MD&A

FOR THE 1st QUARTER
for the 1st quarter | ending December 31, 2010

AS AT FEBRUARY 25, 2011
The following Management’s Discussion and Analysis (“MD&A”) is intended to provide readers with an
explanation of the performance of Imperial Equities Inc. and its subsidiaries. This MD&A should be read in
conjunction with the audited consolidated financial statements and MD&A for the fiscal year ended September
30, 2010. Imperial Equities Inc. trades on the TSX Venture Exchange under the symbol “IEI’. Additional
information on the Company may be obtained by visiting www.sedar.com.

RESPONSIBILITY OF MANAGEMENT
AND THE BOARD OF DIRECTORS
Management is responsible for the information disclosed in the MD&A and is also responsible to ensure
that appropriate procedures and controls exist internally that will provide reasonable assurance regarding
the reliability of the Company’s financial reporting and its compliance with Canadian GAAP. In addition,
the Company’s Audit Committee and Board of Directors provide an oversight role with respect to all public
financial disclosures by the Company and have reviewed and approved this MD&A and the accompanying
interim consolidated financial statements.

FORWARD-LOOKING INFORMATION
In our report to shareholders, Management may talk about our current economy and express opinions on
future interest rates and capitalization rates that we might experience or speculate on future market conditions.
This forward-looking information is based on management’s current assessment of market conditions based
on their expertise as well as the opinions of other professionals in this industry. While Management considers
these statements to be reasonably optimistic and favorable, the opinions and estimates of future trends are
subject to risk and uncertainties. Readers are encouraged to read the risk factors identified in Note 24 of our
2010 annual report. Any forward-looking statements in our report should not be relied upon as facts, as actual
results may differ from estimates.

NON-GAAP MEASURES
Throughout the MD&A, management will use measures that have no standardized meaning under GAAP, and
therefore may not be comparable to other companies that use the same measures. These measures include
EBITDA (earnings before interest, taxes, depreciation and amortization) gross margins, funds from operations
and funds from operations per share.
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1st QUARTER REPORT
TO THE

SHAREHOLDERS

December 31, 2010

The economic strength in Alberta is owed largely to the booming energy sector. There is an increasing worldwide
interest in developing the oil sands and the recent flood of capital spending on megaprojects is welcome news.
There is an excitement in the industry that has not been felt since 2007 and many economists predict that Alberta
along with Saskatchewan will lead the Nation in economic growth. Since 2007 Imperial Equities has carefully
and discriminately selected each acquisition, a cautious approach in relatively uncertain times, a practice
exercised by most. For the past several years lenders were reluctant to place funds in an uncertain economy and
now appear to be flush with cash. With a renewed sense of confidence, competition within the banking industry
became fierce and has created an environment that could very well have the effect of lower capitalization rates
resulting in an increase in property values. We have now entered an era that affords companies such as Imperial
Equities an incredible opportunity to finance its current real estate assets, as well as any new acquisitions, at
interest rates that we have never before experienced. Within this Q1, IEI completed the financing on three of
its existing revenue producing properties. The cost of borrowing is the lowest in our entire portfolio and going
forward, as we renew those mortgages that are maturing, we should see even lower costs yet.
Given this new borrowing environment it makes even more sense for IEI to aggressively pursue the purchase
of revenue producing properties. During this Quarter we finalized negotiations for the acquisition of the
RuhrPumpen Building located in South Edmonton. Situated on 2.65 acres along 99 Street the building is home
to RuhrPumpen Inc, a multinational company that operates in more than 20 countries around the world.
The closing of the transaction will take place in Q2. Other potential investments include several build to suit
opportunities that management is pursuing and expect to announce over the balance of this fiscal year. Lower
construction costs coupled with low borrowing costs have certainly created a perfect environment.
During the last fiscal year IEI experienced growth revenues that were unprecedented in our company’s history.
This Q1 is certainly no exception and has once again proved that the execution of a plan to build a company
based on integrity, hard work and exceptional service will always succeed. Our pharmaceutical segment
has generated revenues of just under $10 million for the three months ended December 31, 2010. Although
Imperial Distributors currently represents more than 120 manufacturers and handles more than 9000 different
pharmaceutical products, we are still missing 3 major manufacturers that could potentially double our sales.
Management is focused on establishing a dialogue and developing a working relationship that would result in a
trade account with all 3 of these manufacturers. The enthusiasm and determination within management and staff
in both segments of our Company will continue to drive the revenues up quarter after quarter.
Again, we are optimistic about the continued growth of Imperial Equities and as always, we would like to thank
our shareholders for their ongoing support and do invite you to contact any of the directors with comments,
concerns or investment opportunities.
Sincerely,

Sine Chadi
Chief Executive Officer and Chairman of the Board
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1st quarter

