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Executive Summary

This third annualeport presents a comprehensive assessmeimt @brtfolio of housing
co-operatives operating under programs administeve@anada Mortgage and Housing
Corporatiorby the Agency for Caperative Housinglhe report draws on data received through
Annual Information Returns filed with the Agency for fiscal years ending between August 2007
and July 208 and validated byanuaryl5, 2009 It resets the baseline for 2007, the first year for
which we had data for our full portfolio. (Our 2006 report presergsdltsfor only a portion of

the portfolio, complete information being unavailafethe period under reviewhenthe

reportwas written.)

At the end of 2008, the full Agency portfolio comprised 511 federagiram housing
co-operatives that togethewmed31,109 residential units. Coperatives developed under the
S27/61 programs made up 10 per cent of the portf88& ceoperatives 61 per cent; FCHP
(ILM) co-operatives 25 per cent; and PEI NP and Urban Native housingpeoatives one per
cent. Three per cent of our clientoperatives acquired their properties under more than one
program.

B.C. was home to 34gp cent of the portfolio, measured by number of clierbperatives;

Alberta to 10 per cent; Ontario to 54 per cent; and PEI to two per cent. At the end of 2008, 41 per
cent of our clients employed paid staff; 36 per cent purchased services from aypropert

management firm; 15 per cent paid only a bookkeeperemtdper cent wer@peratecentirely

by volunteers. Thdatasefor this report, disclosed in detail in Appendvand further described
inAppendixB constitutes 97 p ®loatOecanbeBd,2008%aides Age nc y
representative by program, province, manage meute|

Compliance

At the end of 2008, 70 per cent of clients in dagasetvere in full compliance with their

operating and other agreements viiHC. Among the complianceariances identified, most
common, at 23 per cent of all variances, were those associateflimdthg ofcooper at i ves 0
capital replacememeserve. Five per cent of Agency clients had serious agreement breaches.
These included mortgage arrears, faitirdile required financial reports within seven months of
theccop 6s f i s amlinoyeecase, wakaatreement breaches

Risk

Risk-rating is the Agency process that flagsaperatives that areither alreadyn financial

difficulty or at risk offinding themselves sib they do not take corrective actiohhe composite

risk rating assigned to each client reflects its financial strength, current operating results,
physical condition and other factors.the year under review8 per cent of Agency clients had
Good or Excellent liquidity (our measure of financial strength) and 70 per cent Good or
Excellent financial resultir their most recent completed ye&eventyeight per cenbhad

properties rated iGoodor Excellent condition. Taking these three indicators into account, along
with other risk factors such as whetlibe cooperativeheld enough insurance, only 43 per cent
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of our clients received a composite risk rating of Low or Moderate. The rest westeAtad ve
Average or High risk.

Operating Performance
Appendix D compares median performance data for 2008 and 2007.

Vacancy Losses
While most Agency clients are cperforming their local rental marketith severout of 10

co-operatives in thelataseteported low or no vacancy losses for 2088roubling 10 per cent
tallied losses of at least four per cent of their potential revenue from housing charges.

Bad Debts and Arrears

The majority of Agency clients eitheawno losses to bad debts in 2008 ancmears at year

end or their combined arrears and blaths amounted to one per cent or less of the share of
occupancy charges payable by members (i.e., the full occupancy charge lesdogameahe

subsidies and rental inducements). However, eight@etrposted arrears and bad debts of five

per cent or more of occupant housing charges, and 22 per cent had one or more board members
with arrears of over $100 at year end. (Both figures represent a slight improvement over 2007.)
The median arrears and beddbt expense ratio for eaperatives with one or more directors in

arrears wag19per cent higher thattne 0.8per cent reportetbr all clients

Capital Replacement Reserve

At the end of 2008 the medianagetoh e A g e n cwaH25.The medianryg¢asndbalance
for the capital replacement reseifee all co-ops in thedatasetvas $3,133 per unit. If
co-operatives with workouts are eudled, tlis figurerises to $3,493Thirteen per cent of clients
held reserves at the end of their 20i88al year of $7,000 per unit or more, an increase of two
percentage pointsver 2007.

Administration Costs

At 6.2 per cent, the median rate of administrative spending as a percentage of veagnue
virtually unchanged from 2007.

Other Perspectives

Program Perspective

TheFederal Ceoperative Housing Program (ILMyvhich ran from 1986 to 1991, inclusive, is

the undetperformer among the programs the Agency administers.-Budyer cent of

co-operatives operating under this program had a composikteating of Above Average or

High in 2008. Median vacancy losses were the highest, at 0.5 per cent of gross housing charge
potential, as was the median arrears anddsdat ratio, at 1.2 per cent. |lddrogram ceops put

a mediaramountof $44 per unit pr month into their capital replacement reserve, as compared

to $92 (the median for S27/61) and $73 (S95) for other Agency clientsp€ander the S95

program had the best overall risk profile as a group and S27/61 the lowest median vacancy losses
(0.2%)
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Provincial Perspective

PEI had the greatest proportion of Agency clients at Above Average or High risk {i7Q293
Ontario had the second largest (56%),atd.7% of total housing charge potentiaé greatest
median vacancy lossubstantially in excess of rates postedlmerta 0.2%), B.C. (0.1%) and
PEI (0.0%). Ontario reported theighest combined arrears and baebt ratio, at 1.3 per cent.
Ontario ceops also had the highest administrative spending rate, at $810 peerwetpand
the largestmedian contribution to capital replacement rese($87). Alberta ceops spent only
$386 per unit annually on administration and put less money into their capital replacement
reserves than eops in other region&78 median contvution), apart from PEI ($34).

Manage ment Perspective

Volunteerrun cooperatives tiedn performancewvith thosehavingtheir own employeesrlhe
volunteefrrun enjoyed the smallegtedianvacancy losses (0.0%)dthe lowest combined year
end arrears andhaual baddebt expense ratio (median ratio: 0.0%) bmadethe lowest median
contributionto the capital replacement reserve ($@é4 uni). However, 52 per cent of eaps
with paid staff were rated at Low or Moderate risk; amtwgothers45 per cent bvolunteer
only coops, 37 per cent of eops thaemploy contract properynanagement servicesd 32
per cent of those with only a bookkeeper achieved this rating.

Strong Performers

During our research for the 2008 report, at®se to analgsa robusgroup of ceoperatives that
consistently performed well without necessarily being rated Low risk. Olysas& featured in
Chapter seveaf this report. Theselientshave a number of unexpectekaracteristis in
common that have implications for the-operatives we work with in all regions and programs.

Looking Ahead

The Agency is beginning to see the first signs of improvement in the poa®&owhole and
particularlyamong tle ccoperatives whose situatiamd performanckeavethe most to be
desired. We are concerned, however, abouthren done ta@o-operatives inregions such as
Windsor, Ontario by the economic conditions of the past year, which may continue to affect
them fora considerable periodlve will be watching our most vulnerableexits especially
closely during this time.
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Chapter 1: Introduction

Under the terms oduragreement witiCanada Mortgage and Housing Corporatiba Agency
for Co-operative Housings required tdfurnish a report each yean thehealth angerformance
of clientsoperating unde€MHC programsn the four provinces in which we operai¥his is
our third annual reporandour secondreview ofthe A g e n ¢uly pbfolio of housing
co-operative.

The repordraws ordatareceived through AnuallnformationReturns filed with the Agencfpr
fiscal years ending between August 2007 and July 20@8validated by January 15, 2009. With
co-operativeallowed four months to file thereturnsand associated reports after their fiscal
year end, this cubff hasenablel us to indude datafrom 97 per cent of thelientsin our

portfolio at Decembe81, 2008.Further information on the 2008 dataset is provided in
AppendixA.? Appendix B compares the datasetsZ007 and 200& the Agency portfolio as a
whole.

This report reestablishes baselineformation for 2007, our first full year of operation, and has
also afforded us an opportunity to dig deeper into the data in some areas, enriching our
knowledge of the portfolioEach chaptebegins witha table entitled Facts and Figures, which
showsthe dataseteflected inthe analyses presentéd somechaptersve usel a slightlysmaller
dataseteitherbecausé¢he relevaninformation washot available for aklientsor becausehe
issues exploredverenot applicable t@ertainfunding programsThe firstchapterooks atthe
portfolio as a whole, moving from its compliance status through its risk profile and operating
performance against various indicat@sib sequerthaptersscrutinizethe risk profile and
performance of the portfolio by progreand by provinceC hapterfive looks atAgency clients
from the perspective of the different management models irfClsptersix offers something
new: adetailedconsideration of a group sticcessfuto-operatives that we havéabelled

Astrongr peodo fOhenereport concludes with a few t

the portfolio.

1Throughout this report, except wdieestoayearhbneingaoyrimee x t
between August 31, 2007 and July 31, 2008.

2. Because our cuff for our 2007 report was February 15, 2008, for comparison purposes we createbe

ot her

2007 dataset for a parallel time period andaffitate to those used for 2008. In this report, all references to 2007

figures will be to the parallel dataset and not to data reported in our 2007 report.
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Chapter 2: PortfolieWide Perspective

Portfolio Facts and Figures

The distribution byprogram, province PORTFOLIO FACTS & FIGURES
and management model of thg74
housing ceoperativeghat formthe Total number of co-ops in the dataset: 497
datasefrom which thisreport isdrawn
is shown in the table on this page. Distribution by Program:

S27/61 53 11%
Compliance Profile S95 301 61%
The Agencyods compl|i &hPdl¥®) manage me nis 25%
program ensurehat public funds UN/PEI NP 5 1%
expended under tlem-operative housing Multiple* 15 3%
programs are used as intended and *excluded from program -related charts

properly accountefbr. While we

. . Distributi by Region:
respondo all incidents of non ietribufion by Hegton

complianceas theycome toourattention Alberta 50 10%
throughout the yeathe backbone odur BC. i 34%
program is thennual ompliancereview Ontario 266 54%
we carry out oéach housing PEI 10 2%
co-operativeupon receipt and validation Distribution by Management Model:

of its Annual Information Returi\ Management Company 183 37%
comprehensive look dle ceo p 6 s Paid Staff 212 43%
compliance wittprogram guidelines and Bookkeeper (Paid) Only 66 13%
the financial and otheterms oflegal Volunteer Only 36 7%

agreements it has entered intdtwi
CMHC, the review serves to identify
compliance varianceglassifying thenas minor variances, material variances or breaches,
according to their severity

3. Variances are classified accordingtbe following criteria:

Minor compliance variance:a variance fromthe operatirng financial workoutagreement or program
guidelinesthat neither has an impact on tteo p e r agharbvoeldngterm viability nor results in public funds
committed forhe programbeing misused or sesnbeingmisused.

Material compliance variance an operatingor workoutagreement compliance failure that doestho¢aten the
viability of the cooperative in the shoterm but that, if left unresolved, could have apamt over the longer

term; thecomplianceailure will not result in public funds committed for the program being misused or perceived
as being misused

Breach: an operatingor workoutagreement compliance failure having an impact on the viability of the
co-operative in the short terar that could result in public funds committed for the program being misused or
beingperceived apeingmisused

CHAPTER 2: PORTFOLIO -WIDE PERSPECTIVE 5



Of the 497co-operatives in thelataset70 per cent were fully compliant with the¥dMHC
agreements and other program require maintee end 02008 downvery slightlyfrom a year
earlier However, he percentagef all variances represeatt byagreemenbreaclesfell
appreciablyrom 19 per centin 2007to 12 per centand the proportion afo-ops with breaches
from seven per cent to fiv&lortgage arrears made up 42 per agfifireachest the end of 2008
and various filingapsesand a single breach of a workout agreement the baldfeehould
note here that sonaientsare in breach omore than onagreemenbbligation,33 breaches
being associated witd7 co-operatives.

