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Executive Summary 

 
This third annual report presents a comprehensive assessment of the portfolio of housing 
co-operatives operating under programs administered for Canada Mortgage and Housing 

Corporation by the Agency for Co-operative Housing. The report draws on data received through 
Annual Information Returns filed with the Agency for fiscal years ending between August 2007 

and July 2008 and validated by January 15, 2009. It resets the baseline for 2007, the first year for 
which we had data for our full portfolio. (Our 2006 report presented results for only a portion of 
the portfolio, complete information being unavailable for the period under review when the 

report was written.) 
 

At the end of 2008, the full Agency portfolio comprised 511 federal-program housing 
co-operatives that together owned 31,109 residential units. Co-operatives developed under the 
S27/61 programs made up 10 per cent of the portfolio; S95 co-operatives 61 per cent; FCHP 

(ILM) co-operatives 25 per cent; and PEI NP and Urban Native housing co-operatives one per 
cent. Three per cent of our client co-operatives acquired their properties under more than one 

program.  
 
B.C. was home to 34 per cent of the portfolio, measured by number of client co-operatives; 

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 a property-

management firm; 15 per cent paid only a bookkeeper; and eight per cent were operated entirely 
by volunteers. The dataset for this report, disclosed in detail in Appendix A and further described 
in Appendix B, constitutes 97 per cent of the Agencyôs portfolio at December 31, 2008 and is 

representative by program, province, management model. 

Compliance  

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

operating and other agreements with CMHC. Among the compliance variances identified, most 
common, at 23 per cent of all variances, were those associated with funding of co-operativesô 

capital replacement reserves. Five per cent of Agency clients had serious agreement breaches. 
These included mortgage arrears, failure to file required financial reports within seven months of 
the co-opôs fiscal year end and, in one case, workout-agreement breaches. 

Risk  

Risk-rating is the Agency process that flags co-operatives that are either already in financial 
difficulty or at risk of finding themselves so if they do not take corrective action. The composite 

risk rating assigned to each client reflects its financial strength, current operating results, 
physical condition and other factors. In the year under review 78 per cent of Agency clients had 

Good or Excellent liquidity (our measure of financial strength) and 70 per cent Good or 
Excellent financial results for their most recent completed year. Seventy-eight per cent had 
properties rated in Good or Excellent condition. Taking these three indicators into account, along 

with other risk factors such as whether the co-operative held enough insurance, only 43 per cent 
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of our clients received a composite risk rating of Low or Moderate. The rest were rated Above-
Average or High risk.  

Operating Performance  

Appendix D compares median performance data for 2008 and 2007. 

Vacancy Losses  

While most Agency clients are out-performing their local rental market with seven out of 10 
co-operatives in the dataset reported low or no vacancy losses for 2008, a troubling 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 either saw no losses to bad debts in 2008 and no arrears at year 
end or their combined arrears and bad debts amounted to one per cent or less of the share of 

occupancy charges payable by members (i.e., the full occupancy charge less geared-to- income 
subsidies and rental inducements). However, eight per cent posted 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 bad-debt expense ratio for co-operatives with one or more directors in 

arrears was 119 per cent higher than the 0.8 per cent reported for all clients. 

Capital Replacement Reserve  

At the end of 2008 the median age of the Agencyôs clients was 25. The median year-end balance 

for the capital replacement reserve for all co-ops in the dataset was $3,133 per unit. If 
co-operatives with workouts are excluded, this figure rises to $3,493. Thirteen per cent of clients 

held reserves at the end of their 2008 fiscal year of $7,000 per unit or more, an increase of two 
percentage points over 2007.  

Administration Costs  

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

Other Perspectives  

Program Perspective  

The Federal Co-operative Housing Program (ILM), which ran from 1986 to 1991, inclusive, is 
the under-performer among the programs the Agency administers. Sixty- five per cent of 

co-operatives operating under this program had a composite risk rating 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 and bad-debt ratio, at 1.2 per cent. ILM-program co-ops put 

a median amount of $44 per unit per month into their capital replacement reserve, as compared 
to $92 (the median for S27/61) and $73 (S95) for other Agency clients. Co-ops under 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 (70%) in 2008. 

