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FINANCIAL 1986 1985

HIGHLIGHTS (in thousands of dollars, except per share amounts)
Cash flow (deficit) from operations ............. $ 1,597 $ (463)
Pershare ..........ccoiiiiiiiiienennnnnnnnnns, 10.8¢ (3.2¢)

Net 10SS . o oot e e $ 1,150 $ 3,450

Pershare ........coiiii e 7.8¢ 23.9¢

Total @SSetS oot $103,562 $94 416

Shareholders’ equity . ...............coii... $ 13,366 $14,252
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REPORT TO
SHAREHOLDERS

Results of Operations

During 1986, the Company earned a profit of $222,000 before
depreciation and income taxes, as compared with a loss in 1985 of
$2,635,000, and a loss in 1984 of $6,843,000. After depreciation and
income taxes the Company incurred a loss of $1,150,000 or 7.8¢ per
share, compared with losses of $3,450,000 or 23.9¢ per share in 1985,
and $5,619,000 or 39.7¢ per share in 1984.

Included in the above, is the Company’'s share of the operating loss
incurred in the Hotel Nova Scotian totalling $424,000, as compared with
$132,000 in 1985, and $92,000 in 1984. Provided the shareholders
approve the “Rubin transaction’ on April 13, 1987, the Company intends
to make extensive changes and renovations to the hotel, substantially
improving its operating efficiency. With these changes, management
expects to achieve a positive cash flow from operations in the second half
of 1987.

Due to the sale of income properties, rental revenues decreased to
$14,757,000 in 1986, from $18,117,000 in 1985, and $17,552,000 in
1984. During 1987 rental revenues will increase as a result of the
Colonnade being fully operational.

Despite the decrease in rental revenues referred to above, gross profit
from rental operations increased to $2,463,000 in 1986, compared with
$2,182,000 in 1985, and $1,560,000 in 1984. This is the result of greater
efficiencies, low vacancies, and improved rental rates.

In 1986, the sale of construction and land under development increased to
$30,595,000, from $23,959,000 in 1985, and $15,295,000 in 1984.
Because the Company has sharply reduced its land holdings, it expects a
large decrease in sales of land and construction during 1987.

Interest and other income increased to $1,914,000 in 1986, from
$637,000 in 1985, and $1,043,000 in 1984. This is a result of the
increased amount of mortgages receivable held by the Cy_g:rgggpy.
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Interest expense for the years 1984 through 1986 is detailed below.

1986 1985 1984

($000's)
Interest on rental properties ............. $ 3907 ¢ 4866 $ 5007
Other interest expense ................. 2,918 3,490 2,295
Interest capitalized ..................... 1,942 1,898 3,406
Total interest cost...................... $ 8,767 $10,254 $10,708

Administration and general expenses totalled $1,406,000 in 1986, as
compared with $1,800,000 in 1985, and $3,397,000 in 1984. These
amounts are net of capitalized expenses of $710,000 in 1986, $1,069,000
in 1985, and $83,000 in 1984.

During 1986, the Company recorded a “‘provision for loss” of $932,000
and "‘carrying costs expensed' of $510,000, compared with $1,865,000
and $873,000 in 1985, and $3,132,000 and $489,000 in 1984.
Management does not anticipate any *‘provision for loss’’ in 1987, and that
““carrying costs expensed'’ will be substantially lower.

Financial Condition

The main corporate objective continues to be the disposal or conversion of
idle assets into income producing assets. The realization of this objective
increases income, reduces debt, and converts short term variable rate
loans into long term fixed rate mortgages, thereby increasing the
borrowing power of the Company. The following chart summarizes the
changes achieved to date by the Company.

1986 1985 1984
($000's)

Rental Properties ... $ 53,691 56% $ 30,817 35% $ 51,351 45%
Projects under

Construction . .. .. 5,708 6 23917 27 21,260 19
Land under

Development .. .. 8,227 8 19,187 22 36,098 32
Mortgages

Receivable ...... 28,394 30 13,780 16 4 816 4

$ 96,020 100 $ 87,701 100 $113,625 100
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The Company's *‘rental properties’ increased during 1986 because of the
completion of the Colonnade in Toronto and an office/retail complex in
Pointe Claire, Quebec, which projects had been classified as “projects
under construction” in 1985.

Prior to April 30, 1987, the Company will have sold at book value its
remaining Florida condominium holdings, which will reduce ‘‘construction
in progress’ by $3,600,000.

During 1986, the Company sold all of its residential land in Ajax, a portion
of its Vaughan residential land holdings, and a large part of its Boucherville
industrial lands. As part of the sale of its Ajax property, the Company
agreed to take back short term mortgages which resulted in the large
increase in ‘‘mortgages receivable’’ shown in the chart.

The Company anticipates that in 1987 it will dispose of an additional
$2,700,000 of *land under development”. The Company further
anticipates that mortgages receivable will be reduced by approximately
$12,000,000. These funds will be used to complete servicing work at the
Ajax residential project and to reduce short term debt.

At year end, the Company had financing in place to complete all projects
under construction. In early 1987, 2,400,000 warrants to purchase Class B
shares of the Company were exercised netting $2,400,000 to the
Company.

The restructuring of the Company’s assets is almost complete. Interest
rates are at the lowest level in recent history and the Company enjoys a
very strong rental market. Management expects 1987 to be a profitable
year, and looks forward to the future with optimism.

