

















PURPOSE OF THIS GUIDE

This Guide was prepared primarily to:

>

>
>

Raise awareness of the challenges and opportunities with EOAs specifically for the former
federal housing programs in Ontario;

Equip service managers and housing providers with the information required to navigate,

assess and make decisions for projects that are expiring;

Set out a step-by-step process of determining a project’s viability and social sustainability
at EOA;

Present options for consideration pre- and post-EOA; and

Provide additional resources related to EOA.

Due to the complexities of legal and funding agreements under which social and affordable
housing is provided in the Province of Ontario, this Guide cannot address the specific
circumstances of every housing provider. It is offered as a general guide and a starting point for
discussion, both by the housing provider board and management, and with a provider’s local
service manager.
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PRIMER - FORMER FEDERALLY FUNDED HOUSING
PROGRAMS

Federally funded programs refer to two streams of housing programs:

1. Federally funded housing programs (1947-1979)
2. Federal/Provincial cost shared programs (1986-1994).

In 1999, through the Social Housing Agreement, CMHC delegated these programs, previously
administered by CMHC, to the Province of Ontario (excluding cooperative housing projects). This
agreement establishes a funding schedule that declines as mortgages/debentures mature. It also
establishes program and reporting rules and transfers contingent liability to the province of
Ontario.

Federal housing co-operatives were not part of this transfer and remained under the authority of
CMHC; who then signed an agreement with The Agency for Co-operative Housing to undertake
the program administration role on their behalf.

Through the Social Housing Reform Act (2000), the obligations for the former Federal/Provincial
programs were further delegated to the service manager.

TRANSFERRED FEDERAL PROGRAMS

Federal/Provincial
Non-Profit, Urban
Native &

Section 26/27 Section 95 Non-

. . Non-Profit Profit & Urban
Public Housing

(formerly Section Native (formerly

15.1) Section 56.1) Cooperative

Programs

The rules and requirements that govern each of these program types differ and therefore how
they are affected by EOA also differs. The following section provides an overview of each of these
programs and what rules/regulations apply.

PUBLIC HOUSING

The Public Housing portfolio was developed originally by the Federal government. Construction
was usually financed with 50-year debentures (a small number were financed using mortgages).
The unique features of this program are:
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Ongoing and long-term operating subsidy.
Buildings are 100% RGI, not mixed income.

No requirement, allowance, or subsidy for capital reserves.

vV VvYvyy

Under the SHA and HSA, service managers now own this stock.

It should be noted that some service managers have entered into separate agreements with their
Local Housing Corporations (LHCs). Please connect with your service manager where that is the
case, as these features may differ.

SECTION 26/27 NON-PROFIT

Section 26/27 Non-Profits (originally numbered as 15.1) were developed by the Federal
government. They received a capital contribution and given 50-year fixed mortgages at 8%
interest. Other unique features of this program are:

» No operating subsidy.

> Rents are set at modest market rates.

» There is no rent subsidy, unless Community Sponsored Housing Program (CSHP) rental
subsides are stacked.

» There are income limits for incoming tenants.

» No ongoing income testing.

» Original operating agreements are still place.

This portfolio as it was committed by the Federal government is not included in the provisions of
the HSA. However, many projects have Service Level Agreements and these are subject to the
HSA. Generally, when the mortgage is paid off, the operating agreement ends and the housing
provider has no further program obligations. It should be noted, however, that where CSHP is in
place (or where CSHP has been replaced by Rent Supplement Agreements), these numbers are
included in the minimum number of RGI units the service manager is required to fund under the
HSA (service level standards). Providers should consult with their service manager to clarify their
obligations.

SECTION 95 NON-PROFIT & URBAN NATIVE (COMMITTED PRE-1986)

Section 95 Non-Profits & Urban Native (originally numbered as 56.1) are often referred to as 2%
write down projects. Other features of this program are:

» There was no capital contribution for this program. All projects are debt financed.

» Subsidy provided through the write-down and calculated as eligible capital costs (shelter
only) for 35-year amortization at current interest rate minus the same eligible capital costs
at a 2% interest rate. The difference was the subsidy.

» Mortgages typically had a 35-year amortization.

> Rents are set at the “low end of market”.
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» There is no rent subsidy, unless Ontario Community Home Assistance Program (OCHAP)
rental subsides are stacked.

» There is a provision for internal subsidy to reduce rents based on income for a small
number of tenants.
» Original operating agreements are still in place.

This portfolio is generally not included in the provisions of the HSA. When the mortgage is paid
off, the operating agreement ends, and the housing provider has no further program obligations.
It should be noted, however, that where OCHAP is in place, these numbers are included in the
minimum number of RGI units the service manager is required to fund under the HSA (service
level standards). Providers should consult with their service manager to clarify their obligations.

FEDERAL/PROVINCIAL NON-PROFIT, URBAN NATIVE AND CO-OPERATIVE
PROGRAMS (COMMITTED POST 1985)

The Federal/Provincial Non-Profit, Urban Native and Co-operative Programs, also Section 95, but
committed post 1985 are CMHC/Province of Ontario jointly funded programs which were
administered by CMHC and which are now governed by the HSA. Unique features of this program
are:

» There was no capital investment for this program, all projects are debt financed.
On-going operating subsidy.

» Rent-Geared-to-lncome target plans in place for each provider which specify the number
of RGI units.

» Renewal of these mortgages is managed through the Direct Lending program now
administered by the Province of Ontario.

» Unlike the other federal programs noted here, projects committed under this program all
have CMHC mortgage insurance that is included in the Mortgage Backed Securities Pool.
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SNAPSHOT OF PROGRAMS AND LEGAL REQUIREMENTS

PROGRAM

HOUSING SPECIFIC LEGAL REQUIREMENTS

Public Housing

Section 26/27

Section 95 Non-Profits & Urban
Native (pre-1986)

Federal/Provincial Non-Profits,
Urban Native and Co-
operatives (Post 1985)

>
>
>

HSA

Service Manager Owned
Governed by HSA rules

Operating Agreement

SHA

May have rent supplement agreements held by Service
Manager and subject to the HSA

Operating Agreement

SHA

May have rent supplement agreements held by Service
Manager and subject to the HSA

HSA

Local rules
Supplementary Agreements

HSC together with sector stakeholders developed a resource that includes additional information
about program and policy considerations, available here.

EOA AND ONTARIO’S FORMER FEDERAL HOUSING PROJECTS

What Happens at EOA to Former

Projects?

Federal

Housing

» There will be no more government subsidy

payments;

» There are no further requirements to make
financial and administrative reports to the Service

Manager;

» Unless the project has been refinanced, there are
no more mortgage payments to make; and

» Although the housing provider will have greater
control over the financial management and
decision-making processes of a project, it may be vulnerable to revenue deficits,
insufficient capital reserves, and major project renovations and repairs.

1.

\_

Key Resources

EOA Action Framework For Good

Practice

EOA Legal Issues, Ontario

Planning for Success after Subsidy -
Housing Providers Plan

~

/

» The Expiry of an Operating Agreement can provide a chance to explore a range of
opportunities for a housing provider and project.
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The steps detailed in the following pages suggest that the first step is to develop a plan to
understand the viability of the project, its future need and use and what opportunities may be
available.

In addition to this Guide, service managers and housing providers can seek assistance in
understanding their position from the Housing Services Corporation, the Co-operative Housing
Federation of Canada - Ontario Region, or Ontario Non-Profit Housing Association. In addition,
those housing providers managing programs which are now listed in the HSA are encouraged to
enter into a discussion with their service manager when planning for EOA.
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ESTABLISHING A PLAN

The number one question to ask when planning for EOA is whether the project will be viable once
subsidy ends. Only once the project's financial position is known can discussions begin on the
future.

