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SUMMARY

In 2011, the Auditor General issued two separate audit reports relating to the Toronto
Community Housing Corporation (TCHC) as follows:

e Toronto Community Housing Corporation — Procurement Policies and Procedures
Are Not Being Followed

e Toronto Community Housing Corporation — Controls Over Employee Expenses
Are Ineffective

In view of the absence of basic internal controls identified in both reports, the Auditor
General determined that further audit work in other areas within TCHC should be
conducted during the balance of 2011.

One of the projects selected related to the procurement process at Housing Services Inc.
(HSI) asubsidiary of TCHC. While reviewing the governance structure at HSl, it
became apparent that there were a significant number of other subsidiary companies,
joint ventures, as well as two further minority equity investments. Our initia review of
these entities indicated that there had been minimal reporting to both the TCHC and the
City of any detailed information and, in particular, financial information. Consequently,
it was determined that a more detailed analysis of TCHC' s governance structure be
conducted.
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The detailed audit report entitled “ Toronto Community Housing Corporation — The City
and Toronto Community Housing Corporation Needs to Strengthen its Oversight of
Subsidiaries and Other Business Interests’ is attached to this report as Appendix 1. A
management response to each of the recommendationsin the report is attached as
Appendix 2.

RECOMMENDATIONS

The Auditor General recommendsthat:

1. The Chief Executive Officer review, and update as necessary, the original Framework
for the Establishment of Subsidiary Corporations with a view to briefing the new
Board of Directors and reporting publicly to the Shareholder regarding this
Framework.

2. The Chief Executive Officer, in consultation with the City Manager, review the
current Shareholder Direction in order to ensure that all provisions contained in the
Shareholder Direction are complied with.

3. The Chief Executive Officer prepare areport to the Shareholder on:

a.  Thebusiness case for each existing subsidiary corporation and significant
investment interest, providing background information on purpose, governance,
and other such information as may be relevant. Such information be reported in
each Annual Report to the Shareholder;

b. Any new subsidiaries or significant investment interests established by Toronto
Community Housing Corporation, at the earliest possible opportunity, in
keeping with the Shareholder Direction; and

c. Regquirementsfor financial and performance reporting to the City regarding
Toronto Community Housing Corporation subsidiary corporations and
significant investment interests.

4. The Chief Executive Officer, in consultation with the City Manager, update and
clarify the governance and accountability framework between the City and Toronto
Community Housing Corporation regarding both Toronto Community Housing
Corporation and its subsidiaries. Such framework include a direction regarding the
composition of Boards of Toronto Community Housing Corporation subsidiary
corporations and significant investment interests.

5. The Chair of the Toronto Community Housing Corporation Board of Directors, as
well asthe Chairs of the subsidiary Boards of Directors, in consultation with Legal
Counsel, implement a confidential reporting protocol with aview to reporting in
public to the greatest extent possible.
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6. The Chief Executive Officer complete plans for reviewing and updating internal
policies with aview to developing a harmonized, integrated corporate policy
framework, business practices, and internal controls.

7. The Chief Executive Officer evaluate the feasibility and associated risks of
integrating subsidiaries within Toronto Community Housing Corporation, giving
consideration to potential operational efficiencies, staff resource re-allocation, and
cost savings that can be gained from a more integrated operating structure.

8. The Chief Executive Officer, in conjunction with the recommended review of the
benefits of integration, conduct a comprehensive review of each subsidiary to
evauate whether the goals and benefits of their separate existence are being achieved
and continues to be the most appropriate governance structure.

9. Thisreport be forwarded to the City’ s Executive Committee for information.
Financial Impact

The implementation of recommendations in this report will address a number of
fundamental issues regarding the governance structure under which TCHC operates.
Further, the potential consolidation and coordination of certain TCHC and subsidiary
activities has the potential for cost savings and efficiencies. The extent of any resources
required or potential cost savings resulting from implementing the recommendationsin
thisreport is not determinable at thistime.

COMMENTS

TCHC has operated as an independent, City-owned corporation since January 1, 2002.
TCHC' s operational responsibilities include the management of both buildings and
tenancies within its portfolio of market value and subsidized rent-geared-to income
housing units.

