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Homburg Invest Inc.
 

Consolidated Interim Balance Sheet
  

 
 

(Unaudited - Prepared by Management)
 

June 30
 

December 31
 

(CAD $ thousands except per share amounts)
 

Note
 

2009
 

2008
 

 

Assets
 

Non-current assets
 

Investment properties 
  

$ 3,366,877
 

$ 3,549,744
 

Development properties  
  

247,856
 

224,285
 

Currency guarantee receivable  
  

14,946
 

28,165
 

Investments 
 

3
 

32,323
 

40,086
 

Restricted cash  
  

21,401
 

25,969
 

  
3,683,403

 
3,868,249

 

Current assets
 

Cash  
  

6,338
 

16,359
 

Construction properties being developed for resale
  

198,170
 

194,638
 

Receivables and other 
 

2
 

74,431
 

65,390
 

  
278,939

 
276,387

 
 

Total assets
  

$ 3,962,342
 

$ 4,144,636
 

 

Equity and Liabilities
 

 

Total equity
  

7
 

$ 609,347
 

$ 606,768
 

 

Non-current liabilities
 

Long term debt
  

5
 

2,693,153
 

2,901,348
 

Derivatives 
  

10
 

23,162
 

19,427
 

Deferred tax liabilities
  

6
 

104,352
 

143,930
 

Other liabilities
  

4
 

32,001
 

29,727
 

   
2,852,668

 
3,094,432

 

Current liabilities
 

Accounts payable and other liabilities
  

4
 

229,789
 

255,585
 

Income taxes payable
  

6
 

7,169
 

5,739
 

Liabilities of discontinued operations 
   

28,903
 

28,903
 

Construction financing 
  

111,639
 

102,433
 

Current portion of long term debt
 

5
 

122,827
 

50,776
 

   
500,327

 
443,436

 

Total liabilities
   

3,352,995
 

3,537,868
 

 

Total equity and liabilities
   

$ 3,962,342
 

$ 4,144,636
 

Commitments 
 

12
 

Contingent liabilities 
 

13
 

Subsequent events 
 

16
 

 

Approved by the Board, August 7, 2009
 

"Signed"                       
  

 "Signed"                    
 

Richard Homburg, Phzn., D. Comm.
  

Edward P. Ovsenny
 

Director
      

Director
 

See accompanying notes to these consolidated interm financial statements prepared under International Financial Reporting Standards.
 

Consolidated interim financial statements prepared under Canadian GAAP are also available.
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Homburg Invest Inc.
 

Consolidated Interim Income Statement 
 

Six Months Ended June 30
    

(Unaudited - Prepared by Management)
 

(CAD $ thousands except per share amounts)
 

 
Three Mos.

 
Three Mos.

 
Six Mos.

 
Six Mos.

 
 

Ended
 

Ended
 

Ended
 

Ended
 

 
June 30

 
June 30

 
June 30

 
June 30

 
 

Note
 

2009
 

2008
 

2009
 

2008
 

 

Property revenue
 

15
 

$ 84,717
 

$ 77,290
 

$ 165,357
 

$ 152,103
 

Sale of properties developed for resale
  

15,579
 

49,392
 

39,790
 

130,909
 

Total revenues
  

100,296
 

126,682
 

205,147
 

283,012
 

 

Property operating expenses 
 

15
 

26,027
 

20,318
 

49,399
 

39,891
 

Cost of sale of properties developed for resale
 

25,884
 

35,442
 

48,449
 

100,816
 

  
51,911

 
55,760

 
97,848

 
140,707

 
 

Gross income from operations
  

48,385
 

70,922
 

107,299
 

142,305
 

 

General and administrative
  

(5,929)
 

(6,503)
 

(11,788)
 

(11,904)
 

Stock based compensation
  

(48)
 

(207)
 

(96)
 

(207)
 

Other income, net
  

405
 

142
 

754
 

766
 

Dividend income
  

375
 

106
 

382
 

2,940
 

Net adjustment to fair value of investment
  

properties
  

(50,137)
 

(3,389)
 

(51,986)
 

(4,011)
 

Gain on sale of investments
  

648
  

2,250
  

Net adjustment to fair value of held for trading
 

financial assets
 

3
 

2,288
 

(2,517)
 

(935)
 

(7,097)
 

Net adjustment to fair value of derivative financial
 

instruments
 

10a
 

3,896
 

(22)
 

(4,811)
 

(902)
 

Interest expense
 

4,5
 

(40,333)
 

(40,614)
 

(81,105)
 

(83,438)
 

Exchange differences, net
  

3,589
 

32
 

10,780
 

(962)
 

 

Income (loss) before income taxes
  

(36,861)
 

17,950
 

(29,256)
 

37,490
 

 

Total income taxes (recovery)
 

6
 

(8,659)
 

1,241
 

(6,598)
 

2,927
 

Net income (loss)
  

$ (28,202)
 

$ 16,709
 

$ (22,658)
 

$ 34,563
 

Earnings (loss) per share 
 

8
 

 

Per Class A Subordinate Voting Share and Class B Multiple Voting Share
 

Basic 
 

Net income (loss)
 

$(1.43)
 

$ 0.84
 

$ (1.15)
 

$ 1.76
 

Diluted
 

Net income (loss) 
 

$(1.43)
 

$ 0.82
 

$ (1.15)
 

$ 1.72
 

See accompanying notes to these consolidated interm financial statements prepared under International Financial Reporting Standards.
 

Consolidated interim financial statements prepared under Canadian GAAP are also available.
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Homburg Invest Inc.
 

Consolidated Interim Statement of Comprehensive Income (Loss)
 

Six Months Ended June 30
  

.
 

(Unaudited - Prepared by Management)
 

 
Three Mos.

 
Three Mos.

 
Six Mos.

 
Six Mos.

 
 

Ended
 

Ended
 

Ended
 

Ended
 

 
June 30

 
June 30

 
June 30

 
June 30

 

(CAD $ thousands except per share amounts)
 

2009
 

2008
 

2009
 

2008
 

 

Net income (loss)
  

$ (28,202)
 

$ 16,709
 

$ (22,658)
 

$ 34,563
 

Other comprehensive income (loss)
 

 
Unrealized foreign currency 

 
 

translation gain (loss)
  

(11,563)
 

(21,599)
 

(45,844)
 

51,612
 

 
Future income tax recovery (expense)

  
3,748

 
(20,408)

 
25,122

 
(35,539)

 
   

(7,815)
 

(42,007)
 

(20,722)
 

16,073
 

 
Foreign currency gain (loss) on financial 

 
 

instruments designated as hedges  
 

 
of self sustaining foreign operations

  
6,204

 
4,511

 
23,454

 
(35,486)

 
 

Future income tax expense (recovery)
   

(744)
  

5,855
 

   
6,204

 
3,767

 
23,454

 
(29,631)

 
  
 

Other comprehensive income (loss)
  

(1,611)
 

(38,240)
 

2,732
 

(13,558)
 

Comprehensive income (loss)
  

$ (29,813)
 

$ (21,531)
 

$ (19,926)
 

$ 21,005
 

 

 
 

See accompanying notes to these consolidated interm financial statements prepared under International Financial Reporting Standards.
 

Consolidated interim financial statements prepared under Canadian GAAP are also available.
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Homburg Invest Inc.
 

