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BALANCE SHEETS     

(000s of  dollars) 

As at,   Dec. 31, 2010   Sep. 30, 2010 

      Unaudited  Audited

ASSETS    

Real estate properties [Note 2]   $ 431,012  $ 384,342 

Properties held for resale     2,115   2,109 

Other assets      3,717    2,523 

Future income tax recoverable      7,624    7,439 

Restricted cash     1,670    1,608 

Cash and cash equivalents     2,792    1,419 

     $ 448,930 $ 399,440 

LIABILITIES    

Mortgages payable [Note 3]     451,443    400,678 

Accounts payable     4,111    5,022 

Refundable security deposits     2,392    2,263 

     $ 457,946  $ 407,963 

SHAREHOLDERS’ EQUITY    

Share capital [Note 6]     26,258    26,214 

Contributed surplus     3,187    3,187 

Deficit     (38,461)   (37,924)

       (9,016)   (8,523)

     $ 448,930  $ 399,440 

Guarantees [Note 9]    

See accompanying notes to the financial statements.    

[Signed]       [Signed]

“Bob Dhillon” “Joe Amantea” 
Director  Director

February 7, 2011
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STATEMENTS OF LOSS AND COMPREHENSIVE LOSS AND DEFICIT 

Unaudited 

(000s of  dollars, except per share amounts)     

For the three months ended,   Dec. 31, 2010  Dec. 31, 2009 

Revenue     

Rental revenue   $ 15,332  $ 12,600 

Gain on settlement on debt     40    100 

Interest income     14    25 

       15,386    12,725 

Expenses    

Property operating expenses     5,268    4,882 

General and administrative expenses     1,627    1,520 

Mortgage interest     4,991    4,547 

Financing costs      848    70 

Depreciation      3,362    2,962 

       16,096    13,981 

Loss before income taxes                      (710)   (1,256)

Income taxes (recovery) expense [Note 5]   

 – current    –   15 

 – future     (185)   (235)

       (185)   (220)

Net loss and comprehensive loss for the period     (525)   (1,036)

Deficit beginning of  period     (37,924)   (33,854)

Excess over the average value of  the shares purchased for cancellation     (12)   (17)

Deficit, end of  period   $ (38,461) $ (34,907)

Loss per share – Basic and diluted [Note 7]   $ (0.05) $ (0.10)

See accompanying notes to the financial statements.
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STATEMENTS OF CASH FLOWS      

Unaudited

(000s of  dollars)    

For the three months ended,   Dec. 31, 2010  Dec. 31, 2009 

Cash obtained from (used in):    

Operating activities      

Net loss   $ (525) $ (1,036)

Items not affecting cash      

 Depreciation     3,362    2,962 

 Future income taxes     (185)   (235)

      $ 2,652  $ 1,691 

Change in non-cash operating balances      

 Other assets     (1,194)   (817)

 Restricted cash     (62)   105 

 Accounts payable     (911)   (525)

 Refundable security deposits     129    (17)

Cash from operating activities of  continuing operations     614    437 

Financing activities    

 Financing of  real estate properties      53,532    – 

 Repayment of  secured debts on revenue producing properties, and other debts     (2,767)   (3,523)

 Repayment of  shares purchase loan     44   –

 Shares purchased for cancellation      (12)   (24)

      50,797    (3,547)

Investing activities    

 Purchase of  and addition to real estate properties      (50,032)   (4,518)

 Purchase of  and addition to real estate held for resale     (6)   (14)

       (50,038)   (4,532)

Net (decrease) increase in cash and cash equivalents      1,373    (7,642)

Cash and cash equivalents, beginning of  period     1,419    25,005 

Cash and cash equivalents , end of  period   $ 2,792  $ 17,363 

Cash and cash equivalents are comprised:    

 Cash   $ 22  $ 3,166 

 Bank indebtedness   $ (4,739) $ – 

 Short-term deposits   $ 7,509  $ 14,197 

     $ 2,792  $ 17,363 

Interest paid   $ 5,022  $ 4,596 

See accompanying notes to the financial statements.    
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NOTES TO THE FINANCIAL STATEMENTS

Unaudited 

(000s of  dollars, except per share amounts and amounts with narrative)

For the three months ended December 31, 2010

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, except as disclosed, with those used in the audited financial statements as at and for the year 
ended September 30, 20010. These unaudited interim financial statements do not include all of  the disclosures required by 
Canadian generally accepted accounting principles (“Canadian GAAP”) applicable to annual audited 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 disclose 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.

