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ALTERATIVE METHODS OF FINANCING NON-PROFIT SENIOR CITIZENS' HOUSING

This paper proposes the creation of additional affordable
retirement accommodation for Canadians through new non-profit
projects in which seniors can financially participate in the
capital funding. The benefits for the large numbers of senior
households, who currently own fully paid-for houses, 1n
retaining a financial involvement in their housing is explored
and demonstrated, as is the expected financial viability of such
pro jects.

An examination is made of the nature of the need and demand for
retirement housing in Canada, the resources of Canadian seniors,
and the nature of existing seniors' housing, both through sociail
housing programs, entrepreneurial undertakings, and the
resident-financed seniors' housing projects in both Canada and
the United States.

Based on surveys and statistical data, as well as the experience
in the United States, the expected response of Canadian senior
citizens to the concept of contributing capital to their
retirement housing is projected.

An examination of the favourable and unfavourable features of
the alternative legal methods of accomplishing such housing in
Canada, with a particular emphasis on Ontaric as a sample case.

The basic elements of a program created through Canada Mortgage
and Housing Corporation are proposed, as an extension to the
existing Social Housing Program.

An additional benefit is the resulting increased availability of
federal funds to meet the needs of poorer seniors, while meeting
the housing needs and aspirations of Canadian seniors of various
incomes and would-be sponsoring non-profit groups.

Such a financing method would be in keeping with The Honourable
Michael Wilson's report "Agenda for Economic Renewal®, issued as
a background to his financial statement, which identified the
interest in programs designed to "ensure that those receiving
federal housing assistance are truly in need of such
assistance."
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ALTERNATIVE METHODS OF FINANCING NON-PROFIT
SENIOR CITIZENS HOUSING

INTRODUCTION

Almost three—quarters of Canadian households own houses at
the time their members reach retirement age. As a major
vehicle in which families accumulate their savings,
virtually all of these homes, at this stage in their
owners’ lives, are debt free. Nevertheless, senior
citizens’ projects, both in the entrepreneurial and
non-profit sectors have, with few exceptions, provided only
rental accommodation. The few Canadian projects which have
enabled seniors to have financial participation in housing
which fills their retirement needs, and the numerocus
examples in the United States, have demonstrated the
intereat senicrs have in alternatives to conventional
rental housing.

Numerocus non-profit groups have utilized C.M.H.C. programs
to build apartment- style housing for independent seniors.
These caring communities usually have long waiting lists,

and while they fill definite needs in the community, they

utilize substantial amounts of federal subsidy.

A new non-profit program should be developed to utilize
seniors’ own equity, which is or was embedded in their
houses, to create new housing, within the context of a
caring community. This would allow subsidies to flow more
specifically to truly needy senior households,

The elements of a new housing progrem largely based on
seniors’ own resources exist now. These elements, (a) need
and demand, (b) the ability of sizable numbers to afford
the housing, and (¢) a large number of interested sponsors,
are present. Unlike family housing, where affordability is
as great a concern as supply, many seniors have resources.
A program has only to create the supply of appropriete
housing with a suitable type of tenure, in order to allow a
more accurate targeting of subsidy dollars to seniors of
limited means.

Pg-2
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1.0 RESIDENT-FINANCED SENIOR’ CITIZENS HOUSING

The term ’resident-financed® has been used to refer to any
method of a senior acquiring the use of a dwelling unit, by
means of paying an amount to cover the capital cost of that
unit. An ongoing fee is paid, which covers the operating
costs, such as heat, realty taxes, and maintenance. Within
this definition, a variety of tenure types are possible and
will be reviewed in detail. Bach of these forms of tenure
has different characteristics in legal structure,
participation in management, and methods of resale of the
units,

Such structures can have benefits to both the non-profit
sponsor and the tenant. The sponsor does not have to
arrange long—-term financing, or apply for federal subsidies
for the non-low-income portion of its units. The seniors
can enjoy the long-term use of their new unit, having
completely eliminated the cost of financing from their
monthly expenses, which often comprises the largest portion
of their housing costs, even with a 56.1 subsidy.

For the purposes of this study, we have remained within the
non—-profit seniors context. Most of the forms of tenure
explored are currently used in the entrepreneurial real
estate sector for holding property and/or distributing tax
benefits.
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2.0 OBJECTIVES AND DEFINITIONS
2.1 OBJECTIVES

Six specific objectives are appropriate for feasible and
desirable alternate financing methods. These objectives
relate to the need for seniors® housing and the

recognition that the housing for, seniors must provide more
than mere accommodation; seniors projects built under
existing and earlier federal programs have created
communities which are desirable for more than their
physical structure.

The objectives to which a program would be directed, and
the criteria by which it would be judged are two-fold. One
part includes the aspects of the success of the projects
with regards to funding, financing, and organizational
issues. The other would be its success in the seniors’
marketplace, in being able to serve a range of needs, and
being accepted by the target market.

(a) FINANCIAL AND LEGAL STRUCTURES FOR EQUITY SENIORS’
HOUSING

The primary objective is to propose and develop feasible
financial and legel structures which will be effective in
utilizing the equity embedded in the housing stock
currently occupied by Canadian seniors in the development
of new senior citizens’ accommodations in Canada. Other
possible financing methods are included as comparisons, and
for the prospects of using them, in combination with
resident—~financed units, in creating projects of broad
appeal.

(b) INCREASE AVAILABLE SENIORS®' HOUSING ALTERNATIVES

To expand the housing optiona for seniors sc as to provide
living alternatives not currently within C.M.H.C. or
entrepreneurial options. Current programs are justifiably
oriented toward the creation of modest housing, which has
been in demand by even very affluent individuels.

(c) RETENTION OF SENIORS’ EQUITY IN HOUSING

To provide for the retention of equity by seniors in their
dwelling places, while at the same time providing housing
for themselveas and others.

(d) PROTECTION OF SENIORS FROM INFLATION

As an extension of (c), to help protect seniors from

inflation. This concern relates to both wealthy and poor
seniors, who often see their savings eroded by inflation.
The BS5 year-old, who retired in 1964, has seen his or her
savings reduced in purchasing power to about a quarter of
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what he or she had originally. Housing has been a
traditional inflation shelter for Canadians, and as such
should be available to seniors.

(e) OPTIMIZE USE OF GOVERNMENT SUBSIDIES

To reduce demand on federal subsidies which support the
development and coperation of seniors® housing projects,
thereby allowing greater amounts of appropriate housing to
be produced. Available subsidies could more specifically
provide accommodation for seniors of limited income and
assets., Limitations in the federal budget dictate that the
existing social housing programs cannot meet all the needs
and demands. If pomsible these federal funds should be
directed to providing housing to those who have severe
income and asset limitations, while less expensive programs
create incentives and opportunitiea for non-profit groups
to produce other housing units for those who do not have
such a need for subsidization.

(f) QUALITY OF ENVIRONMENT

To provide a quality of environment which accommodates
people of varying income levels. One of the major
successes of C.M.H.C,’s recent social housing programs has
been the mixing of low-income individuals with the general
population, totally removing the stigma of assisted
accommodation. This should be continued in any new
program. As well, the ethnic, religious, and community
groups which sponsor private non-profit projecta, do so out
of a sense of mission, and as a consequence,

demand quality,

and want to provide the most appropriate setting. Retaining
the best features of existing non-profit participation is a
most desired objective; it is these concerned pecple who
change mere housing intoe ‘caring communities.’

2.2 DEFINITIONS
Many terms are widely used in the seniors and the real
estate fields, but require some definition and

clarification as to their exact meanings for our purposes.

Control

This term has been used to describe the ability of a
non-profit sponsor to guide a seniora’ project by
management decision making and choice of tenants.
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Entrepreneurial

This term is used to describe the privately-owned, for-
profit housing market sector. The term "privetely-owned",
although commonly used, lacks clarity, as it does include
the stock of housing owned by religious, ethnic, or
community groups. Such housing can be "privately-owned"”
but is also non-profit.

Low End of Market

Low End of Market, or L.E.M., refers to the rent which cne
would pay for an adequate, but modest apartment in any
specified community. L.E.M rent is variously seen as the
high end of the old {(rent-controlled) housing universe, or
the low-end of the new {non-rent-controlled) universe. When
we refer to L.E.M. rents it will refer to a rental level
which a senior household would consider paying for an
average, acceptable-quality rental unit in the same ares.

Model

A model is a theoretical statistical application of a
concept on a specific factual situation.

Non-Profit: Private

A private non-profit is a registered non-profit entity,
which can develop and/or manage a housing project. These
typically represent religious, ethnic, or community groups,
intereasted in producing housing for ethical reasons, as
opposed to making a profit.

Project

A project is a physical facility designed for the
accommodation of senior citizens.

Rent-Geared-to—Income (R.G.I.)

This is housing which is made available to individuals at =
rent which is calculated as a proportion of a tenant’s
inconme,

Resident—-Financed Project

A resident-financed project uses 2 senior citizen’s equity
to build a project, in which the senior receives the
excluegive right to live in a specified part of the project,
and to use access and services ancillary thereto.
Condominium projects are the most familiar example of
resident- financed projects.
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Senior Individual

A senior is a person over the age of 65. A senior couple
includes at least one person over age 65. A further
subdivision by age and physical/ mental health is
necessary. Most individuals aged 65-70 are an active part
of their community, and tend not to experience failing
health, except in the case of previously existing health
problems. Ages 70 to B0 see many seniors fail, and a large
proportion of the female population experience widowhood.
Over age 80, the survivors tend to conform more to the
popular concept of the senior, and tend to experience
health concerns, and decreasing mobility. These three
groups can be classed as the young senior, the middle-~aged
senior, and the old senior, although many individuals do
not conform to such a model.



3.0 NEED AND DEMAND
3.1. CHANGING NEEDS

A dramatic change in the nature of appropriate housing for
seniors has occurred in the past twenty-five years. This is
demonstrated by the declining demand for residential care
{room, board, and limited nursing care}, as is provided in
many Homes for the Aged built through the 1960°'s. These
facilities, which once faced a large demand, now have
turned to the provision of higher levels of care and
creative marketing techniques to remain fully occupied.
Seniors of the 1980's guard their independence and privacy,
until they face the peed for heavy care, and must surrender
their freedom. Neverthless, seniors are expressing a need
for supportive housing of a different type. This expression
of need is demonstrated by the fact that most well located
seniors’ projects offering full apartments, a level of
available services, and a sense of community, have long
waiting lists.

3.2 DECLINE OF THE MULTI-GENERATIONAL FAMILY

It hes been estimated that in the predominantly
agricultural society of 1900 in North Arerica, sixty
percent of all seniors lived with their children. Through
the twentieth century this number has declined:; in the
United States it was as high as eighteen percent as late as
1970, while by 1978 it was estimated at nine percent.

3.3 INDEPENDENCE

There are numerous signs that the decline in the numbers of
seniors living with their children was a result of a desire
for independence by seniors, and not as a result of
neglect. The fact that seniors did live with their
children could reflect the absence of suitable seniors’
accommodation earlier in the century, or of inadequate
resources to obtain any other type of housing.

In a 1981 survey carried out in the Waterloo region of
Ontario, by the Eastwood Community, a Mennonite group
interested in developing a non-profit seniors housing
project, 421 senior households, of & wide range of ethnic,
religious, and social backgrounds, of whom 68X were
homeowners, responded to a questionnaire which asked for a
response to the comment "My next move will be to:"

The group’s characteristics were as follows:
Size of Household

4] .6% were individuals
58.4% were couples



Current Accommodation
Single family house 68%
Duplex or town house 6%
2 Bedroom apartment 11%
1 Bedroom apartment 12%
Bachelor apartment 1%
Other 3x

Never used health or homemaker services 95%

Age Distribution

Male Female Total

less than 64 2.4% 10.4% 12.8%x
65-69 8.6 16.1 24.7
70-74 10.6 18.9 29.5
75-79 9.0 12.1 21.1
80-84 2.6 4.8 7.4
85+ 1.7 2.8 4.5

Total 34.9% 66.1% 100.0%

The responses available and the selections were:

Percentage Nuamber
of Households

a 2 bedroom apartment 49,.5% 208
28 1 bedroom apartaent 23.5% 99
a bachelor apartment 75 3
a home for the aged (room & board) 11.3X% 48
a8 nursing care facility 5.6% 24
I’]1]l never move 3.7% 15
Other 5.6X 24

The aspirations of this large group of seniors is clearly
expressed, Fully 73.7 percent anticipated ultimately
moving into apartment accommodation. Almost half of the
total group identified a two bedroom unit as being most
desirable. Hostel-style accommodation (homes for the aged,
rest homes, and nursing homes, which provide a minimum of
personal space) accounted for 16.9 percent of the
responses, however many of these, particularly the nursing
home responses, might be interpreted as a willingness to
move only when a substantisl amount of care is required,
and remaining in a house is impossible.

Until recently, most seniors’accommodations were built with
semi-private and ward accommodation with common toilet and
bathing facilities. In the 198B0’s other housing
alternatives exist for seniors, and the oclder institutional-
style facilities face rejection by healthy senlioras. Most
such facilities do remain full, usually by marketing
efforts, or by increasing the level of care provided to the
residents. There is nothing unusual about this situastion.

Pg—9



Pg-10

As may be seen in the Eastwood group, seniors are only
aspiring to what the general population expects as a
minimum. Few younger people would accept shared
accommodation on a permanent basis with anyone but their
spouse,

A correlation between the propensity to move, and the age
of -the senior is clear in the various gquestionnaires
analysed. G@Generally, individuals in the 70- 75 age group
have a considerable acceptance of the idesa of moving to a
retirement community, while those in their eighties have
already consciously or unconsciously made the decision to
remain in their home until they are forced to move because
of failing health. A seventy-two yesar old is more able to
cope with the tasks of moving to an apartment, such as
selling the home and downsizing the household. The
eighty-five year old will regard these tasks with much
greater anxiety.

Surveys done in two south-west Ontario towns (Aylmer and
Parkhill), show the difference in demand for units between
the homeowner and the non-homeowner. Responses were
obtained from & total of 166 households. Of the 72
responses which indicated an interest in moving into the
respective proposed 56.1 seniors’® apartment projects, 65
were home~owners, and 17 rented or lived with family.

The results were as follows:

Type of Unit Preferred

1 Bedroon 2 Bedroom
Homeowner 20 34
Other 13 4

0f the homeowners, 61.8 percent indicated that they would
prefer a two bedroom unit, while 23.5 percent of the non-
homeowners preferred this option. Many of the non-
homeowners have apparently previously made the decision and
taken the action to reduce their households, so relecating
to the proposed project may be a second retirement move.

3.4 NEED FOR SENSE OF COMMUNITY

Within the context of independence, there is an awareness
of the need to be part of a community of individuals with
common interests. A balance has to be struck between the
much valued privacy and independence, and human relations,
communications, and community. This is the limitation of
the methods available to keep the senior in his or her
home. Mogt seniors who move into the newer retirement
facilities do it, not because it is a surrendering of
independence, but because it allows freedom for an
increasing burden of home-~ownership, or because they can
become part of an active community which shares their
values and interests, or they see it as a retreat from a
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markedly changed world of haste, traffic, and inflation. As
we have noted, seniors tend to move into retirement
apartments in their early seventies. Once they are in
their eighties they have elected their housing option.

3.5 ANALYSIS OF EXISTING HOUSING CONSUMPTION BY SENIORS
SENIORS® DEMANDS

Many houses in which seniors live are no longer suitable
for them, being too large (the "empty nest"}, difficult to
maintain, or too costly. The joy of homeownership has been
replaced by the burden of caring for house and garden. With
decreased mobility, at times, the multiple storeys of
pre-war housing are impractical.

There is a decreasing demand for facilities offering
hostel-type accommodation without full nursing care. Large
numbers of such charitable facilities, which prior to the
1980’8 could select among a number of applicants, now are
accepting individuals requiring increasing amounts of care,
and are attempting to attract well seniors through
conscious marketing efforts, (usuaslly through their church
or community constituency), something which would never
have heen contemplated more than a decade ago. On the other
hand, facilities which have apartments with or without
gervices have a typical strong demand. For example, a
project in a middle-sized Ontario town was viasited which
was situated across a street from a private entrepreneurial
apartment building. The project visited was an
entreprenceurial seniors’ apartment complex with no services
included in the base rent, and only minimal services
available. The rents at the seniors’ building were over
$200.00 per month more than at the conventional apartment
building. Both projects were full at the time of vimiting.

In taking reservations prior to opening a new non-profit
project in central Toronto offering apartments and limited
care facilities, the administration expressed a concern
about no-shows and what the initial vacancy rate for the
seniora’ apartments would be. On opening day, all seventy
people with reservations appeared to asign a lease. This
same complex at the present time has a 6 month to 1 year
waiting list for apartments.

There is no doubt that there is a high demand for these
facilities with apartments in contrast to the low demand
for hostel-type projects. This difference will be
accentuated by the change in the population of seniors in
the years to come.
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3.6 STATISTICAL IMPACT OF SENIORS

Note must be made of the anticipated rapid increase in the
numbers of senior citizens over the next half century. It
is well recognized that their numbers will grow more
quickly than any other group in the Canadian population.
Statistice Canada’s estimates to 2011 show that the
proportion of seniors will grow from 9.5 percent at the
time of the 1981 Census to 13.1 percent in 2011, an
increase of from 2.3 million in 198l to 3.86 million in
2011. On the average, therefore, over this period, the
ranks of senior citizens will grow by 52,000 per year yet,
even by 2011, the largest increases in the numbers of
seniors seeking appropriate housing will not be felt; the
baby-boomer born in 1950 will pass age 70 in 2020.

Forecasts broken down by age groups within the senior
population show that the numbers of individuals aged 65-74
will increase very rapidly after 1991, even in comparison
with other growing groups of seniors.

The exact number of units needed apecifically for seniors
is subject to considerable uncertainty. Currently, over 85
percent of seniors live in general market accommodation. In
light of the demand faced by projects offering
apartment-style unitas in desirable locations, it may be
assumed that if there were more units available, the
proportion of seniors in 'family’ housing would decrease,
Over the next thirty years, over a million new senior
households will be conpidering their choice of housing
alternatives.

EXHIBIT 3-1
The Canadian Senior Fopulation
Total numbers: 1981 2.30 million
2011 3.86 million
Year Population Households Apertments Annual New
65+ 65+ Required Seniors’ Apts.
(millions) (millions) Required
1976 2.00 1.200 376,000
1981 2.30 1.380 432,000 11,200
1986 2.59 1.564 486,000 10,800
1991 2.97 1.782 558,000 14,400
1996 3.23 1.938 607,000 9,800
2001 3.39 2.034 637,000 6,000
2011 3.86 2.316 725,000 8,800

As may be noted, approximately 31.3 percent of senior
households live in apartments. Hence, an indication of the
numbers of senior apartment units that are required
annually may be obtained, as is shown in Exhibit 3-1.2
Between the 56.1 program inception in 1978 and the end of
1981, 26,199 seniors’ units were authorized through the
Private Non-Profit Program of C.M.H.{., while number of new
units required was approximately 44,800.
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3.7 THE RESOURCES OF SENIORS

One of the traditional images of senior citizens is that of
the poor female senior, with only a meagre pension income.
While many seniors do have limited resources, many others
are able to afford a comfortable standard of living. An
analysis of both U.S. and Canadian data indicates that
there are decreasing numbers of poor seniors in the
population.

Although available statistics have been used in this
analyeis, discussions with administrators of seniors’
facilities, lead to the conclusion that the figures for
both incomes and asssets of seniors are understated between
twenty and thirty-five percent. There are a number of
reasons for this. Seniors are generally suspicious of
surveys, particularly those conducted by government bodies,
including Statistics Canada. It is not uncommon for
seniors to lend money to their children for such things as
the purchase of a house, and not report the interest income
for tax purposes. Hence, they actually do have something
to hide, particularly from the government. As well as
actuel misrepresentation, concerns over sBuccession duties
are still present, even though these no longer exist, and
sizable assets are often turned over to children.
Similarly, seniors are often concerned that in order to
qualify for various types of assistance, including that of
non-profit housing, they must have few assets, so again turn
them over to children. (Even though the additional amounts
are small now, any of the changes currently being discussed
for the universality of social assistance to seniors in the
future may validate paat misrepresentations and exacerbate
this problem in the future). House values are
substantially understated beceause most senior home-owners
have lived in one location for more than ten years. Hence,
their assesasment of the value of their own home, as
reported to Statistics Canada, is likely to be considerably
lower than its actual resale value.

3.7.1 Income Analysis of Seniors

In 1970 24.5% of the American population over age 65 was
below their defined poverty level, in contrast to 12.6
percent of the total population. By 1977 this had declined
to 14.1% for seniors and 11.6% for all individuals. In
Canada, an analysis of incomes shows that in 1961, seniors
had a meen income of 68B.5% of the Canadian average, while
by 1981 it had risen to 72.2% of the Canadian average. Over
the twenty year period, average senior incomes rose 5.63
times, somewhat greater thanm the 5.356 times recorded for
the total population, although this ratio shows significant
fluctuations from year to year.
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Exhibit 3-2 shows the percentage distribution of families
by income (after tax) by Age of head of household in 1981
in Canada and the average income by age of head of
household in 1981.2 An examination of thepe figures
illuastrates that although seniors average incomes are lesas
than the average of all incomes { and that a greater
percentage of seniors than the general population are in
the lower income categories) the average income of those
over 65 years of age are quite comparable to other age
groups when it i8 considered that at these advanced ages
there are (hopefully) no children to support, few major
capital acquisitions being made {cottages, houses, and
cars), their housing costs are low due to the elimination
of mortgage debt, and lifestyle changes do not require the
costs incurred by younger pecple in raising families and
working every day.

EXHIBIT 3-2

Percentage Distribution of Families by Income After Tax and
by Age of Head of Household
1981 Census

AFTER TAX ALL
INCOME AGE GROUPS 6569 T0+
< B0O0O 2.1 1.9 1.5
5000-6999 2.3 3.3 2.3
7000-9999 5.4 12.2 16.3
10000-11999 5.0 12.1 21.2
12000-14999 7.4 14.6 16.1
15000-16999 5.8 7.3 8.2
17000-17999 3.1 3.9 2.6
18000-19999 6.2 5.5 5.0
20000-21999 6.4 5.3 4.4
22000-24999 10.1 6.7 5.7
25000-29999 14.8 8.4 6.3
30000-349399 11.1 5.7 3.7
35000+ 20.3 13.1 6.6
Average Income
After Tax 25,747 20,563 17,2886

Average Income By Age, 1981
All < 24 256-34 35-44 45-54 556-64 65~69 70+

26,747 18,5631 23,917 28,189 30,960 27,207 20,583 17,285

Exhibit 3-3 is a chart showing the percentages of
unattached individuals in the entire Canadian population in
1981 2 which fall into each income category and the
percentages of seniors who fall into these same

categories, In addition, the average income (after tax) of
unattached individuals in 1981 is shown by age category and
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again seniors are seen to be comparable with young people
and the average of all such individuals when the lessened
costs of retirement are taken into account.