The next section of this Guide will present a five-step process to understand project viability,
factors to consider and what opportunities are available moving forward. While this process may
not be applicable for every housing project, it provides an overall framework for reference
purposes.

There are some key items that should be identified and understood prior to beginning this process
and which will assist in making decisions at each stage. These are:

The Operating Agreement.

The Articles and By-laws of the corporation.

Any rent supplement agreements that may be in place.

Ownership of the land: Who is the registered owner? Is it a land lease?
The most recent audit to understand financial position.

The most recent Building Condition Assessment (BCA).

STEP 1 - DETERMINE PROJECT VIABILITY

Four variables feed into the assessment of a project’s financial viability: revenue; operating expenses; capital replacement
reserve level; and major costs of renovation or repair in the short term.

vV VvVvyvVvYyy

STEP 2 - REVIEW OTHER FACTORS

There are a number of factors to consider before assessing options in a post-EOA environment. Nine factors are discussed in
this Guide.

h 4

With the information generated through steps 1and 2, there are a number of options to explore and assess.

STEP 4 - CONSULT AND FINALIZE THE PREFERRED OPTION(S)

In this step, housing providers are encouraged to consult with tenants and community stakeholders as well as their service
manager to identify the best options to pursue

STEP 5 - IMPLEMENT THE PREFERRED OPTIONS(S)

The final step in the process is to implement the preferred option(s). Depending on the option(s) chosen, this may be
relatively simple or complex. In either situation, a plan is needed to provide the framework for implementation.
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STEP 1 - DETERMINE PROJECT VIABILITY

Planning for EOA must start with a full understanding of the financial performance and physical
condition of the project. Determining an accurate picture of the long term viability of an
individual project or portfolio is essential and forms the foundation upon which further discussion
and decisions can be made about operating post-EOA.

This section of the Guide outlines what is involved in assessing project viability based on four
variables: project revenue, operating expenses, capital replacement reserves, and the physical
condition.

SIMPLIFIED ASSESSMENT TOOL (SAT)

The SAT is a spreadsheet template developed by Focus Consulting Inc. for the Canadian Housing
and Renewal Association (CHRA), and five provincial housing associations. It is presented in this
Guide as a tool to determine project viability currently, and at EOA. An online version of the SAT is
available for download here.

The SAT is premised on both the mortgage and the subsidy ending, and calculates financial
viability in the absence of both. The tool also provides a basic test to explore whether the project
capital replacement reserve is sufficient to manage normal replacement. The model uses a proxy
of $750 per unit per year in capital replacement for the remainder of the operating term (i.e.
through to expiry). It should be noted that the tool does not include any information on the
physical condition of the building or adequacy of reserves to address identified capital need in the
building. If there is deferral of required capital activity which has allowed the reserve to
accumulate, the tool may generate a false reading.

The SAT can be used effectively for federally funded programs as they were committed, as the
tool will exclude mortgage costs and subsidy revenue at EOA. However, it should be noted that
the SAT output will not correctly reflect the situation at expiry for providers under the HSA. This
includes both Provincial reformed projects, but also includes federally funded programs which
have rent supplement agreements in place.
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2. OPERATING 3. CAPITAL RESERVE
1. REVENUE EXPENSES REPLACEMENTS

*This includes

*In a post-EOA
situtation, revenues
are primarily rents
charged to tenants;
however, additional
revenue sources, if
applicable, should
be considered.

expenses that are
required for the
ongoing operation
of a project.
Typically, these
include property
taxes, utilities, staff,
insurance,
maintenance and
supplies, etc. When
assessing a project's
viability, operating
expenses should
exclude mortgage
payments (principal
and interest).

*These funds are
available for the
regular upkeep and
maintenance of a
project. They
typically cover unit
repair and
replacement, and
minor project
repairs. Ensuring
adequate reserve
levels will allow for
the ongoing upkeep
of a project, and are
recommended to be
the equivalent of
about $750/unit/
year.

«It is important to
assess the project's
physical condition to
understand what
major capital
expenses will be
required in the
short- to mid-term.
Typical major repairs
include building
envelope/
rainscreen, parking
garage repair,
windows, plumbing,
elevators, and
perimeter drainage.
Also important is to
plan for capital
improvements.

SAT INPUTS

CONSIDERED BY SAT

NOT CONSIDERED
BY SAT

The SAT includes a spreadsheet where values are entered, including the year of the OA expiry,
number of units, revenue and operating expense amounts, current capital reserves amount, and
the amount allocated towards capital reserves on an annual basis. All inputs should represent a
single project, and can be found on Annual Financial Statements, or in the housing provider's most
recent year-end financial statements.

» If there is more revenue than expenses and capital costs, then the project is viable.

» If there is more expenses and capital costs than revenue, then the project is non-viable.

SAT OUTPUTS

When using the SAT for a project, it will generate four outputs: Net Operating Income (NOI)
currently per year; NOI at time of EOA; amount available for capital replacement per unit per year
before the EOA; and a project summary that identifies whether the project is financially viable and

if there are sufficient capital reserves before EOA.
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SAT CONSIDERATIONS

Even if a project is identified as being viable, it is valuable to consider these questions:

» Was the annual increase in rents overestimated? The default value of 1% assumes a portion
of units will remain at RGI levels and is a conservative estimate. Increasing the value may
overestimate actual revenue and create a false-positive result for a Net Operating Income
(NOI).

» Was the annual increase in operating expenses underestimated? The default 2% increase in
operating expenses value may not adequately reflect actual increases. Unanticipated or
anticipated increases in operating expenses such as insurance and utilities should be
carefully considered.

» Has there been a recent major expense that has depleted capital reserves? If yes, then the
SAT may classify a project as unviable due to insufficient capital reserves without allowing
for adequate replacement reserves to be accrued over the coming years.

> Are there significant deferred capital expenses? The largest variable not considered by the
SAT relates to sufficiency of capital reserves. The SAT may generate a false-positive
reading for capital reserve sufficiency if the project is not well-maintained and requires
significant upcoming investment. For this reason, it is imperative that a physical
assessment be conducted.

ADDITIONAL EOA PROJECT VIABILITY AND PLANNING TOOLS

Since SAT, a more comprehensive model has been developed by Housing Services Corporation
and is available to the sector to support developing an accurate picture of how EOA will impact a
project. Housing Services Corporation offers an EOA Projection Tool service. This data analysis
service helps scope out subsidy costs at EOA, project viability at EOA and capital reserve needs
and/or shortfalls. The analysis is funding program specific (e.g., public housing, former federal,
former provincial, etc.) and provides detailed data on a project’s financial needs at EOA and up to
50 years after EOA. The data can also be used to model different scenarios based on options
being considered and desired outcomes. Examples of options that can be modelled are:

Energy efficiency.

Bulk purchasing.

Changes to rents charged, and
Increasing non-rental revenue.

vV VvYvyy

CAPITAL PLANNING

As a building ages, its capital renewal needs increase, and it becomes more important to
determine the full extent of a housing provider’s liabilities. For example, typically a building starts
to need major replacements around the 25-year mark, and these building needs are high priced
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items. The roof, the furnace, the building envelope all need to be looked at and probably repaired
to extend the life cycle or completely replaced. It is important to forecast these expenditures so
that the project has enough money to complete these capital replacements when the time comes.
Capital Planning should be one of the many necessary tasks to complete when managing an asset
and planning for the future. Capital planning will determine a large part of a housing provider’s
strategic plan, particularly for those housing providers with older buildings and upcoming EOAs.