The following Management’s Discussion and Analysis (“MD&A”) is intended to provide readers with an
explanation of the performance of Imperial Equities Inc. and its subsidiaries. This MD&A should be read in
conjunction with the audited consolidated financial statements and MD&A for the fiscal year ended September
30, 2010. Imperial Equities Inc. trades on the TSX Venture Exchange under the symbol “IEI’. Additional
information on the Company may be obtained by visiting www.sedar.com.
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• Revenue from sales is up $3,121,816 (39%) over the first quarter last year.
• Average monthly sales of pharmaceuticals were $3,311,554 in this quarter compared
to $2,253,066 in the prior year, an increase of 47%
• Current liabilities were reduced by $4,024,38 or 21% since September 30, 2010
through mortgage refinancing and repayment of other financing.
• Property under development in Fort McMurray nears the completion stage and will
be ready for occupancy in the next quarter.
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REAL ESTATE SEGMENT
Revenues from real estate operations are lower in this Q1 resulting from an early termination of a lease. All
cumulative prior year adjustments made to straight line the rental income were reversed. This entry resulted
in reducing the rental revenues by $56,552 with a corresponding credit to future rent receivable. A new lease
agreement was signed with a different operator to continue the same type of business at that location. Also
affecting revenues this quarter is the loss of one tenant from the Capital Business Park. This tenant paid rental
income of $5,886 per month but terminated their lease at the beginning of the fiscal year due to financial
difficulties.
Operating cost recoveries remain at relatively the same rates this year as last year.
Year to date Property operations expenses are higher than last year due to an increase in repairs and
maintenance of $12,833. Expenses include the removal of graffiti and some roof repairs. Property
management fees which are based on gross revenues are higher this quarter due to the addition of a new
tenant in the Western Grocers building that started to pay rent in October, 2010. Also affecting property
operations expenses is an increase in snow removal costs and utility costs due to the colder weather. Interest
on mortgages, debentures and other financing is lower in this quarter compared to December 31, 2009
by $36,760. A portion of the interest expensed each month that is directly related to interim financing for
the build to suit project in Fort McMurray is capitalized to the project until it is completed and ready for
occupancy in the next quarter.
Amortization on revenue producing properties reflects a small decrease over the prior year as the asset base
has not changed significantly. Any amortization to be allocated to the build to suit project will not take place
until the tenant takes occupancy which is expected in the next quarter.
Selling and administrative expenses incurred in the real estate segment were higher this year by $27,496 and
are shown in the segmented information in Note 10 of the Consolidated Financial Statements. During this
quarter the company expensed a total of $43,125 in finance fees. These fees include environmental fees and
bank fees for the restructuring of two mortgages on three properties that were up for renewal in November.
The increase in consolidated selling and administrative expenses on the statement of earnings can be mostly
attributed to the pharmaceutical segment.
Cash flows from real estate operations before changes in non-cash operating balances, generated $390,021
after corporate expenses or $.04 cents per share for the first quarter ending December 31, 2010. This
compares with $496,990 for December 31, 2009. General corporate expenditures increased $40,368 this
year over last due to increased salaries and director’s fees totaling $33,000 and an increase in business
promotional expenditures.
Cash flows from financing in the real estate segment were positive with total net cash inflows. During the
quarter $8,550,000 was received from the proceeds of three new mortgages.. At September 30, 2010 there
were two mortgages maturing November 1, 2010 that were secured by three revenue producing properties.
The principal balances outstanding at maturity were $3,143,638. Upon maturity, the mortgages were
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restructured creating three new mortgages, one for each property. The principal balances were repaid allowing
for net proceeds of $5,406,362. Of the net proceeds received, other financing that was due to one of the
Company’s major lenders was repaid with interest at an annual rate of prime plus 2.25%. The total amount of
the loan repaid in full was $4,500,000. Furthermore the Company used $1,893,386 of the available line of
credit to make construction payments on the build to suit property in Fort McMurray. The line of credit will be
reduced when the Company receives the conventional mortgage financing upon the tenant taking occupancy
of the building.
Cash flows from investing in the real estate segment were negative by $2,599,678 which relates entirely to
construction payments for the Fort McMurray project.
Receivables from tenants have decreased by $66,950 from our fiscal year end of September 30, 2010 when
common area reconciliations are billed to the tenants. Overall the receivables showed a slight increase as the
Company had to pay one of its major lenders a mortgage commitment fee of $84,000 for the property in Fort
McMurray. This fee is refundable when the mortgage is funded in the next quarter. Also included in receivables
is $59,910 which relates to the insurance claim receivable relating to the damage sustained to one of the
Company’s buildings.
Prepaid expenses and deposits have decreased since September 30 with the full amortization of 2010 property
taxes. The remaining balance represents prepaid property insurance premiums as well as security deposits
on the Fort McMurray property in the amount of $158,937. These security deposits are refundable by the
municipality subject to the Company completing specific landscaping, fencing and engineering requirements
on the build to suit property.
Payables and accruals have decreased by $732,148 from the fiscal year end. Outstanding at September
30, 2010 were two large expenditures; a construction payment due in the amount of $627,856 for the Fort
McMurray project and payment due for a new roof on one of the properties at an amount of $151,594. Both
were paid in the first quarter. Included in accrued payables at December 31, 2010 is a construction
holdback of $326,900 representing 10% of the work completed to date.
The current portion of mortgages payable decreased by $1.5 million since September 30, 2010; two
mortgages were shown as current liabilities because their maturity date was November 1, 2010. The mortgages
are described in Note 6 of the Consolidated Financial Statements. There is one mortgage that matures in the
next twelve months with a principal balance at December 31, 2010 of $1,293,037. The Company intends to
renew the mortgage as it comes due.
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PHARMACEUTICAL SEGMENT
Imperial Distributors Canada Inc. (“IDCI”)
Revenues from the pharmaceutical business continue to grow each quarter and are up 47% over December
2009. With an aggressive sales strategy the customer base continues to expand and increase our market share.
Existing customers are increasing their volume purchases month after month as they enjoy our prompt delivery
service unmatched by competitors.
Gross margins are 4.2% this quarter which compares with 5.5% for the same quarter last year. The Company’s
aggressive rebate structure to customers has increased sales dramatically while reducing the gross margins.
Rebates that are offered to customers are competitive with the competition and leave little room for increases
in the gross margins. The Company’s competition in the industry continues to be significant however more
and more customers are willing to do business with IDCI. There remains tremendous opportunity for further
growth and the Company continues to set high targets for the sales team.
Gross margins are defined as sales net of returns, discounts and rebates, less cost of goods sold which
includes the discounts from vendors.

Sales of
Pharmaceuticals
2010
2009
2008
2007

$9,934,663
$6,759,592
$3,146,282
$2,476,769

%
Increase
47%
115%
27%

Average
Monthly
Sales
$3,311,554
$2,253,197
$1,048,761
$825,590

Interest expense is higher this quarter compared to last year due to the increased use of the line of credit. The
line of credit is used to increase the inventory levels and bridge the gap between receivables and payables. The
rate of interest is unchanged from the prior year.
Amortization of capital assets has increased this quarter compared to last year due to the capitalization of
new computer hardware during the past year which is amortized at a rate of 55% per annum. There were no
additions to capital assets this quarter.
Selling and administrative costs are up $21,659 compared to December 2009. This category of expenditures
represents IDCI’s overhead which is largely derived from wages. As sales increase to absorb overhead costs,
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IDCI was able to reduce the percentage of overhead cost to sales to 2.8% this quarter, compared to
3.8% of sales at December 2009. With the increased revenue stream the Company is managing to utilize
employees more effectively. One of the Company’s core strategies is to hire and rovide proper training to
new staff and to manage anticipated future growth in sales. Inventory has increased by $558,831 from the
year end of September 2010 to handle the increased volume of sales.
Receivables are up slightly from September 30, 2010, an increase of $10,736. Sales for the month of
December, 2010 were $3,533,330 which represents 70% of the receivables balance. This compares with
September 30, 2010 where sales for the month were over $3.5 million or 71% of the receivable balance.
The Company believes all of the receivables are collectable within their agreed terms.
Accounts payable have decreased since the yearend by $633,050. Although inventory levels have
increased, the decrease is merely a timing issue with a month end cutoff. Cash flows from operations
before changes in non-cash operating balances, were positive at $111,793 for the quarter ending
December 2010 however increases in inventory and payments of trade payables caused a corresponding
increase in the use
of the line of credit of $1,574,251.
Cash flows from financing in the pharmaceutical segment increased by $2,380,637 which is the increased
use of the line of credit. The Company successfully increased the line of credit for IDCI from $1,500,000
to $4,000,000 with the current lender. The heavy increase in sales in the first two quarters has required a
ramp up of inventory very quickly. The balance on the line of credit at June 30, 2010 was $2,781,063.
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Summary of Consolidated Quarterly Results
2011
Q1

2010
Q4

2010
Q3

2010
Q2

2010
Q1

2009
Q4

REVENUE

EPS-BASIC
EPS-DILUTED

2009
Q3

2009
Q2

4,440,749 3,977,798
106,896

138,155

0.01

0.01

0.01

0.01

QUARTERLY CHANGES IN THE REVENUE
Revenue from real estate operations remains relatively constant with less than 2% vacancy in 2010 and less
than .5% vacancy in all of 2009. Revenues from contracted lease rates are straight-lined over the term of
their respective leases. During the recent quarter, one tenant was unable to fulfill their lease obligations and
terminated their lease early. As a result all revenue that was previously recorded on a straight line basis
was reversed. This created a negative entry to the revenues in the amount of $56,552 with a corresponding
credit to future rent receivable. A new Lease Agreement for the space was signed with a new operator and IEI
remains 100% occupied.
The large increases each quarter on the consolidated statements are due to increases in
pharmaceutical sales.

