
Understanding 
End of Mortgage
There is an issue looming on the horizon for half of 
Ontario’s housing co-ops. As co-ops regulated by the 
Housing Services Act (HSA) come to the end of their 
mortgage, a negative operating subsidy could threaten 
their viability. The Co-operative Housing Federation 
of Canada (CHF Canada) recommends that Service 
Managers set the operating subsidy to zero for all  
co-ops in this position.
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Background

As gentrification and the hot real estate market intensify, too many Ontarians are vainly searching 
for affordable housing. Record-low vacancy rates and years-long housing waitlists are pushing 
families and workers out of communities where they work. With the demand for affordable  
housing at an all-time high, the financial health and longevity of co-ops should be front and  
centre for public policy officials.

For decades the co-op housing sector has provided safe and affordable housing for Ontario  
families. However, this legacy is under threat because of an error in the current Housing Services  
Act (HSA) funding formula.

CHF Canada is the voice of over 125,000 people living in 550 non-profit housing co-ops in 
communities all across Ontario. This document outlines CHF Canada’s perspective on an issue 
known as the End of Mortgage (EOM) which, if not acted upon, will threaten the long-term 
financial sustainability of half the housing co-ops in Ontario.

End of Mortgage: the role of operating subsidy

In Ontario over 260 co-ops fall under the Housing Services Act (HSA). Service Managers, often  
the City or Regional Municipality, are responsible for providing these co-ops with three types  
of subsidy:

• rent-geared-to-income (RGI) for low-income members

• property tax

• operating

The purpose of the operating subsidy is to bridge the gap between revenue (rents and RGI subsidy) 
and the actual cost (mortgage and operations).

The original operating subsidy was a part of the funding formula included in the co-op’s operating 
agreement and tied to the co-op’s 35-year mortgage. When the operating agreement was replaced 
with legislation in 2000, the funding formula was no longer tied to the co-op’s mortgage and does 
not necessarily end when the co-op’s mortgage ends.

As it stands now, the funding formula allows for a negative operating subsidy. This occurs when  
the difference between the indexed costs to operate a co-op and the benchmark revenues is a 
negative number. Co-ops can currently be forced to pay the negative operating subsidy to the 
Service Manager. When a co-op’s mortgage ends, this negative subsidy is dramatically amplified.  
In the example below, the co-op at the end of its mortgage would be forced to pay $223,157  
to the service manager, and this payment would inflate year-over-year.
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Figure 1: Example of co-op operating subsidy calculation: before and after EOM

Example: Total costs – indexed benchmark revenues = operating subsidy
(indexed benchmark + mortgage costs) – revenue

Operating subsidy for co-op  
with mortgage

Operating subsidy for co-op after EOM

(247,139 + 231,490) – 470,296 = $8,333

Co-op receives $8,333 operating subsidy

(247,139 + 0) – 470,296 = –$223,157

Co-op has $223,157 negative operating 
subsidy

Background on funding formula

When provincial co-ops were developed, each co-op had an operating agreement with the Province  
of Ontario tied to the co-op’s 35-year mortgage. It outlined how the funding formula would be 
calculated and used.

Over the years, the original funding formula for provincial co-ops has gone through a number  
of significant legislative changes which resulted in unintended consequences.

Figure 2: History of Ontario social housing funding formula

Mid 1980s  
to late 1990s

Individual operating 
agreement

Funding formula designed to end when  
co-op’s mortgage ends; operating 
agreement expires

Early 2000s Social Housing Reform Act

Funding formula no longer attached to 
mortgage; could continue indefinitely,  
but understood that obligation ends at  
some point set by the Minister responsible 
for housing

2011 Housing Services Act
Clause to name end date of obligation 
removed

It is clear that the historic intent of the funding formula was never designed to subsidize municipal 
housing obligations.
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End of Mortgage: study

In 2017, CHF Canada commissioned a report from David Robertson, an independent CPA with over  
20 years of experience working in the affordable housing sector, to look into the financial impact on 
HSA co-ops when they reach the end of their mortgage. The report found that the current funding 
formula will force each co-op included in the study into a negative operating subsidy. This would 
effectively remove the mortgage savings from a co-op’s operating budget; in all cases included in the 
study, it would lead to a cash deficiency over the long term, with only one co-op potentially reaching 
positive cash flow again in 2043. As a direct result, co-ops would be unable to complete necessary 
capital repairs and retrofits on buildings that are more than 35 years old.

