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MANAGEMENT'S DISCUSSION AND ANALYSIS

INTRODUCTION

For over 65 years, Canada Mortgage and Housing
housing agency. Established as a federal CiGanmporation in 1946 to help address pasir

housing shortages, our role has evolved as Canac

Today, wework closely with provinces, territories and the private andomeprofit sectors to help
lower-income Canadians access affordable, better quality housing. We also support Aboriginal
Canadians omeserve tdelpimprove their living conditins.

Through our housing research, information transfer and market analysis activities, CMHC promotes
sound decision making by consumers and the housing industry.

Our role in housing finano@ providing mortgage loan insurancerovidingsecuritization

guarantee productnd administering the covered bond legal framewor&ontributes to the health

and stability of Canadadés housing finance syster
financingfor housing across the country. This includes housirggnall and rural communities,

rental housing and nursing and retirement homes.

CMHCO6s prudent underwriting standards and mar ket
taxpayers The quality of CMHGs insured mortgage portfolio remains strong #melrate of arrears
of insured loans remains historically low and in line with the industry trend.

CMHC is governed by a Board of Directors and is accountable to Parliament through the Minister of
Human Resources and Skills Development. As a Cioarporaion, CMHC is also required to

meet a number of governance and accountability requirements un@émaheial Administration

Actand theCMHC Act

Management is responsible for ensuring that all information in the quarterly financial report is

consistent with thenaudited @QarterlyConsoldatedFinancialStatements. The information is

intended to provide readers with amontbsvaedmine ew of
months ended@Septembe?012 including comparatives against the same period in 2011. The

Ma n a g e me n tiod and Analysis (MBD&A) includes explanations of significant deviations in

actual financial results from the targets outlined in the Corporate Plan Summary that may impact the
current and future quarters of CMHCG6s fiscal yee

The 2012 and 2011 financigformation contained herein, as well as the unaudited Quarterly

Consolidated Financial Statements and related Notes have been prepared in accordance with

International Financial Reporting Standards (IFRS) with the exception of the adoption of new or

changed accounting policies within the quarter (see Note 2 of the unaudited Quarterly Consolidated
Financi al Statements). CMHC6s unaudited Quarter.|
period ended 30 September 2012 have not been reviewed or auditedbg GM e xt er nal aud,.i

The MD&A should be read in conjunction with CMHC(
Financial Statements and related Notes included in this report as well as with the CMHC 2011
Annual Report.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Forward-looking Statements

C MH C 6 s teny &ilmancial Report contains forwartboking statements regarding objectives,
strategies and expected financial results. There are risks and uncertainties beyond the control of
CMHC that include, but are not limited to, economic, financial and regulatory conditioiusaky

and internationally. These factors, among others, may cause actual results to differ substantially
from the expectations stated or implied in forwdodking statements.

CANADA MORTGAGE AND HOUSING CORPORATION



MANAGEMENT'S DISCUSSION AND ANALYSIS

THE OPERATING ENVIRONMENT AND OUTLOOK FOR
2012

Ongoing Investments in Housing

The Government of Canada, through CMHC, provides approximately $2 billion in federal funding
each yeato help reducéghe number of Canadians in housing ne@tiese investments are provided
under various housing programs and initiatives on and affves

Of the $2 billion, approximately $1.7 billion is provided annually in the form of ongoing subsidies in
support of almost 605,000 households living in existing social housing, including some 29,600
households oreserve. These subsidies help ensoaélbwerincome families and individuals

living in these units do not pay a disproportionate amount of their income on housing.

In addition to the ongoing subsidies provided for the 29,600 househotdseme mentioned above,
CMHC continues to make nesommitments omeserve in support of First Nations housing needs.

In 2011, these commitments included the construction of new social housing units, the renovation of
existing homes and an investment in capacity building for First Nations people liviegare.

Moreover, the Government of Canada, through CMHC, continues to provide annual funding under
the Investment in Affordable HousirfbAH) 2011-2014 Framework Agreement announced on 4

July 2011, which also forms part of the overall $2 billion anfederal investment. Nationally, the
federal contribution is more than $716 million for thgear period. Funding for the Framework
Agreement relates to the final three yea+s of
year investment of mortaan $1.9 billion in housing and homelessness to address the needs of low
income Canadians, those at risk of homelessness and the homeless.

Under the nevwirramework, provinces and territories have the flexibility to invest in a range of
programs and inistives designed to achieve the overall intended outadmeriuding the number of
Canadians in housing need by improving access to affordable housing that is sound, suitable and
sustainable. Initiatives under the Framework can include new construetionation,

homeownership assistance, rent supplements, shelter allowances and accommodations for victims of
family violence.

The new Framework received unanimous support from all jurisdictions. As of 31 March 2012, all
provinces and territories (P/Ts) hsigned bilateral agreements related to the Investment in
Affordable Housing 201:2014. Eleven of the jurisdictions entered into new agreements for the
combined affordable and revation housing funding envelopad Yukon and Prince Edward Island
chose teextend their existing arrangements for the Affordable Housing Initiative and GMHC
delivered renovation programs.

Mortgage Loan Insurance

On 21 Jun012 as part of continuous efforts to strengtliea n a doasingfinance system, the
Government of Canadmnounced further adjustments to the rules for governbamied insured
mortgages.

The four measures for new governmbatkedigh-ratio insured mortgagegnortgagesith loan
to-value ratios of more than 80 per genere

A The maximum amortizatioperiodwas reducetb 25 years from 30 years. The maximum
amortization period was set at 35 years in 2008 and further reduced to 30 years in 2011.

A Loweredthe maximum amount Canadians can borrow when refinancing to 80 per cent from
85 per cent of the vatuof their homes.

CANADA MORTGAGE AND HOUSING CORPORATION n
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MANAGEMENT'S DISCUSSION AND ANALYSIS

A Fixedthe maximum gross debt service ratio at 39 per cent and the maximum total debt
service ratio at 44 per cent.