QUARTERLY CHANGES IN NET EARNINGS OR
-LOSS AND EARNINGS OR -LOSS PER SHARE
Net earnings in the recent quarter had no unusual expenditures in either segment of the Company.
In 2010 Q4 the Company recorded stock options expense of $540,190 and auditing fees which affect
operational expenses each fiscal year end.
In the real estate segment, charitable donations during the second quarter of 2010 were $30,000 and property
operations expenses were up $50,000 for repairs and maintenance and higher utility bills for the winter
months.
Earnings in the 2010 quarters were higher than the 2009 quarters as the pharmaceutical segment began
generating positive earnings for the first time since the Company acquired this business segment.
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RELATED
PARTY

TRANSACTIONS

The lower earnings reported in Q4 2009 were the result of increases in repairs and maintenance items
expensed. A broken water main at one of our real estate properties cost the Company $70,644 in damages.
The real estate segment’s 2009 3rd and 4th quarter included the costs associated with exterior painting of two
of our larger buildings. Total painting expenses were $49,300 as well as a refurbished parking lot that cost the
Company $22,000.
2009 Q3 shows a decrease in earnings attributed to the real estate segment where the Company experienced
an adjustment to the property taxes expensed at June 30 for the first six months of 2009. Some of the
properties experienced tax increases of 28% to as high as 147% for the Powell building. Property taxes for all
properties increased by $190,589 over 2008 as valued by the City of Edmonton, City of Fort Saskatchewan
and Strathcona County assessments.
The fluctuations in earnings per share figures are directly related to the operational activities described herein.
There have been no significant changes to the outstanding shares that would affect the EPS.

The Company is authorized to issue an unlimited number of common shares. Total issued and outstanding
shares at December 31, 2010 are 9,392,942. The Company has a normal course issuer bid that expires August
23, 2011. Under the bid the Company may purchase up to 465,017 common shares representing 5% of the
outstanding shares. During the quarter there were no share repurchases. There are currently 700,000 options
issued and outstanding under the Company’s stock option plan. The options were granted to the directors and
named executive officers of the Company. Each option has an exercise price of $2.75 in exchange for one
common share of the Company. The options expire August 16, 2015.

RELATED PARTY TRANSACTIONS
Paid to companies owned or controlled by a director, majority shareholder and officer
Property management and operations expenditures in the amount of $72,868 (2009 $66,541) were paid to
Sable Realty & Management Ltd., (“Sable”) a company owned 100% by Sine Chadi, a director and officer of
the Company, and North American Mortgage & Leasing Corp. (“NAML”) a company owned 100% by Sine
Chadi. Of the fees paid to Sable, $62,295 are pursuant to a contract with Imperial Equities Inc. to bill for the
management and maintenance of its properties for a percentage of rents collected. Fees charged by Sable
are lower than competitors’ fees for the same service which affords a competitive financial advantage to
the Company. These costs include building and ground maintenance charges as well as the costs associated
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RELATED
PARTY

TRANSACTIONS
with billing and collection of rents. Also included are labour and equipment costs performed for tenant
improvements and tenant’s normal repairs and maintenance. Imperial Equities recovers these fees from the
tenants under their common area costs. Amounts included in Operations also include the cost of leased
vehicles to the pharmaceutical company in the amount of $6,840 (2009 $5,790). Vehicle lease costs were
paid to NAML.
Marketing and consulting fees were paid to Sable in the amount of $23,100 (2009 $23,100). These fees are
billed to the Company at 10% above base salary cost for actual work performed. This 10% fee paid to Sable
covers additional expenses Sable incurs for costs associated with employee benefits, car allowance, etc.
The above transactions took place at amounts which in management’s opinion approximate normal
commercial rates and terms and occurred in the normal course of operations. The transactions have been
recorded at the exchange amount.

Other financing from companies which are owned by members of the immediate families of
two of the directors and significant shareholders.
Other financing in the amount of $4,250,000 at December 31, 2010 is owed to two private lenders. Of this
balance owing, $4,000,000 is secured with a collateral mortgage placed on the property under development
in Fort McMurray, Alberta. The set terms of repayment are on or before May 1, 2011. This loan bears interest
at a rate of 8% per annum paid monthly. The remaining balance in other financing of $250,000 is unsecured
with no set terms of repayment and bears interest at a rate of 8% per annum. Total interest for the quarter
ending December 31, 2010 was $80,000 (2009 $30,000) and total interest accrued and unpaid was $5,041
(2009 NIL).

PAID TO DIRECTORS
Mr. Kevin Lynch, a director of the Company, is a partner in the law firm of Bennett Jones LLP who provides
corporate legal services to the Company. All of the transactions are in the ordinary course of business and
include, but are not limited to, fees for the acquisition and disposition of real estate assets. Total fees billed up
to December 31st equal $502 (2009-$4,147).
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LIQUIDITY,
CAPITAL RESOURCES

& SOLVENCY

The Company’s liquidity position has improved since the year end of September 30, 2010 through the
refinancing of mortgages as discussed in Note 6 of the Consolidated Financial Statements. Net proceeds of
$5,406,362 were received from one of the Company’s major lenders and used to repay other financing in the
amount of $4,500,000.
The line of credit was used this quarter to make construction payments on the Fort McMurray property.
The Company has arranged to place long term financing on this project which will be funded when the
development is finished in the next quarter. Proceeds of the new mortgage will be used to retire the interim
other financing. Once the tenant takes occupancy, additional revenues in the real estate segment will
contribute to the working capital of the Company.
Working capital needed to fund the day-to-day operations has been achieved through normal cash flows
from operations which generated $567,703 at December 31, 2010. The Company has a total line of credit
of $7,500,000. The balance on the lines of credit at December 31, 2010 was $7,421,125. Subsequent to this
Q1, the Company placed a new conventional mortgage on one of its revenue producing properties. Total
proceeds of $3,200,000 were received and applied to the line of credit in Imperial Equities. The line of credit
was then reduced to a limit of $2,000,000 which is secured by a clear titled revenue producing property.
Further payments required to complete the build to suit project will be funded with the line of credit until the
Company receives the mortgage proceeds upon tenant occupancy.
There is one mortgage that matures in the next twelve months with a principal balance at December 31,
2010 of $1,293,037. The Company intends to renew the mortgage as it comes due. The Company does not
currently have any financial obligations other than in the normal course of property operations.

OFF-BALANCE SHEET ARRANGEMENTS
The Company does not currently have any off-balance sheet arrangements.
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FINANCIAL INSTRUMENTS
& OTHER INSTRUMENTS
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The carrying value of bank indebtedness payables and security deposits approximate their fair value
because of the near term maturity of those instruments. The fair value of mortgages payable are based on
discounted future cash flows using rates that reflect current rates for similar investments with similar terms
and conditions. The estimated fair value of mortgages payable as at December 31, 2010 is $23,044,962 and
September 30, 2010, $18,092,962.
The fair value of debentures and other financing to the Company is not readily available as there is no
secondary market for these financial instruments. These estimates are subjective in nature as current interest
rates are selected from a range of potentially acceptable rates and accordingly, other fair value estimates are
possible. The Company’s activities expose it to risks arising from financial instruments including, credit risk,
interest rate risk and liquidity risk. Management reviews these risks on an ongoing basis to ensure that the
risks are appropriately managed.