Consolidated Interim Statement of Changes in Equity 
   

Six Months Ended June 30
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)
 

 
Other paid in

Capital
Revaluation

Surplus
Share 
Capital

Contributed
Surplus

Accumulated
Other

Comprehensive
Income (Loss)

Retained 
Earnings
(deficit) 

Total

Balance December 31, 2007
 

$ 11,489 $ 33,547 $ 633,265 $ 5,645 $ (18,560) $ 220,885 $ 886,271
Comprehensive income (loss) for the year

 
19,209 (276,653) (257,444)

Dividend related to DIM Vastgoed N.V. dividend guarantee
 

(677) (677)
Dividends ($4.49 per share)

 
(88,213) (88,213)

Dividend reinvestment plan
 

22,572 22,572
Issue costs

 
(62) (62)

Shares issued for stock dividend
  

44,788 44,788
Acquisition and cancellation of own shares

 
(2,028) 1,254 (774)

Stock based compensation
 

307 307 
        

Balance December 31, 2008
 

11,489 33,547 698,535 7,206 649 (144,658) 606,768
Comprehensive income (loss) for the period

 
2,732 (22,658) (19,926)

Dividend related to DIM Vastgoed N.V. dividend guarantee
 

(71) (71)
Acquisition and cancellation of own shares

 
(6,750) 5,403 (1,347)

Homburg Capital Securities A (Note 7b)
 

24,058 (231) 23,827
Stock based compensation

 
96 96 

       

Balance June 30, 2009
 

$ 35,547 $ 33,547 $ 691,785 $ 12,705 $ 3,381 $ (167,618) $ 609,347

 

See accompanying notes to these consolidated interm financial statements prepared under International Financial Reporting Standards.
 

Consolidated interim financial statements prepared under Canadian GAAP are also available.
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Homburg Invest Inc.
 

Consolidated Interim Statement of Cash Flows
 

Six Months Ended June 30
  

 
 

(Unaudited - Prepared by Management)
   

(CAD $  thousands except per share amounts)
 

 
Three Mos.

 
Three Mos.

 
Six Mos.

 
Six Mos.

 
 

Ended
 

Ended
 

Ended
 

Ended
 

 
June 30

 
June 30

 
June 30

 
June 30

 
 

Note
 

2009
 

2008
 

2009
 

2008
 

 

Operating activities
     

Net income (loss) 
  

$ (28,202)
 

$ 16,709
 

$ (22,658)
 

$ 34,563
 

Adjustments for:
 

Realized valuation changes
  

(648)
  

(2,250)
  

Deferred rental income
  

(946)
 

(3,446)
 

(1,979)
 

(6,644)
 

Unrealized valuation changes
  

50,137
 

3,389
 

51,986
 

4,011
 

Deferred income taxes
  

(9,218)
 

1,644
 

(10,108)
 

1,594
 

Stock based compensation
  

48
 

207
 

96
 

207
 

Amortization of financing fees
  

1,240
 

2,101
 

2,225
 

6,955
 

Fair value change in financial assets
  

(2,288)
 

2,517
 

935
 

7,097
 

Accretion in value of discounted liabilities
  

416
 

66
 

497
 

280
 

Loss (gain) on derivative instruments
  

(3,896)
 

22
 

4,811
 

902
 

Foreign exchange loss (gain)
  

(3,589)
 

(32)
 

(10,780)
 

962
 

Change in non-cash working capital and other
 

9
 

(4,184)
 

(13,402)
 

3,099
 

(9,235)
 

Net cash from (used in) operating activities
  

(1,130)
 

9,775
 

15,874
 

40,692
 

Investing activities
 

Investment in investment properties
  

(4,866)
 

(14,965)
 

(11,786)
 

(25,744)
 

Decrease in restricted cash
  

798
 

5,499
 

4,568
 

10,375
 

Investment in development properties
  

(12,783)
 

(44,489)
 

(24,441)
 

(53,533)
 

Proceeds on sale of investments
  

5,588
  

13,946
  

Purchase of long term investments
  

(2,519)
 

(2,908)
 

(5,279)
 

(3,688)
 

Net cash used in investing activities
  

(13,782)
 

(56,863)
 

(22,992)
 

(72,590)
 

Financing activities
 

Increase (decrease) in demand loans
  

1,032
 

(83,305)
 

(8,277)
 

(357,709)
 

Increase (decrease) in mortgages payable
  

(9,254)
 

57,751
 

(18,529)
 

292,361
 

Proceeds from bonds
   

52,556
 

11,043
 

90,792
 

Decrease (increase) in related party receivable
  

214
  

(11,035)
  

Increase in deferred financing charges
  

(499)
 

(2,702)
 

(767)
 

(9,721)
 

Repurchase of common shares and
 

issue costs
  

(1,219)
  

(1,346)
 

(51)
 

Dividends paid
     

(20,739)
 

Decrease in related party payable
  

(8,971)
 

(6,283)
 

(9,066)
 

(7,078)
 

Increase in construction financing
  

1,999
 

30,159
 

9,206
 

42,587
 

Proceeds from Homburg Capital Securities A
 

7b
 

18,991
  

25,868
  

Net cash from (used in) financing activities
  

2,293
 

48,176
 

(2,903)
 

30,442
 

 

Increase (decrease) in cash
  

(12,619)
 

1,088
 

(10,021)
 

(1,456)
 

Cash, beginning of period
  

18,957
 

15,383
 

16,359
 

17,927
 

Cash, end of period
  

$ 6,338
 

$ 16,471
 

$ 6,338
 

$ 16,471
 

Supplemental cash flow information 
 

9
 

See accompanying notes to these consolidated interm financial statements prepared under International Financial Reporting Standards.
 

Consolidated interim financial statements prepared under Canadian GAAP are also available.
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Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

 

1.  Basis of financial statement presentation
 

 

These unaudited consolidated interim financial statements have been prepared by management under
International Financial Reporting Standards ("IFRS"), on a basis consistent with those followed in the most
recent audited consolidated financial statements. These financial statements include the accounts of Homburg
Invest Inc. and its subsidiaries, wholly owned partnerships and partially owned partnerships (collectively the
"Company"). These financial statements do not contain all disclosures required by IFRS for annual financial
statements, and accordingly, the financial statements should be read in conjunction with the most recently
prepared annual financial statements for the year ended December 31, 2008. 

 
 

The preparation of financial statements in conformity with IFRS requires that management make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from these estimates.

 
 

 
 

2. Receivables and other
 

 
 

June 30
 

December 31
 

 
2009

 
2008

 
 

Trade receivables
 

$ 46,871
 

$ 61,415
 

 
Related party receivable (Note 11h)

 
11,035

  
 

Prepaids
 

13,236
 

3,975
 

 
Homburg Capital Securities A receivable (Note 7b)

 
3,289

  
  

$ 74,431
 

$ 65,390
 

 

 

3. Long term investments 
 

At December 31, 2008, the Company's investment in DIM Vastgoed N.V. ("DIM") consisted of deposit receipts
representing 971,462 shares of DIM, a real estate investment company listed on the NYSE Euronext, and
266,214 directly owned shares.  On January 9, 2009 (the "Agreement Date"), the Company entered into a Stock
Exchange Agreement (the "Exchange Agreement") with Equity One Inc. ("Equity One"), whereby it sold this
investment in DIM in exchange for 866,373 shares of Equity One common stock, resulting in a gain on sale of
$166.  During the first two quarters of 2009, the Company disposed of all of its shares of Equity One and
recognized a gain of $2,151.  

 
 

The Company also has an investment in DIM related to the October 2010 closing (the "DIM 2010 Shares"),
which consists of deposit receipts representing 766,573 (December 31, 2008 - 766,573) shares of DIM.  The
fixed purchase price for the DIM 2010 Shares will not be paid, and legal title will not transfer, until October 1,
2010 (the "Settlement Date").  Dividends paid on the DIM 2010 Shares through to the Settlement Date will be
retained by the sellers of these shares.  Until the Agreement Date, the Company had full voting rights
associated with the DIM 2010 Shares.  
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Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

 

3. Long term investments (cont.)
 

 

Under the Exchange Agreement, the Company also entered into an arrangement to sell to Equity One the DIM
2010 Shares, if and when the Company has acquired ownership thereof.  The Exchange Agreement requires
Equity One to issue to the Company 536,601 shares of common stock in exchange for 766,573 of DIM's
ordinary shares if Equity One's common stock is trading below USD$20.00.  Likewise, the arrangement requires
the Company to provide Equity One with 766,573 of DIM's ordinary shares in exchange for 536,601 shares of
Equity One common stock if the Equity One stock is trading above USD$16.50.  The Stock Exchange
Agreement provides for a time-sensitive cash settlement option, solely at the discretion of Equity One, that takes
precedence over the aforementioned stock exchange.  This cash settlement option provides Equity One with the
ability to pay the Company cash of USD$11.50 per DIM ordinary share, adjusted for a dividend formula that
considers Equity One and DIM dividends, if any.  As the exchange is considered to be contingent on factors
beyond the Company's control, it has not been accounted for as a sale transaction, and the Company continues
to record the DIM 2010 Shares at fair value, which is considered to be the market price of the underlying DIM
ordinary shares, subject to such market price not exceeding the floor price of USD$11.50 per share as
established in the Exchange Agreement.  At June 30, 2009, the fair value of the DIM 2010 Shares was $6,203
(December 31, 2008 - $7,077).  