4

The first step of the Capital Planning process is to identify and prioritize the capital
renewal needs of a building - the costs of ongoing maintenance, repair or replacement of
building components, and eventual replacement. Typically in order to identify the needs of
a building, housing providers should complete a BCA. This report will alert the housing
provider of the life cycle of each component, when they need to be replaced, what repairs
can be done to extend the life of the component, identify any life and safety issues, and
apply an associated costs to all the work needed.

The second step involves a review of replacement reserves, revenue sources, and
operating practices to ensure that the identified capital renewal needs can be met. The
results from these two steps are then used to develop a multi-year program. This is called
a capital reserve fund forecast. This step will apply the monies available to the needs of
the project. This step is usually completed in the BCA as well. When a BCA is completed
or procured, it is important to request a Capital Reserve Fund Forecast as well. Different
financial reserve fund scenarios can be developed to look at different projections. For
example, for a project with an EOA year of 2019, a request can be made to show how much
funding is needed to have a reserve fund balance of zero by 2019, or to have a positive
balance by 2019. The scenarios will allow the housing provider to understand what is
needed in order to maintain a healthy building.

BASIC REQUIREMENTS TO BUILD A CAPITAL PLAN

There are two key tools when considering the long-term capital planning for all buildings in your
portfolio: 1) Building Condition Assessment; and 2) Facility Condition Index.

A Building Condition Assessment (BCA) Report comprises a technical inspection of a project and
its major components and assesses the future maintenance needs of a project. A BCA provides:

vV vyVvyy

Current condition rating (good, fair, poor and critical);

Serviceable life remaining on major components;

Timeline for when repairs or replacements will be required moving forward

Forecasts replacement needs over the extended operating period of the building (up to 30
years) using standard useful life estimates; and

Estimates capital costs for replacement/repairs, identified for each element and rolled up
to help provide a cumulative annual picture of projected costs over time.

The assessment report includes a condition and financial analysis, recommendations and a capital
replacement study table and a capital replacement 20-year schedule. To help you can learn more
about BCAs and how you can use the information for EOA and capital planning, listen to this
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webinar, “The ABCs of BCAs: Their Value in Asset Management and Planning”.

The Facility Condition Index (FCI)' measures and quantifies the physical condition of the housing
building. It allows a comparison of apartment buildings, townhome complexes and scattered units
by communicating the condition of all types of buildings into one translatable number in a
percentage. It is calculated as the percentage of the total amount of repairs, replacements and
maintenance needed, divided by the current replacement value of the project components.

Maintenance, Repair, and Replacement Needs

FCl =
Current Replacement Value of the Project

A lower value corresponds to a better project condition. Current industry benchmarks are:

to 5 % is considered good condition;
to 10 % is considered fair;

10 to 30 % is considered poor; and
More than 30 % is considered critical.

vV VvYvyy

CAPITAL PLANNING RESOURCES

Capital planning can be an overwhelming process. Housing Services Corporation has a dedicated
Technical Services department that can assist federal housing providers to

» Procure a Building Condition Assessment and Capital Reserve Fund Forecast; to ensure
providers get a BCA that support their planning.

» Manage the BCA Consultants: to ensure a high quality BCA that meets the needs of the
provider

» Update an existing Buildings Condition Assessment and give housing providers the
information they need to make informed decisions.

» Capital Planning Software: HSC has two system offerings for capital planning software and
both can be integrated into the procurement process for Building Condition Assessments
to support a live BCA resource that can be edited and changed on a daily, monthly, or
annual basis.

You can find more information about HSC Technical Services here.

' Facility Condition Index (FCI) is an industry standard asset management tool which measures the “constructed asset’s
condition at a specific point in time” (US Federal Real Property Council, 2008). It is a functional indicator resulting from an
analysis of different but related operational indicators (such as building repair needs) to obtain an overview of a facilities
condition as a numerical value.
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STEP 2 - REVIEW OTHER FACTORS

While an accurate picture of the viability of the project in the short and longer term is necessary, it
is also important for each service manager or housing provider to understand their legal
requirements and to articulate and understand any other factors that might make future options
possible, difficult to implement or completely unfeasible.

LEGAL DEFINITIONS AND IMPLICATIONS

There are several legal matters that may affect what options can be pursued. Additional
information relating to legal implications can be downloaded here. The report covers matters
related to the following items and can be a valuable resource not just for former federal projects
but also to identify key considerations and best practices generally.

The Canada Revenue Agency and the Income Tax Act
Residential Tenancy Act

Employment Standards Act

The Corporations Act

Housing Services Act

Other legal considerations

vV VvV Vv VvYvyy

CHARITY OR NON-PROFIT ORGANIZATION

The Canada Revenue Agency (CRA) applies different rules about tax exemption, depending on
whether the housing provider is a registered charity or a non-profit organization (NPO).

To confirm that a housing provider is a registered charity, check CRA’s database.

To confirm that a housing provider is a non-profit organization, past tax returns indicate whether
the housing provider has a tax-exemption status (T2 and possibly T1044 returns).

GENERATING PROFIT

Both registered charities and non-profits are restricted from pursuing any activities that result in
generating a profit. Under current CRA rules, if a housing provider purposefully generates a profit,
it no longer qualifies as a non-profit and will not be able to retain its tax-exempt status. Only
profits that are ‘incidental and unanticipated’ may be generated. This poses a significant dilemma
for housing providers that want to increase revenue to finance acquisitions, redevelopment, or
major repairs. It is advised that housing providers seek legal counsel related to potential profit-
generating activities.
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MANDATE AND TENANT MIX

A housing provider’s objects, which forms part of its Incorporation documents, defines its purpose
and other fundamental matters. Legally, a non-profit Corporation is only allowed to carry out
activities that advance its purpose. Typically, a housing provider’'s objects in its letters patent
include the purpose of providing safe, secure, and affordable housing. Additionally, a housing
provider may have a mandate defined in its operating agreement relating to:

Tenants: Specific groups may be targeted for housing, such as youth, seniors, families, homeless,
single parents, and so on; and

Services: Additional services may be provided which directly benefit a particular tenant mix, such
as assisted living for seniors or support services for persons with mental health or addiction issues.

When assessing the options set out in the next Section of the Guide, it is important to consider
how an option relates to the housing provider’s current objects. Is it in line with the objects, would
it require minimal change, or does it entail a radical departure? Options that deviate from the
housing provider’s objects are not necessarily bad options to pursue. They do need to be carefully
considered, including a possible change of objects, and subsequent amendment to the housing
provider’s constitution.

Once an operating agreement has ended, any mandates defined in that agreement but not in the
housing providers objects, are no longer required by law. The housing provider is free to pursue a
different tenant mix as long as it is consistent with its objects in the letters patent.

SOCIAL SUSTAINABILITY

For this Guide, social sustainability refers to whether a project is currently meeting the social
needs for which it was originally intended. Assessing social sustainability is particularly important
for projects with significant turnover or vacancies, which are likely to lead to decreased rental
income, and increased operating expenses, such as hiring staff to facilitate move-ins/move-outs.

Many projects are facing challenges in maintaining social sustainability due to:

» A mismatch between the needs when the housing was built and current needs; or
» The design of dwellings and buildings is unsuitable for the households being
accommodated.

Need & Demand - Local community needs may have changed since the project was initiated. This
may affect current and anticipated housing demand. It is important to assess if the type of
housing a housing provider or project offers is still in strong demand, or if it is unable to satisfy
changing needs.

Design Suitability - The appropriateness of a project’'s design relative to the needs and
expectations of today’s households is the other main consideration in determining whether a
project is socially relevant.
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/ Example: Decreased Demand \ / Example: Increased Need

sometimes decreasing demand for social housing

Kfor seniors. / \

The housing demand by independent, low-income There is a growing need for housing offering
seniors is decreasing. Many housing providers home-care and support services for the “fragile
operate exclusively for fully independent elderly”. There are also growing housing needs for
households; however, as seniors are living longer people with substance addiction, mental illness,
and healthier lives, seniors have more choices, Alzheimer’'s disease and other forms of dementia.