Ontario had the second largest (56%) and, at 0.7% of total housing charge potential, the greatest 
median vacancy loss, substantially in excess of rates posted in Alberta (0.2%), B.C. (0.1%) and 
PEI (0.0%). Ontario reported the highest combined arrears and bad-debt ratio, at 1.3 per cent. 

Ontario co-ops also had the highest administrative spending rate, at $810 per unit per year, and 
the largest median contribution to capital replacement reserves ($97). Alberta co-ops spent only 

$386 per unit annually on administration and put less money into their capital replacement 
reserves than co-ops in other regions ($78 median contribution), apart from PEI ($34). 

Management Perspective  

Volunteer-run co-operatives tied in performance with those having their own employees. The 
volunteer-run enjoyed the smallest median vacancy losses (0.0%) and the lowest combined year-
end arrears and annual bad-debt expense ratio (median ratio: 0.0%) but made the lowest median 

contribution to the capital replacement reserve ($974 per unit). However, 52 per cent of co-ops 
with paid staff were rated at Low or Moderate risk; among the others, 45 per cent of volunteer-

only co-ops, 37 per cent of co-ops that employ contract property-management services and 32 
per cent of those with only a bookkeeper achieved this rating.  

Strong Performers  

During our research for the 2008 report, we chose to analyse a robust group of co-operatives that 
consistently performed well without necessarily being rated Low risk. Our analysis is featured in 
Chapter seven of this report. These clients have a number of unexpected characteristics in 

common that have implications for the co-operatives we work with in all regions and programs.  

Looking Ahead  

The Agency is beginning to see the first signs of improvement in the portfolio as a whole and 

particularly among the co-operatives whose situation and performance leave the most to be 
desired. We are concerned, however, about the harm done to co-operatives in regions such as 

Windsor, Ontario by the economic conditions of the past year, which may continue to affect 
them for a considerable period. We will be watching our most vulnerable clients especially 
closely during this time. 
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Chapter 1: Introduction 
 
Under the terms of our agreement with Canada Mortgage and Housing Corporation, the Agency 

for Co-operative Housing is required to furnish a report each year on the health and performance 
of clients operating under CMHC programs in the four provinces in which we operate. This is 

our third annual report and our second review of the Agencyôs full portfolio of housing 
co-operatives.  
 

The report draws on data received through Annual Information Returns filed with the Agency for 
fiscal years ending between August 2007 and July 20081and validated by January 15, 2009. With 

co-operatives allowed four months to file their returns and associated reports after their fiscal 
year end, this cut-off has enabled us to include data from 97 per cent of the clients in our 
portfolio at December 31, 2008. Further information on the 2008 dataset is provided in 

Appendix A.2 Appendix B compares the datasets for 2007 and 2008 to the Agency portfolio as a 
whole. 

 
This report re-establishes baseline information 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 portfolio. Each chapter begins with a table entitled Facts and Figures, which 
shows the dataset reflected in the analyses presented. In some chapters we used a slightly smaller 

dataset, either because the relevant information was not available for all clients or because the 
issues explored were not applicable to certain funding programs. The first chapter looks at the 
portfolio as a whole, moving from its compliance status through its risk profile and operating 

performance against various indicators. Subsequent chapters scrutinize the risk profile and 
performance of the portfolio by program and by province. Chapter five looks at Agency clients 

from the perspective of the different management models in use. Chapter six offers something 
new: a detailed consideration of a group of successful co-operatives that we have labelled 
ñstrong performers.ò The report concludes with a few thoughts about the present and future of 

the portfolio.  
  

                                                 
1. Throughout this report, except where the context otherwise requires, ñ2008ò refers to a year ending any time 

between August 31, 2007 and July 31, 2008. 

 

2. Because our cut-off for our 2007 report was February 15, 2008, for comparison purposes we created a revised 

2007 dataset for a parallel time period and cut-off date 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: Portfolio-Wide Perspective 

Portfolio Facts and Figures  

The distribution by program, province 
and management model of the 497 

housing co-operatives that form the 
dataset from which this report is drawn 

is shown in the table on this page.  

