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Overview of the Structure of the MD&A 
The following management’s discussion and analysis (“MD&A”) has been prepared by management and focuses on 
key statistics from the consolidated financial statements and pertains to known risks and uncertainties. To ensure 
that the reader is obtaining the best overall perspective, this MD&A should be read in conjunction with material 
contained in the Company’s unaudited consolidated financial statements for the three and nine months ended 
September 30, 2011 and 2010.  These documents, along with the Company’s 2010 Annual Information Form are 
available on SEDAR at www.sedar.com.  The discussions in this MD&A are based on information available as at 
November 8, 2011. 
 

Forward-looking Statements 
Certain statements in this MD&A constitute “forward-looking statements”.  In some cases, forward-looking statements can 
be identified by the use of words such as "may", "will", "should", "expect", "plan", "anticipate", "believe", "estimate”, 
"potential", "continue" or the negative of these terms or other comparable terminology, and by discussions of strategies 
that involve risks and uncertainties.  Readers should be aware that these statements are subject to known and unknown 
risks, uncertainties and other factors that could cause actual results to differ materially from those anticipated or implied, 
or those suggested by any forward looking statements, including: competition, national and regional economic conditions 
and the availability of capital to fund further investments in Killam's business.  Further information regarding these risks, 
uncertainties and other factors may be found under the heading "Risk Management" in this MD&A and in the Company's 
most recent Annual Information Form. Given these uncertainties, readers are cautioned not to place undue reliance on any 
forward-looking statements contained, or incorporated by reference, in this MD&A. 

By their nature, forward-looking statements involve numerous assumptions, inherent risks and uncertainties, both general 
and specific, that contribute to the possibility that the predictions, forecasts, projections and various future events may not 
occur. Although management of Killam believes that the expectations reflected in the forward-looking statements are 
reasonable, there can be no assurance that future results, levels of activity, performance or achievements will occur as 
anticipated.  Neither Killam nor any other person assumes responsibility for the accuracy and completeness of any 
forward-looking statements, and no one has any obligation to update or revise any forward-looking statement, whether 
as a result of new information, future events, circumstances, or such other factors which affect this information, except as 
required by law. The forward-looking statements in this document are provided for the limited purpose of enabling current 
and potential investors to evaluate an investment in the Company.  Readers are cautioned that such statements may not 
be appropriate, and should not be used, for any other purpose. 
 

Non-GAAP Measures 
There are measures included in this MD&A that do not have a standardized meaning under International Financial 
Reporting Standards (IFRS) and therefore may not be comparable to similarly titled measures presented by other 
publicly traded companies.  The Company includes these measures as a means of measuring financial performance. 

 Net operating income (NOI) is calculated by the Company as income from property operations plus income from 
home sales.  The use of NOI when referring to a particular segment is calculated as revenue less costs for that 
segment. 
 Funds from operations (FFO) are calculated by the Company as net income plus future tax expense, less fair 

value gains and non-controlling interest. Killam’s definition of FFO is calculated in accordance with the REALpac 
definition. 
 Adjusted funds from operations (AFFO) is calculated by the Company as FFO less the industry standard of $450 

per apartment unit for “maintenance” related capital costs and $100 per Manufactured Home Community (MHC) 
site although the MHC industry does not have a standard amount for “maintenance” related capital costs. 
 Same store results in relation to the Company are revenues and property operating expenses for stabilized 

properties the Company has owned for equivalent periods in 2011 and 2010 (92% of the portfolio based on unit 
count). 

 Capitalization Rate (cap-rate) is the rate calculated by dividing the forecasted net operating income from a 
property by the property’s fair value. 
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Basis of Presentation 
On January 1, 2011 all public reporting companies in Canada were required to adopt International Financial 
Reporting Standards (IFRS).  All financial information reported in this MD&A is presented under IFRS (including all 
comparative 2010 information).  Please see page 9 of Killam’s first quarter 2011 MD&A for a description of the impact 
on Killam of adopting IFRS. 
 

Overview of Killam Properties 
Killam Properties Inc., based in Halifax, Nova Scotia, is one of Canada’s largest publicly traded residential landlords, 
owning and operating properties across the country.  Killam operates in two distinct rental segments, the first being 
the ownership and management of multi-residential apartment buildings, representing approximately 76% of NOI 
from rental operations. The second segment is the ownership, management and expansion of manufactured home 
communities (“MHCs”), also referred to as land lease communities, or trailer parks. 

As at September 30, 2011, Killam owned and operated 194 properties having a combined total of 19,667 units, 
including 139 apartment properties (10,377 units) and 55 MHCs (9,290 sites). 

APARTMENT PROPERTIES 
 

Units 
Number of 
Properties 

Market 
Share % 

% of 
Apartment 

NOI 
Halifax, NS 4,329 47 10.7% 47.9% 
Moncton, NB 1,426 28 14.3% 9.5% 
Fredericton, NB 1,293 19 18.3% 10.0% 
Saint John, NB 1,143 13 13.3% 8.4% 
St. John’s, NL 689 9 19.9% 6.4% 
Charlottetown, PE 687 13 16.4% 6.7% 
Cambridge, ON 225 2 4.7% 4.2% 
London, ON 137 1 0.3% 2.9% 
Other 448 7 N/A 4.0% 

Total 10,377 139   

 

MHC PROPERTIES 
 

Sites 
Number of 

Communities 
% of MHC 

NOI 
Ontario 3,486 23 40.5% 
Nova Scotia 2,548 15 22.7% 
New Brunswick 2,390 10 24.6% 
Alberta 319 3 4.9% 
Saskatchewan 247 1 3.3% 
Newfoundland 170 2 1.4% 
British Columbia 130 1 2.6% 

Total 9,290 55  
 

Killam’s business objectives are to: 
• Own multi-family residential real estate properties and manufactured home communities 

• Generate annual increases in FFO per share, and 

• Increase the underlying net asset value of its properties. 
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Overview of Financial Results 
The following table presents a summary of Killam’s operating performance for the three and nine months ended 
September 30, 2011 compared to 2010. 
 

 Three Months Ended September 30  Nine months Ended September 30 
Results of Operations 2011 2010 Change  2011 2010 Change 

Property revenue $33,052 $30,261 9.2%  $93,277 $85,182 9.5% 

Net operating income (NOI) $21,659 $19,921 8.7%  $57,604 $53,808 7.1% 

Income before fair value gains $10,025 $9,478 5.8%  $24,906 $23,624 5.4% 

Net income applicable to common shareholders $19,747 $23,555 (16.2)%  $53,357 $37,540 42.1% 

Earnings per share - basic $0.43 $0.53 (18.9)%  $1.18 $0.88 34.1% 

Funds from operations (FFO) $9,784 $9,263 5.6%  $24,214 $22,935 5.6% 

FFO per share $0.216 $0.207 4.3%  $0.537 $0.535 0.4% 

        

Weighted average shares outstanding 45,258 44,847 0.9%  45,117 42,877 5.2% 

        

 Three Months Ended September 30  Nine months Ended September 30 

Same Store Results 2011 2010 Change  2011 2010 Change 

Same store revenue $28,404 $27,572 3.0%  $82,264 $80,094 2.7% 

Same store expenses $10,341 $9,753 6.0%  $32,752 $30,344 7.9% 

Same store NOI $18,063 $17,819 1.4%  $49,512 $49,750 (0.5)% 

        

        

Balance Sheet 
Sept 30, 

2011 
Dec 31, 

2010 Change     

Investment properties $1,202,119 $1,081,778 11.1%     

Total assets $1,260,325 $1,116,333 12.9%     

Total liabilities $793,233 $689,292 15.1%     

Total equity $467,092 $427,041 9.4%     
        

Total gross debt to total assets 57.5% 57.0% 50 bps     

        

Ratios (rolling 12 months) 
Sept 30, 

2011 
Dec 31,   

2010 Change 
   

 

Interest coverage  1.97x 2.01x (2.0)%     

Debt service coverage 1.30x 1.35x (3.7)%     
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Strategy and Objectives for Growth 
A detailed overview of Killam’s business and strategy and objectives for growth were described in its 2010 MD&A. 
Progress on the strategies and objectives identified are discussed below. 
 
Consolidation of the Canadian Apartment Market 
Killam’s acquisition goal for 2011 is between $100 million and $150 million.  During the third quarter Killam 
completed two apartment portfolio acquisitions, a 3-building, 96-unit portfolio in Moncton for $10.2 million and a 2-
building 128-unit complex in Moncton for $14.9 million.  Year-to-date Killam has acquired 598 apartment units with a 
total acquisition price of $68.5 million. 

Subsequent to the end of the third quarter, Killam completed the acquisition of a 53 unit apartment building in St. 
John’s, NL for a purchase price of $6.65 million. The weighted average cap-rate on the acquisitions completed year-
to-date is 6.1%. 

Killam has noted its increased focus on apartment acquisitions in Ontario, specifically in Ottawa, the Greater Toronto 
Area and South Western Ontario and has been actively looking for acquisition opportunities in these areas.  

Development Opportunities 

Killam has identified the development of new apartment buildings, a number of which are on excess land in its 
apartment portfolio, as an important focus for growth and was active in the construction and/or planning of four 
apartment development projects during the third quarter.  A summary of the projects underway are included below. 
 

Project Name Location Units Estimated Cost 

      ($millions) (per unit) 

Charlotte Court - Phase II Charlottetown, PE 47 6.1 $130,000 

S2 Halifax, NS 63 14.0 $222,000 

The Plaza Fredericton, NB 101 21.4 $212,000 

Bennett House St. John’s, NL 71 14.4 $203,000 

Total   282 $55.9   
 
 
 
Charlotte Court 

Killam finalized the construction of Phase 1 of Charlotte Court during the third quarter.  The development came in 
on-budget and very close to the original time line.  Tenants began moving in mid-July and the building is currently 
100% occupied.  The first building of the two-building complex was built under an agreement with the PEI 
government to provide affordable rental alternatives for seniors and included a $1.5 million capital contribution 
which will be amortized to income over the 10 year life of the contract. Phase II of the development will be a 47-unit 
luxury building with construction now underway. 
 
S2 
Site preparation for the development of S2, Killam’s 63-unit development in Halifax, beside the Company’s 154-unit 
Shaunslieve Apartments, began late in the second quarter.  Construction of the concrete building is underway.  
Killam is planning many green initiatives with the development and expects to pursue LEED certification. The 
development is expected to be completed during the first quarter of 2013. In addition to the new development, 
Killam will upgrade Shaunslieve Apartments, originally built in 1978, in concert with the construction of S2.  
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The Plaza 

The building plans and permits for The Plaza, located beside Killam’s 151-unit Forest Hills, were completed during 
the second quarter. Killam expects to pursue LEED certification. Site preparation began in July and building 
construction has commenced.  The 101-unit building is expected to be completed during the first quarter of 2013. 
 
Bennett House 

Management has made progress on the planning of Bennett House, a new 71-unit building to be constructed in the 
Pleasantville area of St. John’s on land Killam purchased in the first quarter of 2011.  Construction is expected to 
begin during the fourth quarter of 2011 and should take approximately 14 months.   
 
MHC Growth 

There are no MHC expansion projects underway during 2011, however, Management is working on developments 
for 2012 in two or three communities where the Company has excess acreage. There were no MHC acquisitions 
during the third quarter, or year-to-date. 
 

International Financial Reporting Standards 
Impact of Adoption of IFRS 

Killam has adopted IFRS effective January 1, 2010 (the transition date) and has prepared its opening balance sheet as 
at that date. Prior to the adoption of IFRS the Company prepared its financial statements in accordance with previous 
Canadian GAAP.  Killam’s third quarter 2011 interim financial statements have been prepared in accordance with 
IFRS.  The Company’s consolidated financial statements for the year ended December 31, 2011 will be the first annual 
financial statements that comply with IFRS.  

IFRS is premised on a conceptual framework similar to previous Canadian GAAP, however, there are significant 
differences in certain matters of recognition, measurement, presentation and disclosures.  While the adoption of IFRS 
did not have an impact on Killam’s reported net cash flows, it did have a material impact on the Company’s 
consolidated balance sheets and statements of income.  
 
Killam’s MD&A for the first quarter ended March 31, 2011 describes in detail the effects of adopting IFRS has had on 
the Company.  Management encourages readers to review Killam’s interim financial statements for the three months 
ended March 31, 2011 and the accompanying MD&A. 
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Performance Compared to 2011 Goals and Objectives 
In Killam’s 2010 Annual Report management stated its 2011 goals and objectives. A review of Killam’s performance in 
meeting these goals and objectives is included below. 

2011 Goals and Objectives Performance to September 30, 2011 Comments 

Grow same store NOI by 2% 
to 4%. 
• Goal was revised to 1-3% 

after the second quarter 
based on results from first 
half of year. 

 

Killam’s consolidated same store NOI 
was down 0.5% for the 9 months 
ended September 30, 2011 
compared to the same period of 
2010. 

Same store revenue growth of 2.7% has 
been offset by 7.9% increase in operating 
expenses year-to-date.  Management has 
reduced its annual NOI growth forecast 
to 1-2%. 

Complete $100 million to 
$150 million in acquisitions.  

Killam completed $68.5 million of 
acquisitions in the first nine months 
of 2011. 

Subsequent to the end of the third 
quarter, Killam has acquired an additional 
$10.6 million of assets.  Annual goal 
unchanged. 

Maintain debt levels of 55-
65% of total assets. (1) 

As at September 30, 2011, Killam’s 
total debt to total assets ratio was 
57.5%. 

Leverage within target range. 

Complete 40 to 50 
manufactured home sales. 

Killam completed 33 home sales and 
home sale placements for the 9 
months ended September 30, 2011. 

Commitments for another 8 new home 
sales and 3 home sale placements have 
been received and are expected to close in 
the fourth quarter.  Annual goal 
unchanged. 

 

(1) The adoption of IFRS resulted in a change in Killam’s measurement of debt ratio.  See discussion under “Killam’s Key Performance Indicators” on 
page12 of Killam’s Q1, 2011 MD&A for more information. 

 

Ability to Deliver Results 

Financial Resources to Fund Growth 
Cash flow from operating activities is expected to meet Killam’s ongoing operating requirements.  However, Killam’s 
growth plans require a supply of new capital sources.  Capital sources are defined as mortgage debt, vendor 
mortgages, debenture debt and share capital equity. As at September 30, 2011, Killam had $29.2 million in cash on 
hand.  Based on an assumed 65% mortgage debt level on acquisitions, this is expected to support acquisitions 
and/or developments of approximately $80 million. 
Access to mortgage debt is essential in financing future acquisitions, and in refinancing maturing debt. Management 
has intentionally diversified Killam’s mortgages to avoid dependence on any one lending institution and has 
staggered the maturity dates of its mortgages to manage interest rate risk.  Management anticipates continued 
access to mortgage debt for both new acquisitions and refinancings.  Access to CMHC insured financing gives 
apartment owners an advantage over other asset classes as lenders are provided a government guarantee on the 
debt. 
 

Acquisition Opportunities 
Killam’s ability to meet its external growth targets will depend on its continued ability to find accretive acquisition 
opportunities, to develop relationships with property owners, and to maintain its relationship with the lending 
community.  As Killam continues its expansion into new apartment markets outside of Atlantic Canada, management 
is working more extensively with independent brokers to help source properties. 
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Review of Consolidated Operations 
For the three months ended September 30, 2011 2010  % Change 

Property revenue $33,052 $30,261  9.2% 
Property operating expenses (11,857) (10,629)  11.6% 
Home sales 250 170  47.1% 
Other income 214 119  79.8% 

Net operating income $21,659 $19,921  8.7% 

Operating expense percentage 35.9% 35.1%  80 bps 

FFO  $9,784 $9,263  5.6% 

FFO per share $0.216 $0.207  4.3% 
 

For the nine months ended September 30, 2011 2010  % Change 

Property revenue $93,277 $85,182  9.5% 
Property operating expenses (36,541) (32,060)  14.0% 
Home sales 307 341  (10.0)% 
Other income 561 345  62.6% 

Net operating income $57,604 $53,808  7.1% 

Operating expense percentage 39.2% 37.6%  160 bps 

FFO  $24,214 $22,935  5.6% 

FFO per share $0.537 $0.535  0.4% 
 
The following discussion relates to the consolidated operating results.  Further detail on operating and same store 
results for Killam’s apartment and MHC businesses is provided in the “Segment and Same Store Review” on page 12.  
   
Total Operating Revenue and Portfolio Occupancy 

Property revenue increased 9.2% for the quarter ended September 30, 2011, compared to 2010 (9.5% year-to-date) 
due primarily to increased rents and the impact from 2010 and 2011 acquisitions. 

The annualized operating revenue of the properties the Company owned as at September 30, 2011, is approximately 
$129.8 million based on current rents less a 3% vacancy allowance.  Killam, like all real estate rental operators, is 
sensitive to vacancy rates, however, Killam believes its portfolio is quite defensive given its diversification in terms of 
multiple locations and two distinct asset types.  Based on current rents, a 1% change in vacancy rates would impact 
the annualized rental revenue by $1.3 million. 

Occupancy rates displayed below represent all units in stabilized properties at the end of the relevant quarter.  At 
September 30, 2011, Killam had 69 apartment units excluded from the occupancy statistics related to a property 
acquired in the third quarter of 2011 that is in the initial lease-up phase. Excluded from the MHC occupancy statistics 
are 126 MHC sites that have not been previously rented, including some recently expanded sites, and 376 transient 
sites in Killam’s seasonal resort portfolio. 
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Occupancy Trending 

As highlighted in the graph, Killam’s occupancy levels have remained high during the last three years.  Apartment 
occupancy levels strengthened during 2008, and have since remained high, generally between 97.0%-98.0%. Killam’s 
apartment occupancy levels are typically seasonal in nature, with the lowest annual occupancy usually at the end of 
the second quarter followed by the highest occupancy in September, at the end of the third quarter. This seasonal 
variability has declined with more stability between quarters during the last twelve months.  