A Eliminatethe availability of governmertacked insured mortgages to homes with a purchase
price of $1 millionand above

The new rules took effect on 9 July 20d4rd reduce the size of the high ratio homeowner purchase
marketin Q3. The changes also effectively elimirditee high ratio refinance market.

In April 2012, the Financial Stability Boa(@SB)of the G20 natims finalized its Principles for
Sound Residential Mortgage Underwriting Practices in the interest ofatiteral financial stability.
In Canadathe Office of the Superintendant of Financial InstituticddSFEl) has implemented the
FSBO6s pr i suingitpdweGsidebng forMartgage Uhderwriting in Canada (R0).

The finalized Guideline was published #bJune 2012 andppliesto all federallyregulated
financial institutions (FRFIs) that are engaged in residential mortgage lending and/ayuiséian

of residential mortgage loan assets in CanadbFRFIsare expected to have implemented th2(B
Guideline by the end of their 2012 fiscal yearseparate Guideline will be published for mortgage
loan insurers at a later date.

As part of thamplementation of the June 2011 federal budget, legislation was pgassttducea

legislative frameworko formalize existing mortgage insurance arrangements with private mortgage
insurers and CMHCThe new legislative framework for mortgage insuramoeived Royal Assent

inJune 2011 asPart7oftSeu ppor ti ng Vulnerable Seniors and St
Act, and comprisethe Protection of Residential Mortgage or Hypothecary Insurancewaich

will come into force on a day to be fixed bgder of the Governor in Councils well as

consequential amendmentsie National Housing Acfwhich are now in force). Drafeguations,

necessary to fully implement this legislative framework, werepptdished in the Canada Gazette

on 23 June @12 and have not yet come into force.

The Jobs, Growth and Long-term Prosperity Act (Bill C-38)
TheJobs, Growth and Lonterm ProsperityAct( t h e rBcAivet Royal Assent @& June 2012
Enhancements tothe Governance and Oversight Framework for GAHC

In the Act the Governmerintroduced legislative amendmemésenhance the governance and
oversight framework for CMHC, as part of continuous efforts to strengthen the housing finance
system. Specifically, the followingrovisionshave implicationsdr CMHC:

A CMHC6s mandat e indadsf iemahnacnicaeld sttoabi | ity as an o
commercial activities;
A The Minister of Finance has been provided with legislaiivé regulatory authorities in
respect of CMHCOs s ec wonmerciad@dgranassn pr ogr ams an(
A OSFI has been mandated to conduct examinati ol
insurance and securitization businesses are conducted in a safe and sound manner with due
regard to potential losses;
A CMHC6s Bo ar dwasirfcreaddd tod Zvoting meembers from 10, by adding the
Deputy Minister of Human Resources and Skills Developr@amadaand the Deputy
Minister of Finance as eafficio membersand,
A Amendmentsvere madeo theNational Housing Acto establish a legal framework for
covered bonds. CMHC will administer the legal framework for covered bonds.

CANADA MORTGAGE AND HOUSING CORPORATION



MANAGEMENT'S DISCUSSION AND ANALYSIS

Legal Framework for Covered Bonds

Thelegalframeworkfor covered bonds wikupport financial stabilitpyy making the market for
covered bods more robusCMHC will administer the Canadiacpbvered bondegal framework
whichwill be available to regulatdohancial institutiondn Canadaln this context, the Act provides
for:

A The requirement for CMHC to establish and maintain a registrygigtered issuers,
registered programs and registered issuers whose right to issue covered bonds has been
suspended artd makesucharegistry accessible to the public;

A Authorities for CMHC to establish conditions or restrictions applicable to regisssuers
and the registered programs for covered boang;

A The making of regulations relating to covered bonds.

In addition, under the legal framework, insured mortgages will no longer be permitted to be held as
covered bond collateral.

Results of Deficit Reduction in Budget 2012

Efforts to reduce th&ederaldeficit were undertaken by all federal departments and agencies,
including CMHC. The focus was on decreased spenc
and government appropriatidrased progmas.

The global results of the spending review exercise were announced in Budget 2012. As noted in the
Budget, CMHC will contribute $102.4 million in ongoing annual savings by -201%. These

savings will have no impact on leisvcome Canadians receivingderal housing assistance delivered

through federal or provincial/territorial agreements. They will be achieved throughpovggam

administration cost@perating efficiencies, rationalizing research and information dissemination
priorities, and di scont i n uAddiignal Gdtbifs@@ availabbewrsdern g e X |
the Budget 2012 Implementation heading later in this Report.

Economic Outlook (as at 22 October 2012)

The consensus among economic forecasters is that
Domestic Product (GDP), will grow in the low 2 per cent range over 2012 and 2013nddesate

growthis expected thelp drive moderate employmentgainstedpCanadadés unempl oy me
relatively stable at its current level

Housing Starts

Consensus viewamong economic forecasteegarding future economic growth and interest rate
trends hel p g uregdrding 8dddihG marketadtidi@werall, Canadian housing

markets are supported by economic and demographic fundamentals; however CMHC continues to
closely monitor activity.

Although there have be@onsiderable swings in monthly estimates of housing starts, tmeosith
moving average has trended upwards, rising to 224,419 units as of Septembepg@t2dgction
in the current robust pacd housing startis expectedor the remainder of thisearand next.

CANADA MORTGAGE AND HOUSING CORPORATION n



MANAGEMENT'S DISCUSSION AND ANALYSIS

Resale Market

Total residential sales through the Multiple Listings Sef/{84LS®) have tapered off in recent
months buare expected to remain relatively stafgiethe remainder atis year and next. This
stability will help maintain balanced market conditions in nhosal housing marketsf Canada.
The average MLSpricewasup by 1.1 per cent in Septemi®&12compared to last year afitture

growth is expected to be somewhabdued.

CANADA MORTGAGE AND HOUSING CORPORATION n



MANAGEMENT'S DISCUSSION AND ANALYSIS

SUMMARY OF UNAUDITED QUARTERLY
CONSOLIDATED FINANCIAL RESULTS

CMHC reports on the following principal business activities and consolidates the accounts of
Canada Housing Trust,separatspecial purpose entity:

A Housing Programs:Expenditures and operating expenses are funded by Parliamentary
appropriations.

