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Management’s Discussion and Analysis
The following Management’s Discussion and Analysis (MD&A) provides an explanation of the financial condition and results of operations of 
Mainstreet Equity Corp. (“Mainstreet” or “Corporation”) as at and for the three-month and six-month periods ended March 31, 2010. The 
results from the second quarter of the fiscal year 2010 are directly comparable with those from the second quarter of the fiscal year 2009. 
This discussion should not be considered all-inclusive, as it excludes changes that may occur in general economic and political conditions. 
Additionally, other events may occur that could affect the Corporation in the future. This MD&A should be read in conjunction with the 
Corporation’s unaudited financial statements and the accompanying notes for the three-month and six-month periods ended March 31, 
2010, the audited financial statements and the accompanying notes for the years ended September 30, 2009 and 2008, and the MD&A 
for the year ended September 30, 2009. The financial statements have been prepared in accordance with Canadian Generally Accepted 
Accounting Principles. The intent of this MD&A is to provide information about the Corporation’s performance, financial position and outlook. 
It was prepared as of May 3, 2010. This MD&A has been reviewed and approved by the Audit Committee and Board of Directors of 
the Corporation and is effective as of May 6, 2010. All amounts expressed are in Canadian dollars. Additional information regarding the 
Corporation is available under the Corporation’s profile at SEDAR (www.sedar.com).

Forward-Looking Information
Certain statements contained in this MD&A constitute “forward-looking statements” as such term is used in applicable Canadian 
securities laws. These statements relate to analysis and other information based on forecasts of future results, estimates of amounts not 
yet determinable and assumptions of management. In particular, statements concerning estimates related to general and administrative 
expenses, labour costs, future profitability, timing of refinancing of debt, stabilization rates, renovation plans, increased cash flow, the 
Corporation’s liquidity and financial capacity, the Corporation’s funding sources to meet various obligations, expansion of the management 
team, and other factors and events described in this document should be viewed as forward-looking statements to the extent that they 
involve estimates thereof. Any statements that express or involve discussions with respect to predictions, expectations, beliefs, plans, 
projections, objectives, assumptions of future events or performance (often, but not always, using such words or phrases as “expects” 
or “does not expect”, “is expected”, “anticipates” or “does not anticipate”, “plans”, “estimates” or “intends”, or stating that certain actions, 
events or results “may”, “could”, “would”, “might” or “will” be taken, occur or be achieved) are not statements of historical fact and should 
be viewed as forward-looking statements. Such forward-looking statements involve known and unknown risks, uncertainties and other 
factors that may cause the actual results, performance or achievements of the Corporation to be materially different from any future 
results, performance or achievements expressed or implied by such forward-looking statements. Such risks and other factors include, 
among others, costs and timing of the development of existing properties, availability of capital to fund stabilization programs, other issues 
associated with the real estate industry including, but without limitation, fluctuations in vacancy rates, unoccupied units during renovations, 
fluctuations in utility and energy costs, credit risks of tenants, fluctuations in interest rates and availability of capital, and such other business 
risks as discussed herein. Although the Corporation has attempted to identify important factors that could cause actual actions, events 
or results to differ materially from those described in forward-looking statements, other factors may cause actions, events or results to be 
different than anticipated, estimated or intended. There can be no assurance that such statements will prove to be accurate as actual results 
and future events could vary or differ materially from those anticipated in such statements. Accordingly, readers should not place undue 
reliance on forward-looking statements contained in this MD&A.

Forward-looking statements are made based on management’s beliefs, estimates and opinions on the date the statements are made.

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.

Mainstreet’s portfolio includes 6,171 multi-family residential units consisting of townhouses, garden-style apartments, and mid-rise and 
high-rise apartments. One of these properties (22 units in Calgary) is being held for resale.
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   Number of units

Calgary and Edmonton, Alberta      3,021

Abbotsford and Surrey, British Columbia      1,657

Saskatoon, Saskatchewan      807

Mississauga and Toronto, Ontario      664

total revenue-producing units      6,149

Units held for resale (Calgary, Alberta)      22

total units      6,171 

As of March 31, 2010, 82% of these units were rented, 9% were being renovated and the remainder were vacant because of weaker 
market conditions. Since 1997, the Corporation’s portfolio has increased from 10 to 131 buildings, while the appraised market value of 
properties within this portfolio has grown from about $17 million to approximately $694 million as of March 31, 2010.1

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

1. Market value held on March 31, 2010, was determined by independent qualified real estate appraisers. Direct capitalization method was used to convert an estimate 
of a single year’s income expectancy into an indication of value in one direct step by dividing the income estimate by an appropriate capitalization rate. The actual 
selling value of these properties may be substantially different and depends on market conditions at the time of sale.

Business Strategy
Mainstreet’s goal is to become Canada’s leading provider of 
affordable mid-sized, mid-market rental accommodations – 
typically properties with fewer than 100 units. In pursuit of this 
goal, the Corporation adheres to its six-step “Value Chain” 
business model:

1.  acquisitions. Identify and purchase under-performing 
rental units at prices well below replacement costs.

2.  Capital improvements. Increase the asset value of 
Mainstreet’s portfolio by renovating acquired properties.

3.  Operational efficiencies. Minimize operating costs 
through professional management, efficient technology and 
energy-saving equipment.

4.  Value enhancement. Reposition renovated properties 
in the market as Mainstreet branded products for higher 
rents, and build and sustain customer loyalty through high 
levels of service.

5.  Financing. Maintain a sound capital structure with access 
to low-cost, long-term Canada Mortgage and Housing 
Corporation (“CMHC”) insured mortgage loans.

6.  Divestitures. Occasionally sell mature real estate 
properties to redirect capital into newer, higher potential 
properties.
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Review of Financial and Operating Results
SUMMARY OF FINANCIAL RESULTS 
(000s of dollars except per share amounts)

 three months ended March 31 Six months ended March 31 

    % change   % change 
  2010 2009 from 2009 2010 2009 from 2009

Gross revenue $ 13,129   $ 12,990   1%  $ 25,854   $ 26,013   (1%)

Net income (loss)       

 – from continuing operations $ (1,294)  $ (3,492)  (63%)  $ (2,330)  $ (5,991)  (61%)

 – from discontinued operations $ –   $ 15   (100%)  $ –   $ 36   (100%)

Total net loss $ (1,294)  $ (3,477)  (63%)  $ (2,330)  $ (5,955)  (61%)

Funds from operations1       

 – from continuing operations $ 1,399   $ 1,469   (5%)  $ 3,090   $ 1,622   91%

 – from discontinued operations $ –   $ 49   (100%)  $ –   $ 111   (100%)

Total funds from operations $ 1,399   $ 1,518   (8%)  $ 3,090   $ 1,733   78%

Net operating income  
from continuing operations2 $ 7,597   $ 7,185   6%  $ 15,415   $ 14,717   5%

Net operating margin  
from continuing operations (%)  58%  56%  4%  60%  57%  5%

EBITDA from continuing operations3 $ 5,962   $ 5,707   4%  $ 12,215   $ 9,831   24%