 
 

Concurrent with the signing of the Exchange Agreement, the Company entered into a Voting Rights Transfer
Agreement which transferred to Equity One the voting rights associated with the DIM 2010 shares until such
time as the Exchange Agreement with respect to these shares is consummated.  

 

 
 

4. Accounts payable and other liabilities
 

 
June 30

 
December 31

 
 

2009
 

2008
 

 
Current amounts

  
 

Trade payables  (Note 11b)
 

$ 130,371
 

$ 127,165
 

 
Non construction demand loans 

 
76,633

 
90,613

 
 

Notes payable 
 

167
 

173
 

 
Prepaid rents and deposits

 
9,650

 
17,378

 
 

Security deposits
 

1,049
 

1,352
 

 
Homburg Capital Securities A (Note 7b)

 
2,081

  
 

Related party payable (Notes 11e, f, and g) 
 

9,838
 

18,904
 

  
$ 229,789

 
$ 255,585

 
 

Non-current amounts
 

 
Long term payables 

 
$ 25,354

 
$ 25,287

 
 

Homburg Capital Securities A (Note 7b)
 

2,621
  

 
Shareholders of DIM Vastgoed N.V., due October 2010 

 
4,026

 
4,440

 
  

$ 32,001
 

$ 29,727
 

 

The Company has available credit facilities of $78,000 of which $63,000 (December 31, 2008 - $64,849) is
being utilized at June 30, 2009. Of these facilities, $15,000 (December 31, 2008 - $15,000) is with a company
controlled by the Chairman and Chief Executive Officer.
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Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

 

5.  Long term debt
 

 
  

June 30
 

December 31
 

 
2009

 
2008

 
 

Secured debt
 

  
Mortgages payable (a)

 
$ 2,058,542

 
$ 2,160,544

 
  

Mortgage bonds payable 
 

215,148
 

228,368
 

   
2,273,690

 
2,388,912

 
 

Unsecured debt
  

  
Corporate non-asset backed bonds (b)

 
503,472

 
522,700

 
  

Junior subordinated notes 
 

63,720
 

67,551
 

   
567,192

 
590,251

 
   

2,840,882
 

2,979,163
 

 
Deferred financing charges, net of accumulated

 
  

amortization of $12,131 (December 31, 2008 - $12,161) 
 

(24,902)
 

(27,039)
 

   
2,815,980

 
2,952,124

 
 

Less current portion
 

122,827
 

50,776
 

 
Long term debt

 
$ 2,693,153

 
$ 2,901,348

 
 

Long term debt has both fixed and variable interest rates.  At year end the contractual weighted average interest
 

rate for variable rate long term debt was 2.59% and for fixed rate long term debt was 5.91% (December 31,
 

2008 - variable - 4.47%, fixed - 5.94%).
 

 

Scheduled principal installments and principal maturities for the period ending June 30 are as follows:
 

 
 

Mortgages               
    

Weighted
 

 
Normal 

  
Bonds and Junior

  
average

 
 

Principal
 

Principal
 

Subordinated
 

interest rate of
 

 
Installments

 
Maturities

 
Notes

 
Total

 
maturing debt

 

 
2010

 
$ 37,205

 
$ 36,902

 
$ 48,720

 
$ 122,827

 
6.68%

 
 

2011
 

39,989
 

4,243
  

44,232
 

7.66%
 

 
2012

 
41,203

 
130,820

 
166,428

 
338,451

 
6.36%

 
 

2013
 

37,725
 

328,966
 

81,216
 

447,907
 

5.11%
 

 
2014

 
32,172

 
147,275

 
259,848

 
439,295

 
6.42%

 
 

Subsequent years
  

1,222,042
 

226,128
 

1,448,170
 

5.13%
 

  
$ 188,294

 
$ 1,870,248

 
$ 782,340

 
$ 2,840,882

 

 

It is the Company's intention to seek renewals of the mortgage principal maturities at market rates.
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Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

 

5.  Long term debt (cont.)
 

 

a)
 

Mortgages payable 
 

 

Specific investment properties and an assignment of specific rents receivable have been pledged as collateral
for mortgages payable, with maturity dates between 2009 and 2020.  Included in mortgages payable are the
following foreign denominated amounts:

 
 

June 30
 

December 31
 

   
2009

 
2008

 
 
 

USD denominated
 

USD
 

$ 91,604
 

$ 92,335
 

  
CAD

 
$ 105,894

 
$ 112,907

 

 
 

EURO denominated
 

EUR
 

€ 851,148
 

€ 858,243
 

  
CAD

 
$ 1,382,264

 
$ 1,479,439

 

 

The period end exchange rates have been used to translate the foreign denominated mortgages.
 

 

b) Corporate non-asset backed bonds
 

 
  

June 30
 

December 31
 

 
Bond Series

 
Maturity

 
Interest Rate

 
Amount

  
2009

  
2008

 
 

HB8
 

May 31, 2013
 

7.00%
 

EUR €50,010
 

$ 81,216
 

$ 86,207
 

 
HB9

 
October 31, 2013

 
7.00%

 
EUR €60,000

 
97,440

 
103,428

 
 

HB10
 

February 15, 2014
 

7.25%
 

EUR €100,005
 

162,408
 

172,389
 

 
HB11

 
January 15, 2015

 
7.25%

 
EUR €100,005

 
162,408

 
160,676

 
     

$ 503,472
 

$ 522,700
 

  

The Corporate non-asset backed bonds are seven year bonds issued in series and have a corporate guarantee
pledged as collateral.  The bonds mature between May 2013 and January 2015 and the Company has the
option to redeem any series of bonds at their face amount anytime subsequent to the fifth anniversary of the
issue of the bonds.  The interest is payable semi-annually on June 30 and December 31.  The bonds are issued
in Euros and have been translated at period end exchange rates.  
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Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

6.  Income taxes
 

 

Income tax expense (recovery) differs from the amounts which would be obtained by applying the Canadian
basic federal and provincial income tax rates and the tax rates for various foreign jurisdictions to earnings
before income taxes.  These differences result from the following items:

 
  

Six Months
 

Six Months
 

  
Ended

 
Ended

 
   

June 30
  

June 30
 

   
 2009

 
 2008

 

Income (loss) before income taxes
  

$ (29,256)
 

$ 37,490
 

Combined income tax rate
  

31.50 %
 

30.26 %
 

 

Income taxes (recovery)
   

$ (9,216)
 

$ 11,344
 

Increase (decrease) in income taxes resulting from:
   

 
Provincial capital tax (net of income tax recovery)

 
178

 
468

 
 

Canadian tax on foreign income
   

(1,684)
 

 
Corporate rate differential in respect of subsidiaries

 
4,455

 
130

 

 
 

Non-taxable portion of capital gains and market value changes (1,597)
 

(4,428)
 

 
Non-deductible (Non-taxable) amounts

 
(2,041)

 
91

 
 

Non deductible portion of unrealized  valuation changes
 

1,388
 

(995)
 

 
Effect of rate changes on temporary differences

 
333

 
(1,999)

 
 

Other
 

(98)
  

    
$ (6,598)

 
$ 2,927

 
 

Income taxes (recovery):
    

Current income and capital taxes 
  

$ 3,510
 

$ 1,801
 

Deferred income taxes
   

(10,108)
 

1,126
 

 
   

$ (6,598)
 

$ 2,927
 

 