As shown in the graph, Killam’s MHCs remain near full, with 98.8% occupancy at September 30, 2011. Killam’s MHC 
business experiences little fluctuation in its occupancy, as tenants that move out of a community typically sell their 
home and the buyer pays the monthly site rental uninterrupted.  The MHC tenancy change does not typically impact 
occupancy levels, as it can with apartments.   
 
Occupancy by Core Market 
 

 September 30, 2011  September 30, 2010 
 

Units Occupancy Average Rent  Units Occupancy Average Rent 
Apartments        
Halifax, NS 4,329 98.7% $838  4,244 98.5% $824 
Moncton, NB 1,426 94.8% $773  1,138 97.5% $740 
Fredericton, NB 1,293 98.6% $818  983 96.5% $769 
Saint John, NB 1,143 98.3% $714  1,143 98.5% $700 
St. John’s, NL 689 99.3% $696  584 99.0% $649 
Charlottetown, PE 687 98.5% $843  638 99.8% $823 
Other Atlantic 448 96.6% $746  448 97.5% $717 
Ontario 362 96.9% $1,491  362 93.9% $1,493 

Total Apartments 10,377 98.0% $823  9,540 98.1% $802 

MHCs 9,290 98.8% $235  9,290 99.0% $230 

Total Portfolio 19,667 98.4%   18,830 98.5%  

94%

95%

96%

97%

98%

99%

100%

Killam's Historic Occupancy 
(By Quarter) 

Apt

MHC
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The preceding chart highlights the occupancy levels for each of Killam’s core apartment markets in Atlantic Canada 
and Ontario.   The MHCs are shown as a whole.   

Killam’s apartments were 98.0% occupied at September 30, 2011, compared to 98.1% as at September 2010. Halifax 
occupancy rates increased 20 basis points compared to September 2010.  New Brunswick occupancy decreased 
slightly (50 basis points), driven primarily by a 270 basis point decrease in Moncton.  This was partially offset by a 210 
basis point increase in occupancy in Fredericton. Saint John experienced a small increase in vacancy (20 basis points).  

Occupancy levels remain high in St. John’s and Charlottetown, with 99.3% and 98.5% occupancy at the end of the 
third quarter, respectively. 

Killam’s occupancy rates at the Company’s Ontario properties have improved each quarter since the three properties 
were acquired during the second quarter of 2010. Occupancy of 96.9% at the end of the third quarter represents a 
300 basis improvement over occupancy of 93.9% at September 30, 2010, and an 80 basis point improvement from 
June 2011.  The improvement is driven by higher occupancy at Richmond Hill in London, which had experienced 
higher than normal turn-over in 2010, its first full year of operation.  Management expects to see continued 
improvement in occupancy at the Ontario assets throughout 2011 as leasing remains active at all three properties.  

Management anticipates continued strong occupancy throughout the remainder of 2011. 
 

Property Operating Expenses 
 

 

 

 

 

 

 

 

 

 

 

 

 
 

Killam’s property operating expenses as a percentage of operating revenue for the third quarter of 2011 increased 
to 35.9% from 35.1% in 2010.  This increase was attributable to a combination of increased fuel and utility 
expenses, higher salary costs expense and higher property taxes.  These increases, discussed in more detail in the 
same store results section, more than offset the 2.5% increase in rental rates. 
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Consolidated Same Store Results1 
For the three months ended September 30,  2011  2010  % Change 

Rental revenue  $28,199  $27,430  2.8% 
Other revenue  205  142  44.4% 

Total revenue  28,404           27,572           3.0%       

Property expenses       
      Operating expenses 17.5% 4,978 17.2% 4,751  4.8% 
      Utility and fuel expenses 9.3%  2,635 8.9% 2,445  7.8% 
      Property taxes 9.6%  2,728 9.3% 2,557  6.7% 

Total property expenses 36.4%  10,341 35.4% 9,753  6.0% 

Net operating income  $18,063  $17,819  1.4% 

 
For the nine months ended September 30,  2011  2010  % Change 

Rental revenue  $81,784  $79,719  2.6% 
Other revenue  480  375  28.0% 

Total revenue  82,264           80,094           2.7%       

Property expenses       
      Operating expenses 17.4% 14,338 16.7% 13,364  7.3% 
      Utility and fuel expenses 12.5%  10,276 11.7% 9,338  10.0% 
      Property taxes 9.9%  8,138 9.5% 7,642  6.5% 

Total property expenses 39.8%  32,752 37.9% 30,344  7.9% 

Net operating income  $49,512  $49,750  (0.5)% 

Same store property NOI growth increased 1.4% quarter-over quarter. Total revenues increased 3.0% due primarily to 
rental increases. Total property operating expenses increased 6.0%.  The largest increase was from utilities which 
were up 7.8% due primarily to a 37% increase in the cost of heating oil during the third quarter of 2011 compared to 
the same quarter of 2010.  Property tax expense increased by 6.7% in the quarter as a result of a property tax credit 
recorded in the third quarter of 2010.  Excluding this credit in 2010, property taxes were relatively flat compared to 
the third quarter of 2010. In addition, operating expenses were up 4.8% relating to repair and maintenance expenses 
due to a decrease in the amount of capitalized labour costs. Please see detailed segmented same store analysis on 
pages 13 and 15. 

1. Same store results reflect the operations for 171 stabilized properties that Killam has owned for equivalent periods in 2011 and 2010. The same 
store analysis includes 18,170 units, or 92% of Killam’s portfolio (based on unit count).  Home sales are also excluded from this analysis. 
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Segment & Same Store Review  
 

Apartments 
For the three months ended September 30,  2011  2010  % Change 

Rental revenue  $25,575  $23,025  11.1% 
Other revenue  90  78  15.4% 

Total revenue  25,665           23,103           11.1%       

Property expenses       
      Operating expenses 15.8% 4,055 16.0% 3,698  9.7% 
      Utility and fuel expenses 8.7%  2,239 8.5% 1,957  14.4% 
      Property taxes 12.2%  3,122 11.4% 2,644  18.1% 

Total property expenses 36.7%  9,416 35.9% 8,299  13.5% 

Net operating income  $16,249  $14,804  9.8% 

Weighted average rent per unit  $823  $802  2.6% 

 

For the nine months ended September 30,  2011  2010  % Change 

Rental revenue  $73,489  $66,131  11.1% 
Other revenue  263  191  37.7% 

Total revenue  73,752           66,322           11.2%       

Property expenses       
      Operating expenses 15.8% 11,657 15.6% 10,364  12.5% 
      Utility and fuel expenses 12.7%  9,375 12.0% 7,952  17.9% 
      Property taxes 11.9%  8,768 11.3% 7,470  17.4% 

Total property expenses 40.4%  29,800 38.9% 25,786  15.6% 

Net operating income  $43,952  $40,536  8.4% 
 

Killam’s apartment business accounted for 76.6% of income from property operations for the three months ended 
September 30, 2011, compared to 75.4% in 2010 (77.5% year-to-date compared to 76.3% in 2010). 

The apartment portfolio generated total revenue growth of 11.1% in the third quarter of 2011 (11.2% year-to-date), 
compared to 2010.  The increase was due to acquisitions in 2010 and 2011 as well as increased rents.  Average rents 
increased 2.5% for same store properties.   

Total property expenses increased in the third quarter of 2011 as a percentage of total operating revenue to 36.7% 
from 35.9% in 2010.  The 80 basis point increase is attributable to increased labour, fuel and utility costs and higher 
property taxes.  A more detailed analysis of costs is presented in the same store results which follow. 
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Same Store Results - Apartments 

For the three months ended September 30, 
 

2011 
 

2010  % Change 

Rental revenue  $20,944  $20,352  2.9% 
Other revenue  73  63  15.9% 

Total revenue  21,017          20,415          2.9% 

Property expenses       
      Operating expenses 16.8% 3,537 16.4% 3,357  5.4% 
      Utility and fuel expenses 9.1%  1,929 8.8% 1,788  7.9% 
      Property taxes 11.5%  2,434 11.2% 2,278  6.8% 

Total property expenses 37.4% 7,900 36.4% 7,423  6.4% 

Net operating income  $13,117  $12,992  1.0% 

Weighted average rent per unit       $791       $772  2.5% 
 

For the nine months ended September 30, 
 

2011 
 

2010  % Change 

Rental revenue  $62,518  $61,063  2.4% 
Other revenue  221  171  29.2% 

Total revenue  62,739          61,234          2.5% 

Property expenses       
      Operating expenses 16.4% 10,307 15.7% 9,643  6.9% 
      Utility and fuel expenses 13.4%  8,409 12.4% 7,593  10.7% 
      Property taxes 11.6%  7,295 11.2% 6,834  6.7% 

Total property expenses 41.4% 26,011 39.3% 24,070  8.1% 

Net operating income  $36,728  $37,164  (1.2)% 
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Killam’s same store apartment portfolio experienced a NOI increase of 1.0% (decrease of 1.2% year-to-date) as total 
revenues were up 2.9% (2.5% year-to-date).  Offsetting this increase were expense increases of  6.4% (8.1% year-to-
date).  Expenses as a percentage of revenue increased to 37.4% from 36.4% in the same quarter of 2010 (41.4% year-
to-date versus 39.3% in 2010).  

Revenue growth of 2.9% quarter-over-quarter was primarily attributable to increased average rents of 2.5%, 
increased laundry revenues and lower rental discounts and incentives. The impact from the change in occupancy 
levels was relatively flat from the third quarter of 2010. 

Killam’s apartment same store utility and fuel costs increased 7.9% during the third quarter of 2011, compared to 
2010 (10.7% year-to-date) as follows: 

 3 months ended September 30  9 months ended September 30 
 2011 2010 % Change  2011 2010 % Change 
Natural gas and oil $552 $446 23.8%  $3,706 $3,025 22.5% 
Electricity 691 707 (2.3)%  2,677 2,656 0.8% 
Water 678 624 8.6%  2,001 1,876 6.7% 
Other 8 11 (27.3)%  25 36 (30.6)% 
Total utility and fuel $1,929 $1,788 7.9%  $8,409 $7,593 10.7% 

 

Natural gas and oil costs represented 29% of total utility and fuel costs in the third quarter of 2011, and 7% of total 
property operating expenses (44% and 14%, year-to-date).  Killam’s apartments are heated with a combination of oil 
(31%), natural gas (33%) and electricity (36%). Apartment units heated with electricity are generally paid directly by 
the tenant, with Killam responsible for electricity in the common areas.  Heating costs are included in rents for 
buildings heated with natural gas and heating oil. 

Killam’s cost of oil increased by 40% compared to the third quarter of 2010, due primarily to a 37% increase in the 
average per litre cost of oil. The average cost of oil was $0.82 per litre during the third quarter of 2011, compared to 
$0.60 per litre in the same quarter of 2010. 

Killam’s cost of natural gas was relatively flat in the third quarter, compared to the same quarter of 2010.  The 
weighted average cost during the third quarter of 2011 in Nova Scotia and New Brunswick were $7.37/Gj and 
$17.00/Gj, compared to $7.40 and $17.00 during the same period of 2010. The delivery rates in New Brunswick are 
based on market conditions and are structured to translate into a set percentage savings when compared to heating 
oil costs. In Nova Scotia, costs are based on a cost recovery model, a more common approach to rate setting.  The 
cost of natural gas in 2011 converts to an equivalent oil cost of $0.28 per litre in Nova Scotia and $0.65 per litre in 
New Brunswick.  

In addition to higher oil and natural gas costs, Killam’s water charges increased 8.6% in the quarter (6.7% year-to-
date) due primarily to higher rates in Nova Scotia.  Electricity costs remained stable as Killam continues to maximize 
its energy efficiency programs to lessen its carbon footprint and mitigate pressure from rising utility prices.  

General operating expenses, excluding utilities and property taxes, were up 5.4% quarter-over-quarter. The most 
significant increase in costs relates to a decrease in the amount of salaries that were capitalized and attributed to 
capital projects, resulting in a higher expense flowing through the income statement. During the first nine-months of 
2011 Killam implemented a change in how it captures the amount of labour attributable to capital projects. This 
change, along with a reduction in the amount of capital work performed during the quarter, resulted in 
approximately $0.1 million of additional labour costs flowing through the income statement compared to the third 
quarter of 2010. Other operating costs, including repair and maintenance expense were stable quarter-over-quarter.  

Property tax expense increased 6.8% quarter-over-quarter. Approximately 70% of the $156,000 increase relates to a 
tax refund received in the third quarter of 2010. Excluding this item, property taxes were relatively flat during the 
third quarter 2011 compared to the third quarter of 2010.  
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MHCs 
For the three months ended September 30, 

 
2011 

 
2010  % Change 

Rental revenue  $7,255  $7,078  2.5% 
Other revenue  132  79  67.1% 

Total revenue  7,387          7,157          3.2% 

Property expenses       
      Operating expenses 19.5% 1,441 19.5% 1,394  3.4% 
      Utility and fuel expenses 9.5%  706 9.2% 657  7.5% 
      Property taxes 4.0%  294 3.9% 279  5.4% 

Total property expenses 33.0% 2,441 32.6% 2,330  4.8% 

Net operating income  $4,946  $4,827  2.5% 

Weighted average rent per unit       $235       $230  2.2% 
 

For the nine months ended September 30, 
 

2011 
 

2010  % Change 

Rental revenue  $19,266  $18,656  3.3% 
Other revenue  259  204  27.0% 

Total revenue  19,525          18,860          3.5% 

Property expenses       
      Operating expenses 20.6% 4,031 19.7% 3,721  8.3% 
      Utility and fuel expenses 9.6%  1,867 9.3% 1,745  7.0% 
      Property taxes 4.3%  843 4.3% 808  4.3% 

Total property expenses 34.5% 6,741 33.3% 6,274  7.4% 

Net operating income  $12,784  $12,586  1.6% 
 
Killam’s MHC business accounted for 23.3% of earnings from property operations during the third quarter of 2011 
compared to 24.6% in 2010 (22.5% year-to-date compared to 23.7% in 2010).  Revenue from the MHCs increased by 
$0.2 million, or 3.2%, compared to the third quarter of 2010 ($0.7 million or 3.5% year-to-date), due primarily to rental 
increases and ancillary services to tenants. 
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Total property expenses increased 4.8% in the third quarter of 2011 compared to 2010 and increased 40 basis points 
as a percentage of revenue (33.0% compared to 32.6%). Operating costs increased 3.4% quarter-over-quarter due 
primarily to higher labour costs.  Other maintenance costs remained steady quarter-over-quarter.  Utility costs 
increased 7.5% quarter-over-quarter, however, management anticipates that the utility cost increase percentage will 
fall by the end of the year as full reconciliations of tenant recoveries are completed.   
 
MHCs - Segments 

The following tables break out the revenue and operating costs for Killam’s seasonal communities compared to 
traditional MHCs.  

For the three months ended September 30, 2011 
 Seasonal 

Communities 
 Traditional 

MHCs  Total 

Rental revenue  $1,675  $5,580  $7,255 
Other revenue  100  32  132 

Total revenue  1,775           5,612           7,387       

Property expenses       
      Operating expenses 28.3%  502 16.7% 939  1,441 
      Utility and fuel expenses 8.9%  158 9.8% 548  706 
      Property taxes 2.1%  38 4.6% 256  294 

Total property expenses 39.3% 698 31.1% 1,743  2,441 

Net operating income  $1,077  $3,869  $4,946 

 

For the three months ended September 30, 2010 
 Seasonal 

Communities 
 Traditional 

MHCs  Total 

Rental revenue  $1,596  $5,482  $7,078 
Other revenue  50  29  79 

Total revenue  1,646           5,511           7,157       

Property expenses       
      Operating expenses 31.5% 519 15.9% 875  1,394 
      Utility and fuel expenses 6.4% 105 10.0% 552  657 
      Property taxes 1.9% 32 4.5% 247  279 

Total property expenses 39.8% 656 30.4% 1,674  2,330 

Net operating income  $990  $3,837  $4,827 
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For the nine months ended September 30, 2011 
 Seasonal 

Communities 
 Traditional 

MHCs  Total 

Rental revenue  $2,648  $16,618  $19,266 
Other revenue  149  110  259 

Total revenue  2,797           16,728           19,525       

Property expenses       
      Operating expenses 37.6%  1,052 17.8% 2,979  4,031 
      Utility and fuel expenses 6.8%  191 10.0% 1,676  1,867 
      Property taxes 3.2%  90 4.5% 753  843 

Total property expenses 47.6% 1,333 32.3% 5,408  6,741 

Net operating income  $1,464  $11,320  $12,784 
 
 

For the nine months ended September 30, 2010 
 Seasonal 

Communities 
 Traditional 

MHCs  Total 

Rental revenue  $2,533  $16,123  $18,656 
Other revenue  117  87  204 

Total revenue  2,650           16,210           18,860       

Property expenses       
      Operating expenses 38.1% 1,010 16.7% 2,711  3,721 
      Utility and fuel expenses 4.5% 120 10.0% 1,625  1,745 
      Property taxes 3.2% 85 4.5% 723  808 

Total property expenses 45.8% 1,215 31.2% 5,059  6,274 

Net operating income  $1,435  $11,151  $12,586 
 
Of Killam’s 55 MHCs, 7 are seasonal communities, offering residents an affordable cottage alternative and include a 
combination of year-long residents, seasonal residents (with full season leases) and short-term renters, representing 
14%, 60%, and 26% of the rental revenue generated, respectively.  Seasonality plays a considerable role in the timing 
of revenue generation with 25% of revenues earned during the second quarter and 55% of revenue earned during 
the third quarter. 

Killam’s seasonal communities generated NOI growth of 8.8% during the third quarter driven by a 7.8% increase in 
revenues.  Higher rates on seasonal rent, increased demand for short-term rentals and increased revenue from 
ancillary services contributed to the growth.  Year-to-date seasonal NOI increased 2.0%. 