CREDIT RISK
Within the real estate segment, Credit Risk arises from the possibility that tenants may experience financial
difficulty and be unable to fulfill their lease commitments. The Company mitigates the risk of credit loss with
a policy of credit assessment for all new lessees.
Within the pharmaceutical segment, the Company is continually exposed to credit risk from customers
involved in the retail pharmaceutical sales. Imperial Distributors Canada, as a wholesale distributor,
represents over 9000 pharmaceutical products from more than 120 manufacturers in Canada. IDCI’s growth
is directly related to the manufacturers it represents and to the increase in sales to its existing customers as
well as the increase of its customer base. Certain pharmaceutical products can be very expensive and it
would not be unusual to have a customer order more than $1 million in a single month. Regardless of the
magnitude of sales to any particular customer, every customer’s creditworthiness is assessed by management.
The Company has a credit policy of placing credit terms for all customers. These credit terms include
monetary limits and payment dates and are established well in advance of transacting any business. If at any
time a customer’s order exceeds the set terms, the system that safeguards these parameters is automatically
engaged and the order is not allowed to go through. Management will then contact the customer and usually
alternate arrangements are made which may include an increase in credit terms. All accounts receivable are
reviewed monthly to ensure the safeguards are working properly and that customers are paying within the set
terms.
The Company has a credit policy of reviewing all customer orders for approval and monthly monitoring
of accounts receivable. Trade receivables at December 31, 2010 of $5,045,286 have the following aging;
74% are current, 12% are 31-60 days, 5% are 61- 90 days and 9% are over 90 days. Trade receivables of
$5,002,993 at September 30, 2010 have the following aging; 70% are current, 12% are 31-60 days, 9% are
61-90 days past due and 8% are over 91 days.
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FINANCIAL INSTRUMENTS
& OTHER INSTRUMENTS

QUARTERLY CHANGES IN NET EARNINGS
Accounts receivable that are past their contractual terms at December 31, 2010 and not included in the
allowance for doubtful accounts are $353,148 (2009 - $5,714). Subsequent to the quarter ended, $323,759
of the $353,148 was collected. The remaining balance is not in dispute and Management does not consider
the amount over 90 days, net of provisions for uncollectible accounts, as uncollectable as management is
thorough in the process of reviewing credit limits and works closely with the customers to ensure collection.
Trade accounts receivable in the Company that have been deemed uncollectable are expensed as bad debts
and charged to net income in the period that the account is determined to be doubtful. Estimates for the
allowance for doubtful accounts are determined on a customer-by-customer evaluation of collectability at
each reporting date. As at December 31, 2010 the Company had recorded an allowance for doubtful
accounts in the amount of $341,742 which is unchanged from September 30, 2010. Of this balance,
$300,591 remains under litigation. Provisions for uncollectable accounts are made in the allowance for
doubtful accounts.

INTEREST RATE RISK
The Company’s exposure to interest rate cash flow risk relates to its short term floating interest rates on
bank indebtedness as the required cash flow to service the debt will fluctuate as a result of the changing
prime interest rate. The balance on the lines of credit at December 31, 2010 is $7,421,125 compared to
$3,953,487 at September 30, 2010. Based on the balance at December 31, 2010, a 1% increase in the prime
rate would have a negative impact on the earnings of the Company of $74,211. However the line of credit
in the real estate segment is only used for interim financing until mortgage financing is placed. Subsequent
to the quarter ending December 31, 2010 the Company reduced the line of credit in the real estate segment
by nearly $2 million and it will be further reduced when the proceeds of the mortgage secured on the build
to suit project in Fort McMurray are received. The Company minimizes its exposure to interest rate risk to the
extent that all mortgages have fixed rates with terms varying from one to five years.

LIQUIDITY RISK
Liquidity risk is the risk that the Company may not have cash available to satisfy financial liabilities as
they become due. The Company’s objective related to liquidity risk is to effectively manage cash flows to
minimize the exposure that the Company will not be able to meet its obligations associated with financial
liabilities. The Company actively monitors its financing obligations and cash and cash equivalents to
ensure that it has sufficient available funds to meet current and foreseeable future financial requirements
at a reasonable cost. Management manages its liquidity risk with the use of the lines of credit available to
the Company as well as short term financing from related parties. Management estimates that cash flows
from real estate activities will provide sufficient cash requirements to cover normal operating and budgeted
expenditures for the real estate segment. The pharmaceutical segment is forecasted to use its line of credit in
the next twelve months to fund operations and provide interim financing to facilitate expected growth. The
real estate segment has been successful throughout the year in obtaining necessary interim and long term
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credit available to the Company as well as short term financing from related parties.
Management estimates that cash flows from real estate activities will provide sufficient
cash requirements to cover normal operating and budgeted expenditures for the real
estate segment. The pharmaceutical segment is forecasted to use its line of credit in the
next twelve months to fund operations and provide interim financing to facilitate
expected growth. The real estate segment has been successful throughout the year in
obtaining necessary interim and long term financing at favorable rates. New terms and
rates for existing debt that matured in 2010 were financed at lower rates of interest.
financing at favorable rates. New terms and rates for existing debt that matured in 2010 were financed at lower
Company’s liquidity risk is increased with its exposure to other financing from
ratesThe
of interest.

related parties. The balance outstanding at December 31, 2010 in the amount of

The Company’s liquidity risk is increased with its exposure to other financing from related parties. The balance
$4,250,000 will be retired as follows; a new loan will be received for the Fort McMurray
outstanding at December 31, 2010 in the amount of $4,250,000 will be retired as follows; a new loan will
propertyforinthe
theFort
amount
of $8,400,000
andamount
will beofused
to retireand
thewill
other
financing.
be received
McMurray
property in the
$8,400,000
be used
to retireInthe other
addition
to the to
$8,400,000
the Company
willwill
also
receive
the
mortgage
financing.
In addition
the $8,400,000
the Company
also
receiveaa refund
refund ofofthe
mortgage
commitment
fee in
the amount of
commitment
fee$84,000.
in the amount of $84,000.
The Company will be able to meet its obligations through credit facilities prearranged at December 31, 2010.
The Company will be able to meet its obligations through credit facilities prearranged at
At September 30, 2010 the additional balance outstanding in other financing in the amount of $4,500,000 was
December
31,quarter
2010.with
At September
30, 2010 the additional balance outstanding in other
repaid
during this
accrued
financing in the amount of $4,500,000 was repaid during this quarter with accrued
interest.

interest.
Contractual obligations
1 year

2-3 years

4-5 years

Mortgages
$ 2,503,475 $ 12,958,439 $ 7,245,281$
Payables and accruals 1,254,768
Security deposits
42,396
45,739
36,627

> 5 years

Total

- $ 22,707,196
1,254,768
36,982
161,744

$ 3,800,639 $ 13,004,178 $7,281,908
Lines of credit
7,421,125
Other financing
4,250,000
Debentures
150,000
-

$ 36,982
-

$ 24,123,708
7,421,125
4,250,000
150,000

$ 15,621,764 $ 13,004,178 $ 7,281,908

$ 36,982

$ 35,944,833

Changes in Accounting Policies
Convergence with International Financial Reporting Standards
In February of 2008 the Canadian Accounting Standards Board confirmed that the use of
International Financial Reporting Standards (“IFRS”) will be required for Canadian
publicly accountable enterprises for year ends beginning on or after January 1, 2011.
Imperial Equities Inc. 1st Quarter MD&A as at February 25, 2011
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CHANGES IN

ACCOUNTING POLICIES

Convergence with International Financial Reporting Standards

In February of 2008 the Canadian Accounting Standards Board confirmed that the use of International
Financial Reporting Standards (“IFRS”) will be required for Canadian publicly accountable enterprises for
year ends beginning on or after January 1, 2011.
For the year ending September 30, 2011 and comparative figures for September 30, 2010 the Company
will continue to report its results in Canadian GAAP. The Company will be required to report its results
in accordance with IFRS effective the first quarter ending December 31, 2011 with comparative numbers
for December 2010 and will include an opening balance sheet as at October 1, 2010 reconciling current
GAAP to IFRS. The Company has completed the preliminary diagnostic phase, having reviewed the major
differences between Canadian GAAP and IFRS and the optional exemptions available at this date. The IFRS
assessment on reporting results is being overseen by the Company’s Chief Financial Officer. The Company
has begun the implementation of the project in the current quarter.
Common accounting policy differences between IFRS and Canadian GAAP identified by the Company
include impairment of assets, revenue recognition and property, plant and equipment.

