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

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

housing shortages, our role has evolved as Canadians’ 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 — providing mortgage loan insurance,  providing securitization 

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

and stability of Canada’s 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. 

CMHC’s prudent underwriting standards and market presence serves to minimize risk to Canadian 

taxpayers.  The quality of CMHC’s 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 CMHC’s performance for the three months and nine 

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

Management’s 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 CMHC’s 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). CMHC’s unaudited Quarterly Consolidated Financial Statements for the 

period ended 30 September 2012 have not been reviewed or audited by CMHC’s external auditors. 

The MD&A should be read in conjunction with CMHC’s 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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CMHC’s 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 government’s 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 Canada’s 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: 

 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.  

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

85 per cent of the value of their homes.  



 

  

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

service ratio at 44 per cent.  

 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 

FSB’s 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 Canada’s 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 ―Act‖) 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: 

 CMHC’s mandate was enhanced to include financial stability as an objective of CMHC’s 

commercial activities; 

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

respect of CMHC’s securitization programs and new commercial programs; 

 OSFI has been mandated to conduct examinations at least annually into whether CMHC’s 

insurance and securitization businesses are conducted in a safe and sound manner with due 

regard to potential losses; 

 CMHC’s 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, 

 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:  

 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; 

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

and the registered programs for covered bonds; and 

 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 CMHC’s 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 CMHC’s housing export program. Additional details are available under 

the Budget 2012 Implementation heading later in this Report. 

The consensus among economic forecasters is that Canada’s 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 Canada’s unemployment rate 

relatively stable at its current level.   

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

trends help guide CMHC’s 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:  

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

appropriations. 

 

 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. 

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

income. Expenses consist of operating expenses and net claim expenses. The Corporation’s 

Net Income is primarily derived from this activity.  

 

 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: 

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

set at $25 million. 

 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).   

 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 CMHC’s 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, CMHC’s annual Consolidated Net Income reduces the 

Government’s annual deficit, and the consolidated Retained Earnings and Accumulated Other 

Comprehensive Income reduces the Government’s accumulated deficit.  Over the last decade, 

CMHC has contributed over $17 billion to reducing the Government’s accumulated deficit through 

both its Net Income and Income Taxes. 

The CMHC Act and National Housing Act (NHA) govern the use of the Corporation’s 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 CMHC’s 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 CMHC’s 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.   

CMHC’s Other Comprehensive Income (OCI) consists of unrealized gains or losses caused by 

changes in the fair valuation of ―Available for Sale‖ (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 CMHC’s 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 Canada’s 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 CMHC’s 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 CMHC’s 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 CMHC’s 

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 CMHC’s housing export program:  

CMHC’s 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 

 



 

  

CMHC’s significant accounting policies and changes in accounting policies are described in Note 2 

of the unaudited Quarterly Consolidated Financial Statements.   

The Corporation’s 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 Canada’s 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 CMHC’s 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 CMHC’s 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 Corporation’s 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 CMHC’s Objectives 1 and 2. These objectives and other performance measures are discussed 

in greater detail in CMHC’s 2011 Annual Report.  

CMHC’s 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 CMHC’s 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 CMHC’s 

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. CMHC’s 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 Program’s 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 Activity’s 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. 

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

not mandatory, but supports lenders’ 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, CMHC’s insurance business 

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

the Government’s 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 CMHC’s 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. 

 

CMHC’s 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 CMHC’s 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 CMHC’s 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.   

 

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

At the end of the third quarter of 2012, CMHC’s 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 CMHC’s 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 CMHC’s 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 Corporation’s 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 CMHC’s 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. CMHC’s 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 



 

  

securities as ―impaired‖ also contributed to the $158 million in lower net realized gains during the 

first nine months of 2012. 

Net Unrealized Gains from Financial Instruments increased by $19 million for the three months 

ended 30 September 2012 compared to the same period in 2011. They also increased $42 million for 

the nine months ended 30 September 2012 compared to the same period in 2011. These changes 

were primarily a result of the consolidation of a foreign equity mutual fund investment in late 2011.  

Additionally, there were favourable price movements in Q3 2012 for this mutual fund which 

generated unrealized gains during the quarter. 

Net Claims Expense were $157 million in Q3 2012 and $418 million for the nine months ended 30 

September 2012 - this was $21 million (15%) and $20 million (5%) higher than in the equivalent 

periods last year however still 8% below plan on a year-to-date basis.   

Net Claims Expense consists of two components: 

 Losses on Claims; and 

 Change in Provision for Claims.  

Losses on Claims cover losses on actual claims that have been reported by lenders and paid by 

CMHC. Losses on Claims were $19 million (12%) lower in Q3 2012 compared to the same quarter 

in 2011 as the number of claims received were down approximately 9% from those received in Q3 

2011.  On a year-to-date basis, Losses on Claims have remained stable and are 5% below plan. 

The overall CMHC Arrears rate is 0.34% and improving year-to-date trends in the arrears rate have 

been noted in both the Homeowner and the Portfolio components of CMHC’s insurance business.  

The Change in Provision for Claims is an estimate of possible future losses on mortgages that are in 

arrears but have not yet been reported as a claim by the lender. The estimate is the result of actuarial 

forecasts based on a number of economic assumptions. It is an estimate because many of these 

mortgages will benefit from CMHC-supported default management activities that enable borrowers 

to work through their financial difficulties and remain in their homes.  

In Q3 2012, the Provision for Claims increased by $21 million however on a year-to-date basis, 

CMHC has lowered its Provision for Claims by $40 million. The decrease in the Provision for 

Claims on a year-to-date basis represents an overall decline in the expectation of future losses. 

The overall decrease in taxable income combined with the decrease in the corporate tax rate from 

26.5% in 2011 to 25% in 2012 reduced the Income Tax Expense to $116 million for Q3 2012. 

  



 

  

 

Premiums and Fees received for the three months and nine months ended 30 September 2012 were 

$31 million lower when compared to the same periods last year. This was the result of lower 

Portfolio volumes and an overall reduction in the size of the high ratio homeowner mortgage loan 

insurance market.  

All remaining financial measures disclosed in the table above have remained relatively stable when 

compared to the same prior year period. 

Under its Capital Management Framework, CMHC follows prudent regulations as set out by OSFI to 

protect the Canadian taxpayer from potential future costs arising from mortgage insurance.  

The percentage MCT is the ratio of capital available to capital required.  Capital required is 

calculated by applying OSFI risk factors to the Mortgage Loan Insurance Activity’s assets and 

liabilities.  

Effective 1 January 2012, new elements have been introduced by OSFI to the capital management 

guidelines related to mortgage loan insurance companies. These elements include refining the asset 

risk factors applied to balance sheet assets and adding a new capital factor for interest rate risk 

related to interest rate-sensitive assets and liabilities. These new elements are estimated to have 

otherwise reduced the 31 December 2011 MCT level of 226% MCT to 211 % MCT as at 1 January 

2012.   

These new elements, mainly the new capital factor for interest rate risk, increased Appropriated 

Capital from $9,912 million at 31 December 2011 to $11,062 million at 30 September 2012.   This 



 

  

led to a corresponding decrease in Unappropriated Retained Earnings offset by Net Income in the 

third quarter. 

Total Mortgage Loan Insurance Available Capital resulted in a 222% MCT as at Q3 2012 (up from 

211% MCT at the beginning of 2012). This is more than twice the minimum capital required by 

OSFI.  

In the first quarter of 2012, CMHC’s Board of Directors reviewed CMHC's capital targets and 

determined that while the capital holding target of 200% MCT remained a prudent and appropriate 

level for the Insurance business, the internal capital target should be increased from 150% MCT to 

175% MCT. 

CMHC’s Mortgage Loan Insurance Activity is fully capitalized with Appropriated Retained 

Earnings in Q3 2012 of $9,953 million and AOCI of $1,109 million.  

CMHC contributes to the stability of the financial system, including housing markets, by providing 

qualified Canadians in all parts of the country with access to a range of housing options. This sets 

CMHC apart from private sector competitors who have the ability to select the markets in which 

they operate. The 10% difference in the government guarantee between CMHC and private insurers 

compensates CMHC for this difference. 

CMHC continues to be the only mortgage loan insurer for large multi-unit residential properties 

including nursing and retirement homes.  The Corporation’s support for these forms of housing is 

important to the supply and maintenance of a range of housing options in Canada.  

CMHC is also the primary insurer for housing in rural areas and smaller Canadian markets. The 

share of CMHC’s total homeowner and rental business to address less-served markets and/or to 

support specific government priorities was close to 46% in the first nine months of 2012. 
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The profile of CMHC’s insurance-in-force at 30 September 2012 demonstrates the nature and level 

of risk associated with CMHC’s mortgage loan insurance business. CMHC manages its mortgage 

loan insurance business in a financially prudent manner, including following OSFI guidelines in 

setting capital levels.  In particular, CMHC targets holding twice the minimum capital required by 

OSFI.  

