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June 12, 2023

CFAA opening remarks at the HUMA Committee — Combined summary by speaker

The House of Commons HUMA Committee is considering the financialization of purpose-built
rental housing, and what the federal government should do to make rents more affordable
across Canada (including whether the federal government should ask the provinces to tighten
rent control).

At the HUMA Committee between June 6 and June 9, CFAA and the rental housing industry
presented a strong case that financialization is not a problem, and that the solutions put forward
by the Federal Housing Advocate would be counter-productive. To see those solutions, click
here.

Without addressing them specifically, we also made the case that the current promises of the
Liberal government need to be re-evaluated due to the negative effect they could easily have on
rental housing supply.

Here is a summary of the key points rental industry speakers associated with CFAA made in
their appearances at the HUMA Committee. The remarks and subsequent questions and
answers can be viewed by clicking on the links for the relevant dates at
https://www.ourcommons.ca/Committees/en/huma/Meetings.

At https://cfaa-fcapi.org/resources/submissions/, under “Financialization®, you can read:
¢ the full opening remarks made by each person, and
e the joint CFAA-FRPO written submission (“Brief”) to the HUMA Committee.

Christian Szpilfogel — EOLO - June 6, starting at 15:40:50

... the reason market rents are rising is because supply has lagged behind the growth in the
population and in rental demand. That is largely because of excessive government charges and
taxes that raise the cost of new housing development, and also because of delays in approving
new construction.

Regulating against financialization and seeking to limit REITs and other for-profit rental housing
providers would be counter-productive. It would reduce investment in new rental housing and in
modernizing aging rental stock. In a very short time such restrictions would reduce rental supply

| urge [the Committee] to recommend against restrictions on REITs or corporations, and against
new tax rules seeking to influence behaviour, especially in areas of provincial jurisdiction, like
rental laws.

John Dickie — CFAA — June 6, starting at 17:20:45

The purpose-built rental market totals 2.5 million homes. Besides that, there are a little over half
million rental homes in social housing, and then there are 2 million more rental homes ... in the
secondary rental market. The total rental supply across Canada is 5 million homes.
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Because of this widespread competition, ... large rental providers have no power to set rents
above the levels determined by supply and demand.

Another key issue is how much money rental providers make [from each dollar of rent]. [On
average,] paying the operating expenses of 45 cents, 36 cents for the mortgage and 11 cents
for major repairs and building modernization, leaves just 8 cent as the pre-tax return on each
dollar of revenue.

CFAA condemns any action to push people out of their homes. However, under our Constitution
it is up to the provinces to regulate and prevent such action. In addition, CFAA believes that
such action takes place only in very isolated cases; and that federal income tax law is not a
suitable tool to address that isolated behaviour.

Financialization is not nearly as significant an issue as it is said by some to be, and the
proposed “cures” being suggested to this Committee are much worse than the alleged “disease.

[For the proposed “cures”, see CFAA’s e-Newsletter of June 5, 2023.]
Tony Irwin — FRPO - June 9, starting at 08:57:55

In Ontario, over 80% of the existing purpose-built rental stock was built before 1980 — making it
over 43 years old. These buildings require significant modernization. Even with regular
maintenance, building elements eventually reach the end of their useful life and must be
replaced.

This includes ... roofs, balconies, heating equipment, elevators, windows, underground parking
structures and other building elements. Replacing any one of these could easily cost 20% of
the total annual building revenue, and this is before all the other expenses. [Recent real-life
examples were provided of projects costing 50% or 80% of the annual revenue.]

In Ontario, our rent control system consists of several major pillars, including:
o A maximum guideline rent increase tied to CPI. This has a hard cap of 2.5%, a level
significantly below current inflation, and

o An ability to apply for an above guideline increase, or an AGI, to cover a portion of
the cost of major repairs. The AGI process is highly regulated.

Some have argued that AGIs should be removed. However, with the annual rent increase
guideline capped at 2.5% and operating costs increasing at a much higher rate, there is no
other general mechanism to fund essential repairs in private market housing.

If we are not able to make essential repairs and replace building elements and share the cost
with residents, the stock will slowly go out of commission. Policies that further restrict capital
investment in a sector grappling with a significant supply shortage will only make matters worse.

Krish Vadivale — CFAA and Skyline — June 9, starting at 10:08:30

In Canada [today] the rate at which rents are increasing today is largely driven by demand for
rental housing, outpacing its supply.



On the demand side, you have a growing population, driven largely by immigration, dovetailed
with stricter rules for mortgage qualification that came into force over the past decade, which
make home ownership less attainable to first-time buyers, and so they rent.

On the supply side, you have increasing costs of operation, increasing costs to build, ... growing
not-in-my-backyard syndrome (“NIMBY-ism”) with respect to new developments ..., and ...
increasingly hostile sounding political rhetoric aimed at the largest providers of rental housing.
What [recently] cost somewhere around $400,000 per unit to build is now well over $500,000
per unit.

If the goal is to increase supply, one must either incentivize new housing supply, or remove or
reduce current disincentives (including the risk of negative outcomes, like vacancy control,
which would surely dry up supply).

If the end in mind is to have a rental housing landscape that is dynamic — that provides
Canadians with choice, both in terms of location and amenities — but is also largely affordable,
then large operators like Skyline Apartment REIT should be part of the solution — and we want
to be.

Additional information and speakers

At https://cfaa-fcapi.org/resources/submissions/, you can read
o the full opening remarks made by each person, or
o the joint CFAA-FRPO written submission (“Brief”’) to the HUMA Committee.

Other rental housing leaders also spoke for the rental industry, and especially the REITSs:
o Michael Brooks — REALPAC — June 6, 3:45 pm
o Dan Dixon —the REIT Group — June 9, 8:45 am

Steve Pomeroy also appeared on June 9, speaking for himself. He is a well-known housing
researcher, who tends to suggest government policy moves with no regard to property rights.
He explained the current rise in rents in the very same way as CFAA did. However, he went on
to recommend the removal of vacancy decontrol, “at least temporarily”.

Notably, in his opening remarks, he also said that financialization is not a key issue, or much of
an issue at all.

At 09:50:55, he advised against MP Kwan’s suggestion to charge higher mortgage costs to
discourage small investors from buying up properties to rent. Pomeroy said, “In some
jurisdictions like Australia and the UK, they actually use tax measures to encourage investment
by allowing investors to depreciate their [rental] assets, and deduct the depreciation against
their other income. The challenge here is that if we want to have a rental sector, we need rental
investors.”

In response to another question from MP Kwan, Pomeroy said, “[Rent control is not the best
measure.] The issue with rent control with rent control is that if it suppresses rents too much, it
is very good for tenants, but ... [the industry] simply won’t build. ... [Rent control] is rather a
blunt instrument. It's desirable to protect tenants, which is why protecting sitting tenants [tenants
who renew] is very important, but over-regulating can have unintended consequences as well.”
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That must have seriously annoyed the NDP, who are the main group promoting financialization
as a problem, and demanding tighter rent control, along with ACORN and the Federal Housing
Advocate.

The next stages in studying “financialization”

The HUMA Committee staff will write a draft report over the summer. The Committee will revise
the report, and issue it in the Fall. There can be a majority report and one or more minority
reports.

CFAA thanks the various people who worked with us to make the comprehensive set of
submissions to the HUMA Committee.



