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For over 65 years, Canada Mortgage and Housing Corporation (CMHC) has been Canadaôs national 

housing agency. Established as a federal Crown Corporation in 1946 to help address post-war 

housing shortages, our role has evolved as Canadiansô needs have changed.  

Today, we work closely with provinces, territories and the private and not-for-profit sectors to help 

lower-income Canadians access affordable, better quality housing. We also support Aboriginal 

Canadians on-reserve to help improve their living conditions.  

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 finance ð providing mortgage loan insurance,  providing securitization 

guarantee products and administering the covered bond legal framework ð contributes to the health 

and stability of Canadaôs housing finance system and housing markets and facilitates access to 

financing for housing across the country. This includes housing in small and rural communities, 

rental housing and nursing and retirement homes. 

CMHCôs prudent underwriting standards and market presence serves to minimize risk to Canadian 

taxpayers.  The quality of CMHCôs insured mortgage portfolio remains strong and the rate 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 Crown Corporation, CMHC is also required to 

meet a number of governance and accountability requirements under the Financial Administration 

Act and the CMHC Act.  

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

consistent with the unaudited Quarterly Consolidated Financial Statements. The information is 

intended to provide readers with an overview of CMHCôs performance for the three months and nine 

months ended 30 September 2012, including comparatives against the same period in 2011. The 

Managementôs Discussion and Analysis (MD&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 CMHCôs fiscal year.  

The 2012 and 2011 financial information 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 

Financial Statements). CMHCôs unaudited Quarterly Consolidated Financial Statements for the 

period ended 30 September 2012 have not been reviewed or audited by CMHCôs external auditors. 

The MD&A should be read in conjunction with CMHCôs unaudited Quarterly Consolidated 

Financial Statements and related Notes included in this report as well as with the CMHC 2011 

Annual Report. 
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CMHCôs Quarterly Financial Report contains forward-looking 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 conditions nationally 

and internationally. These factors, among others, may cause actual results to differ substantially 

from the expectations stated or implied in forward-looking statements.  

  



 

  

The Government of Canada, through CMHC, provides approximately $2 billion in federal funding 

each year to help reduce the number of Canadians in housing need.  These investments are provided 

under various housing programs and initiatives on and off reserve. 

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 on reserve.  These subsidies help ensure that lower-income 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 households on reserve mentioned above, 

CMHC continues to make new commitments on reserve 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 living on reserve.  

Moreover, the Government of Canada, through CMHC, continues to provide annual funding under 

the Investment in Affordable Housing (IAH) 2011-2014 Framework Agreement announced on 4 

July 2011, which also forms part of the overall $2 billion annual federal investment.  Nationally, the 

federal contribution is more than $716 million for the 3-year period. Funding for the Framework 

Agreement relates to the final three years of the federal governmentôs commitment in 2008 to a five-

year investment of more than $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 new Framework, provinces and territories have the flexibility to invest in a range of 

programs and initiatives designed to achieve the overall intended outcome of reducing 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 construction, renovation, 

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) had signed bilateral agreements related to the Investment in 

Affordable Housing 2011-2014.  Eleven of the jurisdictions entered into new agreements for the 

combined affordable and renovation housing funding envelope and Yukon and Prince Edward Island 

chose to extend their existing arrangements for the Affordable Housing Initiative and CMHC-

delivered renovation programs. 

On 21 June 2012, as part of continuous efforts to strengthen Canadaôs housing finance system, the 

Government of Canada announced further adjustments to the rules for government-backed insured 

mortgages. 

The four measures for new government-backed high-ratio insured mortgages (mortgages with loan-

to-value ratios of more than 80 per cent) were: 

Á The maximum amortization period was reduced to 25 years from 30 years. The maximum 

amortization period was set at 35 years in 2008 and further reduced to 30 years in 2011.  

Á Lowered the maximum amount Canadians can borrow when refinancing to 80 per cent from 

85 per cent of the value of their homes.  



 

  

Á Fixed the maximum gross debt service ratio at 39 per cent and the maximum total debt 

service ratio at 44 per cent.  

Á Eliminate the availability of government-backed insured mortgages to homes with a purchase 

price of $1 million and above. 