CMHC carries out rigorous due diligence in assessing applications for mortgage loan insurance.  All 

applications for mortgage loan insurance are initially reviewed and assessed by lenders prior to 

submission to CMHC.  Upon receipt of an application for mortgage loan insurance, CMHC then 

independently assesses the risk presented by the borrower, the property, the market in which the 

property is located and the application as a whole. 

As shown in the following table, based on updated property values the majority of CMHC-insured 

mortgages currently have loan-to-value ratios of 80% or less. The average equity in CMHC’s insured 

High and Low Ratio Homeowner portfolio remained stable at 45% at 30 September 2012. 
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CMHC analysis shows that some 33% of CMHC-insured high ratio borrowers are consistently ahead 

of their scheduled amortization by at least one mortgage payment per year. The figure rises to 64% 

for those who are ahead of their payment schedule by any amount.  Accelerated payments shorten 

the overall amortization period, reduce interest costs, increase equity in the home at a faster rate and 

lower risk over time.  

While homebuyers could choose an amortization period of up to 30 years prior to 9 July 2012, the 

average amortization period at the time of mortgage approval for all CMHC-insured homeowner and 

multi-unit residential loans has remained stable at 25 years as at the end of 30 September 2012.  

  



 

  

 

As at 30 September 2012, the average outstanding loan amount for homeowners who took out high 

ratio loans above 80% loan-to-value at origination was $176,838. This is approximately 19% higher 

than the average outstanding loan amount remaining on portfolio insured low ratio loans. The figures 

include the regular amortization of loan balances as well as accelerated payments by borrowers.  

 

Consistent with its mandate, CMHC provides mortgage loan insurance in all Canadian markets, 

spreading its insurance-in-force risk nationwide across all provinces and territories - each with a 

distinct economic outlook.  

 



 

  

Canadian credit scores generally range between 300 and 900. The higher the score, the lower the risk 

of borrower default.  In order to qualify for a CMHC-insured high ratio loan, the borrower/co-

borrower must have a credit score of 600, consistent with the first round of government guarantee 

parameters introduced in October 2008.  

 

 

CMHC has been able to maintain its strong market position and manage its risks while applying 

prudent underwriting practices. This is demonstrated by an average credit score of 726 for CMHC’s 

high-ratio homeowner insurance-in-force at 30 September 2012. The high average credit score also 

demonstrates a strong ability among homebuyers with CMHC-insured mortgages to manage their 

debts. 

The overall CMHC Arrears rate for September 2012 was 0.34%, improving on both the 0.35% level 

reported in Q2 2012 and the 0.41% rate as at year end 2011.   Improving YTD trends have been 

noted in both the CMHC Homeowner arrears rates and the Portfolio component. 



 

  

 

* Latest available CBA arrears rate is for August 2012. 

CMHC calculates the arrears rate as the ratio of all loans that are more than 90 days past due (i.e. no 

payments for 90 days on homeowner loans) to the number of outstanding insured loans. The ratio 

includes all arrears whether or not legal action has been initiated by the lender and whether or not 

work-outs have been approved by CMHC. The base represents outstanding insured loans. The 

CMHC ratio is the same as that used by the Canadian Bankers Association (CBA) for reporting 

arrears rates at an industry level.  

CMHC’s securitization programs contribute to a strong and stable Canadian housing finance system 

by providing lenders and in turn, borrowers access to funds for residential mortgages.  

CMHC’s securitization programs guarantee the timely payment of interest and principal of NHA 

Mortgage-Backed Securities (NHA MBS) issued by financial institutions and of Canada Mortgage 

Bonds (CMB) issued by the Canada Housing Trust (CHT). These activities are commercial in nature 

and do not receive Parliamentary appropriations.  

Under the NHA MBS program, approved issuers pool insured residential mortgages into marketable 

NHA MBS which provide investors with the opportunity to hold high-quality, secure investments in 

Canadian residential mortgages. This enhances efficiency and increases competition in the mortgage 

market which contributes to lower funding costs for mortgages.  

Through the CMB program, CHT sells CMBs to domestic and international investors and uses the 

proceeds to purchase NHA MBS. This further enhances the supply of mortgage funds for Canadians. 

The NHA MBS and CMB programs are important pillars of Canadian financial institutions’ 

diversified mortgage funding platforms. The programs’ reliable funding framework is especially 

beneficial to smaller mortgage lenders who lack the scale of their larger counterparts but who, 

through CMHC’s securitization programs, can access residential mortgage funding. The end result of 

these programs is that Canadians seeking mortgage financing benefit from enhanced competition in 

the mortgage market.  



 

  

  

For the nine months ended 30 September 2012, a total of $92 billion in securities were guaranteed by 

CMHC. This is higher than the $67.5 billion guaranteed as at 30 September 2011 and driven by 

increased issuance of Market NHA MBS by Issuers.   

Under the NHA MBS program, financial institutions issued and CMHC guaranteed approximately 

$62 billion in market NHA MBS as at 30 September 2012. Under the CMB program, CMHC 

guaranteed $29.7 billion in Canada Mortgage Bonds as at 30 September 2012. 

The following table summarizes the CMB and IMPP issuances and maturities as at 30 September 

2012.  

 

CMHC’s guarantees-in-force totalled $384 billion as at 30 September 2012, which is 6% higher than 

total guarantees-in-force at December 2011 financial year-end and 2% higher than in the second 

quarter of 2012.  CMHC’s authorized guarantees-in-force limit is $600 billion. 

  



 

  

Three months ended 30 September 2012 

Securitization Net Income increased by 4% ($2 million) compared to the same prior year period. 

This was mainly attributable to higher earned Guarantee Fees due to a greater volume of guarantees-

in-force, partially offset by lower realized gains on sale of investments as a result of the ongoing 

implementation of a new asset allocation policy.   

Nine months ended 30 September 2012 

For the nine months ended 30 September 2012, Net Income increased by 29% ($43 million) 

compared to the same prior year period.  This increase was attributable to higher earned Guarantee 

Fees, as stated above, and higher realized gains on sales of investments resulting from the liquidation 

of securities, primarily in the first quarter of 2012, in preparation for the implementation of the new 

Securitization asset allocation policy.  These increases were partially offset by the related Income 

Tax impact. 

 



 

  

CMHC’s Securitization capitalization methodology is based on regulatory and economic capital 

principles.  Total Securitization Retained Earnings at 30 September 2012 were $1,140 million of 

which $780 million was appropriated for capitalization.  Target Capital increased from $756 million 

as of 31 December 2011 to $822 million as of 30 September 2012, due to the new capital factor for 

interest rate risk introduced by OSFI effective 1 January 2012, mainly as a result of the introduction 

of a margin for interest rate risk. As at 30 September 2012, the Securitization Activity had 

Appropriated Retained Earnings and AOCI representing 100% of its Target Capital.   

Interest Income and Interest Expense from CHT’s NHA MBS and CMB, for the three months and 

nine months ended 30 September 2012, decreased by 13% and 8%, respectively, compared to the 

same periods in 2011. This decrease was a result of lower interest rates in the NHA MBS and CMB 

programs.  

 



 

  

CMHC is exposed to a variety of risks in its operating environment that could have an impact on the 

achievement of its objectives. The ability to anticipate and respond to changing circumstances is 

critical to the organization’s success.  

 

The Corporation maintains a structured approach to Enterprise Risk Management (ERM) and a 

strong governance framework. In this regard, in August of 2012, the Board of Directors established a 

Risk Management Committee, separate from the Audit Committee of the Board, to assist the Board 

in fulfilling its oversight responsibilities with respect to the identification and management of the 

Corporation's principal risks.    

CMHC’s ERM Policy, which is reviewed and approved annually by the Board of Directors, ensures 

a coordinated approach to managing the Corporation’s risk management governance and operating 

principles across all business activities at CMHC. 

The Government announced through the Jobs, Growth and Long-term Prosperity Act legislative 

amendments to enhance the governance and oversight framework for CMHC. As part of these 

amendments, OSFI has been mandated to conduct examinations at least annually into whether 

CMHC’s insurance and securitization businesses are conducted in a safe and sound manner with due 

regard to potential losses.  These enhancements support continuous efforts to strengthen the housing 

finance system and Canada’s housing market.   

The amendments also established a legal framework for covered bonds.  This will support financial 

stability by making the market for Canadian covered bonds more robust.  CMHC will administer the 

covered bond legal framework.  The requirements related to OSFI’s examination of CMHC’s 

activities and for CMHC’s role administering the covered bond framework are expected to have 

some additional resourcing requirements as these changes are implemented.   

The notes to the unaudited Quarterly Consolidated Financial Statements include details on market, 

credit and liquidity risks. Following are details of significant changes to risks reported in the 2011 

Annual Report as well as significant new risks which may have emerged in the last quarter. These 

risks and related risk mitigation strategies associated with CMHC Lending, Mortgage Loan 

Insurance and Securitization Activities are described in further detail below.    