EXHIBIT 3-3

Percentage Distribution of Unattached Individuals by Age and by
Income After Tax
1981 Census

AFTER TAX ALL 656-69 70+
INCOME AGE GROUPS
< 2000 4.1 0.9 0.0
2000-2999 2.2 1.6 1.0
3000-3999 4.3 3.2 2.4
4000-4999 5.4 5.0 6.7
5000-6999 20.5 38.8 49.8
7000-9999 15.2 20.3 17.7
10000-11999 8.6 T.7 6.8
12000-14999 12.0 7.4 6.2
15000-19999 14.5 5.2 4.6
20000+ 13.1 9.9 4.7

Average After Tax Income By Age Group

ALL <24 256-34 35-44 45-564 5b6-64 65-69 76+
11,5563 9,861 14,407 15,778 13,490 10,803 9,866 8,489

Exhibits 3-4 and 3-5 show the same percentage distributions
of incomes (after tax) by age of head of household for
families and unattached individuals in 1972.4 Exhibit 3-8
shows the same percentage distributions for both families
and unattached individuals for the year 19756.5
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Percentage Distribution of Families by Income After Tax and By
Age of Head of HouseHold

Income After Tax

"

N oda ] WO 0D e

<2000
2000-2999
3000-3989
4000-4999
50005999
6000-8999
7000-7999
8000-8999
9000-9999
10000-11999
12000-14999
15000-19999
20000-24999
25000+
Average Inc.
After Tax 9,550

b
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AFTER TAX
INCOME ALL
<1000 11.8
1000-1499 6.1
1500-~1999 15.3
2000-2999 15.7
3000-3999 11.1
4000-4999 i0.4
5000-5999 9.3
6000-6999 7.2
7T000-7999 4.8
8000-8999 2.3
9000-9999 2.5
16000-11999 1.8
12000-14999 1.1
15000+ 0.9

Average Income
After Tax 3,910
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35-44 4554
1.9 2.4
1.7 3.1
3.5 3.9
4.1 3.5
4.9 3.4
6.9 7.5
7.7 6.7
9.5 8.6

11.3 8.1

18.2 16.0

16.6 16.6
9.3 13.8
2.4 3.8
2.0 2.9

EXHIBIT 3-5
Percentage Distribution of Unattached Individuals

10,524 11,1

Statistics Canada 1972

4
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35-44 45-54
9.4 10.2
4.4 7.9
3.0 5.8
5.2 8.9

10.0 9.1
8+1 12.4

11.9 13.9

13.2 10.7

10.0 7.2
4.4 2.9
6.5 5.3
7.8 2.2
3.1 2.3
2.9 1.1

4,839

5.330 5,968

1972

Families

14

by Age and By Income After Tax

55-64 65+
3.1 5.3
3.4 10.0
5.3 20.8
7.1 12.3
7.9 2.7
9.4 7.6
8.3 6.1
8.3 5.8
8.4 4.0

12.4 6.1

11.8 4.9
B.6 4.2
4.5 2.2
1.8 1.0

9.813 6,776

55-64 65+
17.4 6.2
10.9 4.7
9.3 37.6
13.4 26.2
10.7 9.6
106.7 5.7
1.0 2.9
6.0 1.5
3.8 1.2
2.1 1.7
1.4 0.4
1.3 0.5
1.4 0.6
0.6 1.2

3,765 2,951



EXHIBIT 3-6
Percentage Distribution of Income for Families
and Unattached Individuals
Statistics Canada 1978

FAMILIES UNATTACHED INDIVIDUALS

Age of

After Tax Head of

Income Household After Tax 65+ Years
All 65+ Income All of Age
<3000 2.6 1.8 <1000 5.1 1.0
3000-4999 4.9 13.4 1000-1499 1.5 1.0
5000-6999 7.9 26.3 1500-1999 3.8 7.7
7000-8999 7.9 14.3 2000-2999 i4.7 27.6
3000-10999 8.5 10.6 3000-3999 13.2 26.5
11000-11999 4.9 4.4 4000-4999 8.8 11.5
12000-12999 4.8 3.6 5000-5999 6.6 6.6
13000-13999 5.9 3.1 6000-6999 8.3 4.1
14000-14999 5.2 2.8 7000-7999 6.5 3.0
15000-15999 5.1 2.0 8000-8999 6.0 3.0
16000-16999 4.8 3.1 9000~9999 5.1 1.8
17000-17999 4.6 1.8 10000-11999 8.3 2.4
18000-19999 8.0 3.2 12000-14999 6.5 1.9
20000-21999 6.2 2.4 15000+ 5.6 2.9
22000-24999 7.0 2.2 Average Inc. 6,676 4,780
25000+ 12.4 5.0 Sample Size 2,833 864
Average Inc.
After Tax 15,993 10,730

Sample Size

A comparison of the 1972,

9,801 1,284

1976 and 1981 percentage

distributions of income among age groups ¢f both heads of
household and unattached individuals shows a steady
increase in the percentage of seniors in the upper income
catgories for both heads of households and unattached

indiv

iduals.

In addition to the increase in percentages of seniors in

higher income groups from 1972 to 1981,

the size and

nature of that increase should be considered. For

le, almost half (48.5%) of unattached individuals
aged 65+ had less than $2,000 after tax income in 1972,
while by 1976 less than a tenth (9.7%) of the 865+
category were earning less than $2,000 after tax. By
there are no unattached individuals in the 70+

examp

1981,

category earning less than $2,000 after tax,

and iess than

g hundredth (0.9%) of the 685 to 69 age category is earning

less than $2,000 after tax.

Two other points should be noted sbout this changing
distribution of income among the seniors’

a)

population;

The peaks of income in 1976 and 1981 occur at
levels significantly higher than calculations using
the Consumer Price Index for the 1972 to 1981
period would create (for a 1972 base year), and,

Pg-17
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b) the peaks of income, by income categories, are not
as tall and siender in 1976 and 1981 as they are in
1972, indicating a greater spreading of the later
incomes {already noted to be higher than even CPI
calculations would indicate) amongst a greater
cross—section of the seniors’ population rather than
having almost half the unattached seniors with leas
than $2,000 after tax income as occurred in 1972.

Comparison of graphs of this shift in after tax incomes to
show peaks in progressive years in broader shapes and at
higher income levels are not useful because of the
different size of income categories within each table (e.g.
Exhibit 3-5 has income categories in $500, $1,0600, $2,000
and $3,000 sizes) and from table to table {(e.g. Exhibit 3-5
has 3 categories of income less than $2,000 while Exhibit
3-~3 has only one such category covering all three of the
Exhibit 3-5 categories. Furthermore, the 1972 and 19876
data are for the 85+ age category but the 198] data are
broken down into the 70+ and 65 to 69 vears of age
categories).

Despite the failure of graphs of these data to be useful
for comparative purposes, the comments on the placing and
shape of income pesks are readily apparent in the
above-noted tables and indicate a general increase in the
after tax incomes of seniors. A majority of seniors are
now in an income category which allows many meore of them in
1981 to have enough income to make a choice as to what type
of housing they will eccupy.

3.7.2 Analysis of Home Ownership and Wealth of Seniors

Most studies of seniors ignore the equity most families
accumitlate in their homes. The role of CMHC in ensuring
that most Canadians own homes, has been most successful.
Exhibit 3-7 shows the level of house and condominium
ownership in 1981 by province, for seniors as compared with
ownership in the general population.® Fully 57.1 percent of
Canadian households over age 65 owned homes, a figure which
ranges from a high of B7% in Newfoundland, to¢ a low of

42.5% in Quebec.

This level of homeownership among seniors reflects the
general level of homeownership in each province. The
figures indicate the apparent desirebility of
homeownership, at least compared to existing alternatives,
for even among households with a head over age 75, over
half continue to own homes. This age group contains many
sick, frail, and institutionalized individuals, as well as
those for whom maintenance and management is making
ownership of a house less desirsable.

While house prices are subject to fluctuation, long-term
ownership of a dwelling unit, in contrast to short term
speculation, has been generally rewarding. Even in such a
dynamic location as Calgary (Bonavista) which experienced
an unprecedented incremase in prices between 1979 and 1982,



HOME DKKERSHIP LEVELS IN CANRDA BY AGE DF HOUSEHOLD HEAD AND PROVINCE

FROVINCE Total

Bouseholds

Canada

Tatal B261330.00
65-14 908805, 00
15+ 485570.00
Nfld

7 148420.00
65-74 16670, 00
75¢ 5595, 00
FEL

T 37650, 00
§3-74 310,00
15+ 3205,00
NS

T 27319500
b3-74 165,00
15+ 20130, 00
HE

T 214920,00
b5~ 26835.00
75¢ 14530, 00
Quebec

i 2172853, 00
63-74 219480, 00
75¢ 97635.00
Bntario

) 29697835, 00
b3-74 32705.00
T3¢ 187095, 00
Min

1 157989, b
83-T4 4741000
75¢ 29085, 00
Bask

T 332719.00
83-74 45000, 00
75+ 28560.00
Alberta

1 758243, 00
£5-74 £2600.00
75+ 34775.00
B

1 995640, 00
£3-74 113760, 00
75+ £4550,09
Yukon

T 7585, 00
£3-14 325,00
79 135,00
NNT

T 11530.00
8574 510,00
T 205,00

Source: 1981 Canada Census

HIT)
Condominiue

1710%9,00
17900. 00

7405, 00

173.00
3.00

0.00

45.00
5.00
3,00

1830.00
245.00
30,00

I1.00
35,00
30.00

13325.00
1220.00
440,00

§9820.00
8449,90
26£5.00

2040, 00
393.00
200,00

1325.00
180.00
g3.00

19875, 00
453,00
335.00

32540, 00
6415, 00
3195.00

25.00
.00
0.00

15.00
0.00
0.00

Own House % Quner

or Lendo.

4370840.00
982660.00
270575.00

119520.00
14793.00

5700.00

78435,00
4125.00
2175.09

193780. 00
28035.0¢
14585. 80

157310.00
20800. 00
§10050.00

1144105.00
109745.00
41050.00

1779130, 09
213300,00
103825.00

233545,00
333%0.00
160935, 00

241185.00
Isi40,00
20485.00

458340.00
446040.00
23300.00

508903, 00
75B85,00
33150,00

3973.00
205,60
63.00

2600, 00
180,00
110.00

b2.09
85.08
3743

BC. 43
83.78

Bb. %96

15.70
17.78
68.02

71.4%
78,11
.70

13.37
77.64
69.37

3.
$0.57
42.5¢

3.1
8b.65
51.02

63,61
1t.26
56,03

72.59
80.71
71.93

83.07
75.07
67.97

b4, 34
7110
96,33

2.4
43,08
48,13

12.68
35.29
5366

Pergent
Condo. Cwner

.07
1.97
1.52

Exhibit 3-7
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followed by a dramatic fall in the 1982 recession, the
average sale price of a two storey detached house was
$176,0060 in mid 1984, a substantial increase from $118B,000
in mid 1977. This represents an average annual increase of
5.9 %, 7

Hence the paradox of the income poor and asset rich senior
is not unexpected. The widow who lives in a large home,
may, after paying realty taxes, utilities, and maintenance,
be unable to devote adequate funds to food and clothing.

Exhibit 3-8 shows, in the spring of 1977, the percentage
distribution of home~owning families and unattached
individuals by age of head of household with estimated
market value of the home.®? It is interesting to note that
there was a very high incidence of home ownership in this
category and that even in the higher market value
categories the 65+ figures are quite comparable to those of
the total population (and quite close to those of the under
35 years of age category.)

in addition, the 65 to 64 vyears of age category should be
examined to see the situation of persons at the point of
entry inte retirement rather than considering only the over
65 categories. The over 65 category is & very mixed
group, which inciudes those who have scld homes, beccme
frail and institutionalized and exposed to inflation, as
well as those who are uncertain about the value of their
dwelling, or are unwilling to reveal it. The £§5 to 64
category shows the highest incidence of home ownership of
any category and very nearly the highest average equity in
housing of any category.

Thus, Exhibit 3-8 shows, in 1977, a very high incidence of
ownership of an asset with an average equity of $34,576 for
the over 65 category and an even higher incidence of equity
of $43,533 for the 55 to 654 category. In comparison, the
develcocpment cost of a modest, resident-financed unit in 1877
would have been less than $30,000.



EXHIBIT 3-8
Income, Asgets and Indebtedness of Families in Canada
Percentage distribution of Home-Owning Families and
Unattached Individuals by Age of Head with Estimated Market
Value of Home

Statistics Canada Spring 1977.

All Areas Age of Head of Household
Est. Market <356 35-44 45-54 55-64 85+
Value of Home

<2500 1.1 1.4 1.5 2.0 2.1
2500-7499 3.0 2.7 2.4 3.9 6.9
7500-12499 4.5 3.9 4.09 6.8 9.1
12500-22499 10.4 9.6 1¢.0 13.3 15.8
22500-32499 15.2 12.7 14. 15.7 15.7
32500-42499 1B.9 18.6 15.2 14.2 19.1
42500~-57499 29.1 19.8 19.3 18.8 i5.8
57500-77499 12.9 20.3 19.7 14.3 10.5
77500-97499 2.3 6.5 7.1 3.5 3.0
97500+ 2.5 4.5 6.3 7.3 2.1
Incidence of
Home Ownership 12.2 52.9 2.7 74.4 70.4
Avg. Market Value 41,755 48,289 49,693 43,533 35,418
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Total

1.6
3.7
5.5
11.6
14.7
17.3
21.0
16.6
4.5
4.4

62.6

Average Equity 21,706 34,902 41,940 40,276 34,576

Exhibit 3-9 is a table showing the percentage composition
of wealth of femilies and unattached individuanls by age of
head of household in Canada in 1977.9 The divisions into
which the wealth of each head of household or unattached
individual was divided were:

(a) Miscellaneous net savings,

(b) Market value of passenger cars,

(¢} Bquity in home,

{(d) Equity in all other Real Estate,

(e} Bquity in business/farm/professional Interest.

Exhibit 3-9 shows the average wealth (assets leas debt) for
various age categories as it is distributed among the
above—noted divisions of wealth. The low average wealth for
the 65+ category can be at least partially explained by the
inclusion of institutionalized individuals and the
questionable valuation of seniors’ home equity, as well as
the ravages of inflation on their usual fixed-rate
investments.

In any event, it is apparent that equity in the home
constitutes almest one-half of all age categories’ wealth
and that the percentage for net savings is highest in the
55 to 64 and 65+ categories. As might be expected, the
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percentage of wealth in equity from a business, farm, or
professional interest is lowest in the 65+ category, but
that percentage is s8till quite high for the 55 to 64
category where more individuals are still working.

Exhibit 3-9
Percentage Composition of Wealth of Families and
Unattached Individuals by Age of Head, Canada 1977.
Statistics Canada 1877

Avg.Wealth Misc. Mkt.Value Equity Equity Equity
NetSvgs. Pass.Cars in home in all in Bus./

other Farm/Prof

RealEst. Interest

<24 $5,466 -7.3 29.9 36.2 7.8 33.4
25-34 23,644 6.0 10.8 49.7 9.0 24.6
35-44 57,257 16.3 4.9 44.3 10.1 24.5
45-54 74,405 i4.3 4.2 41.9 10.4 29.1
55-64 70,300 23.2 3.4 40.3 10.3 22.8
65+ 47,074 33.2 2.6 46.0 8.9 g.2
Teotal 46,273 18.7 5.0 43.7 9.8 22.7
3.7.3 Distribution of the Combination of Income and Wealth

Among Senior Citizens

Obviously,
the resources of seniors must include their assets,

varticularly the invariably paid-for family home. The
relative affluence of seniors must be viewed from two
perspectives; income an

high

ASSETS

L]

low

as well ms considering income,

ASSE

d assets, (Exhibit 3-10) Only the
senior who has neither income nor assets,

EXHIBIT 3-10

T / INCOME GRAPH

INCOME

any assessment of

is truly poor.

In the case of seniors,

assessing need;
agssistance with affordable rental housing,
seniors with savings embedded in their homes are well able

a s & s & Fn n s n @ -

. .

* L]

lines of equivalent wealth

income alone is a limited method of
while there are many poor seniors who need
a large group of
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to use those savings for new, appropriste housing. The need
is for a housing option which will appeal to these
individuals and meet their needs and desires.

Exhibit 3-11 is a table showing the average income and
wealih of families and unatteched individuals in categories
based on the age of the head of the household in Canada in
1977.9

It has already been noted, in 3.7.2., that there is reason
to believe that the average wealth of $47,074 for the 85+
catgory is likely lower than the actual figure for
non—ingstitutionalized seniors whe have cobtained proper
valuations of their property. But even using this
undervalued estimate for wealth, the 65+ category had the
highest wealth-to—-income ratioc of 5.47. This indicates even
more strongly the importance to senior citizens of the
equity in their homes when it is realized that the actual
ratio is likely in the range of 7 or 8.

The importance of this equity for seniors living in their
homes is magnified further by noting the 82.6% incidence of
home ownership in the 65+ category and the 70.4% incidence
of home ownership in the 55 toc 64 category where the wealth
to income ratio was also very high.

The other interesting statistic in Table 3-11 is the ratio
of total debt to total assets and, as might be expected, it
decreased to almost nothing in the 65+ category and was
only 5.2% in the 55 to 64 category.

Exhibit 3-11

Average Income & Wealth of Families and Unattached Individuals by Age
of Head, Canada 1977

Age of Avg. Avg. Ratio of Incidence Incidence of Ratio of
Head of Inc. Wealth Wealth to of Home Mortgage Total debt
House (Assets Income Ownership Indebtedness to¢ Total
Less Among Home Assets
Debt) Owners
(24 $9,444 $5,466 .58 12.2 82.6 45.1
26-34 16,643 23,664 1.42 52.9 86.5 36.7
35-44 20,395 57,357 2.81 72.7 75.1 18.8
45-54 21,056 74,405 3.53 T4.4 53.9 16.8
55-64 16,818 70-300 4.18 70.4 31.3 5.2
65+ 8,604 47,074 5.47 62.6 9.7 1.8

TOTAL 15,849 46,273 2.92 59.6 54.0 15.1
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3.8 SURVEY RESPONSES
3.8.1. Questionnaire and Distribution

An indication of the level of acceptance of the concept of
pre—paying for a unit, wae demonstrated in a survey carried
out among the senior members of the Toronto Finnish-
Canadian community by Suomi—~Koti, a multi-denominational
Finnish association which is interested in building seniors’
housing.

A questionnaire was distributed and completed, mainly at
the group’s annual meeting in late March 1984, The seniors
vwere asked to give information on a variety of housing-
related issues. The question regarding their interest in
resident—-financed units read:

If units for sale were available in Suomi-Koti,
(in addition to the rentel units) I would be
interested in purchasing a unit at the following
estimated pricea, depending upon the unit design,
and would prefer:

Studio/Bachelor Unit $45,000 ( )
One Bedroom Unit 59,000 ( )
Two Bedroom Unit 69,000 ( )
Three Bedrooam Unit 81,000 ( )

Not Interested ( )

If you were to purchase a unit, your monthly
housing costs would only be for operating costs,
utilities, and taxes (estimated at $170 per unit)

3.8.2. DATA FROM RETURNS

As the group is considering both seniors’ and family
housing, a number of young households responded to the
survey. Analysis of the returns has been restricted to
those interested households in which the youngest
individual was aged 656 or over.

Significant points to be noted are:
A total of 273 questionnaires were returned, of which
260 expreseed an interest in seniors’, as opposed to

family, housing.

197 responses indicated an interest in moving into the
project within 3 yesars of completion.

131 (66.5%) of the responses were from homeowners.

59 (29X) of the responses were from individuals who
rented apartments or houses, or lived with relatives.

49 households indicated an interest in purchasing units
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at the suggested prices, of whom all but 9 would alseo
consider renting a unit.

DEMAND BY CURRENT TENURE

The breakdown between homeowners and renters regarding
their interest in renting and/or buying units is noted in
Exhibit 3-12. Of the 131 homeownera, 32.8 percent would
buy a unit. Of the 118 homeowners who would rent a unit,
30.5 percent would also be interested in a purchsase.

Exhibit 3-12
UNIT DEMAND BY CURRENT TENURE

Rent Rent Buy Total
Only or Only Unknown
Buy
Homeowners No!: 82 i 386 : 7 1 B H 131 :
X ! 62.5 1 27.5 5.3 4.6 | 100x !
Renters No: 54 ; 4 : 0 : 1 ' 59 :
X ! 91.5 1} 6.8 ! 0 H 1.7 ¢+ 100x !
Unknown No i 3 ' 0 : 2 } 2 ; 7 H
Total 139 40 9 9 197

Exhibit 3-13 show the breakdown in numbers and percentages
of the types of units desired by potential renters and
potential purchasers.

Table 3-13
DEMAND BY UNIT TYPES PREFERRED

RENTAL UNITS PURCHASED UNITS

No. X No. X
Studio i 23 12.8 H 7 14,2 ;
1 Bedroom v 119 66.56 ' 19 38.8 :
2 Bedroom i 37 20.7 P21 42.5 :
3 Bedroom g - 0 : 2 4.1 g
Total 179 " "1o00% 43 io6x

DEMAND BY AGE OF RESPONDENT HOUSEHOLD

The ages of the youngest individual in each household who
responded positively to the alternative forms of tenure
were as shown in Exhibit 3-14. In many cases it is the
status of the yvyoungest member of a8 couple which determines
the desire for seniors’ accommodation.
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Exhibit 3-14
DEMAND BY AGE OF RESPONDENT HOUSEHOLD

RENT RENT OR BIIY UNEKNOWN TOTAL
ONLY BUY ONLY
No. b 1 No X No. No. No. X
65-59 | 10 7.1+ 4 10.0 : 0 0 : 14 7.1 4
60-64 | 14 1.1 : 10 25.0 ! O 1t 256 12.7 1}
65-69 | 33 23.7 + 10 25.0 2t 1t 46 23.3 |
70-74 | 29 20.8 7 9 22.6 1 o 1 : 38 19.3 !
76-79 1 23 i6.8 | 3 7. 1+ 2 2 30 15.2 !
80-84 | 24 7.3 { 4 0.0 ¢ 1 : 0 : 29 14.7 !
85-89 : 4 2.9 1 0 0 P00 1 5§ 25.4
90+ !0 0 i 0 0 V0 0 0 0 :
No Response! 0 0 I 0 i 4 7 31 9 4.6 !
139 100% 40 100x g 9 197 100x

DEMAND BY INCOME

The income ranges of the individuals who responded
positively to the alternative forma of tenure were as ahown
in Exhibit 3-15. The question regarding income was
optional if the senior had enough resources to afford low-

end-of-market rent for s rental unit, hence most of the ’no
response’ answers will reflect higher-income seniors.
Exhibit 3-15
DEMAND BY INCOME OF RESPONDENT HOUSEHOLD
RENT RENT OR BUY UNEKNOWN TOTAL
Annual ONLY BUY ONLY
Income No. X No b4 No. No. No. ) 4
$0-5,000 i 16 11.5 ¢ 4 16.0 : 0 { O 20 10.1
6,000-10,000 : b8 41.7 \ 8 20.0 1 2 | 0 | 68 34.5 |
10,000-16,000 ¢ 23 16.5 ! 12 30.0 : O { 2 ! 37 18.8 |
15,000-20,000 | 8 5.7 1 3 7.5 +0 {+ 01 11 5.6 |
20,000-25,000 ! 1 T3 7.5 0 i 0! 4 2.3 |
25,000-30,000 | 3 2.2 ! 3 7.5 + 0 + O ! &6 3.0 i
30,000 + 11 7.9 | 1 2.5 +0 ' 11 3 1.5 |
No Response ;29 20,9+ 6 15.0 17T t 6 ! 48 24.4 1
139 100%x 40 100%x 9 9 187 100%

3.8.3., Characteristics of Survey Sample

The survey was carried out among the members of cne ethnic
group. Nevertheless, Finns are well integrated into
Canadian society, do not live in any concentrations, and
participate in a large number of trades, professions, and
businesses. As well, this group represents a diversity of
religious and political opinion, and a wide time span of
immigration, from the time of the Firat World War to the
1970’s.
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Any survey carried out among members of a religious or
ethnic group, has the aspect of trust between members of
their own community. This might be expected in the case of
many non—profit groups who might consider resident-
financed housing, and may make the concept more accepted
withip their consitituency.