Traditional MHCs realized 0.8% NOI growth in the third quarter and 1.5% increase year-to-date.  A 2.6% increase in 
rental rates quarter-over-quarter was partially offset by a slight decrease in occupancy.  MHC occupancy rates were 
98.8% at September 30, 2011 compared to 99.0% at September 30, 2010.   
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Home Sales 
 3 months ended September 30,  9 months ended September 30, 
 
 2011 2010 % Change  2011 2010 % Change 

Home sale revenue $1,888 $977 93.2%  $3,034 $2,393 26.8% 
Cost of home sales (1,626)         (811)         100.5%  (2,683)         (2,017)         33.0% 
New home placement fees 10 28 (64.3)%  35 67 (47.8)% 
Operating expenses (22) (24) (8.3)%  (79) (102) (22.5)% 

Income from home sales  $250   $170 47.1%  $307   $341 (10.0)% 

Killam completed 18 home sales and 1 home sale placements during the third quarter of 2011, compared to 7 home 
sales and 7 home sale placements in the third quarter of 2010.  Lynwood in Slave Lake, Alberta accounts for 11 of 
these sales.  Killam and the community residents were fortunate that the community avoided destruction during the 
wildfires in Alberta in June, 2011.  Based on an immediate need for housing following the fire, and available sites at 
the community, Killam reached an agreement with the Government of Alberta to sell 14 homes to the government 
(11 have been completed at the end of the third quarter). Home sales activity also included sales in Halifax, 
Antigonish, NS and Saskatoon, SK.  During the first nine months of 2011 Killam has completed 28 home sales and 5 
home sale placements, compared to 22 home sales and 15 home sale placements during the same period of 2010.  
The average sale price and cost of homes sold in the third quarter of 2011 was $104,900 and $90,300, respectively, 
resulting in an average gross margin of $14,600 per home (2010 - $23,700).  The average gross margin year-to-date is 
$12,500 compared to a $17,100 gross margin in 2010.  

Killam closed, or has commitments to close, an additional 8 homes which are expected to close in the fourth quarter 
of 2011 at gross margins of between $14-18,000 per home. In addition, 3 home sale placements are expected to 
close in the fourth quarter. 

Killam currently has 104 lots available for new home placement.  Management continually monitors sales activities in 
each market and based on current information anticipates home sales for 2011 to be between 40 and 50 units. 

Home sale operating expenses include all costs associated with marketing homes, including open houses, 
advertising costs, etc. 
 

Other Income 
 3 months ended September 30,  9 months ended September 30, 

 2011 2010 % Change  2011 2010 % Change 

Total $214 $119 79.8%  $561 $345 62.6% 
 
Other income includes interest on bank accounts and revenue sharing agreements related to phone and cable 
services in the Company’s properties.  The increase quarter-over-quarter is largely due to interest revenue on 
increased cash balances. 
 
Fair Value Gains 

 3 months ended September 30,  9 months ended September 30, 
 
 2011 2010 % Change  2011 2010 % Change 

Apartments $12,712 $19,120 (33.5)%  $37,113 $22,840 62.5% 
MHCs 2,464 862 185.8%  6,039 2,063 192.7% 

 $15,176   $19,982 (24.1)%  $43,152   $24,903 73.3% 

The weighted average cap-rate used to value the apartment properties decreased by 12 basis points from June 30, 
2011 to September 30, 2011 (a 16 basis point decrease during the same quarter of 2010), reflecting an increased 
valuation for some properties.  The cap-rates used to value the MHCs were generally consistent quarter-over-quarter.     
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Other Expenses 

Financing Costs 
 3 months ended September 30,  9 months ended September 30, 
 
 2011 2010 % Change  2011 2010 % Change 

Mortgage and loan interest $7,357 $7,121 3.3%  $21,505 $20,362 5.6% 
Convertible debenture interest 1,644         750         119.2%  3,715         2,247         65.3% 
Subordinated debenture interest 173 172 0.6%  516 513 0.6% 
Capitalized interest (68) — — %  (97) — — % 

 $9,106   $8,043 13.2%  $25,639   $23,122 10.9% 

Mortgage and loan interest expenses were higher during the third quarter and year-to-date 2011, on a gross dollar 
basis, compared to 2010 due to the increase in the mortgage portfolio related primarily to the Company’s 2010 and 
2011 acquisitions.  Mortgage and loan interest expense on Killam’s same store properties was $6.23 million in the 
third quarter of 2011, down slightly from the $6.39 million expense in 2010.  As a percentage of property revenue, 
mortgage and loan interest expense was lower during the third quarter of 2011 at 22.3% compared to 23.5% in 2010 
(year-to-date 23.1% versus 23.9%). 

Convertible debenture interest was higher in the third quarter of 2011 and year-to-date as the Company issued $57.5 
million convertible debentures bearing interest at 5.65% on November 30, 2010 and $46.0 million convertible 
debentures bearing interest at 5.45% on June 2, 2011.  In connection with the November 2010 financing, on 
December 13, 2010, Killam retired its outstanding $42.2 million convertible debentures bearing interest at 6.5%.  The 
net $53.7 million increase in convertible debentures has been used to fund acquisitions and a portion of Killam’s 
apartment development projects in 2011.  Killam has not fully deployed the cash raised from the June 2011 
debenture offering but expects to during the fourth quarter with the completion of additional acquisitions and 
development. 

Killam manages interest rate risk by entering into fixed-rate mortgages and staggering the maturity dates of its 
mortgages. An annualized 1% change in the interest rate on Killam’s mortgage and vendor debt at September 30, 
2011 would affect financing costs by approximately $6.2 million per year. However, only $43.6 million of Killam’s 
mortgage and vendor debt matures in the next twelve months and that same interest rate change would impact 
Killam by only $0.4 million per annum.  See further discussion regarding Killam’s mortgage refinancings under the 
“Mortgage and Debentures Payable” section beginning on page 28.  The Company’s credit facility is discussed on 
page 30 of the MD&A. 
 
Depreciation Expense 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010 % Change  2011 2010 % Change 

Total $71 $92 (22.8)%  $248 $267 (7.1)% 

Depreciation expense relates to vehicles, heavy equipment and administrative office furniture, fixtures and computer 
equipment.  These assets do not form part of the Company’s investment properties.  Although the vehicles and 
equipment are used at various properties they must be depreciated for accounting purposes.   
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Amortization of Deferred Financing Costs 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010 % Change  2011 2010 % Change 

Total $376 $315 19.4%  $1,004 $945 6.2% 

Deferred financing amortization increased from 2010 due to additional deferred costs associated with the issuance 
of debentures in December 2010 and June 2011. The costs related to mortgage assumption fees, application fees 
and legal costs are amortized over the term of the respective mortgage.  CMHC insurance fees are amortized over the 
amortization period of the mortgage.  The costs associated with the convertible and subordinated debentures are 
amortized over the terms of the debentures. 
 
General and Administrative Expenses 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010 % Change  2011 2010 % Change 

Total $1,997 $1,901 5.0%  $5,550 $5,522 0.5% 

As a percentage of total revenues 5.7% 6.1%   5.7% 6.3%  

General and administrative expenses include expenses which are not specific to an individual property. These 
expenses include TSX related costs, management salaries and benefits, office rent, communication costs, office 
equipment leases, professional fees and other head office and regional office expenses. Management targets 
annualized general and administrative costs at approximately 6.0%. 

 
Provincial Large Corporation Tax (Capital Tax) 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010 % Change  2011 2010 % Change 

Total $29 $33 (12.1)%  $88 $128 (31.3)% 

The Company currently pays provincial capital tax in Nova Scotia based on the total taxable capital invested in that 
province at year-end. Total taxable capital invested includes shareholders’ equity, debentures, credit facility and 
mortgages on properties held outside the Company’s internal trusts and is not a function of the time the capital is 
invested.  This tax is deductible for provincial and federal income tax purposes.  The tax rate has been reduced 
compared to the prior year and is being phased out and is expected to be eliminated during 2012.  Killam’s capital 
spending on solar panels and wind turbines qualifies it for reductions in its Nova Scotia capital tax. During 2010 the 
Company also paid capital tax in Ontario (the tax has been phased out in 2011).  
 
Deferred Income Tax 

The Company has booked future income tax expense for the quarter and nine months ended September 30, 2011.  
Killam is not currently cash taxable and does not expect to pay cash taxes in the near future.  The Company has not 
claimed the maximum Capital Cost Allowance (CCA) allowed over the past number of years and has the ability to 
reduce taxable income through increasing these claims.  Based on the assumption that the Company does not add 
to its asset base, management estimates it would take approximately three to four years to fully utilize these 
deductions and begin paying cash taxes. 
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Funds from Operations (FFO) 
Management considers Funds from Operations (FFO) a key measurement of operating performance.  FFO does not 
have a standardized meaning under GAAP and therefore may not be comparable to similarly titled measures 
presented by other public companies.   Killam calculates FFO in accordance with the REALpac definition as follows: 

 3 months ended September 30  9 months ended September 30 

 2011 2010 % Change  2011 2010 % Change 

Net income $20,103 $23,705   $54,017 38,021  
Fair value gains (15,176) (19,982)   (43,152) (24,903)  
Non-controlling interest (before tax and gains) (241) (215)   (692) (689)  
Deferred tax expense 5,098 5,755   14,041 10,506  

Funds from operations $9,784 $9,263 5.6%  $24,214 22,935 5.6% 
        
Weighted average shares (000’s) 45,258 44,847 0.9%  45,117 42,877 5.2% 

FFO/share $0.216 $0.207 4.3%  $0.537 $0.535 0.4% 

FFO Definition Changed 

FFO is recognized as the industry-wide standard measure for real estate entities’ operating performance, and 
management considers FFO per share to be a key measure of operating performance. The calculation of FFO 
includes adjustments specific to the real estate industry applied against net income to calculate a supplementary 
measure of performance that can be compared with other real estate companies and real estate investment trusts 
(REITs).   

REALpac, Canada’s senior national industry association for owners and managers of investment real estate has 
recommended guidelines for a standard industry calculation of FFO based on IFRS.  Killam has changed its definition 
of FFO based on this recommendation, prior to 2011, Killam’s definition of FFO differed from REALpac as Killam 
adjusted for the amortization of financing costs, non-cash debenture interest and non-cash share compensation. 
Killam’s comparable FFO results have been recalculated for comparative purposes. 
 
Funds From Operations (FFO) 

Killam earned FFO of $9.8 million, or $0.216 per share, during the third quarter compared to $9.3 million, or $0.207 
per share during the third quarter of 2010, using Killam’s definition of FFO implemented with the adoption of IFRS in 
2011.  

The 4.3% growth in FFO per share was primarily attributable to same store property growth and the positive NOI 
contribution from acquisitions during the second half of 2010 and during 2011.  Partially offsetting this growth was 
the increase in interest expense attributable to the convertible debentures, the funds from which have not yet been 
fully deployed. Year-to-date FFO per share has remained relatively flat , $0.537 for the nine months ended September 
30, 2011 compared to $0.535 for the same period of 2010.  The positive contribution from acquisitions has been 
offset by a 0.5% reduction in same store NOI, due in part, to higher utility costs and additional interest expense on 
the Company’s convertible debentures. 
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Adjusted Funds From Operations 

Adjusted Funds From Operations (AFFO) is a supplemental measure used by real estate analysts and some investors 
to represent the FFO after taking into consideration the capital spend related to maintaining the earning capacity of 
a portfolio.  AFFO is a non-GAAP measure and management believes that significant judgment is required to 
determine the annual capital expenditures that relate to maintaining the earning capacity of an asset compared to 
the capital expenditures that will lead to higher rents or more efficient operations.  

In order to provide analysts and investors with information to assist in assessing the Company’s payout ratio, 
management has calculated AFFO using the industry standard of $450 per apartment unit. The MHC industry does 
not have a standard amount for “maintenance” related capital expenditures so Management has assumed $100 per 
MHC site as a reasonable estimate, representing approximately 50% of the expected annual capital expenditure per 
MHC site. The annual maintenance cap-ex was divided by four to calculate the amount for the quarter and three 
quarters for the 9 months ended September 30, 2011.  

 3 months ended September 30  9 months ended September 30 

 2011 2010 % Change  2011 2010 % Change 

Funds from operations $9,784 $9,263 5.6%  $24,214 $22,935 5.6% 
Maintenance Capital Expenditures        
Apartments (1,152) (1,071) 7.6%  (3,361) (3,082) 9.1% 
MHCs (232) (232) —  (697) (697) — 

Adjusted funds from operations $8,400 $7,960 5.5%  $20,156 $19,156 5.2% 
        
AFFO/ share $0.186 $0.177 5.1%  $0.447 $0.447 — % 

AFFO Payout Ratio (1) 78% 79% 10 bps  96% 94% 20 bps 

(1) Based on Killam’s annualized dividend of $0.56 for the period January-May and $0.58 for June-September. 

Killam increased its annualized dividend from $0.56 to $0.58 effective June 30, 2011, impacting the payout ratio.  
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Sources and Uses of Cash 
Killam’s cash flow from operations, financing and investing activities is summarized below: 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010  2011 2010 

Cash provided by operating activities $8,582 $10,557  $26,656 $21,943 
Cash (used in) provided by financing activities (160) (163)  40,302 62,729 
Cash used in investing activities (18,743) (4,129)  (54,645) (78,132) 

Net (decrease) increase in cash $(10,321) $6,265  $12,313 $6,540 
 
Cash from operating activities decreased by $2.2 million compared to the same quarter of 2010, due primarily to 
changes in working capital.  The $4.7 million increase year-to-date is a result of the effect of acquisitions and changes 
in working capital. 

Killam’s net cash provided by financing activities was flat quarter-over-quarter and decreased $22.4 million for the 
year-to-date 2011.  Net cash inflows of $46.0 million from the issuance of convertible subordinated debentures, the 
issuance of shares on the exercise of options of $2.3 million, and the positive cash flow of $26.3 million from 
mortgage refinancings were offset by cash dividends of $17.1 million, regular principal debt payments of $12.7 
million and deferred financing fees of $4.1 million. 

Cash used in investing activities was $18.7 million in the third quarter of 2011 ($54.6 million year-to-date). A 
reconciliation of cash used in investing activities is shown below: 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010  2011 2010 

Acquisitions (net of debt assumed) $(10,057) $41  $(35,752) $(66,718) 
Capital improvements and development (6,563) (3,976)  (17,406) (10,278) 
Acquisition of non-controlling interest  (381)  (1,608)    (381) (3,556)  

Net cash used for capital assets $(17,001) $(5,543)  $(53,539) $(80,552) 

(Increase) decrease in restricted cash (1,742) 1,414  (1,106) 2,420 

Cash used in investing activities $(18,743) $(4,129)  $(54,645) $(78,132) 

Killam believes that cash generated by operations and refinancing of mortgages maturing in 2011 and 2012 will be 
sufficient to meet its anticipated cash requirements for operations, including dividend payments, regular principal 
repayments and capital requirements for the existing portfolio. 

Consolidated Balance Sheet 

Investment Properties 

As at 
September 30, 

2011 
December 31, 

2010 
 

% Change 

Apartments $977,969 $866,645  12.8% 
MHCs 224,150 215,133  4.2% 

Fair value $1,202,119 $1,081,778  11.1% 

Killam’s investment properties were valued at $1.2 billion at September 30, 2011, up $120.3 million, or 11.1% from 
the fair value of $1.08 billion at December 31, 2010.  The increased value of the properties is attributable to 
acquisitions of $68.5 million, capital investments of $9.4 million, transfer of a completed investment property of $4.7 
million and a marginal decrease in the weighted average cap-rates used to determine the fair market value of the 
apartment portfolio.  These increases were offset by a transfer of vacant land in the amount of $5.4 million to 
Investment Properties Under Construction. 
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The key valuation assumption used to determine the fair market value, using the direct capitalization method, is the 
cap-rate for each property. A summary of the cap-rates used for each of September, 2011, December 31, 2010, 
September 30, 2010 and January 1, 2010 as provided by Killam’s independent appraiser, are as follows: 

 September 30, 2011  December 31, 2010  September 30, 2010  January 1, 2010 
 

Low High 
Weighted 
Average  Low High 

Weighted 
Average 

 

Low High 
Weighted 
Average  Low High 

Weighted 
Average 

Apartments 5.70% 7.50% 6.23%  5.70% 8.25% 6.47%  5.70% 7.75% 6.45%  5.75% 8.75% 6.81% 
MHCs 6.75% 8.50% 7.28%  6.75% 8.50% 7.47%  6.75% 8.50% 7.58%  6.75% 8.75% 7.71% 

As highlighted in the above chart, the weighted average cap-rate used to value the apartment properties decreased 
by 24 basis points from December 31, 2010 to September 30, 2011, reflecting an increased valuation for some 
properties.  The cap-rates used to value the MHCs decreased 19 basis points from December 31, 2010 and 30 basis 
points quarter-over-quarter.   The chart above also highlights that there was cap-rate compression assumptions from 
January 1, 2010 to September 30, 2010 with the weighted average apartment rate decreasing 36 basis points in the 
period and MHC cap-rates decreasing 13 basis points. 

The impact of a 10 basis point change in the capitalization rate used to value the investment properties would affect 
the fair value as follows: 

 September 30, 2011  December 31, 2010 
 Weighted 

Average  Increase Decrease  
Weighted 
Average  Increase Decrease 

Apartments 6.23% $14,463 $14,935  6.47% $12,949 $13,592 
MHCs 7.28% 3,034 3,119  7.47% 2,832 2,914 

Total  $17,497 $18,054   $15,781 $16,506 
 

The impact of a 1% change in net operating income used to value the investment properties would affect the fair 
value as follows: 

 September 30, 2011  December 31, 2010 
 Weighted 

Average Change  
Weighted 
Average Change 

Apartments 6.23% $9,144  6.47% $8,672 

MHCs 7.28% 2,238  7.47% 2,147 

Total  $11,382   $10,819 
 

Continuity of Investment Properties 

The following table summarizes the changes in value of Killam’s investment properties for the three and nine months 
ended September 30, 2011 and 2010, highlighting the fair value adjustment that flows through the income 
statement for each period. 
 