Compliance Profile  

The Agencyôs compliance management 

program ensures that public funds 
expended under the co-operative housing 
programs are used as intended and 

properly accounted for. While we 
respond to all incidents of non-

compliance as they come to our attention 
throughout the year, the backbone of our 
program is the annual compliance review 

we carry out of each housing 
co-operative upon receipt and validation 

of its Annual Information Return. A 
comprehensive look at the co-opôs 
compliance with program guidelines and 

the financial and other terms of legal 
agreements it has entered into with 

CMHC, the review serves to identify 
compliance variances, classifying them as minor variances, material variances or breaches, 
according to their severity3.  

 

                                                 
3. Variances are classified according to the following criteria: 

Minor compliance variance: a variance from the operating or financial workout agreement or program 

guidelines that neither has an impact on the co-operativeôs short- or long-term v iability nor results in public funds 

committed for the program being misused or seen as being misused. 

Material compliance variance: an operating- or workout-agreement compliance failure that does not threaten the 

viability of the co-operative in the short term but that, if left unresolved, could have an impact over the longer 

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

as being misused. 

Breach: an operating- or workout-agreement compliance failure having an impact on the viability of the 

co-operative in the short term or that could result in public funds committed for the program being misused or 

being perceived as being misused. 

 

 

     
 PORTFOLIO FACTS & FIGURES  

 

 
Total nu mber of co -ops in the dataset : 4 97  

 

 
Distribution by Program:  

 

 S27/61    53 11% 
 

 
S95 301  61%  

 

 
FCHP (ILM)  12 3 25%   

 UN/PEI  NP    5 1% 
 

 
Multiple*    15 3%  

 

 *excluded from program -related charts  
 

 
Distribution by Region:   

 Alberta    50 10%  
 

 
B.C. 171  34%  

 

 
Ontario  266  54%  

 

 
PEI   10 2%  

 

 
Distribution by Management Model:   

 Management Company  183  37%  
 

 
Paid Staff  212  43%  

 

 
Bookkeeper (Paid) Only    66 13%  

 

 
Volunteer Only    36 7%  
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Of the 497 co-operatives in the dataset, 70 per cent were fully compliant with their CMHC 
agreements and other program requirements at the end of 2008, down very slightly from a year 

earlier. However, the percentage of all variances represented by agreement breaches fell 
appreciably from 19 per cent in 2007 to 12 per cent, and the proportion of co-ops with breaches 

from seven per cent to five. Mortgage arrears made up 42 per cent of breaches at the end of 2008 
and various filing lapses and a single breach of a workout agreement the balance. We should 
note here that some clients are in breach of more than one agreement obligation, 33 breaches 

being associated with 27 co-operatives. 
 

The incidence of co-ops with minor or material compliance variances increased slightly in 2008, 
in both cases from 14 per cent to 16 per cent, while the proportion of total variances classified as 
minor rose and the share classified as material declined. Again, many co-ops had more than one 

variance. 

 
Figure 1 

Replacement-reserve funding variances (failure to contribute to the reserve as required, failure to 
back the reserve with cash or investments, failure to allocate earnings from the fund back to the 

fund, and prohibited investments) came in at 23 per cent of all variances in 2008ðby far the 
commonestð and 43 per cent of all material variances. 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 Variances by Type 

 No. 2008 % 2008 *  % 2007 *  

Breaches 

  
 

Mortgage Arrears  14 5% 4% 

ITA Reconciliation More than 3 Months Overdue 11 4% 5% 

Audited Financial Statements More than 3 Months Overdue 4 1% 4% 

Annual Information Return More than 3 Months Overdue 3 1% 6% 

Workout Agreement Breaches  1 0% N/A 

Total Breaches 33 12% 19% 

Total Co-operatives Represented 27 5% 7% 

Material Variances 
  

 