Lending Activity has not experienced any significant changes to credit, prepayment and interest rate 

risk. 

On 1 January 2012, new OSFI MCT guidelines became effective. In the first quarter of 2012, 

CMHC’s Board of Directors reviewed CMHC’s capital targets and determined that while the capital 

holding target of 200% MCT remained a prudent and appropriate level for the mortgage loan 

insurance business, the internal capital target should be increased from 150% MCT to 175% MCT. 

Actual capital is currently in excess of the 200% capital holding target. 



 

  

In June the Government of Canada announced further adjustments to the rules for government-

backed insured mortgages to help strengthen Canada’s housing market. These changes, which came 

into effect on 9 July 2012, have reduced insured mortgage volumes below those projected in the 

2012-16 Summary of the Corporate Plan. 

There were no program changes or changes in liquidity and available capital that significantly 

impacted the risk exposures to the Securitization Activities. 

 

There were no changes within CMHC’s Board of Directors and senior management during the third 

quarter of 2012. The following changes occurred within CMHC’s Board of Directors and senior 

management earlier this year:  

 P. Marc Joyal, Vice-President Corporate Services and Chief Financial Officer left CMHC at 

the end of August 2012. Serge Gaudet, Chief, Audit and Evaluation has assumed his 

responsibilities on an interim basis until staffing is complete.  

Also, during the second quarter of 2012 CMHC announced changes designed to streamline senior 

management’s reporting relationships, recognize changes in its operating environment and continued 

commitment to governance and risk management. Building on those advances the following new 

positions, reporting to the President, were created: 

 Senior Vice-President, Mortgage Loan Insurance  

 Senior Vice-President, Corporate Services  

CMHC has undertaken staffing actions for the two Senior Vice-President positions as well as for the 

Chief Financial Officer role. The position of Chief Financial Officer, previously titled Vice-President 

Corporate Services and Chief Financial Officer, will retain responsibility for all finance functions 

and will continue to report directly to the President.  

On 29 June 2012, the Jobs, Growth and Long-term Prosperity Act received Royal Assent.  The Act 

amended the Canada Mortgage and Housing Corporation Act to increase the Board of Directors to 

12 voting members from 10, by adding the Deputy Minister of Human Resources and Skills 

Development, Mr. Ian Shugart and the Deputy Minister of Finance, Mr. Michael Horgan, as ex 

officio members. 

 

 

 

 

 



  

 

 



  

 

 

 

Period ended 30 September 2012 

 

Management is responsible for the preparation and fair presentation of these unaudited Quarterly 

Consolidated Financial Statements in accordance with the Treasury Board of Canada Standard on 

Quarterly Financial Reports for Crown Corporations and for such internal controls as management 

determines are necessary to enable the preparation of unaudited Quarterly Consolidated Financial 

Statements that are free from material misstatement. Management is also responsible for ensuring all 

other information in this Quarterly Financial Report is consistent, where appropriate, with the unaudited 

Quarterly Consolidated Financial Statements. 

Based on our knowledge, these unaudited Quarterly Consolidated Financial Statements present fairly, in 

all material respects, the financial position, results of operations and cash flows of the Corporation, as at 

the date of and for the periods presented in the unaudited Quarterly Consolidated Financial Statements. 

 

 

                                       

      
Karen Kinsley, FCA      Serge Gaudet, CA 

President and Chief Executive Officer    Acting Vice-President, Corporate 

        Services and Chief Financial Officer 

 

22 November 2012 

  



  

  



  

  



  

  

 

  



  

  

 

  



  

  



  

  

These unaudited Quarterly Consolidated Financial Statements include the accounts of Canada Mortgage 

and Housing Corporation (CMHC) and Canada Housing Trust (CHT), a special purpose entity. Within 

the Public Accounts of Canada, the Quarterly Consolidated Net Income reduces the Government’s 

quarterly deficit; the Consolidated Retained Earnings and Accumulated Other Comprehensive Income 

reduce the Government’s accumulated deficit. 

CMHC was established in Canada as a Crown Corporation in 1946 by the Canada Mortgage and 

Housing Corporation Act (the ―CMHC Act‖) to carry out the provisions of the National Housing Act (the 

―NHA‖). It is also subject to Part X of the Financial Administration Act (the ―FAA‖) by virtue of being 

listed in Part 1 of Schedule III, is wholly owned by the Government of Canada and is an agent Crown 

Corporation.  

In September 2008, CMHC, together with a number of other Crown Corporations, was issued a directive 

(P.C. 2008-1598) pursuant to Section 89 of the FAA requiring due consideration by CMHC to the 

personal integrity of those to whom it lends to or provides benefits to.  During 2009, the Corporation 

completed the implementation of the requirements of Section 89(6) of the FAA and notified the Minister 

of Human Resources and Skills Development that the directive has been met. 

CMHC's mandate is to promote the construction, repair, and modernization of housing; to promote the 

improvement of housing and living conditions, housing affordability, and choice; to promote the 

availability of low-cost financing for housing; to promote the national well-being of the housing sector, 

and in addition and with respect to activities related to mortgage loan insurance and guarantee programs 

and in administering the Canadian covered bond legal framework, to promote the efficient functioning 

and competitiveness of the housing finance market, and to promote and contribute to the stability of the 

financial system, including the housing market, with due regard to the Corporation's exposure to loss. 

The mandate is carried out through the following four activities: 

Mortgage Loan Insurance: CMHC provides mortgage insurance against borrower default on residential 

mortgages. 

Securitization: CMHC guarantees the timely payment of principal and interest for investors in securities 

based on insured mortgages. The CMHC guarantee is a direct and unconditional obligation of CMHC as  

an agent of Canada. It carries the full faith and credit of Canada, and constitutes a direct and 

unconditional obligation of and by the Government of Canada.  

Housing Programs: CMHC receives Parliamentary appropriations to fund housing programs.  

Lending: CMHC makes loans and investments in housing programs that are funded by borrowings from 

the Government of Canada and from capital markets. A significant number of these loans and 

investments are supported with housing program payments.  

Canada Housing Trust was established in 2001 as a special-purpose trust, separate from CMHC. The 

assets and liabilities of CHT are neither owned by nor held for the benefit of CMHC. CHT’s functions 

are limited to the acquisition of interests in eligible housing loans such as NHA Mortgage-Backed 

Securities (NHA MBS), the issuance of Canada Mortgage Bonds (CMB), as well as the purchase of 

highly rated investments, and certain related financial hedging activities. The CMB are guaranteed by 

CMHC under its Securitization Activity. The beneficiaries of the Trust, after payment of all obligations, 

are one or more charitable organizations. 



  

  

 

These unaudited Quarterly Consolidated Financial Statements have been prepared in accordance with the 

Treasury Board of Canada’s Standard on Quarterly Financial Reports for Crown Corporations.  

They are stated in millions of Canadian dollars, except where otherwise indicated, which is the 

consolidated entity’s (Corporation’s) functional currency. These unaudited Quarterly Consolidated 

Financial Statements should be read in conjunction with CMHC’s audited Consolidated Financial 

Statements for the year ended 31 December 2011.  These unaudited Quarterly Consolidated Financial 

Statements were approved and authorized for issue by CMHC’s Audit Committee on 22 November 2012. 

The significant accounting policies used in the preparation of these unaudited Quarterly Consolidated 

Financial Statements are summarized below and conform to IFRS effective as at 31 December 2011 as 

issued by the International Accounting Standards Board, with the exception of the adoption of new or 

changed accounting standards within the quarter. Treasury Board of Canada’s 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. As a result, the Corporation chose to follow the Treasury Board 

Standard on Quarterly Financial Reports which allow for such a departure from IFRS – IAS 34 Interim 

Financial Reporting with respect to the preparation of the unaudited Quarterly Consolidated Financial 

Statements.  

These unaudited Quarterly Consolidated Financial Statements include the accounts of CMHC and, as 

required by Standing Interpretation Committee Interpretation 12: Consolidation - Special Purpose 

Entities (SIC-12), the accounts of CHT, a special purpose entity to which CMHC has exposure to its risks 

and rewards. The Nordea International Equity Fund (Nordea) is consolidated as required by IAS 27: 

Consolidated and separate financial statements on the basis that CMHC controls the fund and is included 

in the investment portfolio within the Mortgage Loan Insurance and Securitization Activities. 

Inter-entity balances and transactions have been eliminated in the unaudited Quarterly Consolidated 

Financial Statements.  

These unaudited Quarterly Consolidated Financial Statements have been prepared on a going concern 

basis using a historical cost basis except for the following material items in the unaudited Quarterly 

Consolidated Balance Sheet: 

 Fair Value through Profit or Loss (―FVTPL‖) financial assets and liabilities are measured at fair value 

as are Available for Sale (―AFS‖) financial assets;  

 Investment Property is measured at fair value; and 

 Accrued benefit liabilities for post-employment benefit plans are recognized at the present value of 

the defined benefit obligations. 