The incidence of caps with minor or material compliance varianggseasedslightly in 2008,
in both cases from 14 per cent to 16 per cent, while the proportiotediariances classified as

minor rose and the share classified as material declined. Again, mapsd¢ad more than one
variance.

Incidence of Capps with Compliance Variance

16% 16%

% of Cepperatives

Minor Variances Material Variances Breaches
H | ast Year® This Year

Figure 1

Replacementeserve funding variancéfailure to contribute to the reserve as regdjrfailure to
back the reserve with cash or investmefatture to allocate earnings from the fund back to the
fund, and prohibited investmentsame in a3 per cenbfall variances in 2008 by farthe
commonesi and 43 per cemfall material varianes Among minor variances, those related to
workout compliance took the lead, comprising 10 per cent of all variances.
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Table 1: Compliance Varianceyg Type

No.2008 % 2008 %2007*

Breaches

Mortgage Arrears 14 5% 4%
ITA ReconciliaioMore than 3 Months Owverdue 11 4% 5%
Audited Financial Statementdore than 3 Months Owverdue 4 1% 4%
Annual Infomation RetumMore than 3 Months Owerdue 3 1% 6%
Workout Agreement Breaches 1 0% N/A
Total Breaches 33 12% 19%
Total Ceoperatives Represented 27 5% 7%
Material Variances

Replacement Reserve Fund‘hagld Pemitted InvestmenVariances 51 18% 17%
Non-compliance with Net Operating Revenue Policy (S95 Only) 21 7% 6%
Refund of Excess Federal Assistance Overdue (UN, PEI NP, S95 10 4% 6%
SubsidySumlus Reserve Funding Varances (89550nly) 10 4% 3%
Rent Supplement Assistance: Verification of Incomes 7 2% 2%
Ineligible Re place merRReserve Spending 6 2% 4%
Setting the Assisted Housing Charge* 6 2% 2%
Workout Agreementvariances 3 1% N/A
Other 5 2% 2%
Total Material Variances 119 42% 43%
Total Cooperatives Represented 84 16% 14%
Minor Variances

Workout Agreementvariances 27 10% N/A
ITA Reconciliationeks than 3 Months Overdue 21 7% 8%
Audited Financial Statementgssthan Three Months Overdue 17 6% 9%
Annual Information Retumelss than 3 Months Overdue 12 1% 7%
Replacement Resenfunding and Pemitted Investment Variances 14 5% 4%
Security of Tenure Fund (ILMdrances 11 4% 1%
Surcharges (ILMand S27/61) 5 2% 1%
Repayment of Excess Federal Assistance (UN, PEI NP, S95) 5 2% 2%
Percentage of Subsidized/IncorT@sted Members 5 2% 2%
SubsidySumlus Reserve Funding Variatio{@95 Only) 4 1% 3%
Other 10 4% 3%
Total Minor Variances 131 46% 38%
Total Ceops Represented 82 16% 14%
Total Variances 283 100% 100%
Total Ceops with Variances 155 30% 2%

*Jor variances, percentage of total variances, jofoperatives, percentage of eaps mine dataset
N.B.: Certain 2007 variances have been reclassified to conéothe classification system uséd 2008.

4. Variances fall into three sutategories: failure to contribute to the reservtha required rate; faite toback the
reserve fully with cash or investments; and failure to allocate fund investment earnings to the fund.

5.failure to back the reserve fully with cash or investments and/or failure to allocate fund investment earnings to the
fund

CHAPTER 2: PORTFOLIO -WIDE PERSPECTIVE 7



Risk Profile

Composite Risk Rating

Eachyear,the Agency performs a comprehensive risk assessmeneofco-operative irour
portfolio, assigninga composite risk ratinthatreflects our evaluation ats current health and
future prospectsbased omseparate assessments of its finarsti@ngth current financial
performance and physical conditigall viewedin the contexbf the market environent and
other riskfactors suchas the sufficiencyoftheeop 6 s capi t al rAdhoudglac e ment
strongly informed by the results of standardized tests performed for eaq tee rating is
ultimately judgement baseds appropriateyve will adjust itover the course of the year in
response t@xternabdevelopmentsr toactiors the coop takes Possible risk ratings of Low,
Moderate, AboveAverage and High are defined in Appen@ixDefinitions of Composite Risk
Ratings.

As the chart below shaythe distribution of composite risk ratingsatJanuary 15, 200&as
little changed from a year earlier

Composite Risk Rating

41% 41% 40%
38%

% of Ceoperatives

Low Moderate AboveAverage High
M Last Year ® This Year

Figure 2

Financial Indicators: Liquidity and Net Income

From the financial data gathered through the Annual Information Return, the Agency calculates a
liquidity ratio for eachclient A balancesheet testhe ratiorevealsthecw p6s fi nanci al
strengthreflected inits ability to meetits nornegotiable fiancial obligationsSeventyeight per

cent of ceoperatives in the portfolio earned a rating of Excellent or Go@D)08 and seven

fewer co-opshadPoorliquidity then in 20011% of thedatasel

The netincome ratio is an incorrstatement tethatexaminesvhether in theyearreported a
co-operative eardsufficient income to meell of its operating and delsiervice costs and
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contribue appropriatelyo its capital replacement reserie 2008 70per cent of ceoperatives
in the portfolio were ri@d Excellent or GoodAlthough these results we little changed from
those of 200/seven ceoperativepreviously rated Poaaw their scorémprove

Physical Condition Ratings

The physicatondition rating is the product of a visual inspectionofaboq@er at i ve ds pr orf
carried ouevery second yeavwe made gnificant change$o our rating proces 2008

resuling, we believejn more accuratassessmentbut makingit difficult to comparethe

currentconditionof the portfoliowith its statea year earlier

Physical Condition Rating

Poor Excellent
1% 4%

Figure 3

Further Risk Indicators

As in the past,he three leading indicators discussed almo/@ot fully explain aomposite risk

rating. Of equalimportarceare the further risks identified belo®nce we have received and
validatedacooper at i ve6s Annu avetest fortheseradda@idnal osks, wRient ur n,
are, of themselves, sufficient to increasesocp6s r i sk | evel t desphfdove Av
satisfactoryliquidity, netincomeand physicatondition ratingsTheelevated riskatingstays in

place until the situation has been reviewed and the concern resdiwedf the following risks,

identifiedat any timeresults inacompositeatingof High:

scheduled mortgage paymentgerdue

property taxes in arregrs

absence of guaranteed full replacemeatt insurance against fire and other perils

adverse audit opinion or denial of opinjon

major fire, material incident of fraud or other loss of insurable assets reported, where the loss
is not substantially recoverable from the proceeds of insurance or indicates a failure of
internal controls.

O 0 000
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If any of the following risks, but nandicators of Hghrisk, arepresent, the Agency ratéhe
co-opin questiorat Above Average risk:

¢ material contingent liability or future commitment reported on financial state ot than
land-lease payments

¢ one or more directors more than $100 behind with th@iising charges at year end
¢ quorum of board of directors not in office
¢ qualified audit opinion reflecting a scope limitation
¢ auditordéds management | etter reports signific
¢ failure of any major building component
¢ sone or all of the following insurance coverage not in place, or policy limit below required
level:
A loss of rents coverage (limit = > 12 month

A public liability coverage (limit = > $2 million)
A fidelity bonding in the amourtf at least the lesser of $1,000 per unit or $100,000 total
or, if the ceop uses the services obandedpropertymanagement firm, $25,000
¢ filings with the Agency more than three months overdue.

Improvements in thkey indicatoramanifest themselvesa@tbly, but several of the further risk
indicators can baddressedh short orderWe are pleased to ngparticularlyencouraging
changesn two risk tests:underinsuranceand directors in arrears

Insurance

Early on, he Agencydetermined thdevels and types ahsurance that we beliedall housing
co-operativas should haveviewing lack of adequate coveragsputting at risktheir operations
andeventheir survival The tableon the next pagehows the extent to which-amperatives

within the 20@ dataseimet these standards at the time of their AIR filing, compared with the
previous yeaWell aware that we cannot compel change,reiationship manager®ntinue to
work with thar clientsas necessaitg haveinsurance coveragacreasedwith notable success

Directors in Arrears

The incidence of directors in arrears at the end ofthepoe r at i veds fiscal year
cent from 2007 to 2008Ve discussttis risk factor further in this chapter under Arrears and Bad
Debts.

Operating Performance

Vacancy Losses

Vacancy losses can pose a significant risk to housingpeoatives. Lost revenue must be
recouped through higher housing charges or borrowed through an unofficial internal loan: under
investment in the physical plaot undercontribution to the capital replacement reserve.
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Table 2: Insurance Coverage

Proportion of
Coops Insured to

Recommended
Coverage Limit

2008 2007
Guaranteedreplacementcost insurance against fire and other perils ~ 98% 98%
Loss ohousing chargesoverage 83% 76%
Public liability insurance 92% 89%
Fidelity bonding 81% 78%
Directors' and officers' liabilitjhsurance 95% 93%

The charbelowshows the dollar cost of vacancy lossssorted by ceoperativesn thedataset
measuregber unit per year. More than one quarter reported no losses at all in 200 and t
medianvacancy coswas a very low $3per unit per yeain addition, the 7% percentile per

unit cost dropped from $130 per unit per year in 2007 to $120. Adghisprogressl5 per cent

of co-ops in thedataseincurred annual losses of $250 per unit or more, setreper cent

reporting bsses of at least $500 per unit. We did see some improvement at the extreme high end,
with the maximum loss per urdropping from $3,575 in 2007 to $2,774 in 2008.

Annual PefUnit Vacancy Los:

58%  579%

% of Ceoperatives

$0 $1-$250 $250-$500 $500 or more
2007 2008

Figure 4

Turning to vacancy loss as a percentage of gross housing charge potential, 71 per cent of the
dataset lost less thameper cent in 2008, and 28 per cent had no vacancy losses at all. But this

CHAPTER 2: PORTFOLIO -WIDE PERSPECTIVE 11



fine performance was counterbalanced bytémh of the portfoliovith losses of at least four per
cent.At 0.4 per cent,ite meadan loss was unchanged from 2007

Vacancy Loss as % of Gross Housing Charge Pote

[72]
(]
=
<
(]
Q.
8
O
©
X
10%10%
5% 5%
0% 0% 1% 1% 2% 2% 3% 3% 4% 4% or more
E 2007 & 2008
Figure 5

While it is important to look atheir absoluteresults asidentified above, imay bemore
revealingto examinehow ccoperatives perform in relation tbeir local rental marketFigure 6
on the next pagehows that in 2008 most-aperatives did as wedlsor better than the market in
low-, moderateand highvacancy rental markets alikeThese results are further explored in
Chapter 4: Regional Perspective.

Arrears and Bad Debts

As in 2007, we studiedrrears and badebt expensetogether in assessingoop er at i ves 0
operating performancé&.he former captures moniesved from past and present occupants at the

end of the fiscal year reported and not previously writtenretfof any allowance recorded for

bad debtsThe latterrepresentshe increase in thallowance for doubtful accounts or, if the

co-op has not established an allowance, amounts written off that year as uncollectable

Measuring arrears and bagbt expense together standardizes the data for different accounting
practices. ie sum of the tavis treatednthisrepotas a ratio of the total

6. We definea low-vacancymarket as one with aswveragesacancy rat®f belowtwo per centa moderatezacancy
marketas one with a rate dfetweentwo andthreeper centand a highvacancymarket as one with a raté three

per cenor higher.
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annual housing charge$his normalizsthe data for differing vacancy rates dedels of
incomebased subsidies (e.g., incotested assistance and rent supplements), allowirtguier

comparisos.