Replacement Reserve Funding4 and Permitted Investment Variances 51 18% 17% 

Non-compliance wi th Net Operating Revenue Policy (S95 Only) 21 7% 6% 

Refund of Excess Federal Assistance Overdue (UN, PEI NP, S95)  10 4% 6% 

Subsidy-Surplus Reserve Funding Variances (S95 Only)5 10 4% 3% 

Rent Supplement Assistance: Veri fication of Incomes 7 2% 2% 

Ineligible Replacement-Reserve Spending  6 2% 4% 

Setting the Assisted Housing Charge* 6 2% 2% 

Workout Agreement Variances 3 1% N/A 

Other 5 2% 2% 

Total Material Variances 119 42% 43% 

Total Co-operatives Represented 84 16% 14% 

Minor Variances 
  

 

Workout Agreement Variances 27 10% N/A 

ITA Reconciliation Less than 3 Months Overdue  21 7% 8% 

Audited Financial Statements Less than Three Months Overdue  17 6% 9% 

Annual Information Return Less than 3 Months Overdue 12 4% 7% 

Replacement Reserve Funding and Permitted Investment Variances 14 5% 4% 

Securi ty of Tenure Fund (ILM) Variances 11 4% 1% 

Surcharges (ILM and S27/61) 5 2% 1% 

Repayment of Excess Federal  Assis tance (UN, PEI NP, S95) 5 2% 2% 

Percentage of Subsidized/Income-Tested Members 5 2% 2% 

Subsidy-Surplus Reserve Funding Variations  (S95 Only) 4 1% 3% 

Other 10 4% 3% 

Total Minor Variances 131 46% 38% 

Total Co-ops Represented 82 16% 14% 

Total Variances 283 100% 100% 

Total Co-ops with Variances  155 30% 29% 
 

* for variances, percentage of total variances; for co-operatives, percentage of co-ops in the dataset 

N.B.: Certain 2007 variances have been reclassified to conform to the classification system used in 2008.   

                                                 
4. Variances fall into three sub-categories: failure to contribute to the reserve at the required rate; failure to back 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  

Each year, the Agency performs a comprehensive risk assessment of every co-operative in our 

portfolio, assigning a composite risk rating that reflects our evaluation of its current health and 
future prospects, based on separate assessments of its financial strength, current financial 

performance and physical condition, all viewed in the context of the market environment, and 
other risk factors, such as the sufficiency of the co-opôs capital replacement reserve. Although 
strongly informed by the results of standardized tests performed for each co-op, the rating is 

ultimately judgement based. As appropriate, we will adjust it over the course of the year in 
response to external developments or to actions the co-op takes. Possible risk ratings of Low, 

Moderate, Above Average and High are defined in Appendix C: Definitions of Composite Risk 
Ratings. 
 

As the chart below shows, the distribution of composite risk ratings as at January 15, 2009 was 
little changed from a year earlier.  

 

 

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 each client. A balance-sheet test, the ratio reveals the co-opôs financial 

strength, reflected in its ability to meet its non-negotiable financial obligations. Seventy-eight per 
cent of co-operatives in the portfolio earned a rating of Excellent or Good in 2008 and seven 

fewer co-ops had Poor liquidity then in 2007 (1% of the dataset). 
 
The net- income ratio is an income-statement test that examines whether in the year reported a 

co-operative earned sufficient income to meet all of its operating and debt-service costs and 
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contribute appropriately to its capital replacement reserve. In 2008 70 per cent of co-operatives 
in the portfolio were rated Excellent or Good. Although these results were little changed from 

those of 2007, seven co-operatives previously rated Poor saw their score improve. 

Physical Condition Ratings  

The physical-condition rating is the product of a visual inspection of a co-operativeôs property 

carried out every second year. We made significant changes to our rating process in 2008, 
resulting, we believe, in more accurate assessments, but making it difficult to compare the 

current condition of the portfolio with its state a year earlier.  
 