A Shareholder Direction defines the corporate relationship between TCHC and the City
of Toronto, including principles of governance and accountability. The Shareholder
Direction is accessible at:

The Shareholder Direction alows the creation of subsidiary companies. In accordance
with this Shareholder Direction, the business and affairs of the subsidiaries are to be
managed or supervised by their respective Boards of Directors. Accountability is
maintained through Shareholder Directions established between TCHC and each of its
subsidiaries.

This report contains eight recommendations to address a number of issues regarding the

governance structure under which TCHC operates. The immediate priority of both the
TCHC and the City should be to clearly define the purpose and the roles and
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responsibilities of each one of the subsidiaries, joint ventures and other business
investments.

The reporting of financial results of TCHC' s subsidiary companies to both TCHC and the
City should be addressed.

Finally, the consolidation and coordination of certain TCHC and subsidiary activities has
the potential for cost savings and efficiencies.

CONTACT

Jerry Shaubel, Director, Auditor General’s Office
Tel: 416-392-8462, Fax: 416-392-3754, E-mail: jshaubel @toronto.ca

Ina Chan, Audit Manager, Auditor Genera’s Office
Tel: 416-392-8472, Fax: 416-392-3754, E-mail: ichan3@toronto.ca

SIGNATURE

Jeff Griffiths, Auditor General
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Appendix 1: Review of Toronto Community Housing Corporation — The City and
Toronto Community Housing Corporation Needs to Strengthen its
Oversight of Subsidiaries and Other Business Interests

Appendix 2 Management’ s Response to the Auditor General’ s Review of Toronto
Community Housing Corporation — The City and Toronto Community
Housing Corporation Needs to Strengthen its Oversight of Subsidiaries
and Other Business Interests
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EXECUTIVE SUMMARY

TCHC Toronto Community Housing Corporation (TCHC) was
incorporated in incorporated under the provisions of the Ontario Business
2000. City Corporations Act in 2000 and is wholly owned by the City of
approved a Toronto. In establishing TCHC, the City approved a
Shareholder Shareholder Direction that set guiding principles, high level
Direction objectives and expected accountability to the City.

The Shareholder Direction established TCHC as a non-profit
corporation operating at arm’s length from the City, under the
direction of an independent Board of Directors.

TCHC owns and manages housing for low and moderate

income tenants.
TCHC established In fulfilling its mandate, TCHC has established the following
a number of wholly owned subsidiary companies:
subsidiaries « Don Mount Court Development Corporation

e 2001064 Ontario Inc.

e Access Housing Connections Inc.

e Regent Park Development Corporation

e Housing ServicesInc.

e Toronto Community Housing Enterprises Inc.
e Railway Lands Development Corporation

e Toronto Affordable Housing Fund

In addition, TCHC also participates in a number of joint
ventures as follows:

e Dundas and Parliament Development Corporation

e Library District Inc.

e Parliament and Gerrard Development Corporation

e Regent Park Community Energy Inc.

e Regent Park Arts Non-Profit Development Corporation

TCHC has a 50 per cent ownership in each of the above entities
except in the case of Regent Park Community Energy Inc.
where its investment is 60 per cent.



TCHC also hasan
equity position in
anumber of other
entities

Subsidiary Task
Force established

Level of parent
oversight needsto
be balanced
against
independence

TCHC also has an ownership interest in a corporation known as
InnoServ Solar, which provides solar energy servicesto the
social housing sector. TCHC owns a 35 per cent interest in the
company.

Until recently Toronto Community Housing had a 35 per cent
interest in an entity known as Sparkle Income Fund. Sparkle
Income Fund itself had an interest in a number of subsidiary
companies. TCHC sold itsinterest to Sparkle' s management
group in late 2011.

In January, 2010 the previous Board of TCHC formed a
Subsidiary Review Task Force “to review the current subsidiary
structure in light of best practices and deliver recommendations
on aspects governing subsidiary oversight.”

The recommendations of the Subsidiary Review Task Force
were approved by the TCHC Board in August 2010 and related
to:

“1) Revamped Subsidiary Board/Officers Structure,
2) Key Mattersrequiring Parent Board Approval,
3) Annual and Quarterly Reporting, and
4) New Shareholder Direction.”