Market Performance

70%

60%
[}
g 50%
©
s 40%
Q.
8 30%
S i
¥ 20%

10% -

0% -
Low vacancy market Average vacancy marke High vacancy marke
B No vacancy loss ® Better than market W Close to market © Worse than market
Figure 6

As the charbelow showsjust over a majority of copsin the datase66%) had either a net
baddebt recovery or combined arrears and bad deliéss than one per cent of tiesidens 6
share of annual housing chargesss happily, about orguarterhad arrears of two per cent or

Arrears and BadDebt Expense (Recovery) as % of Occupal
Share of Housing Charges

19%18%  179%179%

% of Ceoperatives
(I
2
X

Net recovery 0% 0.01% 1% 1% 2% 2%- 5% 5% or more

H Last Year ® This Year

Figure 7
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more,with eight per cent reporting cdiimed arrears and bad debts of higher thanger cent.
These results are an improvement over 2007, when 28 per cerbp§aeported rageof two
per cent or higher. \& note that the mediaateof arrears and bad debts for the portfolid.8
per centwas a slight improvement over 2007 (0.9%).

When we looked at arrears and bad debts in terms of dollars, rather than percentagesgehe chan
was unmistakeable. While the penit maximum was still disturbingly high, it was down from
2007, as were the median and"#%rcentile rates.

Table 3:PerUnit CombinedArrears ad
Bad-Debt Expense (Recovery

Year Median 75" Percentile Maximum
2008 $61 $149 $2,081
2007 $69 $183 $2,398
Because arrears and bad defais so quickidrainawayacm p6s r evenue, t he

considers tis a key marker ohotonly the ceo p éperatingperformancéutalsoofthequality
of its managemet oneworthy of scrutiny rom many anglesooking at the 2008 data,ew
made the following observatiornspmeof which surprised us

Intriguingly, more apartmenpstyle cooperatives tavery low or no arrear&l per cenpf
apartment caops, 56per cenpf mixed-unit co-ops and 5per cenbf townhouse ceops hal
arrears rategfeitherzero or less thaoneper centln contrast, a disportionate sharg@#fn
houseco-opshad arrears of more than five per c&@:per cent of such eops had arrears iis
range, compared with6 per cent of apartment-@psand21 per cent of mixedinit
developments

We also saw &lationship between arrears araitalmarkes of varying strengtflow-vacancy
moderatevacancy andhigh- vacancy. Here we will noteonly thatco-operatives tenddto have

higher arrears imigh-vacancy maets than where marketgeretight. We can see several

possible explanations for this:-@ps in soft markets mafgll to the temptation adicceping
memberswvith poorer credit ratingj residents in these markets may value their housing less and
somake less effort to remain in good standing; boards and staff may hope that giving residents
more time to pay may avert a vacanayd, preoccupied witlresponding tdiigh turnover and
theattendant need to filacancies,theeo p 6 s ma n a getheaavdtingraaffigient time

to collection activities

Table4: Median Arrearsand Bad Debtdy Market Type

Market Type LowVacancy ModerateVacancy  HighVacancy
PerUnit Median $30 $74 $107
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Directors in Arrears

From the firstour Annual Information Returhas asked fathe number of board members in
arrears if any, and thecombinedamount they oweThe Agencyis gradually bringing about a
change in the attitude of housingoperatives toward directors in debt. In the pi&t,many
housing ceoperativeslid notconsiderdirector arrearsroubling, provided theboard member
had signed and was adhering to a repayment agreement. We doe gioning tosseea new
understandinghat, apart from theotential forconflicts of interest, such directors lack moral
authority in dealing with member arrears, even if tbo@mnarrears are not public knowledge
within the ceoperative.

In 2007, 24 per cent ofhe datasetl17 co-op9 reportedhavingone or moralirectorsin arrears
for an average amount exceeding $880f theco-o p fissal year endReported arreansanged
from $1090wed by a single board membkeras much as $5,743 per directaith amedian
amountdueper directo of $552. The mediamverallarrears and badebt expense ratifor these
co-opswas 15 per cent93 per cent higher than the portfolieide median.

Twentytwo per cent of the 2008atase{108 ceops)hadat least one directawho wasbehind

with their housing chargesvith amouns owing ranging from $143 to $14,773 for a single

director.(The extremely high arreaysatypical even among this grodimpccurred in a very
troubledco-operative long in difficulty. ie Agency hasincearranged for an outside &l that

has already begun improve the quality of managementhe mediamperdirectoramount
owingwasagain$s552.Under scoring the importance of maint
these ceops reporteé median arrears and batbt ratioof two per cent119 per cent higher

than the mediafor the full portfolia

Investment in Physical Plant

Membes pride in their housing coperativei s often apparent in the pr
attractvenesdo praspectiveresidentsOn the othehand, &coop 6 s neglect of its
through poor upkeep, deferred maintenance or failure to replaceomdboapital components

suggests thatitherit is in financial difficulty or that itmay beheaded thereCo-operatives can

neglecttheir buildingswhen the rental market is strong, because a bafavket charge in that
environmentas gpeal even when the produdbesnot. However, as the market softens, these
co-opscannot easily adopt higher standarespecially if lower housing charges haveuttesl in
undercontributions to their capital replacement resgrve

When @-ops in weak markes allow any lapses in their attention to their property, thagkly

pay the cost in vacancies and less committed members. Unfortunately, the immediate response to
a problem market and higher vacanciesfiento keep housing charges ldw cutting back on
maintenance and capital replacemermsmpounding the problem

Figure 7looks at spending on maintenance aagit@l repairs and replacements in 2008 and in
2007.We have combined these two formsmfestment irthe physical plant, as we did in our
2007 report, for the sake géininga clearer picturef theattentonco-operatives payto ther
chiefassetWe were pleased &eethat in 200&he percentage oAgency clientspending at the
lowestleveld under$1,000 per unit peyea® fell, while the share spending at highevesd
$3,0000r moreéd grew.
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Annual PerUnit Spending on Maintenance and Capital Repair
and Replacements

0
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Figure 8

Figure 9examines maintenance and capital spending as a percenthgensiired replacement
valueoftheco-o p e r altuildmgs éng equipmeniVe chose thisneasurdecause ihelps
normalize the data fatifferent repair and construction cosatdowing us to compare results
from year to yegracross the country amimongvarious building typesThe mediamatio for
2008 wasl.5 per centslightly lower tharin 2007 (.6%). As spending was up, watribute the
declire in this ratioto increased insureceplacement values

Capital Replacement Reserves

At the end of 2008he median age @housing ceoperative in the Agen@yportfolio was a

quarter of a century The average age of the buildingpey ownis unknown, but is undoubtedly
higher, as many eops acquired much older buildings and rehabilitated them when they started
up. Regardless of their precise age, substantial investments will be required from now on to
replace worrout elements. As we noted in our 2007 report, the chief method used in the
co-operative housing programs for funding capital work is to draw from a capital replacement
reserveaccumulated through annual charges to operations and, in some cases, transfers of any
operating surplus earned in the year. Borrowing to fund repairsaf fess common, probably
because such a loaraigrangednly with some difficulty. All the operating agreements prohibit
housing ceoperatives from registering a second charge against their real property without
CMHCGO6s permi ssion; gatrawtmatighenoate ofgntergs than first r ma | |
mortgages, especially if uninsured; and manyppslack sufficient equity in their property to

secure a second loan, the capacity to repay a new loan from their rental income, or both. To date,
CMHC has been unable to support the typical technique used in the private sector to pay for
major property worktaking out a new, larger loan with a suitably long amortization period and
using the proceeds to fund needed repairs, after paying out the baenoe theexistingloan

7.calculated fronthe interest adjustment dateontheccp er at i veds first mortgage | oan
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Maintenance and Capital Spending as a % of Insure
Replacement Value
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Figure 9

Figure 10on the next page compares #@08 and 200distributiorsofcooper at i ves o6 cap
reserve balance3he mediarbalancein 2008 was$3,133, uB.5 per cenfrom $3,028a year

earlier Given the age of the portfolio,ithamounts far from adequateglthoughmoving in the

right direction

We draw more encouragemt from looking atontributions to the capital resedve statistic
that speaks to the short term, rather than to stewardslttie prfoperty overimed where we see
a considerable improvement over 2007. The median annual contripetiamit including
supplementary contributions from surplus, rose 18 per cent in 2008, from $954 to $1,123.

Aswe noted il a s t repatadetérminingdw much gparticularhousing ceoperative
shouldputaside in its capital replacement reserve gsaris not an exact science, but a
complex judgement involvingnany factors includinghe ceo s @ge current and past
maintenance practicewhether the remaining useful life of a specific building component will
end before the mortgage is fully repaid, theljatole cost of its replacement, and the likely rate
of return on reserve funds over time, given the economy and the program guidelines for
investment. Even with detailedcapitalreserve studyn hand any answer to these questions
must depend on so mangsaumptions as to be speculatMevertheless, given the alternativa
shot in the dar®& the Agency strongly encourages its client@peratives taindertake reserve
studiesand in2008 we approved 28w or updated plans.

A measure the Agency has devigedmprove our understanding of the adequacy of capital
replacement reserv@ghe replenishment ratio looks at net cash flows in and out of the reserve.
The ratio sets two years of contributions to the f(indluding supplementary contributions from
surpls) against two years of fund expenditures. While the average replenishment ratio was 1.7,
the median rate was only 1.1. At thé rcentile, the ratio was 0.7, while at thé&"&rcentile

it more than doubled to 1.7.
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PerUnit Capital Replacement Reserve Balan
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Figure 10

Annual PerUnit Contribution to Capital Replacement Resen
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Figure 11

On thefaceof it, alow replenisimentratio is asignof potentiakrouble,while a high ratio would
suggest that a eoperativeis being prudent in savingow to meet future costs. Closer
examination may show that where a replenishment ratio falls belowis.Beitause capital
expendituresre high: this was the cader 38 per cenbf the cabpsin our datasethat had
replenishment ratios below 1 0onversely, dighreplenishment rationay indicate that a eop
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Is postponing needed warke found low capital spending rates among 30 per cent of clients

with ratios above 1.0A final observation about thgataseivas thatl75cozps 37%) made

twoZyear contributions to their reserve fund that were less than the amount they spent on capital
repars and replacements in the same perkbdt for the widespread practice among S95ops

of transferring operating surpluses to their capital replacement reserve, this percentage would
have been 64, strong evidence that the Net Operating Revenue Bdiloyrig positive effects.

Replenishment Ratic

1.014
32%

Figure 12

Administration Costs

Figure 13shows administrative spendiag a percentage of revenoe2008 compared to 20Q7
Despite the small changes in the distribution of spending tlageshartre veals, he 2008 median
levelwas virtually unchangefiom 2007 6.2 per centand6.0 per cent respectively

Figure 14shows administrative spending on a doHpesunit basis. Here the median for the
dataset rose slightly from 2007, to $590 a year from $575. As we lastsgar, a significant
number of Agency clients have relatively high administrative expeadesding to which we
will give more attention in the later chapter on strong performers

Is administration more costly in larger-operatives or do they benefitom economies of scale?
As illustratedin figure 15,which showghe association betweadministratiorand ceop size,
larger caops generally spend more per unit to administer their affairs, a finding we had not
expected to see.
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Figure 14

Administration Spending as a % of Revent
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Annual PefUnit Administration Spending
by Ceop Size
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Figure 15
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Chapter 3: Program Perspective

Facts and Figures

By far the largesproportion of Agency clien& 61 per cent of
boththe portfolio and thedatased operats todayunder the S95
Co-operative Housing Program, delivered between 1979 and 14
(It should be noted thaome of theseo-operatived asmall
minorityd were developed undearlierprograns and later
convertedo the S® Progran) At 25 per cent, ve Federal
Co-operative Housing (ILM) Program, in effect from 1986 to
1991, is the second largaebe Agencyadministes. Tenper cenpf
co-operatives irthe datasedperate under the oldest progfarhe

FACTS & FIGURES BY
N85 PROGRAM

S61

S95

FCHP (ILM)
UN/PEI NP
Multiple

49
301
123

5
15

10%
61%
25%
1%
3%

N.B.: A series of rounded
percentages may not add up to

100% in every instance.