Respectfully yours,

Theodore |. Sherman Louis Forbes
President and Chief Executive Officer Controller
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Xpr in Canadian dollars
CONSOLIDATED BALANCE SHEET S
Year Ended December 31 December 31, 1986 and
December 31, 1985,
$0.72 US.)
Note 1986 1985
(in thousands of dollars)
ASSETS
Rental properties il r it me: stusisien s i o 2 $ 53,691 $ 30,817
Projects under construction .. ...................... 5,708 23,917
Land under development . ............. ... ... 8,227 19,187
Mortgages receivable ............................. 3 28,394 13,780
Accounts receivable «: o s e e sun ves 2 ns e s 4,956 4,325
Prepaid expenses and sundry assets ............... 1,240 1,476
BTNl b s b et e S8 s 080 GBS S o H H et e s LB 1,346 914
$103,562 $ 94,416
LIABILITIES
Mortgages payable on rental properties ............. 4 $ 47,568 $ 29,327
Other loans and mortgages payable ................ 5 2,944 1,677
Construction and land financing . ................... 6 10,377 28,565
Bank indebtedness ........ ... ... ... ... ... 7 7,004 5,060
Accounts payable ............. ... i, 7,488 6,741
Estimated costs to complete projects ............... 7,497 893
Debentures payable .......... R e A e S 3 8 5,921 5,921
Rental and sundry deposits ... v wws swmn cas s o ws . 812 1,305
Deferred inCOMe ...t .. 585 675
90,196 80,164
SHAREHOLDERS' EQUITY
Capital StoCk . s veen v ses 2en e o5 e S St S5l 5 9 23,974 23,710
LISHCIT. i xscins: vusin nvmar st ovar soas v6s o, S5os, aie 5 s Sias 39562 % 5 10 (10,608) (9,458)
13,366 14,252
$103,562 $ 94,416

Contingent liabilites (notes 12 and 15)
Subsequent event (note 8)

Approved by the Board

/Z/@A N

Director Director

4



CONSOLIDATED
STATEMENT
OF INCOME

Year ended December 31

Rental operations
BEvenue - c.. . au: vee 20 s e
Property operating expenses ..
Interest « . ovs sen s+ o wme s

Grossiprofiti ..« o e
Sales of rental properties. .......
Costofsales ................

Gross profit .................
Sales of construction and land
under development.............

Costofsales ................

Gross profit (loss) ...........
Interest and other income .......

Gross profit from operations . . .
Other expenses:

Interest (note 13(a)) ........

Administration and general

EXPENSOS) ¢ s wavrmratamsss e w3t

Provision for loss on real estate

and carrying costs expensed ..

Income (loss) before hotel
operations, depreciation and
income taxes ................

Share of loss from hotel
OPErAtIONS.: e vai 2o S e

Income (loss) before
depreciation and income taxes
Depreciation...................

Loss before income taxes .....
Income taxes (note 14)
CUMent oo v vw avs e s sais saias
Deferred ....................

Loss fortheyear .............

Loss per-share: . ... . uswws. s
Weighted average number of
shares (in thousands) ..........

1986 1985 1984
(in thousands of dollars, except per share amounts)
$14,757 $18,117 $17,552
$ 8,387 $11,069 $10,985
3,907 12,294 4866 15,935 5,007 15,992
2,463 2,182 1,560
8,465 35,425 3,816
7,124 30,748 1)
1,341 4,677 2,105
30,595 23,959 15,295
29,901 25,930 17,441
694 (1,971) (2,146)
1,914 637 1,043
6,412 5,625 2,562
2,918 3,490 2,295
1,406 1,800 3,397
1,442 2,738 3,621
5,766 8,028 9,313
646 (2,503) (6,751)
(424) (132) (92)
222 (2,635) (6,843)
1,372 1,221 752
(1,150) (3,856) (7,595)
= 64 —
— — (470)  (406) (1,976) (1,976)
$(1,150) $(3,450) $(5,619)
(7.8¢) (23.9¢) (39.7¢)
14,809 14,412 14,166



CONSOLIDATED
STATEMENT
OF DEFICIT

Year ended December 31

AUDITORS'
REPORT

To the Shareholders of
Revenue Properties
Company Limited

E

1986 1985 1984

(in thousands of dollars)
Deficit at beginning of year............................ $9458 $ 6008 $ 389
Lossfortheyear.............. i, 1,150 3,450 5619
Deficitatend of year .. ..........coiiiiiiininnn. $10,608 & 9458 $ 6,008

We have examined the consolidated balance sheet of Revenue Properties
Company Limited as at December 31, 1986 and 1985 and the consolidated
statements of income, deficit and changes in financial position for each of the
years in the three year period ended December 31, 1986. Our examination was
made in accordance with generally accepted auditing standards, and
accordingly included such tests and other procedures as we considered
necessary in the circumstances.

In our opinion, these consolidated financial statements present fairly the
financial position of the Company, as at December 31, 1986 and 1985 and the
results of its operations and changes in its financial position for each of the years
in the three year period ended December 31, 1986, in accordance with
accounting principles generally accepted in Canada applied on a consistent
basis.

; . %Mf/mdvé/ '
oronto, Canada

March 18, 1987 Chartered Accountants



CONSOLIDATED
STATEMENT

OF CHANGES IN
FINANCIAL
POSITION

Year ended December 31

FUNDS PROVIDED (USED) BY:

Operations
Netlossfortheyear........ ... . ... .. ............
Non-Cash items
DepreCiation | z: s cang sa Lo e 508 9500 0 E vme pets
Beferred iNCOME TaNES: v v v v s v oits Sh0 4 avale wis
Deterred iNCOMIS: ai st s teri sials sios & S siats b s
Provision forloss. ... i,

(Increase) decrease in mortgages receivable .........
Net (increase) decrease in other assets and liabilities . .

Investments
Development of rental properties and rental properties
LndericonstriCon: Sor v s e i s ara e Bimnm s
Construction of projects forsale ....................:
Expenditures on land under develpment ..............
Recovery of costs through real estate sales ...........

Financing

(Decrease) increase in construction and land financing

lssuerol debentures « s vews svoe s & s G Bs G0 e

Issueroficapital StOck i snr wine v s i i s s

(Decrease) increase in mortgages payable on rental
Properties . . . ... e

(Decrease) increase in other mortgages payable . ... ..

(Decrease) increase inbank loans...................

Cash is defined as:
O o
Bank overdraft. .. ...... ... .. .. . ... ... ...

1986

1985 1984

(in thousands of dollars)

$ (1,150) $ (3,450) $ (5,619)
1,610 1,439 932
— (470)  (1,976)
(90) (99) (98)
1,227 2117 3,131
1,597 (463)  (3,630)
(14,614)  (8,964) 829
6,717  (2.451) 1,696
(6,300) (11,878)  (1,105)
(16,127) (11,939)  (4,563)
(2,416)  (9,890)  (7,425)
(14,087)  (1,577)  (7,390)
35834 55395 18,186
3,204 31989  (1,192)
(18,188) (811) 5,520
= 5,000 =

264 537 =
18,241  (18,605)  (4,997)
1,267 (361) (55)
1,783  (5618) 1,954
3,367 (19,858) 2,422
271 253 125
(42) (295) (420)
$ 229 $ (42) § (295)
$ 1,346 $ 914 $ 375
(1,117) (956) (670)
$ 220 $  (42) $  (295)




NOTES TO
CONSOLIDATED
FINANCIAL

STATEMENTS
December 31, 1986

(Tabular amounts
expressed in thousands of
dollars except shares

and per share amounts)

E

Throughout these notes ''the Company" refers to Revenue Properties Company Limited, unless
the context indicates otherwise. The Company is engaged in the operation of rental properties
and real estate development primarily in Canada.