~

/

ASSESSING SOCIAL SUSTAINABILITY

There are a number of methods that can be used to assess social sustainability to gain an
understanding of how a project may have to adapt to better meet residents’ and community
needs.

Vacancies and Turnover: If a project is experiencing substantial vacancies and turnover, this is a
good indicator of a decline in need, or that the project does not meet the requirements of its
intended clientele. The housing provider’'s property manager(s) can provide useful input into why
vacancies are occurring. Also, conducting exit interviews with vacating tenants will provide useful
feedback on how a project was not meeting their needs. A review of market rent in the
neighbourhood is also critical to evaluating vacancies. (Few vacancies could also mean that there
is room to increase market rents!)

Interviewing Residents - Interviewing existing residents provides a clearer understanding of
whether a project is satisfying residents’ current needs. This could also be done through an
anonymous survey.

Building Condition Assessment - A systematic assessment of the building’s physical condition will
also be necessary to assess social sustainability.

Example: Unit Size

Seniors’ housing was often designed with a high number of bachelor units, based on the assumption that
seniors were singles. These units may be unsuitable today, as survival rates for males means that more
seniors are couples. In addition, small units may not provide adequate room to accommodate storage,
walkers, scooters and electric wheelchairs.

/ Example: Overall Project Design \

Projects may not be adaptable to satisfy the needs of older seniors as they may be missing a range of
features from handrails in corridors, multi-purpose rooms, usable outdoor space, and scooter storage.
Additionally, for the very elderly, there is a need for common dining areas, and a kitchen where meals are
prepared. For residents with electric wheelchairs, doorways, corridors and common spaces may not provide
adequate maneuvering space. Finally, special needs housing may have shared bathrooms, which are not
suitable relative to today’s privacy standards.

- /
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PROJECTS ON LEASED LAND

To assist lowering the capital costs of social housing at the time of the original development, or
because the land owner did not wish to relinquish long-term control over the land, many social
housing projects were developed on leased land, especially lands leased from municipalities and
faith-based organizations. If a project is on leased land, the following needs to be taken into
account:

Lease Expiry - If a lease is not renewed, upon expiry, the land and associated structures transfer
ownership to the primary landowner. It is advised that housing providers review their leases for
any restrictions on use (i.e., who can be housed, rent restrictions, etc.).

Refinancing - The mortgage amortization period for some federal housing projects is 35 years,
which means its mortgage may expire before its lease. However, if refinancing is chosen as the
preferred option, lending bodies will want assurance that a project will exist for the duration of a
mortgage. Refinancing will be difficult or impossible without the successful renewal of the lease
for a duration that is at least equivalent to the proposed refinancing term.

Renovations or Development - For housing providers with adequate capital reserves to implement
a development option without refinancing, investing capital into a project is doubtful without the
security of a lease renewal. This is particularly true for housing providers with medium or large
portfolios, where capital reserves could be used for development or renovation on properties that
have secure land title.

SITE ASSESSMENT

Several options set out in the following section relate to densification, renovation, and changing
the uses of the project. To assess if these options are applicable, a housing provider will want to
consider:

Site and Building Potential - A project may have residual capacity for additional development, or
for buildings to be modified to a different function. To determine the capacity of a project for
potential infill or modification, it is advisable to consult with a planning consultant or architect.

Zoning Bylaw - Municipalities regulate land and building use through the Zoning Bylaw. Rezoning
may be needed, particularly for options related to land redevelopment or intensification. It is
advisable to consult with the local planning department or a planning consultant on this matter. If
a housing provider is also looking to add commercial use to the redevelopment or repurposing of
the property, this rezoning should also be investigated through a planning consultant or architect
prior to putting plans in motion.

Covenants on Title - Land or building use, including possibly clientele, may be restricted through
the Land Title Act, Section 219 covenant on title. Understanding if covenants are on the title of
projects in a housing provider’'s portfolio, including associated restrictions, helps in determining
the feasibility of options that would entail changing the project’s clientele, or modifying a portion
of the building(s) or property to provide a different use. The process for modifying or discharging a
covenant will likely require legal counsel.
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LICENSES, PERMITS & TAX EXEMPTIONS

Depending on the proposed use, there are several matters to consider, all of which need to be
checked with the local planning department and the CRA. Additional information relating to legal
implications can be downloaded here.

Permits - Development permits may be required depending on whether the preferred option will
result in project modifications. A building permit will always be required.

Licenses - If considering expanding the services provided, or operating a commercial use, a
municipal business license, and possibly provincial licenses, consent or certification, may be
required, for example, to operate a day care.

Property Tax Exemption - In some Ontario municipalities, a registered charity may be granted
property tax exemption; however, changes in use may result in loss of eligibility.

HST - Reductions in the number of RGI units and/or operating subsidy will likely result in the loss
of municipal status for HST purposes. If considering operating a business or commercial use,
there may be a requirement to change the provider’'s HST status, and subsequently charge, collect
and remit the taxes to governments.

TENANT CONCERNS

Building renovations, land intensification and redevelopment are options that are likely to be
unsettling for tenants, many of whom have lived in their home for a number of years. If an option
is selected that requires tenants to move out of their home, a relocation plan should provide
housing options during construction, with the opportunity to move back to the project when it is
completed. Strategic partnerships with other nearby housing providers may provide a transition
option depending on available space.

FUNDRAISING

There is increased competition from many charitable and non-profit organizations for
philanthropic funding, whether for a one-time capital project or ongoing support for the
organization’s programs. In relation to the non-profit housing sector:

» Most housing providers in Ontario do not have charitable status, nor are they eligible. This
makes fundraising much more difficult.

» Small housing providers with limited staffing may not be able to dedicate the time needed
to secure grants; while some large housing providers are perceived as likely to be self-
supporting and not needing philanthropic funding.

» There is a tradition of housing providers operating independently. However, the current
expectation of foundations and other funders is that grant applicants should work
together and make joint submissions.
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Fundraising campaigns can prove very successful, supported through the establishment of a
dedicated committee and, often, supported by fund-raising consultants. Grants and funding
opportunities may exist through local businesses, business associations, foundations, individual
philanthropists, faith-based groups and all levels of government.

ORGANIZATIONAL CAPACITY

With an EOA, there will likely be increased pressures to ensure that the housing provider's
portfolio is viable. Smaller housing providers may have less capacity to implement certain options
outlined in the next section, especially options that are complex and require a significant amount
of administrative support for successful implementation. This may affect their ability to be
strategic, innovative, or seek funding. It is advisable to determine current staff workloads and
abilities to understand if there is sufficient capacity to implement an option.

CHANGE MANAGEMENT

The social and affordable housing sector is going through change, and individual housing
providers are presented with difficult decisions that may change the way they operate. How
change is handled can significantly influence the success a provider experiences following an EOA.

Change management is a systematic approach to assist individuals, teams, and organizations
transition from the current situation to a desired situation. This approach may involve new
procedures, technologies, or corporate strategies. For a housing provider, it can also help their
boards and administrative staff to adapt to new processes, systems, technologies, and culture.
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STEP 3 - EXPLORE AND ASSESS OPTIONS

Whether a project has been assessed by a housing provider as viable or unviable, there are options
that can be explored to improve the viability of the specific project and a housing provider’s
portfolio as a whole.

Many of the options may be implemented pre-EOA, allowing a federal housing project to prepare
for when government subsidy ends. In all cases, housing providers are encouraged to engage
with their service manager. A conversation with your local service will help identify how you may
be able to continue with your mission and ensure the ongoing affordability of the housing you
offer.