The individuals surveyed were alreaedy interested in moving
into seniors’® housing, hence the generally favourable
regsponse. However, this was always understood by the
membership as being rental housing, built under Section
56.1 of the National Housing Act. No promotional work was
done in explaining the resident-finance concept to the
Finnish community.

The respondents are an urban group and are familiar with
condominium-type ownership.

The question, for the sake of simplicity, related to
purchasing a unit, probably implying a condominium title.
While the response might be different in the case of a
life~lease, the general concept of equity investment for
seniors’ housing on any basis is, in general, unfamiliar in
Canada. In discussions held subsequently with the
respondent seniors, the group found a high level of
acceptance of other than condominium-type vehicles.

3.8.4. Interpretation

A considerable acceptance of the concept of unit ownership
among these seniors was demonstrated. While most (70.6X)
of the seniors who were interested in the project indicated
that they would only rent an apartment, 22.3 percent of
those who were interested, said they would consider either
renting or buying a unit. The interest among those
carrently owning houses was, not unexpectedly, higher than
among the renters. Of the 131 homeowners who expressed an
interest in the project, 32.8 percent would consider either
renting or purchasing. {(Exhibit 3-12)

Exhibit 3-15 breaks down the responses by age groups. The
protential renters are, as s group, approximately 5 years
older than the potential purchasers, the mode being in the
T0-74 age range, asg opposed to the 65-69 age group for the
purchasers. Typically, seniors between 70-74 do represent
mnost of the tenants in a new rental seniors’ apartment
project. Nevertheless, the concept of ’purchasing’ a unit
was well sccepted by households up to the 80-84 age
grouping, where 17.2 percent indicated such an interest.
All households in which the youngest member was over 85 and
intereated in the project would rent.

Exhibit 3-16 shows interest in renting or buying, by income
group. While it might be assumed that potential purchasers
would be wealthier than those who would only rent, as is
supported by the responses, 28.5 percent of the people who
would buy a unit indicated an income of under $10,000 per
vear, although, even within the Finnish group some
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withholding of income information is likely. The resident-
financed concept appears not to be limited only to high-
income individuals. Utilizing a guideline for establishing
rent subsidies, where rent should not exceed 40X of gross
income, approximately 35% of the households who would
consider buying might qualify for rent-geared-to—income
assistance, if they rented an apartment, depending upon how
they were to deal with the proceeds derived from selling
their houses. Not unexpectedly, the concept of purchasing
units was more popular among the higher income seniors,
although not restricted to this group.

The most important factor revealed in the survey is the
implication that of the households who would move into a
private non-profit rental unit in this proposed project,
almost one-quarter of them, including many of those with
limited incomes, would have a willingness to put their own
funds into a unit, thereby not using the substantial
federal subsidy which would apply to a new
low-end~of-market rent unit.

3.9 SUMMARY OF NEED AND DEMAND

The need for changes in the manner of the provision of
appropriate seniors’ housing is being created by rapid
change in the market environment.

The numbers of senior households will mushroom over the
next thirty years, and an increasing proportion of them
will be aspiring to a high quality of independent life.
There is a current rejection of the older institutional-
style housing options, and an increasing demand for
apartment units in caring communities.

To date, the entrepreneurial sector has not attempted to
£il1l the demand, and is showing few signs of becoming
active. The apartment-style seniors’ housing which is most
in demand, continues to be created by non-profit
organizations.

The rising numbers of seniors, especially with respect to
the population of working age, is making the demand for
accommodation increasingly difficult to fill by means of
subsidized rental housing.

Survey information indicates an acceptance by many seniors
of the concept of pre-paying for a housing unit.
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4.0 EXISTING SENICRS HOUSING
4.1 HISTORICAL BACKGROUND

In seniors’ housing there has been an evolution from the
one-sige-fits-all approach used earlier in the century,
where seniors incapable of living alone, and who did not
have the financial resources or femily to provide support
services, moved either to the nursing home, or to the
welfare home. The additions to this system have been the
private rest home, some of which are in the luxury class
provided by the entrepreneurial sector, Homes for the Aged,
and seniors apartments with various levels of services, as
provided by the non-profit msector.

An increasing understanding of seniors’ needs and
aspirations has created the concept of the continuum of
care, where a number of levels of services and care are
available at one location, allowing seniors, as they become
frail, to receive increasing levels of care, without
leaving their circle of acquaintances and physical
neighbourhood. These projects are also able to offer
apartments with services on a partial or fully optional
basis. This can allow seniors’ to avoid moving to =
care—-oriented facility, as certain support services, such
as housekeeping, limited nursing supervision, activities,
or meals, are obtainasble in their own units.

An entrepreneurial vehicle which has been well received by
seniors is the residential condominium. Exhibit 3-7 shows
that in Canada 1.8 percent of all senior households own a
condominium. In Nova Scotia, Manitoba, and British
Columbia, greater proportions of households aged 65 to 74
own condominiums than is the case for the general
population. The care-free and ownership aespects of
condominiuns, apparently have made them popular among
certain groups of seniors.
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EXHIBIT 4-1
TYPES OF HOUSING AND CARE FACILITIES

Living ! Sector / Program
Style
iEntrepreneurial ! Charitable/ |Non-Profit, : Services/
' i Municipal { Private or | Amenities
H i Home for the | Municipal H
: ! Aged H H
Independent; Condominiums
. ! Conventional Normal Apt.
. ' Apartments Amenities
. ' Non-Profit Activity Programs
. : Apartments Veolunteer or
. ; Resident Run
. ' Part of a caring
. : Community
. : Serviced
. H Apartments Housekeeping,
. ; Meals Available
H Hooming Nurseing Availablie
: Houses
. i Retirement Residentinl Hostel Mandatory meals
. : Home Care Units Limited nursing
. ' Rest Home care included
' Nursing Home Extended Care Nursing Home 1.5 - 3 hrs of
' section or section nursing care per
. ' resident per day
Very | included.
Dependent’ Chronic Full meals & other
(rooms & ' Hospital Bervices included
wards) :

4.2 C.M.H.C. PROGRAMS

Programs for the creation of new affordable housing for
Canadians, and housing for households with limited incomes
have been developed by the federal government through
Canada Mortgage and Housing Corporation. These programs
have evolved as the needs of Canadians have changed, and to
reflect the experience gained through sucessive programs.

(a) Section 15.1, National Housing Act

Support of housing created by non-profit groups detes back
te the mid 19408 when C.M.H.C, first offered direct loans
at lower than market interest rates. The National Housing
Act Section 156.1 program commenced in 1973 and combined
100% direct C.M.H.C. loans at a fixed interest rate of 8
percent, amortized over 50 years, with a 10X forgiveness of
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capital costs, and provincial rent reduction grants.
Seniors’ and feamily housing could be created by non-profit
groups and offered at rents below market rents. The fixed
interest rates ensured that rent increases could be held
below the rate of inflation. Through the operating
agreement signed between the project sponsor and C.M.H.C.,
low rents were encouraged, hence building meintenance
frequently suffered. The 15.1 projects were seen as
serving modest and moderate income groups; meeting the
housing needs of the lowest income households was not a
primary thrust of the prograa as originally designed,
although the projects have tended to attract households of
progressively lower incomes.

(b) Section 56.1, National Housing Act

In 1978 the Section 56.1 Program was made available to
non-profit and co~operative sponsors, and addressed a
number of shortcomings in the 15.1 Program, as well as
those found in previous low-income public housing
programs. Key aspects of Section 566.1 were the use of
C.M.H.C. insured private mortgage finaencing in place of
direct C.M.H.C. loans, and a mixing of income groups, both
those with resources, and those for whom reduced rent was
available on the basis of income testing.

The 1883 Section 56.]1 Program Evaluation evaluated the
success of the program in terms of achieving its original
objectives.i® It found that of the total of 66,757 units
committed under the program prior to 1982, 39.3 percent, or
26,199 were designated for seniors, while the Section 66.1
Occupant Survey indicated that approximately 25.2 percent
of all 66.1 units was actually occupied by a senior
household. The Program Bvaluation identified, in 1980,
92,000 rental households in Cenada, making up 32.9 percent
of all renting households with a head of age 70 or over, as
being unable to afford adequate, uncrowded housing without
paying more than 30 percent of gross income. More than
one-fifth (20.7 percent) of senior households in 56.1
projects were found to be below the low income cut-off
limit as defined by Statistics Canada’s 1981 criteria.
These 3,500 low-income senior households occupying 56.1
units authorized prior to the end of 1981, can be compared
to the 92,000 seniors seen as having basic housing need
related to affordability. This does not mean that the 56.1
seniors’ housing units are not meeting a significant need;
much of the need being fiiled reiates to reasons of need
other than that of affordebility.

4.3 EXISTING RESIDENT-FINANCED PROJECTS

The 1983 Section 566.1 Program Evaluation related the

results to the original program objectives, However, the
program has caused & number of other effects in the seniors’
housing industry.
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One of these is the increasing number of would-be
sponsoring groups which apply to the program, with
property, fund-raising resources, and willingness, in
communities which can demonstrate need frequently have
to wait for three or four years to receive a unit
allocation, if they receive one at all.

The Section 56.]1 Program popularity comes from the
following factors:

{a) The projects are generally of excellent quality, and
the current operating agreements encourage proper building
maintenance, and efficient operation. Thus the project is
something in which the group can have pride.

(b) The project can accommodate seniors of all income
levels, both the low income persons which most groups wish
to serve for moral reasons, and the more affluent
individuals who also need appropriate housing, in many
cases especially those of the spomsor’s own religion,
ethnic group, or community. Thus, the sponsors can address
what they see as the need, which is often somewhat
different from the needs the Social Housing Program was
designed to meet, especially with respect to seniors
housing.

As a result of the limited number of non-profit unitse
available, as well as philosophical or progras concerns, a
few groups have elected to use alternative means of
financing projects. Certain church and ethnic associations
have been able to raise enough money through donations to
allow projects to be built with affordable rents. Five
projects in Ontaric have used the resident-financed method
with varying results. Of the five projects, two have been
major successes, two were ultimately re-financed by
C.M.H.C. under the 58.1 program and converted to rental
apartments, and one narrowly escaped financial failure.
These projects were visited, and discussions held with
their sponsors,

4.3.1. Existing Resident-Financed Projects in Ontario

The five existing Ontario projects can be summarized as
follows:

(a) Each of these projects utilized a pre-paid lease
scheme whereby a lump sum was paid on entry into the
project and thereafter, a monthly fee for utilities,
taxes, maintenance, and management, similar to a
condominium fee, was paid by the residents.

{b) The pre-payments for 21 years-less-a-day for
one-bedroom units ranged from $22,000 to $34,500 and for
two-bedroom units ranged from $45,500 to $52,800.
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{¢c) One of the leases promised the return of the full
amount of the pre-payment at the termination of the lease
while other leases provided for the return of some portion
of the pre-payment on termination.

Example One

-~ $48,500 pre-payment for a lease with a twenty—-one year,
less a day term

~ termination in year 1 of the lease, approximately
$43,000 is returned {($450/month approx.)

— termination in year 2 of the lease, approximately
$40,000 is returned ($360/month approx.)

— termination in year 20 of the lease, approximately
$12,000 ies returned ($152/month approx.)

Example 2

The part of pre-payment returned on termination is
calculated as the proportion of the part of the lease
occupied by the tenant before termination compared to
the full term of the lease (21 years, less a day). If
termination occurs in yvear two, nineteen-twentieths of
the pre-payment would be returned.

{d} The sige of the projects varied substantially, from 13
to over 200 units. Some projects had other types of units,
such as residential cere, but all the projects except one
offered under 60 resident-financed units.

{e) Each project was sponsored by a group with religious
affiliations and the project was developed and operated by
private non-profit corporations.

{(f) All of these projects were built before the 1983
amendments to the Planning Act of Ontario and thus each of
these projects utilized a pre-paid lease tenure scheme with
various undesirable features. These features included a 21
vear-less-a-day term of such pre-paid lease after which the
genior could lose his or her unit or c¢lauses which would
have made the lease partially or totally unenforceable. The
lease for one project had a disclaimer as to the clause
covering the term of the lease and the legally invalid
renewal conditions.

g) There was no constant range of the proportion of the
numbers of one-bedroom and two-bedroom units in these
projects. One project had 11 one-bedroom units and 2
two-bedroom units while another had 12 one-bedroom units
and 30 two~bedroom units. It was indicated by their
sponsors that the two-bedroom units were preferred by most
seniors.
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h) There was no apparent difference in marketability
between the projects, with respect to type of access to
care facilities promised, but the proximity of care
facilities was viewed as a big asset compared to other
projects without such facilities.

i) The largest two projects have residential facilities on
the same site and the resident-financed portions are viewed
as one component of a full continuum of care. One of the
projects made provision for & priority for admission to the
care facility for residents of the resident-financed
portion of the project but the other project made no such
provision in its lease {(although there was an intention
expressed verbally to have such a priority of admission for
occupents of resident-financed units).

J) Three of the five resident-financed projects had
financial difficulties and two of them were eventually
re~financed as Section 66.1 projects by C.M.H.C. One of
the projects had a problem created by building what was
undoubtedliy an excessive number of units in e small town.
In the same small town a well-known developer built a
conventional rental 30 unit apartment building but was
only able to lease half the units and incurred a
substantial losas in disposing of the building. In
contrast, the resident-financed project now existing in
that town is completely occupied with a waiting list, due
at least in part to the acceptance of the types of tenure
offered at that project, -i.e. pre-paid lease scheme for
some units in addition to monthly rental units.

All three projects which experienced financial difficulties
had severe marketing problems. The marketing problems of
one project, which over-built in a small town, were solved
in the long run by having a new board member, & clergyman
at the head of the organization, inspiring a greater degree
of trust by the seniors, as well as a timely large
testamentary gift which arrived when the project was on the
brink of failure. However, the marketing problems of the
two other financially troubled projects were caused by
senior citizens’ suspicions of well-intentioned businessmen
running the non-profit project. The necessary amount of
trust by senior citizens’ was never acquired by these
projects and they had to be re-financed.

In contrast, the two most successful projects inspired a
great degree of trust in their religious constituency and
were characterized by well-designed promotional activities
as part of an over-all non-profit marketing plan.

k) Representatives of each project indicated that the
physical and financial aspects of each project were found
highly desirable by seniors and when the two projects had
to be re-financed, the tenants in the resident-finaced
units strongly indicated their preference to not change
their form of tenure.
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1) Two other projects were identified which have utilized
a resident-financed method in the past for seniors’
housing. One, eventually, after twenty years of operation,
discovered that the units no longer had to be "mold", but
could be rented at a very modest level. It used a pre-paid
lease, with the unit totally reverting to the sponsor at
the death of the resident. In the religious context in
which this was operated, it worked quite well. The other
project was a co-operative housing project sponsored by an
ethpnic group. The sponsor was unable to control the resale
of the units, hence the project evolved, over a number of
yvears, into family housing.

4.3.2 Resident-Financed Projects in the United States

As all of the Ontario projects identified indicated that
they had received their inspiration from the United States,
it is necessary to look at American resident- financed
projects. As in Canada, resident—-financed projects in the
United States are not easily isolated through a single
trade association. Also as in Canada, these projects
usually fall under general business and non-profit law,
although in fourteen states various degrees of legislation
do exist.

4.3.2.1 The American Situation

The most significant difference between Canada and the
United States is that American projects, usually called
'*Continuing Care Retirement Communities’ {(C.C.R.C.),
attempt to address the need to finance long-tera nursing
care for the residents. Unlike Canadian seniora, those in
the United States are not covered by & universal health
care scheme which covers nursing-level care costs. Such
care, in a ward situation in Ontario, costs, in total
including the health insured portion, is currently $16,231
annually, and $21,177 for a private room. an amount which
few people could pay for long, without some form of
assistance. Therefore American resident-financed projects
are seen, both by sponsor and tenant, as a way of providing
both independent apartment accommodation and a form of
insurance to cover possible nursing care costs. Hence,
while the American experience can provide useful insights,
it is inappropriste to transfer their methods, unchanged,
to Canada.

4.3.2.2 American Projects

The resident-financed format is popular in the United
States. In a comprehensive examination of the industry
Winklevoss and Powell, identified apn increasing number of
projects being created, rising from approximately 50 per
year in the early 1960°’s to 185 in 1982.31 Moreover, these
projects are large by Canadian standards, with an average
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of 165 independent living units, in combination with care
facilities, giving a total average project population of
245.

4,3.2.3 American Project and lLease Formats

There is no consistency among the contract terms of
American projects, except the basic form of document. No
reference to a C.C,.R.C. offering tenure except by pre-paid
lease was located. This lease format is of value because,
unlike other vehicles it can be used to provide
non—-real-estate benefits, such as the access to care. In
fact, 97.6% of the projects surveyed by Winklevoss and
Powell guaranteed access to some form of nursing care. In
contrast, only one of the Ontario projects did so.

As the American leases relate to health care, their
financial aspects are substantially different than the
Ontarioc projects. A typical American C.C.R.C. agreement
provides that a sum of between $25,000 and $100,000,
approximately the cost of building the apartment unit, is
paid as an entrance fee, with an ongoing monthly fee.
Winklevoss and Powell found an average monthly fee of $562.
for a single individual and $815. for a couple. These are
very high for apartment-style accommodation; typical
monthly operating costs in a Canadian seniors’ apartment
project are $180 to 220 per month {excluding financing
costs), but no less than 54 percent of the projects
surveyed by Winklevoss and Powell indicated no increase in
monthly fee, should nursing care be required. Not only does
the senior resident pay for his nursing care through the
disappearance of his or her entrance fee, but in fact
prepays through the monthly payments. This promise of
possible nursing care, if required, apparently justifies to
many American seniors the very high monthly cost.

A change has occurred in the financial concepts behind
American C.C.R.C.'s. 1Initially the C.C.R.C.s were seen to
operate like annuities, where in return for & payment, a
set of benefits is provided, in this case housing and care.
The newer projects tend to use the apartment residents to
subsidige the nursing home residents, and balance the
project financially by limiting the number of nursing beds
so there is always enough cross—subsidization. This
accounts for the fact that 72.9% of projects surveyed by
Winklevoss & Powell allowed for termination of the
continuing care agreement if a suitable level of care could
not be provided. No project which cross—-subsidizes
residents can allow itself to become unbalanced, with more
subsidy consumed than subsidy produced.



4.3.2.4 1Iasues in American Resident—-Financed Projects

The promise of care is important, and sttractive in the
United States, but is not necessary in the Canadian
context. In fact, this sort of group insurance with
promises of the coverage of future costs, created numerous
difficulties for many C.C.R.C.’s, particularly for the
early examples.

{a) Two types of financial logic have been used. The
earliest was the use of annuity-type calculations, where
the prepayments brought future benefits. The ongoing
changes were minimal. Costs were funded through return
on the prepaid funds as well as from the turnover of
units.

b) Later formulas of cross~subsidization of care
components through monthly fees have been utilized, as
the projects relied excessively on the use of
prepayments.

The reasons for the problems in the early C.C.R.C.’s are of
interest because they will have their impact om Canadian
projects.

a) Unforseen inflation caused operating costs,
particularly with regards to care, to rise faster and
higher than was predicted.

b) The annuity-type models were used initially to
determine the expected requirement for care and the turn
over of units. Mortality and morbidity (use of Health
care) tables are calculated for large numbers of people.
Any realistic project will have a small enough tenant
population that will allow possible substantial
deviations from expected statistics for the total
population. Such statistics may not relate to seniors
drawn from any limited pool, which may have specific
characteristics which include religion, ethnicity, and
geographical location. For example, of Canadians of
Finnish origin aged 50, 67.97% can expect to live to at
least age 75, while only 50.65% of the overall Canadian
population at age 50 will see age 75. 12 C(Clearly, a
project appealing to such & group, would not be able to
use commonly available data,

¢) There is now a realization that tenants in retirement
housing live longer than in the general population.
Winklevoss and Powell found in their analysis that
residents of C.C.R.C.’s live from 3 to 26 percent longer
than the general population. While little quantitative
research has been done in this area, there is a
widespread notion in the industry that this is indeed the
case.

Pg-386
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These three factors introduce a considerable amount of
uncertainty, which the American C.C.R.C.’s have attempted
to eliminate by using the cross-subsidization method, where
population statistics play a minor role in the project
financing.

4.4 ANALYSIS OF EXISTING PROJECTS

All of the Ontario projects which were visited had the
following limitations:

(a) The maximum term of occupancy was 21 years. Some
lack of resolution was present in some of the projects
with regards to what would occur in 21 years time. In
these projects there was & need for faith that a new
lease {or extension) would be available without
additional prepayments. While in some projects surveyed,
the religious non-profit flavour made this seem likely,
in others, a senior might not be so sure of a fair deal in
21 years. At that time today’s administrators and board
may not remain, and the verbal promises might not be
fulfilled. The limitations that Section 48 of the
Planning Act (in Ontario) placed on these projects was
most evident. The limiting provision has recently been
amended.

{b) The senior does not participate in any increase in
the value of the unit. The amount of pre—payment of the
lease is equal to the development costs of the unit.
However at the termination of the lease, the senior
receives little money back, while, in fact, the unit will
have & considerably greater dollar value in the future.
Two alternatives were seen, that in which the originsal
price was returned to the senior at the conclusion of the
lease term, or B declining balance was available. In am
inflationary environment both seem inappropriate,
particularly in the non-profit context.

(¢c) In conjunction with (b), over a period of years, as
units in a project are "resold", an increasing amount of
money will return to the non-profit corporation, with no
clear use spparent. This reflects the American
inspiration for these projects. The ’pooled health care
insurance’ concept is of marginal value in Canada, and
the objectives of a resident-financed project are very
different here.

(d) None of the projects studied, except the low-
density ’village’ type projects, are easily
reproducable. No large urban resident-financed project
was discovered in Canada. As the locations most favoured
by Canadian seniors are usually in the centres of towns
and cities, in contrast to the United States, a new
method must be devised to create such developments.
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5.1

SOCIAL ISSUES
. INFLATION

The impact of inflation on seniors can be devastating. In
particular, this is because meniors prefer secure
investments such as corporate bonde, Canada Savings Bonds,
and Guaranteed Investment Certificetes. While reasonably
secure from loss, these vehicles reflect inflation in the
interest they pay, not in an increase in the value of the
security. Much of the income paid by these vehicles may be
illusionary, merely compensation for the ercosion of
principal. Over a period of years the fixed return may
decrease in purchasing power as a function of inflation. A
common scenario in non-profit seniors’apartments is over a
period of years, individuals, who were financially well-off
when they moved in, come to require rent-geared—-to-income
assiastance. Reasident-financed projects should be configured
80 seniors retain their purchasing power plus financial
independence.

§5.2. SECURITY

As people age, they find physical security increasingly
attractive. Younger individuals have greater resiliance
against reverses, in that they have the time and health to
recover froa financial and property losses. A burglary,
fall, or financial loss may reduce quality of life for the
rest of the seniors’ lives while it will be hardly noticed
by people who are part of the work—-force. Seniors also
frequently feel more vulnersble to such losses. These fears
must be addressed.