IMPAIRMENT OF ASSETS
Canadian GAAP generally uses a two-step approach to impairment testing: first comparing asset carrying
values with undiscounted future cash flows to determine whether impairment exists, and then measuring
impairment by comparing asset carrying values to their fair value (which is calculated using discounted cash
flows). IAS 36 Impairment of Assets (IAS 36) uses a one-step approach for testing and measuring impairment,
with asset carrying values compared directly with the higher of fair value less costs to sell and value in use
(which uses discounted cash flows). This may potentially result in write-downs where the carrying value of
assets were previously supported under Canadian GAAP on an undiscounted cash flow basis, but could not
be supported on a discounted cash flow basis. This difference could lead to income statement and earnings
volatility in future periods. The Company assessed the carrying value of its assets in accordance with IAS 36
and found that no impairment losses were required to be recognized as at the date of transition, October 1,
2010.

REVENUE RECOGNITION
In reviewing IAS 18 Revenue, the Company has determined that no changes will be made in the manner
in which the Company recognizes revenue. Revenue will continue to be measured at the fair value of the
consideration received or receivable net of any trade discounts and volume rebates.
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PROPERTY, PLANT AND EQUIPMENT
IAS 16 Property, plant and equipment (PP&E) requires separate accounting for the different components of
an asset when the associated depreciation methods or rates are different. While existing Canadian GAAP
also refers to componentization of PP&E, the requirements in IFRS on this issue are more explicit. IFRS also
permits PP&E to be revalued to fair value at the end of each reporting period. The Company has chosen not
to fair value PP&E and has determined there will be no change to the carrying value of the capital assets
currently recorded in the Company’s subsidiary, IDCI. Asset componentization on the balance sheet and
depreciation expense in net income are not expected to change with the adoption of IAS 16.
Industry specific accounting policy differences affect the real estate segment’s adoption of IAS 40 Investment
Property (IAS 40). IAS 40 gives companies the option to record investment property at fair value on the
balance sheet with the gains and losses recorded through income in each reporting period. Alternatively, a
company can elect to continue measuring investment property using the historical cost model as currently
required under Canadian GAAP; however, IFRS requires the fair value of the investment property to be
disclosed in the financial statement notes. The Company has chosen to use the fair value method to account
for investment properties. This method can lead to greater volatility in reported results on the balance sheet
and income statement. IFRS defines investment property as property held by the owner to earn rental income,
capital appreciation or both. Assets classified as income producing properties on the balance sheet of the
Company qualify as investment property under IFRS.
Using the fair value model, the Company will measure investment property at fair value and changes in fair
value will be recorded through gains and losses on the income statement each reporting period. There will be
no charges for depreciation under the fair value method which will affect the income statement by showing
greater profit then is currently shown using Canadian GAAP. The Company has completed the design of
the investment property valuation process and has commenced implementation in the first quarter of 2011.
The magnitude of the impact to the Company’s balance sheet is significant as the increase to fair value from
historical cost is substantial.
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IMPERIAL EQUITIES INC.

To the Shareholders of
Imperial Equities Inc.

Management has reviewed and prepared the consolidated balance sheets of Imperial
Equities Inc. as at December 31, 2010 and the consolidated statements of earnings and
comprehensive income and retained earnings and consolidated statements of cash flows
for the quarter then ended. Our auditors Grant Thornton LLP, have not reviewed these
interim financial statements. These financial statements are accompanied by the
required Certification of the Company’s Chief Financial Officer and Chief Executive
Officer.

Management
Imperial Equities Inc.
February 25, 2011
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Imperial Equities Inc.

CONSOLIDATED STATEMENTS OF EARNINGS AND COMPREHENSIVE INCOME
AND RETAINED EARNINGS

_______________________________________________________________________________
Three Months Ended December 31,
2010
2009
$
$

Revenue

Rental revenue
Operating cost recoveries
Sales of pharmaceuticals
Other income
Interest

Expenses

Property operations
Cost of sales of pharmaceuticals
Interest on mortgages, debentures and other financing
Amortization of revenue producing properties
Amortization of deferred leasing costs
Amortization of intangibles
Amortization of capital assets
Selling and administrative
Professional fees
Shareholder communications
Earnings before income taxes
Income taxes (recovery)
Current income tax
Future income tax

Net earnings and comprehensive income
Retained earnings, beginning of year
Net earnings and comprehensive income
Premium on shares cancelled
Retained earnings, end of period

915,255
245,265
9,934,663
4,500
11,099,683

974,880
243,395
6,759,197
395
7,977,867

281,364
9,520,900
273,495
242,994
35,083
17,652
11,771
431,832
502
452
10,816,045
283,638

243,030
6,386,063
310,255
245,346
32,808
17,408
7,035
339,395
603
3,266
7,585,209
392,658

89,324
(36,452)
52,872

91,594
43,647
135,241

230,766

257,417

4,789,988
230,766
(150)
5,020,604

Earnings per share - basic
Earnings per share - diluted

See accompanying notes to the consolidated financial statements
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.02
.02

4,501,395
257,417
4,758,812
.03
.03

Imperial Equities Inc.

CONSOLIDATED BALANCE SHEETS
Note

December 31,
2010
$

September 30
2010
$

188,867
5,231,779
3,729,709
322,428
9,472,783

6,299
5,206,832
3,170,878
393,566
8,777,575

225,015
653,647
25,114,693
9,940,149
707,647
124,869
356,388
286,788
46,881,979

303,426
688,730
25,541,126
7,340,471
524,208
136,640
374,041
283,492
43,969,709

7,421,125
1,254,768
89,324
4,250,000
150,000
2,503,475
15,668,692

3,953,487
2,619,965
137,137
8,750,000
150,000
4,016,601
19,627,190

119,347
20,203,721
874,037
36,865,797

151,643
13,498,118
907,192
34,184,143

4,455,388
540,190
5,020,604
10,016,182
46,881,979

4,455,388
540,190
4,789,988
9,785,566
43,969,709

Assets
Current
Cash and cash equivalents
Receivables
Inventory
Prepaid expenses and deposits
Future rent receivable
Deferred leasing costs
Revenue producing properties
Property under development
Land held for development
Capital assets
Intangible assets
Future income taxes
Liabilities
Current
Bank indebtedness
Payables and accruals
Income taxes payable
Other financing
Debentures
Current portion of mortgages

Security deposits
Mortgages
Future income taxes
Shareholders’ equity
Share capital
Contributed surplus
Repurchased shares for cancellation
Retained earnings