Deferred income tax assets (liabilities) represent the temporary differences between the tax basis of assets and
liabilities and the carrying amount of assets and liabilities for financial reporting purposes. The major
components of the Company's deferred income tax assets (liabilities) are as follows:

 
 
 

June 30
 

December 31
 

 
 

 
2009

 
 2008

 
 

Loss carry forwards and foreign tax credits
 

$ 19,919
 

$ 14,370
 

 
Deferred revenues and costs

 
5,836

 
3,621

 
 

Unrealized losses
 

21,951
 

27,989
 

 
Investment properties

 
(152,058)

 
(189,910)

 
  

$ (104,352)
 

$ (143,930)
 

 

The Company's non capital loss carryforwards begin to expire in 2028, and foreign tax credits begin to expire in
2015. As at June 30, 2009, the Company has $3,083 of unrecognized future tax assets. 
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Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

 
 

7.  Shareholders' equity
 

 
   

June 30
 

December 31
 

 
2009

 
2008

 
 

Share capital 
 

$ 691,785
 

$ 698,535
 

 
Contributed surplus 

 
12,705

 
7,206

 
 

Accumulated other comprehensive income  
 

3,381
 

649
 

 
Deficit

 
(167,618)

 
(144,658)

 
 

Other paid in capital (b)
 

35,547
 

11,489
 

 
Revaluation surplus

 
33,547

 
33,547

 
  

$ 609,347
 

$ 606,768
 

 

The following are rates of exchange in effect:
 

  
$1.00 USD

 
€1.00 EUR

 

June 30, 2009 $ 1.16 $ 1.62
December 31, 2008 $ 1.22 $ 1.72
Average rate for six months 2009 $ 1.21 $ 1.61
Average rate for six months 2008 $ 1.01 $ 1.54  

 
 

The following table sets forth the particulars of the issued and outstanding shares of the Company:
 

 
  

Class A
 

Class B
  

  
Subordinate

 
Multiple

  
  

Voting Shares
 

Voting Shares
 

Stated Capital
 

  
(000's)

 
(000's)

 

Issued and outstanding at December 31, 2007
  

16,132
 

3,152
 

$ 633,265
 

 
Shares acquired under Normal Course Issuer Bid 

  
(51)

 
(1)

 
(2,028)

 
 

Shares issued for stock dividend
    

44,788
 

 
Issue costs, net of income taxes

    
(62)

 
 

Dividend reinvestment plan
  

709
  

22,572
 

Issued and outstanding at December 31, 2008
  

16,790
 

3,151
 

698,535
 

 
Shares acquired under Normal Course Issuer Bid (a)

 
(171)

 
(2)

 
(6,750)

 

Issued and outstanding at June 30, 2009
  

16,619
 

3,149
 

$ 691,785
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7. Shareholders' equity (cont.)
 

 

a) Normal Course Issuer Bid ("NCIB")
 

 

On October 16, 2008, the Company announced plans, under an approved NCIB, to acquire (on a post-
consolidation basis) up to 1,051,000 Class A Subordinate Voting shares and 157,500 Class B Multiple Voting
shares over a one year period ending October 16, 2009. The NCIB enables the Company to acquire up to 4,754
Class A Shares and up to 100 Class B Shares on any given trading day. Any shares acquired by the Company
under the NCIB are being cancelled. During the six months ended June 30, 2009, the Company acquired and
cancelled 171,200 Class A Shares at an average cost of $7.79 per share, and 1,700 Class B Shares at an
average cost of $7.34 per share. 

 
 

Class A and Class B shares acquired are being cancelled and removed from share capital at the average issue
price at the time of acquisition. The discount on repurchases made in the six month period ended June 30, 2009
of $5,404 is credited to contributed surplus.

 
 

b) Other Paid in Capital
 

 
June 30

 
June 30

 
 

2009
 

2008
 

Balance, beginning of period
 

$ 11,489
 

$ 11,489
 

Homburg Capital Securities A 
 

 
Equity component        

 
25,311

  
 

Deferred transaction costs 
 

(1,253)
  

Balance, end of period
 

$ 35,547
 

$ 11,489
 

 

Homburg Capital Securities A
 

 

During the six month period, the Company issued EUR €18,644 ($30,040) Homburg Capital Securities A
("HCSA").  The HCSA are 99 year securities maturing February 27, 2108, bearing an annual interest rate of
9.5%, payable quarterly.  The Company has the option to pay any and all of the quarterly interest payments in
cash or through the issuance of Class A Preferred shares.  The principal amount of HCSA must be paid in cash
upon redemption or maturity.  

 
 

The HCSA are direct unsecured obligations of Homburg Invest Inc. and are subordinate to the Company's
existing Mortgage Bonds Payable and Corporate non-asset backed bonds, and rank senior to the Company's
Class A Subordinate Voting shares and Class B Multiple Voting shares. 

 
 

The Company will have the right to redeem the HCSA, at a price equal to 100% of the principal amount of the
HCSA to be redeemed, plus accrued and unpaid interest to the date of redemption by giving not less than thirty
(30) and no more than sixty (60) days' prior notice on account of:

 

- certain changes in tax legislation or other tax events subjecting the issuer to additional taxes or other
governmental charges;

 

- the termination of equity treatment for accounting purposes of future interest obligations under the HCSA or
of the Class A Preferred Shares, subject to an insignificant amount of Class A Preferred Shares then issued
and outstanding; and

 

- on February 27, 2014 or any subsequent interest payment date, in whole or in part.
 

 
 
 

 
12

 



 

Homburg Invest Inc.
 

Notes to International Financial Reporting Standards Consolidated Interim Financial Statements
 

June 30, 2009
 

(Unaudited - Prepared by Management)
 

(CAD $  thousands except per share amounts)  
 

 

7.  Shareholders' equity (cont.)
 

 

b) Other Paid in Capital (cont.)
 

 

Any Class A Preferred shares issued will be issued in series and will have the following terms and conditions:
par value of one (1) Euro each; non-voting; cumulative dividends at the annual rate of 9.75%, as and when
declared by the board of directors; having an indefinite life. The Class A Preferred shares will have a mandatory
obligation for the Company to redeem all issued and outstanding Class A Preferred shares for an amount equal
to their par value plus any accrued but unpaid dividends thereon at the earlier of:

 

- the next interest payment date on which the Company elects to pay interest on the HCSA in cash, in whole
or in part; and

 

- the business day falling immediately prior to the date on which the Company redeems, purchases or
otherwise acquires any shares or securities in the capital of the Company ranking junior to or pari passu with
the HCSA.

 

In addition, any Class A Preferred shares issued in respect of quarterly interest payments prior to April 1, 2011,
will be puttable at the holders' option back to the Company for cash equal to one (1) Euro per Class A Preferred
share. The put option with respect to any such Class A Preferred shares issued will expire 30 days from the
date of receipt of the Class A Preferred shares.

 
 

The Company has determined that the expected life of the HCSA is 50 years through March 31, 2059.  The
proceeds received on issuance have been allocated to three components:

 

- The Company has recognized a liability of EUR €84 ($137) equal to the present value of the HCSA
principal that must be repaid at the end of the expected life of the instrument. This liability is being accreted
using a rate of 11.0% to its full principal amount over the expected life of the instrument using the effective
interest rate method with accretion recognized in interest expense. 

 
 

- The Company has recognized a liability of EUR €2,811 ($4,565) for the present value of the interest
payments prior to April 1, 2011, given the holder put option with respect to any Class A Preferred shares
received with respect to such interest payments. This liability has been discounted and is being accreted
using the effective interest rate method at a rate of 11.0%, with accretion recognized in interest expense. 

 
 

- The residual amount of EUR €15,731 ($25,338) represents the future quarterly interest payments after
March 31, 2011, that can be settled by the issuance of Class A Preferred shares at the Company's option.
This residual amount has been included in other paid in capital. This amount is also being accreted over the
expected life of the instrument using the effective interest rate method with accretion amounts charged
directly to retained earnings.  Interest payments made after March 31, 2011, whether in cash or Class A
Preferred shares, will reduce the other paid in capital amount.  The effective interest rate used results in other
paid in capital reducing to nil at the end of the expected life of the instrument.
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7.  Shareholders' equity (cont.)
 