A Lending: Revenues are earned from interest income on the loan portfolio which is funded
through borrowings.

Housing Programs and the Lending Activity provide support for @iama in need and are
operated on glannedbreakeven basis.

A Mortgage Loan Insurance: Revenues arearned fronpremiums, fees and investment
income. Expenses consist of operating expenses and net claim expeimses. Cor por at i on
NetIncome is primarily déved from this activity.

A Securitization: Securitization revenues agarned fronguarantee fees andiémestincome.
Expenses consist primarily of interest expenses.

MortgageLoanlInsurance and Securitization Activities facilitate access to more afiteda
and better quality housing and ensure an adequate supply of mortgage funds to the housing
market. These activities are operated on a commercial basis.

Canada Housing Trust (CHT): CHT revenue is earned primarily from investment income.
Revenue deriveffom investment income is used to cover operating expenditures and Canada
Mortgage Bonds (CMB) interest expease

CANADA MORTGAGE AND HOUSING CORPORATION m



MANAGEMENT'S DISCUSSION AND ANALYSIS

BALANCE SHEET HIGHLIGHTS

As at .

(in millions) 30 September 2012 31 December 201 | Variance
Total Assets 302,232 291,890 10,342
Total Liabilities 288,884 279,799 9,085
Contributed Capital 25 25

Accumulated Other Comprehensive Income (AOCI) 1,125 902 223
Retained Earnings Set Aside for Capitalization 10,733 9,727 1,006
Retained Earnings (other)' 1,465 1,437 28
Total Equity of Canada 13,348 12,091 1,257

"Includes Unappropriated Retained Earnings, Reserve Fund and inter-segment and inter-entity eliminations.

Total Assets and Total Liabilities

Total Assets were $302 billion and Total Liabilities were $289 billion 8)&eptember 2012, both
increasing by approximately 3% from 31 December 2011. Total growth was mainly the result of the
yearto-date net issuance of $11 billion in Canada Mortgage Bonds and the investment of
approximately $1 billion of yeaio-date cash iitow from net operations. These increases were
slightly offset by $2 billion in IMPP maturities

Equity of Canada
The Equity of Canada is made up of three components:

A Contributed Capital
Thecontributedcapital of CMHC isdetermined by the Governor in Council. It is currently
set at$25 million.

A Accumulated Other Comprehensive Income (AOCI)
AOCI is the accumulated unrealized gains or losses caused by the change in fair valuation of
Available for Sale (AFS) investmentstime Mortgage Loan Insurance and Securitization
Activities. As at 30 September 2012, total AOCI was $1,125 million, a $223 million increase
from 31 December 2011, $173 million of which occurred in Q3 alone. This incsease
mainly caused by a significaimicrease in equity prices in the third quarter of 2012 that
generated unrealized gains on Available for Sale financial instruments and the
reclassification of impairment losses on investment in equities fron{/AQCI) to Net
Income(Retained Earnings)

A Retained Earnings
Total Retained Earnings we$&2,198 millionof which $.0,733 millionwasset aside for the
capitalization oboththe Mortgage.oanInsurance and Securitization Activitias
accordance with CMHCO6s CaThe resdubl $1\ME5naligreiime n t
Retained Earnings (other) is comprised of Unappropriated Retained Earnings from the
Mortgage Loan Insurance and Securitization Activities as well as the Reserve Fund in the
Lending Activity.

Total Appropriated Retained Earnings ieased by $1,006 million since 31 December 2011,
mainly as a result of thecrease intteamount requigd to be set aside for capitalization

from the Mortgage Loan Insurance Activityl his increase was mainly driven by the
introduction of the margin fonterest rate risk effective 1 Janu@g12, which had the

CANADA MORTGAGE AND HOUSING CORPORATION m



MANAGEMENT'S DISCUSSION AND ANALYSIS

impact of increasing the amount required to be capitalized for interest rate sensitive assets
and liabilities.

Total Retained Earnings (other) increased by $28 million from 31 Decembem2éihly
as a result of the ye#n-date Net Income, which was partially offset by the amount set aside
for capitalization. Further explanation is provided in the segmented financial results section.

Wi thin the Public Account didated NetQhaoma ceducestlteMHCO6 s anr
Go v e r n ampualdlefics, and the consolidated Retained Earnings and Accumulated Other
Comprehensive | ncome acenllatedieficit. OVveethe@Gst deeadey me nt 6
CMHC has contributed over $17 biliontoredu ng t he Governmentds acc
both its Net Income and Income Taxes.

TheCMHC ActandNational Housing AcfNHA) govent he use of the Corporati
Earnings.

S
umul

Retainedearnings related tthe Mortgagel. oanlnsurancéActivity are appropriated in accordance
with the Capital Management Framewonlich is based on gdélines developed B®SFI.For its
Mortgage Loan Insurance Activity, CMHC has Appropriated Retained Earnings as well as AOCI
representing its capital holding target280% Minimum Capital Test (MCT). Mortgage Loan
Insurance Capital Available resulteada 2226 MCT as at Q3 2012.

Retained Earnings related to the Securitization Activity are also appropriated based on regulatory
and economic capital principle&or its Seuritization Activity, CMHC has Appropriated Retained
Earnings as well as AOCI representing 100% of its target capital. Securitization Capital Available
represented 144% of its target capital.

Earnings in relation to CMBAdd@ssinteresnratd riskgexpdsaresi vi ty
on prepayable loans as well as credit risk exposure on the Municipal Infrastructure Lending

Program loans. These Retained Earnings, referred to as the Reserve Fund, also include amounts
representing unrealized fairamket valuation changes of the Lending Activity as well as its portion

of actwuari al gai ns and -émpleymensberfeftsom CMHCGO6s def i ne

The Reserve Fund for Lending is subject to a statutory limit of $240 million. Should the limit be
exceededCMHC would be required to pay any excess to the Government of Canada. Further
information can be found under Objectiv®f theLending Activity section.