This Guide introduces 15 options that, broadly, fall into four categories:

1. Increase Revenue - Several options increase revenue, especially if a project is currently or
anticipated to have insufficient revenue to cover operating expenses and contribute
towards capital reserves.

2. Increase Capital - Several options exist for increasing capital to help fund major or minor
repairs. These options may be used in conjunction with revenue-increasing options,
especially if they are intended to provide capital to ensure long-term viability.

3. Find Operational Efficiencies - While housing providers already operate with high
efficiency, there are options that can increase efficiencies by reducing operating expenses,
thereby decreasing the need for added revenue sources.

4. Transfer Assets - Depending on a housing provider’s capacity, an option for consideration
is to transfer assets to another housing provider or a large charity. In so doing, operational
efficiencies may be increased, and access to necessary capital may be available, especially
if assets are transferred to a larger corporation with a diverse and viable portfolio.

Each of these categories looks at the options available and how they can be assessed. The
missing piece though is for the provider and its board to understand the mission for the project
going forward. This is a great time to engage in discussions about what your project means to the
community you serve and your ambitions for the future. The mission you wish to pursue should be
your guide through the process of exploring and assessing your options outlined in this Section.
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1. INCREASE REVENUE

ADJUST RENTS OR RENT MIX

Several rent increase options may be pursued pre-EOA to assist with Net Operating Income,
ensuring sufficient revenue at EOA, while other options can only be pursued post-EOA. Providers
can also consider a downward adjustment in the number of RGI tenants by replacing RGI tenants
on move out with market tenants. This may require Service Manager approval as it will have an
effect on their service level standards. It should be noted that options considered by a housing
provider to increase rents or adjust the rental mix may result in decreased affordability for current
tenants and, indirectly, for the community at large. The associated loss of mission for the provider
may be a key consideration in any decision about adjusting the rent mix.

INCREASE MARKET-RATE RENTS

Rent increases are governed by the Residential
Tenancy Act (RTA), which outlines the annual
maximum rent increase for existing tenants.
Upon turnover, rent level increases are not
restricted by the legislation.

Key Considerations

» Confirm the housing provider’s

mandate.
However, pre-EOA, annual rent increases may be » Review of rent supplement agreement,
implemented on market tenants without Housing Services Act (where
reference to the allowable maximum rent applicable), and service manager
increase in the RTA. Consideration should guidelines to determine if there are any

therefore be given to whether a rent increase will
cause significant financial hardship on existing
tenants. For example, in cases where low-income
tenants occupy a market unit but are awaiting
access to a RGI unit, raising rents may not be
feasible or desirable. However, many existing
market tenants may have capacity to accept a
modest increase on an annual basis.

restrictions and limitations relating to
rent adjustments pre- and post- EOA.
Adjust rents gradually.

Building condition will influence
desirability for market-rate tenants.

Some housing providers have market rents that are well below the actual market rents.
Consideration should be given to increasing these to reflect the actual cost to rent in their area.
Providers can access information about market rents provided by CMHC here.

By implementing rent increases well before an EOA, revenues can gradually be increased, ideally
to a point that the project will be viable at EOA. Post-EOA, annual rent increases can also be
implemented to tenants paying market rents. The physical condition of a building will affect the
rent level that existing and future market-rate tenants are willing to pay. This should be taken into
account when a housing provider considers this option.
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100% RGI housing providers should consider whether the project would be viable at the shelter
allowance for Ontario Works or Ontario Disability Support Program (ODSP). An increase to the
shelter allowance if RGI is no longer available will have no impact on the tenant.

RGI TENANTS

Tenants who pay RGI have a portion of their rent covered by a subsidy, which may stop at EOA if
new agreements are not negotiated. To continue to provide affordable housing while ensuring
project and portfolio viability, a housing provider may need to look at options to decrease the
expected shortfall. Some housing providers will have additional revenue as a result of no
mortgage payments, and some will be able to accommodate RGI tenants without a subsidy.
Others, however, may still have shortfalls which may result in modifying the tenant and income
mix to increase revenues. This may impact the availability of RGI units. The five options that may
be implemented relating to RGI tenants include:

1. Select higher income RGI tenants on turnover (Section 95 providers only).

2. Shift RGI units to market-rate units.

3. Adopt low break-even rents for some or all units such as the shelter allowance levels for
ODSP and Ontario Works.

4. Renew or implement a rent supplement agreement with the service manager.

5. Combination of all or some of the above.

It should be noted that options considered by a housing provider to increase rents or adjust the
rental mix may result in decreased affordability for current tenants and, indirectly, for the
community at large. The associated loss of mission for the provider may be a key consideration in
any decision about adjusting the rent mix.

To determine if any of these options are available to you, it is important to first know if the RGI
subsidy currently being provided is under a Rent Supplement Agreement or an internal RGI. If itis
being provided under a Rent Supplement Agreement, then you must discuss these options with
your service manager and seek approval.

1. Select higher income RGI tenants on turnover

While new tenants will still be low-income, the portion of their income allocated to rent will
increase. This option can be pursued pre-EOA, and may be especially beneficial for projects with
operating agreements that require all units to be rented at RGI levels, ensuring sufficient revenue
are achieved when subsidy payments stop.

Key Considerations

» This option is only available to Section 26/27 and Section 95 Pre-86 housing providers who
do not have OCHAP or CHSP agreements
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2. Shift RGI units to market-rate units

Upon turnover of units with RGI tenants, the provider may wish to select incoming tenants who
are able to pay market rates and do not require subsidy. This option may be pursued pre-EOA with
Service Manager approval or if the operating agreement allows for income mixing and the project
has more RGI tenants than the minimum number established within the agreement or in the HSA.
Post-EOA, this option can be pursued without restrictions.

Key Considerations

» Reductions in the number of RGI units and/or operating subsidy will likely result in the loss
of municipal status for HST purposes.

3. Adopt low break-even rents

For housing providers that are currently 100% RGI and wish to continue with their mandate post-
EOA, break-even rents may be adopted. These are set at a level that balances revenue and
expenses. Break-even rent levels can be determined pre-EOA, but cannot be implemented until
EOA. Existing RGI tenants could be grandfathered post-EOA, with break-even rents implemented
only for new incoming tenancies. If housing providers can provide accommodation at, or slightly
higher than the social assistance shelter limit the increase in rent may have little or no impact on
the tenant.

Key Considerations

» Reductions in the number of RGI units and/or operating subsidy will likely result in the loss
of municipal status for HST purposes.

4. Renew or implement a rent supplement agreement with their service manager
For housing providers who have an OCHAP or CHSP agreement in place, there may be an
opportunity to renew or implement a new rent supplement agreement. In order to understand if

this option is available, please contact your service manager.

Key Considerations

» Engagement with the local service manager is necessary.

ENTER INTO A NEW OPERATING AGREEMENT

Some projects may require ongoing subsidy at EOA. There may be circumstances where this
option would be desirable, especially if preserving an existing project involves lower long-term
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expenditures than comparable expenditures for a new
development, or if a non-viable project is a vital

component of the affordable housing located in a Key Considerations
region with significant affordability issues. In addition,
this option is advantageous as it would extend the
terms and conditions to retain units within the social

Engagement with the local service
manager is necessary.

and affordable housing sector, ensuring they > Legal assistance may be required.

continue to serve households in need. If entering into » Ability to access funding programs

a new OA is an option a housing provider wishes to offered locally, provincially or

pursue, this will need to be discussed with their federally.

Service Managers or other funder. » 9D Waiver to formally exit the SHA.