3
4

5
7
6

6

8

See accompanying notes to the consolidated financial statements

On Behalf of the Board
Lynch

21

Sine Chadi

Kevin

Director

Director

Imperial Equities Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Three Months Ended December 31,

2010
$

2009
$

230,766
242,994
17,652
11,771
35,083
(36,452)

257,417
245,346
17,408
7,035
32,808
43,647

Increase (decrease) in cash and cash equivalents
Operating
Net earnings
Amortization of revenue producing properties
Amortization of intangibles
Amortization of capital assets
Amortization of deferred leasing costs
Future income tax (recovery)
Cash flows from operating activities before changes in
non-cash operating balances
Change in non-cash operating balances

Financing
Mortgage proceeds
Repayment of mortgages
Repayment of other financing
Purchase of common shares for cancellation
Advances on operating lines of credit

Investing
Additions to property under development
Property improvements

501,814
(1,879,532)
(1,377,718)

603,661
(1,838,154)
(1,234,493)

8,550,000
(3,357,523)
(4,500,000)
(150)
3,467,637
4,159,964

(262,411)
(600)
1,551,449
1,288,438

(2,599,678)
(2,599,678)

(7,589)
(7,589)

Net increase in cash

182,568

46,356

Cash, beginning of year
Cash, end of period

6,299
188,867

195,656
242,012

See accompanying notes to the consolidated financial statements

22

Imperial Equities Inc.
Notes to the Consolidated Interim Financial Statements
December 31, 2010 and 2009

________________________________________________________________________
1.

Nature of operations

Based in Edmonton, Alberta, Imperial Equities Inc.’s major operations consist of development and
redevelopment of commercial and industrial properties in the Edmonton area and the sale and
distribution of pharmaceuticals. The Company’s common shares trade on the TSX Venture
Exchange (TSXV) under the symbol “IEI”.
2.

Summary of significant accounting policies

Basis of presentation
The unaudited interim consolidated financial statements of the Company and its wholly owned
subsidiaries, Imperial Equities Properties Ltd., Imperial Distributors Canada Inc. (“IDCI”),
1560561 Alberta Ltd., 1560568 Alberta Ltd., 1560572 Alberta Ltd., 1560578 Alberta Ltd.,
1560563 Alberta Ltd., 1560569 Alberta Ltd., 1560573 Alberta Ltd., 1560580 Alberta Ltd., are
prepared by management in accordance with Canadian generally accepted accounting principles
for interim financial statements. All inter-company transactions and balances have been
eliminated. The disclosures contained in these unaudited consolidated financial statements do not
include all of the requirements of Canadian generally accepted accounting principles for annual
financial statements. These unaudited interim consolidated financial statements follow the same
accounting policies and methods of application as the most recent audited financial statements.
The interim consolidated financial statements should be read in conjunction with the audited
annual consolidated financial statements for the year ending September 30, 2010.
3.

Property under development

2010
Land
Construction costs

December 31, 2010
Cost
$ 6,223,233
3,716,916
$ 9,940,149

Accumulated
Amortization
$
$
-

September 30, 2010
Net Book Value
$ 6,123,147
1,217,324
$ 7,340,471

Construction of a build to suit project for our tenant is on schedule for completion and occupancy
in early 2011. Upon occupancy the property will be transferred to revenue producing properties
and be subject to amortization at the prescribed rates. Included in the cost of construction is
$405,285 of interest capitalized on the interim financing. Upon completion of the project, the
funds that have been secured from a conventional mortgage will be released and the interim
financing will be repaid in full.
4.

Land held for development

Land held for development at September 30, 2010 in the west end of Edmonton totaled 6.43
acres at a total cost of $524,208. The Company owns a building that is situated on 5 acres of
land. This parcel of land was subdivided into two lots, one lot that the building is situated on and
one vacant lot encompassing 2.1 acres. Subsequent to September 30, 2010 the Company
reclassified this vacant lot from revenue producing properties to land held for development. The
total cost of the land transferred was $183,439.
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Imperial Equities Inc.
Notes to the Consolidated Interim Financial Statements
December 31, 2010 and 2009

________________________________________________________________________
5.

Bank indebtedness

2010
December 31,

2010
September 30,

Operating lines of credit

$ 3,492,449
$ 1,599,063
3,928,676
2,354,424
$ 7,421,125
$ 3,953,487
Imperial Equities Inc. has an operating line of credit for general business purposes with a limit of
$3,500,000 (2009 - $3,500,000). The line of credit bears interest at the greater of 5% per
annum or prime plus 2.75% (2009 – prime plus 2.75%) and is secured by two specific revenue
producing properties with a net book value of $3,154,715 (2009 - $3,263,144) at December 31,
2010.
Imperial Equities Inc.
Imperial Distributors Canada Inc.

Imperial Distributors Canada Inc. has an operating line of credit with a limit of $4,000,000 (2009
- $2,500,000). This loan bears interest at prime plus 1.75% (2009 – prime plus 1.75%) and is
secured by a general security agreement with IDCI, a general assignment of book debt and
inventory of IDCI, as well as a corporate guarantee provided by Imperial Equities Inc. in the
amount of $4,000,000 (2009 - $2,500,000).
6.

Mortgages

Monthly
Balance
Balance
NBV of the
Rate
Payments Dec. 31 2010 Sep. 30 2010 Underlying Security Lender
4.71%
1,425,473
CIBC
4.94%
8,636
885,326
900,289
639,074
CIBC
4.97%
12,704 1,293,037
1,315,064
711,828
Manulife
5.20%
15,169 1,560,718
1,585,934
1,592,147
CIBC
5.81%
12,449 1,274,520
1,293,394
793,916
Manulife
4.74%
12,599 1,083,205
1,108,096
1,795,456
Mfr. Life
4.40%
1,718,165
CIBC
5.385% 12,117 1,349,864
1,368,082
2,454,493
RBC
5.782% 62,134 6,710,526
6,800,222
8,494,838
CIBC
4.285% 19,556 2,600,000
1,687,448
CIBC
4.285% 15,589 4,800,000
2,983,222
CIBC
4.285%
8,650 1,150,000
807,555
CIBC
$ 22,707,196 $ 17,514,719
$ 21,959,977
Less current portion:
(2,503,475) (4,016,601)
$ 20,203,721 $ 13,498,118
During the first quarter, the Company refinanced two mortgages that were due November 1,
2010. These mortgages were secured by three separate properties. Three new mortgages were
placed on the three properties with five year terms at an annual rate of interest of 4.285%. All
of the above mortgages are repayable in blended monthly payments of interest and principal.
The scheduled amount of principal repayments in each of the next five years is as follows:
Maturity
Date
Nov 1, 2010
Jan 1, 2012
Nov 1, 2011
Apr 1, 2012
Sep 1, 2012
Sep 1, 2012
Nov 1, 2010
Oct 1, 2013
Aug 1, 2013
Dec 1, 2015
Dec 1, 2015
Dec 1, 2015

2011
2012
2013
2014
2015

2,503,475
5,364,871
7,593,568
473,109
6,772,172
$
22,707,195
The security pledged for each mortgage is limited to that mortgage.
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Imperial Equities Inc.
Notes to the Consolidated Interim Financial Statements
December 31, 2010 and 2009

________________________________________________________________________
7.

Other financing

During the quarter the Company repaid interim financing that was due to one of the Company’s
major lenders. The total loan repaid in the amount of $4,500,000 was repaid with accrued
interest at an annual rate of prime plus 2.25%.
8.