1. Summary of significant accounting policies
(a) General

The financial statements are prepared in accordance with accounting principles
generally accepted in Canada which, except as described in note 17, conform in all
material respects with accounting principles generally accepted in the United States.
The accounting policies and financial statement disclosures are substantially in
accordance with the recommendations of the Canadian Institute of Public Real Estate
Companies.

(b) Principles of consolidation

The consolidated financial statements include the accounts of the Company and all of
its subsidiaries together with the Company's proportionate share of the assets,
liabilities, revenues and expenses of all incorporated and unincorporated joint ventures.
All material intercompany accounts and transactions have been eliminated.

(c) Capitalization of costs

(i) The Company follows the policy of capitalizing direct carrying costs such as
interest, realty taxes and other related costs to land under development and
projects under construction. In addition, where the Company acts as general
contractor, overhead costs are capitalized as a cost of the property. With respect
to construction of rental properties, the construction period is generally considered
to have ended when a rental occupancy of approximately 70% has been achieved
or the project has attained a breakeven position, subject to not capitalizing costs
beyond fair market value of the property.

(ii) The Company also capitalizes that portion of interest on general borrowings
considered applicable to land under development and projects under construction
provided the carrying value does not exceed the net realizable value at the time of
expected sale.

(d) Income recognition

(i) Sales of housing and land
Income from these transactions is recognized as follows:

House sales — at the date when title passes, at least 5% of the purchase
price has been received, and all material conditions have
been fulfilled or provided for.



Condominium sales — when the amount due on closing is received, the purchaser
is entitled to occupancy and undertakes to assume a
mortgage for the balance of the purchase price.

Land sales — when all material conditions have been fulfilled, at least
15% of the purchase price has been received, and interest
has commenced to accrue at a reasonable rate on the
balance.

(ii) Construction income

Income from construction contracts is recorded on a percentage of completion
basis.

(iii) Rental income
Rental income does not include expenses recovered from tenants.

(e) Depreciation and amortization

Depreciation on buildings is provided under the sinking fund method. Under this
method depreciation is charged to income in amounts which increase annually
consisting of fixed annual sums together with interest compounded at the rate of 5%
per annum so as to fully depreciate the buildings over their estimated useful lives of
50 years.

Depreciation on furniture and equipment is provided on a straight-line basis over a
10 year period.

Costs incurred in obtaining leases subsequent to initial leases for commercial and
industrial buildings are amortized on a straight-line basis over the term of the leases.

(f) Deferred income

(i) The Company follows the policy of deferring its profit on sale and leaseback and
similar transactions as sales occur from time to time. This profit is taken back into
income on a straight-line basis over the minimum term of the leaseback and is
included in income from rental properties.

(g) Foreign exchange

Foreign currency transactions entered into directly by the Company as well as financial
statements of integrated foreign operations are translated using the temporal method.
Under this method, monetary assets and liabilities are translated at year-end exchange
rates. Other balance sheet items are translated at historical exchange rates. Income
statement items are translated at average rates prevailing during the year. Translation
gains and losses are included in income except for unrealized gains and losses arising
from the translation of long-term monetary assets and liabilities which are deferred and
amortized over the remaining lives of the related items.
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2. Rental properties

1986 1985

Land, buildings and equipment at January 1, less accumulated
depreciation of $4,096,000 (1985; $4,569,000) ............ $ 30,817 $ 51,351
Additions during year . . ... 1,619 3,033
Transfer from projects under construction .................... 29,693 7,815
62,129 62,199

Less:

Disposals at book value . . ....... ...t 6,828 29,943
[B=Te (=Tol -1 1 o) e N A R TR S 1,610 1,439

Balance December 31, at cost, less accumulated depreciation
of $4.973.000 /(1985;:$4,096.000) - o x cims s s e o 5 50 $ 53,691 $ 30,817

The cost of freehold land included at December 31 in the above is $3,152,000
(1985; $3,325,000).

3. Mortgages receivable

1986 1985
Mortgages and notes receivable ............................ $ 28,039 $ 12,705
Balances receivable from land sales ......................... 355 1,075

$ 28,394 $ 13,780

Mortgages and balances receivable, including $1,678,000 on certain properties leased
back, bear interest at rates which vary from 7% to 12% (weighted average rate 9.6%), and
mature at various dates to 1999 as follows:

B e faatih i e RSN i Az Yokl i e 4ot el el g e L2 $ 1,682
I RN SH et v B o s s e KL 6 B D0 5 £ R K e o 8,457
TOBD Lvise soivinn: cumetnna rovataiis 54501 i 3 i S 1 SESES S SIERALS S S 9,121
VIO o sromar s o Traves 1o Sty T Tos S TR BVHR| SEa ns 0ee s 1,427
19T sz s et SE0e DS SR SeiEeE SN SR AT AT MR N ik € 5,386
1992 and SUDSeqUBNT ... .o s 5 aam il sl s 560 50 5ans s Sans 2,131

28,204

Second mortgages taken back on housing units sold mature at
various dates to 1995 (interest rates vary from 6.2% to
V2T YO it s srmpervrsiess wots stamets gass 595t SSeTe HAUS HS HEATE iy AT 190

$ 28304
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4. Mortgages payable on rental properties

1986 1985

Fixed interest loans ..., $ 45360 $ 21,482
Range of interestrates .................. ... .. ... ..... 6.2-13.7% 6.2-14%
Weighted average interest rate at December 31 .......... 11.1% 11.6%
Variablelinterestiloans s i s s v s v wsi v e $ 2208 § 7,845
Weighted average interest rate at December 31 .......... 10% 11.4%

Interest rates on the variable interest loans are 0.5% (1985; 0.5% to 2.5%) above the prime
interest rate charged by Canadian chartered banks. Principal payments are due as follows:

< ) e S O $ 1,760
2] 1 T o e e R — 3,811
L T 3,047
TN comav wre s s 20 = i 5 wtioss el syemiessyesen axosate nanel Sasine 4,176
VD . - e e eionsie shese mmimmgobeda1 e syaneys tatasst alshoe setessunril ) ataiel ahoie 2,383
1992 and subsequent .............. ... 32,391

$ 47568

Included in fixed interest loans are $12,389,000 of mortgages payable which have the right
to participate in the operating income of the related property. During 1986, 1985 and 1984
no amounts were payable with respect to such participation.