The issue of security covers two separate issues: {a)
physical espects of the building, and (b} the safety of
money deposited during the development process.

On the physical side of security, are the architectural and
the managerial decisions which are encountered in all
seniors’ projects. Security is created, and is visible, by
means of access control, ensuring that dark corners do not
exist, and that public spaces are travelled, and subject to
visual surveillance.

Security of the tenants’ money and home during the process
of developing and operating a project is equslly
important. Not only must a senior be secured against
financial loss, but all the evidence and appearances must
support this fact.

The actual assurance of security is achieved by ensuring
that no seniors’ money is actually exposed to risk. This
can be done by a finsncial intermediary, such as a bank,
trust company, or life insurance company, which holds the
deposits, while advancing quite separate funds to the
project sponsor. The deposits are only turned over to the
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non-profit sponsor at the time of occupancy of the unit. As
well, on an ongoing basis, security of tenure is required
in the event ef financial difficulties within the
sponsoring group.

This safety mechanism could be made to appear secure, by
the participation of C.M.H.C. and a known financial
institution.

Discussion with potential lenders have indicated their
willingness to fill such a role in project funding.

5.3. CARE AND PROJECT EVOLUTION

Over 8 period of years the nature of any seniors® project
tends to change unless actually dealt with by its
management.

Twe causes for the changes are the aging of the population
of individual facilities, and a high degree of rising
expectations among the Benior population.

Any project oriented towards active seniors is typically
initially occupied by people largely aged im their early
seventies. This original population ages, so that ten
vears after opening, the average age may be eighty, and
prospective new tenants may regard it as being for older
seniors. Therefore, seniors in their eighties become the
main source of new tenanta. The image of such a project
has shifted to one for oclder seniors, hence oider seniors
come and demand an increasing level of services. This
evolution has only recently come to be noted.

To a degree, these changes may alsoc reflect a level of
increased expectations among seniors, as the negative
aspects of project evolution are found mostly in older
hostel {(lodge) type accommodation built twenty years ago,
with small semi—-private rooms and shared toilet facilities.
As well, the limited personal space forces the use of
common areas, where any frail individuals are immediately
apparent to visitors. For the active senior, who has other
options, such a project is unattractive, and only seniors
with few other optionas elect to become tenants. These
residential care facilities will face increasing
difficulties in retaining clientele in the 1980°’s.

The aging process in apartment-style projects appears to be
less dramatic than in the hostel-style projects, because of
the greater availability of private personel space and the
lower visibility of their frail members.

Project evolution must be planned for in any new project,
in order to avoid future vacancies. The planning must
encompass design, programs, and administration.
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6.0. MARKETING

The marketing of seniors’ units must be recognized, by
the sponsoring group, as of primary importance in any
project.

Units developed by groups operating under the existing
Private Non-Profit Program, are usually subject to limited
marketing efforte. Typically, the building is filled by
people who responded to the initial surveys, and friends,
relatives, and acquaintances of the sponsoring group. This
does not mean that the community as a whole is not
represented, but that most leasing activity even in major
centres is done on a word-of-mouth basis. As well, many of
the groups imprint their own set of values on a project,
which means that it will come to the attention of people
who adhere to those values, or travel in those circles.
Because the non-profit projects have created & unique type
of housing, which has great appeal to many seniors, active
marketing after construction is often not necessary.

However, initial marketing of units, in a resident-
financed project (where decisione to make major life-style
and financial commitments are required) will demand more
planning, careful execution, and expenditure of time and
money. From being a relatively unimportant aspect in most
projects, marketing will become the most important concern
from the time of initial conception of a project. As well,
# continucus demand will have to be ensured to make sure
that unites can be re—leased.

Seniors are extremely reluctant to make life-style changes,
particularly when the accommodation is not complete, and
cannot be viewed. In Sheltercare Management Consultants
extensive experience in assisting non-profit groups in
carrying out ’'need and demand’® surveys, there are continual
reports of reluctance by those very individuals considered
to be in the greatest need - usually in their late 80°s,
living alone, and barely able to cope with housekeeping,
meal preparation and home maintenance. Typically, a non-
profit group will scour the community to get an adequate
number of seniors to fill out the questionnaire, and yet
after opening the project, have a very substantial waiting
list. This may make pre-sales difficult for the sale of
units in unbuilt resident-financed projects.

As much of the marketing for non-profit projects is done on
a word of mouth, low-key basis, through personal contacts
in the group’s religicus, ethnic, and geographical
communitiea, The selling of a reasident- financed project
can utilize the same methods. A more sophisticated package
should be planned, beginning with a presentation which will
answer queations and carefully explain details of the
undertaking, allaying fears, and offering a pleasant,
care—~free future. This does not imply a glossy brochure,
but a well-worked out, detailed presentation.



Start-up funding must include adequate funds for the
preparation of attractive and informative brochures, unit
drawings showing furniture layouts, and perspective
drawings of interiors. For groups which have an existing
project, be it funded under a C.M.H.C. program, or by some
other method, the selling stage will be easier due to
credibility of such groups as managers, developers, and
creators of environments for seniore. An issue to be
addressed is the availability of the skills necessary to
create the appropriate and appealing messages needed to
convince seniors about the benefits of resident-financed
projects.

Non-profit groups have been oriented towards filling social
needs for housing, services, and community. In the future,
they will have to appeal to individuals who have wider
choices and higher expectations. If the existing resident-
financed seniors’ projects, are examined, it may be noted
that in two Ontario cases significent marketing problems
were encountered. The two most successful projects
carefully avoided the issue by building in stages: new
units not being constructed until the previous phase was
completely sold, and some of the next phase committed.

The interviewees agsociated with the exiating Ontario
projects indicated that sale of substantial numbers of
unite before construction had been difficult. Nevertheless
none of the projects which had difficulties mounted a
sophisticated marketing campaign, with a brochure, sales
office, and informed representatives. In some of the
resident- financed projects investigated, local suspicions
of the motives of the backers occurred, in spite of the
non—-profit charter and low price of the units. In one
project, community relations were carefully maintained, and
the minister of the sponsoring church was much in evidence
throughout the process.

It was specifically mentioned by the administrator of one
of the existing Ontario resident-financed projects that he
felt that the success of the project was due to the
sponsoring group’s reputation in the community, both
through its religious role and that of an existing provider
of seniors’ housing and care. The three most successful
projects shared this attribute, while the twe failed
projects, and the one which narrowly survived, had no
previous housing role in the community and had less
significant religious ties.

When pre-gelling of unitas is sttempted:

(a) Comprehensive advertising and sales materials should
be prepared. Seniors are exposed to a considerable amount
of advertising, as are most Canadians, and therefore some
sophistication in the sales epproach is necessary. As has
been noted, even if the non-profit unit is of excellent
value, seniors must have this message reinforced, their
fears overcome, and they must want the unit, not just need
it. This is particularly true in smaller communities,

Pg—41



Pg—-42

where the project sponsors may be known to the prospective
purchaser who may suspect the sponsor only because of this
familiarity.

(b) The image of the project has to be carefully
maintained, particularly if a prime source of purchasers is
within an ethnic group or religious denomination. The
people on the non-profit board must not represent a small
sub—grouping, but must be seen as having the highest of
ideals as motives, and if possible, should include
religious leaders.

(c¢) The nature of unit ownership should be clear, therefore
the structure and presentation of the vehicle should be as
simple and clesr as possible, as well as the non—-profit
sponsorship, which would not be availabie in a for-profit
condominium.

(d) The advantages over similar for-profit condominiums or
other projects must be shown,

7.0 ALTERNATIVE METHODS OF TENURE

A wide range of methods has been used to establish tenure
and/or ownership of housing, including those used in
entrepreneurial contexts to create or distribute tax
benefits. All of these methods could be applied to
resident-financed seniors’ housing, although each has its
own characteristics.

7.1 CONVENTIONAL RENTAL HOUSING

To date the basis of almost all non-profit senior citizens’
housing has been a conventional rental formula. This
results, in part, from the expectation that seniors
desiring housing would have limited resources, and be
contemplating a short-term tenure., For such a senior,
rental is prefersble. However many of the tenants applying
for residence in existing non—-profit housing do not fit
such a pattern because they often have built-up equity in
their homes, and the duration of occupancy in seniors’
projects can be substantial.

7.1.1 Structure

The structure of rental accommodation is very straight
forward. Rental is dictated by tradition and by legislation
in every province, although if services such as meals and
housekeeping are included little control exists. For
housing for younger seniors, a tenant/landlord relationship
will exist according to a lease and/or eppropriate
provincial legislation.
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7.1.2 Economics

While many seniors find rental attractive, and most othera
will accept it, a major issue is the current unviability of
most new rental projects. Interest rates reflect a
proportion of current inflation. As inflation has been
persistant and et & historically high rate, mortgage rates
are similarly high. The resulting economic rents for even
modest units, are so high as to appeal to a very limited
group, mainly living in larger citieas. For example, where
rents of over %600 for a one bedroom apartment in Toronto
or Vancouver are unattractive, they would be considered
exhorbitant and unacceptable in any smaller centre.

Two methods have been used to create rental accommodation
with modest rents:

{a) The first is by an interest rate subsidy as is
utilized in the Section 56.1 program. This largely
compensates for the inflation component in the interest
rate which makes most rental housing unviable.

{b) An alternative method is the giving of a capital
grant to a project. This would reduce the mortgage
gsize, and hence payments. The following teble shows
repulting rentals under varying levels of capital
grant. While a 30X grant would bring the price of a
unit in a major city down to a moderately attractive
level, no less than 65X would be required in a small
town to make such housing competitive with existing
housing.

RXHIBIT 7-1
RENTAL RATES UNDER VARYING LEVELS OF CAPITAL GRANT
Assumptions:
Capital cost of 1 bedroom seniors unit — $50,000

Mortgage Package: 13.5X for 35 years on portion of
capital cost not funded by capital grant.

Operating Costs: $150 per month including utilities

Percent Amount Amount Monthly Total
Capital of of per unit Monthly
Grant Grant Mortgage Interest Rent
per unit per unit Costs
20% $10,000 40,000 442 .41 $592.41
40% 20,000 30,000 331.81 481.81
60% 30,000 20,000 221.21 371.21

80% 40,000 10,000 110.60 260.60
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Camouflaging of Rents

Certain projects, especially in the entrepreneurial sector,
have camouflaged rents by including certain services, such
as one meal per day, mandatory housekeeping, or a standby
nurse. Such projects, because of the scarcity of serviced
apartment units have been successful; when the total cost
of the package is compared with other housing options, such
as a home for the aged, where more care is given without
extra charge but the accommodation consiste of rooms, many
of them semi-private, it appears most attractive. A rent of
$650. with $300. of services monthly, giving a rent of
$950. for a serviced one~bedroom apartment, looks very good
compared to $700. for a semi-private room in a rest home.
This method has often been successful due to the shortage
of appropriate seniors’ housing in Canada, but is not
desirable in every situation, particularly as not all
seniors want, need, or can afford services,.

7.1.3 Control

Control of a rental project by a non-profit organization is
not an issue as the sponsor maintains ownership, and the
tenant’s rights and obligations are clearly determined.

The lease, applicable tenant and landlord act, and building
regulations all establish the sponscor’s control.

7.1.4 Marketing

Monthly rental is a well understood form of tenure, and
most people do use it at some time during their life, in
advance of a first home purchase, or for & summer cottage.
The senior knows that his/her obligation to the unit is
limited and offers flexibility.

7.1.58 Social Issues

Most seniors’ projects are rental, and socially function
well. No special issues arise.

7.1.86 Conclusion

Rental is the basic form of purpose-built and assisted
seniors’ accommodation. As it is especially suitable for
seniors with very limited means, any project based on
another form of tenure should incorporate some rental
units.
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7.2 LONG TERM PREPAID LEASES

Long term prepaid leases are a method widely used in the
United States by many non-profit organizations. They are
reasonably well accepted as a means of tenure for seniors’
projects. The projects which used them in Ontario have had
varyving levels of success, but this appears to have been

due to other factors than the basic method of tenure. Leases
have some useful features when applied to seniors’

projects.

7.2.1 Structure

The vehicle which tends to be used for seniors’projects is
often called the life-lease. This i8 a lease in which an
initial payment is made, which entitles seniors to live in
a unit for the rest of their lives. A monthly charge is
made to cover taxes, utilities, maintenance, and
administration; the pre-payment being equal to or greater
than the capital cost of the unit.

Termination of the lease occurs by the death of the tenant
(or in the case of a couple, on the death of the last
surviving apouse) , but leases generally have other
clauses, which allow the lease to be terminated if the
tenant suffers feiling health, or on some occasions at the
tenant’s option. There is wide variation as to what occurs
financially at termination. The tenant will receive back
his original payment, some portion of it, or as is the case
in the purest form of life lease, ... nothing. These types
of termination cause the loss of much of one of the main
benefits of real estate ownership - insulation from
inflation resulting from corresponding increases in unit
value. While in existing Ontario life leases seniors’
equity disappears, especially when the effects of inflation
are considered, such projects are still generally
satisfactory for many seniors.

The American life leases usually include a promise of
long—-term care, if required, without the tenant having to
bear the full costs. Therefore the build-up of a surplus
occurs to fund the care costs.

The projects in Ontario have yet to experience the dilemma
this surplus poses. If a unit is originally sold for
$50,000, in ten years it might be worth $100,000 as a sole
result of inflation. The original tenant, upon his or her
departure, receives the $50,000 pre-payment back, and the
non—-profit sponsor markets the unit for "re- lease". They
either lease it for $100,000 which yvields a $50,000
profit, or lease it for $50,000 which gives the second
lessee 2 unit et half the market price. In the latter case,
the second tenant receives a benefit at the expense of the
first, who saw the purchaesing power of the prepayment
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shrink to half. Either situation is unacceptable for a
non—~profit organization which must take the position that
(a) each tenant is fairly dealt with, and (b) the benefits
from the use of housing go only to the tenants.

Any increase in market value of the unit should be
reflected in the amount of money returned to the tenant.
The model for a Canadian resident-financed project must be
drawn from the real-estate context, although the insurance
concepts do create some interesting opportunities. However,
the mechanism muat ensure that the non-profit organization
is not exposed to the risk of losses, should the value of a
unit fall, or should it be difficult to re—-lease.

7.2.2 Legal

Legally, the life lease has the great advantages of being a
clear, understandable document. People in all
Jurisdictions, including seniors, understand leases, and
the life-lease ia an extension of what is commonly used for
rental accommodation. There are also no registration or
approval processes, as there are for condominiums, or in
the event of a sale of securities as title to a unit, and
an elaborate legal description is not ncessary. A simple
drawing showing the unit in gquestion will suffice to
identify the upnit for pre~leased units, and subsequently a
unit number will be an adequate reference. However, should
a tenant or his/her lawyer wish to register the lease on
title, to get security for the original payment, it may be
difficult to do so. In fact, from a land title perspective,
it would be preferable to prohibit the registering of
leases, so that any subsequent financing on the project
would not be jeopardized.

The biggest issue restricting the use of life~leases was
the presence in Ontario legislation of provisions
prohibiting leases on parts of properties in excesas of 21
vyears. In Ontario such long term leases were prohibited
until late 1983 when a new section was added to the
Planning Act, (Subsection 49(9)) which allows long-term
leases when the unit being leamed is "part of a building or
structure." A case law has not yet been developed, and
questions arise to whether rights of access over land
leading to the building, parking rights outside the
building and signs (and easements thereto) can be included
in such a lease.

T7.2.3. BEconomics

General inflation in the price of housing in Canada as a
whole makes a formula to return all or some portion of the
increase in the value of a unit to the senior necessary.
While, in some markets property values will decline as a
result of a general economic failure in the area, or
property generally may decline in value for short periods,



the expected average length of tenure of twelve to fourteen

vears, ie long enough to largely make the long-term
increase in unit values resistant to short-term market
fluctuations.

7.2.4 Control
The non-profit sponsor has considerable latitude in

controlling the project. It is subject only to the
appropriate tenant/landlord legislation which applies to

other rental accommodation. The lease document establishes

control and it could even be modified as the type of
tenant (age, degree of infirmity,etc.) changes, if such
modifications are desirable. There are two methods of
retaining control for the sponsor needed for this type of
tenure and they are:

{a) Subletting There must be a ban on any subletting,

except with the consent of the sponsor, and completely
at the sponsor’s discretion with no written
prerequisites. Thus the sponsor must pay the tenant an
appropriate amount on the tenant’s termination (for

whatever reason). Subletting must be controlled, as the

term of the lease will depend on the tenant’s health.
Subletting should be for limited periods only.

{b) Termination due to deterioration of health. The
lease may provide for the tenant being redeemed by the
sponsor if the tenant’s physical and/or mental health
deteriorates to the point where the sponsor wishes to
terminate the leasge, or transfer him or her to another

part of the project, if possible. HRemoving a tenant who

has no actual ownership interest in the unit will be
less difficult than for the ownership~type of tenures
available for resident—-financed projects.

7.2.6 Marketing

The life-lease concept has found acceptance in the United
States and in some Canadian projects. A primary marketing
advantage is that, for the tenant, when death or sickness
occurs, the additional streass of having to smsell the unit
does not have to be faced, unlike in the case of a
condominium or other true ownership vehicle.

7.2.86 Summary

Long-term pre-paid leases are the most commonly used and

recognized method of tenure for resident-financed seniors’

projects to date.
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7.3 SHARE CAPITAL CORPORATIONS
7.3.1 General

Share capital corporations are usually used for profit-
oriented businesses of all types. These corporations have
been used to ’'sell’ large houses or rental apartment
buildings by having the whole house or building sold to =
corporation, the shares of which are structured so as to
give each shareholder the exclusive right to occupy a
specific portion of the house or apartment building. This
is the manner in which large houses in the Rosedale area of
Toronto and buildings everywhere are made into what are
commonly referred to as ’co-ops’. (The famous ’co-op
apartments® in New York City are slightly different in

that each aspartment has a number of shares in the
corporation proportionate to the size of the apartment, and
a long-term assignable lease on the apartment from the
corporation.)

Such ’co-ops’, which are not to be confused with C.M.H.C.
funded co-operative housing projects, have become sc common
that the Province of Ontaric recently passed an act which
allows a purchaser to rescind an agreement of purchase and
sale which does not adequately warn the purchaser of the
nature of the unit being purchased. In particular, the
purchaser must be warned that he would have no legal right
as a landlord to evict a tenant in the unit, in order to
occupy that unit himself because the ’owner’ of the
building is the corporation for purposes of eviction by the
owner, under the Residential Tenancies Act of Ontario.

7.3.2. Structure

These corporations are formed and regulated in Ontario by
the Ontario Business Corporationes Act (OBCA), which has
recently undergone a major revision (August 1983) to make
it more closely resemble the Canada Business Corporations
Act (CBCA). As the name of the OBCA implies, these
corporationa are used to conduct profit-oriented businesses
of all types. The corporation is owned by its common
shareholders who have rights and obligations to share in
the profits or losses of the corporation, and to veote,
proportionately to their shareholdings. The corporation
may create different types of shares, or special shares,
with rights added to, or taken away from the basic rights
of the commen shareholders. The corporation is an entity
entirely separste from its owner/shareholders. The
residents of the building would own shares which entitle
them to live in the building.
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7.3.3 Legal

A major legal advantage is that the building is owned by
one entity and hence it escapes planning act control
regarding severance of units, because the sale of
individual units is actually the sale of shares in the
corporation.

Nevertheless, there are significant disadvantages. The
‘owner’ of a *unit’ actually owns a share in the
corporation, which is the registered owner of the entire
project. Thus, there are problems in accurately describing
the appropriate unit, and the required rights-of-way which
attach to each unit. Nevertheless, a plan similar to those
used for condominium certification should suffice. Also,
instead of being able to see the title to a unit in a
public registration of land titles, only the legal title of
the corporation can be ascerteined in the usual manner.
Thus, there must be a very securely administered share
handling structure, preferably administered by a trust
company, because an owner can only buy, sell, and mortgage,
his or her share{(s) in the corporation. The applicable
securities act may require that a prospectus be prepared,
approved, and issued, at great expense in mconey and time,
unless a statutory or regulatory exemption is obtained, or
unleass the value of each unit rises to $100,000 to get
above the minimum value of shares required for exemption
from Ontario’s mct. As the intent is to create moderately
priced housing, it would be inappropriate to price units at
this level or comparable levels in other jurisdictions in
any market in Canada.

7.3.4 Economics

The interface with any subsidized rent-geared-to-income
units to be included in a project is easy to accomplish.
Such units would not be sold by the corporation, but
retained and rented in accordance with an ocperating
agreement with C.M.H.C.

Flexibility to both the shareholder and the sponsecr could
be obtained by allowing the sponsor to repurchase units
(shares) at an appraised value or a specified proportion of
the purchase price paid by the shareholder, or to allow the
tenant/owner to sell the units on the open market, in
accordance with certain pre-established criteria. For
example, if the sponsor allows a sale by a shareholder to
someone other than the sponsor, then the new shareholder
must be able to buy only with the unfettered approval of
the sponsor.
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7.3.6 Control

Contrel of the corporation may be obtained by the project
sponsor in two ways. The corporation could issue thousands
of common shares, of which most would go to the project
sponsor, and the balance wcoculd be assigned one share per
unit. Control is thus retained by holding a greater number
of votes than any combination of unit owners. Alternatively,
the non-profit could hold all of the common shares and issue
specified ’special’ shares for each unit. These shares would
specify the exact ownership rights to each unit and in
particular would allow the sponsor to retain the right of
forcing a sale for reasons of deteriorating health and the
right to atop subletting.Such a sale of shares could only be
to the sponsor or to a purchaser approved by the sponsor.

The sponsor could also try to enforce control through the
share transfer mechanism. However, for the sake of security
of tenure and future marketability, a trust company would
likely have to be used to set up a secure share transfer
system.

Resale of the units would be subject to the approval of the
non—-prefit sponsor, in order to retain the character of the
project, or such resale would have to be directly to the
sponsor for complete control of new tenants.

Limitations to such means of control comes through the
rights of the 'Oppressions Remedy’, in the new OBCA, which
allows a 'complainant’ (being a shareholder, director of
the corporation, or ‘any other person who, in the
discretion of the court is a proper person to make an
application’), or the ’Director’ (appointed under the
OBCA), to apply to a court to have the court substitute its
Judgement for the will of the majority of shareholders, and
apply general standards of fairness to achieve a solution
which satisfies an aggrieved applicant, without ordering
the corporation to be wound up. Obviously this will always
create uncertainty about the limits to the guidance and
control a non-profit sponsor may exert over such a

project. Similar rights are given to minority shareholders
in other jurisdictiona, so that uncertainty will always be
created if a non-profit is taken to court by a senior to
enforce a provision attached to the shares he or she holds,
especially the matter of forced sales.

7.3.6 Marketing

The main issue regarding acceptability of a resident-
financed project based on such a structure is public
understanding of the purchase of a share certificate
instead of a deed both initially and in the re-sale
market. As well, the share transfer mechanisem is not
generally understood, and particularly in small towns,
potential residents’ lawyers may not be able to recommend
the system.
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7 Summary

It appears that the problems involved in a share capital
corporation are not insurmountable, however they are
numerous and significant enough to make other methods more
attractive vehicles for most resident-financed seniors’
projects.