S61 progra@® which ran fom 1973 to 1978Three per cent have
operations under more than coltheseprograns and the
remairderwere fundedthroughoneof the deepsubsidy programs (P16 and Bst85 Urban
Native Programs or Pe86 PEI Norprofit Program)We omit the latter gpup from most of the
analyses presented in this chapbeccause the sample is so small and the economic model of
these programs fundamentally differé@rdll residents pay a charge gearedhiirincomewith

the full difference between their payments émel sum of eligible project expenses covered by
federal assistanecomparisons with the other programs would not be meaningful.

Although median capp size desnot vary significantly by progranthere is a notabifference
in thedistribution of ceops by size AmongILM co-ops, 59 per cent are what we have called
A me d-s me | |70 un({ts} hiscomparsto 33 per cent of S6do-opsand 42 per cent of
S95co-ops Only 21 per cent of copsdeveloped under the ILM programve more than 70
units, in cotrast to 39 per cent of S61 and 37 per cent ofc®9&ps

It is difficult to say what bearing size has generally on the successayfecatives developed
under a particular progrgrhoweverwe will return to the topian the sectiobelowon
administative costswherethe influences significant

Risk Profile by Program

Composite Risk Rating

In the previous chapteve discussed thelements oftheA g e n ¢ y-fating gystesnkHere we
will look at therespectiverisk profiles of each of the three main-@perative housing programs
An almost equal percentage of S95 and ILM Progratopscarried a composite risk rating of
Low at the end of 2008.3% and 2.4% respective\jut here thdékenessended.The S95 and
S61Programshad a similar percentage od-opsrated Moderate risk (low 408%). Fifty-seven
per cent 0561 andb3.5 per cenbf S95 ceopscarried a rating of either Above Average or
High. By contrastg5 per cenbf ILM-program ceopshad an unfavourablgatingwith a
startling31per cenof ILM co-opsconsidereditHigh risk, compared teightper cenbf S61
andjustbelow1l per cenbf S95co-operativesMulti-program ceoperatives have not fared
especially wellperhaps due tithe complexityinherent in maaging multiple properties and
more than one set @fogram requirements.
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Composite Risk Rating

by Program
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Figure 16

Thedifferentfeatures of each program domethingo explain theseisk ratings TheS61
Progranprovideda capital granto coverl0 per cent of the project castda 50- yearequad
payment mortgage from CMHC ftine balanceln the initial years of the program, inflation
rates were very high apdver time,these ceo p debtservice costs declined markedly in
constantollars, resulting irtomparatively inexpensivausing charge$n the other hand,
those facing a need for new capital financing havetihadeveredisadvantagefbeing locked
into mortgageshat have carried abovmarket rates through much of their existence.

The S95 Program got its start at a timeen inflation was the dominant economic concern. In
place of capital grants, which were insensitive to a capacity to generate revenue that grew with
inflation, CMHC moved to a system of operating grants. A special feature of the program tied
the availabity of federal support for lowncome households to the interest rate onthe @6 s
mortgage loarStarting wthin a few years of the end of the prograeiiveryperiod declining
interest rateat each rolbver of the fiveyear mortgageesultedin lessmoney for incomeested
assistancesven after taking into account the benefit of lower mortgage payments. S#gtion
co-operatives developetireedifferent approaches torestalling economic evictiofor
household®f modest incomeA great many volumirily raised their housing charge-income

ratio to 30 per cent or moreom the program minimuraf 25 per centA majorityalsoallowed

the number of assisted households to decline through attrition, while @ guarter
extrapol at i ntg, bfganocontribuwedignifiéastly from their own revenues to the
pool of funds available to support lewmcome household$n the mistaken belief that raising

their housing charges would worsen the shortage of indested assistancejanyco-ops

adoped a fourth strateggnnual increases that kept housing charges unsustainably low. We
suggest that the prevalence o$thracticehas much to do with the proportion®95

co-operatives at High or AbovAverage risk in 2008.
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We discussedheexperience of thEederal Ceoperative Housing (ILM) Prograim some detail

in our 2007 report. To the principal observation madedhemat the relatively ungenerous

method ofsetting initial operating subsidies and adjusting them over torapined witha new
approach to program delivery and a severe economic recession early in the life of the,program
had stunted the economic prospects of a substantial numkév @b-opsd we would onlyadd

thatthe current recession and continuing weakness of eastdah nearkets offer little hope of
earlyimprovemein i n t he pr o.@Onaregidrsstands aukas therewcépition:ehough

it seems now to have come to an end, the strong growth in market rents in Alberta in recent years
gave significant breathinggom to many ILM ceops Thiswill stand them in good stead as they

seek to catch up with overdue repair needs

Liquidity Indicator

Consistent with the r o g rbdtenswerall risk profilesS61 and S95progranco-operatives
continued tahavethe betterliquidity ratiosin 2008 with 82 per cent othe formerandjust under
two-thirds ofthe latterhavingscores oExcellent Not surprisingly, givetheir history of
difficulty, ILM co-opswereleast likely to have an Excelletijuidity rating (46%)and more
wererated PooK29%) By contrastonly four per cent 0$61co-ops and eight per cent 865
co-ops had a Podiquidity rating Multi-programclientsreflected the additional challengasd
costsassociated with managimgultiple properties undenore than ongrogram two-fifths of
these ceoperatives had a negative ratingetherFair or Poor.

Liquidity Indicator

by Program
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Figure 17

Net Income Indicator

Netincome indicatoratingsreinforce our sensthat manyILM -program ceoperativesre not
putting their difficulties behind thenfrewerthanonethird of co-opsoperating under this
programearneda netincome rating oExcellentin 2008 and nearlytwice ashigh a percentage
had anet incomeaated Pooas inthe two oldeprograns. Multi-program ceops did somewhat
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better, with over half scorg Excellent, although 27 per cent had an unsatisfactory rdtiray.
change from 200the oldestco-operativesandthose in theS95 Progranreported almost the
sameproportion ofpositive rating (75%; 74 %)

Physical Condition Rating

We saw little tadistinguish the separapgogramsvhen we looked ato-ops with Good or Fair
property scoreBy contrastdifferencedy programamong the Ecellent and Poor scoregere
notable None of the ILM ceops hadPoor property scoresunlike the results we saw in 2QGhd
only two per cenbf S61 ceops hadan Excellent property score, comparedfiiee per cenbf S95
andsix per cenbf ILM co-operdives Again the results of copswith operations under more
than one programwere closest to those of the ILM-ops, but on this occasion were not as good,
as not one was rated Excellent

Operating Performance by Program

Vacancy Losses

Vacancyloss patterngvere mostlyconsistenbetweer2007 and 2008, witbo-operatives under
older programsas a grouphaving lower losses thahoseundermore recent programs. @fe
S61co-operative in our portfolig 37 per centeportedno vacancy loss their 2008 fiscal year
This compares t87 per cenbf S95 and31 per cent of ILMprogram ceoperativesAt the
troubledendof the scale, only eight per cent of S6tags had lossesbovetwo per cent,
compared to 16 per cent of S95 and 29 per cent of pkdfyram ceoperatives. The median
annual loss per unior each prograrappeas below:

Table 5:Median PerUnit Annual Vacancy Losses

S61 S95 FCHPILM)

$19 $31 $51

As the two charts othe next page show, S@b-operativesvere clearly faring best, possibly
because of lower housing charges. The med@08vacancy losdor this groupwas 0.2 per cent
of gross housing charge potentiedmpared with 0.3 per cent for SBEbgram ceops and.5 per
cent for ceops operating under the ILM Programesults similar to those of 2007, although
modestly improved for ILM Program eoperatives

In 2008 a majorityf S61 ceops 67%) were located in markets wigltevailing rentavacancy
ratesof at leasttwo per cenaindunder three per centhe remaining S61 eops were divided
rather evenlypetween marketahere vacancies weleelowone per cent (22%and markets with
vacancy rateat or abovehree per cent (20%Pnly two per cent of S61 eoperatives performed
worse than the market in which they were based. The distribution of S®betatives was
perhaps more advantageous, V@tper cent in lowvacancy marketgl0 per cent irmoderate
vacancy markets arB per cent in highvacancy markis. Eleven per cent of S95 auperatives
performed worse than market.
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The majority ofiLM co-opswere located in eithdow- or high-vacancy markeé 43 per cent in
low, 32 per cent inhighd while only 25 per cent were imoderatevacancymarkets Fifteenper
cent of ILMs performed worse than market.

Vacancy Loss per Unit
by Program
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Arrears and Bad Debts

The poorer performance ofthe ILM Program in the area of arrears and badalgbtaed in
2008 While the median combined arrears and-olatht e xpense ratio reported ftws programn
was 1.2 per cent of total annual housing charges payable by ocqupeadigndor S95 andS61
co-ops weremarkedly lower, a0.6 and 0.7 per cent, respectivdly2007 wespeculateds to the
reasons for what seemed a poor redtitional analysisve undertook this yeded us to other
conclusions. We now know, and will later explain, that ILM and-88&gram ceoperatives
spend on administration in a similar fashibrstead, the answer seems toitighe higher
housing charges ¢iEM co-ops andhe fact that larger percentags locatedin high-vacancy
markets Although we do not argue for a causal connectiaat, there is @orrelationbetween a
coo p 6 s matiokamd its grreassiindisputablethe explanatiomay be thamanagersn
weak markets mustevote time tdilling units that could otherwise be spantmanaging
collections

Arrears and Bad Debt Expense (Recovery) as % of Occupa
Share of Housing Charges

by Program
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Capital Replacement Reserves

Early onthe Agency identified undefunding of capital replacement reserves as a significant risk
to the portfolioand accordinglyourrelationship managetsave been at pains to encourayeir
clientsto increase themnnual contributionsWe werethereforepleased to netincreasegrom

2007to 2008in the perunit reservecontributions for alco-operativeprogramgsee Appendix D

for contributiondetailg, ranging from a low of 6.5 per cent for mystiogram ceops to a high of

16 per cent for cmps undethe S61 Program

At $656 per unitannually the median replace mergserve contribution reported 2008 for the

ILM Programshowedan increase 012.5per cenbver2007; even saswas the case last year
thecontributionratewasvery muchlower tharthe medianreportedrates for the twolder
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programs(S27/61: 4,268 S95: 94,2972, As we saithen,theresult is counteintuitive, since, at

0.6 per cent per year of the initial project capital cost, starting contrib utionfeatdsM co-ops

were much higher than in the earlier progralf@t of theexplanations surelythattheir rates are
indexed annually at the same rate as the monthly mortgage payment: the change in the Consumer
Price Index, less two percentage points. Unless@pcikes the initiative to increase its base
contribution, its rate will fall steadily in real terms over tjméhich appears to have happened
However, another factor may be the over representation ofRdgram ceoperatives among
Agency clients witHinancial workouts: in 2008 the median reserve contribution rate for the latter
was less than half that for-@ps without workoutsThe fact that areateproportion of ILM

co-ops is to be found in higllacancy rental markets and that fewer ILMaus hae enjoyedhe
advantage of dew-market housing charges has likely actec &stherconstrainion the ability

of co-ops under this prograto increase their contributionates.