CMHC’s mortgage loan insurance business is exposed to some seasonal variation.  While Premiums 

Earned and Income from Investment Securities vary from quarter to quarter as underlying balances 

change, premiums received for some insurance products vary each quarter because of seasonality in 

housing markets.  Variations are driven by the level of mortgage originations and related mortgage 

policies written, which, for purchase transactions, typically peak in the spring and summer months.  

Losses on claims vary from quarter to quarter primarily as the result of prevailing economic conditions as 

well as the characteristics of the insurance in-force portfolio, such as size and age.  All revenues and 

expenses are recognized in accordance with the accounting policies set out below.



  

  

The following are the significant accounting policies used in the preparation of these unaudited Quarterly 

Consolidated Financial Statements:  

The Corporation classifies its financial assets in the following categories: Financial Assets at Fair Value 

through Profit or Loss, Loans and Receivables, Held to Maturity and Available for Sale. Two 

classifications are used for financial liabilities: Financial Liabilities at Fair Value through Profit or Loss 

and Other Financial Liabilities.  

The Corporation further categorizes financial instruments at Fair Value through Profit or Loss as either 

Held for Trading or Designated at Fair Value through Profit or Loss (refer to Note 12 for further 

information).  

The classification is determined by Management at initial recognition based on intent.  

 

 

  

 

 



  

  

Settlement date accounting is used for purchases and sales of financial assets and financial liabilities. 

Realized gains and losses on sales are recognized on a weighted average cost basis.  

The Corporation assesses at each Consolidated Balance Sheet date whether there is objective evidence 

that a financial asset is impaired. Impairment occurs if it is determined that significant or prolonged 

losses have been experienced. Factors reviewed to determine whether impairment exists include 

significant or prolonged declines in fair value, financial reorganization, corporate restructuring, 

bankruptcies and other indications of liquidity problems, or the disappearance of an active market for the 

asset because of financial difficulties.  For financial assets classified as HTM or Loans and Receivables 

that are identified as impaired, their carrying amounts are reduced to their estimated realizable amounts 

and the credit impairment is recorded in Net Realized Gains (Losses) from Financial Instruments. If an 

AFS financial asset is determined to be impaired, the cumulative unrealized loss previously recorded in 

AOCI is removed from equity and recognized in income for the period through Net Realized Gains 

(Losses) from Financial Instruments. If the fair value of an impaired debt instrument classified as AFS 

subsequently increases, the impairment loss reversal is limited to the impairment previously recognized 

in Net Income. Subsequent increases in the fair value of an impaired equity instrument classified as AFS 

are recorded in OCI. 

For the majority of Loans, losses are mitigated by CMHC’s assurance of full collection of principal and 

accrued interest through provisions in the Social Housing Agreements, provisions in the National 

Housing Act, Ministerial Loan Guarantees or the loans are underwritten though CMHC’s Mortgage Loan 

Insurance Activity in which case provisions for claims are established. Loans that have not been 

underwritten or covered by a third party guarantee are assessed on a regular basis to determine if a 

provision for loss is necessary.  

Cash and Cash Equivalents are comprised of cash and short-term highly liquid investments with an 

original term to maturity of 98 days or less that are readily convertible to known amounts of cash. Cash 

Equivalents funded by Securities Sold Under Repurchase Agreements are classified as HTM. Cash 

Equivalents in the Lending Activity are Designated at Fair Value. Cash Equivalents in the Mortgage 

Loan Insurance and Securitization Activities are classified as AFS.  Cash Equivalents must have a 

minimum credit rating of R-1 (Low) or equivalent as determined by S&P, Moody’s or DBRS at the time 

they are purchased. Interest income on these investments is recorded in Income from Investment 

Securities. 

Investment Securities in the Lending Activity are comprised of fixed income securities and are 

Designated at Fair Value through Profit or Loss. Investment Securities in the Mortgage Loan Insurance 

and Securitization Activities are comprised of fixed income and equity securities and are classified as 

AFS, HFT or Designated at Fair Value through Profit or Loss. Interest income on fixed income 

investments is recorded in Income from Investment Securities using the effective interest method. 

Dividend income on equity investments is recorded in Income from Investment Securities when the right 

to the dividend is established. 

Securities Purchased Under Resale Agreements (Reverse Repurchase Agreements) consist of the 

purchase of securities, typically Government treasury bills or bonds, with the commitment to resell the 

securities to the original seller at a specified price and future date in the near term. They are treated as 

collateralized lending transactions and are classified as HTM. 

Securities Sold Under Repurchase Agreements (Repurchase Agreements) consist of the sale of securities 

with the commitment to repurchase the securities from the original buyer at a specified price and future 

date in the near term.  



  

  

Securities Sold Under Repurchase Agreements are classified as Other Financial Liabilities. Proceeds 

received from Securities Sold Under Repurchase Agreements are generally invested in Securities 

Purchased Under Resale Agreements or Cash Equivalents for the purpose of generating additional 

income. Such transactions are entered into simultaneously with matching terms to maturity.  

The associated interest earned and interest expenses are recorded in Income from Investment Securities 

and Interest Expense, respectively. 

Investment in NHA Mortgage-Backed Securities - Loans and Receivables represent the transfer of NHA 

MBS securities issued by Canadian financial institutions (Issuers) to CMHC, under the Insured Mortgage 

Purchase Program (IMPP), or CHT, under the CMB program, where substantially all of the risks and 

rewards of the transferred NHA MBS are retained by the issuers through swap agreements with CMHC 

or CHT.  Although these securities legally represent an undivided interest in a pool of residential 

mortgages insured under the NHA and are backed by a timely payment guarantee by CMHC, the transfer 

is accounted for as a financing transaction by the Corporation.   

As a result, the Corporation accounts for the transfers as secured financing, Investment in NHA 

Mortgage-Backed Securities – Loans and Receivables, collateralized by the NHA MBS and associated 

high quality reinvestment securities.  The NHA MBS, reinvestment assets and swaps are not recognized 

on the Corporation’s Consolidated Balance Sheet.  The collateral is, however, held in the name of CMHC 

or CHT and represents the sole source of principal repayments for the Investments in NHA Mortgage-

Backed Securities – Loans and Receivables.  The amounts due from the swap counterparties represent 

the interest earned on Investment in NHA Mortgage-Backed Securities – Loans and Receivables. 

Designated at Fair Value through Profit or Loss: Loans that are part of portfolios which are 

economically hedged are Designated at Fair Value through Profit or Loss.  

Other:  Loans are classified as Loans and Receivables. Where loans contain forgiveness clauses, they are 

recorded net of the forgiveness that is reimbursed through Parliamentary appropriations when the loans 

are advanced. 

Interest income is recognized using the effective interest method in Interest Earned on Loans and 

Investments in Housing Programs. 

CMHC is reimbursed through Parliamentary appropriations for interest rate losses resulting from certain 

loans for housing programs containing interest rate clauses that are lower than the associated interest cost 

on the related borrowings.  These loans were issued from 1946 to 1984 through provisions of the 

National Housing Act. Parliamentary appropriations are voted on an annual basis by Parliament and 

CMHC has over a 30 year history of past collection of interest losses through appropriations. CMHC 

measures these loans at amortized cost which assumes the continued receipt of appropriations going 

forward. If the appropriations are not received in a future year the valuation of these loans would change. 

Investments in Housing Programs: 

The following categories are included in Investments in Housing Programs. 

 Loans under Investments in Housing Programs represent loans made under various pre-1996 

housing programs that were transferred to the Provinces/Territories under the Social Housing 

Agreements (SHAs). For some housing programs, the Provinces/Territories are gradually acquiring 

CMHC’s interest in the housing portfolio by making payments to CMHC. Loans under Investments in 

Housing Programs are classified as Loans and Receivables. Interest income on these loans is recorded in 

Interest Earned on Loans and Investments in Housing Programs on an accrual basis using the effective 

interest method. 



  

  

 Investments under Investments in Housing Programs represent CMHC’s ownership interest 

in various housing projects, mostly made under Federal-Provincial Agreements, which are treated as 

Property, Plant and Equipment and carried at net book value. Amortization is calculated on a declining 

balance method over the life of the investment which best represents the agreed term over which these 

projects will be used to render the program services.  CMHC’s portion of amortization, net operating 

losses and disposal losses are reimbursed through Parliamentary appropriations.  

The Corporation enters into derivatives such as interest rate swaps, cross currency interest rate swaps,  

interest rate futures and equity index futures in order to manage its exposures to market risks. Swaps are  

only contracted with creditworthy counterparties that maintain a minimum rating of A- or equivalent as 

determined by S&P, Moody’s or DBRS and are not used for speculative purposes.  

