i.e. share capital, share 
premium, and retained earnings).

The Corporation’s strategy was unchanged from the prior year.

2. Real Estate Properties
 December 31, 2007 September 30, 2007

     Accum.  Net book    Accum. Net book 
  Cost  depreciation  value  Cost  depreciation  value

Land $ 91,406 $ – $ 91,406 $ 91,309 $ –  $ 91,309

Buildings  194,449  17,247  177,202  194,300  16,015  178,285

Building 
improvements  31,215  14,528  16,687  29,000  13,610  15,390

Furniture and 
fixtures  1,698  726  972  1,523  673  850

  $ 318,768 $ 32,501 $ 286,267 $ 316,132 $ 30,298 $ 285,834

NOTES TO THE FINANCIAL STATEMENTS
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Acquisitions of Apartment Buildings
Three months ended December 31, 2007  2006

Mortgages arranged   $ –   $ 4,052 

Debt assumed at fair value    –     4,898 

Cash paid    237    2,319

Total purchase price   $ 237   $ 11,269 

Allocation of the purchase price    

Land   $   97   $ 4,250 

Buildings     140     7,019

    $ 237   $ 11,269

Units acquired    11    229 

 
The property purchased during the period required a considerable amount of capital improvements. Efforts 
are currently underway to remove the current tenant base and to begin renovating the property. As such, 
upon review of the leases and the tenant relationships relating to the buildings acquired, the Corporation 
has established that there is no significant value associated with above and below value leases, in place 
leases or customer relationships associated with the properties. Therefore, the Corporation has not placed 
any value on the intangible assets acquired on acquisition.

3. Mortgages Payable
Mortgage loans are secured by specific charges against specific properties and several personal guarantees 
of certain directors to the extent of $15,355,000 (September 30, 2007 – $15,355,000).

4. Convertible Debentures
On October 9, 2007 the Corporation gave notice of its intention to redeem all outstanding debentures as of 
November 6, 2007. Prior to this day, all debentures were converted to commons shares with the exception of 
$1,000 principal amount, which was redeemed on November 6, 2007.

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

Corporation, rather, he receives commissions at commercial rates in his capacity as a licensed broker for 
the property transactions conducted by the Corporation. The commissions received during the three 
month period ended December 31, 2007 amounted to $146,000 (2006 – $122,000).

b) The Corporation paid legal and professional fees and reimbursements for the three month period ended 
December 31, 2007 amounted to $23,000 (2006 – $29,000) 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 – $980,000 as at December 31, 2007 (September 30,  
2007 – $980,000), 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 245,000 common shares of the Corporation 
purchased by the participants. The market value of the common shares at December 21, 2007 was $15.90 
per share.



28

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

Three months ended December 31,  2007 2006

Statutory tax rate    31.82%    34.54%

Computed expected tax   $ (182)   $ (161)

Non deductible interest on convertible debenture   –    44

Large corporation tax    24    25

Reduction in future tax asset for change in future tax rate   477    –

Others    (145)    27

Provision for income tax   $ 174   $ (65)

The future income tax asset is calculated as follows:

 December 31, 2007 September 30, 2007

Tax assets related to non-capital losses   $ 287   $ –

Tax assets related to differences in tax and book basis   3,839    4,276

    $ 4,126   $  4,276

7. Share Capital
Authorized:
Unlimited number of common voting shares

Unlimited number of preferred shares

 December 31, 2007 September 30, 2007

 Number of  Number of 
 common  common 
 shares Amount shares Amount

Issued and outstanding,  
beginning of the period  11,910,393 $ 18,837  9,534,493 $ 3,901

Issued pursuant to conversion  
of debenture  2,853,280  18,794  2,394,400  14,965

Purchase and cancellation of common shares  (5,000)  (12)  (18,500)  (29)

Issued and outstanding, end of  period  14,758,673 $ 37,619  11,910,393 $ 18,837

During the three month periods ended December 31, 2007 and 2006, there were no stock options granted 
by the Corporation.

On June 28, 2007, the Corporation obtained approval from the TSX to purchase up to 500,000 common 
shares under a Normal Course Issuer Bid, expiring July 2, 2008. During the period ended December 31, 
2007, the Corporation purchased for cancellation 5,000 common shares for cash consideration of $80,000. 
$12,000 has been charged to share capital, representing the average value of the common shares redeemed 
and $68,000 has been charged to contributed surplus, which represents the excess of average value of the 
share purchased for cancellation.

NOTES TO THE FINANCIAL STATEMENTS
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8. Loss Per Share
Basic loss per common share is calculated using the weighted average number of common shares 
outstanding during the periods.

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

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

Three months ended December 31,  2007  2006

Numerator  

Net loss   $ (746)   $ (466)

Denominator  

 –  Denominator for basic earnings 
    Weighted average shares    14,283,960    9,534,493

Effect of diluted earnings per share      –       – 

 – Denominator for diluted earnings     14,283,960    9,534,493

Basic loss per share   $ (0.05)   $ (0.05)

Diluted loss per share   $ (0.05)   $ (0.05)

Due to reported losses, the dilution calculation does not include the stock options of 318,700 common 
shares. If included, these shares would be anti-dilutive and therefore are not included in the computation of 
diluted loss per common share.

9. 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.

10. 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 operations by geographic location:
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Three months ended December 31,  2007 2006

Rental Operations  

ALBERTA  

Rental income   $ 6,707   $ 6,237

Operating expenses    2,494    1,972

Net operating income    4,213    4,265

BRITISH COLUMBIA  

Rental income    2,332    1,634

Operating expenses    1,001    641

Net operating income    1,331    993

ONTARIO  

Rental income    1,648    1,431

Operating expenses    927    767

Net operating income    721    664

SASKATCHEWAN  

Rental income    493    143

Operating expenses      279      61

Net operating income      214      82

TOTAL  

Rental income         11,180         9,445

Operating expenses         4,701         3,441

Net operating income      $   6,479      $ 6,004

 December 31, September 30, 
 2007 2007

Identifiable Assets and Liabilities

ALBERTA

Real estate properties   $ 144,059   $ 144,145

Mortgages payable    156,409    161,748

BRITISH COLUMBIA  

Real estate properties    74,436     74,573

Mortgages payable    69,527    61,204

ONTARIO  

Real estate properties    47,870    47,961

Mortgages payable    40,841     41,005

SASKATCHEWAN  

Real estate properties    19,902    19,155

Mortgages payable    5,625    5,670

TOTAL  

Real estate properties    286,267    285,834

Mortgages payable   $ 272,402       $ 269,627

NOTES TO THE FINANCIAL STATEMENTS