 

b) Other Paid in Capital (cont.)
 

 

Foreign currency gains and losses on the liability components, whether realized or unrealized, will impact
earnings each quarter.  Foreign currency fluctuations on interest payments made after March 31, 2011, will be
charged to retained earnings.

 
 

Basic and diluted earnings per share are being reduced by amounts charged directly to retained earnings as
such amounts are in preference to earnings available to common shareholders.  In addition, cumulative
preferred dividends whether paid or unpaid on any Class A Preferred shares that may be outstanding will
reduce basic and diluted earnings per share.

 
 

Transaction costs related to the HCSA are being allocated to the liability and equity components in proportion to
the initial allocation of the proceeds received. The transaction costs related to the liability components are
included in deferred financing fees and are being amortized, on an effective interest basis, over the estimated
life of the related liability component. The transaction costs related to the equity component are netted against
other paid in capital and are being amortized to retained earnings, on an effective interest basis, over the
expected life of 50 years for the HCSA.

 
 
 

 

8.    Earnings (loss) per share 
 

 

Net income per share has been calculated based on the weighted average number of shares outstanding as
follows:

 
 

Three Mos.
 

Three Mos.
 

Six Mos.
 

Six Mos.
 

 
Ended

 
Ended

 
Ended

 
Ended

 
 

June 30
 

June 30
 

June 30
 

June 30
 

 
2009

 
2008

 
2009

 
2008

 
 

(000's)
 

(000's)
 

(000's)
 

(000's)
 

Basic
 

 
Class A Subordinate Voting

 
16,695

 
16,841

 
16,740

 
16,491

 
 

Class B Multiple Voting
 

3,149
 

3,152
 

3,150
 

3,152
 

  
19,844

 
19,993

 
19,890

 
19,643

 

Diluted
 

 
Class A Subordinate Voting

 
16,695

 
17,331

 
16,740

 
16,981

 
 

Class B Multiple Voting
 

3,149
 

3,152
 

3,150
 

3,152
 

  
19,844

 
20,483

 
19,890

 
20,133

 
 

The dilution consists of:
 

Class A
 

 
Exercise of options

  
14

  
14

 
 

DIM payable/Other paid in capital
  

476
  

476
 

   
490

  
490
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8. Earnings (loss) per share (cont.)
 

 

Income (loss) available to Class A and Class B shareholders is calculated as:
 

 
 

Net income (loss) 
 

$ (28,202)
 

$ 16,709
 

$ (22,658)
 

$ 34,563
 

 
Less Homburg Capital Securities

 
 

equity accretion (Note 8(c))
 

(231)
  

(231)
  

 
Income (loss) available

 
$ (28,433)

 
$ 16,709

 
$ (22,889)

 
$ 34,563

 
 

The weighted average number of shares for 2008 have been retrospectively adjusted to reflect the impact of the
2008 stock consolidation and "in-kind" dividend.

 
 

The Company incurred a loss in earnings (loss) available to Class a and Class B shareholders for both the three
months and six months ended June 30, 2009. As such, the inclusion of any potential shares in the calculation of
diluted per share amounts for those periods would be anti-dilutive.

 
 

The dilutive effect of outstanding stock options on earnings per share for the three and six months ended June
30, 2008 is based on the application of the treasury stock method. Under the treasury stock method, the
proceeds from the exercise of such securities are assumed to be used to purchase shares of the same class.
The Company's stock options issued in 2007 with an exercise price of $56.80 are anti-dilutive for all reporting
periods. As such, those options have been excluded from the calculation of diluted earnings per share for the
respective periods.

 

 

9. Supplemental cash flow information
 

  
 

Three Mos.
 

Three Mos.
 

Six Mos.
 

Three Mos.
 

 
Ended

 
Ended

 
Ended

 
Ended

 
 

June 30
 

June 30
 

June 30
 

June 30
 

 
2009

 
2008

 
2009

 
2008

 

Change in non-cash working capital and other
 

Receivables and other
 

$ (1,913)
 

$ (3,163)
 

$ (9,871)
 

$ (12,250)
 

Construction properties for resale
 

(24,649)
 

(34,213)
 

(60,218)
 

(73,479)
 

Accounts payable and other liabilities
 

(22,043)
 

(624)
 

(2,899)
 

20,475
 

Proceeds in excess of earnings on 
 

development properties
 

44,421
 

24,598
 

76,087
 

56,019
 

 
$ (4,184)

 
$ (13,402)

 
$ 3,099

 
$ (9,235)

 
 

Interest paid
 

$ 55,893
 

$ 53,559
 

$ 85,628
 

$ 86,752
 

Capital and income taxes paid 
 

$ 2,336
 

$ 2,561
 

$ 3,100
 

$ 1,287
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10. Financial instruments and risk management
 

 

Financial instruments
 

The Company does not acquire, hold or issue derivative financial instruments for trading purposes.
 

The Company holds the following long term financial instruments: mortgages, mortgage bonds, corporate non-
asset backed bonds, junior subordinated notes, long term payables and long term investments. The mortgages
have a fair value of $2,065,013 (December 31, 2008 - $2,146,666).  The total fair value of all bonds is $651,350
(December 31, 2008 - $649,404). The principal amount of the mortgage bonds have been guaranteed against
currency fluctuations. The currency guarantee receivable of $14,946 (December 31, 2008 - $28,165) is carried
at fair value. The junior subordinated notes have a fair value of $84,925 (December 31, 2008 - $70,607). The
long term investments, with the exception of the investment in DEGI Homburg Harris Limited Partnership, are
carried at their fair value. The long term investment in DEGI Homburg Harris Limited Partnership represents a
10% interest in an investment property currently under development. The Company has classified the
investment as available for sale and carries it at cost as the investment is not quoted in an active market and its
fair value is not reliably determinable.

 

The fair values of long term financial instruments (other than long term investments) are based upon discounted
future cash flows using discount rates that reflect current market conditions for instruments with similar terms
and risks.  Such fair value estimates are not necessarily indicative of the amounts the Company might pay or
receive in actual market transactions. The fair value of the Company's investment in Homburg Eastern
European Fund B.V. is based on the proportionate share of the reported net asset value of the B.V.. The B.V.
prepares its financial statements under International Financial Reporting Standards using the fair value model.
As such, the net asset value from the financial statements of the B.V. is reflective of its fair value. The fair value
of the other long term investments carried at fair value is based on the quoted market price.

 

The Company's short-term financial instruments, comprising amounts receivable, cash, accounts payable and
accrued liabilities, demand and short term loans and security deposits are carried at amortized cost which, due
to their short-term nature, approximates their fair value.

 
 

Risk management
 

In the normal course of its business, the Company is exposed to a number of risks that can affect its operating
performance.  These risks, and the actions taken to minimize them are discussed below.

 

a) Interest rate and liquidity risks
 

As a result of the current global capital market condition, lenders have tightened their lending standards, and
may continue to do so. The effect of this could be that the Company may have more difficulty obtaining the
same level of financing and/or similar terms of financing on renewals and on new debt. The Company's
financial condition and results of operations could be adversely affected if it were not able to obtain financing,
or obtain appropriate terms for its financing.
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10.  Financial instruments and risk management (cont.)
 

 

The borrowings of the Company have fixed and floating interest rate components resulting in an exposure to
interest rate movements. Liquidity risk relates to the possibility of insufficient debt and equity financing
available to fund the desired growth of the Company and to refinance the current and long term debts as
they come due. 

 

Liquidity risk also relates to the potential required early retirement of debt. Some of the Company's debt
agreements have covenants related to minimum debt to equity ratios, interest coverage ratios, and/or
reserve account balance requirements. Breach of any of these covenants could result in the related debt
being required to be repaid before its scheduled maturity date. Should that happen, the Company may be
required to sell properties at unfavourable prices to satisfy the debt repayment, and the financial condition
and results of operations could be adversely affected.