Due to seasonality, the operating results for the three month ended December 31, 2010 are not necessarily indicative of  the 
results that may be expected for the full year ending September 30, 2011.

2. REAL ESTATE PROPERTIES
(000s of  dollars)

  December 31, 2010 September 30, 2010

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

Land $ 149,518  $ –  $ 149,518  $ 130,816  $      –  $ 130,816 

Buildings $ 285,345  $ 34,021  $ 251,324  $ 255,932  $ 32,291  $ 223,641 

Building improvements $ 60,484  $ 31,868  $ 28,616  $ 58,701  $ 30,321  $ 28,380 

Furniture and fixtures $ 3,244  $ 1,690  $ 1,554  $ 3,118  $ 1,613  $ 1,505 

   $ 498,591  $ 67,579  $ 431,012  $ 448,567  $ 64,225  $ 384,342 

Acquisitions of  Apartment Buildings
(000s of  dollars)

    
Three months ended December 31,  2010 2009

Mortgages arranged     $ 30,614   $ 6,550 

Cash paid     16,578    2,055 

Total consideration    $ 47,192   $ 8,605 

Allocation of  total consideration    

Land    $ 18,702   $ 6,276 

Buildings     28,490    7,541 

Debt assumed at fair value    –   (5,212)

      $ 47,192   $ 8,605 

Units acquired     510    183 

The properties purchased during the periods required a considerable amount of  capital improvements. Efforts are currently 
underway to remove the current tenant base and to begin renovating the properties. 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 upon the acquisition.
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3. MORTGAGES PAYABLE

Mortgages loans are secured by specific charges against specific properties.

4. RELATED PARTY TRANSACTIONS

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 
month periods ended December 31, 2010 amounted to $142,000 (Q1 2010 – NIL). 

b)  The Corporation paid legal and professional fees and reimbursements for the three month periods ended December 31, 2010 
amounting to $108,000 (Q1 2010 – $65,500). 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  December 31, 
2010 and September 30, 2010, the amounts payable to the law firm were $45,300 and $13,600 respectively.

c)   The Corporation has established a plan to assist its directors, officers and employees in purchasing common shares of  the 
Corporation. Total loans – $520,102 as at December 31, 2010 (September 30, 2010 – $567,650,000) – were advanced on 
October 31, 2005. The loans are determined on an exchange value basis and are interest-free and secured against 186,200 
(September 30, 2010 – 192,200) common shares of  the Corporation purchased by the participants. The market value of  
the common shares at December 31, 2010 was $14.86 per share. The original payment term of  the loan was on October 
31, 2009. The payment terms have been revised to 20 quarterly payments effective January 1, 2010. As such, the loan 
amounts have been treated as a reduction of  share capital in the financial statements.

5. INCOME TAXES

The provision for income tax differs from the results that 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:
(000s of  dollars)

Three months ended December 31,   2010 2009

Statutory tax rate    29.33%  29.35%

Computed expected tax   $ (208) $ (369)

Large corporation tax     –    15 

Reduction in future tax asset for change in future tax rate     14    137 

Others     9    (3)

Provision for income tax   $ (185) $ (220)

The future income tax asset is as follows: 
(000s of  dollars)

   Dec. 31, 2010   Sep.30, 2010 

Tax assets related to differences in tax and book bases     $ 7,624 $ 7,439

Unaudited
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6. SHARE CAPITAL

Authorized:

Unlimited number of  common voting shares

Unlimited number of  preferred shares

Issued and outstanding: 
 Three months ended Year ended 
 December 31, 2010 September 30, 2010 

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

Issued and outstanding, beginning of  the period  10,377,615 $ 26,214   10,355,827 $ 25,422 

Shares purchase loan [Note 4c]  –   47    –    406 

Purchase and cancellation of  shares   (1,334)   (3)   (28,212)   (71)

Exercise of  stock options   –    –    50,000    275 

Transfer from contributed surplus   –    –    –    182 

Issued and outstanding, end of  the period  10,376,281  26,258  10,377,615  26,214

The Corporation has obtained approval from the TSX to continue the repurchase under a Normal Course Issuer Bid 
commencing in October 2010. During the three months period ended December 31, 2010, a total of  1,334 common shares have 
been repurchased at an average price of  $11.33 per common share.