In addition $10,788,106 of these mortgages have the right to fifty per cent of any gain on the
disposition of the underlying property.

5. Other loans and mortgages payable

1986 1985

Fixediimerest I0ans: .. e wwvos s aves s s woms s swe 2 $ 994 § 1,027
Hangeiolinterestirales! . ..on s voen s ah & sion 0 5000 & 14.7-15.7% 14.7-15.7%
Weighted average interest rate at December 31 ........ .. 15.3% 15.3%
Variable interest loans . ................ ... ..., $ 1,950 % 650
Weighted average interest rate at December 31 .......... 10.4% 11.0%

Interest rates on the variable interest loans are 0.5% to 1% (1985; 1%) above the prime
interest rate charged by Canadian chartered banks. Principal payments are due as follows:

BT o e o e e Fovets o s POt oL oReAA T oot St 2 $ 1861
TOBB v o crmine v samians s e savars v s WA T FE SEETE 1,083
$ 2944

il
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6. Construction and land financing

1986 1985
Fixed interest loans (1985; including loan of
U.S. $3,978,000) ....ooviniiiii — § 5,788
Range of interestrates ........................0ooiu... — 96-16.5%
Weighted average interest rate at December 31 .......... —_ 10.0%
Variable interest loans (including loan of U.S. $1,854,000;
TOBEG: ) i smorie st 50000 W05 it 4 Kamsm esosmamima sows s s $ 10377 §$ 22,777
Weighted average interest rate at December 31 .......... 10.5% 11.4%

Interest rates on the variable interest loans are 1.2% to 1.5% (1985; 1.2% to 2.5%) above
the prime interest rate charged by Canadian chartered banks. The U.S. loan of $1,854,000

bears interest at 1% above the United States prime interest rate.
Principal payments of these debts are all due in 1987.

. Bank indebtedness

1986 1985
Debt outstanding at December 31 ........................ § 7,008 $ 5060
Maximum debt outstanding at any quarterend ............. 7,631 13,391
Average debt outstanding at quarterends ................. 7,258 10,349
Weighted average interest rate at yearend ................ 11.6% 11.3%
Weighted average interest rate during the year ............. 10.7% 12.1%

At December 31, 1986, the Company had fully utilized its available lines of credit for general

corporate purposes with various banks.

At December 31, 1985, the Company's unused lines of credit for general corporate

purposes with various banks aggregated $816,000.

. Debentures payable

Principal
Maturity Repayment
Date Principal 1987 1988
7% convertible subordinated
sinking fund debentures
SEMES I Lot vwn s 20 L o s June 30, 1988 $ 921 $221 $§ 700
12% Debentures ................ August 31, 1988 5,000 — 5,000

$ 5921 § 221

$ 5700

12



(a) 7%% convertible subordinated sinking fund debentures — Series A.

The debentures are convertible into units consisting of one-third of a voting Class A
share and two-thirds of a Non-voting Class B share on or before June 30, 1988 at
$10.22 per unit.

The debentures are redeemable at par (i) to meet sinking fund requirements, and
(i) at any time if throughout the 180 days prior to the date on which notice of
redemption is given the market price of a unit has not been less than $12.78.

Under ther terms of a trust indenture, the Company may not declare or pay any
dividends or other distributions other than stock dividends on any of its shares as long
as any of the Series A Debentures remain outstanding.

12% Debentures

In September 1985, the Company issued (by way of private placements) 50 units,
each consisting of a $100,000 debenture and 50,000 warrants for $100,000 per unit
giving total proceeds to the Company of $5,000,000. The debentures mature
August 31, 1988 and bear interest at the rate of 12% per annum, interest payable
monthly. Each warrant to purchase one Non-voting Class B share of the Company is
exercisable at the price of $1 per share until February 28, 1987, thereafter at $1.25 per
share until August 31, 1987 and thereafter at $1.50 per share until expiry on August 31,
1988. At December 31, 1986 2,400,000 warrants were outstanding.

Debentures in the amount of $4,100,000 and 1,950,000 warrants were held by
directors (or their relatives) of the Company as at December 31, 1986.

o

In January and February, 1987, all outstanding warrants were exercised.

9. Capital stock
1986 1985

(a) Authorized
100 million First preference shares
100 million Second preference shares
4,918,319 Class A shares — voting, fully participating
100 million Non-voting Class B shares — fully participating
100 Common shares
Issued
4,883,225 Class A shares —
(1985 — 4/8BI230ISNATSS) it savisin caete ihadosos shono ot siese ave 8,007 8,007
10,094,579 Non-voting Class B shares
(1985 — 9777907 Shares) . ces vwss ses sae s o oo i 15,967 15,703

23,974 23,710

13
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(b) Changes during the year
Changes in the Company's outstanding share capital during the year were as follows:

Class A Shares Class B Shares
Shares Amount Shares Amount
Balance, December 31, 1985 . .. 4,883,230 $8,007 9,777,917  $15,703
Issued on exercise of employee
SIOCKFOPHONS s sia s ayes o — — 216,667 164
Issued on exercise of share
purchase warrants........... — — 100,000 100

To settle fractional share
holdings resulting from
conversion of shares......... (5) — (5) —

4,883,225 $8,007 10,094,579  $15,967

O

Stock options

During the year, the Company granted additional options to certain officers and
employees of the Company to purchase 90,000 Class B shares of which 8,333 options
were terminated. At December 31, 1986 outstanding stock options to officers and
employees of the Company were:

Exercise price Number of
Date Granted Expiry date per share Class B Shares
November 13, 1985 November 12, 1990 $1.10 200,000
March 27, 1986 April 30, 1989 $1.36 65,000
265,000

(d) Reserved
The Company has reserved Class A and Class B shares for possible issue as follows:

No. of No. of
Class A Shares  Class B Shares

7%2% convertible subordinated sinking fund

debentures ........... .. ... ... ... ... 34,467 68,933
Employee stock options.................. ... — 265,000
Shares purchase warrants (note 8) .......... — 2,400,000
34,467 2,733,933
10. Deficit

A Certificate of Amendment dated June 30, 1981 decreased the issued capital of the
Company from $27,336,000 to $23,173,000, thereby eliminating the Company’s deficit as
at January 1, 1981 of $4,163,000.