 

At period end, the Company's debt consists of $2,491,903 in fixed rate debt and $537,251 in floating rate
debt before deferred financing charges. The Company has minimized its interest rate risk through a liability
management policy.  The Company allocates the maturity of its debt over a period of approximately 30
years. In addition, the Company has entered into interest rate swaps in order to manage the impact of
fluctuating interest rates on EUR €160,384 ($260,464) (December 31, 2008 - EUR €161,181 ($277,843)) of
its long term debt. Due to a reduction of interest rates in The Netherlands, Germany and the Baltics during
the period ended June 30, 2009 the impact on the statement of earnings is a loss of $4,811 (June 30, 2008 -
loss of  $902).  

 

The Company discloses its annual debt repayment information related to long term debt in Note 5, as well as
the weighted average rate of the maturing debt. In addition to these long term amounts, the Company has
$188,272 in demand and short term loans which are repayable in less than one year.  The Company expects
to renew or refinance these amounts upon maturity. The Company's long term debt has a weighted average
term to maturity of 7.3 years and 34.51% of long term debt matures or is repaid by December 31, 2013.

 

With all other variables held constant, the Company has determined that a 1% change in interest rates would
result in an annualized after tax change of $3,680 in the Company's earnings as a result of the impact on
floating rate borrowings.

 

b) Credit risk
 

The Company's principal assets are commercial and residential buildings. Credit risk on tenant receivables
arises from the possibility that tenants may not fulfill their lease obligations.  The Company mitigates this
credit risk by performing credit checks on prospective tenants, having a large diverse tenant base with
varying lease expirations, requiring security deposits on high risk tenants and ensuring that a considerable
portion of its property revenue is earned from international, national and large anchor tenants.

 

The Company's largest tenant represents 19% of property revenue for the period. The ability of this tenant to
fulfill its long term lease obligation, or to pay rent on a timely basis could impact the Company's annual cash
flow. To mitigate this risk, the tenant has issued a EUR €75,000 ($121,800) letter of guarantee, to the
primary lender on the specific property, which would be utilized to mitigate major losses while the Company
sought replacement tenants. 

 

The Company's receivables are comprised primarily of current balances owing and the Company performs
monthly reviews of its receivables and establishes an appropriate provision for doubtful accounts. The
Company has not experienced any significant receivable write offs and there has been no significant change
in the provision during the period.
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10.  Financial instruments and risk management (cont.)
 

 

The remaining significant receivables consist of taxes recoverable from various government agencies and
revenue from the sale of development properties. The amounts due from government agencies represent
current recoverable amounts and the revenue from the sale of development properties is supported by
security letters of credit issued by the purchaser.

 
 

c) Currency risk
 

Currency risk arises from assets and liabilities denominated in US Dollars or Euros. The Company mitigates
a portion of its currency risk on mortgage bonds denominated in Euros through a guarantee agreement. In
support of the currency guarantee the related party has arranged an arms length credit facility agreement.
The Company has also established internal hedging relationships between Euro-denominated net
investments in foreign operations and Euro-denominated Corporate Non-Asset Backed Bonds and Junior
Subordinated Notes. At June 30, 2009, EUR €234,340 (December 31, 2008 - €234,340) of the Company's
net investment was hedged with an equal amount of Euro-denominated debt. The hedge is considered to be
an effective hedge at June 30, 2009 and December 31, 2008 and will be regularly reviewed to assess the
continued effectiveness of the hedging relationship. Currency risk for other amounts denominated in US
Dollars and Euros is mitigated by US Dollar and Euro revenue and expense streams related to property
rentals.

 

The operating results of the Company's foreign operations are translated to Canadian dollars for financial
statement reporting purposes. Changes to the exchange rates during the reporting period impact those
reported results.

 

With all other variables held constant, the Company has determined that a 10% change in the exchange rate
of the US dollar in comparison to the Canadian dollar would result in a decrease (increase) in annualized
earnings after income taxes, excluding un-hedged debt, of $78 and a foreign exchange gain or loss on the
un-hedged US dollar denominated Junior Subordinated Notes of $1,584 after income taxes.

 

With all other variables held constant, the Company has determined that a 10% change in the exchange rate
of the Euro in comparison to the Canadian dollar would result in an decrease (increase) in annualized
earnings after income taxes, excluding un-hedged debt, of $1,999 and a foreign exchange gain or loss on
the un-hedged Euro denominated Corporate Non- Asset Backed Bonds of $11,125 after income taxes.

 

The Balance Sheets of the Company's foreign operations are translated to Canadian dollars for financial
reporting purposes using the period end exchange rate. The change in exchange rates on the net
investment position of these foreign operations is reflected in the Other Comprehensive Income of the
Company during the period. As noted above, the Company has established an internal hedging relationship
between Euro-denominated debt and net investments in foreign operations. To the extent that the hedges
are effective, the foreign currency gain or loss on the hedging amounts of Euro-denominated debt is
reflected in the Other Comprehensive Income during the period.

 

The Company feels that 10% represents a reasonably possible change in existing exchange rates.
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10.  Financial instruments and risk management (cont.)
 

 

d) Concentration risk
 

The Company's largest single tenant represents approximately 19% (December 31, 2008 - 17%) of property
revenue for the period. The risk relates to the ability of the Company to replace this revenue stream on a
timely basis while maintaining the related property costs. The Company mitigates this risk by entering into
long term leases; reviewing the financial stability of the tenant and obtaining security or guarantees where
appropriate; and seeking geographic and industry diversity of tenants. The Company's largest tenant has
issued a letter of guarantee to the primary lender on the specific property, in an amount representing in
excess of 2 years property revenue from this tenant. The Company also maintains their properties to a
quality standard that would support timely re-leasing of a property.

 
 

 

11. Related party transactions
 

 

The Company's ultimate parent is Homburg Finance A.G., which is controlled by the Chairman and Chief
Executive Officer.

 

a)
 

The Company has entered into agreements with companies commonly controlled by the Chairman and Chief
Executive Officer to provide various services. A summary of the various transactions between related parties
is as follows:

 
  

Six Months
 

Six Months
 

  
Ended

 
Ended

 
  

June 30
 

June 30
 

  
2009

 
2008

 
 

Rental revenue earned
 

$ (321)
 

$ (333)
 

 
Interest Income

 
$ (362)

 
$

 
 

Asset and construction management fees incurred
 

$ 14,551
 

$ 10,456
 

 
Property management fees incurred

 
$ 2,003

 
$ 1,748

 
 

Insurance incurred
 

$ 687
 

$ 691
 

 
Service fees incurred

 
$ 757

 
$ 522

 
 

Property acquisition/disposal fees incurred
 

$ 5
 

$ 2,150
 

 
Mortgage bond guarantee fees incurred

 
$ 1,388

 
$ 1,848

 
 

Interest costs incurred
 

$ 942
 

$
 

 
Tenant improvements

 
$ 125

 
$

 
 

Bond and other debt issue costs incurred
 

$ 1,940
 

$ 3,818
 

 

b) Included in accounts payable are the following balances payable to companies commonly controlled by the
Chairman and Chief Executive Officer, which are non-interest bearing and have no set terms of repayment. 

 

  
June 30

 
December 31

 
  

2009
 

2008
 

 
Mortgage bond guarantee fees

 
$ 1,388

 
$ 323

 
 

Management fees
 

$ 694
 

$ 83
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11. Related party transactions (cont.)
 

 

c)
 

The Company has approved a resolution authorizing the property manager, a company commonly controlled
by the Chairman and Chief Executive Officer, to operate trust accounts on its behalf as required to conduct
business of the Company.

 
 

d)
 

Professional services of approximately $100 (June 30, 2008 - $47) were purchased from a corporation of
which one of the Company's directors is affiliated.

 
 

e)
 

Included in accounts payable is $3,532 (December 31, 2008 - $14,966) in payables to companies commonly
controlled by the Chairman and Chief Executive Officer, which are non-interest bearing and have no set
terms of repayment. 