7.4 NON-SHARE CAPITAL CORPORATIONS

7.4.1 General

7.4

Non—-share capital corporations are created in Ontario under
the Ontario Corporations Act (OCA). This is the vehicle
used by sports clubs and non-profit housing corporations.
As a method of supporting resident- financed projects it is
philosophically more appropriate than a business
corporation, but certain limitations in the existing
legislation make it an unattractive vehicle in its own
right, even though & non-profit corporation would be used
as the sponsor of a prepreid lease project, or of a
condominium structure.

+2., Structure

Non~profit corporations incorporated prior to 1979 in
Ontario, raised money and recognized membership by the
selling of shares. Typicaelly, in a golf club each member
owned, and still owns, & share. However, now the 0CA
provides only for the incorporation of non-share capital
corporations. Recently incorporated OCA corporations raise
funds by levying dues on their ’members’ and selling bonds,
debentures, or other non-share instruments to members to
raise money for a club or other facilities or projects,.
Therefore, for a resident- financed project, ownership of a
unit would be created by the purchase of such a non-share
instrument with the right to occupy one unit, attached to
each such instrument.

7.4.3 Legal

The legal isesues arising from the use of this vehicle are
numercus. Incorporation is more complex than for a
corporation set up under the business corporations act. The
same securities act provisions regarding the sale of
business corporation shares may apply to the sale of
debentures or other imstruments of a non-share capital
corporation. A prospectus would have to be issued.
Similarly there is also a need for a strictly adainistered
debenture transfer system for the non— profit to keep
control of the units, and to ensure their future ..pagel
marketability. The subdivigion provisions of the planning
act will not apply as project ownership remains within one
corporation.
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7.4.4. Control

There is little precedent for control of an OCA corporation
by one entity, as they are usually very democratic
organizations run on a one member one vote system.
Although debentures could have conditions attached to them
as suggested for the shares of s business corporation (as
in 7.3.5.), attempts at control of such an organization
would, if anything, be more exposed to oppression—type
minority shareholder remedies than business corporation
entities. Thus, it would be impossible to give any
certainty of working control of an OCA corporation to any
sponsor.

7.4.5. Marketing

Marketing issuves are probably the strongest reasons not to
use this structure. There is little experience in the use
of debentures es the vehicle for the ownership of heousing,
or as evidence of title. The issues with respect to the
resale of units are more compelling than for share-based
methods. Lawyers reviewing a purchase on behalf of a
senior client would be exposed to an unusual document, and
would observe s fair amount of caution. In central Ontario,
one non-profit project which sold debentures failed, with
the loss of considerable amounts of money to area seniors
(many of whom were not project residents), and hence
debentures would be viewed with considerable suspicion in
that area.

7.4.6. Summary

The non-share capital corporation is a rather cumbersome,
and potentially unmarketable method of directly creating
resident-financed housing, although the non-profit
structure could be used as a sponsor for other possible
methods.

7.5 FRERHOLD CONDOMINIUM (CONDOMINIUM FOR SALE)

The Condominium Act of Ontario provides a comprehensive
statutory system for the emtablishment and operation of
multi-unit dwelling places, and provides for the sBeparate
ownership of each unit. Condominiums are very well known
vehicles for the ownership of property in Ontario and
throughout Canada, and are widely accepted. The level of
condominium ownership among senior households approximates
that for all Canadian households, as may be noted in
Exhibit 3-7.

7.5.1. Ontario Structure

It is necessary that the developer of the non-profit own
title to the land on which the building is situated. The
condominium corporation is created by the developer
registering the declaration and description on the title to
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the land on which the project is to be situated. Alil
references in this paper refer to the current Ontario
Condominium Act, unless otherwise specified.

The Declaration

The declaration of the condominium corporation is the
charter of the corporation and it muat contain various
statutory requirements including;

(i) a statement setting out the proportions of the
common interest in percentages. (Ontario Condominium
Act, Subsection 3 (1) c)

(ii) a statement of the percentages by which the owners
are to contribute to common expenses.
(Subsection 3 (1) d)

(11i) a specification of any parts of the common
elements that are to be used by the owners of one or
more units and not by all of the owners.

(Subsection 3 (1) b)

In addition, the declaration may contain the following
provisions;

(iv) "a specification of common expenses"
(Subsection 3 (2) a)

(v) "provisions respecting the occupation and use of the
units snd the common elements."
(Subsection 3 (2) b)

(vi) "provisions restricting gifts, leases, and sales
of the unitas, and the common interests.”
(subsection 3 (2) c¢)

(vii) a specification of any allocation of the
obligation to repair and maintain the units and common
elements.

(Subsection 3 (2} e)

The DPescription

The description of the condominium corporation consists
of:

(i) the structural plans of the building(s)

(ii) the plan of survey showing the perimeters of the
horizontal surfaces of the land and the perimeters of
the buildings, the specifications of the boundaries of
each unit by reference to the building(s) diagrams
showing the shape and dimension of each unit and its
location in relationship to other units in the
buildings.
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(1ii) the certificate of the surveyor certifying
construction of the building{(s) asccording to the
description.

With this detail of unit description & unit owner has
exclusive ownership and use of a unit subject to the
provisions of the Act, the declaration, and the by-laws of
the corporations.

Each owner also is given;

(i) an undivided interest in the ownership and use of
the common elements, subject to restrictions in the Act,
declaration, by-laws or rules.

(ii) easements for services and support through the
common elementse and other units.

(iii) the right to require the performance of any duty
of the corporation specified in the Act, declaration,
the bylaws or rules.

There are also statutory provisions for the following;

(i) passage by a vote of the unit owners of by-laws and
rules.

{(ii) rules for relationship between owners and the
corporation.

{iii) Restrictions on use of units and common areas

{iv) Maintenance and repairs to be carried out by the
corporation payment from each unit.

(v) the owners paying proportionate amounts for
waintenance, and other cperating charges (and provision
for enforcement of these payments as liens against the
unit owner’s title.)

(vi}) Structure of management making each owner a member
of the corporation and giving a board of directors
elected from the membership executive responsibilty.

(vii) Establishment of budgets and reserves.

As well, the project would have to be accepted by the
Ontario New Homes Warrantee Program, which involves the
payment of funds in advance to ensure the quality of the
project, and to obtain the use of the deposits made by the
unit purchasers.
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Problems to be Considered

(i) The major prcocblem is the time and expense required
to obtain the necessary municipal by-law changes and
bureaucratic approvals of the declaration and
description.

i) Section 54 of the Act makes strict provision for the
leasing of units and provides INTER ALIA;

{(a) that the declarant (developer) cannot lease a
unit unless it is part of an option to purchase or
an agreement to purchase or notice is given to each
owner (and the owner given a right to object) or
unless each agreement to purchase specifies the
unit{s) to be leased and for what purposes, and

{b) Even if one or more of the conditions
in (a) is satisfied the declarant may only lease a
unit for a maximum of two years.

The leasing issues have been, of necessity, dealt with by
entrepreneurial developers, who have had to wait for
extended periods to sell units. They have sold units to
sister companies who then leased thenm.

In the case of a reaident-financed non-profit, the
retention of certain units for rental is important in order
to create rent-geared-to-income housing. Thus a sister
non—-profit entity to the sponsor- developer could be set up
to buy any unsold unite for leasing to seniors. Possibly =
statutory exemption for non-profit seniors’® projects could
be sought as a long-term solution.

7.5.2. Condominium Provisions in other Jurisdictionsl?

In 7.5.1., the Ontario scheme for condominium projects is
outlined and the 'declaration’ is the main document used
for initiating a condominium project. Almost every statute
provides that the unit proportions of the common interest
must be contained in a document which can be amended only
by unanimous or near-unanimous consent of the unit
owners, The reason for this provision is obvious. A
purchaser of a condominium unit will never want to find
that at some future time a majority of the unit owners
could vote to double his share of the common expenses, or
otherwise change the rights in the declaration which he
received on purchasing the unit.

The condominium statutes of the Manitoba, New Brunswick,
Nova Scotia, Prince Edward Island, the Yukon, and the
Northwest Territories also provide for a declaration,
by—-laws, and common element rules. However the scope of
the declaration in these provinces is much wider than that
of the Ontario Act. Generally any matter concerning the
property can be included in the declaration. By-liaws can
be passed or amended by a vote of members who own
two—-thirds, or such greater percentage as is specified in
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the declaration, of the common elements. The by-laws can
provide for the making of common element rules by a vote of
members who own a majority of the units. The Newfoundland
Act has a similar framework but does not make any provision
for common element rules.

In Quebec, there is a great deal of flexibility. The
powers of the meeting of 'co-proprietors’ are determined by
the declaration. Unless the declaration provides to the
contrary, & quorum is a majority and decisions are taken by
a majority of those present or represented. However,
certain items require one-half of the co-proprietors
representing three—-fourths of the vote to decide the
matter. As expected, one of these items is amendment of
the declaration of co—-ownership and of the plan
accompanying it, and there are further restrictions on
change of relative value of the ’co-proprietors’ relative
share, and the alienation of part of the project.

Since there is no provision for rules outside of the
declaration it would appear that all rules would have to be
in the declaration. It would also appear that any rules
not covered by statutory restrictions could then be amended
by majority vote.

British Columbia provides that the First and Second
Schedule by-laws are to have force and effect until they
are added to, amended or repealed. The statutory
requirements with respect to amendment vary depending on
whether the project is exclugively residential or partially
residential, with requirements for amendments lessening in
proportion to the residential portion of the project.

In Saskatchewan, Schedule A and B by-laws cannot be added
to, amended, or repealed except by unanimous resolution.
Alberta has a single Schedule of by—-laws which can be
amended, repealed, or replaced by a special resolution.

7.8.3 Control

Central to the use of the condominium is control,
perticularly in the method to be used to relocate a senior
who ias in failing health. As residents have full title to
the unit, convincing theam to move or pay for additional
services as may be necessary, becomes more significant. The
condominium corporation will find that their project will
evolve from one in which most of the residents are in their
early seventies, and active, to one in which most are in
their eighties, and requiring some health care support.
Seniors will be less likely to want to face the stress of
having to sell the unit, and will want health care
services.

The by—-laws and rules of the corporation can be made or
changed, at a meeting of owners of at least 51 percent of
the unit owners, (Subsection 28 (2)-references in section
7.56.3. of this paper, to the current Ontario Condominium
Act) but the declaration can be changed only with a 100
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percent approval of all members (Subsection 3 (4)), unless
the provision in the declaration is deemed to be
'inconsistent’ with the Act. (Subsection 3 (5))

As an example, a 1975 Ontario case ruled invalid a ’common
element rule’ because it would stop all pets, in all units,
and this was beyond the scope of the intent of these rules,
ie. to prevent unreasonable interference with the use and
enjoyment of all units, and common elements. 4 It was
noted, by many comentators at the time, that a similar
clause could have been validly included in the declaration
under the 'occupation and use of the units and common
elements’ heading of itews allowed in the declaration, and
in 1978 another Ontario case upheld such a clause,
prohibiting pets, which was contained in the declaration of
a condominium corporation. 15

Control over the project might be obtained in three ways.

(A) It would appear that a non-profit could retain
control by retaining title to one or more units as a
landlord, and having the declaration specify the power of
the non-profit to:

(i) force a sale of a unit at an appraised or
pre~determined price if the mental or physical health
of an owner deteriorates to a point where he/she is at
personal risk, or is a burden on the other owners;

(ii) enforce owner—-only occupancy; and

(iii) on termination (for whatever reason) (a) a
compelled sale only to the sponsor at an appraised
value or a specified proportion of the original
purchase price, or (b) a sale to & third party approved
by the sponsor.

{B) Alternatively, the sponsor can retain ownership of
the R.G.1I. portion of the project, as well as the
activity rooms, dining rooms, lounges, kitchen,
greenhouse, and workshop, and by calling each of these a
unit, set up the voting structure to ensure voting
control is embedded in the ownership of these elements.
This alternative would put the control clauses {(noted in
{A) above)} into the by-iaws of the corporation.

{C) Each unit purchaser could grant an option back to the
sponsor which would be exercised at s specified price
formula, when the occupant died or became infirm. Such an
option would allow the sponsor to be able to choose
subsequent occupants. This alternative would be used in
conjunction with either of the methods noted in (A) or
(B), above, to alsoc obtain owner-only occupancy and it
could also be used to give more notice to purchasers or
to help enforce other methods.



As an added element of control, manadgement of the project
would be carried out by the non-profit sponsor under a
long~term managment contract.

It is inevitable that there will be resident
representation on the condominium board, however this
would be welcomed by most non-profit sponsoring
organizations.

Discussions with the administrators of the Condeminium Act
of Ontario indicated that the non-profit seniors’
condominium would be a new vehicle, and approval of the
first such project would probably be a lengthy affair, as
the regulations and administration are smet up to deal with
entrepreneurial projects, although the act itself poses few
problems. Their concern was not registration of the
declaration, but a policy consideration, i.e. the above
mentioned conditions in the declaration hamper the owner’s
’right of alienation’ (the owner's right to sell the unit
when desired, to whomever he/she wishes), and this right
could possibly be pursued in court.

Only one case in Ontario has considered a prohibition in a
declaration againat leasing units. 1 It was held that

any power to prohibit leasing units had to be found
specifically in the provisions allowed for declarations of
condominium corporations. The judge then found that the
only applicable provision in the Condominium Act was the
subsection allowing "provisions respecting the occupation
and use" of the units. It was found that the fundamental
right of alienation had not been clearly and specifically
restricted by the "occupation and use" subsection, and thus
the prohibition against leasing units was not authorized by
the Act, and was invalid.

However, as noted above, the Condominium Act allows
provisions restricting gifts, leases, and sales of the
units and common elements. (Subsection 3 (3) ¢} It would
appear that if a court was faced with the policy
consideration of preserving the unfettered right of
alienation, as opposed to this specific unqualified
authorization to restrict "gifts, leases, and sales", and
the policy of mass production of seniors’ housing by a
non—-profit corporation with these restrictions attached,
and shown to the senior in the agreement of purchase and
sele, as well as in the declaration, before entering the
project, there would be little chance of the non-profit
corporation losing contrel. On the other hand, a statutory
provision specifically allowing the restriction of ’the
right of alienation’ would stop even the most traditional
Judge from upholding that right.

To show the present limitations on a condominium unit
owner's rights, it should be noted that a recent case
showed a provision in s declaration of condominium,
prohibiting minors in an adult-only building, to be
enforcable and entitling the condominium corporation to a
mandatory injunction requiring the unit owner in question
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to comply with the adult-only provisions. 17 It was

found that the ’occupation and use’ subsection allowed
enforcement of this severe limitation on the unit owners’
rights, especimlly when it was noted that all the other
unit owners had purchased units on the same terms, had
abided by these terms, and wished that everyone in the
building followed the provision.

7.5.4 Marketing

The condominium would probably be the easiest vehicle to
market. It is readily understandable to the purchasers,
their family, and their lawyer. The vehicle is accepted
now by seniors, as the physical characteristics commonly
found in condominiums, such as security, size of unit, and
amenities, are attractive to them. Meny condominiums have
separate bills for heat, electricity, water, taxes, and
maintenance and management. Any seniors’'condominium would
have te provide only one bill to each tenant for a
proportionate share of the building operating costs, in
order to simplify the residents’ personal finances.

7.5.5 Summary

Despite high initial costs, in time and money, condominiunms
gppear to be one of the best ways to sell units in a
project in Ontario because of the very comprehensive
statutory scheme for both the sale and transfer of units
and the continued operation of the project. As well, the
method of tenure is well understood. Its primary
limitation is the weakness of contro¢l sany sponsor could
likely extend over the project.

7.6. LEASEHOLD CONDOMINIUM (Condominium for Lease)
7.6.]1 Structure

A condominium corporation could theoretically be formed
with the Non-Profit holding title to all the units and
renting each unit on a life-lease basis to a senior
citizen. This would regquire, as previously illustrated,
that the declarant be an entity other than the Non-Profit
which would buy the entire project from the declarant te¢ be
able to enter into long-term leases.

7.6.2 Control
The terms of the life leases would give the Non—-Profit
control over occupancy {(see the section on life-leases for
more detail)

7.6.3 Summary

There are certain advantages and disadvantages to this form
of tenure.
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Advantages

(1) clearly defined boundaries of units gives ease to
search title to each unit. Leases can be registered on
title.

(ii) The Non~Profit sponsors could let tenants become
members of the board of directors and rum their own
building(s) subject to the control of the Landlord (the
Non-Profit).

Disadvantages

(i) A great deal of time and expense is required to set
up a life-lease program in a condominium project when
only a detailed survey of a building owned by Non-Profit
could effect a life-lease project.

This is a very lengthy and expensive process to set up a
life~lease project which could be effected much more
quickly and cheaply by using the life-lease concept only on
an ordinary project. The only possible reasons for
creating a leased condeminium would be if certain provinces
created legislation which prohibits long-term leases,
without severance of the units.

7.7. CO-OPERATIVE CORPORATIONS
7.7.1. Equity Co-operative Corporations

These corporations are famous as a method of holding title
to . "co-op apartments" in New York City (as noted in
7.3.1.), where specific legislation is in effect for such
entities., In Ontarico, it would not be possible to
incorporate specifically such a corporation, because the
Condominium Act in Ontario provides a comprehensive scheme
for the extablishment of this type of tenure, ie the
condominium is Ontario’s equity co-operative housing
corporation. In fact the condominium would be a preferred
way of providing such an option everywhere in Canada.

7.7.2. Non-Share Capital Co—-Operative Corporations

These corporations are formed and regulated under the
Co~operative Corporations Act of Ontario (The Act) and are
widely used in social housing programs, as opposed to the
equity co-operatives above. In these corporations
government funde are used to build a project which is owned
by the corporation. The residents of the corporation each
pay their proportionate share of all expenses, mortgages,
utilities and repairs or if possible supply some of these
services in kind.
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Although the Act allows various claims of membership to be
created, "the designation of and the terms and conditions
attached to each class" must be placed in the proposed
articles of incorporation. Thus most corporations are
formed with resident - only members. Each member then has
one vote in making management decisions for the project and
in electing a board of directors for the corporation. Each
member must occupy his or her unit in the project {(no
subletting allowed) and if the member leaves the project
the nembership is forfeited and the new occupant of the
unit becomes a menmber of the corporation. It is analogous
to one tenant replacing another because no money is paid
the member leaving the corporation and the project.

If the corporation is ever wound up the funds realized
would not be distributed to members but to the source of
the funds or possibly a charity chosen by members.

7.7.3. Control

The Non—-Profit can retain control only by getting
statutory approval for articles of incorporation which
create two classes of membership cne class for "unit®
members and another for the Non-Profit which would allow
the Non-Profit to control membership. However, because of
the communal nature intended for these corporations, in
all jurisdictions, it is unlikely that such a corporation
could be formed in practice,

7.7.4. Summary

There are certain advantages and disadvantages which flow
from this form of incorporation.

Advantages

(i) Warm communal feeling of each unit holder getting
involved in the operation if aservices in kind are
supplied (but seemingly limited application for senior
citizens).

{(ii) Ease of transfer of membership from one resident to
another.

Disadvantages
{i) No equity participation for members

(ii) Uncertainty of retention of control by the
Non—-Profit.

This is not a suitable vehicle for resident- financed
senior citizens’ projects beceuse of the lack of certainty
of retention of contrel by the non-profit sponscr and the
inability to give any equity participation to the unit
holder.
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7.8. LIMITED PARTNERSHIPS
7.8.1. Structure

A limited partnership is a combination of a partnership and
a corporation. In an ordinary partnership each partner is
personally liable for all debts of the partnership (with =a
right to claim from his partner(s) their share(s)). In a
corporation a shareholder is liable only for the amount
paid to obtain the shares,

However, in a limited partnership the combination of these
two entities results in one or more "general" partners
having unlimited joint liability but there is also
provision for "limited" partners. A limited partner has a
specified maximum liability and cannot be called upon to
pay any debts after investing that maximum amount.

Management of the entity must be left in the hands of the
general partner{(s) because failure to stay within
prescribed limits may result in the limited partner
becoming generally liable for all the debts of the
partnership. In Ontario if a limited partner "takes part
in the control of the business” in addition to his rights
and powers as a limited partner then he may become
generally liable for aell debts of the partnership. However,
the Limited Partnerships Act provides that a limited
partner shall not be deemed to take part in control o¢f the
business only because he exercises rights and powers in
addition to thoae the Act expresaly confers upon him {such
rights being the right to advise as t¢ management, to act
as contractor for or agent or employee of the partmership
or as a guarantor for the partnership). Thus, the question
of where the limited partner loses his limited liability
remains quite cpen. In particuler, the ability of the
limited partner to be an employee of the partnership seems
to give great scope to a possible loss of limited liability
if that employee assumes any substantial authority over the
affairs of the partnership.

Many Multiple-Unit Residential Building (MURB) projects
have used this legal vehicle to allow tax advantages to
flow through to investors who became limited partners. The
developer of the project built the project and remained as
the general partner. Now there are no longer such tax
advantages but a limited partnership could be used to sell
specific units in a project where the Non-Profit builds a
project and then takes in limited partners whose
partnerships correspond to each of the units that they
oCCupy.

In the United States, equity syndications have been carried
out to fund non-profit seniors projects, where
depreciation-induced losses have made investment

attractive for tax reasons.
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The nature of a partnership makes it difficult to specify
part of the partnership assets for exclusive use of a
limited partner but each limited partner could be given a
long—term lease on a particular unit (with the options of
appraisal or pre-determined price) as noted above. It is
poesible to mspecify occupancy of a unit with a single
limited partnership in the partnership agreement which is
the document which forms and governe the limited
partnership (with limits imposed by the Act). However, the
partnership units may not be as marketable as other
vehicles, and a complex system for allowing transfers with
the permission of the general partner, the Non-Profit,
required for auch a tranafer would be required.

7.8.2. Control

As general partner the Non-Profit could be given the powers
to operate the project and impose monthly levies on each
limited partner for operating costs on each unit by the
partneraship agreement. The partnership agreement could
also provide for the Non-Profit being able to enforce
owner-only occupancy and to force a tranasfer of the unit if
the health of the partner(s) deteriorates.

7.8.3. Limited Partnerships in Other Jurasidictions

As gtated above limited partners must be extremely careful
not to become involved in the management of the
partnership’s business. If the limited partner goes outside
the limits prescribed for them by the statutes then he/she
may become liable for the debts of the partnership to
varying degrees.

In British Columbia a limited partner must not "take part
in the management of the businesa" or he will become liable
as A general partner.

The statutea in the Yukon Territory, Newfoundland and
Quebec provide for a limited partner being able to adviae
the partnership with respect to menagement but if he/she
transacts business for the partnership or is employed in
any capacity to do Bo limited liability is lost to
different degrees. In the Yukon and Newfoundland the
Ilimited partner completely lomes limited liability but in
Quebec a limited partner is generally liable for the debtas
of the partnership resulting from his/her acts,.

In New Brunawick the limited partner is given more leeway
to advise management and negotiate in the business of the
partnership (without binding the partnership). But if the
limited partner actually transacts business on behalf of
the partnership, is employed to¢ transact such business or
tries to bind the partnership an individual is generally
liable for the debts of the partnership while he/ahe takes
part in the management.
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Alberta, Saskatchewan, Nova Scotia and the Northwest
Territories have statutes which provide for general
liability for a limited partner to become generally liable
if he/she "takes part in the control of the business™.
These statutes do not expressly allow the limited partaer
to advise management but presumably such advice would not
be considered as "control" of the business.