14
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2.

Lease commitments
The Company is the lessee under a number of capital and operating leases:
Capital Operating

Total Leases Leases
Gross rental expense — 1986.................... $ 3644 $ 1672 $ 1,972
—1985. ... i 3,813 1,718 2,095
— 198 v vt T s v 3,755 1,639 2,116

Approximate annual rental expenses for next
D AN i v s i e <o e S S e AR R 1:517 686 831
Aggregate rental expense over term of leases. .. ... 28,231 6,466 21,765

Capital leases are defined as those which transfer substantially all the risks and benefits of
ownership to the lessee.

The Company has not entered into any capital leases subsequent to December 31, 1978. If
the Company had capitalized its capital leases acquired prior to that date, the consolidated
balance sheet would include:

1986 1985
Property under capital leases, net of amortization............... $ 4,133 §$ 5,097
Obligations under capital leases . ............................. 4,133 5,097

Amortization is calculated on the sinking fund method over the term of the leases, employing
the interest rate implicit in the lease (weighted average of 7.7%) and accordingly, net
income would be unchanged.

Contingent Liabilities

A partner in a joint venture offered to purchase the Company's interest in the joint venture
for $1,047,000. The Company accepted the offer, and was prepared to complete the
transaction on the basis that the purchaser would pay the amount offered plus an amount of
$2,614,000 representing advances to the joint venture by the Company. The purchaser
claims that the offered price included these advances. These advances included costs of
construction and servicing amounting to $502,000 which the joint venture has since repaid
to the Company. The various claims arising from these facts are proceeding to the discovery
stage, and the Company believes that it will be successful.

15
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13. Consolidated statement of income
(a) Interest

Interest incurred during the year has been allocated as follows:

Capitalized
Rental properties under construction .........
Projectsiunder:construction: .. .oq cen smm o .
Land under development. ...................

Expensed
Rental:properties: . oo con v s mes s v s i o

Projects under construction .................
Land under development....................
Other. ..o

(b) Rent controls

1986 1985 1984

$ 1824 3% 1184 $ 1,029
101 156 103

17 558 2,275
1,942 1,898 3,407
3,907 4,866 5,007
456 792 1,019
834 2,457 935
1,628 241 341
2,918 3,490 2,295
$ 8,767 $10,254 $10,709

The residential rental operations of the Company and its subsidiaries are subject to the
rent controls of the various jurisdictions in which they operate.

14. Income taxes

The expected tax recovery differs from the actual tax recovery as follows:

Loss before income taxes <. «uw v v ses e & anis o

Computed tax based on statutory rate of 51.5%
(51% in: 19855and 1984 ) s ceios vais smm 2 on
Increase (decrease) in income taxes resulting
from:
Income taxed at capital gains taxrate ........
Losses of Canadian operations not tax
benefited! v vy sim e sem nar e ve ene man v o
Losses of U.S. subsidiary company not tax
benefited ......... A

16

1986 1985 1984
$(1,150) $(3,856) $(7.595)
$ (592) $(1,967) $(3,873)

(412)  (1,678) (513)

— 2,620 —

1,097 734 1,985

(93) (115) 425
$ — $ (406) $(1,976)
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Deferred tax recovery results from timing differences in the recognition of revenue and
expense for tax and financial accounting purposes. The sources of these differences and the
tax effect of each are as follows:

1985 1984

Operating losses for which the recovery of taxes is provided by

the drawdown of deferred tax timing differences .............. $(470) $(2,543)
Excess of capital cost allowance over book depreciation ......... — 340
Net increase in carrying costs of real estate expensed for tax

purposes and capitalized for financial accounting purposes. . . .. — 187
Net differences resulting from method of deferring income for tax

and financial accounting purposSes. ..., — 40

$(470) $(1.976)

The Company has losses available to reduce future taxable income as follows:

Losses

Year of Expiry Canada U.Ss. Total

VOBT e o s oo s el s RS s £3as e $ 7,623 — $ 7623
VBB e s i s srams mvesty Sis iort s sfe g 7 iecer ot — — —
NDBOF csrmvesmon: awere Srumnr e olrowenss oyse) Fo2ist creievamens o) s 8 huss —— — —
1990 Lo e 2,919 — 2,919
D O S s SOOI S - S 3,077 — 3,077
1121 SR I S St R R e R 7,086 $ 159 7,245
DOQOBE s e e e o e s o S T ST S o T 4,243 137 4,380
1994 and subsequent years . ..............c.nnn. — 7,632 7,632

$24948 $7,928 $32,876

The portion of the loss carry forward for tax purposes in Canada which has not been
recognized in the financial statements amounts to $10,178,000. None of the losses carry
forward for tax purposes in the United States have been recognized in the financial
statements.

In addition, at December 31, 1986, the undepreciated capital cost of fixed assets exceeds
the net book value by approximately $4,443,000.

Joint venture operations

The consolidated financial statements include the Company's proportionate interest in its
joint ventures.

1986 1985 1984

ASSBS . $ 8228 $ 9901 $30,153
Liabilities . . oo oo $ 4011 $ 5182 $29,608
Equity andadvances .............coiiiiiiiin... 4,217 4,719 545
$ 8,228 $ 9,901 $30,153

RevenUES . ... ... $10,820 335810 $11,297
EXPONSES: s sxuea rircauss wasis bass o mmsics s 4 shie erate o vyl woms (6xs 9,476 30,237 12,432
Income (loss) before income taxes ................ $ 1,344 § 5573 §$(1,135)
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16.

The Company includes in its balance sheet the proportionate shares of the assets and
liabilities of its unincorporated joint ventures. The Company is contingently liable for the
other participants’ portion of the liabilities of these joint ventures. This contingent liability is
approximately $2,000,000 as at December 31, 1986. Against this contingent liability, the
Company has recourse to all of the assets of each joint venture as well as the assets of the
participants to the extent it is required to pay liabilities in excess of its proportionate share.