 
 

f)
 

Also included in accounts payable is a demand note payable plus accrued interest in the amount of EUR
€2,343 ($3,805) (December 31, 2008 - $3,938) payable to a company commonly controlled by the Chairman
and Chief Executive Officer, which bears an interest rate of 5.619% per annum.

 
 

g)
 

Also included in accounts payable is a demand note payable plus accrued interest in the amount of USD
$2,164 ($2,501) (December 31, 2008 - $3,322) payable to a company commonly controlled by the Chairman
and Chief Executive Officer, which bears an interest rate of 6.00% per annum. 

 
 

h)
 

Included in accounts receivable is a demand note receivable plus accrued interest in the amount of EUR
€6,795 ($11,035) (December 31, 2008 - $NIL) receivable from a company commonly controlled by the
Chairman and Chief Executive Officer, which bears an interest rate of 7.25% per annum. 

 
 

i)
 

The Company has entered into a guarantee arrangement for the principal and interest amounts of the
mortgage bonds payable, with a company under the control of the Chairman and Chief Executive Officer,
wherein it is protected against fluctuations in the Canadian dollar and the Euro.  The cost of this guarantee
per annum is 2.0% on the Series 2 Bonds, and 1.6% on the Series 4, Series 5, Series 6, and Series 7
Bonds.

 
 

Related party transactions are recorded at their exchange amounts, being the amounts agreed to by the related
parties.
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12. Commitments
 

 

a) The following is a schedule of the future minimum lease payments on several operating leases:
 

  
2009

 
$ 1,769

 
 

2010
 

$ 579
 

 
2011

 
$ 581

 
 

2012
 

$ 610
 

 

b) The following is a schedule of the future payments required under an emphyteutic lease, expiring in 2065, on
land for an income producing property:

 
 

2009
 

$ 56
 

 
2010

 
$ 112

 
 

2011
 

$ 112
 

 
2012

 
$ 112

 
 

2013
 

$ 112
 

 
Subsequent

 
$ 5,775

 
 

c) The following is a schedule of the future minimum lease payments on an operating lease signed by the
 

Company:
 

 
2009

 
$ NIL

 
 

2010
 

$ 3,479
 

 
2011

 
$ 13,914

 
 

2012
 

$ 13,914
 

 
2013

 
$ 14,567

 
 

Subsequent
 

$ 203,497
  

 

The Company is working toward sub-leasing this space prior to the occupancy date; which is expected to be
in the fourth quarter of 2010. Any sub-lease would offset the Company's future obligation under the lease
commitment.

 
 

d) The Company has a headlease obligation related to a development property that is under contract, which is
expected to close late in 2009, for any vacant space that may exist at the date of closing. Based upon
current lease commitments for the related space in place at period end, the estimated value of the net
headlease obligation is not material.

 
 

e)
 

The Company and its subsidiaries have entered into various property management agreements, expiring
between 2010 and 2012. (Note 11a).

 
 

f)
 

The Company has three construction projects underway for which it has signed commitments of $50,091.
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13.  Contingent liabilities
 

 

a) There are claims which the Company is involved with, arising out of the ordinary course of business
operations. The Company does not consider the exposure to such litigation to be material, although this cannot
be predicted with certainty.

 
 

b) One subsidiary has received a tax assessment and specific other subsidiaries of the Company have been
advised of pending potential transfer tax assessments. The tax assessments, both issued and potentially to be
issued, would impose transfer tax on the acquisition of certain properties by the subsidiaries. The potential
liability would be EUR €10,831 ($17,590). Of this total amount: the Company has received an assessment for
EUR €1,800 ($2,923); an additional EUR €7,831 ($12,717) was indicated for potential assessment, and to date
no additional assessments have been received. The remaining amount of EUR €1,200 ($1,949) relates to an
acquisition in 2008, and is similar in structure to the acquisition that has already been assessed. The Company
has reviewed this matter, has received legal advice, and believes it is not required to pay the transfer tax on any
of these acquisitions. Accordingly, the Company has not recorded any of the proposed transfer tax in its
consolidated financial statements.

 
 

 

14. Comparative figures
 

 

Certain of the comparative figures have been reclassified to conform to the financial statement presentation
adopted for the current. The most significant reclassifications include the presentation of a classified balance
sheet, adjustments to the comparative consolidated balance sheet for preliminary business combination
purchase price allocations finalized in 2008 and adjustments to the format of the consolidated income
statement.
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15. Segmented Information
 

 

The Company's investment properties are geographically segmented amongst Canada, The United States of
America (US), and Europe. The European properties are located in Germany, the Baltic region, and The
Netherlands. The Company has also provided supplemental segmented information based on industry type. 

 

Operating performance evaluation is primarily based on the net operating income of properties, which is
property revenue less property operating expenses. Expenses such as interest, amortization, and general and
administrative are centrally managed, and as such have not been allocated to the segments.

 

The Company also derives significant revenues and costs from the sale of properties developed for resale.
These developed and development properties are all located in Canada, and as such all revenues and costs,
and development property assets are applicable to that geographic segment.

 

The following provides a summary of key information of the Company's residential and commercial operating
segments:

 
 

Six  Months Ended June 30, 2009
 

 
Germany

 
Netherlands

 
The Baltics

 
Canada

 
US

 
Total

 

Property revenue
 

$ 47,276
 

$ 22,999
 

$ 11,372
 

$ 73,987
 

$ 9,723
 

$ 165,357
Operating expenses

 
2,963

 
2,905

 
3,284

 
37,161

 
3,086

 
49,399  

$ 44,313
 

$ 20,094
 

$ 8,088
 

$ 36,826
 

$ 6,637
 

$ 115,958  

Six Months Ended June 30, 2008
 

 
Germany

 
Netherlands

 
The Baltics

 
Canada

 
US

 
Total

 

Property revenue
 

$ 40,454
 

$ 22,192
 

$ 9,027
 

$ 72,362
 

$ 8,068
 

$ 152,103
Operating expenses

 
632

 
2,050

 
2,312

 
32,679

 
2,218

 
39,891  

$ 39,822
 

$ 20,142
 

$ 6,715
 

$ 39,683
 

$ 5,850
 

$ 112,212   

June 30, 2009
 

 
Germany

 
Netherlands

 
The Baltics

 
Canada

 
US

 
Total

 

Investment property
 

$ 1,076,502
 

$ 659,225
 

$ 253,425
 

$ 1,190,350
 

$ 187,375
 

$ 3,366,877
Mortgages payable

 
$ 717,208

 
$ 438,505

 
$ 214,882

 
$ 582,053

 
$ 105,894

 
$ 2,058,542

Mortgage bonds payable
 

$ 32,496
 

$
 

$
 

$ 182,652
 

$
 

$ 215,148  
  

December 31,  2008  
 

 
Germany

 
Netherlands

 
The Baltics

 
Canada

 
US

 
Total

 

Investment property
 

$ 1,197,085
 

$ 685,025
 

$ 280,975
 

$ 1,189,984
 

$ 196,675
 

$ 3,549,744
Mortgages payable

 
$ 766,780

 
$ 471,324

 
$ 228,818

 
$ 580,714

 
$ 112,908

 
$ 2,160,544

Mortgage bonds payable
 

$ 34,493
 

$
 

$
 

$ 193,875
 

$
 

$ 228,368  
 
 

At June 30, 2009, the Germany segment included one (June 30, 2008 - one) tenant that individually represented
19% (June 30, 2008 -  17%) of total property revenue for the period.
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15. Segmented information (cont.)
 