Net loss per share       

 – basic from continuing operations $ (0.12)  $ (0.31)  (61%)  $ (0.23)  $ (0.47)  (51%)

 – basic from discontinued operations $ –   $ –   0%  $ –   $ –   0%

Net loss per share $ (0.12)  $ (0.31)  (61%)  $ (0.23)  $ (0.47)  (51%)

Funds from operations per share       

 – basic from continuing operations $ 0.14   $ 0.13   8%  $ 0.30   $ 0.14   114%

 – basic from discontinued operations $ –   $ –   0%  $ –   $ –   0%

Funds from operations per share $ 0.14   $ 0.13   8%  $ 0.30   $ 0.14   114%

Total asset $ 382,105   $ 355,047   8%  $ 382,105   $ 355,047   8%

Total long term liabilities $ 383,269   $ 356,311   8%  $ 383,269   $ 356,311   8%

1. Funds from operations (“FFO”) are calculated as net earnings before depreciation of real estate properties, stock compensation expense 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 (“NOI”) is rental revenue minus property operating expenses including utility rebate. It does not include financing costs, general and administrative 
expenses, or depreciation and amortization expenses. While Mainstreet uses NOI to measure its operational performance, it is not a recognized measure under GAAP. 
The GAAP measure most directly comparable to NOI is net income. NOI should not be construed as an alternative to net income determined in accordance with 
GAAP. Readers are cautioned that NOI may differ from similar calculations used by other comparable entities. A reconciliation of net income to net operating income for 
the period is as follows:
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 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Net loss and comprehensive loss  
from continuing operations $ (1,294)  $ (3,492)  (63%)  $ (2,330)  $ (5,991)  (61%)

Interest income $ (69)  $ (67)  3%  $ (94)  $ (173)  (46%)

General and administrative expenses $ 1,690   $ 1,331   27%  $ 3,210   $ 2,705   19%

Mortgage interest $ 4,541   $ 4,213   8%  $ 9,088   $ 8,159   11%

Financing cost $ 14   $ 214   (93%)  $ 84   $ 2,354   (96%)

Depreciation $ 3,168   $ 2,601   22%  $ 6,130   $ 5,512   11%

Stock compensation expense $ –   $ 3,186   (100%)  $ –   $ 3,186   (100%)

Income taxes (recovery expense)      

 – Current $ 22   $ 25   (12%)  $ 37   $ 50   (26%)

 – Future $ (475)  $ (826)  (42%)  $ (710)  $ (1,085)  (35%)

Net operating income  
from continuing operations $ 7,597   $ 7,185   6%  $ 15,415   $ 14,717   5%

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, future growth and capital expenditure prior to debt service, depreciation, stock compensation expense 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 with GAAP. Readers 
are cautioned that EBITDA may differ from similar calculations used by other comparable entities. A reconciliation of net income to EBITDA for the period is as follows:

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Net loss and comprehensive loss  
from continuing operations $ (1,294)  $ (3,492)  (63%)  $ (2,330)  $ (5,991)  (61%)

Mortgage interest $ 4,541   $ 4,213   8%  $ 9,088   $ 8,159   11%

Depreciation $ 3,168   $ 2,601   22%  $ 6,130   $ 5,512   11%

Stock compensation expense $ –   $ 3,186   (100%)  $ –   $ 3,186   (100%)

Income taxes (recovery expense)      

 – Current $ 22   $ 25   (12%)  $ 37   $ 50   (26%)

 – Future $ (475)  $ (826)  (42%)  $ (710)  $ (1,085)  (35%)

EBITDA from continuing operations $ 5,962   $ 5,707   4%  $ 12,215   $ 9,831   24%

Management believes that FFO, as defined in the preceding footnote, is a key measure of a real estate company’s performance. Mainstreet 
generates FFO from three sources: rental revenue from revenue-producing properties, sale of properties acquired for resale purposes, 
and the periodic sale of revenue-producing properties. Mainstreet generally reinvests proceeds from the latter into properties with higher 
potential for long-term returns. 
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Funds from Operations
(000s of dollars)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Net (loss) from continuing operations $ (1,294)  $ (3,492)  (63%)  $ (2,330)  $ (5,991)  (61%)

Stock compensation expense $ –   $ 3,186   (100%)  $ –   $ 3,186   (100%)

Depreciation $ 3,168   $ 2,601   22%  $ 6,130   $ 5,512   11%

Future income tax  
on continuing operations $ (475)  $ (826)  (42%)  $ (710)  $ (1,085)  (35%)

Funds from operations  
from continuing operations $ 1,399   $ 1,469   (5%)  $ 3,090   $ 1,622   91%

Funds from operations  
from discontinued operations $ –   $ 49   (100%)  $ –   $ 111   (100%)

Total funds from operations $ 1,399   $ 1,518   (8%)  $ 3,090   $ 1,733   78%

Funds from operations  
per common share      

   – basic $ 0.14   $ 0.13     $ 0.30   $ 0.14  

   – diluted $ 0.13   $ 0.13     $ 0.29   $ 0.13  

      

Financing cost $ 14   $ 214   (93%)  $ 84   $ 2,354   (96%)

Funds from operations  
from continuing operations  
excluding financing cost $ 1,413   $ 1,683   (16%)  $ 3,174   $ 3,976   (20%)

Funds from operations  
from continuing operations  
excluding financing cost  
per common share     

  – basic $ 0.14   $ 0.15     $ 0.31   $ 0.31  

  – diluted $ 0.13   $ 0.15     $ 0.29   $ 0.31  

Funds from operations  
excluding financing cost $ 1,413   $ 1,732   (18%)  $ 3,174   $ 4,087   (22%)

Funds from operations  
excluding financing cost  
per common share      

  – basic $ 0.14   $ 0.15     $ 0.31   $ 0.32  

  – diluted $ 0.13   $ 0.15     $ 0.29   $ 0.32  

Weighted average number of shares      

  – basic 10,352,959 11,385,181  10,353,676 12,783,092 

  – fully diluted 10,793,324 11,426,862    10,764,286 12,839,328 

In the second quarter ended March 31, 2010, Mainstreet’s FFO from continuing operations decreased to $1.4 million – down 5% from  
$1.5 million in Q2 2009. 

FFO from continuing operations excluding financing cost decreased by 16% to $1.4 million in Q2 2010 as compared to $1.7 million in Q2 
2009. The factors that precipitated this decrease in FFO from continuing operations include:

•	 Increases in salaries, legal and profession fees, and corporate advertising and promotion expenses
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•	 Increase in same assets mortgage interest of approximately $80,000 (from $4.2 million in Q2 2009 to $4.3 million in Q2 2010) due to 
a significant number of mortgage loans raised during the fiscal year ended September 30, 2009 through refinancing of matured and 
short-term floating debts. As at the balance sheet date, Mainstreet had a cash balance of $13 million that has not yet been re-invested 
into revenue-producing assets to generate additional cash flow to cover part of its increased interest payment.

The expected results of rapid growth and the costs associated with stabilizing properties continue to adversely affect Mainstreet’s financial 
performance. Stabilization involves renovating and improving the operating efficiencies of acquired properties and repositioning them 
in the marketplace for higher rents and improved asset value. All properties Mainstreet acquires require substantial exterior and interior 
renovations; and as of March 31, 2010, 31% of Mainstreet’s total portfolio remained unstabilized.