 3 months ended September 30,  9 months ended September 30, 

 2011 2010  2011 2010 

Beginning fair value $1,153,339 $1,026,786  $1,081,778 $914,402 
Acquisitions 25,581 1,821  68,457 101,316 
Transfer to IPUC —  —  (5,373) — 
Transfer from IPUC 4,691 —  4,691 — 
Capital investments 3,332 2,310  9,414 10,278 
Fair value adjustment - Apartments 12,712 19,120  37,113 22,840 
Fair value adjustment - MHCs 2,464 862  6,039 2,063 

Ending fair value $1,202,119 $1,050,899  $1,202,119 $1,050,899 
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Acquisitions 
During the third quarter of 2011 the Company completed the acquisition of 5 properties containing 224 units in 
Moncton, NB totaling $25.2 million and the completion of a land purchase related to Charlotte Court Phase I of $0.3  
million. During the first six months of the year the Company completed the acquisition of 7 properties containing 
374 units in Fredericton and Moncton, NB totaling $40.4 million.  In addition, during the first quarter of 2011, Killam 
acquired 2 parcels of land totaling 3.7 acres in St. John’s, Newfoundland for $2.4 million where management expects 
to develop approximately 200 units. The first development project at the centrally located site will be a 72-unit 
building, with construction expected to begin during the fourth quarter of 2011. 

Capital Investments 

Killam invests capital to maintain and improve the operating performance of its properties.  During the third quarter 
of 2011 Killam invested $3.3 million in total capital on its investment properties, compared to $3.9 million during the 
third quarter of 2010 ($9.4 million year-to-date versus $10.1 million in 2010).  Capital investments in the period are 
added to the book value of the investment properties to determine the fair value adjustment.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(for  the three months ended September 30)

Apts MHC Total Apts MHC Total

Capital expenditures
Project improvements $1,276 $682 $1,958 $1,226 $759 $1,985 
Suite improvements             931                -               931             997                 4         1,001 
Equipment               64               64             128               69               34             103 
Furniture and fixtures               14                -                 14               10                -                 10 
Appliances             193                 9             202               78                 1               79 

$2,478 $755 $3,233 $2,380 $798 $3,178 

Expansion and energy
Expansions                -                  -                  -                  -               505             505 
Energy               98                -                 98             293             (33)             260 

              98                -                 98             293             472             765 

Total $2,576 $755 $3,331 $2,673 $1,270 $3,943 

 2011  2010 

(for  the nine month ended September 30)

Apts MHC Total Apts MHC Total

Capital expenditures
Project improvements $3,028 $2,870 $5,898 $2,544 $2,262 $4,806 
Suite improvements         2,415                 3         2,418         2,742                 4         2,746 
Equipment             199               96             295             197             106             303 
Furniture and fixtures               52                -                 52               64                 2               66 
Appliances             411                 9             420             230                 1             231 

$6,105 $2,978 $9,083 $5,777 $2,375 $8,152 

Expansion and energy
Expansions                -                  -                  -                  -           1,150         1,150 
Energy             331                -               331             569             179             748 

            331                -               331             569         1,329         1,898 

Total $6,436 $2,978 $9,414 $6,346 $3,704 $10,050 

 2011  2010 
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$2.6 million was invested in the apartment portfolio during the third quarter of 2011 and 2010.  Year-to-date 
investments have also been similar. Management expects to maintain total capital spending at recent historical 
levels, equal to approximately $800 per unit per year. 

The increased expenditures year-to-date associated with project improvements in the MHC portfolio relate to the 
finalization of upgrades to water and waste-water facilities at a number of MHCs. 

Killam expects to spend annual average maintenance capital of $400 per apartment unit and $100 per MHC site for 
properties that it has owned for over three years (not expected to lead to higher rents).  These costs may be 
influenced by tenant turnover, market conditions, and individual property requirements, causing an annual 
variability in capital requirements.  As well, Killam estimates it spends approximately $400 and $100 per unit annually 
for apartments and MHCs, respectively, for revenue enhancing upgrades. 

As highlighted in the capital investment chart, Killam has invested $0.3 million on energy projects to the apartment 
portfolio year-to-date.  Killam is actively converting 15 apartment heating plants in Halifax from oil to natural gas, 
now that gas availability has expanded in the city.  Killam expects to complete the majority of the upgrades by year-
end for a total cost of $1.0 million.  Based on the difference between the cost of oil and natural gas today, the 
payback period is expected to be 2.25 years. 

In addition to capital expenditures, Killam has incurred $3.4 million in repairs and maintenance costs in the first nine 
months of 2011 (2010 - $3.1 million), including $2.4 million for the apartment portfolio and $1.0 million for the MHC 
portfolio (2010 - $2.2 million and $0.9 million, respectively). 
 
Investment Properties under Construction 

 3 months ended September 30  9 months ended September 30 

 2011 2010  2011 2010 

Balance, beginning of period $10,942 $—  $1,033 $— 
Capital expenditures 3,037 —  7,544 — 
Transfer from investment properties — —  5,373 — 
Transfer to investment properties (4,691) —  (4,691) — 
Interest capitalized 68 —  97 — 
Fair value adjustment — —  — — 

Ending fair value $9,356 $—  $9,356 $— 

Investment properties under construction represent apartment development underway at the Forest Hills property 
in Fredericton, NB and the Shaunslieve property in Halifax, NS as well as preliminary work at other projects.  The $4.7 
million transferred to investment properties during the third quarter represents the completed Charlotte Court 
Phase I project. 
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Rent and Other Receivables 

As at 
September 30, 

2011 
 December 31, 

2010 
Rent receivable $    723  $    603 
Insurance receivable 145  2,921 
Other receivables 1,698  1,090 

 $2,566  $4,614 

Included in other receivables are accruals for laundry revenue, commission revenues associated with phone and 
cable revenue sharing and other non-rental income.  The majority of these receivables are less than 60 days old.   

The Company’s policy is to write-off tenant receivables when the tenant vacates the unit and any subsequent receipt 
of funds is netted against bad debts.  The Company’s bad debt expense experience over the last number of years has 
been less than 0.4% of revenues.  As a result of the low bad debt experience, no allowance for doubtful accounts is 
recorded in the accounts. 

Pursuant to their respective terms, tenant receivables are aged as follows: 

As at 
September 30, 

2011 
December 31, 

2010 

0-30 days $374 $401 
31-60 days 13 80 
61-90 days 88 5 
Over 90 days 248 117 

Total $723 $603 
  
Inventory 
Killam’s inventory balance was $1.2 million at September 30, 2011, compared to $1.6 million at December 31, 2010.  
The inventory balance represents manufactured homes for which sales have not closed at period-end, as well as a 
small number of stock homes.  As at September 30, 2011, no amount of the inventory is pledged as collateral related 
to short-term or long-term financing. 
 
Other Current Assets 

As at 
September 30, 

2011 
December 31, 

2010 
Prepaid property taxes $4,687 $1,086 
Prepaid insurance 725 297 
Other prepaids  623 513 

 $6,035 $1,896 

Prepaid property taxes and prepaid insurance are up significantly from year-end as a result of the timing of payments 
related to these charges.   
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Mortgages and Debentures Payable 

 
The Company’s long-term debt consists largely of fixed-rate, long-term mortgage financing. In certain cases the 
Company will also utilize vendor-take-back mortgages as part of an acquisition. As at September 30, 2011, no 
mortgages or vendor debt had floating interest rates.  Mortgages are secured by a first or second charge against the 
individual properties and the vendor financing is secured by a general corporate guarantee. 

Mortgages and vendor financings payable increased from December 31, 2010 to September 30, 2011 due to 
acquisitions completed in the second and third quarters, mortgages placed on two unencumbered properties in the 
first quarter ($6.2 million) and net proceeds on the refinancing of maturing mortgages ($10.2 million), partially offset 
by regular principal repayments. 

Killam’s September 30, 2011 weighted average interest rate on mortgages improved to 4.73% compared to 4.95% as 
at December 31, 2010.  The Company’s weighted average years to maturity declined slightly to 3.7 years. 

Total gross debt as a percentage of total assets increased to 57.5% from 57.0% at December 31, 2010 due primarily to 
the issuance of $46.0 million convertible debentures in June 2011.  Management expects to maintain the ratio of 
debt to total assets between 55% and 65%.  This ratio is sensitive to changes in the fair value of investment 
properties, in particular cap-rate changes.  A 10 basis point increase in weighted average cap-rate as at September 
30, 2011 would have increased the debt as a percentage of assets by 80 basis points. 
 
  

As at  
September 30, 

2011 
December 31, 

2010 
% 

Change 

Mortgages $615,048 $569,680 8.0% 
Vendor financing 3,219      4,689      (31.3)% 
 618,267 574,369 7.6% 
Less: deferred financing (8,919) (7,400) 20.5% 

Total mortgages and vendor financing $609,348 $566,969 7.5% 
    Convertible debentures $  96,967 $  52,540 84.6% 
Less: deferred financing (3,748) (2,163) 73.3% 

Subordinated debentures 9,897 9,840 0.6% 
Less: deferred financing (91) (147) (38.1)% 

 $103,025    $  60,070   71.5% 

Total debt $712,373 $627,039 13.6% 
    

Weighted average years to maturity of mortgage and vendor debt 3.7 4.0  

Gross mortgage and vendor debt as a percentage of total assets 48.9% 51.5%  

Total gross debt as a percentage of total assets 57.5% 57.0% 
 

Interest coverage ratio (rolling twelve months) 1.97x 2.01x  

Debt service coverage ratio (rolling twelve months) 1.30x 1.35x 
 

Weighted average interest rate of mortgage and vendor debt 4.73% 4.95% 
 

Weighted average interest rate of total debt 5.01% 5.17% 
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2011 Refinancings 

During the nine months ended September 30, 2011 Killam refinanced the following maturing mortgages: 

 
Mortgage Debt 

Maturities         
Mortgage Debt on 

Refinancing 
 Weighted 

Avg. Term 
 Net 

Proceeds 

Apartments (1) $36,480  5.58%  $46,645  3.43%  6.0 years  $10,165 

MHCs (2) 670  6.50%  670  3.87%  5.0 years  — 

 $37,150  5.60%   $47,315  3.44%    $10,165 

(1) In addition, mortgages totaling $5.0 million were placed on a previously unencumbered property at a mortgage rate of 3.52% with an 
effective term to maturity of 5.0 years. 

(2) In addition, a $1.2 million five-year mortgage was placed on a property that had been paid out at year-end 2010 at a rate of 5.11%. 
 
The following table sets out the maturity dates and average interest rates of mortgage and vendor debt by the year 
of maturity:  

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As at September 30, 2011, approximately 61% of the Company’s apartment mortgages were CMHC insured (50% of 
all mortgages) (December 31, 2010 – 56% and 45%, respectively).  The weighted average interest rate on these 
CMHC insured mortgages was 4.19% as at September 30, 2011 (December 31, 2010– 4.41%). 

The following table presents the NOI of properties that are available to Killam to refinance at debt maturity for the 
last quarter of 2011 and for 2012, as well as VTB debt maturing during 2011 and 2012. 

 
 

 

 

 

 

 

 

 

 

Number NOI Principal Balance
of Properties (last 12 months) (at maturity)

2011 (October 1 - December 31)
Apartments with debt maturing in 2011 6 $1,649 $9,920
MHCs with debt maturing in 2011 4 563 4,644
2011 Debt Maturities 10 $2,212 $14,564

2012
Apartments with debt maturing in 2012 9 $3,852 $29,425
MHCs with debt maturing in 2012 10 2,433 16,429
2012 Debt Maturities 19 $6,285 $45,854

Year of 
Maturity

Balance        
Sept 30, 2011

Weighted 
Avg Int. 
Rate %

% CMHC 
Insured

Balance        
Sept 30, 2011

Weighted 
Avg Int. 
Rate %

Balance        
Sept 30, 2011

Weighted 
Avg Int. 
Rate %

2011 $9,975      5.55     25.4 $4,660      5.22 $14,635        5.44 
2012          30,608      4.83     64.9          17,043      5.94           47,651        5.23 
2013          68,372      4.47     74.7          11,857      6.23           80,229        4.87 
2014        134,492      4.46     52.1          18,619      5.59         153,111        4.60 
2015          91,257      4.52     46.9          36,867      5.38         128,124        4.76 
2016          92,773      4.33     52.8          14,237      5.40         107,010        4.47 
2017             4,039      5.52     30.1          11,384      5.71           15,423        5.66 
2018             7,435      4.69  100.0                   -             -                7,435        4.69 
2019          21,300      4.89  100.0                   -             -             21,300        4.89 
2020          19,452      4.08  100.0                   -             -             19,452        4.08 
Thereafter          23,897      4.46  100.0                   -             -             23,897        4.46 

$503,600 4.51     61.3 $114,667 5.61 $618,267 4.73

Apartments MHCs Total
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Debentures 
On November 30, 2010, the Company completed an offering of $57.5 million convertible unsecured subordinated 
debentures.  The debentures mature November 30, 2017, bear interest at 5.65% and are convertible at the holders’ 
option to common shares at a price of $13.40.  The Debentures are redeemable at the option of the Company after 
November 30, 2013 and on or before November 30, 2015, provided that the current market price of the common 
shares of the Company on the date on which the notice of redemption is given is not less than 125% of the 
conversion price.  After November 30, 2015, the debentures are redeemable at face value.  Upon maturity or 
redemption, the Company may elect to repay all or any portion of the debentures outstanding by issuing the 
number of common shares obtained by dividing the aggregate of the principal amount of the debentures that have 
matured or are being redeemed by 95% of the weighted average market price of the common shares for the 
preceding 20 days (ending 5 days preceding the fixed date for redemption or maturing). 

In conjunction with the issuance of the convertible debentures noted previously, on December 13, 2010 the 
Company redeemed its outstanding $42.2 million convertible debentures bearing interest at 6.5% which were to 
mature in May 2012.  The debentures were redeemed at face value. 

On June 2, 2011, the Company completed an offering of $46.0 million convertible unsecured subordinated 
debentures.  The debentures mature June 30, 2018, bear interest at 5.45% and are convertible at the holders’ option 
to common shares at a price of $14.60.  The Debentures are redeemable at the option of the Company after June 30, 
2014 and on or before June 30, 2016, provided that the current market price of the common shares of the Company 
on the date on which the notice of redemption is given is not less than 125% of the conversion price.  After June 30, 
2016, the debentures are redeemable at face value.  Upon maturity or redemption, the Company may elect to repay 
all or any portion of the debentures outstanding by issuing the number of common shares obtained by dividing the 
aggregate of the principal amount of the debentures that have matured or are being redeemed by 95% of the 
weighted average market price of the common shares for the preceding 20 days (ending 5 days preceding the fixed 
date for redemption or maturing). 

The Company’s $10.0 million of unsecured subordinated debentures and related warrants consist of three tranches 
of $2.5 million, $2.5 million, and $5.0 million, bearing interest at 5.92%, 6.06% and 6.33%, respectively.  The 
associated warrants are exercisable at $14.40, $15.20 and $12.24, respectively.  The debentures and warrants mature 
and expire on January 4, 2013. 
 

Credit Facility 
The Company has a credit facility with a major financial institution that can be used to finance the Company’s on-
going acquisition program.  The amount available under the revolving facility varies with the value of pledged assets, 
to a maximum of $15 million.  The facility includes the option for a commitment increase, allowing Killam a one-time 
opportunity to increase the credit limit to $40 million. The interest rate on the debt is prime plus 175 basis points on 
prime rate advances or 275 basis points over Banker’s Acceptances (BAs).  Killam has the right to choose between 
prime rate advances and BAs based on available rates and timing requirements.  As at September 30, 2011 the 
Company had assets with a fair value of $1.7 million pledged to the line and had a balance outstanding of $Nil.  This 
facility expires in May 2012. 
 

Shareholders’ Equity 
The Company’s Dividend Reinvestment Plan (“DRIP”) allows shareholders to elect to have all cash dividends from the 
Company reinvested in additional common shares.  Shareholders who participate in the DRIP receive an additional 
dividend of common shares equal to 3% of each cash dividend that was reinvested.  The price per share is calculated 
by reference to a ten-day volume weighted average price of the Company’s common shares on the Toronto Stock 
Exchange preceding the relevant dividend date, which typically is on or about the 15th day of the month following 
the dividend declaration. For the three and nine months ended September 30, 2011, the Company issued 92,026 and 
187,282 common shares under the DRIP with a value of $1.0 million and $1.9 million, respectively (2010 – 33,359 and 
88,919 common shares with a value of $0.3 million and $0.8 million respectively). For the three months ended 
September 30, 2011 the average DRIP participation rate was approximately 15%. 
 

  



Management’s Discussion and Analysis: 
Dollar amounts in thousands (except as noted)  
 

  31 

Risk Management 

Killam, like most real estate companies, is exposed to a variety of risks. These are described in detail in the 
Management’s Discussion and Analysis found in Killam’s 2010 Annual Report.  These factors still exist at the end of 
this interim period and remain relatively unchanged. 
 

Significant Accounting Judgments, Estimates and Assumptions 
The Company’s accounting policies are described in Note 2 of the condensed consolidated financial statements.  The 
preparation of financial statements in conformity with IFRS requires management to make estimates and 
assumptions. 