The new rules took effect on 9 July 2012 and reduced the size of the high ratio homeowner purchase 

market in Q3.  The changes also effectively eliminated the high ratio refinance market. 

In April 2012, the Financial Stability Board (FSB) of the G-20 nations finalized its Principles for 

Sound Residential Mortgage Underwriting Practices in the interest of international financial stability.  

In Canada, the Office of the Superintendant of Financial Institutions (OSFI) has implemented the 

FSBôs principles by issuing its own Guideline for Mortgage Underwriting in Canada (B-20).   

The finalized Guideline was published on 21 June 2012 and applies to all federally-regulated 

financial institutions (FRFIs) that are engaged in residential mortgage lending and/or the acquisition 

of residential mortgage loan assets in Canada.  All FRFIs are expected to have implemented the B-20 

Guideline by the end of their 2012 fiscal year. A separate Guideline will be published for mortgage 

loan insurers at a later date. 

As part of the implementation of the June 2011 federal budget, legislation was passed to introduce a 

legislative framework to formalize existing mortgage insurance arrangements with private mortgage 

insurers and CMHC.  The new legislative framework for mortgage insurance received Royal Assent 

in June 2011 as Part 7 of the Supporting Vulnerable Seniors and Strengthening Canadaôs Economy 

Act, and comprised the Protection of Residential Mortgage or Hypothecary Insurance Act (which 

will come into force on a day to be fixed by order of the Governor in Council), as well as 

consequential amendments to the National Housing Act (which are now in force).  Draft regulations, 

necessary to fully implement this legislative framework, were pre-published in the Canada Gazette 

on 23 June 2012 and have not yet come into force.  

The Jobs, Growth and Long-term Prosperity Act (the ñActò) received Royal Assent on 29 June 2012.   

Enhancements to the Governance and Oversight Framework for CMHC  

In the Act, the Government introduced legislative amendments to enhance the governance and 

oversight framework for CMHC, as part of continuous efforts to strengthen the housing finance 

system. Specifically, the following provisions have implications for CMHC: 

Á CMHCôs mandate was enhanced to include financial stability as an objective of CMHCôs 

commercial activities; 

Á The Minister of Finance has been provided with legislative and regulatory authorities in 

respect of CMHCôs securitization programs and new commercial programs; 

Á OSFI has been mandated to conduct examinations at least annually into whether CMHCôs 
insurance and securitization businesses are conducted in a safe and sound manner with due 

regard to potential losses; 

Á CMHCôs Board of Directors was increased to 12 voting members from 10, by adding the 

Deputy Minister of Human Resources and Skills Development Canada and the Deputy 

Minister of Finance as ex-officio members; and, 

Á Amendments were made to the National Housing Act to establish a legal framework for 

covered bonds.  CMHC will administer the legal framework for covered bonds.   

 

 



 

  

Legal Framework for Covered Bonds 

The legal framework for covered bonds will support financial stability by making the market for 

covered bonds more robust. CMHC will administer the Canadian covered bond legal framework 

which will  be available to regulated financial institutions in Canada. In this context, the Act provides 

for:  

Á The requirement for CMHC to establish and maintain a registry of registered issuers, 

registered programs and registered issuers whose right to issue covered bonds has been 

suspended and to make such a registry accessible to the public; 

Á Authorities for CMHC to establish conditions or restrictions applicable to registered issuers 

and the registered programs for covered bonds; and 

Á 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.  

Efforts to reduce the federal deficit were undertaken by all federal departments and agencies, 

including CMHC. The focus was on decreased spending, requiring a review of CMHCôs operations 

and government appropriation-based programs.  

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 2014-2015. These 

savings will have no impact on low-income Canadians receiving federal housing assistance delivered 

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

administration costs, operating efficiencies, rationalizing research and information dissemination 

priorities, and discontinuing CMHCôs housing export program. Additional details are available under 

the Budget 2012 Implementation heading later in this Report. 

The consensus among economic forecasters is that Canadaôs economy, as measured by Gross 

Domestic Product (GDP), will grow in the low 2 per cent range over 2012 and 2013.  This moderate 

growth is expected to help drive moderate employment gains and keep Canadaôs unemployment rate 

relatively stable at its current level.   