In Manitoba the limited partnership is expressly allowed to
advise as to management but if he takes an "active part" in
the partnership’s business the partner becomes generally
liable. However, this general liability only pertains to
those persons the limited partnership dealt with who did
not know he/she was a limited partner and the general
liability to such persons extends only between the time the
limited partner deals with these persons and the time that
those persons acquire actual knowledge of the limited
partner’s limitation as to liability.

Prince Edward Islend has no limited partnership
legislation except a recent (1982) amendment to its
Partnership Act which allows any limited partnership
"formed in any province of Canada" to be registered in
P.E.I. and allows the same limitation to liability of the
limited partner that is allowed in the province of
formation "so long as such liability remains so limited".
(S.P.E.1.1982, c.22) %

In addition, the laws as to assignment of a limited
partner’s interest, and the effects of the death of one of
the limited partners, vary greatly throughout the country,
and may necessitate dissolution and re-formation of the
partnership or approval of a new partner by all the other
partners, a process which would be prohibitively
cumbersome.

7.8.4 Summary
The advantages and disadvantages of the limited partnership
when used in the context of a resident—~ financed senior

citizens project are as follows.

Advantages

(1) Great flexibility allowed to the Non-Profii in the
drafting of the partnership Agreement.

{(ii) Some familiarity with "limited partnership units"”
so0ld in MURB projects as an investment vehicle.

Disadvantages
(i) A need to essentially construct a "Condominium Act”
style system of management in one governing document

{the partnership agreement) which comes within the
confines of the Limited Partnership Act.

17b Lyls R. Hepburn, Lisited Partnarships, Richard Debon
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{ii) Need for a limited partnership transfer register
which creates enough confidence to atiract large amounts
of capital to try to aveid re-registration of the
partnership whenever the partners change.

(iii) Securities Act problems of issuing a prospectus
if the unit is being sold for less than $£100,000. may
prove insurmountable.

{(iv) Despite MURBs making limited partnerships familiar
as an iavestment this is not a usual form of home
ownership.

Limited partnerships are a possible but not readily usable,
or reproducible structure, due to the partnership agreement
having to be completely re-written and negotiated for each
project depending on any non-profit sponsor’s goals and
objectives.

7.9 SUMMARY

Exhibit 7-2 summarizes the alternative methods of
establishing tenure, together with the respective
advantages and disadvantages of each, for resident-financed
seniors' housing.
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8.0 ELEMENTS OF A NON-PROFIT RESIDENT-FINANCED PROGRAM

Within the context of existing legislation, economics, and
market conditiomns, it is possible for non-profit groups to
create resident-financed projects. However, such projects
face major barriers, both due to a general lack of
expertise or guidance, as well as limited government
support, in the form of loan insurance and subsidies. It
is significant that of the five Ontario projects reviewed,
two failed, not as a result of the basic concept, but
because of an uncertainty among seniors about the nature of
the project, which the limited marketing employed by the
project’s sponsors could not overcome. If more than
isclated projects are to occur, support must be created for
resident~financing by C.M.H.C. This should take the form
of a program and start-up process,

A program design will create both the incentive and a
comprehensive package of methods for groups to fellow in
developing resident-financed projects.

8.1 START-UP PROGRAM

The cost of a resident-financed program will be largely for
the required intensive start- up process. This process
would be linked to a group’s progress, particularly in
regard to obtaining firm commitments for unita. Due to the
locking~- in of a large proportion of the project residents
at an early stage, a firm schedule, albeit conditional upon
’sales’, will have to be provided at an early date. If
cartain of the preferred models are utilized, such as that
of a condominium, the start-up cogts will be higher than
for a rental project, due to the additional legal, survey,
and administrative costs involved.

Such a start-up procedure could be as follows:
Phase I - $10,000 maximum

Awarded on the basis of:

general suitability of the group organization

need and demand for R.G.I. units in the area

statistical demand for resident-financed units in
the area of the proposed project

Pays for:

initial group organization

incorporation

land search / rezoning

concept drawings

needs survey

initial contact with prospective tenants and obtaining

list of interested persons.
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Phase II - $40,000 maximunm

Awarded on the basis of:

suitability of project program and sketch designs
results of needs survey

result of initial tenant contacts

general progress

Includes:
a conditional development schedule based on expected unit

conmitments

Pays for:
development of necessary materials for marketing,
including legal documentation
marketing of resident- financed units
detailed unit designs
art work / printing of promotional material
advertising as necessary
direction in sales techniques (volunteer sales force
expected)
development of lease structure and documentation

Phase III - $65,000 maximum

Awarded on the basis of:
commitment of 40X of the resident— financed umits with
deposits
general progress

Pays for:
ongoing marketing and sales
preparation of contract documents by architect

Undertaking to Insure

Awarded on the basis of:
readiness to proceed
commitment of 60X of the resident- financed units with

deposits

As is currently the case, Start-Up funding will be
forgiven if the project fails, and incorporated in the
project’s funding if it proceeds.

8.2 PREVENTION OF OVERBUILDING

Initial sbsorbtion and subsequent ’ressles’ of units must
be ensured, therefore each branch office of ¢.M.H.C. will
continue to monitor demand for units, to ensure the market
is not glutted.
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8.3 MIXING OF RESIDENT-FINANCED AND SUBSIDIZED RENTAL UNITS

Part of the advantage of resident-financed units is that
they can be mixed with subsidized rental unita. This
allows the integration of low—income individuals with the
balance of the population. Seniors frequently do not
exhibit substantial differences by income ranges. Even
affluent seniors tend not to be conspicuous by their
material possessions as so many seniors have conservative
spending habits. Those who financially participate in their
unit are not likely to regard the people in subsidized
units as being a threat to their investment; they might not
even be able to identify them. It is important that the
units cannot be easily identified from the corridor or from
unit numbers as being rented or ’owned’; only inside the
unit should the differences be apparent.

Two methods of financing the rental units are feasible:
8.3.1. Financial Separation

In this model, the subsidized rental units operate as if
they are a separate project. A 100% mortgage on the rental
(non-resident financed) units would be retained and a
subsidy obtained to reduce rent levels. Such a subsidy
would apply specifically to units which were marketed to
low—income individuals. A subsidy could lower the effective
interest rates as low as 0 ¥. Each part of the project must
be financielly independent, without financing from one
filowing to the other. The subsidies and permanent financing
should definitely not cross over and be applied to the
resident-financed components, although various non-profit
groups with religious backgrounds might feel it appropriate
that the weslthy ( resident— financed) should share with
the less well off (the renters). Nevertheless, budget
and/or area limits must be esteblished so each component
gets its fair share of the development and operational
costs.

8.3.2. Financial Integration

Provided that the ratio of rental units to resident-
financed units is not too high, a surplus created by the
sale of the resident—-financed units will allow all, or =a
substantial portion of the debt relating to the rental
units to be eliminated, thereby reducing their rents.

For example,

100 units total @ $50,000 each=%$5,000,000 capital cost
80 res.-fin. sold @ $60,000ea.-$4,800,000
20 rental-balance of cost 200,000

Therefore the average rental for the low-income units
could be $170.00 operating costs + ($10,000 € 13% for 35
years) 106.81=$276.81 /month.
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While such a method has the attraction of requiring no
ongoing subsidy, it may meet with resistance in the seniors’
market. Although such a project may offer an excellent
opportunity for the senior interested in a resident-
financed unit, and the sharing embodied in such e project
conforms to the expressed values of many likely sponsors,
the transfer of funds to the rental units may be held
against the project. The fact that & resident- financed
unit would cost substantially less than one in an
entrepreneurial condominium would not matter. It is most
important that resident-financed projects gain acceptance
among seniors, which would seem to outweigh the total
elimination of subsidy possible. Financial integration of
rental and resident-financed units may be part of some
future program, after the concept becomes familiar.

8.3.3 Mix of Units ~ Resident—Financed/Low Income

The mix of units of each type would vary according to local
market conditions. In many rural communities, where farm
and home ownership is almost universal, 10 to 15 percent of
the units in a project could be for low-income

individuals. In other areas, where homes are worth less,
or homeownership is less common, a higher proportion of
rental units would be desirable. This would allow subsidy
to be targeted to low—income individuals specificelly in
each area, and generally by region across Canada.

8.4 UNIT COUNT

Resident—-financed units must not be counted as part of the
overall federal unit allocations, as they will not receive
an ongoing subsidy.

8.5 LOAN INSURANCE

Currently, 100 percent loan insurance is available only in
conjunction with the Section 56.1 subsidy. Although some
resident—-financed groups may be able to obtain equity in
advance of development, to ensure wide access to a program,
it is necessary to have no requirements for outside funds,
although incentives to raise such funds could be built into
the program. The entire cash flow during development must
be able to come from insured financing, or through direct
loans or grants, such as during the start-up process.

8.6 LARGER UNITS

One of the changes in the seniors’ market is the increasing
desire for larger units. In many cities, bachelor units in
older projects are finding little demand. Recent surveys,
illustrate the desmand for larger units, at least as many
two-bedroom units were requested as one bedroom units. The
current Private Non-Profit Program limits the number of two
bedroom units to a small proportion of the overall project.
For resident-financed units, the limits on size and bedroom
count need not apply, because the extra cost would be
covered by the senior resident. The physical nature of the
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project could be tailor—-made to match the demand. If units
are pre—sold, the final unit countes can reflect exactly the
units pre—-committed before construction decuments are
started, conditional upon the exact legal structure used.

8.7 TRANSFERRING EQUITY FROM A SENIOR’'S HOME

The process by which seniors transfer equity from their
homes to the project must be examined. When seniors commit
to unite before construction, they will leave a deposit of
$4,000 to $5,000, which is refunded only in the event of
death, failing health, or at the senior’s option, if
another resident can be found for the unit. The deposits
will be held in an interest-bearing trust acceount with the
project lender. If seniors wish to leave more in their
account, the additional interest will be credited against
the price of the unit. When the units are ready for
occupancy, the balance becomes due. As most seniors own a
house, which is usually fully paid for, this balance comes
from its sale. The Ontario projects which were reviewed did
not express any past problems relating to seniors being
unable to sell their homes after having made commitments to
buy. One visited, would lend the necessary funds at the
rate of interest the facility was paying for its financing,
to any older person who was unable to sell his or her
dwelling. The sponsor said this mechanism wes used ’a
couple of times’, but only once for any length of time.
Although the sales to seniors have appeared to have been
concluded with few problems, a number of alternative ways
of addressing the interface between home—ownership and the
resident—- financed unit exist, which could be inciuded in a
resident—-financed progranm.

Five possible methods for a senior citizen to pre-pay the
price of his umnit or to arrange for assured payment for the
unit immediately or shortly after completion of the unit
were examined.

To illustrate these methods a typical case of a senior
buying or pre-paying a lease for a unit, for $50,000. in a
resident-financed project was used. The senior citizen
pays for example, $4,000. as 2 deposit when the agreement
to purchase {or lease) is executed. The senior is assumed
to own his or her home free from mortgages with a
substantial amount of equity therein (i.e. over $50,000)
Then the following options are open to the senior:

(a) Full Payment Held in Trust

The senior could pay the balance of the money to the
sponsor (or likely its law firm) to be held in trust
until the project is completed. This money would be kept
in an interest-bearing account (or fixed rate debt
instrument) and the price of the unit would be adjusted
to reflect the amount of interest that would accrue
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before the time of completion of the unit by taking into
account the length of time until the estimated completion
date and the prevailing interest rate for fixed rate
securities.

(b} Mortgage on Senior’s Home

In this option, the senior allows & mortgage to the
sponsor for the balance of the purchase price to be
registered against his or her home. The senior has not
actually advanced any money to the sponsor and thus is
not at risk presuming the deposit is safely held if the
project is not completed.

There is & potential problem for the sponsor because such
a mortgage would only give the spomnsor a security for the
amount of money "advanced"” to the senior not necessarily
the face amount of the mortgage. However, it could be
strongly argued that the sponsor has ’advanced’
consideration to the senior by allocating a unit to that
particular senior and that the value of such allocation
is the value of the face amount of the mortgage.

When the unit is ready for occupancy the following events
would occur;

(i) the senior sells the house

(ii) the senior uses part of the proceeds of this
sale to pay to the sponsor the face amount
of the mortgage and the sponsor discharges the
mortgage, and

(iii) the full purchase price of the unit is used by
the sponsor to pay off at least part of the
interim financing on the entire project.

There should be a reascnable time allowed for the senior
to sell his or her home but it should be within a
specified period of time after the unit is ready for
occupancy. Otherwise, the sponsor may face interim
financing costs for an extended period while waiting for
the senior to get the price he feels is appropriate. If
there is such an extended wait, then the senior, not the
sponsor, should pay the financing cost of such a waiting
period where the senior would own two completed
residences.

In the case of the extended wait, after the specified
maximum period allowed for closing the sale has elapsed,
the mortgage could be ’sold’ by the sponsor at face value
to the financial inetitution which had given the project
its interim fTinancing {the mortgage having been drawn up
to the institution’s specifications). The financial
institution would then collect the face amount of the
mortgage, plus interest at a rate defined in the mortgage
(based likely on a certain bank's prime rate) after the
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specified period of time has elapsed from the occupancy
date of the unit. Then step {(iii) above would occur
first and steps (i) and (ii) would occur at a later date
when the senior found an acceptable buyer.

If the seniors sold the house before the occupancy date
of the unit, then the money paid to discharge the
mortgage could be held in an instrument paying interest
to the senior, until occupancy could be given.

{c) Registration of Agreement of purchase and sale of (or
lease of) a unit on title to a senior’s home.

This would be an unusual (but possible) agreement of
purchase and sale {or lease) whereby the senior agreed to
buy a unit when it was ready for occupancy and the
sponsor agreed to purchase the senior’s home at a
specified price (somewhat below market, by means of a
C.M.H.C. guarantee) within a specified period after the
unit is ready. This document would be registered against
the title to the senior’s home to get security to help
secure interim finencing for the project for the sponsor
for payment by the senior and released if the senior sold
the house before occupancy was available.

{d) C.M.H.C. Guaranteed Sale Price

Another solution is to provide the guaranteed price for
the senior’s home in the form of a special type of
'mortgage insurance’ for a fee as C.M.H.C. does in
standard mortgage financing. The difference in this
situation would be that instead of a guarantee being
invoked only when there is a mortgage default, C.M.H.C.
would come forward when the new unit is ready for
occupancy and buy the senior’s home at a guaranteed price
within a specified period of time after the unit is
ready, unless the senior arranges other financing to pay
for the unit so that the home can be sold at a higher
price at that later time. Thus, the sponsor would be
paid very soon after the unit is complete (i.e. from the
proceeds of the guaranteed sale or the senior‘s own
financing) and the interim financing on the project would
be further diminished.

This method, and method (e) would regquire a document such
as the agreement of purchase and sale, described in {(c¢),
to bind the title of the house of the purchaser of the
unit. If the purcahser sold the house before the
cccupancy date of the unit, than this document would

have to be discharged and the money required to close the
purchase of the unit could be held in a trust instrument,
until occupancy was possible.
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{e) Sale Guaranteed by s Financial Institution

Many financial institutions have their own real estate
sales divisions and they may be able to offer a
guaranteed sale price to the senior at the time (6 to 18
months maximum) when the unit is ready for occupsancy.
The fees of the financial institution for guaranteeing
such a sale could be built into the price of the
resident— financed unit.

Although these guaranteed sale prices are somewhat below
the market value of the home at the time the unit is
purchased, this guaranteed sale price gives the senior an
assurance that his or her home will be sold at a price
that will pay for the unit with an exact minimum amount
of capital left for the future.

Guarantees from financial institutions would be available
only on a project-by-project basis.

8.7.1. Summary

In all these options the sponsor obtains the funds from
the sale of the unit shortly after the completion of the
unit to help pay off the interim C.M.H.C.-guaranteed
financing for the project.

In each of the options (b),{(c),{(d) and (e) if the senior
sells his home before the unit is ready the sale price of
the unit would be paid from the sale proceeds and held in
trust in an interest-bearing bank account or fixed rate
debt instrument as in option (a) until the unit was
completed. In return the title to the senior’s home would
be cleared for such s pre-sale and the amount of money
held in trust would be reduced somewhat from the amount
due on completion of the unit in order to reflect the rate
of interest to be earned on the money held in

trust for the period of time provided in the asgreement for
the completion of the unit.

While initially such devices might be of value, existing
projects have not faced problems in the actual closings,
hence such vehicles are probably not required, although
financing at cost should be available to seniors who have
difficulty selling their homes.

8.8 DISTRIBUTION OF 'PROFIT’

Each existing project examined, and each possible method
must address, consciously or unconsciously, the matter of
the distribution of the increase in the value of the units.
Generally, over a period of time, the value of real estate
increase. This is partially due to general inflation in
the economy, and partially due to increasing demand for the
property. A unit in a resident-financed project will be no
exception. Non-profit groups in Canada have rarely had to
deal with this concern, as projects are usually occupied on



Pg-74

a rental basis and never sold. Only when & project is sold
by its sponsor, does the increase in value become apparent,
In a resident-financed project, each time a unit changes
handa, the probability of creating a profit appears.

A variety of alternatives for the use of this ’profit’
exist. For most financing methods the distribution can go
to any combination of: the individual tenants, the tenants
as a group, or the non-profit sponsor. As well, the
distribution can be periodic or ongoing.

8.8.1. 'Profit’ Retained by Sponsor

The Ontario projects examined, as is the case in the
typical American situation, arrange that the’ profit’ will
eventually accumulate in the hands of the sponsor. This is
used to fund the nursing care liability in the American
projects, but in the Ontario projects reviewed, is not
allocated for any clear purpose. It is desirable that the
non—-profit receive part of such ’profits’, in order to
upgrade the projects, to build up a reserve to carry and
remarket empty units, and to be able to promptly pay any
obligations due on the departure or death of a resident.
The retention of a large portion of the profit by the
sponsor is ultimately inappropriate.

For exsample,
All of ’profit’ is retained.

-senior at departure receives less then original
price

-unit is resold at current market value
-profit goes to the non-profit

(i) Unit'sold’originally for $560,000
{development cost)

{ii) In 10 years time the original tenant leaves
project and receives back $10,000

{iii) Unit'resold’for new market value of $80,000
a profit of $70,000 has been realized to the
non-profit, which can use it to develop new
components, or to provide services to the
residents.

8.8.2. ' Profit’ Given to Individual Seniors

Another alternative is to give most of the ’profit’ to the
individual tenant. This is much as is the case in most
forms of owned accommodation; in a conventional condominium
the departing owner receives a market value for the unit
form the incoming owner. Part of any such uncontrolled
condominum is that the residents participate in the
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downside as well, if the market value of the unit falls,
the senior bears the loss. Bach tenant’s gain or loss is
related to the sale of his/her own unit.

All of the ’profit’ is given to the resident of the
individual unit resold.

(i) Unit sold for $50,000
{ii) Original resident leaves in 10 years

(iii) Unit is resold for $80,000 which is given to
the original tenant as a capital gain on
his primary residence.

8.8.3. 'Profit’ Given to Residents Collectively

Alternatively, gains and losses may be distributed over the
entire population of the project. This allows seniors to
receive a benefit from the collective increase in the value
of the project, without having to sell or mortgage their
own unit. There are various ways in which this may be
accomplished, but the simplest is for the non-profit

to 'repurchese’ the units from departing tenants at less
then the current market value, resell them for current
value, and use the ’*profit’ to reduce operating costs.

*Profit’ is distributed to residents in common.
(i) Unit sold originally for $50,000

(ii) Original resident leaves in 10 years and
receiveg nothing.

(iii) Unit resold for $80,000

{iv) The $806,000 is distributed over the balance of
the units to reduce their operating costs.
If it were a 100 unit project
$80,000 / 100 units = $800 per unit
Distributed over one year = $66.67
reduction in monthly operating costs.

8.8.4. Recommendations

The matter of ’profit® distribution was discussed with a
nusber of nop- profit groups, who expressed their opinion
that any resident- financed method has to offer a ’good
deal’ for each individual senior, yet many of the groups
with religious orientations felt that some type of sharing
would alsoc be desirable.
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In fact this desire to share fits well into any sponsor’s
need for an operating reserve to meet costs and cash flows
involved in recycling the units. While it is true that
under & sharing model, the residents who leave first will
not receive the benefits others will, it is fair, in that
each individual has an opportunity to receive the
benefits.

A compromise among the three alternatives is most likely to
gain acceptance among the groups and tenants, although a
resident-financed program should give some latitude to the
sponsor to meet the needs of the particular locality and
constituency being serviced.

8.9 FORMULATION

After reviewing the alternative methods available for the
structuring of a non-profit resident—- financed project, and
discussing them with non-profit groups, as well as
administrators of existing projects, the following details
were determined as being appropriate for use.

(a) The long-term lease and the condominium are the the
most feasible vehicles. The long-term lease offers good
control characteristics, ease of formulation, flexibility
of terms, and familiarity, although condominiums offer
better title, lower ongoing costs of administration of
title and marketing, despite the higher initial costs in
both time and money.

{b) If a lease is used, where legally possible, the lease
should be for a maximum term of the lifetime of the last
surviving member of a household’s life. If not, a lease for
the maximum term possible combined with a roving fee
structure or an option on another unit timed for the expiry
of the original lease term should be used. A condominium
would not be subject to any specific term, but to the
conditions of the declaration.

{c) The lease or condominium structure should include the
following items:

~No subletting unless otherwise approved by sponsor.

-If a tenant’s physical or mental health deteriorates
to the level that he or she cannot function in the
project, the sponsor has the right to terminate the
lease.

{(d) The units would be sold initially at the development
cost plus a margin in order to provide a contingency for
development and for initial operations, and possibly the
creation of some rent-geared- to-income units.
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{(e) Subsequent resales would be at a maximum of the
initial price, plus a factor to account for the effects of
inflation. If market conditions at the time will not
support such a formula, a lower price would be established,
at the discretion of the sponsor. Relating units to the
consumer price index would ensure that the units remained
modest in price at all times.

{(f) A mechanism for returning any profit to the residents
is necessary, as well as the provision of a fund to allow
the sponsor to recycle units without excessive financial

risk.

{g) Any method of returning profit should mix an ongoing
reduction of operating costs with a return of a portion of
the then—-current unit value at termination.

(h) A portion of rental units for low-income seniors
should be integrated with the resident-financed units. Such
rental units would be subject to some mortgage amount and
be rented on a8 rent—-geared~to—income basis, as allowed by a
possible interest subsidy from C.M.H.C.

8.9.1. Proposed Program Description
Long Term Lease or Controlled Condominium

Primary features would be:

FORMAT: Prepaid long term lease or condominium controlled
by right of spomnsor to retake unit.

PRICE: The units would initially be sold for an
appropriate share of the projected development cost plus 15
percent. The 15 percent overpayment would be available as
a secondary contingency during development. If not so used
the overpayment would be used for capital improvements, be
added to the reserve for repayment of units, or ultimately
returned to the tenants in the form of reduced operating
costs. This 'overpayment’ would not be noticed in the
market, as in entrepreneurial projects, which might be used
as a8 comparison, this would be part of the developer’s
profit. Subsequent tenants would pay a price as determined
by a formula based on the original price plus a factor
reflecting inflation, as well as market experience by the
project, and as necessary, by appraisal to keep the project
project prices modest and appropriate.

OPERATING COSTS: Proportionate share of project operating
costs based on unit size.

TERMINATION: Termination would occur at the expiry of the
lease term, at the death of the resident, in the event of
the resident suffering from failing health, or at the
election of the resident, although in the last case, a
minimum lease period would apply. In the case of a
condominium, this level of control could be achieved by



the sponsor having an option and/or a8 clause in the

condominium declaration to retake the unit, which could be
exercised at a predetermined price, if the resident became
exessively frail, died, or at the election of the sponsor.