 

 
Figure 3  

Further Risk Indicators  

As in the past, the three leading indicators discussed above do not fully explain a composite risk 

rating. Of equal importance are the further risks identified below. Once we have received and 
validated a co-operativeôs Annual Information Return, we test for these additional risks, which 

are, of themselves, sufficient to increase a co-opôs risk level to Above Average or High, despite 
satisfactory liquidity, net-income and physical-condition ratings. The elevated risk rating stays in 
place until the situation has been reviewed and the concern resolved. Any of the following risks, 

identified at any time, results in a composite rating of High: 
 

Ç scheduled mortgage payments overdue; 
Ç property taxes in arrears; 
Ç absence of guaranteed full replacement-cost insurance against fire and other perils; 

Ç adverse audit opinion or denial of opinion; 
Ç 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. 

Excellent
4%

Good
74%

Fair
21%

Poor
1%

Physical Condition Rating
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If any of the following risks, but no indicators of High risk, are present, the Agency rates the 

co-op in question at Above-Average risk: 
 

Ç material contingent liability or future commitment reported on financial statement, other than 
land-lease payments; 

Ç one or more directors more than $100 behind with their housing charges at year end; 

Ç quorum of board of directors not in office; 
Ç qualified audit opinion reflecting a scope limitation; 

Ç auditorôs management letter reports significant deficiencies in internal controls; 
Ç failure of any major building component; 
Ç some or all of the following insurance coverage not in place, or policy limit below required 

level: 
Á loss of rents coverage (limit = > 12 monthsô gross housing charge potential); 

Á public liability coverage (limit = > $2 million); 
Á fidelity bonding in the amount of at least the lesser of $1,000 per unit or $100,000 total 

or, if the co-op uses the services of a bonded property-management firm, $25,000; 

Ç filings with the Agency more than three months overdue. 
 

Improvements in the key indicators manifest themselves slowly, but several of the further risk 
indicators can be addressed in short order. We are pleased to note particularly encouraging 
changes in two risk tests: under- insurance and directors in arrears.  

Insurance  

Early on, the Agency determined the levels and types of insurance that we believed all housing 
co-operatives should have, viewing lack of adequate coverage as putting at risk their operations 

and even their survival. The table on the next page shows the extent to which co-operatives 
within the 2008 dataset met these standards at the time of their AIR filing, compared with the 

previous year. Well aware that we cannot compel change, our relationship managers continue to 
work with their clients as necessary to have insurance coverage increased, with notable success.  

Directors in Arrears  

The incidence of directors in arrears at the end of the co-operativeôs fiscal year fell seven per 
cent from 2007 to 2008. We discuss this risk factor further in this chapter under Arrears and Bad 
Debts.  

Operating Performance  

Vacancy Losses  

Vacancy losses can pose a significant risk to housing co-operatives. Lost revenue must be 

recouped through higher housing charges or borrowed through an unofficial internal loan: under-
investment in the physical plant or under-contribution to the capital replacement reserve.   
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Table 2: Insurance Coverage 

 

 
 

Coverage 

Proportion of 
Co-ops Insured to 
Recommended 

Limit 

2008  2007 

Guaranteed-replacement-cost insurance against fire and other perils 98% 
 

98% 

Loss of housing charges coverage 83% 
 

76% 

Public liability insurance 92% 
 

89% 

Fidelity bonding 81% 
 

78% 

Directors' and officers' liability insurance 95% 
 

93% 

 

The chart below shows the dollar cost of vacancy losses reported by co-operatives in the dataset, 
measured per unit per year. More than one quarter reported no losses at all in 2008 and the 

median vacancy cost was a very low $33 per unit per year. In addition, the 75th percentile per-
unit cost dropped from $130 per unit per year in 2007 to $120. Against this progress, 15 per cent 

of co-ops in the dataset incurred annual losses of $250 per unit or more, with seven per cent 
reporting losses of at least $500 per unit. We did see some improvement at the extreme high end, 
with the maximum loss per unit dropping from $3,575 in 2007 to $2,774 in 2008. 
 