During stabilization, the Corporation’s financial performance is adversely affected by higher vacancy rates and lower rental revenue, as well 
as by higher operational costs such as bad debts, utility expenses for vacant suites and marketing expenses. The Corporation expects 
financial performance to improve when high operating expenses are offset by additional rental revenues as more units become stabilized.

Other factors that adversely affect Mainstreet’s financial performance include:

•	 Higher interest rates of 5.5% on the short-term conventional financing required for properties undergoing stabilization. The current 
average mortgage interest rate for stabilized properties is about 3.7%. The longer it takes to stabilize a property, the longer Mainstreet 
pays higher interest rates for interim financing.

•	 Higher salary expenses due to our efforts to strengthen the Corporation’s human resources, particularly at the senior management 
level, to achieve greater operational efficiencies and equip Mainstreet for future growth.

•	 The costs of refinancing floating conventional debt to lower interest, long-term CMHC-insured mortgage loans. 

Mainstreet reported a net loss of $1.3 million ($0.12 per basic share) from continuing operations in Q2 2010, compared with a net loss 
of $3.5 million ($0.31 per share) in Q2 2009. The losses in Q2 2010 and 2009 included financing costs of $14,000 and $214,000 
respectively. Additionally, the loss in Q2 2009 included stock compensation expense of $3.2 million. 

Revenues
(000s)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Rental revenue $ 13,060   $ 12,923   1%  $ 25,760   $ 25,840   0%

Interest income $ 69   $ 67   3%  $ 94   $ 173   (46%)

Gross revenues $ 13,129   $ 12,990   1%  $ 25,854   $ 26,013   (1%)

Rental revenue increased only marginally by 1% (from $12.9 million in Q2 2009 to $13.1 million in Q2 2010) despite an increase in the 
number of units from 5,681 as of March 31, 2009 to 6,171 as of March 31, 2010. This was due primarily to an increase in vacancy rate 
and one-time rental incentives offered to tenants.

Rental Operations 
(000s except per unit data)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Same assets rental revenues $ 11,849   $ 12,679   (7%)  $ 23,543   $ 25,454   (8%)

Acquisition rental revenues $ 1,211   $ 244   396%  $ 2,217   $ 386   474%

Total rental revenue $ 13,060   $ 12,923   1%  $ 25,760   $ 25,840   0%

Average vacancy rate  18.78%  16.74%  12%  18.72%  16.06%  17%

Weighted average number of units  6,116    5,592   9%   6,078    5,576   9%

Average rental rate per unit per month $ 712   $ 770   (8%)  $ 706   $ 772   (9%)

Rental revenues from “same assets” properties (properties owned during the quarters ended March 31, 2010 and 2009) decreased by 7% to  
$11.8 million in Q2 2010 from $12.7 million in Q2 2009 – a result of an increase in vacancy rate and one-time rental incentives offered to tenants.

In Q2 2010, rental revenues from new property acquisitions were $1.2 million – a substantial increase of 396% over Q2 2009. This increase 
reflects Mainstreet’s acquisition of 645 units since September 30, 2008.
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Operating Costs
(000s)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Same assets operating expenses $ 5,003   $ 5,675   (12%)  $ 9,622   $ 11,029   (13%)

Acquisition operating expenses $ 460   $ 63   630%  $ 723   $ 94   669%

Total operating costs $ 5,463   $ 5,738   (5%)  $ 10,345   $ 11,123   (7%)

Overall, operating costs (after utility rebate1) decreased 5% to $5.5 million in Q2 2010 compared to $5.7 million in Q2 2009, due mainly to 
a decrease in heating costs driven by lower gas prices and general reduction of overall operating expenses (such as advertising, repair and 
maintenance) through management’s ongoing efforts to minimize operating costs.

Operating costs for “same assets” properties decreased by 12% over the period.

1. Introduced by the Alberta government in 2003 to help consumers with the rising costs of natural gas.

RENTAL OPERATIONS BY PROVINCE
Mainstreet manages and tracks the performance of rental properties in each of its geographic markets.

BRITISH COLUMBIA
Mainstreet continues to expand its British Columbia operations. The average number of rental units has grown 24% to 1,657 units in Q2 
2010 compared to 1,341 units in Q2 2009. As a result, rental revenue increased by 13% to $3.3 million in Q2 2010 compared to $2.9 
million in Q2 2009. Rental revenue per unit, however, decreased from $727 per month in Q2 2009 to $666 per month in Q2 2010, while 
the vacancy rate increased to 15% in Q2 2010 compared to 6% for the same period in 2009 (due mainly to acquisition of more units and 
stabilization of units acquired during the period (primarily in Abbotsford and Surrey, BC)).

Driven largely by a decrease in heating and repair and maintenance costs, the average monthly operating cost per unit decreased to $270 in 
Q2 2010 – down 8% from $295 in Q2 2009. As a net result, the operating margin in Q2 2010 remained at 59% – the same as in Q2 2009.

(000s except per unit data)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Rental revenue $ 3,313   $ 2,924   13%  $ 6,373   $ 5,836   9%

Operating expenses $ 1,344   $ 1,187   13%  $ 2,422   $ 2,340   4%

Net operating income $ 1,969   $ 1,737   13%  $ 3,951   $ 3,496   13%

Weighted average number of units   1,657    1,341   24%   1,627    1,331   22%

Average rent per unit per month $ 666   $ 727   (8%)  $ 653   $ 731   (11%)

Operating cost per unit per month $ 270   $ 295   (8%)  $ 248   $ 293   (15%)

Average vacancy rate  14.93%  6.34%    14.24%  5.72% 

Operating margins  59%  59%    62%  60% 

ALBERTA
Mainstreet’s Alberta operations were adversely affected by the economic downturn experienced in the province during the quarter ended 
March 31, 2010. 

The average vacancy rate rose to 23% in Q2 2010 compared to 20% in Q2 2009. To retain current tenants and attract new renters, Mainstreet 
has offered substantial rental incentives. As a result, the average monthly rent per unit dropped to $721 in Q2 2010 from $799 in Q2 2009. 
The operating margin, however, remained at 60% in both Q2 2010 and Q2 2009 due to a substantial decrease in operating expenses.



q2: GEarING up 

Mainstreet Equity Corp.

13

(000s except per unit data)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Rental revenue $ 6,530   $ 7,217   (10%)  $ 13,012   $ 14,500   (10%)

Operating expenses $ 2,597   $ 2,899   (10%)  $ 5,096   $ 5,618   (9%)

Net operating income $ 3,933   $ 4,318   (9%)  $ 7,916   $ 8,882   (11%)

Weighted average number of units  3,021    3,012   0%   3,021    3,010   0%

Average rent per unit per month $ 721   $ 799   (10%)  $ 718   $ 803   (11%)

Operating cost per unit per month $ 287   $ 321   (11%)  $ 281   $ 311   (10%)

Average vacancy rate  22.50%  20.44%    23.14%  19.97% 

Operating margins  60%  60%    61%  61% 

SASKATCHEWAN
The Corporation’s Saskatchewan portfolio continues to grow, with increased performance over the quarter ended March 31, 2010. The 
average number of units increased by 35% – from 575 to 774. Rental revenue increased 50% to $1.6 million in Q2 2010 from $1.1 million in 
Q2 2009. The vacancy rate dropped significantly from 25% in Q2 2009 to 13% in Q2 2010, while the overall operating margin improved to 
68% in Q2 2010 compared to 47% in Q2 2009. 