As of 30 September 2012 otal Equity of Canada wa4.$,348million, an increase of 257
million compared to 3December 201 This increasevasprimarily the result of the yedn-date
Net Income of $1,163 milliomAdditional details can be found undbe Statement of Income and
Comprehensive Income Highlights section.

Total Equity of Canada (in millions)

$14,000

$12,000
$10,000 -
$8,000 -
$6,000 -
$4,000 -
$2,000 -
$' L T T T T T T T

Q42010 Q12011 Q22011 Q32011 Q42011 Q12012 Q22012 Q32012
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MANAGEMENT'S DISCUSSION AND ANALYSIS

STATEMENT OF INCOME AND COMPREHENSIVE
INCOME HIGHLIGHTS

Three months ended Nine months ended
30 September Variance 30 September Variance

(in millions) 2012 2011 2012 2011
Revenues 3,243 3,501 (258) 10,049 10,584 (535)
Expenses 2,725 2,930 (205) 8,496 8,978 (482)
Income Taxes 137 151 (14) 390 424 (34)
Net Income 381 420 (39) 1,163 1,182 (19)
Other Comprehensive Income (Loss) 105 (163) 268 924 (199) 293
Comprehensive Income 486 257 229 1,257 983 274

RESOURCE MANAGEMENT

Total Operating Expenses (included in Total
Expenses above)

Staff-Years (Full Time Equivalent) 472 492 (20) 1,412 1,484 72)

97 102 (5) 323 313 10

Revenues

Revenues for the three and nine months ended 30 September 2012 were $3,243 million and $10,049
million respectively, a decrease of 7% ($258 million) and 5% ($535 million) when compared to the
same prior year periods. These decreases were mainly a fésuleninterest incomé&om NHA

MBS resulting fromower interest rates and lower net realized gains on sales of bonds in the
Mortgage Loan Insurance Activity due to lower bond yields. The decrease in the realized gains from
investment securities was ntumore prominent in the nine month period ended 30 September 2012

as the decrease in bond yields were further supplemented by impairment losses on some Mortgage
Loan Insurance investments which were mainly recognized in Q2 2012.

These decreas@srevenuesvere partially offset by higher net unrealized gains for the three and

nine months ended 30 September 2012 stemming from the consolidation of a foreign equity mutual
fund in late 2011 The fair value fluctuation on this fund resulted in unrealized gasraf 30

September 2012 due to favourable price movements on investments in 2012.

Expenses

Expenses for the three and nine months ended 30 September 2012 were $2,725 million and $8,496
respectively, which is 7% ($205 million) and 5% ($482 million) loviramtthe expenses recognized
during the same prior year periods. This decrease was primarily due to lower Interest Expenses
resulting from lower interest rates in the CMB program.

The variances imterestincome from NHA MBSliscussedboveled to corrsponding variances in
InterestExpenss and therefor¢hese item&ad no impact on Net Income

Net Income

For the three months ended 30 September 2012, reported Net Income (after taxes) decreased by $39
million (9%) compared to the same period in 2011. As explained above, this decasasanly

due to lower realized gains on sales of bonds in the Mortgage Insurance Activity as a result of

more stable bond yields in this quarter compared to Q3 2011when a large drop in bond yields resulted
in higher gains on saleg his decrease was partially offset by an increase in unrealized gains

CANADA MORTGAGE AND HOUSING CORPORATION
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generated by the cealidation of a foreign equity mutual fund in Q4 2011. Prior to the
consolidation, the unrealized gains or losses relating to this investment were presented in OCI rather
than Net Income.

For theninemonths ended 38eptembeR012, reported Net Inconveas #,163million, which is
relatively consistent with the reported Net Income recognized during the same prior year period.

Other Comprehensive Income (Loss)

CMHCb6s Ot her Comprehensive Income (OCI) consi st s
charges in the fair valuationgf Av ai | abl e fineestmesta ilthe Mortgagelto&)

Insurance and Securitizatiérctivities. As these investments are classifiedA&sS, their unrealized

gains/losses on fair valuation are recorded in @G includedin OCI are net actuarial

gains/ |l osses +fmpohymerthéhes s post

For the three and nine months ended 30 September 28dI20ther Comprehensive Incomeas

$268 and $293 million higher, respectively, when compardoktsame prioyearperiod. This OCI
improvementwasmainly attributableo higher unrealizegains from Available for Sale financial
instruments due to a significant increase in equity prices in Q3 2012 and lower net actuarial losses
from postemployment benefitsiainly caised by a significant increase in the actual rate of return

Resource Management

Operating Expnses for the three months ended 30 September 2012 of $97 million were relatively
consistent when compared to Q3 2011. For the nine month period, Operatingdsxwenre $323
million, $10 million higher when compared to the same prior year period. This increase was mainly
attributable to higher pension expenses resulting from a decline in the assumption for the discount
rate and the return on assets which watigigroffset by cost savings measures as further explained
in the Budget 2012 Implementation section below as well as lowetyst@ffconsumption.

For the three months amihe months ended 38eptembeR012, saff-years consumed decreased by
20 staffyears (40) and 72 stafiyears (5%), respectivejompared to theameprior yearperiods

The decreaswasprimarily a result of lowemortgagel oaninsurancexctivities and the termination
offundingforCanada6s Ec on oCGRAR)onAcMaicto2011.P1 an (

Budget 2012 Implementation

This section provides an overview of the savings measures andonriRedget 2012 that will be
implemented in order to refocus government and programs; make it easier for Canadians and
business to deal with¢ir government; and modernize and reduce the back office.

Efforts to reduce the federal deficit were undertaken by all federal departments and agencies,
including CMHC. The focus was on decreased spenc
and government appropriatidrased programs.

The global results dhe spending review exercise were announced in Budget 2012. As noted in the

Budget, CMHC will contribute $102.4 million in ongoing annual savings by -2014%. These

savings will have no impact on leivcome Canadians receiving federal housing assistariveickd

through federal or provincial/territorial agreements. They will be achieved through lower program
administration costs, operating efficiencies, rationalizing research and information dissemination
priorities, and di s c o hprogranuCMHG is GMrEcKtd snpldmeniand n g e X [
realize all of its savings measures for 204 3.
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Lower program administration costs:

CMHC administers and funds social housing projects in P.E.l., Quebec and Adibedaerve
housing across Canada as well as other social housing projects funded by previous programs, mostly
co-operativehousing projects in Ontario and British Columbia.