Annual PefrUnit Contribution to Capital Replacement Reserve
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Co-operatives under thearlierprograms are under no obligatito change the amount they
contribute to their reserve from one year to the next and, from the proportiotop$co
contributinga small amount, it would appear that some do not. But other data suggesathat
co-ops have recognized that the contribotiates mandated in operating agreemsigised so
long agoare mostinadequate and are taking the initiativepta aside moreWhile only 38 per
cent of ceops under the ILM Program recorded contribution rates in exded&0 per unieach
month in 200869 per cent and0 per cent of S95 arf861co-ops, respectively, contributed at
this leved higher ratedeingdemanded by the capital expenses these otdeperatives must
expect to meet in thehort and medium term. We note also t@bps operatinginder the S61

8. Note that tlesefigures include supplemental contributiofr®m operating surpluses the capital replace ment
reserve
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Program made up tHargest group o€o-operatives contribirig more than $100 per unit to their
capital replacement resergach month.

While we have refrained throughout this chapter from analysing the performancedeepur
subsidyprogram clients, we cawot let pass the observation that $760 per yeathe median
capitatreplacememnrteserve contribution for these-opsis lower than that for all but the ILM
Program, nor that it increased less than one per cen200&r

Investment in  the Physical Plant
The following chart compares rates of investment in the physical plant, in the form of
maintenance spending and capital repairs and replacements, among programs.

Annual Spending on Maintenance and
Capital Repairs and Replacements

by Program

, 50%
(]
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o
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S95 ILM S61 Multi-program
H<$1,0000%$1,000-$1,499 E $1,500-$1,999 @ $2,000-$2,999 H $3,000-$4,999 & $5,000 +
Figure 22

While, as a groupco-opsunder the older progranspent more on their buildinghis was
primarily due to differences in capital expenditures. Apart from a large segme®idfrogram
co-operativeghatspent much more on maintenance than any other group, maintenance
expenditure across programs fell inteelatively narrow quartile ranges.

Administration Costs

The table belovandfigure 23on the next pagetow markedly differenannualadministration
costs across the three main programs the Agency administers.

Table6: Median Administration Expense (Unit/Yr)

by Program
Program S27/61 S95 ILM
Median Cost $422 $585 $605
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Annual PerUnit Administration Spending

by Program
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Figure 23

Our analysis suggests thattpparent relationship between program and administration costs is,
in fact, accidentadnd is explainethy two other factors that also happento vary by program:
co-op size and managememiodel deployed

The medians in theablebelow demonstrate the significance of@o size in relation to
administrative costsdt appears at first that larger-operatives do not enjoy any economies of
scale, but rather must bear the higher costs associatetheitincreasd complexity. A closer
look revealghat these cost increases shrink proportionally foone cohorto the next While the
perunit cost of adminisation was 58 per cent greater in the Medium Small than in the Small
cohort between Medium Small and Medium Large, diiée re ncewasjust19 per cent; and, from
Medium Large to Largenly eight per cent.

Table7: Median Adminstration ExpensgUnit/ Yr) by Ceop Size
Size Small Medium Small Medium Large Large

Median Cost $396 $624 $744 $804

Turning to the question of management typepps withfew or no staffmembergpaid
bookkeeper only and voluntegunco-ops)inevitably have lower administration cadtashen

frost of administratiodis interpreted literallyThis approach to management was most popular
with the earlyprogram ceops, who adopted it before dssadvantageBecame apparent and, in
many casegheystill adhere to it. Thirtyone per cent of S61 emperatives have very low or no
staff costs, compared with 23 per cent of S95 and 12 per cent d®?fblgram ceoperatives.
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LookingatILMcoops & cost s, tbéetBeep$Sandc$Esper urst peenttoon
administration, compared to 58 per cent of S95 and 47 per cent ¢fi&dt The median for
ILM s is higher becauségeing larger@ne half have36 to 105 unity theyusually needthe
services opaid staff or a management compawhich costs thenbetween $25 and $f&er unit
per month Moreover, a much higher proportion of ILM-aps have financial workouts. In our
experience, it is next to impossible for a@p without paid management to administdinancial
rescue plamsuccessfully. Those eops thatdo not have paithanagement when thdall into
difficulty usually find this status altered by the time they succeed in securing a workout.
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Chapter 4: Regional Perspective

Facts and Figures

A little morethanhalf (4%)o f t he Agencyds | pbAFTE&HJQUREGBY| s
in Ontario and the remainder distributed across British Columbia REGION

(34%), Alberta (10%) and Prince Edward Island (2%). The Alberta 49 10%
distribution of thedatasetsed for this repors identicalto this BC. 171 35%
andthe slightlysmaller seusedfor this chapters nearly so the Ontario 260 53%
exclusion of data for theEI Nonprofit and Urban Native PEI 7 1%

programshas changed it very slightly Go-operatives operating

under these programs offer reggaredto-income housing exclusivelgnd so aréammunefrom
market conditions.)

Market Vacancy Rates

Our focus in this chapter is largely on market conditions from region to region, wimiohgh
theinfluencethey exerbveracco p er at i v efib its urdiharelaisttoyg detesminant of
its economic performancdn order to sharpen our analysis, lrekeout the results for 2008 by
the following provinciakubregiors:

To I T T I D o I I I D I D

A

AB Edmonton

AB Calgary

AB Other

B.C. Victoria

B.C. Vancouver

B.C. Other

ON Toronto

ON GTA Belt: Durham, York, Peelalton

ON Ottawa: Ottawa, PrescaRussell

ON North: Thunder Bay, Greater Sudbury, Cochrane, Nipissing

ON Southwest: Windsor and area, London and area, Chd€leantn Lambton

ON Horseshoe WesiHa mi | t o n, SNiagaraCkit¢thdnaWwatenoe, &selph, Brant
ON CentreEast: the wide geographic span encompassing Kingston, Peterborough, Leeds
Grenvill e, Frontenac, Hastings, Simcoe,
PH.

ocC al

Duf f

Referringtod at a fr om CMHCOGs andweightihghemto refleettthe unémpio r t s
of Agency clientsn theared, wethen assigned each stbgion to one of three classes,

32

. The market vacancy ratgerived from data fromthe CMHCntal market repoiis a weighted average of the

local apartment vacancy rate and townhouse vacancy rate based on the ratio of apartments and townhouses in the

Agency clients in that market areldno townhouse vacancy rai@savailable from CMHC, then thapartment
vacancy ratevas used for both apartments and townhouses. Units that are not apartments or towwhoses
excluded in the weighting syste®eventeen coperatives are located in markets for whibere was no CMHC
data; theseve excluded fronour calculations.
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according to the strength of its rental market:-teagancy (tweyear averagedjwstedmarket
vacancy rate belowneper cent);moderatevacancy (tweyear averageatebetweeroneper

cent and three per cemtihd highvacancyaveragevacancy rat®f three per cenbr greatey. The

tablebelowshows theesultingdistribution of the maeets in which the Agency has client

co-operatives.
Table 8 Market Vacancy Ratdsy Market Type
Market Vacancy Rate Low Moderate High
(2-Year Average) Vacancy Vacancy Vacancy
Markets Markets Markets
B.C. Metro Vancouver 0.9
B.C. Victoria 0.4
B.COther 1.2
AB Calgary 2.3
AB Edmonton 2.5
ABOther 0.7
ON Centre East 2.6
ON GTA Belt 3.0
ON Horseshoe West 3.5
ON Ottawa 2.6
ON North 41
ON Southwest 7.2
ON Toronto 2.6
PEI 2.7

Table 9 Coop Vacancy Loss&Sompared to Market Vacancy Rate:

Low Moderate High
Vacancy Vacancy Vacancy
Markets Markets Markets
2007
Distribution ofCoops 171 186 120
AverageCceopVacancy.oss 04 1.8 2.7
Average Market Vacancy Rate 0.9 2.8 4.3
2008
Distribution of Coops 174 181 115
AverageCceopVacancyLoss 0.5 1.8 2.4
Average Market Vacancy Réate 0.7 2.3 4.0

* adjusted as previously noted to reflect unit mix of Agency portfolio in the sul

region

** the Greater Toronto Area, excluding the City of Toronto
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Finally, we determined the average @p vacancy loss for each subgion and compared it to

the adjusted average market vacancy rate. The results are presented $hdlratie previous
page They reveal that, collectively, Agencyenits in each market class (lexvacancy,
moderatevacancy,high vacancy) ouperformed the market in both 2007 and 2008, although, in
low- and moderateacancy markets, to a greater extent in the first year.

Figures 24 and 2provide amore detailedview of themarketperformance of Agencglients

While, a theportfolio-wide level, the great majority are performing as \asbr betterthanthe
surrounding markethere is considerable variation from one region to anoflleerta stands

out as the provinchavingboth the highest proportion of-@ps with betteithanmarket vacancy
losses and the lowest proportion with wetkan market lossesB.C. ccops, the great majority

of which are located in lowacancy markets, oygerformed the market much less often ttah
their cousins in Ontariddnthe other hand, khigher ratio of Ontario cops did worse than
market.PEl coops were close behirtdose ofOntario indoing better thathe market (33% ;

39%) andonly about onesixth did worse (the PEI portion of the dataset is very small, however,
andthese resultsan be expected ®wing significantly from year to yeaid} is worth bearing in
mind that ceoperatives have an advantage in an average onaicgincy markelbecausehose
units for which the occupants pay a rate geared to their incogdenaever be vacant, unless the
co-operative wants to refurbish them. We also note that performing better than market-in a low
vacancy environment ischallenge.

Vacancy Losses Compared to Market Vacancy Rat

by Province
90%
80%
§ 70%
-g 60%
2 50%
8 40%
© 30%
S 20%
10%
0%
AB BC ON PE
i Better than market ® Close to market M Worse than market
Figure 24
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Market Performance Distribution
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Figure 25

Risk Profile by Province

Composite Risk Rating

Differences in the regionaikk profileacrosghe Agency portfoliovere asstriking asthose
betweemrograms. As in 200 R EIl had the weakest profilevith fully 70 per cent of thelataset
carryinga composite risk rating of Above Average or Haghoflanuaryl5, 20®. While the
proportion ofco-ops rated Moderate increased from 20 per cent in 2007 to 30 per cent in 2008,
the number of caps rated High risk increased to the same extent.
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Ontariohadthe secondveakestprofile, with 21 per cent of ceopsholdinga rating of Highand

35 per cent Abovéverage results little changed from 200/ ith only 44 per cent of ceops

scoring Low or Moderate risk) ntariowas also oufperformed by two other provincés this

respect. We will shortly discuss whatwwee | i eve t o be the effoact of C
our cdperadions s 0

B.C. hadthe lowest proportion of ecops rated High risk in 200@ast year it was Albertapat
nineper centwith Albertanext at 12 per centn addition to the factomxamined later on in this
chapter, rental markets in these two providcssill strongin 2008,despite somdecline in
Albertad havemuch to do with this resulNonethelessB.C. was home to a higher proportion of
co-ops rated Above Average thaitherOnfario or Alberta(40%)

Composite Risk Rating

by Province
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Figure 26

Operating Performance by Province

Vacancy Losses

Earlier in this chapter, we examohgacancy losses in relation to markatancy rates\Ne now

turn tothe vacancyloss distribution for each province, with lossesasured as a percentage of
thececop6s gross housing c¢ har gBythsmeasurehithradout( de f i n e
of four provinces caperatives improved themedianperformancdrom2007to 2008. In

Alberta the median loss as a percentaggro$s housing charge potential declined from 0.3 per
centto 0.2 per cent; and in B.C. from 0.2 per cent to 0.1 per cent. PEI demonstrated the most
impressive success, going rom a median of 0.4 per cent in 2007 to 0.0 per cent In 2008.
contrastOntarb co-ops repored medianlosses amounting 0.7 per cent.The province alsods

the highest proportion of eops with vacancy losses of four per cengiater PEIG over
represerdtionamong ceops with high vacancy losses reflects the very small geeseze of

co-ops in thedatasefor the province In a small ceop, a singlemptyunit will result in a high
percentagef vacarm units
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Vacancy Loss as % of Gross Housing Charge Poter

by Province
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Figure 27

Arrears and Bad Debts

As seen irfigure 28on the next page, evfound dstinct regional variations in combined year

end arrears and annualbdde bt e xpense, measured as a percen
housing charge#s in 2007 P EI recordedhe highest proportion of ceops with no arrears and

bad debts at algiving it the lowest median rate (0.0%). However, a significant proportion of the

small number of caps in the province saw rates of five per cent or nB1€. againsawa 0.4

per cenmedian.Alberta hal the next lowest median arrears and-bathtratio, at 06 per centa

slight improvement over the 0.7 per ceatorded i2007. Ontario posted a median of twice the

Alberta rate(1.3%)and as in 2007had the highest proportion of eops in all categories above

1.0 per cent.