Derivatives are classified as HFT as they have not been designated as eligible hedges for accounting 

purposes and are carried at fair value on the Quarterly Consolidated Balance Sheet. Derivatives with a 

positive fair value are reported as assets, while derivatives with a negative fair value are reported as 

liabilities.  

Derivatives may be embedded in other financial instruments and are treated as separate derivatives when 

their economic characteristics and risks are not closely related to those of the host instrument, the terms 

of the embedded derivative are the same as those of a stand-alone derivative, and the combined contract 

is not HFT or Designated at Fair Value through Profit and Loss. 

The net of interest income and expenses is recorded in Interest Expense as earned and incurred.   

Product Classification: CMHC classifies its mortgage loan insurance as an insurance contract where  

the lender faces uncertainty with regard to potential borrower default on a mortgage and therefore pays a 

premium to transfer the risk to CMHC. If the borrower defaults, the claim is significantly larger than the 

actual premium. Such contracts remain insurance contracts until the underlying insured mortgages are 

fully repaid and are measured in accordance with IFRS 4 Insurance Contracts.  

Premium Revenue: Mortgage loan insurance premiums are due at the inception of the mortgage being 

insured at which time they are deferred and recognized as income over the period covered by the 

insurance contract using factors determined by the Appointed Actuary. These factors reflect the long-

term pattern for default risk of the underlying mortgages.  

Unearned Premiums: Unearned Premiums represent the unexpired portion of the policy premiums at 

the Quarterly Consolidated Balance Sheet date and therefore relate to claims that may occur from the 

Quarterly Consolidated Balance Sheet date to the termination of the insurance policies. Annually, the 

Appointed Actuary compares the unearned premiums to an estimate of total future claims on a 

discounted basis to ensure the amount is sufficient. Should such amount not be sufficient, a provision for 

premium deficiency is recorded.  

Provision for Claims: The Provision for Claims represents an estimate for expected claims and the 

related settlement expenses, net of the related expected property sale proceeds, for defaults from the 

mortgage insurance business that have occurred on or before the Quarterly Consolidated Balance Sheet 

date. The provision takes into consideration the estimate of the expected ultimate cost of claims reported 

but not paid and claims Incurred But Not Reported (IBNR) at the Quarterly Consolidated Balance Sheet 

date, the time value of money and in accordance with accepted actuarial practice includes an explicit 

provision for adverse deviation. The estimate of IBNR is generally subject to a greater degree of 

uncertainty than that for reported claims.  

 



  

  

Insurance Policy Liability Adequacy: Liability adequacy tests are performed annually as part of the 

Actuarial Valuation to ensure the adequacy of insurance policy liabilities net of Deferred Acquisition 

Costs (DAC) assets with respect to the Provision for Claims and Unearned Premiums. Current best 

estimates of future contractual cash flows, claims handling and administration costs, and investment 

returns from the assets backing the liabilities are taken into account in the tests. Where a deficiency is 

highlighted by the test, DAC assets are written off first, and insurance liabilities increased when these are 

written off in full. Any premium deficiency is immediately recognized in Net Income. The liability 

adequacy test for the Corporation has identified that no provision for premium deficiency is required. 

The process of determining the provision necessarily involves risks that the actual results will deviate, 

perhaps significantly, from the estimates made.  

The loss on actual mortgage defaults and the change in the estimated Provision for Claims are recorded 

in Net Claims in the year in which they occur. 

The provision for Social Housing Mortgages and Index Linked Mortgages (ILM) is based on the 

assumptions that the cumulative premiums received and related investment income will be sufficient to 

meet future claim payouts. Due to the uniqueness of these programs, their provision is established as the 

fund balance plus a margin for adverse deviation. 

Fees: Application fees that are designed to recover part or all acquisition costs associated with issuing 

mortgage loan insurance policies are deferred and amortized on the same basis as the related premiums.  

Deferred Acquisition Costs: A portion of acquisition costs relating to the Unearned Premiums is 

deferred and amortized over the estimated lives of the relevant contracts.  

Real estate acquired by the Mortgage Loan Insurance Activity through loan default is classified as Non-

Current Assets Held for Sale when its carrying amount will be recovered principally through a sale 

transaction rather than through continuing use. The criteria for Held for Sale classification includes 

Management’s commitment to a plan to sell the selected assets and the expectation that such a sale will 

be completed within a 12 month period. Events or circumstances beyond the entity’s control may extend 

the period to complete the sale beyond one year. Such assets continue to be classified as Held for Sale as 

Management remains committed to its plan to sell the asset. Non-Current Assets Held for Sale are 

measured at the lower of their carrying amount and their fair value less cost to sell. Impairment losses 

and any subsequent reversals are recognized in Net Income in the period in which they occur. Non-

Current Assets Held for Sale are not depreciated.  

Classification: Financial guarantee contracts are defined as those that require the issuer to make 

specified payments to reimburse the holder for a loss it incurs because a specified debtor fails to make 

payment when due. CMHC classifies its timely payment guarantee for NHA MBS and CMB as a 

financial guarantee contract. Such contracts remain financial guarantee contracts until all rights and 

obligations are extinguished or expire and are measured in accordance with IAS 39 Financial 

Instruments: Recognition and Measurement.  

Recognition and Measurement: Timely payment guarantee fees are initially recognized in Unearned 

Premiums and Fees at fair value (the premium received) plus transaction costs. Subsequently, they are 

measured at the amount initially recognized less the amortization of guarantee fee revenue. Should the 

estimated amount required to settle the timely payment guarantee obligations exceed this amount, a 

provision is recognized.  

Application and Compensatory fees are recognized as revenues in the period where the related services 

are rendered. Direct costs associated with issuing timely payment guarantees are recognized in Operating 

Expenses as incurred.  



  

  

CMHC is a prescribed federal Crown Corporation under Reg. 7100 of the Income Tax Act (ITA) and is 

subject to federal income tax as a prescribed Corporation for purposes of subsection 27(2) of the ITA. It 

is not subject to provincial income tax. CHT is subject to federal and provincial income taxes on the 

amount of taxable income for the period and is permitted a deduction for all amounts paid or payable to 

CHT’s beneficiaries in determining income for tax purposes. As all taxable income was distributed to the 

beneficiaries, no provision for income taxes has been reflected for CHT in these unaudited Quarterly 

Consolidated Financial Statements. Nordea is a mutual fund trust pursuant to subsection 132(6) of the 

ITA. Nordea is subject to income tax on Net Income and net realized capital gains that are not paid or 

payable to unitholders at the end of the taxation year. Nordea is required to distribute all net taxable 

income and sufficient realized capital gains to unitholders so that it is not subject to income tax. 

Accordingly, no provision for income taxes is included in the unaudited Quarterly Consolidated 

Financial Statements in respect of Nordea. 

The Corporation uses the liability method of accounting for income taxes. Under this method, Deferred 

Income Tax Assets and Liabilities are recognized based on the estimated tax effect of temporary 

differences between the carrying value of assets and liabilities on the financial statements and their 

respective tax bases. The Corporation uses substantively enacted income tax rates at the Quarterly 

Consolidated Balance Sheet date that are expected to be in effect when the asset is realized or the liability 

is settled. A valuation allowance is established, if necessary, to reduce the Deferred Income Tax Assets to 

an amount that is probable to be realized.  

CMB, which are issued by CHT and guaranteed by CMHC, are interest-bearing bullet bonds. Coupon 

interest payments are made semi-annually for fixed rate CMB and quarterly for floating rate CMB. 

Principal repayments on the bonds are made at the end of the term. CMB are classified as Other Financial 

Liabilities. The Approved MBS Sellers reimburse CHT for the cost of arranging financing, including the 

fees paid to CMHC as Guarantor and Financial Services Advisor, underwriters and others for the 

distribution of CMB.  These reimbursements are recorded in Other Income. 

CMHC may purchase and resell CMB in the market for investment purposes. These purchases are treated 

as retirements of debt, with the difference between the purchase price and the carrying value of the CMB 

being recognized as a gain or loss in income. Gains and losses on subsequent sales are treated as a re-

issuance of the debt and amortized over the remaining life of the CMB sold. 

Borrowings from the Capital Markets represent borrowings incurred between 1993 and April 2008. 

These borrowings are Designated at Fair Value through Profit or Loss.  

Borrowings Designated at Fair Value through Profit or Loss: Since April 2008, the Lending Activity 

has been borrowing under terms of the Crown Borrowing Agreement. These borrowings, excluding those 

relating to the Municipal Infrastructure Lending Program (MILP), are Designated at Fair Value through 

Profit or Loss. Expenses related to these borrowings are recognized in Interest Expense in the year 

incurred.  

Other Government of Canada Borrowings: Other Government of Canada Borrowings represent 

borrowings incurred prior to 1993 in the Lending Activity as well as those under the terms of the Crown 

Borrowing Agreement relating to the MILP and the IMPP which are included in the Lending Activity 

and Securitization Activity, respectively.  They are classified as Other Financial Liabilities. 