Lower than anticipatedrogram administration costsi | | result in savings 1in
social housing portfolio. These savings will have no impact oArcame Canadians receiving
housing asstance through the federal or provincial/territorial government.

Program administration efficiencies:

CMHC is responsible for the existisgcialhousing portfolicoff reservewhere this portfolio has not
been transferred to provinces and territodeder Social Housing Agreemeraisd for theexisting
CMHC-deliveredsocial housingportfolio on reserve. CMHC undertakes portfolio management
activities such as client visits and physical project inspections to ensure that this portfolie is well
managedWith a significant number of projects to manage, CMHC is introducing a new approach
for administering its programs and managing risk to be more effective and efficient.

CMHC has identified ways to streamline its processes and activities by reducing oatigi
certain portfolio management activities for some existing social housing projects.

These savings will have no impact on lawome Canadians receiving housing assistance.
Corporate Operating Efficiencies:

CMHC has identified a number of operating efficiencies that will achieve savings while still
maintaining services and providing tools and resources necessary for efficient operations. For
example, travel, training and recruiting costs will be reduced pBgrit such as
printers/photocopiers and devices will also be rationalized.

Rationalizing Research and Information Dissemination priorities:

CMHC will adjust its approach to research and survey expenditures to focus on fewer and higher
priority research &as.

CMHC will continue to conduct and disseminate housing research aimed at improving market
effectiveness, strengthening community weding, addressing distinct housing needs, analyzing and
reporting on core housing need and improving housing perfagnan

Di scontinuing CMHCO6s housing export program:

CMHC6s housing export program was created fiftee
assistance to help Canadian companies export their housing products and services abroad. As

evidenced by thaumber of Canadian housing companies now operating in foreign markets, the

program, which complements existing government export programs, has been successful by

demonstrating how housing exporters can access foreign markets.

With this experience, supped by existing government export programs, housing exporters will
continue to benefit from the opportunities that have been created over the last decade.
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Savings Measures Canada Mortgage and Housing Corporation
List By Program Alignment Architecture

(in thousands) 2012/13 2013/14 2014/15 Ongoing

Assisted Housing Programs
Resulting from Corporate operating efficiencies,
lower program administration costs in administering 658 3,045 79,457 79,457
CMHC's social housing portfolio and program
administration efficiencies

On-Reserve Housing Programs
Resulting from Corporate operating efficiencies and 716 990 1,038 1,038
program administration efficiencies

Affordable Housing Initiative

134
Resulting from Corporate operating efficiencies 134 34 134
Housing Repair and Improvement Programs 132
Resulting from Corporate operating efficiencies 132 132 132
Research and Information Transfer
Resulting from Corporate operating efficiencies and 720 9,168 10,475 10,475

rationalization of research and information
dissemination priorities

International Activities
Resulting from the discontinuation of CMHC's 1,349 10,120 10,494 10,494
housing export program

Emergency Planning

8
Resulting from Corporate operating efficiencies 8 8 8
Canadian Housing Market Research and Analysis 632
Resulting from Corporate operating efficiencies 632 632 632
Total for Canada Mortgage and Housing 4,349 24229 102,370 102,370

Corporation
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DISCLOSURE OF CHANGES IN ACCOUNTING POLICIES

CMHCb6s significant accounting policies and chanc
of the unaudited Quarterly Consolidated Financial Statements.

The Corporationds significant accounting policie
2011, with the exception of the adoption of new or changed accounting standards within the quarter.
Treasury Board of Canadaés Standard on Quarter/|l.y
Management the option to only adopt new or changed policiehe first time at year end.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Judgments in Applying Accounting Policies

I n the process of applying CMHC6s accounting pol
judgments that can significantly affébe amounts recognized in the financial statements. The

judgments having the most significant effects on the financial statements are disclosed in Note 4 of

the unaudited Quarterly Consolidated Financial Statements.

Critical Accounting Estimates

The prepaation of the unaudited Quarterly Consolidated Financial Statements requires Management

to make estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets, liabilities, comprehensive income and related disclosuese €hktimates and underlying

assumptions are reviewed on angming basis. Where actual results differ from these estimates and
assumptions, the impact wil/ be recorded in fut:u
assumptions and estimateseNote 4 of the unaudited Quarterly Consolidated Financial

Statements.
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FUTURE ACCOUNTING CHANGES

The International Accounting Standards Board (IASB) continues to develop and publish accounting
standards in order to achieve high quality finan@gabrting.CMHC actively monitors the new

standards and amendments to existing standards that have been issued by the IASB but are not yet
effective on the date of issuance of these unaudited Quarterly Consolidated Financial Statements.
The following pronancements, listed by applicable annaetounting period effective dateave

been identified as potentially having iampactont h e Co r pesultsaand Consdidated

Financial Statements the future.

Effective for
annual periods

Impact to CMHC’s Consolidated beginning on or

New Standards Financial Statements on adoption after
Consolidated Financial I -
IFRS 10 Statements No material impact 1 January 2015
IFRS 11 Joint Arrangements No material impact 1 January 201z
IFRS 12 D|sg[osureof Interess in Other Enhanced disclosure 1 January 2013
Entities
Potential increase in the fair value of re
IFRS 13 Fair Value Measurement estate properties as well as an increase 1 January 201z
Net Income
IFRS 9 Financial Instruments Not yetdetermined 1 January 201t

Amended Standards

Financial Instruments

IFRS 7 Disclosure Enhanced disclosure 1 January 2013
IAS 1 Presentation of Financial No material impact 1 January 2013
Statements

Overall change in pensiexpenses
reflected in Net Income with a
IAS 19 Employee Benefits corresponding offset in actuarial gains 1 January 201z
and losses recognized in Other
Comprehensive Income