Related party transactions

(a) Share purchase and other arrangements with the Rubins

Alex and Harry Rubin or members of their related families or companies controlled by
them (the “Rubins'') are substantial shareholders of the Company and were directors
of the Company to June 28, 1985. On December 4, 1986 the Company entered into an
agreement with the Rubins to repurchase certain of the Company's Class A shares and
to complete certain other arrangements with them. As a result, the Rubins will not be in
a position to influence the outcome of any meeting of the shareholders of the
Corporation and the Company will have no business interests with the Rubins. The
agreement is subject to approval by the shareholders at a meeting to be held on
April 13, 1987. The agreement provides that:

(i) The Company will purchase from the Rubins 1,471,701 Class A shares at a price of
$3.50 per Class A share for a total consideration of $5,151,000. The purchase will
reduce the Class A shares of the Corporation outstanding and the related
shareholders’ equity.

(i) The Company will assign to the Rubins for $1 a judgement of $297,180 (U.S.) plus
interest from the date of judgement which it obtained against the Rubins related to
required equity contributions in a Vero Beach, Florida condominium project.

(iit) The Company will assign to the Rubins for $250,000 its claims against the Rubins
in the amount of $449,000 at February 28, 1987 related to a proposed
condominium project which did not proceed.

(iv) The Rubins will release all rights which they may have to claim any sums in respect
of a joint venture in the Township of Vaughan, Ontario in which the Company has a
substantial interest.

(v) In 1981, the Company entered into a joint venture with the Rubins and another
party pertaining to a development in the vicinity of Naples, Florida. The Company's
obligation is limited to guaranteering the joint venture's bank financing to a
maximum of $1,000,000 (U.S.) for which it was to receive $3,000,000 (U.S.) from
the cash flow of the joint venture as defined.

While certain amounts are receivable by the Company pursuant to this agreement
no funds have been received by the Company. Pursuant to the December 4, 1986
agreement the Company will terminate its interest in this joint venture for
$1,200,000 (U.S.) and the return of its guarantee. The Company has recognized

18
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$1,665,000 in income for the year ended December 31, 1986 representing the
Canadian dollar equivalent at the date of accrual since pursuant to the original joint
venture agreement it was entitled to receive at least this amount.

(vi) The Company will purchase the Rubins’ 50% interest in a hotel in Halifax, Nova
Scotia. The Company presently owns the other 50%. The purchase price is $1, and
in addition, advances of $500,000 owing to the Rubins and another company
owned substantially by the Rubins which operates the hotel will be repaid. This
transaction has not been reflected in the Company’s financial statements at
December 31, 1986.

The Rubins' interest in the hotel at December 31, 1986 is:

N G G S s e et toiome ) i whiial ) st smonl o minns S AN SN B e e ety o nat $2,443
L D RIS s e v i et o ahoie sisie o snce siaiois) siaie azeiie o ot psn SLass S sl s Siads 2,762
EGUity and SUVANGEE: « wui s v i over wimmesmin siess s swss wonsern, mpas nies $ (319)
REVENUE oottt ettt et e e ettt et e $2,737
EXIIENEEE! & c.cn sas 75 7 505 500 ek siats wostmi o7 minsa Siwcs 40sss 13 R e 3,161
LEOISS, et e rone trs g e oot e e ol 2 e e s S (e i et e e b $ 424

Management fees charged to the joint venture by the other company owned
substantially by the Rubins were $81,660, $98,957 and $79,969 in 1986, 1985
and 1984 respectively. As part of the purchase the management contract will be
terminated.

(b) Other

During 1985, the Company sold its two-thirds interest in a joint venture to each of two
parties on the same terms and conditions as to each. The Company's 1985 financial
statements include sales of $18,360,000 and gross profit of $3,67 1,000 with respect to
this transaction. One of the purchasers, unrelated to the Company, was the existing
participant in the joint venture while the other purchaser was a company controlled by a
director of Revenue. The sales price received was in excess of the current appraised
value as well as the only offer received.

As consideration for this sale the Company received from each of the purchasers
$750,000 in cash plus a promissory note in the amount of $750,000, bearing interest at
8% per annum due December 1, 1989. The promissory notes are included in the
balance sheet as at December 31, 1985 at the discounted amount of $703,000 each.

During 1986 the Company sold the note receivable from the unrelated party to that
party resulting in a loss of $23,000. The note receivable from the company controlled by
a director was sold to parties related to him on the same terms resulting in a similar loss.

Also during 1986, the Company sold a mortgage receivable with a principal amount of
$1,000,000 which mortgage was non-interest bearing until March 10, 1988, thereafter
bearing interest at the rate of 8% per annum until September 10, 1989 and thereafter
bearing interest at the rate of 10% per annum until maturity on September 10, 1990. In
the event of sale of the property securing the mortgage, the principal and accrued
interest are payable immediately. The mortgage was sold for $735,000 to parties
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related to a director of the Company. The mortgage was carried at $795,000 resulting in

a loss of $60,000.

17. United States Accounting Principles

The Company follows Canadian accounting principles which are different in some respects
from those applicable in the United States and from practices prescribed by the United
States Securities and Exchange Commission. The only material differences between the
Canadian generally accepted accounting principles utilized in the preparation of these
financial statements and the applicable U.S. generally accepted accounting principles are
the following:

(i) The Company follows the sinking fund method of depreciation on its rental properties.
This method will write off the cost of the building over 50 years in annual amounts

increasing at the rate of 5% compounded annually.

Under United States accounting principles, the Company would have adopted the
straight-line method of depreciation. This method would write off the cost of the building

in equal annual amounts over 40 years.

A number of leases which meet the criteria of capital leases are accounted for as
operating leases and the effect of which are disclosed in note 11. Under United States

accounting principles, these leases would have been capitalized.