 
Figure 4 

Turning to vacancy loss as a percentage of gross housing charge potential, 71 per cent of the 
dataset lost less than one per cent in 2008, and 28 per cent had no vacancy losses at all. But this 
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fine performance was counterbalanced by the tenth of the portfolio with losses of at least four per 
cent. At 0.4 per cent, the median loss was unchanged from 2007. 

 

 

Figure 5 

While it is important to look at their absolute results, as identified above, it may be more 
revealing to examine how co-operatives perform in relation to their local rental market. Figure 6 

on the next page shows that in 2008 most co-operatives did as well as or better than the market in 
low-, moderate- and high-vacancy rental markets alike6. These results are further explored in 

Chapter 4: Regional Perspective. 

Arrears and Bad Debts  

As in 2007, we studied arrears and bad-debt expenses together in assessing co-operativesô 

operating performance. The former captures monies owed from past and present occupants at the 
end of the fiscal year reported and not previously written off, net of any allowance recorded for 
bad debts. The latter represents the increase in the allowance for doubtful accounts or, if the 

co-op has not established an allowance, amounts written off that year as uncollectable. 
Measuring arrears and bad-debt expense together standardizes the data for different accounting 

practices. The sum of the two is treated in this report as a ratio of the total occupantsô share of 

                                                 
6. We define a low-vacancy market as one with an average vacancy rate of below two per cent, a moderate-vacancy 

market as one with a rate of between two and three per cent and a high-vacancy market as one with a rate of three 

per cent or higher.  
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annual housing charges. This normalizes the data for differing vacancy rates and levels of 
income-based subsidies (e.g., income-tested assistance and rent supplements), allowing for truer 

comparisons.  

  

Figure 6 

As the chart below shows, just over a majority of co-ops in the dataset (56%) had either a net 
bad-debt recovery or combined arrears and bad debts of less than one per cent of the residentsô 

share of annual housing charges. Less happily, about one-quarter had arrears of two per cent or 

  
Figure 7 
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more, with eight per cent reporting combined arrears and bad debts of higher than five per cent. 
These results are an improvement over 2007, when 28 per cent of co-ops reported rates of two 

per cent or higher. We note that the median rate of arrears and bad debts for the portfolio of 0.8 
per cent was a slight improvement over 2007 (0.9%).  

 
When we looked at arrears and bad debts in terms of dollars, rather than percentages, the change 
was unmistakeable. While the per-unit maximum was still disturbingly high, it was down from 

2007, as were the median and 75th percentile rates. 

 

Table 3: Per-Unit Combined Arrears and 
Bad-Debt Expense (Recovery) 

 
Year Median 75th Percentile Maximum 

2008 $61 $149 $2,081 
2007 $69 $183 $2,398 

 

Because arrears and bad debts can so quickly drain away a co-opôs revenue, the Agency 

considers this a key marker of not only the co-opôs operating performance but also of the quality 
of its managementðone worthy of scrutiny from many angles. Looking at the 2008 data, we 
made the following observations, some of which surprised us. 

 
Intriguingly, more apartment-style co-operatives had very low or no arrears: 61 per cent of 

apartment co-ops, 56 per cent of mixed-unit co-ops and 51 per cent of townhouse co-ops had 
arrears rates of either zero or less than one per cent. In contrast, a disportionate share of town-
house co-ops had arrears of more than five per cent: 29 per cent of such co-ops had arrears in this 

range, compared with 16 per cent of apartment co-ops and 21 per cent of mixed-unit 
developments.  

 
We also saw a relationship between arrears and rental markets of varying strength (low-vacancy, 
moderate-vacancy and high-vacancy). Here we will note only that co-operatives tended to have 

higher arrears in high-vacancy markets than where markets were tight. We can see several 
possible explanations for this: co-ops in soft markets may fall to the temptation of accepting 

members with poorer credit ratings; residents in these markets may value their housing less and 
so make less effort to remain in good standing; boards and staff may hope that giving residents 
more time to pay may avert a vacancy; and, pre-occupied with responding to high turnover and 

the attendant need to fill vacancies, the co-opôs management may not be devoting sufficient time 
to collection activities.  