One of the overriding issues identified in the report of the Task
Force related to the level of oversight by TCHC. The Task
Force report stated that:

“it is appropriate for parent companies to require and exert
high level subsidiary oversight. Conversely, subsidiaries
need the latitude to manage their businesses and fulfill their
corporate goals. The key hereisto strike the balance
between parental oversight and subsidiary independence.”

While this comment specifically relates to the relationship of
TCHC with its own subsidiary companies, it applies equally to
the relationship of TCHC and its subsidiary companies with the
City.

While we recognize the need to “ strike the balance” between
parental oversight and subsidiary independence, the extent of
current TCHC and City oversight islimited particularly in
regards to the reporting of financial information of the
subsidiary companies, joint ventures and other business
interests to the City.
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Reporting to the
TCHC islimited

Reporting to the
City islimited

Subsidiary issues
require attention

The reporting to TCHC of the financial results of its
subsidiaries, joint ventures and other equity interests has been
l[imited and in some cases nonexistent. The Subsidiary Review
Task Force, in its recommendations to the Board, clearly
recognized its oversight responsibilities, particularly in terms of
financial reporting requirements.

While we are in agreement with the recommendations of the
Task Force, there has been no follow up to ensure that the
recommendations have been implemented. In particular, the
implementation of the recommendations should have been
applied retroactively to take into account the lack of review by
the former Board of prior years financial statements.

In addition, while the Task Force is accurate in its contention
that “substantially all of the joint venture entity statements are
currently audited”, a number of the subsidiary companies
financial statements have not been audited.

Further, the reporting of the financial results of TCHC
subsidiaries, joint ventures and other equity interests to the City
isgenerally restricted to high level information contained in
TCHC' s annual consolidated audited financial statements.
Based on our review it appears that the only reporting to the
City of each of these entities is the summarized and abbreviated
financial information contained in the notes to the consolidated
financial statements of TCHC.

While we have not reviewed in detail the financial information
of TCHC' s subsidiaries, joint ventures and other equity
investments it is apparent that there are a number of areas
requiring additional attention by both TCHC and the City. For
example:

e Access Housing Connections Inc. manages the wait list for
social housing providers across the City on behalf of the
City’ srequirements as Service Manager. Sinceits
incorporation in 2003, its financial statements have not been
subject to audit. TCHC has been meeting with the City
since 2010 to assess wait list services including whether or
not there are more cost effective ways of delivering the
services provided by the company.



Acquisitions of
minority interests
in contravention
of Shareholder
Direction

Equity investment
not a core
business

e Approximately 90 per cent of HSI’ s revenue is generated
from TCHC. A review should be conducted to determine if
there are more cost effective ways of delivering the services
provided by HSI.

e Regent Park Community Energy System Joint Venture has
incurred operating losses of $1.8 million in 2010 and $1.3
million in 2009. TCHC' s share of itsinvestment in the joint
ventureisin the range of $19 million. In view of the
recurring losses there is a need to articulate to both the
TCHC and the City the extent of projected financial results
and when the company is expected to attain profitability.

TCHC sminority interest in anumber of other business
interests is also an area requiring evaluation particularly in the
context of preparing and communicating to the City business
cases supporting the investments. The City, eventhoughitisa
100 per cent shareholder, has not been privy to decisions
pertaining to the acquisition of these investments.

TCHC aong with the City needs to evaluate whether or not
TCHC' srole should be to acquire minority equity investments
in for- profit corporations. The Shareholder Direction between
the City and TCHC specifically states that “subsidiaries may be
wholly owned or may be corporationsin which TCHC has a
majority interest.” The acquisition of business in which TCHC
has a minority interest isin contravention of the Sharehol der
Direction.

The recent sale of one of its equity investments Sparkle Income
Fund, as we understand, was due to the fact that the investment
was not regarded by TCHC management as coreto TCHC's
mandate. If thisisthe caseit bringsinto question why the
investment was originally contemplated at the time the
investment was made.

As the mandate of the Subsidiary Review Task Force focussed
on oversight issues, it did not specifically address the
significant financial implications of operating subsidiary
companies as independent and self sustaining entities.