Consensus views among economic forecasters regarding future economic growth and interest rate 

trends help guide CMHCôs views regarding housing market activity. Overall, Canadian housing 

markets are supported by economic and demographic fundamentals; however CMHC continues to 

closely monitor activity.                                                        

Although there have been considerable swings in monthly estimates of housing starts, the six-month 

moving average has trended upwards, rising to 224,419 units as of September 2012. Some reduction 

in the current robust pace of housing starts is expected for the remainder of this year and next.   



 

  

Total residential sales through the Multiple Listings Service
®
 (MLS

®
) have tapered off in recent 

months but are expected to remain relatively stable for the remainder of this year and next.  This 

stability will help maintain balanced market conditions in most local housing markets of Canada.  

The average MLS
®
 price was up by 1.1 per cent in September 2012 compared to last year and future 

growth is expected to be somewhat subdued. 



 

  

CMHC reports on the following principal business activities and consolidates the accounts of 

Canada Housing Trust, a separate special purpose entity:  

Á Housing Programs: Expenditures and operating expenses are funded by Parliamentary 

appropriations. 

 

Á 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 Canadians in need and are 

operated on a planned breakeven basis. 

Á Mortgage Loan Insurance: Revenues are earned from premiums, fees and investment 

income. Expenses consist of operating expenses and net claim expenses. The Corporationôs 

Net Income is primarily derived from this activity.  

 

Á Securitization: Securitization revenues are earned from guarantee fees and interest income. 

Expenses consist primarily of interest expenses. 

Mortgage Loan Insurance and Securitization Activities facilitate access to more affordable 

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 derived from investment income is used to cover operating expenditures and Canada 

Mortgage Bonds (CMB) interest expenses. 

 



 

  

 

 

Total Assets were $302 billion and Total Liabilities were $289 billion as of 30 September 2012, both 

increasing by approximately 3% from 31 December 2011. Total growth was mainly the result of the 

year-to-date net issuance of $11 billion in Canada Mortgage Bonds and the investment of 

approximately $1 billion of year-to-date cash inflow from net operations.  These increases were 

slightly offset by $2 billion in IMPP maturities. 

The Equity of Canada is made up of three components: 

Á Contributed Capital  
The contributed capital of CMHC is determined by the Governor in Council. It is currently 

set at $25 million. 

Á 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) investments in the 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 increase was 

mainly caused by a significant increase 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 from OCI (AOCI) to Net 

Income (Retained Earnings).   

Á Retained Earnings 

Total Retained Earnings were $12,198 million of which $10,733 million was set aside for the 

capitalization of both the Mortgage Loan Insurance and Securitization Activities in 

accordance with CMHCôs Capital Management Framework.  The residual $1,465 million in 

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 increased by $1,006 million since 31 December 2011, 

mainly as a result of the increase in the amount required to be set aside for capitalization 

from the Mortgage Loan Insurance Activity.  This increase was mainly driven by the 

introduction of the margin for interest rate risk effective 1 January 2012, which had the 



 

  

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 December 2011, mainly 

as a result of the year-to-date Net Income, which was partially offset by the amount set aside 

for capitalization. Further explanation is provided in the segmented financial results section. 

 

Within the Public Accounts of Canada, CMHCôs annual Consolidated Net Income reduces the 

Governmentôs annual deficit, and the consolidated Retained Earnings and Accumulated Other 

Comprehensive Income reduces the Governmentôs accumulated deficit.  Over the last decade, 

CMHC has contributed over $17 billion to reducing the Governmentôs accumulated deficit through 

both its Net Income and Income Taxes. 

The CMHC Act and National Housing Act (NHA) govern the use of the Corporationôs Retained 

Earnings.  

Retained Earnings related to the Mortgage Loan Insurance Activity are appropriated in accordance 

with the Capital Management Framework which is based on guidelines developed by OSFI. For its 

Mortgage Loan Insurance Activity, CMHC has Appropriated Retained Earnings as well as AOCI 

representing its capital holding target of 200% Minimum Capital Test (MCT). Mortgage Loan 

Insurance Capital Available resulted in a 222% MCT as at Q3 2012. 