These differences would have affected net income and earnings per share as follows:

1986 1985 1984

Loss based on Canadian accounting principles ..  $(1,150) $(3,450) $(5,619)
Net changes due to depreciation method

Depreciation expense...............cc.voun.. (492) (782) (755)

Rental properties — cost of sales............ 493 3,671 250

Deferred income taxes. ..................... e (1,473) 258
Net changes due to capitalization of capital

leases

Interast eXpense : i v s e s v s ais nes v (279) (428) (495)

Amortization expense....................... (605) (605) (605)

Property operating expenses ................ 1,242 1,318 1,318

Deferred income taxes...................... (183) (145) (111)
Loss based on United States accounting

PANCIDIBSE! < i < wrareni s st me sa S286 5 3% Soaa $ (974) $(1,894) $(5,759)
Loss per share

Canadian accounting principles .............. (7.8¢) (23.9¢) (39.7¢)

United States accounting principles .......... (6.6¢) (13.1¢) (40.7¢)
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The cumulative effect of the application of the above noted United States accounting

principles on deficit would be as follows:

Deficit at beginning of year as reported .........
Effect of changes
Depreciation method . ......................
Capitalization of capital leases ...............

Deficit at beginning of year based on
United States accounting principles ..........
Loss based on United States accounting
DTG D) E ot foke kot b = b ag s oo ok = o eV e Ve

Deficit at end of year based on United States
accounting prinCIPles «o= e s avn vns v s croiia v

Deficit as reported under Canadian accounting
DUNCIDIESE ot s et ot s o) el s 8 s 358 5 SR

Cumulative effect of changes net of income taxes
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1986

1985 1984

$(9,458)

(3,468)
(1,075)

$(6,008) $ (389)

(4,884) (4,637)
(1,215) (1,322)

(14,001)

(974)

(12,107)  (6,348)

(1,894)  (5,759)

(14,975)

(10,608)

(14,001) (12,107)

(9,458)  (6,008)

$(4,367)

$(4,543) $(6,099)




FIVE YEAR
SUMMARY OF
OPERATIONS

Years ended December 31

k

Rental operations
BEevVanue: .. s s 5w 56 5umii shue
Property operating expenses . . .
Interesti: .- ss senm ams e vae s

Sales of rental properties and
interest in management contract
Costofsales.................

Sales of construction, land under
development and surplus land. .
Costiofisales!. .. oo van saee

Otherincome ..................

Gross profit from operations. .. ...
Interest expense less amounts
capitalized ...................
Administration and general
EXPENSES | =ikiess e st s st
Provision for loss on real estate
and carrying costs expensed. . .

Share of income (loss) from hotel
operations ...................

Income (loss) before income
taxes and depreciation ........
Depreciationt Suwe wmeme et ame ws

Income (loss) from continuing
operations before income taxes
Income taxes
Current. ...,
Deferted « vo s s onrmars o s

Loss from continuing operations . .
Loss from discontinued operations
(net of income tax recovery of
$267,000 in 1983; $113,000 in

1982) e ieman o e i et e

Loss:forithe vear uw woo: vmvsn v s

Interest capitalized..............
Loss per Share:
Loss from continuing operations
Loss:for the: year ; wuw .o siwm v
Weighted average number of
shares (in thousands) ........

1986 1985 1984 1983 1982
(in thousands of dollars, except per share amounts)
$14,757 $18,117 $17552 $19,149 $18,678
8,387 11,069 10,985 12,806 12,963
3,907 4 866 5,007 5,023 4,561
2,463 2,182 1,560 1,320 1,154
8,465 35,425 3,816 5,852 2,213
7,124 30,748 Nal 1,233 925
1,341 4,677 2,105 4,619 1,288
30,595 23,959 15,295 16,624 13,776
29,901 25,930 17,441 17,219 12,996
694  (1,971) (2,146) (595) 780
1,914 637 1,043 1,095 1,890
6,412 5,625 2,562 6,439 5:112
2,918 3,490 2,295 1,567 2,116
1,406 1,800 3,397 2,994 3,234
1,442 2,738 3,621 736 1,609
646  (2,503) (6,751) 1,142 (1,847)
(424) (132) (92) (109) 19
222  (2,635) (6843) 1,033  (1,828)
1,372 1,221 752 886 744
(1,150)  (3,856)  (7,595) 147 (2,572)
— 64 = — =
— (470)  (1,976) 693  (1,656)
(1,150)  (3,450) (5,619) (546) (916)
—_ — — (764) (159)
$(1,150) $(3,450) $(5.619) $(1,310) $(1,075)
$ 1942 $ 1898 $ 3407 $ 3939 $ 5924
(7.8¢) (23.9¢) (39.7¢) (3.9¢) (6.5¢)
(7.8¢) (239¢) (39.7¢) (9.2¢) (7.6¢)
14,809 14,412 14,166 14,166 14,166
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SUPPLEMENTARY
INFORMATION

Capital Resources

The Company establishes separate lines of credit with various banks for real estate construction
and development purposes on a project financing basis. The proceeds from these lines have
constituted the major sources of the Company's capital during the past three fiscal years. These
lines of credit are subject to fluctuations in interest rates to a greater extent than long-term
debts.

Effects of Changing Prices

The CICA issued a recommendation in December, 1982 calling for inflation-adjusted
supplementary reporting. The Company has not provided this information as it has serious
reservations as to whether this supplementary information is appropriate in measuring the impact
of inflation under the circumstances of the Company's operations. Land is unique in its value and
is not a commodity. Information presented may be misleading to the reader, will be of limited
value and will not be comparable with that of other companies, including those companies
operating within the industry segments in which the Company operates.

Impact of Inflation

The Company's rental operation is somewhat protected from inflation because virtually all
commercial and industrial leases require the tenant to pay for increases in maintenance costs,
utilities and realty taxes. The impact of inflation in the residential operations and land
development and servicing operations is not significant when compared to the effects of interest
rate, and governmental controls. The long-term appreciation in rental properties is expected to
offset the impact of inflation.