 

Table 4: Median Arrears and Bad Debts by Market Type 
 

Market Type Low-Vacancy Moderate-Vacancy High-Vacancy 

Per-Unit Median $30 $74 $107 
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Directors in Arrears  

From the first, our Annual Information Return has asked for the number of board members in 

arrears, if any, and the combined amount they owe. The Agency is gradually bringing about a 
change in the attitude of housing co-operatives toward directors in debt. In the past, too many 
housing co-operatives did not consider director arrears troubling, provided the board member 

had signed and was adhering to a repayment agreement. We are now beginning to see a new 
understanding that, apart from the potential for conflicts of interest, such directors lack moral 

authority in dealing with member arrears, even if their own arrears are not public knowledge 
within the co-operative.  
 

In 2007, 24 per cent of the dataset (117 co-ops) reported having one or more directors in arrears 
for an average amount exceeding $100 as of the co-opôs fiscal year end. Reported arrears ranged 

from $109 owed by a single board member to as much as $5,743 per director, with a median 
amount due per director of $552. The median overall arrears and bad-debt expense ratio for these 
co-ops was 1.5 per cent, 93 per cent higher than the portfolio-wide median. 

 
Twenty-two per cent of the 2008 dataset (108 co-ops) had at least one director who was behind 

with their housing charges, with amounts owing ranging from $143 to $14,773 for a single 
director. (The extremely high arrearsðatypical even among this groupðoccurred in a very 
troubled co-operative long in difficulty. The Agency has since arranged for an outside board that 

has already begun to improve the quality of management.) The median per-director amount 
owing was again $552. Underscoring the importance of maintaining the right ñtone at the top,ò 

these co-ops reported a median arrears and bad-debt ratio of two per cent, 119 per cent higher 
than the median for the full portfolio.  

Invest ment in Physical Plant   

Membersô pride in their housing co-operative is often apparent in the propertyôs curb appeal and 
attractiveness to prospective residents. On the other hand, a co-opôs neglect of its property 
through poor upkeep, deferred maintenance or failure to replace worn-out capital components 

suggests that either it is in financial difficulty or that it may be headed there. Co-operatives can 
neglect their buildings when the rental market is strong, because a below-market charge in that 

environment has appeal, even when the product does not. However, as the market softens, these 
co-ops cannot easily adopt higher standards, especially if lower housing charges have resulted in 
under-contributions to their capital replacement reserves. 

 
When co-ops in weak markets allow any lapses in their attention to their property, they quickly 

pay the cost in vacancies and less committed members. Unfortunately, the immediate response to 
a problem market and higher vacancies is often to keep housing charges low by cutting back on 
maintenance and capital replacements, compounding the problem.  

Figure 7 looks at spending on maintenance and capital repairs and replacements in 2008 and in 
2007. We have combined these two forms of investment in the physical plant, as we did in our 

2007 report, for the sake of gaining a clearer picture of the attention co-operatives pay to their 
chief asset. We were pleased to see that in 2008 the percentage of Agency clients spending at the 
lowest levelðunder $1,000 per unit per yearðfell, while the share spending at higher levelsð

$3,000 or moreðgrew. 
 



 

16      200 8 ANNUAL REPORT TO CMHC: PORTFOLIO PERFORMANCE  

 

 

Figure 8 

Figure 9 examines maintenance and capital spending as a percentage of the insured replacement 

value of the co-operativeôs buildings and equipment. We chose this measure because it helps 
normalize the data for different repair and construction costs, allowing us to compare results 

from year to year, across the country and among various building types. The median ratio for 
2008 was 1.5 per cent, slightly lower than in 2007 (1.6%). As spending was up, we attribute the 
decline in this ratio to increased insured replacement values.  