Retained Earnings related to the Securitization Activity are also appropriated based on regulatory 

and economic capital principles.  For its Securitization 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 CMHCôs Lending Activity are retained to address interest rate risk exposures 

on pre-payable 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 fair market valuation changes of the Lending Activity as well as its portion 

of actuarial gains and losses from CMHCôs defined post-employment benefits.   

The Reserve Fund for Lending is subject to a statutory limit of $240 million.  Should the limit be 

exceeded, CMHC would be required to pay any excess to the Government of Canada.   Further 

information can be found under Objective 1 of the Lending Activity section. 

As of 30 September 2012, Total Equity of Canada was $13,348 million, an increase of $1,257 

million compared to 31 December 2011. This increase was primarily the result of the year-to-date 

Net Income of $1,163 million. Additional details can be found under the Statement of Income and 

Comprehensive Income Highlights section.  
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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 result of lower interest income from NHA 

MBS resulting from lower 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 much more 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 decreases in revenues were 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 gains as of 30 

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

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) lower than the 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 in interest income from NHA MBS discussed above led to corresponding variances in 

Interest Expenses and therefore these items had no impact on 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 decrease was mainly 

due to lower realized gains on sales of bonds in the Mortgage Loan 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 sales.  This decrease was partially offset by an increase in unrealized gains 



 

  

generated by the consolidation 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 the nine months ended 30 September 2012, reported Net Income was $1,163 million, which is 

relatively consistent with the reported Net Income recognized during the same prior year period.   

CMHCôs Other Comprehensive Income (OCI) consists of unrealized gains or losses caused by 

changes in the fair valuation of ñAvailable for Saleò (AFS) investments in the Mortgage Loan 

Insurance and Securitization Activities. As these investments are classified as AFS, their unrealized 

gains/losses on fair valuation are recorded in OCI. Also included in OCI are net actuarial 

gains/losses from CMHCôs post-employment benefits.   

For the three and nine months ended 30 September 2012, total Other Comprehensive Income was 

$268 and $293 million higher, respectively, when compared to the same prior year period.  This OCI 

improvement was mainly attributable to higher unrealized gains from Available for Sale financial 

instruments due to a significant increase in equity prices in Q3 2012 and lower net actuarial losses 

from post-employment benefits mainly caused by a significant increase in the actual rate of return.

Operating Expenses for the three months ended 30 September 2012 of $97 million were relatively 

consistent when compared to Q3 2011.  For the nine month period, Operating Expenses were $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 was partially offset by cost savings measures as further explained 

in the Budget 2012 Implementation section below as well as lower staff-year consumption.  

For the three months and nine months ended 30 September 2012, staff-years consumed decreased by 

20 staff-years (4%) and 72 staff-years (5%), respectively compared to the same prior year periods.  

The decrease was primarily a result of lower mortgage loan insurance activities and the termination 

of funding for Canadaôs Economic Action Plan (CEAP) on 31 March 2011. 

This section provides an overview of the savings measures announced in Budget 2012 that will be 

implemented in order to refocus government and programs; make it easier for Canadians and 

business to deal with their 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 spending, requiring a review of CMHCôs operations 

and government appropriation-based programs.  

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 2014-2015. These 

savings will have no impact on low-income Canadians receiving federal housing assistance delivered 

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

administration costs, operating efficiencies, rationalizing research and information dissemination 

priorities, and discontinuing CMHCôs housing export program.  CMHC is on track to implement and 

realize all of its savings measures for 2012-2013.  

 



 

  

Lower program administration costs: 

CMHC administers and funds social housing projects in P.E.I., Quebec and Alberta, on-reserve 

housing across Canada as well as other social housing projects funded by previous programs, mostly 

co-operative housing projects in Ontario and British Columbia. 

Lower than anticipated program administration costs will result in savings in administering CMHCôs 

social housing portfolio.  These savings will have no impact on low-income Canadians receiving 

housing assistance through the federal or provincial/territorial government.   