  

  

Parliamentary appropriations for Housing Programs, and the related expenses, are recorded on an accrual 

basis. They are recognized in the year in which the related expenses are incurred.  Appropriations and 

related expenses are presented in the Quarterly Consolidated Statement of Income and Comprehensive 

Income as Housing Programs revenues and expenses, respectively. Those expenses incurred but not yet 

reimbursed are recorded in the Quarterly Consolidated Balance Sheet as Due from the Government of 

Canada. 

CMHC provides a defined benefit pension plan that is registered under federal legislation, supplemental 

pension plans, and other post-employment benefits consisting mainly of severance pay, life insurance and 

medical insurance. 

Pension benefits are based on length of service and average earnings of the best five-year period as 

classified under defined benefit pension arrangements. The pension benefits are adjusted annually by a 

percentage equivalent to the total average change in the Consumer Price Index during the previous year.  

The defined benefit plan asset or liability recognized is the present value of the obligations under the 

plans, less unamortized past service costs, and plan assets. Defined benefit plan assets are limited to the 

total of unamortized past service costs and the present value of any economic benefits available in the 

form of reductions in future contributions to the plan. 

Net benefit plan costs are the current service cost, interest cost on the defined benefit obligation, the 

amortization of deferred past service costs, and the expected investment return on plan assets. These 

costs are recognized in Operating Expenses.  Actuarial gains and losses are recognized in Other 

Comprehensive Income as incurred, and flow into Retained Earnings on the Quarterly Consolidated 

Balance Sheet.  

Past service costs are deferred and amortized on a straight-line basis over the average period until the 

benefits become vested. To the extent that the benefits are already vested following the introduction of, 

or changes to, a defined benefit plan, the past service costs are recognized immediately. 

Investment properties, which are included in Accounts Receivable and Other Assets are properties held 

to earn rental income or for capital appreciation, or both. Investment properties are initially recognized at 

cost plus transactions costs. Subsequent to initial recognition, it is measured at fair value. Fair value is 

determined based on valuations performed by independent and internal property appraisers who hold 

recognized and relevant professional qualifications. Gains or losses arising from changes in fair value are 

recognized in Net Income in the period in which they arise. Investment property rental income and 

expenses are recorded in Other Income. For certain investment properties, expenses are recoverable from 

the Minister and these are recorded in Housing Programs appropriations. 

Related party transactions are recorded according to the relevant IFRS standard applicable to the 

transaction. 

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at 

exchange rates prevailing at the Quarterly Consolidated Balance Sheet date. Exchange gains and losses 

resulting from the translation of foreign denominated balances are included in Net Unrealized Gains 

(Losses). Purchases and sales of foreign securities and the related income are translated into Canadian 

dollars at the exchange rates prevailing on the respective dates of the transactions. 



  

  

Contingent liabilities are possible obligations whose existence will be confirmed only by uncertain future 

events or present obligations where the transfer of economic benefit is uncertain or cannot be reliably 

measured. Contingent liabilities are not recognized but are disclosed in Note 19. 

Leases are classified as either operating or finance, based on the substance of the transaction at inception 

of the lease.  Classification is re-assessed if the terms of the lease are changed. 

CMHC as Lessor: Leases whereby a significant portion of the risks and rewards of ownership are 

retained by CMHC are classified as operating leases. The leased assets are included within Property, 

Plant and Equipment or Investment Property (included in Accounts Receivable and Other Assets on the 

Quarterly Consolidated Balance Sheet) and depreciation is provided on the depreciable amount of these 

assets on a systematic basis over their estimated useful lives. Lease income is recognized on a straight-

line basis over the period of the lease unless another systematic basis is more appropriate.  

CMHC as Lessee: Leases whereby substantially all the risks and rewards of ownership are transferred to 

CMHC are classified as finance leases. Assets meeting finance lease criteria are capitalized at the lower 

of the present value of the related lease payments or the fair value of the leased asset at the inception of 

the lease. Minimum lease payments are apportioned between the finance charge and the liability.  

Leases which do not transfer substantially all the risks and rewards of ownership to CMHC are classified  

as operating leases. Payments under an operating lease are recognized in Net Income on a straight-line 

basis over the lease term.

CMHC has identified 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 have been determined to potentially have an impact 

on the Corporation’s results and Consolidated Financial Statements in the future. No additional standards 

have been issued that impact CMHC except for those disclosed in its unaudited Quarterly Consolidated 

Financial Statements for the period ended 30 September 2012. 

 On 16 December 2011, the IASB issued amendments to IFRS 7 Financial Instruments: Disclosures 

that provide new disclosure requirements in netting arrangements to enable users of the financial 

statements to better compare financial statements prepared in accordance with IFRS and US GAAP. 

The Corporation has determined that this amendment will require adjustments to its Notes to the 

Consolidated Financial Statements in order to meet the new requirements under IFRS 7 for netting 

arrangements.  

 On 13 May 2011, the IASB issued IFRS 10 Consolidated Financial Statements (IFRS 10) to replace 

IAS 27 Consolidated and Separate Financial Statements and SIC-12 Consolidation – Special Purpose 

Entities. IFRS 10 provides a single consolidation model that identifies control as the basis for 

consolidation. As the Corporation's current accounting and consolidation practices are compliant 

under IFRS 10 consolidation guidelines, it does not expect that this new standard will have a material 

impact on its Consolidated Financial Statements. 

 On 13 May 2011, the IASB issued IFRS 11 Joint Arrangements (IFRS 11) to replace IAS 31 Interests 

in Joint Ventures and SIC-13 Jointly Controlled Entities-Non-Monetary Contributions by Venturers. 

IFRS 11 establishes principles for the financial reporting of joint arrangements. The Corporation does 

not expect that this new standard will have a material impact on its Consolidated Financial 

Statements. 



  

  

  On 13 May 2011, the IASB issued IFRS 12 Disclosure of Interests in Other Entities which combines, 

enhances and replaces the disclosure requirements for subsidiaries, joint arrangements, associates and 

unconsolidated structured entities. The Corporation has determined that this new standard will require 

adjustments to its Notes to the Consolidated Financial Statements in order to meet the new 

requirements under IFRS 12 for unconsolidated structured entities.  

 On 13 May 2011, the IASB issued IFRS 13 Fair Value Measurement (IFRS 13). IFRS 13 defines fair 

value, sets out a single framework for measuring fair value and requires disclosures about fair value 

measurements. While IFRS 13 does not introduce any new requirements, it reduces complexity and 

improves consistency by clarifying the definition of fair value and requiring its application to all fair 

value measurements. CMHC currently follows the IFRS 13 principles for determining fair value on 

most of its financial instruments, except for certain rent-producing real estate properties under the 

Lending Activity.  These properties are fair valued based on the present value of expected future cash 

flows using a discount rate reflective of the characteristics of the property.  Upon adoption of this new 

standard, all of CMHC’s real estate properties will be required to be valued at their highest and best 

use values resulting in a potential increase in fair value of the properties as well as an increase to 

CMHC’s Net Income.  CMHC also anticipates enhanced disclosure requirements relating to fair value 

measurement information.   

 On 16 June 2011, the IASB issued amendments to IAS 1 Presentation of Financial Statements. The 

amendments require the components of Other Comprehensive Income be presented in two categories: 

items being reclassified to Net Income in subsequent periods and items that will not be reclassified to 

Net Income. The new requirements are to be applied retrospectively. The Corporation does not expect 

that these amendments will have a material impact on its Consolidated Financial Statements. 

 On 16 June 2011, the IASB issued amendments to IAS 19 Employee Benefits (IAS 19). Amendments 

to IAS 19 eliminate the ―corridor method‖ and improve the recognition, presentation and disclosure 

requirements for the defined benefit plans.  As the Corporation has adopted the change from the 

corridor method upon implementation of IFRS, this component of the amendment will not affect the 

Corporation’s Consolidated Financial Statements.  The Corporation’s analysis of the other changes 

indicates that the amendments will result in an overall change in pension expenses reflected in Net 

Income with a corresponding offset in actuarial gains and losses recognized in Other Comprehensive 

Income.  This change is due to the discount rate being applied to the plan assets to calculate the 

estimated return by the plan rather than the expected rate of return that was previously allowed. These 

amendments also include enhanced disclosure requirements. 

 On 16 December 2011, the IASB issued amendments to IAS 32 Financial Instruments: Presentation 

to clarify the application of the offsetting requirements. Earlier application is permitted. The 

Corporation has not yet determined the impact of these amendments on its Consolidated Financial 

Statements. 