Closer
coordination
between the City,
TCHC and its
subsidiaries would
be beneficial

Board
appointments
requirereview

The Shareholder Direction between TCHC and the City very
clearly recognizes the Board’ s authority to manage or supervise
the management of the business and affairs of TCHC and its
subsidiaries. However, the Shareholder Direction does not
preclude an integration or consolidation of certain functions
between TCHC, its subsidiaries and the City. An increased
coordination of procurement activities, information technology,
fleet management and a range of other activities would likely
generate cost savings and efficiencies and is an avenue that
should be explored.

Finally, there is a need to ensure that appointments to the
Boards of each of the subsidiary companies are fair and
transparent and, if deemed appropriate, are in accordance with
the City’s Public Appointments Policy and the Shareholder
Direction between the City and the TCHC. Further, thereisa
need to clearly clarify the term of office of each of the
Directors. We understand that these issues are currently under
consideration by TCHC.

Conclusion

This report addresses a number of fundamental issues regarding
the governance structure under which TCHC operates. The
immediate priority of both the TCHC and the City should beto
clearly define the purpose and the roles and responsibilities of
each one of the subsidiaries, joint ventures and other business
investments.

Thetimely and regular reporting of financial resultsof TCHC's
subsidiary companies to both the TCHC Board and City
Council should be addressed. It isinappropriate that the City as
a 100 per cent shareholder in TCHC is not provided with the
detailed financial results of all of its subsidiary companies. The
current level of reporting is not adequate.

Finally, the consolidation and coordination of certain TCHC
and subsidiary activities has the potential for efficiencies and
cost savings. Thisisan areathat requiresimmediate review in
order to realize both efficiencies and savings.



BACKGROUND

Operational
responsibilities

Financial
highlights

Corporate
governance

Creation of
subsidiaries

Toronto Community Housing Corporation (TCHC) has
operated as an independent, City-owned corporation since
January 1, 2002. TCHC's operational responsibilities include
the management of both buildings and tenancies within its
portfolio of market value and subsidized rent-geared-to income
housing units.

The TCHC has budgeted 2011 housing operation revenue of
$591 million and operating expenditures of $514 million. The
surplus cash flow from operations is necessary to help fund
investment in buildings and make contributions to capital
reserves.

TCHC isgoverned by a 13 member Board of Directors
appointed by the City comprising:

e the Mayor or amember of Council asthe Mayor’s designate
e 3 City Councillors

e 2 citizen members who are tenants, to be directly selected
by tenants and recommended to Council

e 7 citizen members

A Shareholder Direction defines the corporate relationship
between TCHC and the City of Toronto, including principles of
governance and accountability. The Shareholder Directionis
accessible at:

The Shareholder Direction allows the creation of subsidiary
companies. In accordance with this Shareholder Direction, the
business and affairs of the subsidiaries are to be managed or
supervised by their respective Boards of Directors.
Accountability is maintained through Shareholder Directions
established between TCHC and each of its subsidiaries.
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TCHC
subsidiaries
incorporated

TCHC joint
ventures
established

TCHC also hasan
equity position in
a number of other
entities

In 2003, the first four self-governing subsidiary corporations
were established based on a TCHC Board-approved governance
framework:

e Don Mount Court Redevelopment Corporation
o Regent Park Development Corporation

e Access Housing Connections Inc.

e Housing ServicesInc.

Since that time, TCHC has established the following additional
subsidiary corporations, joint ventures as well as made other
ownership investments:

Subsidiaries:
e 2001064 Ontario Inc.
e Toronto Community Housing Enterprises Inc.
e Railway Lands Development Corporation
o Toronto Affordable Housing Fund

Joint Ventures:

Dundas and Parliament Development Corporation
Library District Inc.

Parliament and Gerrard Development Corporation
Regent Park Community Energy Inc.

Regent Park Arts Non-Profit Development Corporation

TCHC has a 50 per cent ownership in each of the joint ventures
except in the case of Regent Park Community Energy Inc.
where itsinvestment is 60 per cent.