(000s except per unit data)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Rental revenue $ 1,602   $ 1,066   50%  $ 3,157   $ 2,101   50%

Operating expenses $ 513   $ 566   (9%)  $ 953   $ 1,138   (16%)

Net operating income $ 1,089   $ 500   118%  $ 2,204   $ 963   129%

Weighted average number of units   774    575   35%   766    571   34%

Average rent per unit per month $ 690   $ 618   12%  $ 687   $ 613   12%

Operating cost per unit per month $ 221   $ 328   (33%)  $ 207   $ 332   (38%)

Average vacancy rate  12.92%  25.16%    12.27%  24.24% 

Operating margins  68%  47%    70%  46% 

ONTARIO
Mainstreet’s Ontario operations were adversely affected by the economic recession in Ontario. Rental revenue decreased 6% – primarily 
the result of a higher vacancy rate and bad debt expenses. The loss in revenue is offset to a large extent by a 7% decrease in operating 
expenses. As a net result, the operating margin increased to 38% in Q2 2010 from 37% in Q2 2009.

(000s except per unit data)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Rental revenue $ 1,615   $ 1,716   (6%)  $ 3,218   $ 3,403   (5%)

Operating expenses $ 1,009   $ 1,086   (7%)  $ 1,874   $ 2,027   (8%)

Net operating income $ 606   $ 630   (4%)  $ 1,344   $ 1,376   (2%)

Weighted average number of units   664    664   0%   664    664   0%

Average rent per unit per month $ 811   $ 861   (6%)  $ 808   $ 854   (5%)

Operating cost per unit per month $ 507   $ 545   (7%)  $ 470   $ 509   (8%)

Average vacancy rate  18.22%  11.09%    16.97%  11.97% 

Operating margins  38%  37%    42%  40% 
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General and Administrative Expenses 
(000s except per unit data)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Total $ 1,690   $ 1,331   27%  $ 3,210   $ 2,705   19%

Per unit per month $ 92   $ 79   16%  $ 88   $ 80   10%

G&A expenses include corporate costs such as salaries and professional fees. The Corporation’s G&A expenses increased by 27% to  
$1.7 million in Q2 2010 from $1.3 million in Q1 2009. On a per unit basis, G&A costs increased by 16% to $92 per month in Q2 2010 from 
$79 in Q2 2009. The increase can be attributed primarily to increases in salaries, legal and professional fees, and Corporate advertising and 
promotion expenses. Efforts to strengthen Mainstreet’s human resources (especially at the senior management level) to improve operational 
efficiencies and prepare for further growth precipitated the increase in salary expenses.

Financing Costs 
(000s)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Same assets mortgage interest $ 4,251   $ 4,173   2%  $ 8,549   $ 8,129   5%

Acquisition mortgage interest1 $ 290   $ 40   625%  $ 539   $ 30   1,697%

Total interest expenses $ 4,541   $ 4,213   8%  $ 9,088   $ 8,159   11%

Financing charges $ 14   $ 214   (93%)  $ 84   $ 2,354   (96%)

1. Mortgage interest for properties acquired after the financial year ended September 30, 2008. 

Same assets mortgage interest increased by 2%, mainly due to an increase in mortgage loans after refinancing matured CMHC mortgages 
and conversion of short-term financing to long-term mortgage loans on stabilized properties throughout the fiscal year 2009.

Mainstreet completed no substantial refinancing during Q2 2010. As a result, financing costs decreased substantially to $14,000 compared 
to $214,000 in Q2 2009.

Capital Investment
Mainstreet’s “Value Chain” business philosophy 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 investment also includes expenses incurred 
on turnover units.

In Q2 2010, the Corporation spent $2.6 million on property improvements – specifically for exterior upgrades such as new roofs, new 
siding and insulation and for interior upgrades such as new flooring and paint, new appliances and energy-efficiency measures. To address 
the balance of non-renovated units in the current portfolio (mainly for properties in British Columbia), Mainstreet plans expenses of about 
$5 million in renovations for the remainder of fiscal year 2010. These improvements are expected to be financed through existing cash 
balances, funds from operations and ongoing refinancing of existing properties. Mainstreet expects to complete most of these renovations 
within the next 6 to 24 months. Revenue and income are expected to increase over time as more units are renovated and reintroduced to 
the market at higher rental rates.

Uncertainties affecting future revenue and income include the rate of turnover of existing tenants, availability of renovation workers, and 
increases in labour and material costs, all of which will have material impacts on the timing and cost of completing renovations.
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Summary of Quarterly Results 
(000s of dollars except per share amounts) 

  Mar. 31, Dec. 31, Sept. 30, June 30, March 31, Dec. 31, Sept. 30, June 30, 
  2010 2009 2009 2009 2009 2008 2008 2008

Rental revenue  $ 13,060  $ 12,700  $ 13,026  $ 12,795  $ 12,923  $ 12,917  $ 12,014  $ 11,580 

Interest income $ 69  $ 25  $ 16  $ 19  $ 67  $ 106  $ 54  $ 13 

Total revenue from  
continuing operations $ 13,129  $ 12,725  $ 13,042  $ 12,814  $ 12,990  $ 13,023  $ 12,068  $ 11,593 

Net loss from continuing  
operations $ (1,294) $ (1,036) $ (1,662) $ (558) $ (3,492) $ (2,499) $ (1,889) $ (767)

Net income from  
discontinued operations     $ 5,141   7  15  21  47  42

Net Income (loss) $ (1,294) $ (1,036) $ 3,479  $ (551) $ (3,477) $ (2,478) $ (1,842) $ (725)

Per share results  
– basic and diluted  –  –  –  –  –  –  –  –

Earning per share for  
continuing operations $ (0.12) $ (0.10) $ (0.16) $ (0.05) $ (0.31) $ (0.18) $ (0.13) $ (0.05)

Earning per share for  
discontinued operations  –  – $ 0.50   –  –  –  –  –

Net loss per share $ (0.12) $ (0.10) $ 0.34  $ (0.05) $ (0.31) $ (0.18) $ (0.13) $ (0.05)

When comparing quarterly results over the past two years, please note:

•	 During Q2 2010, Mainstreet acquired three new buildings with a total of 49 units; and

•	 Heating costs from October to March are much higher than during April to September.

Same Assets Properties
“Same assets” properties are properties owned by the Corporation for the entire 6-month periods ended March 31, 2010 and 2009. As of 
March 31, 2010, 117 properties (5,526 units) out of 131 properties (6,171 units) constituted same assets properties.