Investment in Physical Plant

Spending rates on maintenance and capital repairs and replacements varied considerably across
the Agencyds pr o v8 Ontarioaetordpdahe highest nedien spemding &e) at
$2,023per unitannually®. Al bert ads mlewbst at$ 489 Kates forvBaCsand h e
PEI fell in between, at $371and $1560 respectivelyThis represented a considerably higher
investment for B.C., up from $1,716 spent in 2007.

10. As noted earlier, capitalized expenditures, whether-iebiced or paid from working capital, are not included
in the rates reported.
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Arrears and BaeDebt Expense (Recovery) as % of Occupant
Share of Housing Charges
by Province
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Figure 28
Annual PerUnit Spending on Maintenance and Capital
Repairs and Replacements
by Province
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Figure 29
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Capital Replacement Reserves

We sawvery sharpdifferencesin the mediarcapitatreplacementeservecontribution rate
(including supplementary contributionsdm one province to anothevledian eported rates
weresimilar at$94 per unit per month for B.Gand $97 folOntaria Albertaand especiallyEl,
at$78 and$34, respectivelywere much lower contributorsA disturbing 20 per cent of PEI
co-ops contributed less than $25 per unit and another 50 per cent less th&he®2low rates
reflect the high proportion of deequbsidyprogram ceops in our PEI portfolioTwelve per cent
of Alberta ceops either made no contribution in Bdfr put in less than 35 per unit per month
At the top endB.C. was inthe lead with 70 per cent of cmperatives contributin§50 or more
per unit gr monthNext wasOntarig with 60 per cent contributing at that leyahdthen
Alberta with 48 per centin PElonly 20 per cent ofo-ops contribugd at least $75 per unit per
month

Annual PefrUnit Contribution to
Capital Replacement Reserve

by Province
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Figure 30

Administration Costs
As figure 31shows, there were sharp differenceammuabdministrative spending from one
province to another. The median ranged from $386 per unit in Alberta to $810 in Ontario. PEI

was second at/A 6,with B.C. close to Alberta at326 per unit peryear. These differences
appear to be closely linked tihe management model preferred in each region, a discussion for
later in ths report The average ecop sizeand to a lesser exterprogram also affect these costs.
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Annual PerUnit Administration Spending

by Province
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Figure 31
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Chapter5: Management Perspective

Management Models

The lousing ceoperatives the Agency works with make use FACTS & FIGURES BY

of four different management models. In order of prevalence, ~MANAGEMENT MODEL

these are Paid Staff 212 43%

aid staff Management

¢ P . Compary 183 37%

¢ a propertymanagement firm

¢ a paid bookkeepamnly, and Bookkeeper o 13

¢ volunteers only. (Paid) Only °
. . Volunteer Only 36 7%

Forty-threeper cent of ceops in thedatasetave paid staff

and37 per centse the services of a propernyanage ment
firm. Volunteer labour alone is the choice of seven per cent and nearly double that number
operateand managéheir properties witlonly a bookkeepeiThe use of management companie
hasslightly increased in popularity over 2007, when it was the choice of 35 per cent of the
dataset.

Management Models in Housing
Cooperatives

= Management Company
= Paid Bookkeeper Only
= Paid Staff

= VVolunteers Only

Figure 32

Several factors are responsible forapp er at i vesd choi c A&sfigufes3®a na ge me
and 34 on the next pageiggestco-op sizeappears to ba significant determinantas does
established regional traditioNot surprisingly,mosthousing ceoperatives operatl and
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manage entirely byvolunteershavefewer thar85 units(61%)andonly 8 percent havanore
than70 units In the samevein 88 per cenbf co-opswhose only paidelpis a bookkeepenave
70 unitsor fewer andonly one hasnore than 18 units. No doubt fofinancialreasons, the
directstaff model is lessommonamong smaller cops, with most that use this model having

more than 50 units.

Management Model by Size of Gaperative
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Figure 33

Figure 34displays the sharp regional differences in the management model customarily chosen
by cooperativesd althoughit is not detailed enough to expose the distinctions within provinces,
such as the split in preferred management model between NaatficeSo uthern Alberta.

Management Model
Provincial Distribution
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Figure 34
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In 2008 lousing ceoperatives using the servicesapropertymanagemenfirm continued to be
heavily concentrated in B.C., wherestimodel has lon@peen popularas the direcemployee

model has beeim Ontario. Incommon wittheirB.C.peers t he Agencwe@s PEI
more likely touse amanagemerntompany. As noteth 2007, co-operatives relyingentirelyon
volunteers ohavingonly a paid bookkeepeare most frequentlfound in B.C, where well over

one guarter obur clientshave chosen one of these options (30&2aiiNorthernAlberta, where

they were the choice of 38 pegnt

Risk Profile by Management Model

Composite Risk Rating

In 2008 ceoperatives with their own statied with those led by volunteersdelivering the
strongest performancEor both management models, thpas cent ofhe total earned
composite risk rating of LowNo co-operatives with a paid bookkeeper ongnd only one per
cent of those with management compameserated Low risk.The picturesharpensvhen one
looks atthe Moderateating which went to49 per cent of o-operativewith their own staff. Of
those with management companie8 p8r cent were rated Moderaldot farbehind,32 per cent
of co-ops with only a bookkeeper wenated Moderate

At the other end of the scal? per cent of cenperatives with management companies vegre
High risk, reflectinga clientele thatin the case of many firm@cludesa number of
co-operatives in difficultysome of which werérmery volunteermanagedFourteen per cent
of co-ops withonly a paid bookkeepavererated Highrisk, the same aso-operativeghat hal
paid staff Three per cent ofolunteeronly co-operativesveredeemed High riskVith regard to
our leading financial risk indicators (liquidity and re¢ome), volunteeonly co-opsturned in a
fine performance, whictvas unsurprisinggiven their much lower operating costs.

Composite Risk Rating

by Management Model
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Figure 35
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In 20 co-operatives with paid staterein better physical conditignvith 86 per cent holding
apositiverating of Good or Excellent and onlg per cent a negative rating (all weétair; none
was Poor)againsiportfolio-wide ratings of 78 per cent and 22 per cezgpectively.The other
three groups came in close together: bookkeeper ondg:ptisitive ; wlunteerrun: 73%
positive;management company1% positive.

Operating Performance by Management Model

Vacancy Losses

Co-operatives employing their own staff experienced the highest vacanegilo2908, with 19

per cent losingnore thar$250per unitover the year, compared t6 per cenfor those using

the services of a propertyanagement firmand a mere five per cent for-ops with only a paid
bookkeeperVolunteeronly co-operatives enjoyed the best results, \@dtper cent reporting no
vacancyloss at all The better results for the latter two categoablsostcertainlyreflecttheir

|l ower housing charges. We dondot think there i
staff and experiencing higher vacancy rates. Rafkggncy clientswith their own staff are

concentrated in Ontario, wheos the wholeaental markets are weaker.

The median loss fozach management type is equally striking-dps with paid staff saw their
total perunit vacancy loss rise from $31 in 2007 to $40 in 20880 ngco-opsusing the
services ofmanagement companies, tinediandeclined from $45 to $40 per unit changed
little in co-ops with a paid bookkeeper only (2007:$18; 2008 $1#@re mained at zeréor those
run by volunteerghowever, the average lo&s this group was $64, pointing up the fact that
when volunteelled coops undemperform, they undeperform significantly)

Vacancy Loss per Unit
by Management Model
66% 64%

% of Ceoperatives

Management Company Paid Bookkeeper Onl Paid Staff Volunteers Only

H$0 HP1-$250 W $250-$500 M $500 or more

Figure 36

From the perspective of vacancy loss as a percentage of gross potential housing charge revenue,
little changed fron2007 to 2008. Cmperatives using a management company saw their median
losses drop from 0.5 per cent in 2007 to 0.4 per cent in 2008. Paid staff held fast at 0.4 per cent,
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paid bookkeeper only at 0.2 per cent and volurtedy at zero (here the averagge was two
per cent).

Vacancy Loss as % of Gross Housing Charge Poter
by Management Model
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Figure 37

Arrears and Bad Debts

As was the case last yeag-operatives manamg with volunteersonly hadfar more succesas a
groupin collecting arrears and preventing bad debts in 2008 than did their peers: they held both
the highespercentagef co-ops reporting neither arrears nor bad debts and the lowest
percentage with combined arrears and bddbtexpense ratio of five per obeor more. The

next most successful cohort wasaos with only a paid bookkeep&6 per cent of this group
reported no arrears or bad debts at all. However, 11lgmehad an arrears and bdebtexpense
ratio of five per cent or more, pointing tdess consistererformance for this group. Gaps

with management companies or direct staff performed worse overall as a groupfanitwer
proportionreporting an arrears and badebt ratio of zero. Mediacombined arrears and bad
debtexpense ratwreflect these observations, ranging from an extraordiparnyfor volunteer

only coops(note, however, that the average ratio was a high 1.4 per taotygh 03 per cent

for thosewith only paid bookkeeper® 0.9 per cent for both copsemploying maagement
companiesand those withheir own staff These results marked a modest improvement for every
management type over 2007, whe rags with paid staff or management companies both had
losses of one per cent; bookkeepaty of 0.4 per cent; and vaiteeronly of 0.5 per cent.
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Arrears and BadDebt Expense (Recovery) as % of Occupant
Share of Housing Charges
by Management Model
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Figure 38

Annual PefrUnit Spending on Maintenance and
Capital Repairs and Replacements
by Management Model
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Figure 39

Investment in Physical Plant

Co-operatives using the direstaff model led in spending on maintenance and capital repairs
and replacementis 2008, reporting a mediaannual expenditure of $2,0%&r unit!, down a
little from $2,076 in 2007. Mdian spending for eops using contraet propertymanage ment
servicesvas nextighestat $1,957, up from $1,869volunteeronly co-ops lagged noticeably

11 As elsewhere in this report, this number captures only capital expenditurgedtiafull to the replace ment
reserve or operations and excludes spending that is capitalized and amortized to operations over time.
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behind at $1777, while thosewith only a paid book&eper caméastat $1,727, though median
spending for both groups rose noticeably from 2007 (by 22% andesyzectively).

Capital Replacement Reserves

In 20 oo-operatives withonly a paid bookkeeper were thahest contributorso their capital
replacement reserveeportinga mediariotalcontribution of$1,269per unit At the same time,
they were more likely than other-aps to set aside nothing at.alit $1,131, hosewith paid
staffcame inabovethe portfolio median Co-operativesusingcontractegproperty management
servicesmprovedtheircontribuions to$1,095from$890 in 2007Volunteerrun housing
co-operativeput aside the least, with a median contribution rat89@# per unit For all
management models, cobtutions including supplementary contributionsde from surplus
operating earningsncreased over those made in 2007.