Capital Replacement Reserves  

At the end of 2008 the median age of a housing co-operative in the Agencyôs portfolio was a 
quarter of a century7. The average age of the buildings they own is unknown, but is undoubtedly 

higher, as many co-ops 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 worn-out 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 
reserve accumulated through annual charges to operations and, in some cases, transfers of any 

operating surplus earned in the year. Borrowing to fund repairs is much less common, probably 
because such a loan is arranged only with some difficulty. All the operating agreements prohibit 

housing co-operatives from registering a second charge against their real property without 
CMHCôs permission; second mortgages normally attract a higher rate of interest than first 
mortgages, especially if uninsured; and many co-ops lack 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 work: taking out a new, larger loan with a suitably long amortization period and 
using the proceeds to fund needed repairs, after paying out the balance due on the existing loan. 

 

                                                 
7. calcu lated from the interest adjustment date on the co-operativeôs first mortgage loan 
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Figure 9 

Figure 10 on the next page compares the 2008 and 2007 distributions of co-operativesô capital 

reserve balances. The median balance in 2008 was $3,133, up 3.5 per cent from $3,028 a year 
earlier. Given the age of the portfolio, this amount is far from adequate, although moving in the 
right direction.  

 
We draw more encouragement from looking at contributions to the capital reserveða statistic 

that speaks to the short term, rather than to stewardship of the property over timeðwhere we see 
a considerable improvement over 2007. The median annual contribution per unit, including 
supplementary contributions from surplus, rose 18 per cent in 2008, from $954 to $1,123.  

 
As we noted in last yearôs report, determining how much a particular housing co-operative 

should put aside in its capital replacement reserve each year is not an exact science, but a 
complex judgement involving many factors including the co-opôs age, current and past 
maintenance practices, whether the remaining useful life of a specific building component will 

end before the mortgage is fully repaid, the probable 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 a detailed capital reserve study in hand, any answer to these questions 
must depend on so many assumptions as to be speculative. Nevertheless, given the alternativeða 
shot in the darkðthe Agency strongly encourages its client co-operatives to undertake reserve 

studies and in 2008 we approved 28 new or updated plans. 
 

A measure the Agency has devised to improve our understanding of the adequacy of capital 
replacement reservesðthe replenishment ratioðlooks at net cash flows in and out of the reserve. 
The ratio sets two years of contributions to the fund (including supplementary contributions from 

surplus) against two years of fund expenditures. While the average replenishment ratio was 1.7, 
the median rate was only 1.1. At the 25th percentile, the ratio was 0.7, while at the 75th percentile 

it more than doubled to 1.7.  
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Figure 10 

 

  

Figure 11 

 
On the face of it, a low replenishment ratio is a sign of potential trouble, while a high ratio would 

suggest that a co-operative is being prudent in saving now to meet future costs. Closer 
examination may show that where a replenishment ratio falls below 1.0 it is because capital 
expenditures are high: this was the case for 38 per cent of the coȤops in our dataset that had 

replenishment ratios below 1.0. Conversely, a high replenishment ratio may indicate that a co-op 
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is postponing needed work: we found low capital spending rates among 30 per cent of clients 
with ratios above 1.0. A final observation about the dataset was that 175 coȤops (37%) made 

twoȤyear contributions to their reserve fund that were less than the amount they spent on capital 

repairs and replacements in the same period. But for the widespread practice among S95 co-ops 
of transferring operating surpluses to their capital replacement reserve, this percentage would 

have been 64, strong evidence that the Net Operating  Revenue Policy is having positive effects. 

 

 
 

Figure 12 

Administration Costs   

Figure 13 shows administrative spending as a percentage of revenue in 2008 compared to 2007. 
Despite the small changes in the distribution of spending rates the chart reveals, the 2008 median 
level was virtually unchanged from 2007 (6.2 per cent and 6.0 per cent respectively).  
 

Figure 14 shows administrative spending on a dollars-per-unit basis. Here the median for the 
dataset rose slightly from 2007, to $590 a year from $575. As we noted last year, a significant 

number of Agency clients have relatively high administrative expenses, a finding to which we 
will give more attention in the later chapter on strong performers.  
 

Is administration more costly in larger co-operatives or do they benefit from economies of scale? 
As illustrated in figure 15, which shows the association between administration and co-op size, 

larger co-ops generally spend more per unit to administer their affairs, a finding we had not 
expected to see.  
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Figure 13 

 

Figure 14 
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