(000s)      

 three months ended March 31 Six months ended March 31 

  2010 2009 % change 2010 2009 % change

Same assets – rental revenues $ 11,849   $ 12,679   (7%)  $ 23,543   $ 25,454   (8%)

Same assets – operating costs $ 5,003   $ 5,675   (12%)  $ 9,622   $ 11,030   (13%)

Same assets – net operating income $ 6,846   $ 7,004   (2%)  $ 13,921   $ 14,424   (3%)

Operating margin  58%  55%    59%  57% 

Rental revenues from same assets properties decreased by 7% to $11.8 million in Q2 2010 from $12.7 million in Q2 2009 – a result of increased 
vacancy rate and rental incentives offered to tenants.

Operating costs for same assets properties decreased by 12% over the period, due mainly to a decrease in heating costs from lower gas prices and 
general reduction of overall operating expenses. As a net result, the operating margin increased to 58% in Q2 2010 from 55% in Q2 2009.

Stabilized Properties
Mainstreet defines a stabilized property as a building with 90% of its units renovated and repositioned in the market at current market rents. 
As of March 31, 2010, 96 properties (4,272 units) out of 131 properties (6,171 units) were stabilized. As previously noted, Mainstreet’s 
performance during the stabilization process is adversely affected by lower rental revenue, higher vacancy rates and higher operating 
expenses. Management believes that a more fair measure of performance for the Corporation is FFO of stabilized properties.
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Funds From Operations of Stabilized Properties
For Q2 2010, FFO of Mainstreet’s stabilized portfolio amounted to $1 million ($0.10 per basic share). 

(000s of dollars except per share amounts)

       
  three months ended March 31, 2010 Six months ended March 31, 2010 

 
  Stabilized Non-stabilized  Stabilized Non-stabilized 
  properties properties total properties properties total

Rental revenue $ 9,600   $ 3,460   $ 13,060   $ 19,016   $ 6,744   $ 25,760 

Property operating expenses $ 3,850   $ 1,613   $ 5,463   $ 7,393   $ 2,952   $ 10,345 

Net operating income $ 5,750   $ 1,847   $ 7,597   $ 11,623   $ 3,792   $ 15,415 

Operating margin  60%  53%  58%  61%  56%  60%

Interest income $ 58   $ 11   $ 69   $ 66   $ 28   $ 94 

General & administrative expenses $ 1,299   $ 391   $ 1,690   $ 2,470   $ 740   $ 3,210 

Mortgage interest $ 3,513   $ 1,028   $ 4,541   $ 7,062   $ 2,026   $ 9,088 

Financing cost $ 7   $ 7   $ 14   $ 7   $ 77   $ 84 

Current income tax $ 15   $ 7   $ 22   $ 26   $ 11   $ 37 

Funds from operation  
from continuing operations $ 974   $ 425   $ 1,399   $ 2,124   $ 966   $ 3,090 

Funds from operations  
per common share       

  – Basic $ 0.10   $ 0.04   $ 0.14   $ 0.21   $ 0.09   $ 0.30 

  – Diluted $ 0.09   $ 0.04   $ 0.13   $ 0.20   $ 0.09   $ 0.29 

Funds from continuing operation  
before financing cost $ 981   $ 432   $ 1,413   $ 2,131   $ 1,043   $ 3,174 

Funds from continuing operations  
before financing cost  
per common share       

  – Basic $ 0.10   $ 0.04   $ 0.14   $ 0.21   $ 0.10   $ 0.31 

  – Diluted $ 0.09   $ 0.04   $ 0.13   $ 0.20   $ 0.09   $ 0.29 

Weighted average number  
of common shares      

 – Basic  10,352,959   10,353,676  

 – Fully diluted   10,793,324    10,764,286  

Acquisitions 
(000s of dollars except per unit amounts )    

 three months ended March 31 Six months ended March 31 

 2010 2009 2010 2009

    abbotsford, 
   Saskatchewan Edmonton and  
 Saskatchewan Edmonton and Surrey, BC Saskatchewan

Rental units (number)   49    13    232    97 

Total purchase costs $ 1,314  $ 800  $ 15,131  $ 8,024 

Average price per unit $ 27  $ 62  $ 65  $ 83 
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Following strict criteria, Mainstreet identifies and acquires underperforming rental properties that offer high potential to enhance the 
Corporation’s asset value and its long-term revenues through increased rental rates. In Q2 2010, Mainstreet purchased 49 apartment units in 
Saskatchewan for $1.3 million. At $27,0001, the average price per unit was well below the estimated market value and replacement cost.

1. Does not include cost of significant capital improvements.

Liquidity and Capital Resources
Working Capital Requirements
Mainstreet requires sufficient working capital to cover day-to-day operating, mortgage and debenture interest expenses as well as income 
tax payments. In the three-month and six-month periods ended March 31, 2010, after payments of all required expenses, the Corporation 
generated funds from continuing operations of $1.4 million and $3.1 million. Mainstreet’s cash balance as of March 31, 2010, was  
$13 million. The Corporation expects that funds generated from operations combined with cash on hand will be sufficient to meet its working 
capital requirements in 2010.

Management expects that funds generated from operations will continue to grow when more units are renovated and re-introduced to the 
market at higher rental rates. This should be sufficient to meet the Corporation’s working capital requirements on a year-to-year basis.

Other Capital Requirements
Mainstreet also needs sufficient capital to finance continued growth and capital improvement. In addition to its cash balance of approximately 
$13 million as of March 31, 2010, Mainstreet has raised and expects to continue to raise substantial funds by refinancing existing mortgages 
on maturity and converting short-term mortgages to long-term CMHC mortgages after stabilization of newly acquired properties. The 
Corporation’s policy for capital risk management is to maintain a debt-to-market value ratio of 70%. The current ratio is approximately 55%, 
which leaves considerable room for raising additional funds from refinancing.

As of March 31, 2010, the Corporation owned the following 15 clear title properties:

   Cost of 
  Number acquisition 
property  of units ($000s)

336 – 18 Avenue SW, Calgary, AB      4  –

338 – 18 Avenue SW, Calgary, AB      3  –

205 Ross Avenue Cochrane, AB      42 $ 3,607

11920 – 82 Street, Edmonton, AB      13 $ 800

10125 – 114 Street, Edmonton, AB      24 $ 1,103

33136 George Ferguson Way, Abbotsford, BC      84 $ 8,300

33405 Bourquin Place, Abbotsford, BC      60 $ 5,400

128 Avenue O, Saskatoon, SK      11 $ 455

202 Avenue N South, Saskatoon, SK      19 $ 830

3701 – 8 Street E, Saskatoon, SK      24 $ 1,824

1622 – 22 Street, Saskatoon, SK      24 $ 921

11717 – 48 Street, Edmonton, AB      15 $ 645

2014 – 20th Street West, Saskatoon, SK      18 $ 494

355 Avenue T South, Saskatoon, SK      16 $ 422

403 Avenue P South, Saskatoon, SK      15 $ 398

Total      323  $ 25,199

If required, Mainstreet believes it could easily raise additional capital funds through mortgage financing at competitive rates, under which 
these clear title properties would be pledged as collateral for repayment of such loans. Management believes these resources will be 
sufficient to meet other ongoing capital requirements in the near and medium terms.
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Contractual Obligations
As of March 31, 2010, the Corporation had the following contractual obligations, which will be met using existing cash on hand, funds from 
operations and proceeds from the renewal of mortgage loans on maturity.