 

Six Months Ended June 30, 2009
 

  
Retail

 
Industrial

 
Office

 
Residential

 
Total

 

Property revenue
 

$ 48,575
 

$ 20,623
 

$ 90,908
 

$ 5,251
 

$ 165,357
 

Operating expenses
 

21,881
 

1,614
 

22,650
 

3,254
 

49,399
 

  
$ 26,694

 
$ 19,009

 
$ 68,258

 
$ 1,997

 
$ 115,958

 

  

Six Months Ended June 30, 2008
 

  
Retail

  
Industrial

  
Office

  
Residential

  
Total

 

Property revenue
 

$ 44,766
 

$ 20,236
 

$ 81,791
 

$ 5,310
 

$ 152,103
 

Operating expenses
 

17,799
 

1,472
 

17,953
 

2,667
 

39,891
 

  
$ 26,967

 
$ 18,764

 
$ 63,838

 
$ 2,643

 
$ 112,212

 

 

June 30, 2009  
 

Retail
 

Industrial
 

Office
 

Residential
 

Total
 

Investment property
 

$ 811,665
 

$ 549,933
 

$ 1,911,304
 

$ 93,975
 

$ 3,366,877
Mortgages payable

 
$ 244,045

 
$ 390,651

 
$ 1,350,125

 
$ 73,721

 
$ 2,058,542

Mortgage bonds payable
 

$ 48,720
 

$ 25,211
 

$ 7,285
 

$
 

$ 81,216  

December 31, 2008
 

Retail
 

Industrial
 

Office
 

Residential
 

Total
 

Investment property
 

$ 861,251
 

$ 611,774
 

$ 1,982,744
 

$ 93,975
 

$ 3,549,744
Mortgages payable

 
$ 261,455

 
$ 415,051

 
$ 1,409,867

 
$ 74,171

 
$ 2,160,544

Mortgage bonds payable
 

$ 51,714
 

$ 26,761
 

$ 7,734
 

$
 

$ 86,209  

At June 30, 2009 Mortgage bonds payable total $215,148, exclusive of the currency guarantee receivable of
$14,946.  Of this amount $133,932 related to properties under development and funds intended for acquisitions
and development projects which will be located in Canada.  The remaining $81,216 is allocated to specific
segments above.

 
 

At December 31, 2008 Mortgage bonds payable total $228,368, exclusive of the currency guarantee receivable
of $28,165.  Of this amount $142,159 related to properties under development and funds intended for
acquisitions and development projects which will be located in Canada.  The remaining $86,209 is allocated to
specific segments above.
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16. Subsequent events
 

 

a) As part of the Company's continual assessment of its portfolio, the Company has signed sales agreements
for 4 investment properties located in Canada. The sales are expected to be completed in the third quarter of
2009; subject to the purchasers completing due diligence. The properties are being sold for a total of $16,840
less selling costs. There are first mortgage charges against the properties totaling $6,658 which will be settled
as part of the dispositions. The impact of the disposition of these properties is immaterial to ongoing property
revenue, property operating expense, and pretax earnings (loss).

 
 

b) In June of 2009, Quelle GmbH, and its parent Arcandor AG filed with the German courts to open preliminary
insolvency proceedings.   

 
 

In July 2009, Quelle GmbH announced that they had received EUR €50,000 in credits from the provinces of
Bavaria and Saxony in Germany, and that their operations are in a positive cash flow position for the remainder
of 2009, and they currently are in the process of planning beyond year end.

 
 

The mortgage on the property requires payment of interest and principal on a quarterly basis, and Homburg
Invest has made the required payment in July 2009.  The next required payment is October 2009.  However,
since Quelle GmbH has not paid rent since filing to open preliminary insolvency proceedings, the Company has
received a notice of default from the lender dated July 23, 2009 with respect to required reserves.  The
Company will not rectify the default until the status of the Quelle GmbH preliminary insolvency proceedings
clarify the status of Quelle GmbH moving forward.

 
 

At period end, the specific property has a fair value of $195,575, and an outstanding mortgage balance of
$168,219.

 
 

Under the original purchase agreement, the Company has recourse to the vendor for certain losses.  The
Company will continue to monitor the situation, to determine if it has suffered a loss that can be recovered under
the terms of these guarantees.

 
 

The limited partner structure of the Company provides protection to the shareholders in that the lender only has
recourse to the asset it holds security on, not the Company as a whole.
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17. Changes in accounting policies and future applicable accounting standards
 

 

The accounting policies adopted are consistent with those of the year ended December 31, 2008 except as
follows:

 
 

Investment Property
 

IAS 40 Investment Property has been amended to include property that is being constructed or developed for
future use as investment property. Previously, when investment property was being constructed or developed,
that property was accounted for under IAS 16 Property, Plant and Equipment until construction or development
was complete. Under IAS 16, the Company chose to carry the property using the Revaluation model, to the
extent that fair value could be reliably determined, until completion, at which time the property was transferred to
IAS 40. Under IAS 40, the Company has chosen the fair value model, resulting in investment properties being
carried at fair value, with adjustment through the Income Statement. The amendment to IAS 40 results in
investment properties under construction or development being within the scope of IAS 40 and, to the extent
that fair value is reliably determinable, the carrying value of such properties is adjusted to fair value. To the
extent that fair value is not reliably determinable, the property is carried at cost until either the fair value
becomes reliably determinable or construction is completed, whichever is earlier. The application of the
amendment is to be applied prospectively for annual periods beginning on or after January 1, 2009. This
amendment had no impact on the financial results of the current period.

 
 

Share-based Payment
 

IFRS 2 Share-based Payment is used for determining the accounting for the Company's stock based
compensation. IFRS 2 has been amended to clarify vesting conditions and the accounting treatment of
cancellations. The Company's stock options issued in 2008 included certain options that are subject to vesting
periods. The amendments are effective for annual periods beginning on or after January 1, 2009. The
application of the amendment is to be applied prospectively for annual periods beginning on or after January 1,
2009. This amendment had no impact on the financial results of the current period. 

 
 

Property Developed for Resale
 

International Financial Reporting Interpretations Committee (IFRIC) 15 Agreements for the Construction of Real
Estate has been issued to clarify when and how revenue and related expenses from the sale of a real estate
unit should be recognized if an agreement between the developer and a buyer is reached before the
construction of the real estate is completed. This Interpretation had no impact on the financial results of the
current period. 
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17. Changes in accounting policies and future applicable accounting standards (cont.)
 

 

Hedges of a Net Investment in a Foreign Operation
 

IFRIC 16 Hedges of a Net Investment in a Foreign Operation has been issued to provide guidance to entities
that hedge foreign currency risk on net investments in foreign operations. IFRIC 16 specifies foreign currency
risks that qualify for hedge accounting and the amount that can be designated; where within the corporate
structure a hedging instrument can be held; and, the amount to be reclassified to the income statement upon
disposal of the hedged foreign operation. This Interpretation is applicable for annual periods beginning on or
after October 1, 2008 on a prospective basis. This Interpretation had no impact on the financial results of the
current period.  

 
 

Borrowing Costs
 

IAS 23 Borrowing Costs has been amended and is effective for fiscal years beginning on or after January 1,
2009. The standard has been revised to require capitalization of borrowing costs as they relate to a qualifying
asset. A qualifying asset is an asset that takes a substantial period of time to get ready for its intended use or
sale. The Company currently follows a policy of capitalizing borrowing costs related to development properties.
A qualifying asset excludes investment properties carried at fair value. Due to the amendments to IAS 40 to
include development properties within the fair value model, they are no longer qualifying assets. However, the
revised IAS 23 allows a presentation in the income statement for borrowing costs as though they were
capitalized to the development properties. This amendment had no impact on the financial results of the current
period. 

 
 

Business Combinations
 

IFRS 3 Business Combinations has been amended and is effective for fiscal years beginning on or after July 1,
2009. The amendments to IFRS 3 and IAS 27 must be adopted concurrently. The standard clarifies the
distinction between a business combination and an asset acquisition and requires that transaction costs
incurred on business combinations be expensed when incurred. The Company does not currently follow a
practice of expensing transaction costs, and is evaluating the impact of this new standard on its consolidated
financial statements.

 
 

Consolidated and Separate Financial Statements
 

IAS 27 Consolidated and Separate Financial Statements has been amended and is effective for fiscal years
beginning on or after July 1, 2009. The amendments to IAS 27 and IFRS 3 must be adopted concurrently. The
standard clarifies the circumstances under which an entity must consolidate another entity; the accounting for
changes in the level of ownership of a subsidiary, including loss of control; and, the required disclosure
regarding the nature of the relationship. The Company is evaluating the impact of this new standard on its
consolidated financial statements. 
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