7. 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: 
(000s of  dollars, except share and per share amounts)

Three months ended December 31,   2010 2009

Numerator     

Net loss     $ (525) $ (1,036)

Denominator     

For basic loss per share     

Weighted average shares        10,376,281   10,354,377 

Dilutive effect      –    – 

        10,376,281    10,354,377 

Basic and diluted loss per share     $ (0.05) $ (0.10)

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

Unaudited
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8. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Fair Value of  Financial Assets and Liabilities

The Corporation’s financial assets and liabilities are comprised of  restricted cash, cash and cash equivalents, accounts 
receivable, other receivable 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  principal balances and future cash flows over the terms of  the mortgages.

The fair values of  financial assets and liabilities were as follows:
 December 31, 2010 September 30, 2010 

      Carrying  Fair  Carrying  Fair 
     amount  value  amount  value

Financial assets:        

 Restricted cash     $ 1,670  $ 1,670  $ 1,608  $ 1,608 

 Cash and cash equivalents     $  2,792  $ 2,792  $  1,419  $  1,419 

 Accounts receivable     $  366  $ 366  $  331  $  331 

 Other receivable and deposits     $  3,258  $ 3,258  $  2,196  $  2,196 

Financial liabilities:        

 Mortgages     $  451,443  $ 453,667  $  400,678  $  411,568 

 Accounts payable     $  4,111  $ 4,111  $  5,022  $  5,022 

 Refundable security deposits     $  2,392  $ 2,392  $  2,263  $  2,263 

RISK ASSOCIATED WITH FINANCIAL ASSETS AND LIABILITIES

The Corporation is exposed to financial risks arising from its financial assets and liabilities. The financial risks include market 
risk relating to interest rates, credit risk and liquidity risk.

Market risk

Market risk, the risk that the fair value or future cash flows of  financial assets or liabilities will fluctuate due to movements in 
market prices.

Interest risk

The Corporation is exposed to interest rate risk to the extent of  any upward revision in prime lending rates. Mortgages totaling 
$60 million are subject to renewal in the next 12 month period. 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  the Corporation’s mortgages are insured by 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, and significantly reduces the potential for a lender to call a loan prematurely. 
A 1% change in the prime lending rate would have resulted in a change of  $194,000 in interest expense for the year ended 
September 30, 2011.

Unaudited
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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 
and collecting security deposits from 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  December 31, 2010, the net rent due from the current tenants was covered by security 
deposits and provisions for bad debts.

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.  

Liquidity Risk

Liquidity risk is the risk the Corporation will encounter difficulties in meeting its financial liability obligations. The Corporation 
manages its liquidity risk through cash and debt management. 

The timing of  cash outflows relating to financial liabilities are outlined in the table below:
      Beyond 
   1 year 2 years 3 years 4 years 4 years Total

Mortgages payable $ 68,178  $ 8,415  $ 78,574  $ 59,353  $ 236,923  $ 451,443 

Accounts payable $  4,111  $ –  $ –  $ –  $ –  $ 4,111 

Refundable security deposits $ 2,392  $ –  $ –  $ –  $ –  $ 2,392 

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.

Unaudited
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10. SEGMENTED INFORMATION

The Corporation specializes 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:

Rental Operations   

(000s of  dollars)     

Three months ended December 31,   2010 2009

BRITISH COLUMBIA     

Rental revenue     $ 3,832  $ 3,059 

Operating expenses     $ 1,303  $ 1,078 

ALBERTA     

Rental revenue     $ 7,924  $ 6,382 

Operating expenses     $ 2,596  $ 2,499 

SASKATCHEWAN     

Rental revenue     $ 1,825  $ 1,555 

Operating expenses     $ 481  $ 440 

ONTARIO     

Rental revenue     $ 1,751  $ 1,604 

Operating expenses     $ 888  $ 865 

Total     

Rental revenue     $ 15,332  $ 12,600 

Operating expenses     $ 5,268  $ 4,882 

Unallocated revenue *     $ 54  $ 125 

Unallocated expenses **     $ 10,643  $ 8,879 

Net loss for the period     $ (525) $ (1,036)

*  Unallocated revenue includes interest income and gain on settlement of  debt.