Payments Due by Period
(000s of dollars) 
   total 2011 2012  2013  2014  2015 Subsequent

Mortgages payable    383,269  76,692  21,385  7,608  99,022  34,277  144,285

Long-Term Debt
(000s of dollars)      
   average 
  amount interest rate (%)

Fixed rate debt     

 – CMHC-insured    304,345  4.62%

 – Non-CMHC-insured    49,159  5.50%

Total fixed rate debt    353,504  4.75%

Floating rate debt

 – Non-CMHC-insured    29,765  5.49%

      383,269  4.80% 

Mainstreet’s long-term debt consists primarily 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 interest rate risk.

As of March 31, 2010, mortgages payable were $383 million compared to $380 million on September 30, 2009 – an increase of 1% due 
to additional mortgage assumed for new acquisitions during the six-month period ended March 31, 2010.

At March 31, 2010, the Corporation’s financial position was stable, with overall mortgage levels reported at 107% of depreciated book 
value and 55% of estimated market value of properties1. About 79% 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. When doing 
so is expected to provide a benefit, the Corporation intends to convert short-term floating rate debt to long-term, CMHC-insured fixed debt.

1. Market value held on March 31, 2010, was determined by independent qualified real estate appraisers. Direct capitalization method was used to convert an estimate 
of a single year’s income expectancy into an indication of value in one direct step by dividing the income estimate by an appropriate capitalization rate. The actual 
selling value of these properties may be substantially different and depends on market conditions at the time of sale.

Mortgage Maturity Schedule
(000s)   

   Weighted 
 Balance % of debt average rate  
Maturing during the 12 month period ending March 31 maturing maturing on expiry (%)

2011  $ 64,088   17%  5.24%

2012  $ 21,707   6%  4.73%

2013  $ –   –  –

2014  $ 99,371   26%  4.26%

2015  $ 32,847   9%  3.82%

Subsequent  $ 165,256   43%  5.17%

    $ 383,269   100%  4.80%
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Approximately 17% of Mainstreet’s mortgage loans will mature within the next 12 months, due mainly to the acquisition of undervalued 
properties, all requiring renovation. Upon acquisition, these properties are financed through short-term, floating-rate loans. When the 
properties are stabilized, Mainstreet endeavours to refinance these short-term loans under long-term, CMHC-insured mortgages.

Refinancing of Floating and Maturing Debt
Debt consolidation is a cornerstone of Mainstreet’s risk-management and fiscal growth strategies. To mitigate the risk in anticipated interest 
rate hikes and minimize the costs of borrowing, we continually refinance as much floating and maturing debt as possible into long-term, 
CMHC-insured mortgages at lower interest rates.

As of the date of this report, Mainstreet’s floating and maturing debts totalled $64 million. Of this, Mainstreet has already processed the 
refinancing of $37 million (58%) and expects to refinance an additional $21 million by the end of the financial year 2010. In so doing, 
Mainstreet expects to lower interest expenses and increase cash flow.

Internal Control
The Corporation’s Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) have designed an internal control framework to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes 
in accordance with GAAP. The control framework used to design the Corporation’s Internal Control over Financial Reporting (ICFR) is Risk 
Management and Governance – Guidance on Control, published by the Canadian Institute of Chartered Accountants. The CEO and CFO 
have concluded that the design and operation of the Corporation’s disclosure controls and procedures were not effective as of March 31, 
2010 due to the deficiencies noted in the following paragraph.

The Corporation identified internal control deficiencies that are not atypical for a Corporation of this size including lack of segregation of duties 
due to a limited number of employees dealing with accounting and financial matters. However, management believes that at this time, the 
potential benefits of adding employees to clearly segregate duties do not justify the costs associated with such increase. The risk of material 
misstatement is mitigated by direct involvement of senior management in the day-to-day operations of the Corporation and review of the 
financial statements and disclosures by senior management, the members of Audit Committee, and the Board of Directors. These mitigating 
procedures are not considered sufficient to reduce the likelihood that a material misstatement would not be prevented or detected. There 
were no changes during the second quarter of 2010 to material weaknesses in internal controls over financial reporting.

Share Capital 
authorized:

Unlimited number of common voting shares

Unlimited number of preferred shares

Issued and outstanding: 

 Six months ended  Year ended 
  March 31, 2010   September 30, 2009

 Number of amount Number of amount 
 common shares (000s) common shares (000s)

Issued and outstanding, beginning of the period  10,355,827  $ 25,422   14,487,876  $ 36,928 

Shares purchase loan (Note 4c)     311      (974)

Purchase and cancellation of shares   (2,868)   (7)   (4,132,049)   (10,532)

Issued and outstanding, end of the period  10,352,959  $ 25,726   10,355,827  $ 25,422 

The Corporation obtained approval from the TSX to continue the repurchase of its common shares under a Normal Course Issuer Bid 
commencing on October 16, 2009. As of March 31, 2010, a total of 2,826 common shares have been repurchased at an average price of 
$8.39 per common share. 

Significant Accounting Policies and Estimates 
General
Mainstreet is a real estate corporation specializing in the acquisition and rental of multiple-unit residential buildings.
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Basis of Presentation
Financial statements are prepared by management in accordance with Canadian GAAP, which 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. Significant areas 
requiring the use of management estimates relate to the determination of amortization periods for income properties, assessment of 
impairment on real estate properties, and allocation of purchase costs on the acquisition of real estate properties. Actual results may differ 
from those estimates.

Revenue Recognition
Revenue from a rental property is recognized when a tenant begins occupancy of a rental unit and rent is due. All residential leases are for 
terms of one year or less. As Mainstreet retains all the benefits and risks of ownership of its rental properties, the Corporation accounts for 
leases with its tenants as operating leases. Rental revenue includes rent, parking and other sundry revenues.

Revenue from sales of 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 incurred in connection 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.

The net recoverable amount represents the undiscounted estimated future net cash flows directly associated with, and expected to arise as 
a direct result of, the ongoing use of the property and its eventual disposition. The net recoverable amounts take into account the specific 
business plan for each property and management’s best estimate of the most probable set of economic conditions anticipated to prevail in 
the market area. Impairment loss will be recognized 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 revenue over the remaining term of the associated lease. The value associated with 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.

On an ongoing basis, the Corporation purchases properties requiring considerable capital improvement. This often involves the replacement 
of tenants occupying buildings at the time of acquisition. Upon review of the leases and the tenant relationships relating to the acquired 
buildings, the Corporation has established that there is little value associated with the above and below value leases, in-place leases or 
tenant relationships. For these properties, the Corporation has placed a nominal value on the intangible assets acquired.

Properties Held for Resale
Periodically, the Corporation makes an assessment of its portfolio and determines whether properties should be retained or sold in order to 
redeploy capital to investments with higher potential. When a determination is made to sell a property, it is transferred to properties held for 
sale. In certain other situations, the Corporation also purchases buildings with the intention of selling the property within a predetermined 
period of time. 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

Furniture and fixtures 20-40% – declining balance

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

Comprehensive Income
Comprehensive income comprises 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 would generally include unrealized gains and losses 
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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 quarters ended March 31, 2010 
and 2009, 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 in one of the following categories:

•	 Financial assets and financial liabilities held for trading

•	 Loans or receivables

•	 Held to maturity

•	 Financial assets available for sale

•	 Other financial liabilities.