Program administration efficiencies: 

CMHC is responsible for the existing social housing portfolio off reserve where this portfolio has not 

been transferred to provinces and territories under Social Housing Agreements and for the existing 

CMHC-delivered social housing portfolio on reserve. CMHC undertakes portfolio management 

activities such as client visits and physical project inspections to ensure that this portfolio is well-

managed. With 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 or eliminating 

certain portfolio management activities for some existing social housing projects.  

These savings will have no impact on low-income 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. Equipment 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 areas. 

CMHC will continue to conduct and disseminate housing research aimed at improving market 

effectiveness, strengthening community well-being, addressing distinct housing needs, analyzing and 

reporting on core housing need and improving housing performance. 

Discontinuing CMHCôs housing export program:  

CMHCôs housing export program was created fifteen years ago to open doors and provide technical 

assistance to help Canadian companies export their housing products and services abroad.  As 

evidenced by the number 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, supported by existing government export programs, housing exporters will 

continue to benefit from the opportunities that have been created over the last decade. 

  



 

  

Savings Measures - Canada Mortgage and Housing Corporation 

 



 

  

CMHCôs significant accounting policies and changes in accounting policies are described in Note 2 

of the unaudited Quarterly Consolidated Financial Statements.   

The Corporationôs significant accounting policies conform to IFRS effective as at 31 December 

2011, with the exception of the adoption of new or changed accounting standards within the quarter.  

Treasury Board of Canadaôs Standard on Quarterly Financial Reports for Crown Corporations allows 

Management the option to only adopt new or changed policies for the first time at year end.   

In the process of applying CMHCôs accounting policies, management is required to make various 

judgments that can significantly affect the 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. 

The preparation 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 disclosure.  These estimates and underlying 

assumptions are reviewed on an on-going basis.  Where actual results differ from these estimates and 

assumptions, the impact will be recorded in future periods.  For a description of CMHCôs critical 

assumptions and estimates, see Note 4 of the unaudited Quarterly Consolidated Financial 

Statements. 

 

  



 

  

The International Accounting Standards Board (IASB) continues to develop and publish accounting 

standards in order to achieve high quality financial reporting. 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 pronouncements, listed by applicable annual accounting period effective date, have 

been identified as potentially having an impact on the Corporationôs results and Consolidated 

Financial Statements in the future.  

IFRS 10 
Consolidated Financial 

Statements 
No material impact 1 January 2013 

IFRS 11 Joint Arrangements No material impact 1 January 2013 

IFRS 12 
Disclosure of Interests in Other 

Entities 
Enhanced disclosure  1 January 2013 

IFRS 13 Fair Value Measurement 

Potential increase in the fair value of  real 

estate properties as well as an increase to 
Net Income 

1 January 2013 

IFRS 9 Financial Instruments Not yet determined 1 January 2015 

 

IFRS 7 
Financial Instruments: 

Disclosures 
Enhanced disclosure 1 January 2013 

IAS 1 
Presentation of Financial 

Statements 
No material impact 1 January 2013 

IAS 19 Employee Benefits 

Overall change in pension expenses 

reflected in Net Income with a 

corresponding offset in actuarial gains 

and losses recognized in Other 
Comprehensive Income 

1 January 2013 

IAS 32 
Financial Instruments: 

Presentation 
Not yet determined 1 January 2014 

For a more detailed description of future accounting changes and assessments made to date, see the 

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 Financial Statements. 

 
  



 

  

Financial analysis is provided for the following activities: Housing Programs and Lending Activity,  

Mortgage Loan Insurance Activity, Securitization Activity and the Canada Housing Trust which 

form CMHCôs Objectives 1 and 2. These objectives and other performance measures are discussed 

in greater detail in CMHCôs 2011 Annual Report.  

CMHCôs authority to spend public funds under the Housing Programs is provided by the 

Government of Canada through annual Parliamentary appropriations. The majority of this funding 

supports programs to address the housing needs of lower income Canadians including First Nations 

people living on reserve. In addition, other housing-related activities supported by this funding 

include market analysis, and research and information transfer. Analysis of CMHCôs Housing 

Programs expenses and Lending Activities are provided below.    