Asset Acquisitions/Business Combinations 
Killam acquires real estate properties.  At the time of acquisition, Killam considers whether the acquisition 
represents the acquisition of an asset or a business. Management believes that the majority of Killam acquisitions 
will be deemed to be asset acquisitions. During the acquisition of most properties, Killam buys the asset itself and 
any short-term leases that are in-place.  Generally, Killam does not purchase any business systems or processes with 
a property.  Management would consider an acquisition to be a business combination if the following criteria are 
met: 

• The acquisition includes a portfolio of property (multiple buildings); 
• A significant staff compliment is included, including a maintenance team, leasing 

representatives and property management personnel, and 
• Systems are acquired and continue to be incorporated into operations. 

 
Investment Properties 
The Company’s accounting policies relating to investment properties are described in Note 2(E) of the Company’s 
March 31, 2011 condensed consolidated financial statements. In applying this policy, judgment is applied in 
determining whether certain costs are additions to the carrying amount of the property and, for properties under 
development, identifying the point at which practical completion of the property occurs and identifying the directly 
attributable borrowing costs to be included in the carrying value of the development property. Judgment is also 
applied in determining the extent and frequency of independent appraisals. 

Operating Lease Commitments 
The Company has entered into residential property leases within its investment property portfolio. The Company has 
determined, based on an evaluation of the terms and conditions of the arrangements, that it retains all the 
significant risks and rewards of ownership of these properties and so accounts for the contracts as operating leases. 

Financial Instruments 
The Company’s accounting policies relating to financial instruments are described in Note 2(n) of the Company’s 
March 31, 2011 condensed consolidated financial statements. The critical judgments inherent in these policies relate 
to applying the criteria set out in IAS 39 to designate financial instruments as fair value through profit and loss 
(FVTPL), assessment of the effectiveness of hedging relationships, determining whether the company has significant 
influence over investees with which it has contractual relationships in addition to the financial instrument it holds 
and identification of embedded derivatives subject to fair value measurement in certain hybrid instruments. 
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Taxes 
The Company is subject to income and capital gains taxes in numerous jurisdictions. Significant judgment is required 
to determine the total provision for current and deferred taxes.  There are many transactions and calculations for 
which the ultimate tax determination and timing of payment is uncertain. In particular, when calculating deferred 
taxation, the effective tax rate applicable on the temporary differences in investment property depends on the 
method by which the carrying amount of investment property will be realised. The Company recognises liabilities for 
current taxes based on estimates of whether additional taxes will be due. Where the final tax outcome of these 
matters is different from the amounts that were initially recorded, such differences will impact the income and 
deferred tax provisions in the period in which the determination is made. Deferred tax assets and liabilities are 
recognised on a net basis to the extent they are relating to the same fiscal entity and fall due in approximately the 
same period. 

Estimates 

Valuation of Investment Properties 
The critical estimates and assumptions underlying the valuation of investment properties and developments are set 
out in Note 6 to the condensed consolidated financial statements. 

Financial Instruments 
Where the fair value of financial assets and financial liabilities recorded in the consolidated balance sheet cannot be 
derived from active markets, they are determined using valuation techniques including the discounted cash flow 
model. Inputs to these models are taken from observable markets where possible, but where this is not feasible a 
degree of judgment is required in establishing fair values. The judgments include considerations of inputs such as 
liquidity risk, credit risk and volatility. Changes in assumptions about these factors could affect the reported fair value 
of financial instruments. 

Useful Lives of Property Plant and Equipment 
Management reviews the estimated useful lives of property, plant and equipment at the end of each annual 
reporting period.  

Income Taxes 
Uncertainties exist with respect to the interpretation of complex tax regulations and the amount and timing of future 
taxable income. Differences arising between the actual results and the assumptions made, or future changes to such 
assumptions, could necessitate future adjustments to tax income and expense already recorded. 
 

Future Accounting Policy Changes 
IFRS 9 - Financial Instruments 

IFRS 9, “Financial Instruments” (“IFRS 9”), was issued by the IASB on November 12, 2009 and will replace IAS 39. IFRS 9 
uses a single approach to determine whether a financial asset is measured at amortized cost or fair value, replacing 
the multiple classification options in IAS 39. The approach in IFRS 9 is based on how an entity manages its financial 
impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2013. The 
Company is currently evaluating the impact of IFRS 9 on its financial statements. 

IFRS 10 -  Consolidated Financial Statements 

On May 12, 2011, the IASB issued IFRS 10, “Consolidated Financial Statements” (“IFRS 10”), which will replace IAS 27, 
“Consolidated and Separate Financial Statements” and SIC-12, “Consolidation – Special Purpose Entities”. The new 
standard provides a single model for consolidation based on control, which exists when an investor is exposed or has 
the right to variable returns from its involvement with the investee and has the current ability to affect those returns 
through its power over the investee. The standard also provides guidance on how to evaluate power and requires 
that control is assessed as facts and circumstances change. IFRS 10 is effective for annual periods beginning on or 
after January 1, 2013 with early adoption permitted. The Company is currently evaluating the impact of this 
amendment.  
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IFRS 11 - Joint Arrangements 

On May 12, 2011, the IASB issued IFRS 11 Joint Arrangements. This new standard replaces IAS 31 – Interests in Joint 
Ventures.  "Joint Arrangements”, applies when accounting for interests where there is joint control. Joint ventures 
would be classified either as joint operations or joint ventures, and the structure of the arrangement would no longer 
be the most significant factor when determining this classification. In addition, the standard would remove the 
option to proportionately consolidate the joint venture, and would require instead the use of the equity method of 
accounting.  The Company does not currently have any joint ventures; however, the Company will make this 
consideration as it continues to grow and enters into new acquisitions and arrangements. This new standard is 
effective for the Company’s year-end beginning January 1, 2013.  

IFRS 12 - Disclosure of Interests in Other Entities 

The IASB issued IFRS 12, “Disclosure of Interests in Other Entities” on May 12, 2011. The standard includes disclosure 
requirements about subsidiaries, joint ventures, and associates, replacing existing requirements. Additional 
disclosures include judgments and assumptions made in determining how to classify involvement with another 
entity, interests that non-controlling interests have in the consolidated entities, and the nature and risks associated 
with interests in other entities. IAS 28 has been amended and will provide the accounting guidance for investments 
in associates and sets out the requirements for the application of the equity method when accounting for 
investments in associates. This standard is effective for annual periods beginning on or after January 1, 2013 with 
early adoption permitted. The Company is currently evaluating the impact of this amendment.  

IFRS 13 - Fair Value Measurement 
(Effective for annual periods beginning on or after January 1, 2013) 

IFRS 13 establishes a single source of guidance for fair value measurements, when fair value is permitted or required 
by IFRS. The standard also requires enhanced disclosures when fair value is applied. The standard is effective for 
annual periods beginning on or after January 1, 2013. The Company is currently evaluating the impact of this 
amendment. 

IAS 12 - Deferred Tax:  Recovery of Underlying Assets - (Amendments to IAS 12, Income Taxes) 
(Effective for periods beginning on or after January 1, 2012)  

The amendments to IAS 12 set out presumptions for the recovery of certain assets, and are relevant in those cases 
where different tax consequences can arise depending on how the carrying amounts are recovered. 
 

Disclosure Controls and Procedures and Internal Controls 
The Company’s management, including the Chief Executive Officer and the Chief Financial Officer, does not expect 
that the Company’s Disclosure Controls and Procedures and Internal Controls will prevent or detect all error and all 
fraud.  Because of the inherent limitations in all control systems, an evaluation of controls can provide only 
reasonable, not absolute, assurance that all control issues and instances of fraud or error, if any, within the Company 
have been detected.  During the most recent interim period, there have been no changes in the Company’s policies 
and procedures and other processes that have materially affected, or are reasonably likely to materially affect, the 
Company’s internal control over financial reporting. 
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Subsequent Events 
On October 17, 2011, the Company announced dividends of $0.04833 per share, payable on November 15, 2011 to 
shareholders of record on October 31, 2011. 

Subsequent to September 30, 2011, Killam has acquired a 53-unit apartment building in St. John’s, Newfoundland. 
The purchase price of $6.65 million ($125,500 per suite) was satisfied with a new $4.5 million mortgage with an 
interest rate of 3.95%, and the balance in cash. 

In addition, the Company has acquired a 50% ownership interest in a 2-building commercial complex in Halifax, NS 
which contains Killam’s head office.  The other 50% interest in the complex was purchased by a company controlled 
by an officer of Killam.  The purchase price of the 100% interest was $8.0 million and was satisfied with a new 10-year 
$5.6 million mortgage at an interest rate of 4.57% with the balance in cash. 

Subsequent to September 30, 2011, the Company refinanced $2.8 million of maturing apartment debt for net 
proceeds of $1.5 million.  The previous weighted average interest rate was 5.02% and the interest rate on the new 5-
year debt is 2.50%.  In addition, the Company has refinanced $1.8 million of maturing MHC mortgages and vendor 
debt.  The previous weighted average interest rate was 5.21% and the interest rate on the new 5-year debt is 4.75% 
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 As at

(Unaudited)
September 30,  

2011
December 31, 

2010

ASSETS
Non-current assets
Investment properties (note 5) $1,202,119 $1,081,778
Investment properties under construction (note 6) 9,356                  1,033                
Property and equipment (note 7) 2,292                  2,189                
Other non-current assets 118                      61                      

1,213,885          1,085,061        

Current assets
Cash (note 8) 29,230                16,917              
Restricted cash (note 8) 7,284                  6,178                
Rent and other receivables (note 9) 2,566                  4,614                
Income tax receivable 130                      37                      
Inventory (note 10) 1,195                  1,630                
Other current assets (note 11) 6,035                  1,896                

46,440                31,272              

TOTAL ASSETS $1,260,325 $1,116,333

EQUITY and LIABILITIES

Shareholders' equity $455,286 $415,108
Non-controlling interests 11,806                11,933              

Total Equity 467,092              427,041            

Non-current liabilities

Mortgages and loans payable (note 13) 549,170 501,818            
Convertible debentures (note 14) 93,219                50,377              
Subordinated debentures (note 15) 9,806                  9,693                
Other liabilites (note 16) 2,746                  607                    
Deferred tax 61,726                47,137              

716,667              609,632            

Current liabilities
Mortgages and loans payable (note 13) 60,178                65,151              
Other liabilites (note 16) 255                      39                      
Security deposits 3,296                  3,107                
Accounts payable and accrued liabilities (note 12) 12,837                11,363              

76,566                79,660              

Total Liabilities 793,233              689,292            

TOTAL EQUITY and LIABILITIES $1,260,325 $1,116,333

See accompanying notes

Consolidated Balance Sheets
In thousands
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Consolidated Statements of Income
In thousands (except per share amounts)

(Unaudited) 2011 2010 2011 2010
(note 3c) (note 3c)

Property revenue $33,052 $30,261 $93,277 $85,182
Property operating expenses (11,857)       (10,629)       (36,541)       (32,060)       
Home sales (note 22) 250              170              307              341              
Other income 214              119              561              345              

21,659         19,921         57,604         53,808         

Long-term debt interest (note 23) 9,106           8,043           25,639         23,122         
Depreciation 71                 92                 248              267              
Amortization of deferred financing 376              315              1,004           945              
General and administrative 1,997           1,901           5,550           5,522           
Provincial capital taxes 29                 33                 88                 128              
Interest and bank charges 55                 59                 169              200              

11,634         10,443         32,698         30,184         

Income before fair value gains and income taxes 10,025         9,478           24,906         23,624         
Fair value gains 15,176         19,982         43,152         24,903         

Income before income taxes 25,201         29,460         68,058         48,527         
Deferred tax expense (5,098)          (5,755)          (14,041)       (10,506)       

Net income $20,103 $23,705 $54,017 $38,021

Net income attributable to:
Common shareholders $19,747 $23,555 $53,357 $37,540
Non-controlling interests 356              150              660              481              

$20,103 $23,705 $54,017 $38,021

Net income per share attributable to common shareholders (Note 20)
   - basic $0.43 $0.53 $1.18 $0.88
   - diluted $0.39 $0.50 $1.09 $0.84

See accompanying notes

For the 3 months ended 
September 30

For the 9 months ended 
September 30

Consolidated Statements of Comprehensive Income
In thousands

(Unaudited) 2011 2010 2011 2010

Net income $20,103 $23,705 $54,017 $38,021
Fair value of fuel hedges, net of tax -               -                 -               15                 

Comprehensive income $20,103 $23,705 $54,017 $38,036

Comprehensive income attributable to:
Common shareholders $19,747 $23,555 $53,357 $37,555
Non-controlling interests 356              150                660              481              

$20,103 $23,705 $54,017 $38,036

3 Months ended Sept 30 9 months ended Sept 30
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Consolidated Statements of Changes in Equity
In thousands

9 Months ended September 30, 2011

(Unaudited)

Capital 
Stock

Contributed 
Surplus

Other 
Paid-in 
Capital

Accumulated 
Other 

Comprehensive 
Loss

Retained 
Earnings

Non-
Controlling 

Interests
Total 

Equity

At January 1, 2011 $293,966 $2,637 $4,271 -                     $114,234 $11,933 $427,041

Comprehensive income -            -               -           -                     53,357      660              54,017       

Dividends paid -            -               -           -                     (19,327)     -              (19,327)      
Distributions to non-controlling interest -            -               -           -                     -            (412)             (412)           

Acquisition of non-controlling interest -            -               -           -                     (14)            (375)             (389)           

Issuance of convertible debentures -            -               1,410       -                     -            -              1,410         

Issuance of shares for cash (90)            -               -           -                     -            -              (90)             

Dividend reinvestment plan 1,942        -               -           -                     -            -              1,942         

Stock options exercised 3,395        (957)             -           -                     -            -              2,438         

Tax benefit of share issue costs 30             -               -           -                     -            -              30              

Stock based compensation -            432              -           -                     -            -              432            

At September 30, 2011 $299,243 $2,112 $5,681 -                     $148,250 $11,806 $467,092

9 Months ended September 30, 2010

(Unaudited)

Capital 
Stock

Contributed 
Surplus

Other 
Paid-in 
Capital

Accumulated 
Other 

Comprehensive 
Loss

Retained 
Earnings

Non-
Controlling 

Interests
Total 

Equity

At January 1, 2010 $243,205 $2,090 $1,908 ($15) $84,646 $15,482 $347,316

Comprehensive income -            -               -           15                      37,540      481              38,036       

Dividends paid -            -               -           -                     (18,261)     -              (18,261)      

Distributions to non-controlling interest -            -               -           -                     -            (471)             (471)           

Acquisition of non-controlling interest -            -               -           -                     (288)          (3,267)          (3,555)        

Issuance of shares for cash 48,276      -               -           -         -            -              48,276       

Dividend reinvestment plan 754           -               -           -                     -            -              754            
Stock options exercised 416           (25)               -           -                     -            -              391            

Tax benefit of share issue costs 679           -               -           -                     -            -              679            

Stock based compensation -            465              -           -                     -            -              465            

At September 30, 2010 $293,330 $2,530 $1,908 -                     $103,637 $12,225 $413,630
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In thousands

(Unaudited) 2011 2010 2011 2010

OPERATING ACTIVITIES
Net income $20,103 $23,705 $54,017 $38,021
Add (deduct) items not affecting cash
   Fair value gains (15,176)        (19,982)        (43,152)        (24,903)        
   Depreciation and amortization 447               407               1,252            1,212           
   Non-cash debenture interest 224               82                 556               243               
   Non-cash compensation expense 263               151               432               465               
   Other non-cash items (54)                -                (71)                -                
   Deferred income taxes 5,098            5,755           14,041         10,506         
   Net change in non-cash working capital
        items related to operations (2,323)          439               (419)              (3,601)          
Cash provided by operating activities 8,582            10,557         26,656         21,943         

FINANCING ACTIVITIES
   Increase in deferred financing (941)              (534)             (4,154)          (1,964)          
   Issue of common shares for cash 1,882            286               2,319            48,658         
   Issue of convertible debentures -                -                46,000         -                
   Repayment of long-term debt (on refinancing) (12,960)        (23,005)        (30,515)        (49,598)        
   Regular principal repayments (4,566)          (3,770)          (12,679)        (10,415)        
   Issuance of long-term debt 22,215         32,936         56,807         93,852         
   Distributions to non-controlling interests (230)              (234)             (412)              (470)             
   Cash dividends (5,560)          (5,842)          (17,064)        (17,334)        
Cash (used in) provided by financing activities (160)              (163)             40,302         62,729         

INVESTING ACTIVITIES
   (Increase) decrease in restricted cash (1,742)          1,414           (1,106)          2,420           
   Acquisition of non-controlling interests (381)              (1,608)          (381)              (3,556)          
   Purchase of capital assets (net of debt assumed) (10,057)        41                 (35,752)        (66,718)        
   Capital expenditures (6,563)          (3,976)          (17,406)        (10,278)        
Cash used in investing activities (18,743)        (4,129)          (54,645)        (78,132)        

Net (decrease) increase in cash (10,321)        6,265           12,313         6,540           

Cash, beginning of period 39,551         11,944         16,917         11,669         

Cash, end of period $29,230 $18,209 $29,230 $18,209

See accompanying notes

Supplemental disclosure of cash paid
Interest $9,442 $8,053 $25,606 $22,852
Capital taxes $0 ($140) $181 ($143)

Consolidated Statements of Cash Flows

3 months ended September 30 9 months ended September 30
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1.  Corporate Information 
Killam Properties Inc. (“Killam”) is a real estate corporation specializing in the acquisition, management and 
development of multi-residential apartment buildings and manufactured home communities in Canada. 
Killam is incorporated under the Canada Business Corporations Act. Killam’s common shares are traded 
publically, listed on the Toronto Stock Exchange under the symbol “KMP”. The consolidated financial 
statements comprise the financial statements of Killam and its subsidiaries as at September 30, 2011. 
Together, Killam and its subsidiaries are referred to as “the Company”.  

The consolidated financial statements of the Company for the period ended September 30, 2011 were 
authorized for issue in accordance with a resolution of the Directors on November 8, 2011.  
 