Subsequent measurement of 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 recorded directly in net income. 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.

The Corporation has elected to account for all transaction costs in net income.

Stock Option Plans
The Corporation has shareholder-approved stock option plans. For stock options issued prior to January 1, 2003, no compensation 
expense is recognized for the plan when the stock options are issued.

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. The fair value is recognized as stock compensation expense over the vesting period of the options with a 
corresponding increase to contributed surplus. Any consideration paid on exercise of stock options is credited to share capital as well as 
the amounts previously credited to contributed surplus for services rendered that were charged to compensation cost.

Fair Value of Financial Assets and Liabilities
Mainstreet’s financial assets and liabilities comprise restricted cash, cash and cash equivalents, accounts receivable, other receivables and 
deposits, mortgages, accounts payable, and refundable security deposits. Fair values of financial assets and liabilities, summarized information 
related to risk management positions, and discussion of risks associated with financial assets and liabilities are presented as follows.

The fair values of cash and cash equivalents, accounts receivable, security deposits and accounts payable approximate their carrying 
amount due to the short-term maturity of those instruments.

The fair values of mortgages are determined using the current market interest rates as discount rates, by the net present value of future 
cashflows over the terms of the mortgages.

The fair values of financial assets and liabilities were as follows:

(000s)

 March 31, 2010 September 30, 2009

 Carrying amount Fair value Carrying amount Fair value

Financial assets:

 Restricted cash $ 1,419   $ 1,419   $ 1,464   $ 1,464 

 Cash and cash equivalents  13,258    13,258    25,005    25,005 

 Accounts receivable  371    371    381    381 

 Other receivable and deposits   2,020    2,020    4,028    4,028 

Financial liabilities:

 Mortgages  383,269    399,804    379,899    394,097 

 Accounts payable   3,926    3,926    4,386    4,386 

 Refundable security deposits $  2,016  $  2,016   $ 1,945   $ 1,945 



2010 SECOND quartEr rEpOrt

Mainstreet Equity Corp.

22

Earnings per Share
Basic net earnings (loss) per share are calculated based on the weighted average number of shares outstanding. Diluted earnings per 
share reflect the dilutive effect of the exercise of the options outstanding as at the balance sheet date. The dilutive effect of outstanding 
share purchase options is computed using the “treasury stock” method, whereby the proceeds that would be received from the exercise of 
options are assumed to be used to repurchase outstanding shares of the Corporation.

Income Taxes
The Corporation follows the liability method of accounting for income taxes. Under this method, future income tax assets and liabilities 
are determined based on differences between the financial reporting and tax bases of assets and liabilities, and measured, subject to a 
valuation allowance, using the substantively enacted tax rates and laws that will be in effect when the differences are expected to reverse.

Transactions with Related Parties
a) The President and Chief Executive Officer receives commissions at commercial rates in his capacity as a licensed broker for the property 

transactions conducted by the Corporation. These commissions are not incurred or paid by the Corporation but rather by the other selling 
party or parties to the transaction. The commissions received during the three- and six-month periods ended March 31, 2010 amounted 
to Nil (2009 – Nil) and Nil (2009 – $75,800). The amount of commission disclosed was determined on an exchange value basis.

b) The Corporation paid legal and professional fees and reimbursements for the three and six-month periods ended March 31, 2010 of 
$48,000 (2009 – $60,000) and $113,500 (2009 – $91,000) to a law firm of which a director and officer of the Corporation is a partner. 
The amount of professional fees and reimbursements were determined on an exchange value basis. As of March 31, 2010 and March 31, 
2009, the amounts payable to the law firm were $7,300 and $2,000, respectively.

c) The Corporation has established a plan to assist its directors, officers and employees in purchasing common shares of the Corporation. 
Total loans – $663,000 as at March 31, 2010 (September 30, 2009 – $974,000) – were advanced on October 31, 2005. The loans 
are determined on an exchange value basis and are interest-free and secured against 165,785 (September 30, 2009 – 243,800) 
common shares of the Corporation purchased by the participants. The market value of the common shares at March 31, 2010 was 
$10.33 per share. The original payment term of the loan was on October 31, 2009. The payment terms have been revised to twenty 
quarterly payments effective January 1, 2010. As such, the loan amounts have been treated as a reduction of share capital in the 
financial statements.

Off Balance Sheet Arrangements
No off balance sheet arrangements have been made by the Corporation for the three- and six-month periods ended March 31, 2010.

Risk Assessment and Management
Management defines risk as the evaluation of the probability that an event may happen in the future that could negatively affect the financial 
condition or result of the Corporation. The following section describes specific and general risks that could affect the Corporation. As it is 
difficult to predict whether any risk will occur or its related consequences, the actual effect of any risk on the business of the Corporation 
could be materially different than anticipated. The following discussion of risk does not include all possible risks as there may be other risks 
of which management is currently unaware.

Vacancy Risk
The Corporation is subject to tenant vacancy risk when, in some markets and under certain economic conditions, housing/condominiums 
are affordable, financing is readily available and interest rates are low, making it easier for renters to become first-time homebuyers. This 
increases vacancy rates and decreases rental revenue cash flow.

Vacancy rates can also be affected negatively by increased supply of condominium units in major market areas.

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

Financial Risk
The Corporation is subject to the financial risk of having unoccupied units during extended periods of renovations. 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.

Interest Risk
Mainstreet is exposed to interest rate risk to the extent of any upward revision in prime lending rates. Mortgages totalling $64 million are 
subject to renewal in the 2010 financial year. Increases in the interest rate have the potential to adversely affect the profitability of the 
Corporation. However, the Corporation attempts to mitigate this risk by staggering the maturity dates for its mortgages. The majority of 
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Mainstreet’s mortgages are insured by Canada Mortgage and Housing Corporation (CMHC) under the National Housing Association (NHA) 
mortgage program. This added level of insurance offered to lenders allows the Corporation to receive the best possible financing and 
interest rates, significantly reducing the potential for a lender to call a loan prematurely.

Utilities Risk
Mainstreet’s business is also exposed to fluctuating utility and energy costs such as electricity and natural gas (heating) prices. Mainstreet 
has entered into a number of natural gas supply contacts that provide a degree of price certainty over the next five years. In addition, 
installing energy-saving measures in all buildings during renovations is a key priority.

Credit Risk
Credit risk is the risk that the counterparty to a financial asset will default resulting in a financial loss for the Corporation. The Corporation 
is exposed to credit risk as some tenants may experience financial difficulty and may default in payment of rent. However, the Corporation 
attempts to minimize possible risks by conducting in-depth credit assessments of all tenants. The Corporation’s tenants are numerous, 
which also reduces the concentration of credit risk. As tenants’ rent is due at the beginning of the month, all amounts in accounts receivable 
are considered overdue by the Corporation. As of March 31, 2010, the net rent due from past tenants was $58,000, which represents the 
maximum exposure to credit risk of default in payment of rent.