Other Ownership Interests

TCHC aso has an ownership interest in a corporation known as
InnoServ Solar, which provides solar energy servicesto the
socia housing sector. TCHC owns a 35 per cent interest in the
company.

Until recently, Toronto Community Housing had a 35 per cent
interest in an entity known as Sparkle Income Fund. TCHC
sold itsinterest to Sparkle’' s management group in late 2011.



Subsidiary Task A Subsidiary Task Force comprised of three non-Council

Force established members of the TCHC Board of Directors was convened in

in 2010 2010 to review the corporate structure. According to the Task
Force report to the Board of Directorsin July 2010, the
subsidiary model is used to achieve a number of goal s/benefits:

o Leverage core capabilitiesinto revenue generation
opportunities (e.g., HI core maintenance / operations
expertise);

e Focused management team with a single business purpose;

o Greater entrepreneurship and nimbleness to take advantage
of business opportunities; and

e Parent insulation from subsidiary’ s liabilities.”

Joint Ventures In addition to wholly owned subsidiaries, TCHC has
established established a number of joint ventures. According to the July
2010 Subsidiary Review Task Force Report

(http://www.torontohousing.ca/webfm send/6623/1):

“ Joint ventures are a special subset of subsidiariesin that
they are entities in which Toronto Community Housing has a
significant equity interest alongside a joint venture partner.
Joint ventures are strategic investments used to achieve
specific goals:

e Opportunistic investments in non-core business activities

e Joint Venture partners have specialized knowledge and
expertise that can be coupled with Toronto Community
Housing’s position as the largest landlord in Canada to
create mutual business opportunities

e Revenue generation with private sector discipline and
drivers

e Sharedrisk, capital, overhead and profits.”
Other business TCHC also holds a minority interest in a company known as

interests InnoServ Solar and until recently held aminority interest in a
company known as Sparkle Income Fund.
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The recommendations in the Subsidiary Review Task Force
report related to:

1) Revamped Subsidiary Board/Officers Structure,
2) Key Mattersrequiring Parent Board Approval,
3) Annual and Quarterly Reporting, and

4) New Shareholder Direction.

The recommendations of the Subsidiary Review Task Force
were approved by the Board.

AUDIT OBJECTIVES, SCOPE AND METHODOLOGY

2011 Audit Work In early 2011, the Auditor General issued two audit reports on
Plan the Toronto Community Housing Corporation (TCHC). These
reports were:

e Toronto Community Housing Corporation — Controls
Over Employee Expenses Are Ineffective

e Toronto Community Housing Corporation —
Procurement Policies and Procedures Are Not Being
Followed

Both reviews were restricted to TCHC and did not include a
review of the TCHC subsidiary companies, joint ventures or
other ownership interests.

The Auditor General’s 2011 audit work plan identified TCHC,
including its subsidiaries, as a priority for additional audits.

Extent and scope of During 2011, areview of the procurement process was

audit conducted at Housing ServicesInc. (HSI). During thisreview,
the specific reasons for the establishment of HSI as a separate
and distinct legal entity were the subject of discussion with the
Managing Director of TCHC. In addition, and in this context,
the specific reasons for the existence of certain other subsidiary
companies along with a number of joint ventures and other
business interests were areas of further discussion.



Objective of Review

Review
Methodology

The general lack of clarity in terms of the existence of the
subsidiaries, the purpose for the subsidiaries and an absence of
detailed financial information very clearly points to a need for
further review and analysis.

In general terms, the major objective of the review wasto
determine whether or not the provisions in the Shareholder
Direction between the City and TCHC were complied with.

Our review included the following:

Review of the original Shareholder Direction between
TCHC and the City of Toronto established in 2001

Review of TCHC annual reports to the City.

Review of the Shareholder Direction, Operating Level
Agreement, and the 2011-2013 Business Plan related to HSI

Review of the Shareholder Direction and Operating Level
Agreement with Access Housing Connections Inc.