Share capital

a)
Authorized:
Unlimited number of common shares
b)

Issued and outstanding

2010
Balance at September 30, 2010
Shares cancelled during the period
Balance at December 31, 2010

c)

Number
of shares

Cost

9,392,942
9,392,942

$ 4,455,388
$ 4,455,388

Repurchased shares for cancellation

The Company received approval from the TSX Venture Exchange to purchase up to 465,017
common shares representing 5% of the outstanding shares under a normal course issuer bid,
expiring August 23, 2011. There were no share repurchases during the quarter.
9.

Related party transactions

Related party transactions are as follows:

2010
2009
Paid to companies owned or controlled by a director, majority shareholder and officer
Property management and operations
Marketing and consulting fees

$
$

72,868
23,100
95,968

$ 66,541
23,100
$ 89,641

Property management and operations expenditures were paid to a company owned 100% by a
director, majority shareholder and officer and include building and ground maintenance,
collection of rents and accounting. Also included are labour costs associated with tenant
improvements. These amounts are recoverable from the tenants, under the terms of the related
lease agreements.
Marketing and consulting fees were paid to a company owned 100% by a director, majority
shareholder and officer.
The above transactions took place at amounts which in management’s opinion approximate
normal commercial rates and terms and occurred in the normal course of operations. The
transactions have been recorded at the exchange amount. The above noted fees are for services
that would not otherwise be provided by employees of the Company.
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Imperial Equities Inc.
Notes to the Consolidated Interim Financial Statements
December 31, 2010 and 2009

________________________________________________________________________
2010
2009
Other financing from companies which are owned by members of the immediate
families of two of the directors and significant shareholders
Balance payable, beginning of year
Advances to Imperial Equities Inc.
Repayments of advances
Balance payable, end of year

$ 4,250,000
$ 4,250,000

$ 1,500,000
$ 1,500,000

Interest paid and accrued on advances

$

$

85,041

30,000

Advances to the Company are used for interim financing and are measured at amortized cost. Of
the $4,250,000 owing at December 31, 2010, $4,000,000 is secured with a collateral mortgage
placed on the property under development in Fort McMurray, Alberta. The set terms of
repayment are on or before May 1,2011. This loan bears interest at a rate of 8% per annum paid
monthly. The remaining balance owing at December 31, 2010 in the amount of $250,000 is
unsecured with no set terms of repayment and bears interest at a rate of 8%. The interest rates
on other financing are the rates that were negotiated by the parties in the normal course of
operations. The above transactions have been recorded at the exchange amount. Advances are
repaid with interest when the Company no longer requires the funds.
Paid to directors
Directors’ fees

$
$

3,000
3,000

$
$

4,000
4,000

Directors are paid a fee for attending directors’ meetings. The fees are measured at the exchange
amount established and agreed to by the related parties. These transactions occurred in the
normal course of operations.
Paid to a partnership of which a director is a partner
Legal fees

$

502

$

4,147

Legal fees paid were in the normal course of operations and are measured at the exchange
amount established and agreed to by the related parties.
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Imperial Equities Inc.
Notes to the Consolidated Interim Financial Statements
December 31, 2010 and 2009

________________________________________________________________________
10.

Segmented Information

The Company operates in two key business segments; real estate and pharmaceutical sales. Operating segments are determined based on the different types
of business activities and the different economic environments they operate in. All of the Company’s sales are within Canada.
December 31,

Revenue

Pharmaceuticals

Current Year

$ 9,934,663

Property operations
Cost of sales of pharmaceuticals
9,520,900
Interest on mortgages, debentures and
other financing
21,521
Amortization
14,944
Selling and administrative
280,448
Segment (loss) earnings from operations 96,850

General corporate expenses

Income tax (recovery) expense
Net (loss) earnings and comp. income
Identifiable segment assets

Expenditures for segment capital assets,
property under development, and
revenue producing property
$
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-

Corporate Expenses

$ 6,759,592 $ 1,165,020

$ ,218,275

6,386,063

281,364
-

243,029
-

281,364
9,520,90

243,029
6,386,063

8,068
9,962
258,789
96,709

251,974
292,556
54,063
285,063

302,187
292,635
26,567
353,857

273,495
307,500
334,511
381,913

310,255
302,597
285,356
450,567

98,275
52,872
230,766 $

57,907
135,242
257,418

56,167
228,896 $

144,498
209,360

$8,093,713 $ 37,635,156 $28,117,023

$

- $ 2,599,678

$

7,590

Current Year

Consolidated

Prior Year

(3,295)
(9,256)
100,145 $ 105,965 $

$ 9,246,823

Real Estate

Current Year

Prior Year

Prior Year

Current Year

Prior Year

$ 11,099,683 $ 7,977,867

$ 98,275

$ 57,907

$ 98,275

$ 57,907

$ 46,881,979 $ 36,210,736

$ 2,599,678 $

7,590
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11.

Capital risk management

The Company defines capital that it manages as the aggregate of its shareholders’ equity and
interest bearing debt. The Company’s objectives when managing capital are to ensure that the
Company will continue as a going concern, so that it can sustain daily operations and provide
adequate returns to its shareholders.
The Company is subject to risks associated with debt financing, including the possibility that
existing mortgages may not be refinanced, or may not be refinanced on as favorable terms or
with interest rates as favorable as those of the existing debt. The Company mitigates these risks
by its continued efforts to stagger the maturity profile of its long-term debt, enhance the value of
its real estate properties and maintain high occupancy levels. The Company manages its capital
structure and makes adjustments to it in the light of changes in economic conditions and the risk
characteristics of the underlying assets.
Capital Structure
As at

Mortgages
Bank indebtedness
Other financing and debentures
Net debt
Equity

December 31,
2010

September 30,
2010

$ 22,707,196
7,421,125
4,400,000
34,528,321
10,016,182
$ 44,544,503

$ 17,514,719
3,953,487
8,900,000
30,368,206
9,785,566
$ 40,153,772

The Company’s debt to equity ratio increased to 3.43 at December 31, 2010 from 3.10 at
September 30, 2010. This was primarily due to the refinancing of mortgages that were up for
renewal during the quarter. The Company took advantage of leverage opportunities on three of
the revenue producing properties; increased mortgage proceeds generated additional funds for
use for general business purposes. At December 31, 2010 and September 30, 2010, the
Company has continued to meet all externally imposed capital requirements. The Company has a
line of credit in IDCI that is based on a certain percentage of inventory and accounts receivable
that is monitored monthly.
12.

Financial instruments

Financial instruments consist of cash and cash equivalents, recorded amounts of receivables and
other like amounts that will result in future cash receipts, as well as bank indebtedness, accounts
payable and accruals, short and long term borrowings, and any other amounts that will result in
future cash outlays.
The following chart records the carrying value of financial assets by category.
December 31, 2010
Held For
Trading
Cash and cash equivalents $ 188,867
Receivables
-
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Loans And
Receivables
$ 5,231,779

September 30, 2010
Held For
Trading
$ 6,299
-

Loans And
Receivables
$ 5,206,832
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12.