Another option could be to consolidate operating Every social hou'slng prov'lder must
obtain a 9(d) waiver. Section 9(d) of

agreements/umbrella agreements to allow for block

funding. Some Service Managers have negotiated the SHA pertains to the Province

this type of agreement with their LHC’s. This allows indemnifying CMHC for all losses

housing providers to have greater flexibility to cross- related to a social housing project.

subsidize between projects and be better positioned As a housing provider, you must

to conduct portfolio planning. submit your request for a 9(d)

. . . . waiver to your Service Manager for
Providers may want to review their Service Manager’s

Housing and Homelessness Plan to see if there are
any areas where they are either already meeting
goals or can help to meet goals outlined in the Plan.
For example, if a Service Manager notes that there is a need to provide more affordable
supportive housing to seniors, and the housing provider already houses seniors receiving supports,
both parties could consider formalizing this in a new OA by dedicating a certain number of units
to seniors in need of supports.

approval. More information about
the 9(d) Waiver is available here.

PURSUE STRATEGIC PARTNERSHIPS

Two types of strategic partnerships may be considered. The first is a partnership that would allow
for revenue increases. An example may be to partner with a local job training/placement
organization to facilitate onsite training for RGI households. The goal would be to increase tenant
employment income, thereby increasing the project’s rental revenue. Another example may be to
find public or private industries to rent space within the building.

Key Considerations

» Where new commercial income is being considered, a tax expert should be consulted who
can ensure provider continues to meet Canada Revenue Agency rules and that new
revenue is not considered a “profit”.
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The second type of partnership may offer operating efficiencies through partnering with other
housing providers in the area to share legal, audit, accounting, procurement or property
management services. Considerable efficiencies could be achieved in sharing staff resources or in
bulking procured services to get a volume discount.

DIVERSIFY PORTFOLIO

Portfolio diversification can be achieved in a
variety of ways. Generally, it entails
expanding the types of services the housing
provider offers, for tenants, the community
at large, or both. It is important that a
provider considering portfolio diversification
has considered its mandate, and
administrative capacity to implement the
option successfully. Depending on the option
pursued, portfolio diversification can be
implemented pre- or post-EOA.

/Example: Diversifying Services \

A housing provider may begin offering
services for which there are other
governmental funding mechanisms, such as
alleviating homelessness or providing
employment services. These programs are
unlikely to result in significant increases in
revenue for a provider and may require

Qonsiderable administrative time. /

Key Considerations

>

Implementable pre-EOA and post-EOA.
May require capital for implementation.
Check current zoning; may require rezoning
or variance.

Engage a tax expert who can ensure
provider continues to meet CRA rules and
that new revenue is not considered a
“profit”.

If considering expanding the services
provided, or operating a commercial use, a
municipal business license, and possibly
provincial licenses, consent or certification,
may be required, for example, to operate a
day care.

\_

/ Example: Diversifying Revenue Streams

~

A housing provider may wish to establish a social enterprise; a secondary for-profit or non-profit commercial
operation with revenues feeding into the ongoing financial viability of its affordable housing. Social
enterprises can be developed within an existing building or offsite, ranging from soup kitchens to commercial
retail operations. They can also include valuable skills training opportunities for housing tenants, and provide
additional opportunities for partnership. Before pursuing this option, and depending on the scale of the social
enterprise, a provider may need to engage a consultant who is experienced in establishing a social enterprise
and knowledgeable of the potential tax consequences.

/

INTENSIFY BUILDING(S), OR LAND, OR BOTH

Some projects may have opportunities to increase the number of units on a parcel without
redeveloping the entire site, either through infill development, building modifications, or both,
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thereby increasing rental revenue. Project modifications could include converting large units into
multiple smaller units, or converting underutilized space into additional units.

Land intensification could include: adding new buildings, especially if a site is underdeveloped
relative to existing zoning; adding laneway housing if permitted under current zoning; or
subdividing a parcel and building a completely new development without affecting the existing

project.

Before pursuing this option, and depending on the scale
of what is being considered, it is advisable that the
housing provider engage a consultant experienced in
land intensification, knowledgeable about the site’s
zoning and other municipal conditions, and able to
prepare a comprehensive business plan. If the proposed
redevelopment results in tenant displacement, a tenant
relocation plan is essential.

Additionally, depending on the scale of the
intensification, a housing provider should consider hiring
a fundraising consultant to prepare a capital plan and a
specialist in change management to assist in the transition.

REDEVELOP SITE

Site redevelopment is an option that some housing
providers may wish to explore. A major consideration
is how existing tenants will be accommodated during
the redevelopment process. Planning could begin
pre-EOA and, in most cases, implementation of a
redevelopment plan would take place post-EOA.
There are two primary reasons why redevelopment
would be considered.

1. Building Condition - A project that requires
significant renovations to remain viable, such
as a complete envelope replacement, or
significant structural issues, or high vacancy due

Key Considerations

»  Will require capital for
implementation.

» May require rezoning and/or
subdivision.

» Implementation may be affected by
land tenure or covenants on title.

Key Considerations

>

Will require significant capital.
Tenant relocation plan may be
needed.

Consultants required.

May require rezoning.

May be affected by land tenure or
covenants on title.

to social or physical obsolescence, may need the same or near-same amount of capital to
renovate or retrofit the existing project as required for complete redevelopment. Building
new may prove especially advantageous if there are additional underlying issues with the
building that could be solved through redevelopment, such as unit size and project
amenities.

Underutilized Density - In many jurisdictions, especially in Greater Toronto Area,

municipalities may have increased the allowable density on a parcel since a building was
originally developed. Redevelopment could result in an increase to the overall number of
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affordable units on a site. Financing and ongoing revenue requirements may be achieved
by renting a portion of the net new units at market rates.

This option would result in major changes and would require a solid business plan, tenant
relocation plan, capital plan, and change management strategy. Potentially, the provider may also
consider partnering with a private developer. It is important for a provider to communicate with
their Service Manager to explore these options as well as to secure legal advice.

2. INCREASE CAPITAL

A federal housing provider considering leveraging their asset is encouraged to consult with their
Service Manager. The housing provider may be able to work with the Service Manager to develop
a successful business case which can be made more financially viable through municipal programs
and/or incentives.

GRANTS AND DONATIONS

There are some grants that exist for major capital
expenses particularly for federal providers housing
the homeless, including grants that are available » A current (less than three years old)
pre-EOA that are intended for projects requiring
significant repair. Completing a BCA will help create
a business case to receive grants.

Key Considerations

Building Condition Assessment must
be in place.

Post-EOA, government assistance may be available, especially as governments’ subsidy
requirements decrease. Additional funding may be generated through fundraising campaigns that
aim to raise private donations from local groups and philanthropic organizations. Funds may be
raised targeting affordable housing or a specific clientele; alternatively, organizations may be able
to provide in-kind services and assistance.

REFINANCING

Accessing new financing may be possible post-
EOA. To secure financing, lenders generally Key Considerations
require proof of equity against which borrowed
funds are leveraged. There are two primary
sources of equity that may be available:

» Whether borrowing against the
equity in the project or the land
value alone, a prospective lender will

Revenue Surplus - A provider that generates require a solid business plan.

more revenue than expenses may be able to » A current (less than three years old)

borrow against the positive cash flow to fund

major capital expenses. The SAT includes a tab
that estimates the amount that can be borrowed
against a revenue surplus. Housing providers may
wish to consult with professionals on their ability to borrow.

BCA must be in place.
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Land and Building Equity - Depending on the location and size of a project, land value alone may
offer significant equity to borrow against, helping finance repairs, infill development, or
redevelopment. In other circumstances, the equity in a project may be sufficient to borrow
against, which would be evaluated by a lender based on a BCA and the potential to sell the
building if the property went into receivership.