Review of TCHC's Audited Financia Statementsfor the
Y ear Ended December 31, 2010

Review of the audited financial statements of HSI for the
year ended December 31, 2010

Review of the unaudited financial statements of Access
Housing Connections Inc. for the year ended December 31,
2010

Review of the financial statements of certain other
subsidiary companies including various joint ventures

Review of framework for the Establishment of TCHC
Subsidiary Corporations, November 2003

Review of management reports, documents, and other
records obtained during the course of other audits
conducted by the Auditor General in relation to TCHC and
its subsidiaries

Review of reportsissued by the Auditor General of Canada

related to the governance and accountability framework for
Crown Corporations.

Our review generally covered the period from the original
Shareholder Agreement between the City and TCHC to
December 2011.
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Compliance with
generally accepted
government
auditing standards

We conducted this performance audit in accordance with
generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide areasonable basis
for our findings and conclusions based on our audit objectives.
We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit
objectives.

AUDIT RESULTS

The Reporting of Subsidiary Company Activitiestothe TCHC Board isLimited

Task Force made
appropriate
recommendations

The Subsidiary Review Task Force made a number of valid and
fundamental recommendations to the Board of TCHC in its
report dated July 26, 2010. The Task Force included in its
recommendations that there be “quarterly and annual reporting
on:

e Business plan and financial budget performance
¢ Key performance indicators
e Enterprise risk mitigation strategy

The annual report will include annual financial statementsin
audited formif required by Toronto Community Housing. At
present, HS statements are audited and Housing Connections
are consolidated into the audited parent statements.
Substantially all the joint venture entity statements are
currently audited.”

The Task Force further advised the Board “that the
recommendations in this report be implemented effective 2010.”
In spite of the fact that the recommendations were approved by
the Board, they have not yet been implemented.
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Recommendations
not implemented

While we agree that “ substantially all the joint venture entity
statements are currently audited”, a number of the financial
statements of the subsidiary companies have not been audited.

Further, based on the information available to us, it appears that
limited financial information pertaining to the subsidiary
companies, the joint ventures and the other equity investments
has been reported to the TCHC Board.

The Reporting of Subsidiary Company Activitiesto the City isLimited

No requirement
for Council to
approve creation
of subsidiary
corporations

TCHC has
authority to
establish
subsidiaries

Framework for
establishing
subsidiaries not
presented to
Council

When the Shareholder Direction between TCHC and the City
was being established, a motion was made at the September 20,
2001 joint meeting of the City’ s Policy and Finance Committee
and Community Services Committee that the Shareholder
Direction be amended to specifically require Council approval
for the creation of any subsidiary companies.

In accordance with areport dated September 28, 2001 by the
City’ sthen acting Chief Administrative Officer, Council did
not adopt the motion at its meeting on October 2, 3, and 4, 2001
because it was considered inconsistent with its decision to
establish TCHC as an arm’ s length corporation. It was viewed
that such an amendment would result in the City assuming the
Board' s decision-making responsibilities. Therefore, the
Shareholder Direction empowered TCHC to create subsidiary
corporations at the sole discretion of the TCHC Board of
Directors.

In July 2003, around the time TCHC began the process of
establishing the first four subsidiary corporations, Council
requested the City’s Chief Administrative Officer to prepare a
report on parameters for TCHC subsidiary corporationsin
consultation with TCHC. While the Board of Directors of
TCHC received areport on aframework for the establishment
of TCHC subsidiariesin early 2004, thereis no record of such a
report being presented to Council.

Section (4.2.3) of the Shareholder Direction between TCHC
and the City provides that where TCHC creates asubsidiary, as
defined in the Shareholder Direction, it will inform the City of
this at the “ earliest possible opportunity, and include
information related to the purpose, governance, and other such
information as may be relevant.”
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City was not
informed of the
creation of
subsidiarieson a
timely basis

There is aso reference in the Shareholder Direction to the fact
that “ subsidiaries may be wholly owned, or may be
corporations in which TCHC has a majority interest.”

When the Don Mount Court Development Corporation was first
set up, a briefing note, containing the information required
under the Shareholder Direction, was provided to Council at its
meeting on April 14, 15 and 16, 2003 through the then Chief
Administrative Officer.

No report was provided to Council for any other TCHC
subsidiary. However, explanatory information concerning the
following TCHC' sfirst four subsidiaries was included in the
2005 Annua Report to the City:

e Don Mount Court Development Corporation
e Regent Park Development Corporation

e Access Housing Connections Inc.

e Housing ServicesInc.