IAS 32 Financial _Instruments: Not yet determined 1 January 201¢
Presentation

For a more detailedescription of future accounting changes and assessments made sealtte
annual management's discussion and analysis, which is contained in CMHC's 2011 Annual Report,
as well as Note 3 of the attached unaudited Quarterly Consolidated FinanciakBtatem
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SEGMENTED FINANCIAL RESULTS

Financial analysis is provided for the following activities: Housing Programs and Lending Activity,
MortgageloanInsurance Activity Securitization Activity and the Canada Housing Trust which

f orm CMHCO sl1afd®jThese bhjegtiees and other performance measures are discussed
in greater dedfAnubl Répart. CMHCOs 201

Objective | — Help Canadians in need

CMHCb6s authority to spend public funds under
Government of Canada through annual Parliamentary appropriations. The majority of this funding
supports programs to address the housingseddwer income CanadianscludingFirst Nations
people liing onreserve In addition, other housingelated activities supported by this funding

t

h €

include mar ket analysis, and research and inforr

Programs expers and Lending Activities are providbdlow.

HOUSING PROGRAMS

On an annual basis, the Corporation spends approximately $2 billion (excluding CEAP) to assist
Canadians in need. Approximately $1.7 billion of the $2 billion is related-goong, longterm

social housing commitments of which $1 billion is paid to provinces and territories that administer
the housing portfolio pursuant to Social Housing Agreements with CMHC.

CEAP, a temporary twgear initiative, which terminated 31 March 2011, increddedsing

Programs expenses from 2009 to 2011. Under CEAP, CMHC fully delivered $1.925 billion in social
housing for the creation of new affordable housing and the renovation and retrofit of existing social
housing.

Effective April 2011, expenditures relag to the Investment in Affordable Housing (262014)
Framework began to flow under the Housing Programs appropriations. This funding will terminate
31 March 2014. The objective of ttisamework is to improve the living conditions of Canadians in
needby improving access to affordable, sound, suitable and sustainable housing.

Three months ended Nine months ended
30 September Variance 30 September Variance
(in millions) 2012 2011 2012 2011
E'Xif:s‘ispr°g"ams 481 433 48 1,586 1,579 7
Operating Expenses 28 29 (n 95 87 8
Total Appropriations 509 462 47 1,681 1,666 15

Three months ended 30 September 2012

Appropriation spending for the three months ended 30 September 2012 was $509 million consisting

of $481 million in Housing Programs Expenses and $28 million in Operating Expenses. For the three
months ended 30 September 2012, Housing Programs Expenseséucby 11% ($48 million)

compared to the same prior year period. This increase was primarily due to spending related to the

Investment in Affordable Housing (IAH) 2022014 Framework.

Related Operating Expenses have remained relatively stable whearednpthe same prior year
period.
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Nine months ended 30 September 2012

Appropriation spending for the nine months ended 30 September 2012 was $1,681 million consisting
of $1,586 million in Housing Programs Expenses and $95 million in Operating Expeostse

nine months ended 30 September 2012, Housing Programs Expenses have remained relatively stable
resulting in a slight increase of less than 1% ($7 million) compared to the same prior year period.

This increase wasainly due tdhigher spending und¢he Investment in Affordable HousingAH)

which was partially offset by lower spending under CEAP initiatives as funding ended as at 31

March 2011.

Related Operating Expenses increase@%\y$8 million) when compared to the same prior year
period.Thisincreasavasmainly driven byhigherpension expenses caused by the decline in the
discount rate assumpti@md the return on assets which was slightly offset by cost saving measures
explained in the Budget 2012 Implementation section.

REPORTING ON USE OF APPROPRIATIONS

CMHC receives funds from the Government of Canada through parliamentary appropriations for
Housing Programs expenditures, including operating expenses. Total appropriations recognized as of
30 September 2012 amounted to $1,681 million K&&te 7 of the unaudited Quarterly Consolidated
Financial Statements).

Housing Programs parliamentary appropriations ar
Consolidated Statement of Income and Comprehensive Income on an accrual basis and cannot

exceedhe maximum authorized by Parliament. Those expenses incurred but not yet reimbursed are
recorded on the Consolidated Balance Sheet as Due from the Government of Canada.
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The following table reconciles the amount of appropriations aizdobby Parliament as available to
the Corporation during the Government of Canada fiscal year (31 March) with the total amount
recognized yeato-date by the Corporation in its calendar year.

Nine months ended 30 September

(in millions) 2012 2011
Amounts provided for Housing Programs:
Amounts authorized in 201 1/12 (2010/11)

Main estimates 1,907 3,131
Supplementary estimates A'- 256 -
Supplementary estimates B! - -
Supplementary estimates C! - 2
Unused Statutory Authorities ) (n
2,162 3,132
Less: Portion recognized in calendar 2011 (2010) (1,365) (2,165)
Less: Appropriations lapsed for 2011/12 (2010/11) (114) (169)
2011/12 (2010/11) portions recognized in 2012 (2011) 683 798

Amounts authorized in 2012/13 (2011/12)
Main estimates 2,140 1,907
Supplementary estimates A2 - 256
Supplementary estimates B! - -

Supplementary estimates C' o -

2,140 2,163

Less: Portion to be recognized in subsequent quarters (1,142) (1,295)

2012/13 (201 1/12) portions recognized in 2012 (2011) 998 868
Total appropriations recognized - nine months ended 30

September 1,681 1,666

"' Supplementary Estimates are additional appropriations voted on by Parliament during the government's fiscal year.

“In September 2008, a five-year investment, from 2009-2014, of more than $1.9 billion in housing and homelessness was made to address
the needs of low-income Canadians, those at risk of homelessness and the homeless. Of this amount, $253.1 million per year was
designated specifically for investments in affordable housing. The 201 1/12 portion of this investment is included above.

The underspending of $114 million in appropriations for fiscal year ended -201P was primarily
due to lower interest and inflation rates andsed spending patterns for various programs and
initiatives funded under the Housing Programs.

Total appropriations approved by Parliament for fiscal year 2013 were $2,140 million. The
total spending recognized to date was $998 million (47%).ebkpected that by end of fiscal year
2012/13, the Corporation will have substantially recognized the amount approved by Parliament.