LAND OR ASSET SALE

Key Considerations
Land and asset sales may be considered as an option

for raising capital. Depending on the current use of the > Legal expertise required for all
land or asset under consideration, a consequence and transactions, particularly for
important consideration may be a reduction in the severing properties.

number of affordable housing units offered by the > Need to engage consultant for
provider. Housing providers may also have surplus proper valuation.

lands that could be subdivided or sold, which would > May require rezoning and/or

have no impact on tenants. A sale may provide
strategic opportunities for a provider to retain part of
its portfolio by raising funds from either another
housing provider or to low-income households.

subdivision.
» Implementation may be affected by
land tenure or covenants on title

/Example: Sale to Finance Capital Repair, Maintain Viability \

A provider operates a single project that includes multiple detached homes and townhomes. To replace the
roofs of the townhomes, significant capital is required; however, there are insufficient capital reserves to cover
the cost, and grants or refinancing are not options. To raise the capital, three of the detached homes are
subdivided from the project and sold to low- and moderate- income households, with the capital from the sale
used to finance the roof repair. The result is a decrease in the total number of affordable units operated by the
provider, while allowing for the rest of the project to maintain financial viability. It also allows three low-income
families the opportunity for home ownership, which would not be possible in the private market.

- /
s R

Example: Sale to Optimize Portfolio

A provider with a medium- sized portfolio operates a single-building project that requires extraordinary capital
to retrofit its building envelope. Portfolio-wide, there are several other buildings requiring repairs, and capital
reserves are insufficient to cover all costs. Refinancing is not an option and grants are insufficient. The provider
sells the building and injects the capital into the maintenance of other buildings in its portfolio.

\ /
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SHARED SERVICES, SPACE, OR BOTH

To build capacity and reduce overhead, housing providers may share services or space with other
organization(s). In so doing, this allows housing providers a way to ‘scale-up’ their operations and
build a more sustainable business model. Sharing with organizations that have pre-existing
relationships is a good starting point for ongoing, long-term collaboration.

Shared services may include portfolio management, IT services, human resources, food services,
administration, accounting, staff, equipment, tools, and joint purchasing of professional services.
Shared space typically involves administrative staff from two or more organizations sharing office
space.

There are several service and space sharing models.

Shared Management Organization (SMO) -
establishing a new, separate entity to operate
specific services for all organizations involved in the
shared agreement.

Key Considerations

» Align with compatible
organizations.

Management Contract Model - one organization > Prepare a process agreement or
contracts their in-house services to another Memorandum of Understanding.
organization. » Seek legal counsel to prepare a

Shared Services Agreement.

Service Exchange Model - two or more organizations .
9 9 » Calculate ‘fair share’ of cost.

each contribute a service that the other
organization(s) need (i.e. exchange IT services in
exchange for human resource expertise).

Ensure private information is
protected per the Personal
Information Protection Act.

Sharing Space - co-tenant or co-location, whereby » Refer to the Employment
staff share office space to reduce operational Standards Act if considering
expenses.

changes in staffing levels, roles and

Federal housing providers would need to assess responsibilities.

advantages and disadvantages that these models
would have on their specific operation.

3.FIND OPERATIONAL EFFICIENCIES
ENERGY EFFICIENCY AND CONSERVATION

Utility expenses comprise a large portion of a building’s operating costs. Completing energy
efficiency upgrades and implementing conservation strategies can significantly reduce energy and
water consumption, thereby lowering operating expenses. Housing providers can achieve cost-
effective and long-term results by strategically implementing both conservation and efficiency
actions and developing a long-term Energy Management Plan (EMP) to follow. HSC has a range of
energy efficiency tools, resources and best practices for housing providers, staff and residents
that are geared for utility management and energy conservation. You can find out more here.
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An EMP is a living document that describes the steps and approaches to be taken to maximize
efficiencies and conserve energy in all areas of a building. When creating or implementing an
Energy Management Plan, providers should be looking at their EOA date(s), as well as capital plans
to see where energy savings opportunities can be realized. The goal should be to maximize
savings by the EOA date(s) where possible.

The EMP includes a building profile, short- and long-term energy reduction strategies, reduction
targets, staff responsibilities, financial considerations, and evaluation methods. A Building
Condition Assessment and Energy Audit are necessary documents that inform the development of
the EMP. Ongoing energy consumption monitoring, such as HSC's Utility Management Program, is
also essential to energy management since it helps track progress and identify issues.

A Building Condition Assessment describes the physical condition of all areas of the building and
should include a focus on energy-related upgrades. An Energy Audit provides more detailed
energy efficiency recommendations than a BCA and should also be completed at least once every
five years. An Energy Audit identifies how a building’s systems and equipment use energy, and it
recommends low, medium, and high cost energy saving measures. These measures may be:

» Easy, low or no-cost projects that can be completed quickly, such as:
o Ongoing tenant and staff engagement, like HSC's Community Champions, can
encourage energy-conserving behaviours.
Improved operations and maintenance procedures.
Regularly cleaning fans and filters.
Lowering the temperature on hot water heaters.
Changing to compact fluorescent light bulbs and LEDs.
Changing exterior lighting to more efficient technology.

O O O O O O

Installing water saving products such as low-flow showerheads and aerators,
which local utility companies may offer for free, including free installation.

» Moderately complex with a mid-range cost but relatively short payback period, such as:
Installing low-flow toilets.

Replacing refrigerators that are more than 15 years old.

Replacing caulking on low-rise buildings and townhouses.

O O O O

Installing motion sensors with lighting, which is especially effective in common

rooms.

» Higher cost, complex upgrades that typically require advance planning and usually involve
contractors and engineers working together on a project's design and implementation.

Financial incentives may be available from utility companies for energy audits, simple equipment
improvements, and major equipment replacement.

4. TRANSFER ASSETS

BEING ACQUIRED

Federal housing providers experiencing financial hardship and organizational challenges, such as
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recruiting and retraining board members, may wish to consider a transfer of their assets to
another social housing provider or larger charity that has greater capacity to ensure long-term
viability. The transfer, including property assets (land and buildings), debts, and contracts, offers
an opportunity to providers that are open to restructuring, for both the corporation acquiring the
assets as well as the social housing provider ‘letting go’. Advantages of an asset transfer include
offering enhanced services to clients, retaining the affordable units, and ensuring the long-term
sustainability of the affordable units

Transfer of assets is a resource intensive process. Often, the corporation acquiring the assets
takes on the responsibility of managing the larger tasks such as community consultation,
conducting BCAs, and jobs planning; however, the provider ‘letting go’ also has a role to play,
ensuring due diligence and cooperation to successfully implement the transfer. If considering an
asset transfer, it is important to align with a compatible organization, obtain endorsement from
both boards, and seek legal counsel throughout the process.

Key Considerations

Seek legal counsel.

Align with compatible organizations.

Work jointly on an Asset Transfer Agreement.

Organize records, tenant agreements and data for inheriting organization.
Resolve outstanding organizational issues.

vV vYVvyyvyy

ACQUIRING ASSETS

Financially stable providers are able to consider acquiring other Key Considerations
social housing portfolios, including assets, debts, contractual

obligations and operating agreements. There are several » Seek legal counsel.

advantages to acquiring assets, including improving operational » Align with compatible

efficiencies, and building organizational capacity that can allow a organizations.

provider to be increasingly strategic and innovative, and can also > Prepare a business case

make a provider more attractive to funders and other partners. In Establish a transition team

addition, the sector as a whole benefits when assets are acquired, '
. . . . . . Prepare a Process

ensuring affordable housing is maintained that otherwise could

have been lost. Agreement or Memorandum

of Understanding.
The majority of asset transfers can be completed within a year, > Prepare an Asset Transfer
typically over an intense and extensive process. First steps Agreement.

include aligning with a compatible organization, and determining

if the asset transfer is a good fit. Establishing a transition team,

who will lead the process is essential to the viability of the transition, which involves: strategic
planning; consultation with the board, tenants, and community; assessing building conditions (and
inheriting deferred maintenance); and managing staffing changes, from defining roles and
responsibilities to harmonizing salaries. While the technical aspects of the transfer occur over the
course of a year, the transition of organizational culture is much more complicated and takes a
considerable amount of time to complete, requiring ongoing care and consideration.