 On 12 November 2009, the IASB issued IFRS 9 Financial instruments (IFRS 9) with further revisions 

on 28 October 2010 to replace IAS 39 Financial Instruments: Recognition and Measurement. IFRS 9 

uses a single approach to determine whether a financial instrument is measured at amortized cost or 

fair value, based on how an entity manages its financial instruments in the context of its business 

model and the contractual cash flow characteristics of the financial instrument. In December 2011, the 

IASB decided to delay the mandatory effective date of IFRS 9 to annual periods beginning on or after 

1 January 2015. The Corporation has not yet determined the impact of this new standard on its 

Consolidated Financial Statements. 



  

  

In the process of applying the Corporation’s accounting policies, Management is required to make 

various judgments, apart from those involving estimations, that can significantly affect the amounts it 

recognizes in the unaudited Quarterly Consolidated Financial Statements. The judgments having the most 

significant effect on the amounts recognized in the unaudited Quarterly Consolidated Financial 

Statements are: 

 Consolidation – significant judgments are applied in the assessment of whether the substance of the 

relationship between CMHC and Canada Housing Trust (a special purpose entity) indicates that, as 

per SIC-12, CMHC controls that special purpose entity. CMHC guarantees the timely payment of 

principal and interest on the Canada Mortgage Bonds, which exposes it to the majority of risks of 

Canada Housing Trust and as a result, CMHC consolidates the Canada Housing Trust. Significant 

judgments are also applied in the assessment of whether the substance of the relationship between 

CMHC and Nordea indicates that CMHC controls it. As CMHC is the principal investor in the fund, 

Nordea is reliant on CMHC’s continued investment. As a result, CMHC consolidates Nordea 

International Equity fund; 

 

 Derecognition – in assessing whether transfers of NHA MBS from Issuers to the Corporation under 

the CMB program (CHT) and IMPP (CMHC) qualify for derecognition, significant judgment is 

applied in determining whether substantially all the risks and rewards of ownership of the NHA MBS 

have been transferred; and 

 

 Impairment of Available for Sale Financial Instruments – significant judgments are applied in 

assessing if losses that have been experienced are significant and/or prolonged and the asset is not 

expected to recover to its cost.

The preparation of these 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 disclosures. Key areas where Management has made 

estimates and assumptions include those related to Provision for Claims, Unearned Premiums, Fair Value 

of Financial Instruments, and Post-employment Benefits. Where actual results differ from these estimates 

and assumptions, the impact will be recorded in future periods. 

The Provision for Claims represents an estimate for expected claims and the related settlement expenses, 

net of the related expected property sale proceeds, for defaults from the mortgage insurance business that 

have occurred on or before the Quarterly Consolidated Balance Sheet date. In calculating the estimated 

liability, an estimate of losses on defaults that have been incurred but not reported is made using 

historical experience and the time value of money, which considers prevailing legal, economic, social 

and regulatory trends. See Note 10 for further details. 

Mortgage loan insurance premiums are deferred and recognized as revenue over the period covered by 

the insurance contracts using actuarially determined factors that are reviewed annually as part of the 

Actuarial Valuation. The premium earning factors are derived from claim occurrence patterns based on 

the principle that premiums will be earned at the same rate as claims are incurred. See Note 10 for further 

details. 



  

  

Financial instruments carried at fair value are measured based on quoted market prices observable in  

the market or amounts derived from cash flow models or other valuation methodologies. The fair value 

measurement hierarchy described in Note 12 reflects the significance of the inputs used in making these 

measurements.  

The annual cost of pension and other post-employment benefits earned by employees is actuarially 

determined using the projected unit credit method prorated on service and Management's best estimate  

of expected long-term pension plan investment performance, compensation increases, retirement ages of 

employees, mortality of members and expected health care costs. These assumptions are of a long-term 

nature, which is consistent with the nature of post-employment benefits. Actual results could differ from 

these estimates. See Note 16 for further details. 

The following table shows the unrealized gains (losses) on Investment Securities recorded at fair value. 

The cumulative loss from Available for Sale fixed income and equity investments of $23 million 

(31 December 2011 – $156 million) included in Accumulated Other Comprehensive Income, has not 

been recognized as an impairment loss in Net Income.  

During the three and nine months ended 30 September 2012, impairment losses of $24 million and $94 

million, respectively (three and nine months ended 30 September 2011 – nil) were recognized in Net 

Realized Gains (Losses) from Financial Instruments and no reversals of previously realized fixed income 

investment security impairments occurred during the year. 

For the three month and nine month period ending 30 September 2012, there were disbursements of 

Investment in NHA Mortgage-Backed Securities – Loans and Receivables in the amount of 

$9,599 million and $29,697 million and repayments of $798 million and $20,855 million, respectively 

(three and nine months ended 30 September 2011 – disbursements of $10,161 million and $32,226 

million, and repayments of $14,517 million and $29,007 million, respectively).  

 



  

  

CMHC receives Parliamentary appropriations to fund the following program expenditures, including 

operating expenses, in support of Housing Programs.  

The following table presents the changes in the Due from (to) the Government of Canada account. The 

outstanding balance as of 30 September 2012 is mainly composed of housing programs expenses 

incurred but not yet reimbursed. 

Under Section 15 of the NHA, the aggregate outstanding amount of principal guarantees may not exceed 

$600 billion (31 December 2011 – $600 billion). 

The following table presents the total guarantees-in-force by program. 



  

  

The interest expense related to Canada Mortgage Bonds for the three and nine months ended 

30 September 2012 is $1,424 million and $4,451 million, respectively (three and nine months ended 

30 September 2011 – $1,661 million and $4,883 million, respectively). 

For the three and nine months ended 30 September 2012, CHT issued Canada Mortgage Bonds in the 

amount of $9,599 million and $29,697 million, respectively (three and nine months ended 30 September 

2011 – $10,161 million and $32,226 million, respectively). There were no maturities for the three months 

ended 30 September 2012 and $18,700 million in maturities for the nine months ended 30 September 

2012 (three and nine months ended 30 September 2011 – $13,450 million and $25,900 million, 

respectively).   

The interest expense related to Capital Market Borrowings for the three and nine months ended 30 

September 2012 is $20 million and $65 million, respectively (three and nine months ended 

30 September 2011 – $30 million and $97 million, respectively).  

CMHC made no repayments for the three months ended 30 September 2012 and $300 million in 

repayments for the nine months ended 30 September 2012 relating to its Capital Market Borrowings 

(three and nine months ended 30 September 2011 – $833 million and $933 million, respectively). 

The interest expense related to Borrowings from the Government of Canada - Designated at Fair Value 

through Profit or Loss and Other for the three and nine months ended 30 September 2012 is $557 million 

and $1,678 million, respectively (three and nine months ended 30 September 2011 – $580 million and 

$1,739 million, respectively). 

For the three and nine months ended 30 September 2012, CMHC had new borrowings in the amount of 

$591 million and $1,770 million, respectively (three and nine months ended 30 September 2011 – $814 

million and $3,213 million, respectively), and repayments in the amount of $1,562 million and $4,211 

million, respectively (three and nine months ended 30 September 2011 – $1,517 million and $5,098 

million, respectively), relating to its Borrowings from the Government of Canada. 

The following table presents the changes in the Unearned Premiums and Fees balance: 

 



  

  

The Provision for Claims includes amounts set aside for Incurred But Not Reported (IBNR) claims, 

claims reported but not paid and for Social Housing Mortgage and Index Linked Mortgage claims. The 

following table presents the changes in the Provision for Claims balance: 

CMHC assumes the risk of loss from borrower default through mortgage insurance contracts entered into 

with lenders, exposing CMHC to the uncertainty surrounding the timing, frequency and severity of 

claims. CMHC manages its exposure to this risk of loss through prudent product design, underwriting 

and default management practices, and the establishment of adequate capital reserves. 

A concentration of risk may arise from insurance contracts issued in a particular geographical area where 

local economic conditions are significantly different from average. The relative impact of the outcome is 

mitigated as a result of CMHC’s distribution of business across different geographic areas.  

Under Section 11 of the NHA, the total of outstanding insured amounts of all insured loans may not 

exceed $600 billion (31 December 2011 – $600 billion). 

At 30 September 2012, insurance-in-force, which represents the risk exposure of the CMHC Mortgage 

Loan Insurance Activity, totalled $576 billion (31 December 2011 – $567 billion).

The following table presents the total income taxes. 

 



  

  

All financial instruments are recognized initially at fair value. Fair value is the amount of the 

consideration that would be agreed upon in an arm's length transaction between knowledgeable, willing 

parties who are under no compulsion to act. Accrued interest is separately disclosed for all financial 

instruments. 

Fair values are estimated using the following fair value methods. The fair value measurement hierarchy 

reflects the observability of the most significant inputs used in making these measurements. 

Level 1: Financial assets quoted in active markets are measured based on the bid price of an identical 

asset. Financial liabilities quoted in active markets are measured based on the ask price of an identical 

liability.  

Level 2: Financial assets and liabilities not quoted in active markets that are measured based on 

discounted cash flow or other valuation methodologies making maximum use of directly or indirectly 

observable market data.  