Selected Financial Data
1986 1985 1984 1983 1982

(in thousands of dollars, except per share amounts)

Gross TEVENUE . » se v 5 s it & sl £ $55,731 §$78,138 $37,706 $42,720 $36,557
Loss from continuing operations. ....... (1,150) (3,450) (5,619) (546) (916)
Loss from continuing operations

Pershare. ........ccovviininnnunnn... (7.8¢) (23.9¢) (39.7¢) (3.9¢) (6.5¢)
Totalassets ...t 103,562 94,416 118,878 121,702 127,448
Interest bearing debt ................. 73,814 70550 90,659 88,268 89,201
Capital lease obligation ............... 4,133 5,097 5,987 6,810 13,776
Cash dividends per common share .. ... none none none none none
Cash generated from (utilized in)

continuing operations ............... 1,597 (463) (3,630) 793 (410)
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Quarterly Financial Data (unaudited)

Quarter
First Second Third Fourth Year

(in thousands of dollars, except per share amounts)

1986

GrosSs TeVENUR .« v s Ve s 65 wals S - $ 5413 $13399 $11,440 $25479 $55,731

Grossprofit.......................... 967 1,386 2,606 1,453 6,412

Net income (loss).................... (836) (156) (278) 120 (1,150)
Income (loss) pershare .............. (5.7¢) (1.0¢) (1.9¢) 0.8¢ (7.8¢)
1985

GIOSS TEVENUE v stz s S i St 15 $ 7,711 $12,323 $25,005 $33,099 $78,138

Gross profit (loss) ................... 182 1,575 (668) 4,436 5,525

Net income (loss).................... (1516) (1,258) (3,563) 2,887 (3,450)
Income (loss) pershare .............. (10.7¢) (8.9¢) (23.6¢) 19.3¢ (23.9¢)

Market for the Registrant’s Stock and Related Security Holder Matters

Approximate number of holders of record of each class of equity securities of the Company as at
January 31, 1987:

Number of
Title of Class Record Holders
Class A Shares (4,883,225) ..o, 5,046
Class B Shares (12,202,879) .. ..ot 6,144
7%% Convertible Subordinated Sinking Fund
Debentures; Series A . s wems qat ari Sams 55 525 5 0mA Kl o s ssae e s 43
12 e DN T ES sns o o e 5 5 2 St Lshh emie) sms s rnts oatel ais . s ctiacs o o 13

The following is a summary of prices per share by quarters on The Toronto Stock Exchange, the
principal market for these shares:

Class A 1986 1985

4th 3rd 2nd 1st 4th 3rd 2nd 1st
High ... ................ $3.65 $3.30 $3.25 $2.85 $2.30 $245 $2.20 $1.40
Low ... 295 290 230 1.80 1.95 1:75 1.21 1.01
Class B 1986 1985

4th 3rd 2nd 1st 4th 3rd 2nd 1st
TGz s spssn e v s $3.15 $2.95 $2.55 $1.72 $150 $1.45 $1.15 $0.74
LW e e s = i e e 245 212 160 1.30 1.01 082 057 0.41
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Historic Canadian Dollar to United States Exchange Rates

Since June 1, 1970, the government of Canada has permitted a floating exchange rate to
determine the value of the Canadian dollar against the United States dollar. The high and low
spot rates, average rates and period end rates for the Canadian dollar equivalent of the United
States dollar for the five years ended December 31, 1986 and the period January 1, 1987 to
January 31, 1987 as reported by the Federal Reserve Bank of New York were as follows:

Jan.1 to
Jan. 31/87 1986 1985 1984 1983 1982
High': & aus s $0.7464 $0.7331 $0.7574 $0.8054 $0.8201 $0.8396
LoWe s oy 0.7256 0.6954 0.7138 0.7492 0.7993 0.7691
Average ...... 0.7351 0.7197 0.7322 0.7710 0.8108 0.8088
Period end .. .. 0.7464 0.7244 0.7151 0.7566 0.8035 0.8132
PROJECTS UNDER
CONSTRUCTION
Percentage
Company Profit
Location Proposed Use Participation
Vero Beach, Florida Condominiums 34 units 100
Ajax, Ontario Commercial 11,600 square feet 100
LAND UNDER
DEVELOPMENT
Percentage
Approximate Company Profit
Location Proposed Use Number of Acres Participation
Ontario
Ajax Municipal 5 100
Guelph Multiple 834 75
Port Dover Commercial &
Residential 93 33
Simcoe Residential 3 33
Vaughan Residential 7 44
Quebec
Boucherville Industrial 14 100
956
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RENTAL
PROPERTIES
OWNED

as at December 31, 1986

Industrial buildings
Toronto, Ontario . ..
La Salle, Quebec ..
Dorval, Quebec. ...

Commercial and Residential Buildings

Toronto, Ontario ...
Toronto, Ontario . ..
Toronto, Ontario . ..
Dorval, Quebec.. ...
Pte. Claire, Quebec
Pte. Claire, Quebec
Saint John, N.B. ...

Hotel
Halifax, NS5 covis s

TOTAL

RENTAL
PROPERTIES
SOLD AND
LEASED BACK

Industrial Buildings
Toronto, Ontario . ..
Toronto, Ontario . ..

Commercial and Residential Buildings

Saint John, N.B. ...
Halifaxg N:S.on varn -
Toronto, Ontario . ..
Toronto, Ontario . ..
Toronto, Ontario ...

TOTAL

*

$2,500,000.

Rentable

Area No. Of Land

Year Number of (Approx. Residential Lease
Completed Buildings Sq. Ft.) Units Terminates
1957 1 47,100 OWNED
1964 1 9,300 OWNED

1967 /1974 13 575,200 2019/20*
1963/1986 1 93,000 156 2060
1976 1 9,300 2019
1970/1978 2 13,600 2020/27
1969/1973 3 69,900 2019/20*
1985/1986 3 76,600 OWNED
1980 1 67,500 OWNED
1971 1 202,000 OWNED
1930 ] 5,000 314 OWNED
28 1,168,500 470

Lease
Terminates
1969 1 49,200 1999
1967 2 74,000 1987
1971 1 202,000 1992
1961 1 — 240 1987
1977/78 2 — 728 2024
1965/66 2 - 352 1989/97
1965 s — 102 2064

10 325200 1,422

Company's Interest

Residential
% Sq. Ft. Units
100 47,100
100 9,300
100 575,200
100 93,000 156
75 7,000
100 13,600
100 69,900
100 76,600
100 67,500
50 101,000
50** 2,500 157
1,062,700 313
100 49,200
50 37,000
50 101,000
100 — 240
50 — 364
100 — 352
100 — 102
187,200 1,058
1,249,900 1,371

In March 1987 the company agreed with the lessor, the Government of Canada, to purchase the leased land for

** The Company has agreed, subject to shareholder approval, to purchase the remaining 50% interest in the hotel

operation for $1.
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