REPAYMENT AT TERMINATION: At termination, the tenant would
receive 25 percent of the original price immediately,

and after the unit is re-leased the balance of an amount
based on the following declining balance formula would be
returned.

X of resale price paid at termination

If leaves within one year of entry - 90X
l - 2 years 85%
2 - 3 years 80%
After 3 yvears 75%

OPERATING RESERVE: A reserve would be built up as a result
of the initial excess of selling price over development
costs and the ’'profit’ made by reselling units. The
sponsor would retain an amount equal to five percent of the
current value of all the project’s units, in order to
redeem, refurbish, and market recycled units.

REDUCTION OF OPERATING COSTS: Any excess in the reserve of
over the five percent of the project’s total them current
unit value, would be distributed among the tenamnts in the
form of reductions in operating costs. The distribution
would be averaged over a ten year period to ensure that the
amounts so distributed would not vary excessively from yvear
to year.

INCOME MIX: Ten to thirty percent of the units in such a
project could be designated as rent-geared-to-income, with
government subsidies.

ROLE OF C.M.H.C.: A project developed under such a program
would receive start-up funding, 100% loan insurance for the
interim and any permanent financing. A subsidy would reduce
the rent levels of any Rent-Geared-to-Income housing which

was created as part of a project.
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9.0 TESTING OF FEASIBILITY AND SECURITY

The proposed resident-financed method was reviewed and
tested in two ways, the long-term cash flows which might be
expected and their impact on the project were assessed, and
a study was made on the housing options open to a typical
single senior.

9.1 PROJECT CASH FLOWS

A computer model of cash flows over 20 years was prepared,
using an entirely resident-financed twenty-five unit
project. The re-sale of units assumed was based on the
occupancy characteristics for rental seniors’ apartments.
Tenants were assumed to occupy units for an average of ten
years, but with a wide distribution of durations, which
corresponds to the situation in Americsn projects.

9.1.1. Methodology

Exhibit 9.1 shows the base assumed scenario. Over a period
of twenty years, units are vacated and recycled. The sale
of units is recognized under ’'Inflows’. and redemptions due
to termination under 'Outflows’. A poocl of surplus funds
is created, with income from the sale of units and
interest, and outflows in the form of unit redemptions,
distributions to the tenants in the form of reductions in
operating costs, and presumably, capital improvements to
the complex, although no improvements are included. At ail
times, this 'pool’ retains 5 percent of the total current
value of all of the units (X OF UNIT VAL), while the
surplus {AVAILABLE FOR RENT REDUCTION) is distributed on
the basis of a 10 year moving average (AVERAGE MONTHLY
AMOUNT). The expected monthly operating costs are
calculated on a per unit basis, together with the impact of
the operating cost reductions.

Tests 3 and 4 are the base model under 12 and 3 percent
inflation rates respectively, as a comparison with Test 1
which operated under a 7 percent annual rate of inflation.

Test 2 utilized a different redemption formula, where a
tenant at termination received a declining balance of his
or her original payment, so that after 10 years he or she
received nothing, as is the case in many existing
projects,

In order to review the impact of a decline in demand for
units, Test 6 shows units taking up to two years to
‘re—lease’, and the related cash flows.



The test results were as follows:

Unit Buffer Period
Value Retained for
Returned by Pool Averaging
at Rent
Termination Reductions

Pg—-80

Other

Test Annual
Number Inflation
Rate
(Exhibit)
1 g-1 7%
2 9-2 7%
3 9-3 12%
4 9-4 3%
3 9-5 7%

X of re-sale

price 5X of 10 years
yr 1 90% total
vyr 2 BbHX market
vyr 3 B0x% value of
yr 4 75% all units

76X thereafter

% of initial
value " "
yr 1 90%
¥yr 2 80%
yr 3 70%
1

yr 10 0%

same as #1 " "

" "

5 yrs

" "

5 yrs

Note
Last
Line

Resale of units
delaved up to 2
years to determij
impact on cash
flow.
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9.1.2. Evaluation of Testing

The following items became apparent in the testing of this
model.

Large sums of money pass through the hands of the
non-profit in conjunction with the resale of units, This
enables a comfortable buffer to be maintained for the
sponsor to be able to refurbish and remarket units.

Retention of the amount for a buffer need only be enough to
redeem and carry a few units. Five percent of the current
market value of all the units appears to be sufficient in
the examples,

The project is resistant to the effects of inflation. In
pericds of high inflation there is more ’profit’ from
resales and interest income available for distribution as
rent~reductions, which helps to counteract increases in the
actual costs of operations.

Any project which has no provision te return surpluses to
the residents, either at time of termination, through
reductions of operating costs, or any other method, will
eventually accumulate an enormous surplus. This is
demonstrated in the bottom line of Teat 2, which after
twenty yvears of operations shows an accumulation of 2.3
times the original cost of the project. This is the likely
scenario which the exiasting resident-financed projects will
experience, with ever increasing surpluses, and no
predetermined policy regarding their use.

After 10 years of operations, the value of the pocl begins
to increase appreciably. This suggests that while in the
early years building up a reserve is prudent, once the
project is established and stable, steps will have to be
taken to distribute the increasing surplus, in the form of
extra operating cost reductions, or improvements to the
facility.

9.2 ANALYSIS OF ALTERNATIVES AND IMPACT ON SENIORS

An analysis was prepared to determine the probable effects
on seniors of resident-financed units. The widespread
acceptance of the formula in the United States is
encouraging, but, as has been noted, the benefits being
received there are different than those received from a
Canadian project, which would most likely operate
independently of a care facility. The analysis done by a
senior has to address most of the same issues faced by a
young person facing the rent/buy situation. The choice of
a retirement residence is important; a typical resident
entering the project at age 72 or 73 might well plan for a
tenure of up to 25 years, until he or she is close to age
100 although average tenure will be much shorter.
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Obviously, one should not plan for an early death.
Therefore, the analysis has to be carried out over a
lengthy period and the investment characteristics become
importsant.

9.2.1. CASH FLOW ANALYSIS

Projected future cash flows beginning in 1984 were
developed for a senior with a modest income, under a
variety of differing housing options. This will vield some
of the characteristics of the different alternatives a
healthy senior in his or her early seventies might have.

9.2.1.1. Assumptions

These projections were developed for three alternatives;
A’, remaining in the family house; *B’, selling the house
and renting 8 modest apartment; and ’'C’, selling the house
and purchasing a resident-financed apartment unit of
similar size to the rental unit in option ’'B’.

The model individual is assumed to have the following
characteristics. He or she:

i) is a widow or widower

ii) has a fully indexed personal income of %$11,000 per
year

iii) has an investment income of $2,400 per year,
based on $20,000 of savings invested in fixed
interest securities yielding 12X, which was
obtained when interest rates were higher. The
scenario for the person with the lowest asset level
assumed $30,000 of savings, similarly invested,.

iv) Has various levels of assets, from a low of
$30,000 to a high of $140,000, representing a range
of house values from zero to $120,000.

The resident—-financed project was assumed to offer the
following characteristics:

i) the unit price is $50,000 (the maximum unit
prices allowable by Canada Mortgage and Housing
Corporation for 1 bedroom non-profit seniors units
in mid 1984 ranged from a low of $38,000 in
Trois—Rivieres to a high of $58,000 in
Saskatchewan.)

ii) the unit price follows inflation. At
termination of tenure the senior receives the then
current unit value. The return assumed is shown in
Exhibit 9-1, which also indicates the line for a
76% return future unit value.



Pg-83

iii) The operating costs in the first year are
$190 per month and increase with inflation.

The rental rates used for a comparison to a resident-
financed project are the area of greatest uncertainty. An
estimated economic rent of $690 ($190 monthly operating
costs plus $500 of interest cost based on a $50,000 unit
cost at 12X} is unrealistically high, and few new rental
projects are currently being built, when even in the
largest centres older units in entrepreneurial apartment
buildings are available for $300 per month less. The
rental used for the comparison is $400 per month, although
such low rent levels would not be found in new
entrepreneurial buildings, particularly those coriented to
seniors.

The following assumptions about the financial environment
were made!

i) Income taxes were calculated on the basis of
the 1983 tax guidelines for the first year. In
subsequent years they were kept at a constant
percentage of the pre-tax income; indexation to the
rate of growth in income for each case was
assumed.

ii}) As a result of selling his or her home each senior
was assumed to buy a portfolio of dividend paying
stock and corporate or governmental bonds. Eighty
percent of the portfolio was assumed to be bonds
vielding 10 percent of their original value each
vear. The balance of the portfolio was stock,
which yvielded 4% of its current value per vyvear,
and increased in value at the rate of inflation.
While not necessarily an ideal portfolio from
either a tax or an inflation-shelter perspective,
it does represent the traditional way seniors
structured their investments; with a minimum of
"speculative" components. In fact, for most
widowed seniors of this income range, investment
planning is much worse than that assumed. It is
not uncommon for seniors to have subatantial
amounts in savings accounts for long periods of
time.

iii) Ne reinvestment or consumption of capital was
included., Each senior was assumed to live to the
extent of his/her income.

iv) Inflation throughout the fifteen year period
was 6 percent.

Although the case of a house-less senior was examined it is
thought that her or she will be a very small part of the
total demand for resident—financed units. The limited
amounts of total assets held by those who do not or who



have not recently owned homes is underiined by a statement
made in a 1976 study by Statistices Canada.

"The 63% of elderly family units who are homeowners are
obviously so much better off than the other 37% who are
renters and lodgers: on a family unit basis their
incomes are higher ($9,980 versus $6,297 in 1976) their
"miscellaneous net savings™ which consist of ligquid
assets mainly are on the average about $18,600 compared
to approximately $10,600 for non—-homeowners. In
addition, they have the advantage of having lower
shelter costs as for the great majority of them, these
expenditures are limited to property taxes, insurance,
and maintenance, which normally amount to less than
rent." 18

9.2.1.2. Annual Income Analysis
First Year

The level of assets and incomes of a senior for each
alternative were calculated for vears 1984 to 1999. Sample
vears are shown in Exhibits 9-6 to 9-5.

In the first year, the rental option is financially best
for all but a senior who has a house valued at less than
the value of the resident-financed unit. This is because
of the capital made available for additional investment
income, when the house is sold. At the lower asset ranges
however, the progressive nature of the tax system is
obvious; the senior who sells a $60,000 house and rents a
unit, will find that 30% of the new interest income is
payable in taxes. After allowing for taxes and the higher
cost of rent than operating costs, the $60,000 house senior
who rents an apartment has only $230 per yesr in extra
income above the resident-financed case, not the $3,875
seen before the tax and housing costs.

The first year is very sensitive to the rental rates for
available appropriate senicers’'housing. At the %$80,000 asset
level ($60,000 house value) if the rent was $19.17 per
month higher than assumed, the resident-financed unit would
become preferrable, even in the first year. The various
incomes after taxes and housing for the different aaset
ranges are shown in Exhibit 9.10.

Subsequent years

Over a period of years inflation takes its toll on the
seniors as their income and asset levels generally fall in
purchasing power. Exhibits 9-11 to 9-15 relate the three
options to income and ssset levels in future years. On
Exhibit 9-13, ($80,000 asset level) it may be seen that the
income for the resident-financed option ’'C’ overtakes that
of the rental option ’B’ within twe years. Even the income
after taxes and housing costs of the continued ownership of
the house passes that of the rental option by year ten.
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EXHIBIT 9-6 Annual Income Analysis for Housing Alternatives

Year 1

SEMIOR'S OFTIONS

Year i
Inflation Index 1.00
Mouse Value Azssumed
40, 000 AT
Retain
House
ASSETS
Dwelling Unit 40,000

Fuisting Investments 20,000

New Bonds O
New Stock 0
Total Ass=te &0, 000
INCOME

Fension 11,000
Existing Investments 2,400
New Bonds (104) 0
Mew Stock {(4%) o
Pre-Tax Income 172,400
Income Tax 1,256
AFTER TAX INCOME 12,1464

RENT 0
OFERATING COSTS 2,500

REMAINING INCOME F,664

SENIOR'S OFTIONS
House Value Assumed
80,000 ‘AT

Retain
House
ASSETS
DBwelling Unit g0, 000

Existing Tnvestments 20,000
Mew Honds Q
Mew Stock Q
Total Assets 100,000
INCOME

FPension 11,000
Exigting Investments 258400

New Honde (10%) 0
New Stock (4%) o

Pre-Tax Income 1Z,400
Incame Taxu 1,236
AFTER TAX INCOME 12,164
RENT 0O
ORERATING COSTS 3,000
REMAINING INCOME 2,164

‘g cr
Rent Resident~

Apartment Financed
0 S0, 000
20,000 10,000
25,000 0
15,000 O
&HO L, OO0 HC, OO0
11,000 11,000
2,400 1,200
2,300 0
&00 )
16,500 12,200
2,140 711
14,3560 11,289
4,800 O
O 2,280
7,560 ?,009

‘B o

Fent Resident—
Apartment Financed

Q S0, 000
20,000 20,000
S0 ,000 18,750
20,000 11,250

100, Q00 100,000
11,000 11,000
2,400 <4400
5,000 1,875
1,200 430
19,600 15,725
E,072% 1,714
16,527 1Z,811%
4,800 Q

0 2,280

11,727 11,531



EXHIBIT 9-6 (cont'd) Annual Income Analysis for Housing Alternatives

Year 1

SENTOR 'S OPTIONS

Year 1 (cont'd)

House Value Assumed
&0, QDO e

Retain
House
ASBETS
Dwelling LUnit &0, OO0
Existing Investments 20,000
New Bonde O
New Stock O
Total! Assets 80, 000
INCOME
Fension 11,000
Existing Investments 2,400
New Bonds (104) O
New Stock (4%} o
Fre-Tax Income 13,400
Income Tax 1,234
AFTER TAX INCOME 12,164
RENT §]
OPERATING COSTS 2,730
REMATNING INCOME 2,414
SENIOR 'S OPTIONS
House Value Assumed
120,000 s’
Retain
House
ASSETS
Dwelling Unit 120,000
Existing Investments 20, 000
Mew Bonds o
New Stock 0
Total Assets 140,000
INCOME
Fension 11,000
Existing Investments 2,400
Mew Bonds (10%) 0
Mew Stock 4% v}
Pre—-Tax Income 1Z,400
Income Tax 1,234
AFTER TaAX INCOME 12,164
RENT o]
OFERATING CDSTS T, 200
REMAINING INCOME 8,714

!Bf OC!
Rent Resident-
Apartment Financed

0 G0, OO0
20,000 20,000
A7 ,500 6,250
22,300 2,750
80,000 80,000
11,000 11,000

2,400 2,400
2,750 &5

GO0 150
18,050 14,175
2,585 1,460
15,4465 12,715
4,800 9]

&} 2,280
10,665 10,435
g ‘oo

Fent Fesident—

Apartment Financed

O 50, 00O
20,000 20, O00
735,000 45,750
45, 000 24,250

140, 000 140, 000

11,000 11,000
2,400 2,400
7,500 4,375
1, BOO 1,050

2R, TO0 189,825
4,045 2,854

18, 655 15,991
4,800 o

0 2,280

13,855 15,711



EXHIBIT 9-6 (cont'd} Annual Income Analysis for Housing Alternatives

Year 1

SENIDR'S OPTIUNS

Year 1
Inflation Index 1.00
Total Assets F30, 000
No House LN B
Raetain Rent
House Apartment
ASSETS
Dwelling Unit 0 0
Existing Investments Q 20,000
Mortgage Debt 0 O
New Stoci ) 0
Total Assets 0 30,000
INCOME
Fension 0 11,000
Eristing Investments O I, 600
New Bonds (1074 Q O
Mew Stock (4%4) O O
Pre—Tax Income ¥ 14,600
Income Tau 0 1,551
AFTER TAX INCOME O 135,049
RENT 0 4,800
DPERATING COSTS O 0
INTEREST EXFENSES (11%4)
REMAINING INCOME Q 8,249
Year 2
Inflation Index i.06
‘a oy
Retain fent
House Apartment
ASSETS
Dwelling Lnit 8] ]
Existing Investmenis O Z0, 000
Fiortgage Debt O §]
New Stock O ]
Total Assets Q 20,000
INCOME
Fension 0 11,460
Existing Investments 0 3,600
New Honds (10%) O 0
New Stock {(4%) Q &
Fre-Tax Income 0 15,260
income Tax 0 1,621
AFTER TAX INCOME 0 15,639
RENT 0 5,088
OFERATING COSTS O 0
INTEREST EXPEMSES (11%) 0

REMAINING INCOME 0 8,551

fE\'!
Regident—
Fimanced

D0, 000
O
~20, 000
o
-, 000

11,000
0

%)

4]
11,000
771
10,229
]
2,280
2,200

5, 74%

ICC
Resident~
Financed

57, 000
£}
—20 , GO0
)
335,000

11,660
0

(8]

0
11,660
Bi7
10,84%
0
2,417
2,200
b, 226

A mm me rm e e mm mE e me mE me e ke e i e S



EXHIBIT 9~7 Annual Income Analysis for Housing Alternatives

Year 3

SENIDR'S QOPTIONS

Year 3
Inflation Index 1.12
House Value Assumed
40,000 AN
Retain
House
ASSETS
Dwelling Unit 44 944
Existing Investments 20, 000

New Bonds o
Mew Stock 0

Total Assets &H4,9244
INCOME

Fension 2,360
Exristing Investments 2,400
New HBonds (104} O
Mew Stack ((4%) 0
Fre-Tax Income 14,760
Income Tax 1,361
AFTER TAX INCOME 13,398
RENT 0
OFERATING CDSTS 2,809
REMAINING INCOME 10,589

SENIOR'S OFTIONS
House Value Assumed
80,000 ‘A’

Retain
House
ASSETS
Dwelling Unit 87,886
Existing Investments 20,000
New Bonds O
New Stoclk o]
Total fAssets 109,888
INCOME
FPension 12,560
Existing Investments =2, 400
Mew Hondss (104D O
Mew Stock (4%) Q
Fre-=Tax Income 14,7460
Income Tax 1,3&1%
AFTER TAX INCOME 13,398

RENT 0
OFERATING COS5TS Fy 7

REMAINING INCOME 10,027

fo !Ct
Rent Resident-
Apartment Financed

0O 546,180
20,000 10,000
285,000 0
146,854 ]
61,854 &6, 180
12,360 2,560

2,400 1,200
2,300 0

&74 0
17,974 15,560
2,326 1,013
15,608 12,547
9,393 O

0 2,562
10,215 9,985
B ‘C

Fent Kesident—
Apartment Financed

9] b, 180

20,000 20, 000

S0 ,Q00 18,750
EE,708 12,641
103,708 107,571

12,360 12, 360

2,400 2,400
=, 000 1,875
1,548 506
21,108 17,140
I, E09 2,086
17,798 15,054
5,397 O
0 2,562
12,405 12,492

e n s e ry ey, - & il < Ay - gl <y e sl

B st ¥ £ e N
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EXHIBIT 9+7 (cont'd)
Year :3

SENIOR S OFTIONS

Year 3 {cont'd)

House Value Assumed

HO L, 000 il B o
Retain Rent Resideni-—
House Apartment Financed

ASSETS
Dwelling Unit LT, 414 0 Bh, 180
Existing Investments 20,000 20,000 20, 300
New Borids O 37,500 by 250
New Stock O 25,281 4,214
Total Assets 87,416 82,781 86,644

INCOME
Fension 12,360 12,360 12,360
Existing Investments 2,400 2,400 2,400
New Ronds (10%) & 2,730 625
New Stock (4% 0 1,011 169
Fre-Taxw Tncome 14,760 19,521 1%,5953
Income Tax 1,361 2,794 1,602
AFTER TAX INCOME 13,598 16,725 13,991
RENT 0 D, HGE 0
DFERATING COSTS Z,090 0O 2,062
REMAIMING INCOME 10,308 11,532 11,389

SENIOR'S OPTIONS
House Value Assumed

120,000 A ‘B° ‘C
Retain Rent Resident-—
House fAfpartment Financed
ASSETS
Dwelling Unit 134,832 O S&,180
Existing Investments 20,000 20,000 20,000
New Bands O 75,000 45,750
Mew Stock 9 S0, 562 29,495
Total Assets 154,832 145,562 149,425
INCOME
Fension 12,260 12,7360 12,360
Existing Investments 2,400 2y 400 2,400
New Bords (10%) 0 7,500 4,375
Mew Stock (4%) Q 2,022 1,180
Fre-Tax Income 14,760 24,282 20,314
Income Tax 1,361 4,327 5,058
AFTER TAX INCOME 13,398 19,955 17,256
RENT 0 0,393 ]
OFPERATING COSTS Ge6ER 0 2,562

REMAINING INCOME 7,746 14,362 14,694



EXHIBIT 9-7 {cont'd)

-t

12

Year 3
SENIOR'S OPTIONS
Year
Inflation Index 1.
Total Assets O30 ,000
No House ‘A’
Fetain
House
ASSETS

Dwelling tnit
Existing Investments

Mortgage Debt
Mew Stock

Total Assets

INCOME
Fension
Existing Investments
New Bonds {(10%)
Mew Stock (4%1)
Fre-Tax Income
Income Tax
AFTER TAX INCOME
RENT
OFPERATING COSTS

INTEREST EXFENSES (11%)

REMAINING INCOME

Year

Infiation Index i.