Financial instruments (cont’d)

The carrying amount of cash and cash equivalents and receivables approximate their fair value
due to the relatively short period to maturity. Cash and cash equivalents assets are classified as a
Level 1 as its fair value is referenced in quoted market prices in active markets
The following chart shows the carrying value of financial liabilities by category.
Other Financial Liabilities
Bank indebtedness
Payables and accruals
Other financing
Debentures
Security deposits
Mortgages

December 31, 2010
$

7,421,125
1,254,768
4,250,000
150,000
119,347
22,707,196
$ 35,902,436

September 30, 2010
$

3,953,487
2,619,965
8,750,000
150,000
151,643
17,514,719
$ 33,139,814

The carrying value of bank indebtedness payables and security deposits approximate their fair
value because of the near term maturity of those instruments. The fair value of mortgages
payable are based on discounted future cash flows using rates that reflect current rates for
similar investments with similar terms and conditions. The estimated fair value of mortgages
payable as at December 31, 2010 is $23,044,962 and September 30, 2010, $18,092,962.
The fair value of debentures, and other financing to the Company is not readily available as there
is no secondary market for these financial instruments. These estimates are subjective in nature
as current interest rates are selected from a range of potentially acceptable rates and
accordingly, other fair value estimates are possible.
The Company’s activities expose it to risks arising from financial instruments including, credit risk,
interest rate risk and liquidity risk. Management reviews these risks on an ongoing basis to
ensure that the risks are appropriately managed.
Credit risk
Within the real estate segment, Credit Risk arises from the possibility that tenants may
experience financial difficulty and be unable to fulfill their lease commitments. The Company
mitigates the risk of credit loss with a policy of credit assessment for all new lessees.
Within the pharmaceutical segment, the Company is continually exposed to credit risk from
customers involved in the retail pharmaceutical sales. Imperial Distributors Canada, as a
wholesale distributor, represents over 9000 pharmaceutical products from more than 120
manufacturers in Canada. IDCI’s growth is directly related to the manufacturers it represents and
to the increase in sales to its existing customers as well as the increase of its customer base.
Certain pharmaceutical products can be very expensive and it would not be unusual to have a
customer order more than $1 million in a single month. Regardless of the magnitude of sales to
any particular customer, every customer’s creditworthiness is assessed by management.
The Company has a credit policy of placing credit terms for all customers. These credit terms
include monetary limits and payment dates and are established well in advance of transacting
any business. If at any time a customer’s order exceeds the set terms, the system that
safeguards these parameters is automatically engaged and the order is not allowed to go
through. Management will then contact the customer and usually alternate arrangements are
made which may include an increase in credit terms. All accounts receivable are reviewed 12.
Financial instruments (cont’d)
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12.

Financial instruments (cont’d)

monthly to ensure the safeguards are working properly and that customers are paying within the
set terms.
The Company has a credit policy of reviewing all customer orders for approval and monthly
monitoring of accounts receivable. Trade receivables at December 31, 2010 of $5,045,286 have
the following aging; 74% are current, 12% are 31-60 days, 5% are 61-90 days and 9% are over
90 days. Trade receivables of $5,002,993 at September 30, 2010 have the following aging; 70%
are current, 12% are 31-60 days, 9% are 61-90 days past due and 8% are over 91 days.
Accounts receivable that are past their contractual terms at December 31, 2010 and not included
in the allowance for doubtful accounts are $353,148 (2009 - $5,714). Subsequent to the quarter
ended, $323,759 of the $353,148 was collected. The remaining balance is not in dispute and
Management does not consider the amount over 90 days, net of provisions for uncollectible
accounts, as uncollectable as management is thorough in the process of reviewing credit limits
and works closely with the customers to ensure collection.
Trade accounts receivable in the Company that have been deemed uncollectable are expensed as
bad debt and charged to net income in the period that the account is determined to be doubtful.
Estimates for the allowance for doubtful accounts are determined on a customer-by-customer
evaluation of collectability at each reporting date. As at December 31, 2010 the Company had
recorded an allowance for doubtful accounts in the amount of $341,742 which is unchanged from
September 30, 2010. Of this balance, $300,591 remains under litigation. Provisions for
uncollectable accounts are made in the allowance for doubtful accounts.
Interest rate risk
The Company’s exposure to interest rate cash flow risk relates to its short term floating interest
rates on bank indebtedness as the required cash flow to service the debt will fluctuate as a result
of the changing prime interest rate. The balance on the lines of credit at December 31, 2010 is
$7,421,125 compared to $3,953,487 at September 30, 2010. Based on the balance at December
31, 2010, a 1% increase in the prime rate would have a negative impact on the earnings of the
Company of $74,211. However the line of credit in the real estate segment is only used for
interim financing until mortgage financing is placed. Subsequent to the quarter ending December
31, 2010 the Company reduced the line of credit in the real estate segment by nearly $2 million
and it will be further reduced when the proceeds of the mortgage secured on the build to suit
project in Fort McMurray are received. The Company minimizes its exposure to interest rate risk
to the extent that all mortgages have fixed rates with terms varying from one to five years.
Liquidity risk
Liquidity risk is the risk that the Company may not have cash available to satisfy financial
liabilities as they become due. The Company’s objective related to liquidity risk is to effectively
manage cash flows to
minimize the exposure that the Company will not be able to meet its obligations associated with
financial liabilities. The Company actively monitors its financing obligations and cash and cash
equivalents to ensure that it has sufficient available funds to meet current and foreseeable future
financial requirements at a reasonable cost. Management manages its liquidity risk with the use
of the lines of credit available to the Company as well as short term financing from related
parties. Management estimates that cash flows from real estate activities will provide sufficient
cash requirements to cover normal operating and budgeted expenditures for the real estate
segment. The real estate segment has been successful throughout the year in obtaining
necessary interim and long term financing at favorable rates. New terms and rates for existing
debt that matured in 2010 were financed at lower rates of interest. The pharmaceutical segment
12.
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12.

Financial instruments (cont’d)

is forecasted to use its line of credit in the next twelve months to fund operations and provide
interim financing to facilitate expected growth.
The Company’s liquidity risk is increased with its exposure to other financing from related parties.
The balance outstanding at December 31, 2010 in the amount of $4,250,000 will be retired as
follows; a new loan will be received for the Fort McMurray property in the amount of $8,400,000
and will be used to retire the other financing. In addition to the $8,400,000 the Company will also
receive a refund of the mortgage commitment fee in the amount of $84,000.
The Company will be able to meet its obligations through credit facilities prearranged at
December 31, 2010. At September 30, 2010 the additional balance outstanding in other financing
in the amount of $4,500,000 was prepaid during this quarter with accrued interest.
Contractual obligations
1 year
Mortgages
$ 2,503,475
Payables and accruals 1,254,768
Security deposits
42,396
$ 3,800,639
Lines of credit
7,421,125
Other financing
4,250,000
Debentures
150,000
$ 15,621,764
13.

2-3 years
$ 12,958,439
45,739
$ 13,004,178
$ 13,004,178

4-5 years
$ 7,245,281 $
36,627
$7,281,908
$ 7,281,908

> 5 years
36,982
$ 36,982
$ 36,982

Total
$ 22,707,196
1,254,768
161,744
$ 24,123,708
7,421,125
4,250,000
150,000
$ 35,944,833

Subsequent event

Subsequent to this quarter ending, the Company completed the purchase of a revenue
producing property in south Edmonton. The property consists of 2.65 acres of land with
an industrial building tenanted by an international company. The total purchase price of
$2,250,000 was funded with conventional mortgage financing in the amount of
$1,475,000 and the balance with cash flow from operations.
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