On a calendar yedo-date basis, the total amount of appropriations recognized by the Corporation
was $1,681 million. Thiamount consists of $1,586 million of Housing Programs Expenses and $95
million in Operating Expenses. When compared to the calendatogdate plan ($1,423 million),
Housing Programs Expenses were higher than expected mainly due to higher spenditigeunder
Investment in Affordable Housing as a result of delayed spending in 2011 and higher than planned
expenditures for the social housing portfolio.
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LENDING ACTIVITY

CMHC makes loans under tiNational Housing AcfNHA) to federallysubsidized social hoirgy
sponsor s, First Nations, provinces, territori
comprised of a mix of renewable and rremewable loans for the purposes of both market and

social housing. Where a loan @ fsocial housing, it may be eeserve or offreserve. The majority

of Lending Activity revenue is earned from interest income on the loan portfolio.

Through its lending activities, CMHC is able to lower the cost of government assistance required for
social housing projects. These loaas be offered at lower interest rates because CMHC borrows
funds through the Crown Borrowing Program and operates its social housing lending program at
breakeven levels.

In order to operate this program on a brea&n basis, loans are generally clogegrepayment.
Where prepayment is contractually available, CMHC applies the terms and conditions of its loan
security documents including the application of early payout charges as applicable.

CEAP provided $2 billion in direct lowost loans to municipiies (MILP) through CMHC for
housingrelated infrastructure projects in towns and cities across the country. By the 31 March 2011
deadline, the full $2 billion in available lending authority had been utilized by municipalities from
across Canada.

Net Income
Three months ended Nine months ended

30 September Variance 30 September Variance
(in millions) 2012 2011 2012 2011
Interest income 154 170 (16) 468 510 (42)
from Fnancil Insrumens. @ ® 6 ® (17 ?
Other Income (Expense) 5 6 U] 21 12 9
Interest Expense 148 164 (16) 452 491 (39)
Operating Expenses 4 5 U] 14 14 -
Income Taxes - - - -
Net Income (Loss) 5 ) 6 15 - 15

Three months ended 30 September 2012

For the three months ended 30 September 2012, total Net Income from the Lending Acti®i®y was
million, an increase of $6 million compared with the third quarter last year. This increase was
mainly driven by lower unrealized losses on the fair valuation of loans, debt and investments
resulting from a decline in the outstanding balances asatfeegpproaching and reaching maturity

and an increase in interest rates over the first nine months of 2012 in comparison to a decrease in
rates in 2011.

Nine months ended 30 September 2012

On a yeatto-date basis, total Net Income from the Lending Atgiwas $15 million, an increase of

$15 million compared to the same period last year. Favourable results were mainly due to lower
unrealized losses as previously noted and an increase in Other Income of $9 million due to higher
recoveries of posgmploymet benef it s. The rei mbursement of
expenses is included in Other Income in the Lending Activity and recovered from the Government of
Canada through Housing Programs appropriations.
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Capital Management

The Lending Activityodos earnings are retained by
to a statutory limit of $240 million. The components of this Reserve Fund are shown in the table
below.

As at
. - e —————— Variance
(in millions) 30 September 2012 31 December 201 |
Reserve for All Other Lending-Related
Items 101 105 (4)
Reserve for Unrealized Gains (Losses) (135) (1or) (34)
Reserve Fund for Lending (34) 4 (38)

The Reserve for All Other LendiriRelated Items is kept by the Corporataspart of its strategy to
address interest rate risk exposure orgargable loans as well as credit risk exposure on the MILP
loans. This Reserve has remained relatively stable when compared to 31 December 2011.

The Reserve for Unrealized Gains (Lossea$ instituted to absorb unrealized fair market

fluctuations incurred by the Lending Activity as these amounts are unrealized and are subject to
changes due to market conditions. A negative amount within the reserve has no implications on the
limit. This reserve has decreased over the last nine months largely as a result of net actuarial losses
on postemployment benefits.

Objective 2 — Facilitate access to more affordable, better
quality housing for all Canadians

MORTGAGE LOAN INSURANCE ACTIVITY

In Canada, federallyegulatedenders and most provinciathegulated financial institutiorere

requiredby lawto insure residential mortgage loans when borrowers have less than a 20% down
payment. These mortgages are often referred to as high ratisldViortgage loan insurance is
available from CMHC and from private mortgage loan insurers and is backed by the Government of
Canada.

The requirement for mortgage loan insurance on high ratio loans protects lenders in the event of
borrower default, alloimg qualified borrowers to obtain mortgage financing at rates comparable to
those with higher down paymenihis enablegjualified borrowerso access range of housing
optionsand contributes to a strong and stable housing system

CMHCO6 s p o randeor lowgatia motgadeans with down payments of 20% or more is
notmandatoryb ut supports | e mahagensedt strategiek as well ds morigage t a |
marketliquidity in Canada by providing lenders wislcuritizatiorready assets.

CMHC opeatesits mortgage loan insurance business on a commercial basipremiums and fees
collected and interest earned must cover related claims and other expenses, as well as provide a

reasonable return to the Government of Canada. Over the pastdec#l€ &€& i nsur ance bus
has contributednore thar14 billion of the $17 billion contributed in total by CMHC to improving
the Governmentds fiscal position.
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Prudent underwriting practices and excellent client service have enabled the Corporatontdn

its position of strength in the marketplaBeonomic and housing market stability are further
reinforced by CMHCO6s work with industry partner s
and publications, helping to ensure that Canadiaaigermformed and responsible decisions

regarding their housing options

INSURANCE VOLUMES
Three months ended . Nine months ended .
Variance Variance
30 September 30 September
Measures 2012 2011 2012 2011
Total Insured Volumes (units) 921,763 146,198 (54,435) 317,960 420,278  (102,318)
Total Insured Volumes ($M) 15,937 28,067 (12,130) 54,433 71,536 (17,103)

Per cent of the total of rental

and high ratio homeowner

units approved to address less-

served markets and/or to

support specific government

priorities 51.2% 48.6% 2.6 pts 45.7% 46.1% (0.4 pts)

CMHCb6s insured |l oan volumes are influenced by 1ttt}
pressures and the regulatory environmEuatther, successive changes announced over the last two

years by the Government of Canada to the guarantee parameters specifying the types of mortgages

that can be insured have reduced the size of therbtghhomeowner mortgage loan insurance

market.