Annual PefrUnit Contribution to Capital Replacement Reserve
by Management Model
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Figure 40

Administration Costs

As compared with 200fnedian annuaddministration costs for volunteenly co-operatives

rose from$104to $110per unit, declined for those with paid bookkeepers only ($285 to $246),
and rose for management companies (from $68526) and for capps with their own staff
($793 to $816)Whateveraccounts fothese changes, remains the case thite volunteeronly
model is thdeast costlyfform of administratiomnd paid staff the mosixpensivé at leastas
regards direct, immediate costs

In the course of our research, we sanoperatives that follow theolunteeronly management
modelcontinung toemer@ as a cohort with a wellefined characteThey tend to be smaller,
areoften priced below market and, for historical reasansconcentrated in Edmonton,

Victoria, the greater Vancouver region and Ottawanyhre examplesf the Darwinian

principle ofsurvival of the fitte stmanifesting their fitness through superior performance in
several areas, particularly very low vacancy losses and arrears. The former is almost certainly
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due to their belowmarket housing charges. While the greatesrafibility of volunteerled

co-operatives may contribute to lower arrears, we expect that peer pressure is also a factor: those
collecting the monthly housing charge share the same obligation to pay it and may not be
inclinedtod r gi ve t h e ielay.Maayifegvér Ihausing soperatves rely on the
volunteeronly model than was once the case. Those less hardy than their peers either abandoned
the model, choosing one of the more expensive but less demanding alternatives, or were obliged
to give it upas a condition of receiving a workdagin

Annual PerUnit Administration Spending
by Management Model

100%
90%
80%
70%
60%
50%
40%
30%
20% I
10% -

0% -

% of Ceoperatives

Management CompanyPaid Bookkeeper Onl Paid Staff Volunteers Only
H <$300 H3$300$599 W $600$899 H $900$1199 W $1200+

Figure 41

Although their increased spending in 2008 is encouragmegweaknessf all- volunteer
co-operativegemainsa reluctance tinvest n their buildingsin spite of performing well ithe
aggregate iseveral areathat testhe strengthohcooper at i ve 6 samaaitp a ge me nt
(53%) were rated at AbovAverage risk. Unless these-ops become more willing ®et aside

funds in their capital replacement resera@dspend the monegsneededthey may find

themselves losing themarket appeal over time or staring at emergency repair needs without the
financial resources to pay for them.
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Chapter6: Strong Performers

During our research for ihreport, wechoseto FACTS & FIGURES:
examinea group of ceops we namedstrong STRONG PERFORMERS
performes, 0 identified throughour riskratingmodel
asbeing in robustfinancialhealth Total strong performers: 73
This group includé co-ops that Distribution by Program:
A had acomposite risk ratingf Low, or S27/61 9 12%
A had a composite risk rating of Moderadaed S95 51 70%
either of the followingwo combination®f FCHP (ILM) 6 8%
leading indicators UN/PEI NP 3 6%
0 Excellentphysicalcondition Goodliquidity Multiple 4 4%
and Excellentnet ncome Distribution by Province:
0 Good physicalcondition Excellentliquidity BC. 13 18%
(score of 15+andExcellent netncome Alberta 10 .
. Ontario 49 67 %
Seventythreeco-operativesor 14.7 per cent ofthe PE| 1 1%

2008datasetmet ths definition As shown below,

our investigation proved them to be a distinct, Distribution by Management Model:

although not homogeneous, group. Paid Staff 46 63%
Management 0

Description Company 18 24%
Bookkeeper

Program (Paid) Only 7 10%

Most of the strong performeoperatedunder the595 Volunteer Only 2 3%

Program(51 co-ops 70%); 12 per centameunder
the S61Programand therestwere distributed among
the remaining programs or haallti-programoperationsFCHP (LM ) co-opswere greatly
underrepresented: onlfive per cenbfall ILM codps Sixcodbhps out of 13) were strong
performersIn contrast, multprogram and deepubsidy (Urba Native and P El Noprofit)
co-operativesvere overrepresentedigur out of 15 and three out @fe, respectively).

Size

Strong performersame in all sizes, but were clustered numerically in the anhge oneto 35
units (12 codps), 36to 70 units R2 cadHps), 71to 105 units 26 cobps)and 106+ units @
codbps) However,compared to thepresence ithe2008datasetlarge cobperative swere over
representd: justunder30 per cent oéoHpswith more tharl06 unitswere strong performeys
more than three time$eir nine-per cent weighin the 200&8atasetAmong capshaving35to
69 units, onlyl0 per centvere strong performeralthough ceops of this sizenade upis per
cent of thedataset

Location

Two regions had significant concentrationstbng performerdogethemaking up just over
onequarter of thavhole group(20 of 73 cadps) 40 per cenbf co-operatives ilCalgary wee
strong performerss{x out of 15) as were onghird of co-opsin theGTA bel (the area
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surroundinglorontg (14 out of 42) With 22 strong performers (23%4 the group, Toronto,
which formed 19 per cent of tlatasetwasslightly over represented.

Manage ment Type

Strong performers we@most exclusive \administeredy paid stafor management
companiesNearly twothirds (8%) of strong performeremployed their owpaid staff &s
compared tel3 per cenpfthe datasgtOnly six per cent of volunteeoperatedco-ops (twoout
of 36) werestrong performes.

Performance

Building Expenditures and Reserve Funds

Becausave definedstrong performertargely by theirobustfinancialposition it is unsurprising
that compared with other eoperativesat leastmost ha substantiatapital replacememeserve
funds.Just under 1@er centhad balances below $2,000 per unit, comparednté Ber cent of
other ceops.By another testl 2 per cenbf strong performers laareservefund balancesf less
thantwo per cenbftheir insuredeplacemenvalue, compared t45.5per cenbfotherco-ops

Capital Replacement Reserve Balanc:
per Unit

100% -
80% -
60% -
40% -

20% -

0% - -
Strong All Others
= <$1,000= $1,000-$1,999 = $2,000-$2,999 = $3,000-$4,999 = $5,000-$6,999 = $7,000 +

Figure 42

Eighty-four per cenbf strong performersontribuedat least $000per unit per yeato their
reserve compared td9 per cent of other cops At the lower endpnly5.5per cenbf strong
performers contributkless than $500er unit per yearcompared t@1 per cenbf other ceops
Among drong performers, the edianannualcontribution including supplementary
contributionsmade from surplus operating earningsss $1675($995 for other ceops.
Looking at reservdund contributions in another wa¥3 per cenbf strong performers
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contributel an amount equal tat leasbneper cenbf the insuredreplace menvalueof their
buildings compared tqust undei36 per cenpf other ceops still, some seveper cenbf strong
performers contributkless than 0.per cenbf their insured replacemenvalue,althoughthis
compares favourably with tf80 per cenbf other ceopswho did the same

Annual PefUnit Contribution to Capital Replacement
Reserve

100%
80%
60%
40%

20%

0%
Strong Performers All Others

E$0 ®$1-$500 = $500-$999 m$1,000-$1,499 m $1,500+
Figure 43

In the area of investment in th@hysical plantthe contrast between strong performers and other
co-ops was less striking, althoughistincttendency was evident amottge formerto spend

more on their buildingslust oveB0 per cent of strong performespentat leas®$3,000 per unit

per year on maintenance and capital repairs and replacecoemtised, compared tqust under

20 per cent of other cops. The nedian expenditure was $2,314 per unit for strong performers
and $1,873 for other eops. Turning to the low end of the scalaly 21per cent of strong
performers spent less than $1,500, comp&reche third of other ceops. From the perspective

of insured replacement valu&.5 per cent of strong performers spankeastwo per cent of
insuredreplacementalue on maintenance and capital repairs and replacementpared t@9

per cent of dter ceaops; andnly 9.6 per cent of strong performers spent less than one per cent
of insured replacement value, compared to 22 per cent of otfmgrsco
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Annual PefrUnit Spending on Maintenance and Capital Repair
and Replacements

100% ~
80% -
60% -
40% -
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= < $1,000 = $1,000-$1,499 = $1,500-$1,999 = $2,000-$2,999 = $3,000-$4,999 = $5,000 +

Figure 44

Vacancy Rates

Nearly hdf the strong performeés 36 ccop® werelocatedin rentalmarketsof moderate

strength yacancy rateef betweertwo andthreeper cen}, well above the portfoliavide level of

39 per cent, andlose toone thirdwerein high-vacancy market areasompared with one quarter
of the dataset as a whoRy contrast, strong performers were dramatically under represented in
low-vacancy markedreag19%, compared with@% for otherg. These results suggest that

strong performerswe their results not ta tightlocalrental marketbut to their own actions.

The nedianannualvacancy loss in 2008 was $18 per unit among strong performeebant
doublethat $38 perunit) among other cops clearly an indicatorof he f g@aodne r 6 s
managementn fact, nearly25 per cent oktrong performerseportedno vacancy losseat all.
Moststrong performerg02%) had vacancy lossed less thamne per cent, as compared with
only two-thirds ofother ceops.Only oneof thestrong performer§l.4%)reportedvacancy
lossesabovetwo per cenbf gross housing chargeotential in contrast t®21 per cenof other
Co-0ps

Nore of t he st r owogse thag mdrk®e roenasceShkg-threefper cent
performed tter than markeand31.5 per centvere close to marke&mong other ceops, B
per cenreportedresultsworse than markeR2 per cenivere close tanarket an®7 per cent
reported bettethanmarket peformance. Interestingly, a higher percentage edps that failed
to qualify as strong performers (32%) reported no vacancy losses.
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Vacancy Loss as % of Gross Housing Charge Pote

100% -

80% -
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40% -

20% ~
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H0% ®m0% 1% ®1% 2% ®2% 3% ®m3% 4% ™ 4% or more

Figure 45
Arrears and BaeDebt Expense (Recovery) as % of Occupal
Share of Housing Charges

80% ] -

60% | -

- -

0% - . SEE—
Strong Performers All Others
B Netrecovery 0% ®80.01% 1% ®E1% 2% 2% 5% & 5% or more

Figure 46

CHAPTER 6: STRONG PERFORMERS

53



Arrears and Bad - Debt Expense

As the chart on the previous page reveatie@dedmajority ofstrong performers distinguished
themselves with very low arrears and bad debts, rather than none. Excluding those with net
recoveries, just under §kr cenbf strong performergeportedcombinedarrearsand bad debts

of less thanwo per cenbf the share of housing charges payable by occuadis per cent

were belowone per cent compared t®9 per cent of other eops 60.5per cenpbf which had
rates below onper cent The gap narrowed considerably in the-redovery and narrears and
bad debts category, with nearly gér cent of strong performefalling in this group and other
co-ops close behind d8 per cent.Twelve per cendf strong performers had rates greater than
two per centless than half th27 per centrateamongother ceops.

Admin istrative Expenses

Strong performers temdito spend mord&eavilyon administration thn other ceoperatives did:
medianannualad ministative spending was & 1per unitin 2008for strong performers arainly
$557for other ceops Of strong performers, 3Per censpent$900or more per unit, compared
to only 19 per cenbfother ceops At thelow end of the scalenly 31.5 per cenbf strong

performers spedness than 600 per unitannually well below the53 per cenbf other ceopsthat
fall into this band

Annual PefrUnit Admistration Spending

100%
80%
60% -
40% -

20%

0% -

Strong Performers All Others
= <$300 = $300$599 = $600$899 = $900$1199 = $1200+

Figure 47

Strong performers are a group that gency will be watching closely in future years. They
invest in their buildingsdemonstrag sound management practices by keeping vacancy losses
and arrears loyand spend to effect on administratidinthey do nothing perfectly, they do
almost everthing well. In the end, isolated excellence magve tobe ofless value in dousing
co-operative than atiround competence.
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Chapter7: Looking Back, Looking Ahead

By the year 208, thehousing ceoperatives irour portfolio were beginning to understandat
they could expect from the Agency and whairthelationship managevould ask of thed
repeatedly, if necessary. In the contexthod established relationshipur clientswerestarting
to change some of their practicésyot always agjuickly ard completely as the Ageneyight
have wishedThis reportshows consisternprovemenbver 2007in severakey risk indicators
In addition, we identified eobustgroup of ceoperatived strong performers that we believe
canplay a leadership and modelingle for othes in future yearsWe expect to look to this
group of ceoperatives fothe best practices that other clients will want to emulate.