2. Significant Accounting Policies 

The Company’s financial statements for the year ended December 31, 2011 will be the first annual financial 
statements that comply with International Financial Reporting Standards (“IFRS”). The Company’s transition 
date to IFRS was January 1, 2010 (“Transition Date”). The Company prepared its opening IFRS balance sheet at 
that date. The reporting date of these interim condensed consolidated financial statements is for the quarter 
ended September 30, 2011. The Company’s IFRS adoption date is January 1, 2011 (“Changeover Date” or 
“Adoption Date”). 

These interim condensed consolidated financial statements have been prepared in accordance with those 
IFRS standards and International Financial Reporting Interpretation Committee (“IFRIC”) interpretations issued 
at the time of preparing these statements (November 8, 2011) and mandatorily effective on or before 
December 31, 2011 or early adopted. The IFRS standards and IFRIC interpretations that will be applicable at 
December 31, 2011, including those that will be applicable on an optional basis, are not known with certainty 
at the time of preparing these interim financial statements. Accordingly, the accounting policies will be 
finalized when the first annual IFRS financial statements are prepared for year ending December 31, 2011.   

These statements were prepared in accordance with IAS 34, “Interim Financial Reporting” and IFRS 1, “First-
time Adoption of IFRS”. These interim financial statements have been prepared in accordance with the 
accounting policies the Company expects to adopt in its financial statements for the year ended December 31, 
2011.  The policies used to prepare these statements are those set out in the Company’s interim financial 
statements for the three months ended March 31, 2011 and have been consistently applied to all the periods 
presented. 

Certain disclosures that are required to be included in annual financial statements prepared in accordance 
with IFRS that were not included in the Company’s most recent annual financial statements prepared in 
accordance with Canadian Generally Accepted Accounting Standards were included in the Company’s 
financial statements as at and for the three months ended March 31, 2011.  Accordingly, these interim 
financial statements should be read in conjunction with the Company’s 2010 annual financial statements and 
interim financial statements for the three months ended March 31, 2011. 

3.     Transition to IFRS 
The Company transitioned to IFRS effective January 1, 2010 and has prepared its opening IFRS balance sheet 
as at that date. The actual Adoption Date of IFRS is January 1, 2011, the date from which the Company will 
present its annual and interim financial statements, including comparative information, in accordance with 
IFRS. Prior to the adoption of IFRS the Company prepared its financial statements in accordance with Canadian 
generally accepted accounting principles (“Canadian GAAP”). The Company’s consolidated financial 
statements for the year ending December 31, 2011 will be the first annual financial statements that comply 
with IFRS. The IFRS standards and IFRIC interpretations that will be applicable at December 31, 2011, including 
those that will be applicable on an optional basis, are not known with certainty at the time of preparing these 
interim financial statements. Accordingly, the opening IFRS balance sheet and the December 31, 2010 
comparative balance sheet presented in the consolidated financial statements for the year ending December 
31, 2011 may differ from those presented herein and in the Company’s interim financial statements for the 
three months ended March 31, 2011. Should this be the case, Killam will disclose the changes to the opening 
balance sheet and comparative balance sheet in the December 31, 2011 financial statements. 
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3.    Transition to IFRS (continued) 
(a) Elected exemptions from full retrospective application 
In preparing these consolidated financial statements in accordance with, “First-time Adoption of International 
Financial Reporting Standards” (“IFRS 1”), the Company has applied certain of the optional exemptions from 
full retrospective application of IFRS which are explained in the Company’s interim financial statements for 
the three months ended March 31, 2011. 

(b) Mandatory exceptions to retrospective application 
In preparing these consolidated financial statements in accordance with IFRS 1 the Company has applied 
certain mandatory exceptions from full retrospective application of IFRS which are explained in the 
Company’s interim financial statements for the three months ended March 31, 2011. 

        (c) Reconciliation of net income and comprehensive income 

Net income and comprehensive income for the quarter ended September 30, 2010 can be reconciled to the 
amounts reported under previous GAAP as follows:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  

Note 
3(f)

Previous 
GAAP

Effect of 
transition 

to IFRS IFRS
Property Operations
Property revenue (ii) $29,900 $361 $30,261

Property operating expenses (ii) (10,476)        (153)            (10,629)        

Home sales 170             -              170             

Other income 119             -              119

19,713         208 19,921         

Long-term debt interest (ii) 8,042           1                 8,043           

Depreciation (iii) 7,501           (7,409)          92               

Amortization of deferred financing 315             -              315             
General and administrative (iv) 1,839           62               1,901           

Provincial capital taxes 33               -              33               

Interest and bank charges 59               -              59               

17,789         (7,346)          10,443         

Income before fair value gains and income taxes 1,924           7,554           9,478           

Fair value gains (i) -              19,982         19,982         

Income before income taxes 1,924           27,536         29,460         

Deferred tax (v) (580)            (5,175)          (5,755)          

Net income $1,344 $22,361 $23,705

Comprehensive income:
Net income $1,344 $22,361 $23,705
Fair value of fuel hedges, net of tax -              -              -              

Comprehensive income: $1,344 $22,361 $23,705

Comprehensive income attributable to:
Common shareholders $1,344 $22,211 $23,555

Non-controlling interests (vi) -              150             150             

$1,344 $22,361 $23,705

3 Months Ended September 30, 2010
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3.    Transition to IFRS (continued) 
Net income and comprehensive income for the 9 months ended September 30, 2010 can be reconciled to the 
amounts reported under previous GAAP as follows: 

  

Note 
3(f)

Previous 
GAAP

Effect of 
transition 

to IFRS IFRS
Property Operations
Property revenue (ii) $83,989 $1,193 $85,182

Property operating expenses (ii) (31,561)        (499)            (32,060)        

Home sales 341 -              341             

Other income 345             -              345

53,114         694 53,808         

Long-term debt interest (ii) 23,118         4                 23,122         

Depreciation (iii) 21,377         (21,110)        267             

Amortization of deferred financing 945             -              945             

General and administrative (iv) 5,446           76               5,522           
Provincial capital taxes 128             -              128             

Interest and bank charges 200             -              200             

51,214         (21,030)        30,184         

Income before fair value gains and income taxes 1,900           21,724         23,624         

Fair value gains (i) -              24,903         24,903         

Income before income taxes 1,900           46,627         48,527         

Deferred tax (v) (772)            (9,734)          (10,506)        

Net income $1,128 $36,893 $38,021

Comprehensive income:
Net income $1,128 $36,893 $38,021

Fair value of fuel hedges, net of tax 15               -              15               

Comprehensive income: $1,143 $36,893 $38,036

Comprehensive income attributable to:
Common shareholders $1,143 $36,397 $37,555

Non-controlling interests (vi) -              481             481             

$1,143 $36,893 $38,036

9 Months Ended September 30, 2010
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3.    Transition to IFRS (continued) 
(d) Equity Reconciliation 

The total effect on shareholders’ equity is analyzed as follows: 
 

 

 

 

 

 

 

 

 

 

 

(e) Presentation Differences 
Certain presentation differences between previous GAAP and IFRS have no impact on reported profit or total 
equity. Some income statement and balance sheet items have been reclassified into other line items under 
IFRS at the date of transition. Some line items are described differently (renamed) under IFRS compared to 
previous GAAP, although the assets and liabilities included may not have changed.  These line items are as 
follows: 

 Real estate properties have been split between “investment properties”, “investment properties 
under construction” and “property and equipment”. 

 Homes sale revenues and expenses are shown net on one line in the income statement.  A 
reconciliation of gross revenues and expenses is shown in the notes. 

 A line titled “corporate revenues” has been classified as “other income” and included in the results 
from operations. 

(f) Notes to the reconciliations 

(i) Investment properties 
The Company considers its properties to be investment properties under IAS 40, “Investment Property” (“IAS 
40”). Investment property includes land and buildings held primarily to earn rental income or for capital 
appreciation or both. Similar to Canadian GAAP, investment property is initially recorded at cost under IAS 
40. However, subsequent to initial recognition, IFRS requires that an entity choose either the cost or fair 
value model to account for investment property. The Company has elected to use the fair value model. 

The increase in the investment properties for IFRS represents the increase to fair value in respect of the 
Company’s investment property, net of the de‐recognition of related intangible assets and liabilities which 
are inherently reflected in the fair value of commercial property. This increase also includes fair value 
adjustments related to the Company’s consolidation of subsidiaries not owned 100% (see note (ii)).  

(ii) Consolidation  
Under Canadian GAAP the Company used the proportionate consolidation method to record its interest in 
two properties which it does not own 100%.  Upon transition to IFRS, Killam considered the guidance in IAS 
27.13-15 and concluded that control existed with respect to these properties. As a result, as of January 1, 
2010, Killam is fully consolidating these properties with a related credit to non-controlling interest for the 
portion not owned by the Company. There was no impact on retained earnings.  

  

As at September 30, 2010

(Unaudited) Capital Stock
Contributed 

Surplus
Other Paid-
in Capital

Accumulated 
Other 

Comprehensive 
Loss Equity

Non-
Controlling 

Interest Total Equity

As reported under previous GAAP 293,327          2,210            2,468          -                       (87,431)      - 210,574          

Fair value adjustment of investment property -                 -                -             -                       232,242     15,492        247,734          

Stock option adjustment 3                     320               -             -                       (321)          -              2                     

Acquisition of non-controlling interest -                 -                -             -                       (289)          (3,267)         (3,556)             

Convertible and subordinate debentures -                 -                (560)            -                       334           -              (226)                

Deferred taxes -                 -                -             -                       (40,898)      -              (40,898)           

As reported under IFRS 293,330          2,530            1,908          - 103,637     12,225        413,630          
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3.    Transition to IFRS (continued) 
 (iii) Depreciation 

In accordance with IFRS and the Company’s policy choice, the Company measures investment property at 
fair value and records changes in fair value in income during the period of change. Under Canadian GAAP, 
investment property was recorded at cost and depreciated over its estimated life. In addition, the 
amortization of intangible assets and liabilities recognized on the acquisition of investment property was 
amortized under Canadian GAAP, which is not the case under IFRS as the value of the intangible assets and 
liabilities is considered in the determination of the fair value of the investment property. 

 (iv) Stock Options 
IFRS 2 “Share-based Payments” differs significantly from Canadian GAAP.  IFRS requires an estimate of the 
forfeiture rate at each reporting period.  Fair value is adjusted to account for any change in estimates.  
Historically, under Canadian GAAP, the Company did not estimate forfeiture rates. The method of 
expensing options is significantly different under IFRS 2 compared to Canadian GAAP.  The Company’s 
Canadian GAAP allowed a straight lining of the expenses related to stock options that vest in tranches 
(“graded vesting”), however, IFRS 2 requires the Company to use an accelerated expensing methodology.  
For example, in year one, a full year of expense is recognized as well as a portion of each year’s subsequent 
expense.  In addition, under IFRS each tranche has its own fair value as at the grant date. 

(v) Deferred taxes 
The adjustment related to deferred taxes reflects the change in temporary differences resulting from the 
impact of the above differences between IFRS and previous GAAP. 

(vi) Non-controlling interests 
This adjustment reflects the impact of the preceding adjustments to the extent they relate to interests of 
other equity holders. 

 (vii) Changes to the cash flow statement 
There were no material adjustments to the consolidated statements of cash flow as a result of the 
conversion to IFRS. 
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4. Future Accounting Policy Changes 

IFRS 9 - Financial Instruments 
IFRS 9, “Financial Instruments” (“IFRS 9”), was issued by the IASB on November 12, 2009 and will replace IAS 39. 
IFRS 9 uses a single approach to determine whether a financial asset is measured at amortized cost or fair 
value, replacing the multiple classification options in IAS 39. The approach in IFRS 9 is based on how an entity 
manages its financial impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or 
after January 1, 2013. The Company is currently evaluating the impact of IFRS 9 on its financial statements. 

IFRS 10 -  Consolidated Financial Statements 
On May 12, 2011, the IASB issued IFRS 10, “Consolidated Financial Statements” (“IFRS 10”), which will replace 
IAS 27, “Consolidated and Separate Financial Statements” and SIC-12, “Consolidation – Special Purpose 
Entities”. The new standard provides a single model for consolidation based on control, which exists when an 
investor is exposed to or has the right to variable returns from its involvement with the investee and has the 
immediate ability to affect those returns through its power over the investee. The standard also provides 
guidance on how to evaluate power and requires that control is assessed as facts and circumstances change. 
IFRS 10 is effective for annual periods beginning on or after January 1, 2013 with early adoption permitted. 
The Company is currently evaluating the impact of this amendment.  

IFRS 11 - Joint Arrangements 
On May 12, 2011, the IASB issued IFRS 11 Joint Arrangements. This new standard replaces IAS 31 – Interests in 
Joint Ventures.  "Joint Arrangements”, applies when accounting for interests where there is joint control. Joint 
ventures would be classified either as joint operations or joint ventures, and the structure of the arrangement 
would no longer be the most significant factor when determining this classification. In addition, the standard 
would remove the option to proportionately consolidate the joint venture, and would require instead the use 
of the equity method of accounting.  The Company does not currently have any joint ventures; however, the 
Company will make this consideration as it continues to grow and enters into new acquisitions and 
arrangements. This new standard is effective for the Company’s year-end beginning January 1, 2013.  

IFRS 12 - Disclosure of Interests in Other Entities 
The IASB issued IFRS 12, “Disclosure of Interests in Other Entities” on May 12, 2011. The standard includes 
disclosure requirements about subsidiaries, joint ventures, and associates, replacing existing requirements. 
Additional disclosures include judgments and assumptions made in determining how to classify involvement 
with another entity, interests that non-controlling interests have in the consolidated entities, and the nature 
and risks associated with interests in other entities. IAS 28 has been amended and will provide the accounting 
guidance for investments in associates and sets out the requirements for the application of the equity 
method when accounting for investments in associates. This standard is effective for annual periods 
beginning on or after January 1, 2013 with early adoption permitted. The Company is currently evaluating the 
impact of this amendment.  

IFRS 13 - Fair Value Measurement 
(Effective for annual periods beginning on or after January 1, 2013) 

IFRS 13 establishes a single source of guidance for fair value measurements, when fair value is permitted or 
required by IFRS. The standard also requires enhanced disclosures when fair value is applied. The standard is 
effective for annual periods beginning on or after January 1, 2013. The Company is currently evaluating the 
impact of this amendment. 

IAS 12 - Deferred Tax:  Recovery of Underlying Assets - (Amendments to IAS 12, Income Taxes) 
(Effective for periods beginning on or after January 1, 2012)  

The amendments to IAS 12 set out presumptions for the recovery of certain assets, and are relevant in those 
cases where different tax consequences can arise depending on how the carrying amounts are recovered. 
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5. Investment Properties 
 Nine months ended September 30, 2011  Year ended December 31, 2010 
 Apartments MHCs Total  Apartments MHCs Total 

Balance, beginning of period $866,645 $215,133 $1,081,778  $708,217 $206,185 $914,402

Acquisition of properties 68,457 ― 68,457  114,185 ― 114,185
Transfer to IPUC (1) (5,373) ― (5,373)  ― ― ―
Transfer from IPUC 4,691 ― 4,691  ― ― ―
Capital expenditures 6,436 2,978 9,414  9,125 4,968 14,093
Fair value adjustments 37,113 6,039 43,152  35,118 3,980 39,098

Balance, end of period $977,969 $224,150 $1,202,119  $866,645 $215,133 $1,081,778

(1) IPUC – Investment Properties Under Construction 
  

An independent valuation was completed by an accredited national appraisal firm for the entire investment 
property portfolio as at January 1, 2010. Subsequent to January 1, 2010, the Company determines the fair 
market value internally, using a similar capitalization model.  Management’s internal valuation model is also 
based on a capitalization of normalized net operating income (NOI) by property using property specific 
quarterly capitalization rates, provided by the external valuator. The Company determines the normalized NOI 
for each property based on current in-place rents and assumptions about occupancy, less expenses expected 
to operate and manage each property. 

On an annual basis the Company expects to have approximately 20% of the investment property portfolio fair 
valued by an external valuator as at each December 31.  The remaining 80% of the portfolio is valued 
internally, using the cap-rate provided by the external valuator. As of December 31, 2010, 9% of the portfolio 
had been externally appraised based on mortgages rolling in 2011. 

 Investment property valuations are most sensitive to changes in the cap-rate. The cap-rate assumptions for 
the investment properties are included in the following table: 

 September 30, 2011 December 31, 2010 
 

Low High 
Weighted 
Average  Low High 

Weighted 
Average 

Apartments   6.23%    6.47% 
Halifax 5.70% 7.25% 6.23%  5.70% 7.50% 6.40% 
Moncton 6.00% 7.50% 6.35%  6.15% 8.25% 6.70% 
Fredericton 6.00% 7.00% 6.40%  6.00% 7.25% 6.64% 
Saint John 6.20% 6.75% 6.50%  6.25% 7.00% 6.76% 
Charlottetown 6.00% 6.50% 6.47%  6.25% 7.00% 6.86% 
St. John’s 6.25% 6.50% 6.28%  6.75% 7.50% 6.75% 
Ontario 5.70% 5.70% 5.70%  5.70% 5.70% 5.70% 
Other 6.30% 7.00% 6.76%  6.75% 7.00% 6.96% 
        
MHCs   7.28%    7.47% 
Ontario  7.25% 8.50% 7.53%  7.25% 8.50% 7.77% 
Nova Scotia 6.75% 7.25% 7.17%  7.00% 7.75% 7.27% 
New Brunswick 6.75% 8.25% 7.00%  6.75% 8.25% 7.14% 
Newfoundland 7.50% 7.50% 7.50%  7.75% 7.75% 7.75% 
Western Canada 6.75% 8.50% 7.26%  6.75% 8.50% 7.55% 

 



Notes to Interim Condensed Consolidated Financial Statements 
Dollar amounts in thousands (except per share amounts)  
 

  46 

5. Investment Properties (continued) 

The impact of a 10 basis point change in the capitalization rate used to value the investment properties would 
affect the fair value as follows: 

 September 30, 2011 December 31, 2010 
 Weighted 

Average  Increase Decrease  
Weighted
Average Increase Decrease 

Apartments 6.23% $14,463 $14,935  6.47% $12,949 $13,592 
MHCs 7.28% 3,034 3,119  7.47% 2,832 2,914 
Total  $17,497 $18,054   $15,781 $16,506 

 
The impact of a 1% change in net operating income used to value the investment properties would affect the 
fair value as follows: 

 September 30, 2011 December 31, 2010 
 Weighted 

Average  Change  
Weighted
Average Change 

Apartments 6.23% $9,144  6.47% $8,672 
MHCs 7.28% 2,238  7.47% 2,147 
Total  $11,382   $10,819 

 
 
During the nine months ended September 30, 2011, the Company capitalized salaries of $1.3 million (2010 - 
$1.7 million) as part of its project improvement and suite renovation program. 