Figure 3: Cumulative number of co-op units impacted by EOM
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Figure 4: Cumulative number of housing co-ops reaching EOM
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Figure 5: Cash and investments (deficiency) on hand per unit

Figure 6: Operating subsidy (repaid) plus surplus sharing per unit
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Based on current projections, if the funding formula error is not fixed, by 2032 over 21,000  
co-op units will be covering all or most of the RGI and property tax subsidy, and the service manager 
financial contribution is reduced to a minor impact. HSA co-ops have an average of 75% of units  
on RGI subsidy; co-ops would be forced to try to rely on the remaining 25% of units to make up  
the shortfall.

Robertson’s report found that, after the mortgage is paid off, the vast majority of HSA co-ops would 
be in the financial position to cover the necessary capital expenditures, if they are able to keep their 
mortgage savings, but they cannot also cover the RGI subsidies.

The report showed that the current funding formula, with negative operating subsidy, will result  
in the majority of co-ops having a cash deficiency. Figure 5 shows that co-ops will have a cash 
deficiency over the long term if the error in the funding formula is not fixed.

Recommendation

CHF Canada is recommending that the Province of Ontario and Service Managers set the 
operating subsidy at zero if the operating subsidy calculation returns a negative number. 
Through this solution co-ops would be able to leverage their mortgage savings to do necessary capital 
projects, or use them to finance loans to do capital work. This would make co-ops less reliant on 
government funding for capital repairs and would ensure the long-term financial sustainability of  
co-ops in Ontario. This solution gives the co-op sector the tools needed to be responsible stewards  
of these buildings for generations to come.

Through a successful refinancing program for federal co-ops, CHF Canada has proven that it has the 
experience and expertise to effectively leverage the surplus from EOM into necessary capital repairs. 
Since 2013, co-ops have used CHF Canada’s Financing Program to borrow over $91 million from 
financial institutions. The program helps co-ops create an asset management plan and obtain new 
financing; this allows them to confidently reinvest in their buildings to keep them in good working 
order for the long-term.

Case study: Maple Glen Co-op

Since 1986, Maple Glen Co-op, located in Oshawa, has 
provided affordable homes to hundreds of families. 
A recent study of the co-op has identified that Maple 
Glen has a $2.1 million capital repair backlog that if not 
dealt with would threaten the co-op’s future.

The co-op’s mortgage ended in 2017. Had the 
operating subsidy been set at zero, Maple Glen would have saved over $1 million, over five years, 
which could have been used to do part of the necessary capital repairs.

Instead, Durham Region has allocated these mortgage savings to provide RGI subsidies for 30 families 
a year. While this is a noble goal, it is not fair for Maple Glen to subsidize other affordable housing 
programs when this puts their units at risk of closing down.

The negative operating subsidy will force the co-op to delay capital repairs, such as the leaking roofs, 
risking mold and structural damage that could significantly increase the cost of repairs.
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The capital repair backlog at Maple Glen in not unique. With 35-year old buildings, and a funding 
formula that structurally limits contributions to capitals reserve funds, most non-profit and co-op 
housing providers have significant repairs that are needed.

Similarly, in the study of 11 housing co-ops across a cross-section of co-op size, build types, and 
locations, all co-ops, after they have paid off their mortgage, end up in financial difficulty if negative 
operating subsidy is applied.

Figure 7: Maple Glen Co-op’s financial future: with and without negative operating subsidy

With negative operating subsidy Operating subsidy set at zero

Necessary capital work: $2.1 million Necessary capital work: $2.1 million

Over the next five years: co-op runs small 
surpluses, but cannot fund or refinance  
to pay for capital repairs.

Over the next 5 years: co-op runs  
a surplus of $1,00,000.

Result:

• Capital repair work is deferred 

• Co-op is reliant on Service Manager and 
other levels of government for grants and 
bailouts to maintain the buildings.

Result:

• Co-op funds key capital projects  
and/or refinances to do major work 
through the private sector.

39 units: at risk 39 units: protected

Conclusion

CHF Canada urges the Province of Ontario and Service Managers to take substantive action and set the 
operating subsidy at zero when HSA co-ops come out of their mortgages. This solution to the funding 
formula issue will make co-ops less reliant on government and allow co-ops across Ontario to finance 
loans to do necessary capital repairs. In addition, this approach aligns with the original intent of the 
funding formula and protects the financial security of provincial co-ops for future generations.

Contact

Simone Swail, Manager, Government Relations, CHF Canada  
416-366-1711 ext. 223 | sswail@chfcanada.coop

Scott Parry, Co-ordinator, Government Relations, CHF Canada  
416-366-1711 ext. 801 | sparry@chfcanada.coop
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