‘A

Retain
House

ASSETS

- Dwelling Unit
Exigting Investments
Mortgage Debt
New Stock

Total Assets

INCOME
Fension
Existing Investments
New Bonds (1074
Mew Stock (4%)
Pre—-Tasx Income
Income Tax
AFTER TAX INCDME
FENT
OFPERATING COSTS
INTEREST EXFENSES
REMAINING INCOME

(117D

0
0
)
O

0
Q
0
0

i)

0O

OE{J JDD
Rent Resident—
Apartmernt Financed

8] Sé , QOO
0,000 €
O =20, 000
0O O
F0, 000 ZbH, 000
12,320 12,320
35600 0
O Iy
0 O
15,820 12,320
1,691 B&4
14,229 11,456
5,374 ' O
0 2,954
2,200
8,853 &, 7035
‘g ok
Rent Resident—

Apartment Financed

0 59 , B0

G, 000 0
W) —20,000
0 8]
S0,000 29,360

13,059 13,059
I ,600 O
0 0
0 0
16,659 5,059
1,770 FL5
14,889 12,144
5,499 ¢
0 2,707
0 2,200
2,191 7,237

Annual Income Analysis for Housing Alternatives



EXHIBIT 9~8 Annual Income Analysis for Housing Alternatives
Year 7

SENIOR'S OFTIONS

-

Year
Inflation Index 1.42
House Value Assumed
40, Q00 ‘A’ "B o

Retain Rent Resident-

House Apnartment Financed
ASSETS
Dwelling Unit 56,800 0 71,000
Existing Investments 20,000 20,000 1, QOO
New Bonrdes ) 25,000 0
Mew Stock O 21, E00 Cr
Total Assets 76,800 66, FO0 81,000
INCOME
Fension 15,4620 15,4620 15,620
Existing Investments 2,400 2,400 1,200
New Bonds (10%) 0O 2,500 0
New Stock (4% 0 g5 0
Pre-Tax Income 18,020 21 ,E72 16,820
Income Tan 1,662 2,772 1,236
AFTER TAX INCOME 146,358 18, 4600 15,564
RENT 0 6,816 O
DFERATING COSTS Z,550 [y T, 23
REMAINING TNCOME 12,808 11,784 12,326

SENIOR 'S OPTIDONS
House VYalue dssumed

80,000 A ‘B cr
Retain Rent Resident-
House Apartment Financed
ASBETS
Dwelling Unit 11Z,8600 0 71,000
Existing Investments 20,000 20, GOD 20,000
Mew Bonds 0 5, 0GO0 18,730
New Stock 0 42,600 15,978
Total Assets 133,600 112,600 129,729
INCOME
Fension 15,620 18,620 15,620
Existing Investments 2,400 2,400 2,400
New Bonds (10Q%) 0 S, 000 1,875
MNew Stock (4%) 0 1,704 H6I9
Pre-Tax Income 16,020 24,724 20,374
Income Tax 1,662 F,8B76 2,499
AFTER TaX INCOME 16,358 20,848 18,075
REMT 0 45,816 Q
OFERATING COSTS 4,260 O 5,278

REMAINING INCOME 12,099 14,072 14,797



EXHIBIT 9-8 (cont'd) Annual Income Analysis for Housing Alternatives
Year 7

SENTIOR'S OFTIONS

House VYalue Assumed

60, 000 A RS oo
Retain Rent Resident-
House Apartment Financed

ASSETS
Dwelling Unit 85,200 O 71,000
Existing Iinvestments 20, 000 20,000 20, 000
New Bonds O F7,500 6,250
New Stock Q 1,990 5,525
Total Assets 105,200 89,450 102,575

INCOME
Fension 15, 620 15,420 15,620
Existing Investments 2,400 2,400 2,400
New Bonds (10%) 0 3,750 625
New Stock (4%) O 1,278 215
Fre—Tax Income 18,020 25,048 18,858
Income Tax 1,662 T, 301 1,942
AFTER TAX INCOME 16,358 19,747 16,216
RENT L &H,B816 0
OFERATING COSTS 5,905 0 2,278
REMAINING TNCOME 12,457 12,931 15,678

| o e i 4 . pe YT PP 1 o e e o e e e e b o o b o . e e ek s e S o i o o T . o o o o b T o o i 2 o e A i

SENIOR'S OFTIONG
House VYalue Assumect

120,000 ‘A’ ‘B’ e
Hetain Rent Resident—
House Apartment Financed
ASSETS
Dwelling Unit 170,400 O 71,000
Existing Investments 20,000 20,000 20,000
New Bonds 0 75,000 475,730
New Stock O 2,900 I7L2RT7E
Total Assets 190,400 138,900 172,025
INCOME
Fension 15,620 15,620 15,620
Existing Investments 2,400 2,400 2,400
New Bonds (10%) 0 7,500 4,375
New S5tock (4%4) 0 2,356 1,491
Fre-Tax Income 18,020 28,076 23,886
Income Tawx 1,662 S, 003 F,59%6
AFTER TAX THNCOME 16,358 2E,07% 20,290
RENT O 6,816 4]
OFERATING COSTS 4,415 0 Z,23E8

REMAINING INCOME 11,7435 16,257 17,0562



EXHIBIT -8 (cont'd) Annual Income for Housing Alternatives
Year 7

SBENIOR S OPTIONS

Yealr 7
Inflation Index 1.42
Total Assels ¥ 30,000
Na House A B o
Retain Rent Resident-
House Apartment Financed
ASSETS
Dwelling Unit O 0 71,000
Existing Investments ] B0, 000 o
Fiortgage Debt 0 0 —20,000
Mew Stock 0 O O
Total Assets Q 20,000 51,000
IMCOME
Fension 0 15,620 18,620
Existing Investments Q Z,600 0
New Bonds (10%) ] O 9]
Noew Stoack (4%) 0 0 O
Fre-~Tax Income 0 19,220 15,620
Income Tax Q 2,042 1,095
AFTER TaAX INCOME 0 17,178 14,525
FEMT Q 6,816 0
OPERATING COSTS Q 0 3, REE
INTEREST EXPENSES (117%) 2,200
REMARINING INCOME 0 10,3562 7,088
Year g
Inflation Index 1.51
‘A’ B c
Retain Rent Resident-
House Apartment Financed
ASBETS
Dwelling Unit O ) 75,2860
Existing Investments 0 30,000 0
Mortoage Debt O o —20, 000
New Stock 0 O Y]
Total Azgets O 0,000 S5, 260
INCOME
Fension 0 16,557 16,357
Exvisting Investments Q 4,600 O
New Eonds (1Q%) O O ]
MNew Stock (4% Q O 0
Fre-Tax Income ¢ 20,157 16,557
Income Tax 0 2,141 1,141
AFTER TAX INCOME 0 18,016 15,397
RENT 0 T 225 0
OFERATING COSTS 0 0 3,472
INTEREST EXPFENSES (L1%) O 2,200
REMAINING INCOME O 10,791 F,765



Year 12

SEMICGR'S OFTIONS

Year 12
Inflation Index 1.50
House Value Assumed
40, 000 ‘a’
Retain
Houce

ASBETS

Dwelling Unit 746,000
Existing Investments 20,000
New Bonds 4]
MNew Stock o
Total Assets & ,000
INCOME

Fension 20, 200
Existing Investments 2 400
New Hondes (10%) O
New Stock (4%4) 8]
Pre-Tan Income 23,300
Income Tax 2,149
AFTER TaAX INCOME 21,151

RENT 0

DFERATING COSTS 4,730
REMAINING INCOME 16,401
SENIOR’S (OFTIONS

House Value Assumed

80,000 ‘A’
Retain
House

ASHBETS

Dwelling Unit 152,000
Existing Investments 20,000
New Bonds Q
New Stock G
Total Assets 172,000
INCOME

Fension 20,900
Existing Investments 2,400
New Honds {10%) 0
New Stock (44} 0
Fre-Tax Income I3, 300
Income Tax 2,149
AFTER TAX INCOME 21,151

RENT 0
OFPERATING COSTS 0,700

REMAINTING TNCOME 15,451

EXHIBIT 9.9 Annual Income Analysis for Housing Alternatives

JBJ fC"
Rent Resident-
Apartment Financed

O PG, 000
20, 000 10,000
25,000 0
28, 500 0
TE L 800 10%, 00
20,900 20,900
2,400 1,200
2,800 0O
1,140 Q
24,940 22,100
T,494 1,650
23,444 20,450
2,120 0
0 4,832
14,326 16,118
B c

Rent Resident-—
Apartment Financed

0 3,000
20,000 20, 00
S0, 000 18,750
57,000 21,375
127,000 155,125
20,500 20,900
2,400 2,4Q0
5, OO0 1,875
2,280 883
0,580 26,070
4,793 3,148
25,785 22,862
Fy120 Q

0 4,EZ2

16,665 18,530



EXHIBIT 9-9 (cont'd} Annual Income Analysis for Housing Alternatives
Year 12

SENIOR'S OFTIONS

House Yalue Assumed

&0, OO0 il B o
Retain Rent Resident—
House Apartment Financed

ASSETS
Dwelling Unit 114,000 0O 5,000
Existing Investments 20,000 20,000 20,000
Mew Bonds 0 27,500 b, 250
New Stock 8 42,750 7,125
Total Assets 134,000 100,250 128,375

INCOME
Fencion 20,900 20,900 20,900
Existing Investments 2,400 2,400 2,400
New Ronds (104 O B, 750 625
New Stock (4% O 1,710 289
Pre—Tax Income 23,300 28,760 24,210
Income Tax 2,149 4,119 2,494
AFTER TAX INCOME 21,151 24,641 21,716
REMT 0O F,120 0
OFERATING COS5TS 5,225 0 4,532
REMATNING INCOME 15,9246 15,521 17,284

SENIOR'S OPTIONG
House Value Assumed

120,000 ‘A’ ‘B’ '
Fetain Rent Resident—
House apartment Financed
ASSETS
Dwelling Unit 228,000 O PE, 000
Existing Investments 20, GO0 20,000 20, 000
New Bonds 0 75, Q00 45,730
New Stock O &35, 500 49,875
Total Assets 248,000 180,300 208,625
INCOME
Fension 20,900 20,900 20,900
Exigting Investments 2,400 2,400 24,400
New Bonds (100 0 7,500 4,375
Mew Stock (4%) 0 5,420 1,995
Fre-Tax Income 27,300 34,220 29,470
Income Tax 2,149 &,098 4,467
AFTER TAX INCOME 21,1518 28,122 25,203
RENT O F,120 0
OFERATING COSTS 65,175 0 g SR

REMAINING INCOME 14,976 19,002 20,871



EXHIBIT 9-9

{cont'qd)

Year 12

SENTIOR'S OFTIONS

Year

Inflation Index
Total Aszets
No House

ALBSETS

Pwelling Unit
Existing Investments
Mortgaoe Debt

New Stock

Total Assets

INCOME

Fension

Exigting Investments
New Bonds (10%)

Mew Stock (4%
Pre—Tax Income

Income Tay

AFTER TAX INCOME

RENT
OFERATING £0O8TS
INTEREST EXPENSES (L1

REMAINING INCOME

Year
Inflation Indewx

ABBETS
Dwelling UWUnit
Existing Investments
Mortgage Debt
New Stock
Total Assets

INCOME
Pension
Existing Investments
New Bonds {(10%)
New Stock (4%}
Fre—-Tax Income
Incame Tax
AFTER TAX INCOME
REMNT
DRERATING CO57TS
INTEREST EXFENSES
REMAINING INCOME

(11

12
1.90
F 0,000
tél
Retain
House

0
0
(]
O
o

%)

.01
IA!
Retain
House

4A)

fE{i
Rent

Annual Income for Housing Alternatives

‘t;(
Regident-

Apartment Financed

O
J0, 000
O
0
A0, 000

20, 00
35,600
O

0
24,500
2,603
21,897
9,120
]

IBC
Rent
Apartment

Q
EHO OO0
0
O
S0, 000

22, 154
3,600

O

0

25, 754
2,736

23,018
9,667

0

0

13, 351

2 , Q00
0
~20,000
O
75,000

£0,900
Qo

0

o
20,900
1,465
19,435
Q
4,532
2,200
12,903

4!:!
Resi dent—
Financed

100,700
O
—20,000
O
80,700

22,154
o

9]

0
22,154
1,933
20,601
O
4,592
2,200
13,809



Pg-85

Exhibit 9-12 also shows that for a senior with $60,000 of
assets ($40,000 house value), while renting is a better
option, from an income point of view, for a longer period,
the resident-financed option still yields a higher annual
income after the fourth year.

Exhibits 9-11 to 9-15 show asset growth over the fifteen
vear period if the entire inflation—induced gain is
returned to the senior. Even if, in a non-profit project,
all of this gain is returned to the seniors, albeit through
a method such as outlined in section 9.1, the model of
annual capital gain is acceptable, although some seniors
will benefit to a greater or lesser extent from a reduction
of operating costs based on their length of tenure. In ten
years time, both the owner of the house and the owner of a
resident-financed unit would have almost $25,000 more in
assets, in direct ownership or in the share of a project’s
overall appreciation, than the renter. The two exhibits
show that a home—owner who elected the resident-financed
option would trade off some amount of appreciation in the
value of his or her housing asset, against a higher ongoing
income after taxes and housing.

It is interesting to note, in Exhibit 9-11, that it is
actually viable for a senior with some income to borrow
part of the payment for a resident—-financed unit. In the
situation of a senior at the lowest asset level, with
$50,000 in savings, although the income after taxes and
housing is substantially less than that of the renter in
the initial years, in the long-term, in this case after the
eleventh year, income after taxes and housing costs passes
that of the rental option. The low asset senior, because of
the leverage incurred through the borrowing to purchase the
unit, was the only example whose income and assets grew at
a rate exceeding inflation.

Exhibit 3-1]1 showed the average wealth of Canadians in
1977. If the stated figure of $47,074 of equity for seniors
is related to 1984 purchasing power, it becomes
approximately $87,000. If we add to that twenty-five
percent to make some attempt at addressing the
understatement of income and assets, it becomes $108,750 in
1985. Resident-financed seniors’ apartments can be
acceassible to a large proportion of Canadian seniors.

9.2.2.3. Present Value Analysis

A present value analysis was carried out for the various
options. Based only on an examination of the cash flows
generated, at the lower asset levels, the difference
between the options is not as clear as for the upper asset
seniors. This is due to the lower marginsl tax rate on the
additional investment income obtainable by the renter. It
might be argued that the difference in income between the



INCOME AFTER TAXES AND HOUSING

Exhibit 9-~10

FINANCIAL IMPACT OF ALTERNATIVE HOUSING OPTIONS ON SENIORS

IN YEAR 1

A: Home Ownershi
s14,000} Wl P 5
B: Rental Apartment c
m——+ =——— . w—(: Resident Financed ///‘
13,0001
12,0004
11,000+
10,0001
9,000
8,000
7,000
6,00d
5,00 L 2 ' x 'l 3 ' 'l 1 '
o) o < < o o) < o O o
S o o o o o < < o S
o o o o o < o S S o
o < = < o o o o o o
i O ~ 3] & S — ™~ ™ =
o fawr} —t —~f — —

TOTAL ASSETS
{in Year 1}




Income After
Taxes and
Housing

$15,000

14,000

13,000

12,0007

11,0060

10,000

G,000

8,000

7,000

6,000

5,000

Total
Assets

£100,000

90,000k

80,000

70,000

60,000

50,000

40,000

30,000

Exhibit 9-11

FINANCIAL IMPACT OF ALTERNATIVE HOUSING OPTIONS ON SENIORS

TOTAL ASSETS $30,000 HOUSE VALUE $0

(19284 -

YEAR 1)

_______ I: Inflation at 6%
A: Home Ownership

L B: Rental Apartment C
‘et —=: == Resident Financed .;I
L i ... = Cl: Resident Financed with ’/dﬁf
Redemption Formula D
ot / -
-~
”a' /’/’,'

9 // /.
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8] 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
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Exhibit 9-12

FINANCIAL IMPACT CF ALTERNATIVE HOUSING OPTIONS ON SENIORS

TOTAL ASSETS $60,000 -

HOUSE VALUE $40,000 (1984 = YEAR 1)

Income After
Taxes and
Housing -

519,000

18,000F

17,000

16,000

15,000°F

14,000

13,000

¥

12,000}
11,000}
10,000

3,000L

N 1
A
B:

m——————

e+ i + e + o 2

Inflation at 6% I

Home COwnership y
Rental Apartment 7/

Resident Financed

—— st e oo Cl: Resident Financed 4
with Redemption Formula / -

Total
Assets

$130,000k

120,000 ¢

110,000

100,000T

90,000

80,000

70,000

60,000




Exhibit 9-13
FINANCIAL IMPACT OF ALTERNATIVE HOUSING OPTTIONS ON SENIORS

TOTAL ASSET $80,000 HROME VALUE $60,000 {1984 = YEAR 1)

Income After
Taxes and
Housing B

$18,000T

17,000F

16,000

15,000¢%

14,0004

13,0001

12,000

11,000

10,000

9,000

| i } 1 1 1 i ) | L ] i I | 1 1

Q 1 2 3 4 5 & 7 8 9 10 11 12 i3 14 15

Total
Assets

$150,000

140,0007T

130,000

120,000 %

110,000

100,000

20,000

80,000

I

70,000 .

1 § I 1 1 i 1 L ] i i 1 ] F]

8] 1l 2 3 4 5 5] 7 8 9 10 11 12 13 14 15




Exhibit 9-14

FINANCIAL IMPACT OF ALTERNATIVE HOUSING ON SENIORS
TOTAL ASSETS £100,000 HOUSE VALUE §80,000 (1984 = year 1)

Income After I o
Taxes and R ; /’ /
Housing B

19,0001

18,0004

17,000|

16,000

15,000

14,000

13,000

12,000

11,000}

10,000}

9,000

Total
Assets

$170,000 b

160,000

150,000

140,000¢

130,000

120,000(

110,000

100,000




Exhibit 9-15
FINANCIAL IMPACT OF ALTERNATIVE HOUSING OPTIONS ON SENIORS

TOTAL ASSETS $140,000 HOUSE VALUE $120,000 {1984 = Year 1)

Income After I C

B
Taxes and _—————-—— - I / /
Kousing - A / .
B 7/ e

$18,000k mi s e / s

17,000

16,0004

15,000¢

14,000¢
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12,0004

11,000

T
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Total
Assetls

$210,000
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170,000

160,000

lS0,000r
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rent option and the resident-financed option in the early
years could be invested by the renter in order to derive
additional income in later years, thereby lessening the
difference between the options.

The following assumptions were made in the analysis.

i) The rate of return assumed is 10%. This is equal to
four per cent over the rate of inflation used for the
income and asset projections. As such it could approximate
the return a senior might obtain on his or her

investments.

(ii) The value of the seniors’ mssets in year one is
subtracted from the value in year fifteen. This is
analogous to the senior moving to a nursing home or dying,
and his or her assets being sold, thereby creating the
’realized capital gain’.

(iii) Present value analysis assumes the reinvestment of
funds throughout the periocd of the analysis. In that we
are measuring a difference throughout the period, this
gives some advantage to the rental option, which creates
additional income in the earlier years.

The results of the analysis are as follows.

EXHIBIT 9-16

Net Present Value of Various Housing Options
Including Capital Gain in Year 15

Total NET PRESENT VALUE
Assets T e e '
Inluding Y % ’B? e '
House House i  OWN RENT RESIDENT- |
(Year 1) Value i HOUSE APARTMENT FINANCED |
$30,000 - i - 78,033 82,966 |
60,000 $40,000 i 108,350 93,353 167,643 |
80,000 60,000 i 111,721 104,326 119,081 '
100,000 80,000 i 115,091 114,944 129,847 '
140,000 120,000 i 124,495 136, 360 151,495 '

The capital gain at the end of the process may not be
significant to the senior as he or she is likely to be dead
or in need of significant nursing care at that time. The
additional capital gain available for the home ownership
and resident—-financed options can be deducted from the
calculations, as in Exhibit 9-20.



Exhibit 9-21

PRESENT VALUE OF FUTURE INCOME FOR ALTERNATIVE HOUSING OPTIONS
FOR DIFFERENT STARTING ASSET VALUES
(INCLUDING CAPITAL GAIN IN YEAR 15}
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Exhibit 9-22

PRESENT VALUE OF FUTURE INCOME FOR ALTERNATIVE HOUSING OPTIONS
FOR DIFFERENT STARTING ASSET VALUES
(EXCLUDING FINAI, CAPITAL GAIN)
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EXHIBIT 9-20

Net Present Value of Various Housing Options
Excluding Capital Gain in Year 15

Total NET PRESENT VALUE

Assets j—m—————————————————————————————— g
Inluding ' 'A? B’ c? '
House House i OWN RENT RESIDENT- |
{(Year 1) Value i HOUSE APARTMENT FINANCED d
$30,000 - : - 78,033 87,883 '
60,000 ¢40,000 i 96,284 88,828 92,5661 '
80,000 60,000 v 93,8622 97,539 102,867 |
100,000 80, 000 i 90,959 105,895 111,371
140,000 120,000 i BB,298 122,786 128,498 |

Exhibits 9-21 and 9-22 plot the present value for the cash
flows respectively with and without the capital gain in year
15. In all cases, except of that of the retention of =a
house of under $50,000 in value, the resident-financed
option is preferred. When the growth in capital is
ignored, the option of borrowing to buy & unit is less
favourable. However, as time passes, this person is in =8
progressively better position. Regardliess of the method of
returning the appreciation in the value of the unit to the
residents, the result is merely a trade-off, and will have
a minor impact on the analysis. Future capital geins can
be exchanged for current reductions in operating costs in
the interest of the ceollective good of all the residents in
a project.

9.2.3. Conclusions

The financial performance of the model resident—-financed
project is such that this form of tenure could be a viable
option for many seniors. A variety of conditions would
apply to whether or not a specific household would find it
attractive. The senior would have to anticipate having good
health for a long enough period to reach the break-even
point against rental housing. Even ignoring the capital
gain potential offered in the resident-financed
alternative, the break-even point against renting will be
within five vears for most seniors.

Resident-financed housing is most appropriate for seniors
who have more than the development cost of a unit in
savings. Seniors who have homes, will find resident-
financed "ownership" financially attractive because the
large amounts of interest income earned by & senior,
through investment of the proceeds of the sale of a house,
is subject to a significant amount of tax, even if the
senior has relatively little other income.
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10.0 CONCLUSIONS AND RECOMMENDATIONS
10.1 CONCLUSIONS

This study shows that a federal program should be developed
to suppoert and encourage non-profit groups to build and
manage projects with units made available to seniors by
means of either controlled condominiums or pre—-paid
long~term leases, depending upon provincial law. Rental
apartments should be built as part of these projects, to
address the need of seniors who lack adequate resources to
purchase units.

Resident-financed units can answer the concerns of many
groups associated with non-profit seniors’ housing.

For the senior, it increases the choice of affordable,
appropriate housing available,oriented to the needs of
older Canadians. Non-profit seniors’ housing is gaining in
popularity and being discovered by increasing numbers eof
seniors as an excellent retirement alternative. From a
financial perspective, many would be better served with
resident-financed units as they would be less exposed to
the ravages of inflation on their income and assets.

There are numerous would-be non-profit sponsors waiting for
unit allocations, in communities with significant need. A
resident-financed program would allow many of these groups
to proceed with projects conforming closely to their
agspirations, including a larger proportion of the most
desirable two-bedroom units, and enhanced amenities. They
would remain in control of their project and be able to
create the appropriate intentional communities.

The government would be able to authorize units for the
growing seniors’ population, without resorting to subsidies
which to a large extent go to relatively affluent seniors.
Eliminattion of the $5,500 to $6,000 annual subsidy to each
56.]1 unit can result in a considerable savings to the
federal budget, even allowing for the $1,000 to $1,500 tax
saving gained by each senior living in a resident-~financed
unit. Such a program would allow available subsidy dollars
to be directed more specifically to low-income households,
while still integrating them into wider caring communities.
This integration could be accomplished through mixing
rental units with the resident-financed units in such a way
that the nature of each unit is not identifiable.
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10.2 RECOMMENDATIONS

This study shows that a program should be developed to
encourage non—-profit groups te develop projects with units
available to seniors by means of either condominiums or
pre—-paid leases, in conjunction with rental apartments for
seniors who lack adequate savings to purchase units.

Such a program would include the following:

10.1 A subsidy to make ten to thirty percent of the units
in 8 resident-financed project available to low—-income
seniors on a rent-geared-to—-income basis.

10.2 An approved resident-financed mechanism under which
the balance of the units may be created.

i0.3 The approval of subsidy and the issuing of an
Undertaking to Insure would be conditional upon firm
commitments with deposits for approximately sixty percent
of the proposed resident-financed units.

10.4 The provision of 100 percent mortgage insurance for
interim and permanent financing for capital costs relating
to both the resident-financed and subsidized rental
sections.

10.5 The rentel units and resident-financed units should
be mixed in the project, so the identity of each is not
apparent from the corridor or unit number.

10.6 The development of a start-up program from which
funds can be advanced, in keeping with the general
progress of the group, and the progress of unit
commitments.

The support of resident-financed housing for seniors should
become part of the activities of Canada Mortgage and
Housing Corporation, in order to allow non-profit groups to
construct affordable seniors’ housing utilizing the assets
of moderate and upper income seniors while allowing
subsidies to specifically address the housing needs of
low—-income seniors. In light of the rapidly increasing
numbers of seniors in our society, some urgency in
implementation is indicated.
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