 
6. Investment Properties under Construction 

 
Nine months ended
September 30, 2011  

Year ended 
December 31, 2010 

Balance, beginning of period $1,033  $― 
Capital expenditures 7,544  1,033 
Transfer from investment properties 5,373  ― 
Transfer to investment properties (4,691)  ― 
Interest capitalized 97  ― 
Fair value adjustment ―  ― 

Balance, end of period $9,356  $1,033 
 

As at September 30, 2011, Investment Properties under Construction are carried at fair value. 
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7. Property and Equipment 
 

As at September 30, 2011 December 31, 2010 

 Cost 
Accumulated 
Depreciation Cost 

Accumulated 
Depreciation 

Heavy equipment $  742 $199 $  719 $  172
Vehicles 1,019 169 927 105
Furniture, fixtures and equipment 2,581 1,682  2,346 1,526 
 4,342 2,050  3,992 $1,803 
Less: accumulated depreciation (2,050)

 

 (1,803)  
 $2,292

 

 $2,189  
 

 

 
Nine months ended
September 30, 2011  

Year ended 
December 31, 2010 

Balance, beginning of period $2,189  $2,014 

Capital expenditures 351  558 
Depreciation (248)  (383) 

Balance, end of period $2,292  $2,189 
 

8.   Cash and Restricted Cash 

 Cash 

As at September 30, 2011 December 31, 2010 

Cash $29,230  $16,917 

As at September 30, 2011, the Company’s cash balances were held in bank accounts, which the Company has 
full access to. 

 Restricted Cash 

As at September 30, 2011 December 31, 2010 
Real estate deposits and property tax reserves $4,506 $3,891 
Tenant security deposits 2,778 2,287 

Restricted cash $7,284 $6,178 
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9. Rent and Other Receivables 

As at September 30, 2011 December 31, 2010 
Rent receivable $    723 $    603 
Insurance receivable 145 2,921 
Other receivables 1,698 1,090 

 $2,566 $4,614 

Included in other receivables are accruals for laundry revenue, commission revenues and other non-rental 
income.  The majority of these receivables are less than 60 days old.   

The Company’s policy is to write-off tenant receivables when the tenant vacates the unit and any subsequent 
receipt of funds is netted against bad debts.  The Company’s bad debt expense experience over the last 
number of years has been less than 0.4% of revenues.  As a result of the low bad debt experience, no 
allowance for doubtful accounts is recorded in the accounts. 

Pursuant to their respective terms, tenant receivables are aged as follows: 

As at September 30, 2011 December 31, 2010 

0-30 days $374 $401 
31-60 days 13 80
61-90 days 88 5
Over 90 days 248 117

Total $723 $603 
  
10. Inventory 

Inventory relates to manufactured homes for which sales have not closed at period-end, as well as a 
number of stock homes.  As at September 30, 2011, no amount of the inventory is pledged as collateral 
related to short-term or long-term financing. 
 

11. Other Current Assets 

As at September 30, 2011 December 31, 2010 
Prepaid property tax $4,687 $1,086 
Prepaid insurance 725 297 
Other prepaids 623 513 

 $6,035 $1,896 
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12. Accounts Payable and Accrued Liabilities 

As at September 30, 2011 December 31, 2010 
Accounts payable $3,975 $4,166 
Mortgage interest payable 2,068 2,015 
Accrued payables 3,710 2,331 
Rent received in advance 876 749 
Dividends payable 2,208 2,102 

 $12,837 $11,363 
 
13.  Mortgages and Loans Payable 

As at Maturities Interest Rates
September 30, 

 2011 
December 31,

2010 
Mortgages Oct 2011–Feb 2025 2.32% - 6.94% $615,048 $569,680
Vendor financing Oct 2011–Jun 2016 0.00% - 9.20% 3,219 4,689
Total mortgages and loans   $618,267 $574,369 
Less: current portion  (60,178) (65,151) 
Less: deferred financing charges  (8,919) (7,400) 
   $549,170 $501,818 

 

Mortgages are secured by a first charge on the properties of the Company and vendor mortgages are secured 
by either a second charge on the property and/or a general corporate guarantee.  The weighted average 
mortgage interest rate at September 30, 2011 was 4.73% (December 31, 2010 – 4.95%). 

 

Regular Principal and 
Maturity Repayments 

 Average Interest Rate by Year of 
Maturity 

Year Amount 
 Balance  

September 30, 2011
Weighted     

Avg. Int. Rate

2011 $19,002  $14,635 5.44% 
2012 63,382  47,651 5.23%
2013 88,605  80,229 4.87%
2014 139,998  153,111 4.60%
2015  126,761  128,124 4.76%
2016 95,902  107,010 4.47%
Thereafter 84,617  87,507 4.71%

 $618,267  $618,267 4.73% 
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14. Convertible Debentures 

Face 
Interest 
Rate % 

Effective 
Interest 
Rate % 

Conversion 
Price 

Face 

Amount Maturity 
September 30, 

2011 
December 31, 

2010 

5.65% 7.3% $13.40 $57,500 November 30, 2017 52,968 52,540 
5.45% 6.3% $14.60 $46,000 June 30, 2018 43,999 ― 

   $96,967 $52,540
Less: Deferred financing charges  (3,748) (2,163)

   $93,219 $50,377
Killam’s $57.5 million convertible subordinated debentures are redeemable at the option of Killam after 
November 30, 2013 and on or before November 30, 2015 (provided that the current market price of the 
common shares of the Company on the date on which the notice of redemption is given is not less than 125% 
of the conversion price).  After November 30, 2015 the debentures are redeemable at face value.  Upon 
maturity or redemption, Killam may elect to repay all or any portion of the debentures outstanding by issuing 
the number of common shares obtained by dividing the aggregate of the principal amount of the debentures 
that have matured or are being redeemed by 95% of the weighted average market price of the common 
shares for the preceding 20 days (ending 5 days preceding the fixed date for redemption or maturing). At the 
time of issuance, the fair value of Killam’s obligation to make principal and interest payments was $52.5 
million and the fair value of the holders’ conversion option was $5.0 million (which is reflected in “Other paid-
in capital”).  The effective rate of interest on the liability component is calculated at 7.3%. 

Killam’s $46.0 million convertible subordinated debentures are redeemable at the option of Killam after June 
30, 2014 and on or before June 30, 2016 (provided that the current market price of the common shares of the 
Company on the date on which the notice of redemption is given is not less than 125% of the conversion 
price).  After June 30, 2016 the debentures are redeemable at face value.  Upon maturity or redemption, Killam 
may elect to repay all or any portion of the debentures outstanding by issuing the number of common shares 
obtained by dividing the aggregate of the principal amount of the debentures that have matured or are being 
redeemed by 95% of the weighted average market price of the common shares for the preceding 20 days 
(ending 5 days preceding the fixed date for redemption or maturing). At the time of issuance, the fair value of 
Killam’s obligation to make principal and interest payments was $43.9 million and the fair value of the holders’ 
conversion option was $2.1 million (which is reflected in “Other paid-in capital”).  The effective rate of interest 
on the liability component is calculated at 6.3%. 

During 2010, Killam repaid a $42.2 million convertible debenture at face value.  The debenture was to mature 
in May, 2012 and had a face  interest rate of 6.5%. 

 
 

15.  Subordinated Debentures 

Killam’s unsecured subordinated debentures mature in January of 2013 and consist of the following: 

Face 
Interest 
Rate % 

Effective 
Interest 
Rate % 

Face 
Amount 

September 30, 
2011 

December 31, 
2010 

5.92% 6.46% $2,500     $2,478      $2,466     
6.06% 6.62% $2,500 2,477 2,465 
6.33% 7.10% $5,000 4,942 4,909 

   $9,897 $9,840
Less: Deferred financing charges  (91) (147)

   $9,806 $9,693

Killam calculated the fair value of warrants issued in conjunction with the subordinated debentures as $0.9 
million.  This amount is reflected in “Other paid-in capital”.  The weighted average effective interest rate on the 
remaining liability component of the debentures is calculated at 6.8%. 
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15.  Subordinated Debentures (continued) 

The following table summarizes the warrants outstanding: 
 

As at  September 30, 2011  December 31, 2010  
 Number Remaining Number Remaining 
 of Warrants Contractual of Warrants Contractual 
Exercise price Outstanding Life  Outstanding Life  

 

$14.40 347,222 1.26 years  347,222 2.01 years 
$15.20 328,947 1.26 years  328,947 2.01 years  
$12.24 816,993 1.26 years  816,993 2.01 years  

 1,493,162   1,493,162 

 
16.  Other Liabilities 

As at September 30, 2011 December 31, 2010 
Promissory notes payable $3,001 $646 
Less: current portion 255 39 

 $2,746 $607 
  

Promissory notes payable relate to amounts received in advance from governmental agencies in relation to 
rental subsidy agreements.  Killam records the forgiveness of the notes into income on a monthly basis as the 
amounts are earned. 

 
17. Credit Facilities 

The Company has credit facilities set out as follows: 

I. A credit facility with a major financial institution that can be used to finance the Company’s on-going 
acquisition program.  The amount available under the revolving facility varies with the value of pledged 
assets, to a maximum of $15 million.  The facility includes the option for a commitment increase, allowing 
Killam a one-time opportunity to increase the credit limit to $40 million. The interest rate on the debt is prime 
plus 175 basis points on prime rate advances or 275 basis points over Banker’s Acceptances (BAs).  Killam has 
the right to choose between prime rate advances and BAs based on available rates and timing requirements.  
As at September 30, 2011 the Company had assets with a fair value of $1.7 million pledged to the line and had 
a balance outstanding of $Nil. This facility expires in May 2012.  

II. An operating facility which consists of a $1.0 million revolving demand facility for general business purposes, 
bearing interest at the lender’s prime rate plus 1%.  As at September 30, 2011, the Company had letters of 
credit totaling $0.4 million outstanding against this facility (December 31, 2010 - $0.4 million).  The agreement 
includes certain covenants and undertakings of which the Company is in compliance. 
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18. Capital Stock and Contributed Surplus 

Capital Stock 
Authorized: 
Unlimited number of common shares, with no par value 
Unlimited number of preferred shares, issuable in series, with no par value 

Issued: 
The following table summarizes the changes in issued common shares of the Company: 

For the three and nine months  ended September 30, 2011 2010
 Number of 

Shares Value 
Number of 

Shares Value 
  

Balance, beginning of year 44,971,566 $293,966 38,518,765 $243,205 

Issued during 1st quarter     
Issued for cash (i) ― ― 6,210,000 48,295 
Dividend reinvestment plan 45,673 473 26,736 220 
Stock options exercised 29,250 276 ― ―
Tax benefit of issuance costs ― 1 ―  672 

Balance, end of 1st quarter 45,046,489 $294,716 44,755,501 $292,392 

Issued during 2nd quarter     
Issued for cash ― (90) ― (13) 
Dividend reinvestment plan 49,583 502 28,824 238 
Stock options exercised 41,900 396 18,250 104 
Tax benefit of issuance costs ― 28 ―  5  

Balance, end of 2nd quarter 45,137,972 295,552 44,802,575 292,726 

Issued during 3rd quarter     
Issued for cash ― ― ― (6) 
Dividend reinvestment plan 92,026 967 33,359 296 
Stock options exercised 212,375 2,723 55,000 312 
Tax benefit of issuance costs ― 1 ―  2  

Balance, end of 3rd quarter 45,442,373 $299,243 44,890,934 $293,330 

(i) Net of issue costs of $2,300 
 

Dividend Reinvestment Plan 
Killam’s Dividend Reinvestment Plan (“DRIP”) allows common shareholders to elect to have all cash dividends 
from Killam reinvested in additional common shares.  Shareholders who participate in the DRIP receive an 
additional dividend of common shares equal to 3% of each cash dividend that was reinvested.  The price per 
share is calculated by reference to the ten day volume weighted-average price of Killam’s common shares on 
the Toronto Stock Exchange preceding the relevant dividend date, which typically is on or about the 15th day 
of the month following the dividend declaration. 
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18. Capital Stock and Contributed Surplus (continued) 

Contributed Surplus 
For the three  and nine months ended September 30, 2011 2010 
Balance, beginning of year $2,637 $2,090
Stock options expensed 93 69 
Stock options exercised (50) ― 

Balance, end of 1st quarter $2,680 $2,159 
Stock options expensed 76 245 
Stock options exercised (69)  (5) 

Balance, end of 2nd quarter $2,687 $2,399 
Stock options expensed 63 151 
Stock options exercised (838) (20) 
Restricted share unit expense 200  ―  
Balance, end of 3rd quarter $2,112 $2,530

  
19.  Share Based Compensation 

Share based compensation expense for the three and nine months ended September 30, 2011 and 2010 is as 
follows: 

 3 months ended September 30 9 months ended September 30
 2011 2010 2011 2010
   

Stock option plan $63 $151 $232 $465
Restricted share unit plan 200 ― 200  ―

Total share based compensation expense $263 $151 $432 $465 
 

Stock Option Plan 

Under the terms of the stock option plan: 
 

(i) from time to time Killam designates eligible participants to whom options will be granted, and the 
number of shares to be optioned to each; 

(ii) eligible participants are persons who are employees, officers, directors and consultants of Killam; 

(iii) shares to be optioned shall not exceed 2,125,000 (December 31, 2010 – 2,125,000) and the total number 
of shares to be optioned to any eligible participant shall not exceed 10% of the issued and outstanding 
shares of the class as at the date such option is granted; 

(iv) the option price for the shares is determined at the time of granting of the option but cannot be less 
than the fair market value of the shares at the time the option is granted less any applicable discount 
permitted by the Toronto Stock Exchange; 

(v) the term during which any option granted may be exercised is determined by Killam at the time the 
option is granted but may not exceed the maximum period permitted from time to time by the Toronto 
Stock Exchange; and 

(vi) the options issued after January 1, 2009 vest 20% immediately upon the grant date and 20% during 
each subsequent anniversary. The options issued prior to this date vest 20% at each anniversary date. 
Another requirement for vesting is the employee or director is still providing services to Killam. Any 
employee/director leaving prior to vesting of a tranche forfeits the right to such options.  
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19.  Share Based Compensation (continued) 

Options granted and exercised during the nine months ended September 30 are as follows: 
 

For the three and nine months  ended September 30, 2011 2010 
 

Number 
of Shares 

Weighted 
Average 

Exercise Price
Number of 

Shares 

Weighted 
Average 

Exercise Price 
  

Outstanding, beginning of year 1,471,625 $7.70 1,331,875 $7.46
Exercised (29,250) 7.73 ―  ―

Outstanding, end of 1st quarter 1,442,375 $7.70 1,331,875 $7.46 

Granted ― ― 657,500 8.16 
Exercised (41,900) 7.80 (18,250) 5.32
Forfeited ― ―  (420,750)  8.20

Outstanding, end of 2nd quarter 1,400,475 $7.70 1,550,375 $7.58 

Exercised (212,375) 8.88 (55,000) 5.32 
Forfeited (917) 9.60 ―  ―

Outstanding, end of 3rd quarter 1,187,183 $7.49 1,495,375 $7.67 
  

The expense recognised in the financial statements for the first nine months of 2011 amounts to $0.23 million 
(2010: $0.47 million). The fair value of each option granted was estimated on the date of grant using the Black-
Scholes option pricing model with the following weighted average assumptions used for grants: 
  

 
2010 2009 

Expected volatility 28.2% 26.5% 
Risk-free interest rate 2.55% 2.00%
Expected lives 5 years 5 years
Expected dividend yield 6.9%   10.0%   
 

The following table summarizes the stock options outstanding: 

As at September 30, 2011 December 31, 2010 

Exercise 
Prices 

Number of 
Options 

Outstanding 

Remaining 
Contractual 

Life 
Options 

Exercisable 

Number of 
Options 

Outstanding 

Remaining 
Contractual 

Life 
Options 

Exercisable 
    

$5.32 268,251 2.58 years 133,254 310,000 3.33 years 114,250
$7.94 28,175 0.79 years 20,841 40,000 1.54 years 8,292
$8.03 137,500 1.67 years 119,167 137,500 2.42 years 98,552
$8.06 137,500 0.88 years 112,292 137,500 1.63 years 94,646
$8.11 1,250 1.34 years 896 1,250 2.09 years 731
$8.16 614,299  3.67 years 263,633 655,500 4.42 years 206,206
$9.40 ― ― ― 137,500 0.61 years 120,657
$9.60 ― ― ― 48,625 0.55 years 44,233
$9.92 ― ― ― 2,500 0.50 years 2,240

$10.04 208 0.50 years 62 1,250 1.25 years 929

 1,187,183  650,145 1,471,625  690,736 

The exercisable options had a weighted average exercise price of $7.53 at September 30, 2011 ($7.97 as at 
December 31, 2010). 
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19.  Share Based Compensation (continued) 

Restricted Share Unit Plan  

The Restricted Share Unit Plan (RSU) gives members of the senior executive team the right to receive a 
percentage of their annual bonus, and non-executive members of the board of directors, the right to receive a 
percentage of their annual retainer in the form of restricted shares (“Restricted Shares”) in lieu of cash.  The 
Compensation Committee has established the following parameters on the percentage of the annual bonus 
and annual retainer which may be allocated to Restricted Units: 

 
Minimum Maximum 

Non-executive board members 0% 100% 
President and CFO 33% 33%
Other executives 25% 50%   
 
Killam will match the elected amount in the form of Restricted Shares having a value equal to the volume 
weighted average price of all common shares traded on the TSX for the five trading days immediately 
preceding the date on which the compensation is payable. The Restricted Shares earn notional dividends 
based on the same dividends paid on the common shares, and such notional dividends are used to acquire 
additional Restricted Shares. The initial Restricted Shares and Restricted Shares acquired through notional 
dividend reinvestment are credited to each person’s Restricted Share account and are not issued to the 
employee or board member until they redeem such Restricted Shares. 