Consulting advice is likely to be needed at several stages of this process.
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LEVEL OF DIFFICULTY OF IMPLEMENTING OPTIONS

There are varying degrees of difficulty and complexity with the option(s) presented in this Guide.

While no option is without its challenges, the following figure shows the options on a 5-point scale,

with 1 being the least difficult and 5 being the most difficult.

1.

Adjust Rents or
Rental Mix

Diversify Portfolio

2.

Apply for Grants

New or Extended
Operating
Agreement

— 5.
Intensify the
4. Building, Site, or
Both
Share Services/
3. Space Redevelop Site
Pursue Strategic "~ Transfer Assets

Partnerships

Sell Land or Assets

Refinance

Energy Efficient

Upgrades

Least difficult
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STEP 4 — CONSULT AND FINALIZE THE PREFERRED
OPTION(S)

Ultimately, the decision on which option(s) will be implemented in a post-EOA environment rests
with the Board of Directors. Before making this decision, the Board will benefit from
communicating and consulting tenants and staff. If those most affected are not communicated
with regularly, and consulted at key milestones, there is a likelihood that misinformation will
circulate, potentially leading to additional unit vacancies, staff turnover, or both.

COMMUNICATIONS

Leading up to an EOA, it is advisable to communicate in writing about the steps and timing of the
process the Board is taking to determine a project’s viability and identify a preferred option(s) in a
post-EOA environment. ldeally, any communications will come directly from the Board and
provide contact information as the process is being carried out.

Communication with the tenants is a key component leading to the successful implementation of
any of the suggestions outlined in this Guide. Your residents can be the champions of your vision
if they are included in the process through early engagement and ongoing communication.

CONSULTATION

Beyond communicating regularly about what is taking place, and to ensure transparency of
decision-making, a provider may find it valuable to meet and consult with tenants and staff at key
milestones - at determination of project viability, when the short-listed option(s) have been
identified, and following the final decision on the preferred option(s). This latter consultation
would also provide clarity regarding what changes will occur, and when, during the
implementation of the preferred option(s).

Depending on the option(s) that are being considered, it is advisable to include neighbours and
community stakeholders to ensure they are informed and have an opportunity to provide
comments before the Board makes a final decision. This is particularly important where options
are being considered that involve exterior retrofitting, site infill, site redevelopment, and changing
the services offered.

Finally, in order to ensure that you have addressed all of your obligations and have taken
advantage of every opportunity available to you, it is important that you consult with your Service
Manager early in your planning process.
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STEP 5 - IMPLEMENT THE PREFERRED OPTION((S)

IMPLEMENTATION PLAN

The planned implementation of the preferred option(s) will be important for a number of parties,
especially if a partial or complete redevelopment of the site is contemplated. These parties
include tenants, staff, municipalities, potential lenders, potential donors, and neighbours of the
project.

If the social housing provider has sufficient in-house resources, it may choose to develop an
implementation plan and carry out the preferred option(s). However, if the option(s) are complex
and likely to take months or years to complete, a social housing provider will usually need outside
resources to assist in carrying out the plan. Consulting resources may be required for:

» Securing financing;

» Legal advice; and

» Coordinating municipal approvals, design, tendering, and construction on behalf of the
provider.

KEY PERFORMANCE INDICATORS

Developing and regularly using Key Performance Indicators (KPIs) will help the social housing
provider’'s Board and administration monitor changes in financial viability and social sustainability
once the preferred option(s) is completed. Some of these KPIs are:

Change in Net Operating Income - dollars;

Change in Capital Reserves - dollars;

Change in tenant mix - RGI, near-market and market units;
Number of turnovers monthly; and

Number of vacant units beyond two months.

vV VvVvyyvVvyy

OTHER RESOURCES

There are a number of resources available that provide additional information about the expiring
of operating agreements.

» EOA Resource Centre on the SHARE website provides a wide selection of tools, resources
and best practices to plan and prepare for EOA.

Planning Guides

» Expiry of Operating Agreements: A Planning Guide for BC’s Non-Profit Housing Societies
» EOA Discussion Guide for Section 95 Non-Profit Providers, City of Toronto
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http://share.hscorp.ca/?page_id=3226
http://www.bchousing.org/Partners/EOA
http://share.hscorp.ca/wp-content/uploads/2015/06/City-of-Toronto-S95-EOA-Discussion-Guide_2nd-Ed.pdf

Legal Issues

» EOA Legal Issues, Ontario

Program Considerations

» Issues and Approaches in Dealing with EOA-Program Considerations
» Dealing with EOA- Policy and Program Considerations from a Service Manager and
Housing Provider Perspective

Planning for Good Practice
» Planning for EOA

Case Studies

» Social Housing End Dates in Ontario: Assessing Impacts and Promoting Good Practices
» Tackling the EOA Monster- Who is doing what and how?

Additional case studies are available here.
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http://share.hscorp.ca/?multiverso=end-of-operating-agreements-legal-issues-ontario
http://share.hscorp.ca/?multiverso=issues-and-approaches-in-dealing-with-eoa-program-considerations
http://share.hscorp.ca/?p=3951
http://share.hscorp.ca/?p=3951
http://share.hscorp.ca/?page_id=3322
http://share.hscorp.ca/?multiverso=208-social-housing-end-dates-in-ontario_2012
http://share.hscorp.ca/?p=4835
http://share.hscorp.ca/?page_id=3312

IN CLOSING

This Guide is intended to provide readers with general information only. Issues and opportunities
related to Expiry of Operating Agreements are complex and can have a variety of causes and
solutions. Readers are urged not to rely simply on this guide and to consult with CMHC and/or
service managers and with appropriate reputable professionals and specialists where appropriate
before taking any specific action.

The authors, contributors, funders, and publishers assume no liability for the accuracy of the
statements made or for any damage, loss, injury or expense that may be incurred or suffered as a
result of the use of or reliance on the contents of this guide. The views expressed do not
necessarily represent those of individual contributors.

This report is based on “Expiring Operating Agreements: A Planning Guide for BC’'s Non-Profit
Housing Societies” as prepared by BC Housing, BC Non-Profit Housing Association and CitySpaces
Consulting Ltd. The report has been modified for former federal housing providers in Ontario by
Housing Services Corporation.

HSC would like to thank the following individuals from BC Housing and BC Non-Profit Housing
Association for their contributions and support in enabling the development of this Guide:

BC Housing
» Karen Hemmingson, Chief Research Officer
» John Bell, Director, Strategic Planning
» Rebecca Singer, Manager Research
» Tammy Bennett, Senior Manager, Corporate Planning

BC Non-Profit Housing Association

»  Jill Atkey, Director, Research and Education

Additional research undertaken for the “Expiring Operating Agreements: A Planning Guide for
Ontario’s Federal Housing Providers” was prepared by:

» Lisa Oliveira, Housing Services Corporation
» John Fox, Robins Appleby LLP
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BHSC

f$sSHARE

Housing Services Corporation
30 Duncan Street, Suite 500
Toronto, Ontario

M5V 2C3

1.866.268.4451

http://www.hscorp.ca

Sustainable Housing Asset Resource Exchange
http://share.hscorp.ca
share@hscorp.ca
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