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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 Totalnu mberofco -opsinte 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

. Distribution by Region:
respondo all incidents of non Istribution by Region

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
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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
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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
28% 26%

21% 21% 22% 22%

% of Ceoperatives
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H Last Year ® This Year

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

E<1%

H1% 1.4%
1.5% 1.9%

B 2% 2.9%

m 3%+

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

31%

% of Ceoperatives

$0 $1-$500 $500-$999 $1,000-$1,499 $1,500 +

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 13
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Figure 14

Administration Spending as a % of Revent
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Per-Unit Annual Administration Spending
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