The Restricted Shares will be redeemed and paid out by December 31 of the year in which the Restricted 
Shares have vested.  The Restricted Shares shall vest with the following schedule; (a) 50% on the second 
anniversary of the date such Restricted Shares were granted; and (b) 50% on the third anniversary of the date 
the restricted Shares were granted. 

The details of the Shares issued under the RSU are shown below: 

For the three and nine months  ended September 30, 2011 2010 
 

Number 
of Shares 

Weighted 
Average Issue

Price 
Number of 

Shares 

Weighted 
Average Issue 

Price 
  

Outstanding, beginning of year ― ― ― ― 

Granted 34,699 10.76 ― ―
Additional share distributions 255 10.87 ―  ―

Outstanding, end of 3rd quarter 34,954 10.76 ― ―
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20.  Per Share Information 
The following are the weighted average number of shares outstanding for the three months ended 
September 30, 2011 and 2010.  The fully diluted amounts shown below exclude stock options and warrants 
whose exercise price exceeded the average market price for the period. 

For the three months ended September 30, 2011 2010 

Weighted average shares outstanding - basic 45,257,526 44,846,960 
Unexercised dilutive options 513,126 238,147 
Restricted share units 23,815 ― 
Convertible debentures 7,441,730 3,403,226 

Weighted average shares outstanding - diluted  53,236,197 48,488,333 
 
 

For the nine months ended September 30, 2011 2010 

Weighted average shares outstanding - basic 45,117,053 42,876,601 
Unexercised dilutive options 434,494 326,006 
Restricted share units 7,924 ― 
Convertible debentures 5,691,335 3,403,226 

Weighted average shares outstanding - diluted  51,250,806 46,605,833 

 
 

Calculation of Numerator for Diluted Share Amounts 

For the three months ended September 30, 2011 2010 

Net income applicable to common shareholders $19,747 $23,555 
Adjustment for dilutive effect of convertible debentures 1,135 518 

Numerator for diluted per share amounts  $20,882 $24,073 
 

 
For the nine months ended September 30, 2011 2010 

Net income applicable to common shareholders $53,357 $37,540 
Adjustment for dilutive effect of convertible debentures  2,563 1,551 

Numerator for diluted per share amounts $55,920 $39,091 
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21.  Segmented Information 
The Company operates in two rental segments of the multi-family residential industry: apartments and 
manufactured home communities.  The Company also operated in the manufactured home sales segment, 
information on this segment is provided in the consolidated statements of income. 

The accounting policies of these segments are the same as those described in the summary of significant 
accounting policies.  The segments are analyzed based on income from property operations before interest 
and amortization.  The operating results and capital assets of the segments are set out as follows: 
 

As at and for the three months ended September 30, 2011 

 Apartments 
Manufactured Home 

Communities Total 
Property revenue $25,665 $7,387 $33,052
Property operating expenses (9,416) (2,441) (11,857)

Income from property operations $16,249 $4,946 $21,195 

Income from home sales   250 
Other income  214
Net operating income  $21,659
 
Investment properties $977,969 $224,150 $1,202,119
Investment property under construction  9,356
  $1,211,475

Capital expenditures – properties $2,576 $755 $3,331 
Capital expenditures and interest (IPUC) 3,105
 6,436
Corporate expenditures 127
Total capital expenditures  $6,563

 

As at and for the three months ended September 30, 2010 

 Apartments 
Manufactured Home 

Communities Total 
Property revenue $23,104 $7,157 $30,261
Property operating expenses (8,299) (2,330) (10,629)

Income from property operations $14,805 $4,827 $19,632 

Income from home sales   170 
Other income  119
Net operating income  $19,921
 
Investment properties $838,676 $211,984 $1,050,660
Investment property under construction  ―
  $1,050,660

Capital expenditures - properties $2,673 $1,270 $3,943 
Capital expenditures (IPUC)  ―
  3,943
Corporate  32
Total   $3,975
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As at and for the nine months ended September 30, 2011 

 Apartments 
Manufactured Home 

Communities Total 
Property revenue $73,752 $19,525 $93,277
Property operating expenses (29,800) (6,741) (36,541)

Income from property operations $43,952 $12,784 $56,736 

Income from home sales   307 
Other income  561
Net operating income  $57,604
 
Capital expenditures – properties $6,436 $2,978 $9,414
Capital expenditures and interest (IPUC) 7,641
 17,055
Corporate expenditures 351
Total capital expenditures  $17,406

 

As at and for the nine months ended September 30, 2010 

 Apartments 
Manufactured Home 

Communities Total 
Property revenue $66,322 $18,860 $85,182
Property operating expenses (25,786) (6,274) (32,060)

Income from property operations $40,536 $12,586 $53,122 

Income from home sales   341 
Other income  345
Net operating income  $53,808
 
Capital expenditures - properties $6,346 $3,704 $10,050
Capital expenditures (IPUC)  ―
  10,050
Corporate  227
Total   $10,277

 

22.  Home Sales 

 3 months ended September 30 9 months ended September 30
 2011 2010 2011 2010
   

Home sale revenues $1,888 $977 $3,034 $2,393
Cost of home sales (1,626) (811) (2,683) (2,017)
New home placement fees 10 28 35 67
Operating expenses (22) (24) (79)  (102)

Income from home sales $250 $170 $307 $341 
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23. Long-term  Debt Interest 
 

 3 months ended September 30 9 months ended September 30 
 2011 2010 2011 2010
   

Mortgage and loan interest $7,357 $7,121 $21,505 20,362
Convertible debenture interest 1,644 750 3,715 2,247
Subordinated debenture interest 173 172 516 513
Capitalized interest (68) ― (97)  ―

Total long-term debt interest $9,106 $8,043 $25,639 $23,122 
 

 
24. Financial Risk Management Objectives and Policies 

The Company’s principal financial liabilities, other than derivatives, are comprised of mortgages, debentures 
and trade payables.  The main purpose of these financial liabilities is to finance the Company’s operations.  The 
Company has various financial assets such as trade receivables and cash which arise directly from its 
operations. 

The Company may also enter into derivative transactions, primarily natural gas and oil swap contracts, to 
manage the price risk arising from fluctuations in these commodities.  It is, and has been, the Company’s 
policy that no speculative trading in derivatives shall be undertaken. 

The main risks arising from the Company’s financial instruments are cash flow interest rate risk, credit risk, and 
liquidity risk.  These risks are managed as follows: 

(i) Interest rate risk 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate 
because of changes in market interest rates. As at September 30, 2011 no mortgages or vendor debt 
have floating interest rates (December 31, 2010 - Nil), and consequently Killam is not exposed to short-
term interest rate risk.   

Interest rate risk is managed through management’s periodic review of its mortgage portfolio.  If 
market conditions warrant, the Company will attempt to renegotiate its existing debt to take 
advantage of lower interest rates.  The Company will also structure its debt so as to stagger the debt 
maturities, thereby minimizing the Company’s exposure to interest rate fluctuations.  An annualized 1% 
change in the interest rate on Killam’s entire mortgage and vendor debt at September 30, 2011 would 
affect financing costs by approximately $6.2 million per year. However, only $43.6 million of Killam’s 
mortgage and vendor debt matures in the next twelve months and assuming these mortgages are 
refinanced at similar terms, but at a 1% higher interest rate, this would impact the Company by $0.4 
million per year. 

(ii) Credit risk 

Credit risk arises from the possibility that tenants may experience financial difficulty and be unable to 
fulfill their lease term commitments.  The Company mitigates the risk of credit loss through the 
diversification of its existing portfolio and limiting its exposure to any one tenant.  Credit assessments 
are conducted with respect to all new leasing and the Company also obtains a security deposit to assist 
in potential recovery requirements. In addition, the receivable balances are monitored on an ongoing 
basis with the result that the Company’s exposure to bad debt is not significant.  The Company’s bad 
debt expense experience over the last number of years has been less than 0.4% of revenues.  None of 
Killam’s tenants accounts for more than 1% of the tenant receivables as at each of the period-ends 
presented in these financial statements. The maximum exposure to credit risk is the carrying amount of 
each class of financial assets as disclosed in this note. 
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24. Financial Risk Management Objectives and Policies (continued) 

(iii) Liquidity risk 

Senior management manages the Company’s cash resources based on financial forecasts and 
anticipated cash flows.  The maturities of the Company’s long-term financial liabilities are set out in 
Notes 13 to 15 of the consolidated financial statements. The Company structures its financings so as to 
stagger the maturities of its debt, thereby minimizing the Company’s exposure to liquidity risk in any 
one year.  In addition, the Company’s apartments qualify for Canada Mortgage and Housing 
Corporation insured debt, reducing the refinancing risk on mortgage maturities.  The Company’s MHCs 
do not qualify for CMHC insured debt, however, they continue to have access to mortgage debt. 
Management does not expect to be faced with liquidity concerns on the maturity of its mortgages as 
funds continue to be accessible in the multi-residential sector.  During the three months ended 
September 30, 2011, the Company refinanced $23.9 million of maturing apartment mortgages with 
new mortgages totaling $30.0 million for net proceeds of $6.1 million.   

Capital Management 
The primary objective of the Company’s capital management is to ensure that it maintains a healthy 
capital ratio in order to support its business and maximize shareholder value.  The Company manages its 
capital structure and makes adjustments to it, in light of changes in economic conditions.  To maintain or 
adjust the capital structure, the Company may adjust the dividend payment to shareholders, issue new 
shares, issue debt securities or adjust mortgage financing on properties. 

The Company monitors capital using a total gross debt to total assets ratio.  The Company’s strategy is to 
maintain its total gross debt to total assets ratio between 55-65%.  The calculation of the total gross debt 
to total assets is summarized as follows: 
 

 
 

 

 

 

 

 

The above calculation is sensitive to changes in the fair value of investment properties, in particular, cap-rate 
changes.  A 10 basis point increase in weighted average cap-rate as at September 30, 2011 would increase the 
debt as a percentage of assets by 80 basis points. 

The following table presents the contractual maturities of the Company’s liabilities over the next five years: 

   Year   

 
September 30

Total 2011 2012 2013 2014 2015-2020 

Mortgages and vendor debt $618,267 $19,002 $63,382 $88,605 $139,998 $307,280 
Convertible debentures 57,500 ― ― ― ― 57,500 
Convertible debentures 46,000 ― ― ― ― 46,000 
Subordinated debentures 10,000 ― ― 10,000 ― ―

 $731,767 $19,002 $63,382 $98,605 $139,998 $410,780 

As at

September 30,  
2011

December 31, 
2010

Mortgages and loans payable $618,267 $574,369
Convertible debentures 96,987               52,540            
Subordinated debentures 9,897                 9,840               
Total Gross Debt $725,151 $636,749

Totals Assets $1,260,325 $1,116,333

Total gross debt as a percentage of total assets 57.5% 57.0%
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24. Financial Risk Management Objectives and Policies (continued) 

Fair Value 

Financial instruments are defined as a contractual right or obligation to receive or deliver cash or another 
financial asset.  The fair values of the Company’s financial instruments, except for mortgages and loans 
payable, approximate their recorded values at September 30, 2011 and December 31, 2010 due to their short-
term nature and or the credit terms of those instruments. The following table presents the classification, 
subsequent measurement, carrying values and fair values (where available) of the Company’s financial assets 
and liabilities. 

Classification 
Subsequent 

Measurement September 30, 2011
 

December 31, 2010 
  Carrying 

Value 
Fair

Value 
 Carrying 

Value 
Fair 

Value 
Held for Trading:   
Cash and cash equivalents (a) Fair Value (Level 1) $29,230 $29,230 $16,917 $16,917
Derivative instrument liability (a) Fair Value (Level 1) $ ― $ ― $ ― $― 

Loans and Receivables:    
Receivables and other (b) Amortized cost $9,850 $9,850 $10,792 $10,792

Other Financial Liabilities:    
Accounts payable and other (b) Amortized cost $16,133 $16,133 $15,116 $15,116
Mortgages (d) Amortized cost $618,267 $675,009 $574,369 $613,234
Convertible debentures (c) Amortized cost $96,967 $97,025 $52,540 $53,795
Subordinated debentures (d) Amortized cost $9,897 $10,158 $9,840 $9,845

The Company uses the following hierarchy for determining and disclosing the fair value of financial 
instruments by valuation techniques: 

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities. 

Level 2: other techniques for which all inputs that have a significant effect on the recorded fair value are 
observable, either directly or indirectly. 

Level 3: techniques which use inputs that have significant effect on the recorded fair value that are not 
based on observable market data. 

(a)   Cash and cash equivalents and derivative instrument liabilities are classified as held for trading and carried 
at their fair values.  The Company had no commodity swaps settled or outstanding in 2011 (2010 – $0.03 
million). 

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

(c)  The fair value of the convertible debentures is based on quoted market price as at the balance sheet date. 

(d)  Long-term financial instruments include mortgages and debentures.  The fair values of these financial 
instruments 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. 

(e)  The interest rates used to discount the estimated cash flows, when applicable, are based on the 
government yield curve at the reporting date, plus an adequate credit spread and were as follows: 

 

As at September 30, 2011 December 31, 2010 
Mortgages - Apartments 2.19% 3.26% 
Mortgages – MHCs 4.09% 5.16% 
Subordinated debentures 5.57% 6.64% 
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25. Commitments 

Charlotte Court is a two phase apartment complex in Charlottetown, Prince Edward Island.  Phase I of the 96-
unit apartment complex consists of 49 units and construction was completed in July 2011. Phase II will consist 
of 47 units, and are expected to be ready for occupancy in September 2012. Killam expects total cost of 
construction for Phase II to be approximately $6.1 million. No significant construction contracts have been 
awarded.   

Site preparation for the development of S2, Killam’s 63-unit development in Halifax, beside the Company’s 
154-unit Shaunslieve Apartments, began late in the second quarter.  Construction of the concrete building is 
underway.   

Construction on The Plaza, a 101-unit development, located beside Killam’s 151-unit Forest Hills building in 
Fredericton began in July 2011and building construction has commenced.  The building is expected to be 
completed during the first quarter of 2013.  

Killam has made progress on the planning of Bennett House, a new 71-unit building to be constructed in the 
Pleasantville area of St. John’s on land Killam purchased in the first quarter of 2011.  Construction is expected 
to begin during the fourth quarter of 2011 and should take approximately 14 months.   

The summary below highlights expenditures to September 30, 2011: 
 
 S2 The Plaza Bennett House 

Contracts awarded  $2,019 $1,054 $224 

Work completed to date  (575) (168) (53) 

Remaining capital commitment  $1,444 $886 $171 
 

26. Related Party Transactions 

Killam has contracted APM Construction Services Inc. (“APM”) to act as Project Manager on the Charlotte Court 
and The Plaza construction projects as set out in Note 25.  APM is an entity controlled by a director of Killam.  
APM will be paid an industry standard management fee of approximately 4% of the construction costs.  For 
the nine months ended September 30, 2011 Killam has paid APM $0.2 million for construction management 
services to date.  In addition, Killam has paid APM $0.2 million for design fees related to the projects. 

During the first quarter of 2011 a short-term loan was provided by the Corporation to a director.  The loan 
amount of thirty-two thousand dollars was repaid with market interest in March 2011 and was outstanding for 
67 days. 
 

27. Income Taxes 

The effective tax rate for the quarter of 20.6% differs from the statutory tax rate of 30.2% due primarily to the 
non-taxable portion of fair value gains on investment property. 

       
  



Notes to Interim Condensed Consolidated Financial Statements 
Dollar amounts in thousands (except per share amounts)  
 

  63 

28. Subsequent Events 

On October 17, 2011, the Company announced dividends of $0.04833 per share, payable on November 15, 
2011 to shareholders of record on October 31, 2011. 

Subsequent to September 30, 2011, Killam has acquired a 53-unit apartment building in St. John’s, 
Newfoundland. The purchase price of $6.65 million ($125,500 per suite) was satisfied with a new $4.5 million 
mortgage with an interest rate of 3.95%, and the balance in cash. 

In addition, the Company has acquired a 50% ownership interest in a 2-building commercial complex in 
Halifax, NS which contains Killam’s head office.  The other 50% interest in the complex was purchased by a 
company controlled by an officer of Killam.  The purchase price of the 100% interest was $8.0 million and was 
satisfied with a new 10-year $5.6 million mortgage at an interest rate of 4.57% with the balance in cash. 

Subsequent to September 30, 2011, the Company has refinanced $2.8 million of maturing apartment debt for 
net proceeds of $1.5 million.  The previous weighted average interest rate was 5.02% and the interest rate on 
the new 5-year debt is 2.50%.  In addition, the Company has refinanced $1.8 million of maturing MHC 
mortgages and vendor debt for net proceeds of $Nil.  The previous weighted average interest rate was 5.21% 
and the interest rate on the new 5-year debt is 4.75% 
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