Level 3: Financial assets and liabilities not quoted in active markets that are measured based on 

discounted cash flow analysis techniques or other valuation methodologies where significant inputs are 

not based on observable market data. Examples of these inputs are discount rates which include 

assumptions related to credit and liquidity risk premiums which are unobservable in the market. 

The following table represents the fair value hierarchy in which fair value measurements are categorized 

for assets and liabilities recorded on the Quarterly Consolidated Balance Sheet. During the three and nine 

months ended 30 September 2012, there were no significant transfers between Level 1 and Level 2. 

 

 



  

  

 

Using the valuation methods described in Note 17 of the 2011 Consolidated Financial Statements, the 

following table presents the fair values of financial instruments carried at amortized cost, except where 

amortized cost is a reasonable approximation of fair value. 



  

  

The unrealized gains and losses arising from changes in fair value related to financial instruments 

classified as HFT and those Designated at Fair Value through Profit or Loss are presented in the 

following table.  

All items Designated at Fair Value through Profit and Loss, with the exception of certain Investment 

Securities held within the Mortgage Loan Insurance and Securitization Activities, relate to the Lending 

Activity.  For certain portfolios of loans and associated borrowings, the Lending Activity uses 

Derivatives to manage refinancing, reinvestment and currency risks, as well as mismatches between the 

timing of receipts from assets and payments of liabilities. Classifying the Loans, and associated Capital 

Market Borrowings and Borrowings from the Government of Canada, as Designated at Fair Value 

through Profit or Loss significantly reduces the measurement inconsistency that would otherwise arise 

from measuring them at amortized cost and measuring the Derivatives at fair value.  

Certain Investment Securities within the Mortgage Loan Insurance and Securitization Activities are also 

classified as Designated at Fair Value as they are managed and reported to Management on a fair value 

basis. 

The realized gains and losses related to financial instruments are presented in the table below.  

Market risk is the risk of adverse financial impact arising from changes in underlying market factors, 

including interest rates, foreign exchange rates, and equity prices. 



  

  

Value at Risk: Market risk for investment securities in the Mortgage Loan Insurance and Securitization 

portfolios is evaluated through the use of a Value at Risk (VaR) model. VaR is a statistical estimation 

that measures the maximum potential market loss of a portfolio over a specified holding period with a 

given level of confidence. The calculation of VaR is based on the Delta-normal method which may 

underestimate the occurrence of large losses because of its reliance on a normal distribution. The 

following table shows the VaR for the Mortgage Loan Insurance and Securitization investment portfolios 

with a 95% confidence level over a two-week holding period. The analysis is based on one-year 

historical data of prices, volatilities and correlations of the various bond and equity markets.  

Interest Rate Sensitivity: The financial instruments Designated at Fair Value through Profit or Loss and 

classified as HFT in the Lending Activity portfolio are exposed to interest rate movements. For Loans – 

Designated at Fair Value through Profit or Loss, the impacts of interest rate shifts on the portfolio are not 

symmetrical. A -200 bps interest rate shift would result in an increase in value of $351 million 

(31 December 2011 – $403 million) whereas a +200 bps interest rate shift would result in a decrease in 

value of $333 million (31 December 2011 – $380 million). For all remaining loans, a -200 bps interest 

rate shift would result in an increase in value of $1,126 million (31 December 2011 – $1,203 million) 

whereas a +200 bps interest rate shift would result in a decrease in value of $795 million (31 December 

2011 - $858 million).  The following table shows the maximum exposure of the Lending Activity 

portfolio’s net interest margin to interest rate movements with a 95% confidence over the period. The 

maximum exposure is limited by CMHC policy to $1.5 million.  

Investment in NHA Mortgage-Backed Securities – Loans and Receivables 

IMPP and CHT are exposed to both interest rate risk and prepayment/reinvestment risk.  

Prepayment/reinvestment risk is the risk that NHA MBS may experience varying degrees of prepayment 

throughout the term and these prepayments must be reinvested immediately. 

To mitigate these risks, CMHC and CHT enter into swap agreements with approved financial 

institutions.  Under these agreements, both interest rate and prepayment/reinvestment risks are 

transferred to swap counterparties.  These swap counterparties manage reinvestment assets in accordance 

with pre-established investment guidelines.  CMHC and CHT pay all interest received from the 

underlying assets to the swap counterparties and the swap counterparties pay CMHC and CHT an amount 

equal to the coupon payments on the Borrowings from the Government of Canada and Canada Mortgage 

Bonds, respectively. As a result of these swap agreements, changes in interest rates or 

prepayments/reinvestments have no impact on the Statement of Income and Comprehensive Income. 

Credit risk is the risk of loss arising from a counterparty’s inability to fulfill its contractual obligations. 

The Corporation is exposed to credit risk from various sources, including from its investment, lending, 

derivative, advances to mortgage-insured social housing projects in difficulty and mortgage receivable 

transactions. 

Credit risk associated with the Corporation’s fixed income investments and derivatives is managed 

through the implementation of policies which include minimum counterparty credit ratings and 

investment portfolio diversification limits by issuer, credit rating and by industry sector, and through the 

use of appropriate legal agreements.  



  

  

CMHC is exposed to credit-related risk in the event of default of swap counterparties. This risk is 

mitigated by dealing with swap counterparties whose credit ratings are in accordance with its Funding, 

Investment and Risk Management Policies; through the use of International Swaps Derivatives 

Associated (ISDA) master netting agreements for derivatives which have been entered into with all 

counterparties; and, where appropriate, through the use of ratings-based collateral thresholds in the Credit 

Support Annexes.  The fair value of the collateral related to derivatives held by CMHC (including those 

related to Investments in NHA Mortgage-Backed Securities - Loans and Receivables – IMPP) as at 

30 September 2012 is $406 million (31 December 2011 – $739 million).  

CHT is also exposed to credit-related risk in the event of default of swap counterparties. This risk is 

mitigated by transacting with highly rated swap counterparties and collateralization requirements based 

on credit ratings. The fair value of swap collateral held by CHT as at 30 September 2012 is $349 million 

(31 December 2011 - $363 million). 

Liquidity risk is the risk that the Corporation will encounter difficulty in meeting obligations associated 

with financial liabilities. The Corporation has a liquidity risk policy which includes appropriate limits to 

ensure sufficient resources to meet current and projected cash requirements. 

CMHC’s net benefit plan costs recognized in Operating Expenses are as follows:  

 

 

 

 

 

 



  

  

The following assumptions were used to calculate these costs. 

The actuarial valuation of CMHC’s registered Pension Plan as at 31 December 2010, completed in the fourth 

quarter of 2011, reported that the Plan was fully funded on a going concern basis, but was in a solvency 

deficit. The 31 December 2011 valuation reported a deficit position on both a going concern basis and a 

solvency basis.  

As is permitted under the Pension Benefits Standards Act, 1985 (PBSA) and its related Regulations, the 

Corporation obtained approval from the Minister responsible for CMHC and the Minister of Finance to reduce 

the solvency special payments determined by the valuations. The reductions are from $72.0 million to nil with 

respect to the solvency special payment as a result of the 2010 valuation and from $126.7 million to $22.1 

million in 2012 as a result of the 2011 valuation. 



  

  

As described in Note 1, the unaudited Quarterly Consolidated Financial Statements include the accounts of CMHC’s four activities (Mortgage Loan Insurance, 

Securitization, Housing Programs and Lending Activity), each of which provides different programs in support of CMHC’s objectives, and the Canada Housing Trust. 

The financial results of each activity are determined using the accounting policies described in Note 2. The Lending Activity includes certain corporate items that are not 

allocated to each activity. The Housing Programs Activity includes reimbursements to the Lending Activity as described in Note 2. These reimbursements are not 

eliminated in the following table. Revenues are attributed to and assets are located in, Canada. 
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 
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CMHC pays the Government of Canada fees in recognition of the Government’s financial backing of the 

Mortgage Loan Insurance and Securitization Activities. The fees, which are recorded as a reduction of 

Other Income, for the three and nine months ended 30 September 2012 amount to $3 million and $9 

million, respectively (three and nine months ended 30 September 2011 – $3 million and $8 million, 

respectively), for the Securitization Activity and nil (three and nine months ended 30 September 2011 – 

nil) for the Mortgage Loan Insurance Activity. The fee for the Mortgage Loan Insurance Activity is nil as 

CMHC's Earnings Set Aside for Capitalization equals 100% of its target capital level calculated in 

accordance with guidelines set out by OSFI.  

All other material related party transactions and outstanding balances are disclosed in relevant notes. 

There are legal claims of $43 million (31 December 2011 – $20 million) against CMHC. Due to the 

uncertainty of the outcome of these claims, no provision for loss has been recorded. CMHC does not 

expect the ultimate resolution of any of the proceedings to which CMHC is party to have a significant 

adverse effect on its financial position. 
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