Following the changeB mortgage loan insurance parameteiglemented in July 2012,

homeowner insurance volumes are expected to be lower than originally forecasted at the beginning
of the year The specific impacts of these changes are difficukkdtatefrom more general

economic and housing market trends

In the three months ended 30 September 2012

1 HomeownePurchaserolumes declined approximately 6% while HomeowRefinance
volumeswere 22% lowecompared to the same period in 20Ihe new mortgage
insurance parameters that took effect in July 2012 effectively eliminated the high ratio
refinance market which contributed to this degline

1 Multi-unit volumes werapproximately 22% higher compared to the same period in. 2011
Multi-unit volumes are highly variable on a standalone quarterly;teasis

1 Portfolio volumes were approximately 98% lower compared to the same period last year as
CMHC has limited access to its portfolio product.

The combined effect of these results was @8 H C dverall msured volumes (units) for thieree
months ended 30 September 2012 were approximziéplower than the same period in 2011
which can mainly be attributed to the large decline in Portfolio volumes

In the nine months ended 30 September 2012:

1 HomeownePurchaserolumes were approximately 4% higher while HomeovRefinance
volumeswere 16% lowebpn a yeaito-date basisompared to the same period in 2011
CombinedHomeowner Purchase and Refinance volumes have remained relatively stable
comparedo the same period in 2011;
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T Multi-unit volumes (in units) were approximately 14% lower compared to the same period
last year mainly due temaller average project sizes and lower condominium construction
insurance activity; and

9 Portfolio volumes were appximately 61% lower in the nine months ended 30 September
2012 compared to the same period last year as CMHC has limited access to its portfolio
product.

The combined effect of these results was@8HC6s over all insured vol ume:
morths ended 30 September 2012 were approximately 24% lower than the same period in 2011
which can mainly be attributed to the decline in Portfolio volumes

CMHC’S INSURANCE-IN-FORCE

As at

(in billions) 30 September 2012 31 December 201 | Variance
Total Insurance-in-Force 575.8 566.5 9.3
High Ratio Homeowner 291.0 285.5 55
Low Ratio Portfolio 238.0 2428 (4.8)
Multi-unit Residential 46.8 382 8.6

C MH C thnatgagd oaninsurancen-forceis limited by legislation to a maximum of $600 billion.
At the end of thé¢hird quarterof 2012,C MHC 6 s t o t -iniforceé inceeaseda®d75.8billion,
nearly 2% higher thatotal insurancen-force atyear end2011 and essentially unchanged from the
second quarter of 2012

Approximately 41% of -iCitee@Sults fronulow ratiogortfdlicnastivity a n ¢ e
consisting of loans with an original lodorvalue of 80% or less. This was a slight decrease from
43% as of 31 December 2011.

Portfolio insurance provides lenders with the ability to purchase insurance on pools of previously
uninsured low ratio mortgages. Once insured, these mortgages can be securitized providing lenders
with liquidity.

During the liquidity crisisCMHC receiveda numbeiof requests for large amountspafrtfolio

insurance.An allocation processasestablished for 201&hichinsurss thatCMHC 6 s mor t gage
loan insurance for qualified home buyers or for the purchase, construction or refinance-ahinulti
propertesis not affectedTheallocation process isxpected tdimit volumes going forward to levels
consistent with those experienced prior to the liquidity crisis

CMHC expects mortgage repayments to continue in the range of approximately $60 to $65 billio

per year. Thse repaymentd#f-s et i ncr eases i n t-ih-ferceCesultipgdronat i on o s
providing mortgage loan insurance to qualified homebuyers,-omiltborrowers and through

allocated amounts of portfolio insurance.
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FINANCIAL ANALYSIS

Revenues from the Mortgage Loan Insurance Activity are comprised of insurance premiums,
application fees for insuring loans for medinit properties and income earned on its investment
portfolio. Premiums and feese received at thedeption of the mortgage insurance policy and are
recognized as revenue over the period covered by the insurance contract using actuarially
determined factors that reflect the letgm pattern for default riskhese factors are reviewed
annual | y é&ppoin€dkkErialsactuary.

As CMHC is mandated to operate its mortghmga insurance business on a commercial basis, the
premiums and fees it collects and the interest it earns must cover related claims and other expenses

and ato provide areasonableet ur n t o t he Gover MangagetLoanf Canada.
InsurancéActivity is operated at no cost to Canadiaxpayers.

Net Income
Three months ended Nine months ended
k{1] September Variance 30 September Variance
(in millions) 2012 2011 2012 2011
Premiums, Fees and Other 455 447 8 1,329
Income Earned
447
(N
. ; 14
from Financial Instruments
Interest Expense 4 2
Operating Expenses
4
21
Income Taxes 132 (16)

Mortgage Loan Insurance Net Incomras $310 milliorfor thethree months ended 30 September

2012 and $947 million for the nine months ended 30 September 2012. This represents a decrease of
$65million (17%) when compared to tlsamethree month period in 2011 and $95 million (9%)

when compared to treamenine monh period in 2011

This decrease was largely due to the following results:

For the three months ended 30 September 2012, Investment Income declined by $9 million (6%) in
comparison to same period in 2011. On a yeafate basis, Investment Income dedlitey $26

million (6%). These decreases were due to lower bond yields in 2012 and turnover in the portfolio
which lowered the average level of coupon rates in 2012.

Net Realizedzainsfrom Financial Instrument®r the quarter were $80 million (85%) lower than

those recognized in the third quarter of last year. The decline was primarily the result of more stable
bond yields in this quarter compared to Q3 2011 when a large drop in bond yields resulted in higher
realized gains on sales in Q3 2011. These lower bond yields and the classification of some equity
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