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 to on-going, long-term 

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 two-year initiative, which terminated 31 March 2011, increased Housing 

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 relating to the Investment in Affordable Housing (2011-2014) 

Framework began to flow under the Housing Programs appropriations.  This funding will terminate 

31 March 2014.  The objective of this Framework is to improve the living conditions of Canadians in 

need by improving access to affordable, sound, suitable and sustainable housing. 

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 Expenses increased by 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) 2011-2014 Framework.  

Related Operating Expenses have remained relatively stable when compared to the same prior year 

period. 

 



 

  

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 Expenses. For the 

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 was mainly due to higher spending under the Investment in Affordable Housing (IAH) 

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

March 2011. 

Related Operating Expenses increased by 9% ($8 million) when compared to the same prior year 

period. This increase was mainly driven by higher pension expenses caused by the decline in the 

discount rate assumption and the return on assets which was slightly offset by cost saving measures 

explained in the Budget 2012 Implementation section. 

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 (see Note 7 of the unaudited Quarterly Consolidated 

Financial Statements).  

Housing Programs parliamentary appropriations and related expenses are recorded in CMHCôs 

Consolidated Statement of Income and Comprehensive Income on an accrual basis and cannot 

exceed the 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.  



 

  

The following table reconciles the amount of appropriations authorized by Parliament as available to 

the Corporation during the Government of Canada fiscal year (31 March) with the total amount 

recognized year-to-date by the Corporation in its calendar year.   

The under-spending of $114 million in appropriations for fiscal year ended 2011-2012 was primarily 

due to lower interest and inflation rates and revised spending patterns for various programs and 

initiatives funded under the Housing Programs. 

Total appropriations approved by Parliament for fiscal year 2012-2013 were $2,140 million.  The 

total spending recognized to date was $998 million (47%).  It is expected that by end of fiscal year 

2012/13, the Corporation will have substantially recognized the amount approved by Parliament. 

On a calendar year-to-date basis, the total amount of appropriations recognized by the Corporation 

was $1,681 million.  This amount consists of $1,586 million of Housing Programs Expenses and $95 

million in Operating Expenses.  When compared to the calendar year-to-date plan ($1,423 million), 

Housing Programs Expenses were higher than expected mainly due to higher spending under the 

Investment in Affordable Housing as a result of delayed spending in 2011 and higher than planned 

expenditures for the social housing portfolio. 



 

  

CMHC makes loans under the National Housing Act (NHA) to federally-subsidized social housing 

sponsors, First Nations, provinces, territories and municipalities. CMHCôs loan portfolio is 

comprised of a mix of renewable and non-renewable loans for the purposes of both market and 

social housing. Where a loan is for social housing, it may be on reserve or off reserve. 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 loans can be offered at lower interest rates because CMHC borrows 

funds through the Crown Borrowing Program and operates its social housing lending program at 

break-even levels.  

In order to operate this program on a break-even basis, loans are generally closed to prepayment. 

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 low-cost loans to municipalities (MILP) through CMHC for 

housing-related 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.  

Three months ended 30 September 2012 

For the three months ended 30 September 2012, total Net Income from the Lending Activity was $5 

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 as they are approaching 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 year-to-date basis, total Net Income from the Lending Activity was $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 post-employment benefits.  The reimbursement of Housing Programôs share of these 

expenses is included in Other Income in the Lending Activity and recovered from the Government of 

Canada through Housing Programs appropriations. 



 

  

The Lending Activityôs earnings are retained by the Corporation in a Reserve Fund which is subject 

to a statutory limit of $240 million. The components of this Reserve Fund are shown in the table 

below.  

The Reserve for All Other Lending-Related Items is kept by the Corporation as part of its strategy to 

address interest rate risk exposure on pre-payable 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 (Losses) was 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 post-employment benefits. 

In Canada, federally-regulated lenders and most provincially-regulated financial institutions are 

required by law to insure residential mortgage loans when borrowers have less than a 20% down 

payment.  These mortgages are often referred to as high ratio loans. Mortgage 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, allowing qualified borrowers to obtain mortgage financing at rates comparable to 

those with higher down payments. This enables qualified borrowers to access a range of housing 

options and contributes to a strong and stable housing system. 