**  Unallocated expenses include general and administrative expenses, mortgage interest, financing cost, depreciation, and income taxes.

Unaudited
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IDENTIFIABLE ASSETS AND LIABILITIES   
(000s of  dollars)   

   Dec. 31, 2010 Sep. 30, 2010

BRITISH COLUMBIA   

Real estate properties     $ 137,620  $ 120,895 

Mortgages payable      $ 112,798  $ 98,227 

Security deposit     $ 722  $ 655 

ALBERTA   

Real estate properties     $ 206,700  $ 176,713 

Mortgages payable     $ 274,955  $ 238,450 

Security deposit     $ 1,355  $ 1,279 

SASKATCHEWAN   

Real estate properties     $ 40,193  $ 40,369 

Mortgages payable     $ 28,519  $ 28,625 

Security deposit     $ 315  $ 329 

ONTARIO   

Real estate properties     $ 46,499  $ 46,365 

Mortgages payable     $ 35,171  $ 35,376 

Security deposit      $ –  $ – 

TOTAL   

Real estate properties     $ 431,012  $ 384,342 

Mortgages payable     $ 451,443  $ 400,678 

Security deposit     $ 2,392  $ 2,263 

Properties held for resale – Alberta     $ 2,115  $ 2,109 

IDENTIFIABLE CAPITAL EXPENDITURES   
(000s of  dollars)

Three months ended December 31,    2010  2009

BRITISH COLUMBIA     $ 17,578  $ 14,456 

ALBERTA     $ 31,720  $ 1,292 

SASKATCHEWAN     $ 215  $ 281 

ONTARIO     $ 521  $ 211 

TOTAL   

Identifiable capital expenditures     $ 50,034  $ 16,240 

Unaudited
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11. CAPITAL MANAGEMENT
The Corporation defines capital that it manages as the aggregate of  its shareholders’ equity and mortgages payable and on 
occasion, bank loan or lines of  credit when drawn on. The Corporation’s total capital resources amounted to $442 million as at 
December 31, 2010.

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 and mortgages.

The Corporation sets the amount of  capital in proportion to risk. The Corporation manages the capital structure and makes 
adjustment to it in the light of  changes in economic conditions and the risk characteristics of  the underlying assets.

The total managed capital for the Corporation as at December 31, 2010, and September 30, 2010, are summarized below:
(000s of  dollars) 

     Dec. 31, 2010 Sep. 30, 2010

Mortgage payable     $ 451,443  $ 400,678 

Shareholders’ equity     $ (9,016) $ (8,523)

Total capital     $ 442,427  $ 392,155 

The Corporation’s policy for capital risk management is to maintain a debt to market value of  properties ratio of  no greater 
than 70%. The ratio as at December 31, 2010 is approximately 56% which leaves a lot room in raising addition funds from 
refinancing before it reaches its internal target ratio of  70%. Market value 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.

The debt to market value ratios at December 31, 2010 and September 30, 2010, were as follows:
(000s of  dollars)

     Dec. 31, 2010 Sep. 30, 2010

Debt     $ 451,443  $ 400,678 

Market value of  properties       803,000    752,000 

Debt to market value ratio      56%  53%

In managing the capital requirement, the management makes assessment on the capital and liquid resources required to ensure 
the going concern of  the Corporation’s operations. As of  December 31, 2010, the Corporation has cash balances of  $2.8 
million. The management believes that the existing liquid resources, funds generating from operations and funds to be raised 
through the refinancing are sufficient to support the Corporation’s operations on the going concern basis.

12. SUBSEQUENT EVENTS

Subsequent to the quarter ended December 31, 2010, the Corporation acquired 1 property consisting of  18 units for 
consideration of  $342,000.

 

Unaudited