In relation to cash, cash equivalents and restricted cash, the Corporation believes that its exposure to credit risk is low. The Corporation 
places its cash, cash equivalents and restricted cash only with reputable Canadian financial institutions. In addition, the Corporation further 
mitigates its credit risk by placing its cash, cash equivalents and restricted cash with several reputable Canadian financial institutions

Financing Risk
Mainstreet anticipates that it will make substantial capital expenditures for the acquisition of properties in the future. There can be no 
assurance that debt or equity financing or cash generated by operations will be available or sufficient to meet these requirements or for 
other corporate purposes or, if debt or equity financing is available, that it will be on terms acceptable to Mainstreet. Moreover, future 
activities may require Mainstreet to alter its capitalization significantly. The inability of Mainstreet to access sufficient capital for its operations 
could have a material adverse effect on Mainstreet’s financial condition, results of operations or prospects.

Reliance on Key Employees
Mainstreet’s success depends in large measure on certain key executive personnel. The loss of the services of such key personnel 
could have a material adverse effect on the Corporation. Mainstreet does not have key person insurance in effect for management. The 
contributions of these individuals to the immediate operations are likely to be of central importance. In addition, competition for qualified 
personnel in the industry is intense, and there can be no assurance that the Corporation will be able to continue to attract and retain all 
personnel necessary for the development and operation of its business. Investors must rely upon the ability, expertise, judgment, discretion, 
integrity and good faith of the management of Mainstreet.

Income Tax Risk
Mainstreet intends to file all required income tax returns and believes that it will be in full compliance with the provisions of the Income Tax 
Act (Canada) and all applicable provincial tax legislation. However, such returns are subject to reassessment by the applicable taxation 
authority. In the event of a successful reassessment of Mainstreet, whether by re-characterization and development expenditures or 
otherwise, such reassessment may have an impact on current and future taxes payable.

Economic Uncertainty
The continuing worldwide economic slowdown, stock market uncertainty and international credit crisis could adversely impact the business 
and future profitability of the Corporation. During the current period of recession, tenants may experience financial difficulty and may default 
in payment of rent or possibly look for less expensive accommodations. In addition, Mainstreet’s ability to obtain financing or renegotiate 
line of credit financing may be negatively affected by the international credit crisis. The Corporation can predict neither the impact current 
economic condition will have on future financial results nor when the general economy will show meaningful improvement.

International Financial Reporting Standards
In February 2008, the CICA Accounting Standards Board (“AcSB”) confirmed the changeover to International Financial Reporting Standards 
(“IFRS”) from Canadian GAAP will be required for publicly accountable enterprises’ interim and annual financial statements effective for fiscal 
years beginning on or after January 1, 2011. The AcSB issued the “omnibus” exposure draft of IFRS with comments due by July 31, 2008, 
wherein early adoption by Canadian entities is also permitted. The Canadian Securities Administrators (“CSA”) has also used Concept Paper 
52-402, which requested feedback on the early adoption of IFRS as well as the continued use of US GAAP by domestic issuers. The 
eventual changeover to IFRS represents a change due to new accounting standards. The transition from current Canadian GAAP to IFRS 
is a significant undertaking that may materially affect the Corporation’s reported financial position and results of operations. The Corporation 
plans to adopt “IFRS” in the financial year ending September 30, 2012.
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The Corporation has not completed development of its IFRS changeover plan. When finalized, it is anticipated that it will include project 
structure and governance, resourcing and training, an analysis of key GAAP differences and a phased plan to assess accounting policies 
under IFRS as well as IFRS 1 exemptions. The Corporation anticipates completing its project scoping, which will include a timetable 
for assessing the impact on data systems, internal controls over financial reporting, and business activities such as financing and 
compensation arrangements, prior to the financial year ending September 30, 2010.

CHALLENGES
In recessionary times, Mainstreet’s management believes that the mid-market rental apartment space is consistently more resilient than any 
other real estate category; however, even Mainstreet’s business feels the effects of an economic downturn. While the Corporation sees 
several strong signs that the tide is turning, and it continues to contend with the following challenges:

1. Vacancy Rates. While Mainstreet is delighted with the drop in its vacancy rate from Q1 to the date of this report, the Corporation will 
maintain a rigorous focus on decreasing the vacancy rate even further as it moves into its peak rental season. 

2. Rental Incentives. During Q2 2010, Mainstreet achieved a significant decrease in vacancy rates. To attract new tenants (and retain 
existing ones), Mainstreet employed a variety of incentives – one-time costs that will be phased out as our vacancy rates drop further. 

3. The Costs of Idle Cash. During Q2, Mainstreet purposefully curtailed its acquisition activity, focusing instead on lowering its vacancy rate 
and solidifying its human resources structure. Until we allocate the cash on our balance sheet toward acquisitions, Mainstreet incurs the 
costs of interest paid on idle cash. 

4. Bad Debts and High ‘Churn Rates’. While the missed rental payments and high rates of turnover that traditionally accompany 
recessionary conditions continued to impact Mainstreet’s performance in Q2 2010, both challenges have shown significant 
improvement of late.

OUTLOOK
Entering the peak rental Season on a Strong upward trend

Beyond the sizable decrease in our overall vacancy rate, many of Mainstreet’s results in Q2 2010 reflect what Mainstreet believes is a trend 
toward continued improvement in our financial performance.

Management’s ongoing focus on reducing costs resulted in a 12% decrease in same assets operating costs – a very notable achievement. 
(20% of this decrease can be attributed to lower natural gas costs. The remaining 80% reflects Mainstreet’s diligent efforts to minimize 
variable costs).

As Mainstreet works continuously on improving its margins, management expects operating expenses to drop even further during Q3 and 
Q4 – the high rent season during which revenues traditionally rise as vacancy rates drop.

the rental Market Is ripening

New CMHC guidelines that came into effect on April 19, 2010, have made it more difficult for first-time homebuyers as well as purchasers 
of ‘speculative’ investment properties to obtain financing, which may increase demand while curtailing competition in the rental marketplace. 
All new borrowers must now qualify for five-year, fixed-rate mortgages even if they’re seeking shorter, variable-rate loans; and revenue 
property purchasers now require 20% down payments (previously 5%) to obtain CMHC-insured mortgage loans.

the Foundation Is Set for accelerated Growth

Mainstreet operates in a market niche that competitors have largely overlooked: mid-market multi-family rental properties. Consolidating and 
adding value to this fragmented mid-market space has always been the mainstay of the Mainstreet vision.

With vacancy rates returning to reasonable levels, improved cash flow, expected cash reserves on hand by the end of financial year 2010 
(primarily from refinancing) and a strong, growth-oriented team in place, Mainstreet believes that it is perfectly positioned to accelerate 
acquisitions in pursuit of its plan to become the Western Canadian mid-market multifamily owner/operator.

Mainstreet believes that it has largely solved its labour crunch issues, HR issues, vacancy issue and floating debt issue and is now 
in a position for accelerated growth.

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, 2009, was filed on SEDAR on December 15, 2009.