We have much to feel positive about but cannot view the next few years withouasaieig A
report produedfor the Agencyon 16key rental markets in the provinces in whigé operaté?
suggests th&009and 2010will see sharp changes in masybregions Indeed some of these
are already taking placas the housing bublslé urban British Columbia and Alberteeginto
deflate Because the housing stock is continuing to increase in manggggr report projects
that ceoperatives will face increased competitiaaxt yearin the form ofnew condominium
apartments andone new lowrise housing as it comesito therentalmarketfor lack of buyers
Challenging conditions will affect Torontind suchmanufacturingdepenéntareas as
Hamilton,Oshawaand SouthWestern OntarioConfrontingthesepredictions osoftening
markes, the Agency will continue to urge eaperatives to offer rental incentivegere
appropriateto take advantage dhe increased availability dbuilding trades during the

economic slowdown, anditerally and figuratively, to put their houses in order against the cold

winds of economic decline.ooking furtherahead we are als@ncouragg co-operatives to
adoptsustainable practices that will help thboth reduce their environmental footprard
performeffectively and economicallgverthe long term in their role as stewards of decent
housing offered at a fair price to a mixed community of resident members.

12 Will Dunning, Rental Market Ratings February 2009. Dunningds sources

forecasts pulidhed by Canada Mortgage and Housing for rental markets and housing markets, housing

completions and resale activity fromthe Canadian Real Estate Association, and data about employment and

population growth from Statistics Canada.
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Appendix A:The 2008 Dataset

The informatiompresentedn this report idrawn from Annual Information Returnsceived and
validatedby the Agencyy January 15, 200@r fiscal yeas endng between August 2007 and
July 2008. The data were organized byogerativea nd by AGi.k.adingle fiseabyear
ending within the perioihdicated aboveStatic values, such as province, were attached to
co-operatives aml set out in a cp table, while attributes that can vary from yeayear, such
as management type, were assigned on a teglybasis.

Altogether, he cabp table holds 511 recordat January 15, 200%he Agency hd valid AIRs
for both 2007 and 200fr 486 0f these For14 others we hal 2007 dataonly and foranother
11, data for 200&lone (Thesell were not previously Agency clientsThe 2007 dataset
thereforecomprise 600 cabps and the 2008 dataset 49iing a totabf 997 records irthe
studyyear table

Ofthe 14 c@ps for whichwe lacked2008 data, halivere carrying composite risk ratings of
Above Average and halfatings ofHigh. Int he A g e n, thgirinslusioniinehev2008
dateset) had their data been availaBlevould nothave led tanateriallydifferent findings The
table below shows thectualdistributionof risk ratings witln the2008dataset, compared &
theoreticaldistributionwith the 14 ceops included, assuming theisk ratingsremained
unchanged frora007.

I . 2008 2008
CompositeRiskRating Actual % Theoretical %
Low 10 2% 10 2%
Moderate 205 41% 205 40%
Above Average 201 40% 208 41%
High 81 16% 88 17%
Total 497 100% 511 100%

APPENDIX A: THE 2008 DATASET 57



58 2008 ANNUAL REPORT TO CMHC: PORTFOLIO PERFORMANC E



Appendix B:The 200 and 20@ Dataetsand Full Agency Portfolio

Compared

Portfolio 2008 Dataset* 2007 Dataset**
Cooperatives 511 497 500
% of Portfolio 100% 97% 98%
Units 31,109 30,548 30,668
% of Portfolio 100% 98% 99%

* dataforfiscal years ending between August 2007 and July 2@0@8e AlRsalidated by 15 January 2009

** datafor fiscal years ending between August 2006 and July 8#@@fe AlRvalidated by 15 January 2008

FCHP UN/ PEI
Distribution By Program S27/61 S95 (ILM) Multiple NP* Total
Portfolio 53 310 127 16 5 511
% 10% 61% 25% 3% 1% 100%
2008 Dataset 53 301 123 15 5 497
%o** 11% 61% 25% 3% 1% 100%
2007 Dataset 53 302 126 14 5 500
% 11% 60% 25% 3% 1% 100%
* exduded from program analysis, as numbers were insufficient
** Aseries of rounded percentages may not add up to 100%.
Distribution By Province B.C. Alberta Ontario PEI Total
Portfolio 173 54 274 10 511
% 34% 10% 54% 2% 100%
2008Dataset 171 50 266 10 497
% 34% 10% 54% 2% 100%
2007Dataset 166 51 273 10 500
% 33% 10% 55% 2% 100%
Distribution By Management Bookkeeper  Volunteer
Management Model Company Paid Staff (Paid) Only Only Total
Portfolio 183 211 76 41 511
% 36% 41% 15% 8% 100%
2008Dataset 183 212 66 36 497
% 37% 43% 13% 7% 100%
2007Dataset 175 211 73 41 500
% 35% 42% 15% 8% 100%
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AppendixC Definition of Composite Risk Ratings

Low Composite Risk:A strong, welimanaged housing eoperative.The combination of its

excellent physical condition, accumulated earnings and reserves, position in the marketplace and
current capacity to contribute to its replacement reserve make it resilient to adverse market and
economic conditions. Provided it canies to be well managed, the-operative should be able

to fund needed repairs and replacements and meet its debt obligations for the foreseeable future,
without external support.

Moderate Composite Risk:A sound, generally wethanaged housing eoperaive.lt is in

good or better physical condition, has access to adequate cash resources and is able to make an
adequate or better contribution from earnings to its replacement reserve, after covering its debt
service and all normal operating expenses. Dheperative should be able to remain in sound
financial and physical condition, provided it continues to be well managed and economic or
market conditions do not deteriorate significantly. It does not require external support or
intervention

Above-Average Composite Risk:The ceoperative has issues that warn of emerging or
potential financial difficultiesOne or more of the following conditions is present: the
co-operative is in fair, but not poor, physical condition; its earnings are sufficient to cover
current expenses but do not allow for an adequate contribution to the replacement reserve; its
combined accumulated earnings and replacement reserve are low and access to other cash
resources, such as member shares or deposits, is limited; or vacare pidssesing charge
arrears are significantly above the median level for its peers. No indicators of high risk are
present, but the eoperative may be challenged in funding needed capital repairs or meeting its
obligations in the future, especially if thearket is weak or weakens. It will require effective
management and some ongoing monitoring and support.

High Composite Risk:The ceoperative is in financial difficulty or is poorly managé&dine or

more of the following conditions is present:. theaque at i veds ear nings are
its debt service and current expenses; it has insufficient revenue after covering its debt service
and current expenses to allow an adequate contribution to the replacement reserve; it has an
accumulated operatydeficit, a low or nofexistent replacement reserve and limited access to
other cash resources, such as member shares or deposits; vacancy losses or housing charge
arrears are unusually high; the-aperative has urgent or major repair requirements th@not

able to fund; it is behind with its mortgage payments or property taxes; it has suffered a major
loss of assets through fire or malfeasance against which it was not adequately insured; or it is
suffering from a failure of governance. Without intention and continuing support, and

possibly a financial workout, the emperative is at risk of failure.
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AppendixD: Median Performance Data

Annual Vacancy Loss a
% of Gross Housing
Charge Potential

Annual PerUnit
Vacancy Loss

Ratio of Combined
Arrears and Bad Debts
to Occupant Share of

CombinedPerUnit Annual
Spending on Maintenance
and Capital Repairand

Housing Charges Replacements

2007 2008 2007 2008 2007 2008 2007 2008
Full Dataset 0.4% 0.4% $32 $33 0.9% 0.8% $1,866 $1,952
StrongPerformers 0.1% 0.2% $11 $18 0.4% 0.4% $2,187 $2,314
All Others 0.5% 0.4% $42 $38 1.0% 0.8% $1,822 $1,873
Program
7/61 0.1% 0.2% $12 $19 0.9% 0.7% $1,731 $1,772
S95 0.3% 0.3% $28 $31 0.7% 0.6% $1,936 $2,024
FCHPILM) 0.7% 0.5% $67 $51 1.2% 1.2% $1,731 $1,663
Urban Native/PElI NP N/A N/A $20 $O* * 3.0% 14.0% $3,592 $1,673
Multi -Program 1.0% 1.0% $122 $84 1.1% 1.5% $2,394 $3,040
Province
British Columbia 0.2% 0.1% $15 $9 0.4% 0.4% $1,716 $1,971
Alberta 0.3% 0.2% $27 $17 0.7% 0.6% $1,502 $1,489
Ontario 0.7% 0.7% $62 $65 1.3% 1.3% $2,051 $2,023
PEI 0.4% 0.0% $26 $0 0.0% 0.0% $1,595 $1,560
Management Model
Paid Staff 0.4% 0.4% $31 $40 1.0% 0.9% $2,076 $2,053
Management Company 0.5% 0.4% $45 $40 1.0% 0.9% $1,869 $1,957
Bookkeeper (Paid) Only 0.2% 0.2% $18 $19 0.4% 0.3% $1,659 $1,727
Volunteer Onlyr++* 0.0% 0.0% $0 $0 0.5% 0.0% $1,459 $1,777

*  excludesthose capital expenditures amortiz¢d operationsover time
*  There is no regular occupancy charge in these programs, which are fully occupiezhtgearedto-income basis.
**  Average loss is $3 per unit.

*x gverages: Vacancy Loss as % of GBBR2007), 2% (2008); Annual it Vacancy Loss: $81 (2007), $64 (2008); ArreardiBad Expense Rati@.6% (2007), 1.4% (2008)
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AppendixD: Median Performance Dat@ontinued)

Annual PerUnit Capital

Annual PerUnit Capital

PerUnit Capital Replacement Reserve Replacement Reserve )
Replacement Reserve Contribution Contribution Annual PefUnit
Balance _ Administration Spending
(excludingsupplemental (includngsupplemental
contributions) contributions)
2007 2008 2007 2008 2007 2008 2007 2008
Full Dataset $3,028 $3,133 $672 $735 $954 $1,123 $575 $590
StrongPerformers $6,106 $5,725 $972 $1,112 $1,630 $1675 $668 $771
All Others $2,704 $2,821 $631 $678 $816 $995 $545 $557
Program
S27/61 $3,202 $3,686 $929 $1,099 $1,089 $1,268 $401 $422
S95 $3,412 $3,652 $783 $874 $1,197 $1,297 $563 $585
FCHPILM) $2,052 $2,228 $479 $529 $583 $656 $584 $605
Urban Native/PEI NP $728 $1802 $578 $720 $753 $760 $3888 $955
Province
British Columbia $3,071 $3,084 $789 $852 $1,068 $1,128 $381 $396
Alberta $2,139 $2,762 $560 $574 $756 $935 $353 $386
Ontario $3,243 $3,346 $667 $700 $954 $1,163 $773 $810
PEI $1,574 $1,478 $423 $410 $413 $412 $680 $716
Management Model
Paid Staff $3,185 $3,288 $666 $724 $966 $1,131 $793 $816
Management Company $2,745 $2,831 $694 $759 $890 $1,095 $515 $526
Bookkeepe(Paid)Only $2,912 $3,493 $714 $846 $1,089 $1,269 $285 $246
Volunteer Only $3,495 $3,982 $584 $649 $858 $974 $104 $110
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