CMHCôs portfolio insurance on low ratio mortgage loans with down payments of 20% or more is 

not mandatory, but supports lendersô risk and capital management strategies as well as mortgage 

market liquidity in Canada by providing lenders with securitization-ready assets. 

CMHC operates its mortgage loan insurance business on a commercial basis. The premiums 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 past decade, CMHCôs insurance business 

has contributed more than $14 billion of the $17 billion contributed in total by CMHC to improving 

the Governmentôs fiscal position. 

 

 



 

  

Prudent underwriting practices and excellent client service have enabled the Corporation to maintain 

its position of strength in the marketplace. Economic and housing market stability are further 

reinforced by CMHCôs work with industry partners to improve financial literacy through online tools 

and publications, helping to ensure that Canadians make informed and responsible decisions 

regarding their housing options. 

 

CMHCôs insured loan volumes are influenced by the economy, housing markets, competitive 

pressures and the regulatory environment. Further, 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 the high-ratio homeowner mortgage loan insurance 

market.  

Following the changes in mortgage loan insurance parameters implemented 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 difficult to isolate from more general 

economic and housing market trends.  

In the three months ended 30 September 2012:  

¶ Homeowner Purchase volumes declined approximately 6% while Homeowner Refinance 

volumes were 22% lower compared to the same period in 2011. The new mortgage 

insurance parameters that took effect in July 2012 effectively eliminated the high ratio 

refinance market which contributed to this decline; 

¶ Multi -unit volumes were approximately 22% higher compared to the same period in 2011. 

Multi -unit volumes are highly variable on a standalone quarterly basis; and 

¶ 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 that CMHCôs overall insured volumes (units) for the three 

months ended 30 September 2012 were approximately 37% lower 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: 

¶ Homeowner Purchase volumes were approximately 4% higher while Homeowner Refinance 

volumes were 16% lower on a year-to-date basis compared to the same period in 2011. 

Combined Homeowner Purchase and Refinance volumes have remained relatively stable 

compared to the same period in 2011;  



 

  

¶ Multi -unit volumes (in units) were approximately 14% lower compared to the same period 

last year mainly due to smaller average project sizes and lower condominium construction 

insurance activity; and 

¶ Portfolio volumes were approximately 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 that CMHCôs overall insured volumes (units) for the nine 

months 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.   

 

CMHCôs mortgage loan insurance in-force is limited by legislation to a maximum of $600 billion. 

At the end of the third quarter of 2012, CMHCôs total insurance-in-force increased to $575.8 billion, 

nearly 2% higher than total insurance-in-force at year end 2011 and essentially unchanged from the 

second quarter of 2012.   

Approximately 41% of CMHCôs current insurance-in-force results from low ratio portfolio activity 

consisting of loans with an original loan-to-value 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 crisis, CMHC received a number of requests for large amounts of portfolio 

insurance.  An allocation process was established for 2012 which insures that CMHCôs mortgage 

loan insurance for qualified home buyers or for the purchase, construction or refinance of multi-unit 

properties is not affected. The allocation process is expected to limit  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 billion 

per year. These repayments off-set increases in the Corporationôs insurance-in-force resulting from 

providing mortgage loan insurance to qualified homebuyers, multi-unit borrowers and through 

allocated amounts of portfolio insurance.  



 

  

Revenues from the Mortgage Loan Insurance Activity are comprised of insurance premiums, 

application fees for insuring loans for multi-unit properties and income earned on its investment 

portfolio. Premiums and fees are received at the inception 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 long-term pattern for default risk. These factors are reviewed 

annually by CMHCôs appointed external actuary.  

As CMHC is mandated to operate its mortgage loan 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 also provide a reasonable return to the Government of Canada. CMHCôs Mortgage Loan 

Insurance Activity is operated at no cost to Canadian taxpayers. 

Mortgage Loan Insurance Net Income was $310 million for the three months ended 30 September 

2012 and $947 million for the nine months ended 30 September 2012. This represents a decrease of 

$65 million (17%) when compared to the same three month period in 2011 and $95 million (9%) 

when compared to the same nine month 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 year-to-date basis, Investment Income declined by $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 Realized Gains from Financial Instruments for 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 










