The 2005 Annual Report to the City was received by Council at
its meeting on September 25, 26 and 27, 2006, more than two
years after certain of these subsidiaries were created.

In addition, included in the report is areference to the fact that

“TCHC isa partner in ajoint venture with other
owners/operators of multi-residential propertiesin the
provision of laundry services called Sparkle, and isthe
owner of 2001064 Ontario Limited which has no revenues
or expenses but holds the title to a property in downtown
Toronto used for office purposes.”

Since then, TCHC has reported to Council limited information
regarding any additional subsidiaries and other investment
interests. In particular, Council was not made aware of the
extent of TCHC’ s 35 per cent investment in Sparkle which was
contrary to the Shareholder Direction which required that

“ subsidiaries may be wholly owned or may be corporationsin
which TCHC has a majority interest.”
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No information
provided to
Council on certain
subsidiary
companies or
other investments

Audited financial
statements of
business interests
not submitted to
the City

Subsidiary
performance
information is not
forwarded to the
City

Asfar as we have been able to ascertain, there was never any
public discussion or report to the City regarding TCHC' s 35 per
cent investment in Sparkle. The primary and limited disclosure
of the investment was through TCHC' s audited financial
statements. Starting in 2005, the audited financial statements
indicated that TCHC had invested in Sparkle, together with
other landlords and investors.

The 2005 audited financial statements of TCHC indicated that
TCHC entered into along term license agreement with the
Sparkle Income Fund to install coin or card operated laundry
equipment in TCHC buildings.

The information pertaining to Sparkle contained in the 2005
TCHC annual financial statementsis brief and consists, for the
most part, of summarized high level financia information.

To the best of our knowledge financial statements of Sparkle
have never been submitted to the City.

There is aso aquestion as to whether TCHC’ s minority interest
in Sparkle was in accordance with the Shareholder Direction
requiring that TCHC be allowed to invest only in wholly owned
subsidiary companies or in corporationsin which TCHC hasa
majority interest.

TCHC' s Board of Directors requires subsidiaries to submit
quarterly reports on key performance areas, including financial
indicators and select operational performance indicators.
However, this performance information is not forwarded to the
City.

The quarterly reports together with annual financial reports
presented at the subsidiaries’ Annual General Meetings, serve
as the primary accountability mechanismsto assure the TCHC
Board that its subsidiaries are operating in an efficient manner
in line with the key objectives and that intended outcomes are
being met.
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Financial
statements should
be audited

Not all
subsidiaries make
financial and
performance
information
publicly available

While the mgjority of the subsidiary companies and the joint
ventures produce audited financial statements, there are a
number of entities which do not. For example, audited
financia statements are not produced for Access Housing
Connections Inc. or Library District Inc. The financial
activities of Access Housing Connections Inc. are significant
and, as such, should be subject to audit.

Certain operating subsidiaries make financial and performance
information available publicly on their websites. For example,
Access Housing Connections Inc.'s quarterly performance
reports for 2010 and 2011 were received publicly by the
Corporate Affairs Committee of the TCHC Board and posted
on both the TCHC and Housing Connections website. HSI's
quarterly performance reports and annual reports including
financia statements are not received publicly by the TCHC
Board. We have been advised that the reason for this relates to
the fact that HSI competes with the private sector and, as such,
any public disclosure of financial information would impact its
competiveness.

Recommendations:

1. TheChief Executive Officer review, and update as
necessary, the original Framework for the
Establishment of Subsidiary Corporationswith a view
to briefing the new Board of Directorsand reporting
publicly to the Shareholder regarding this Framework.

2. The Chief Executive Officer, in consultation with the
City Manager, review the current Shareholder
Direction in order to ensurethat all provisions
contained in the Shareholder Direction are complied
with.
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3. TheChief Executive Officer prepareareport to the
Shareholder on:

a. Thebusiness casefor each existing subsidiary
cor por ation and significant investment interest,
providing background information on purpose,
gover nance, and other such information as may
berelevant. Such information bereported in
each Annual Report to the Shareholder;

b.  Any new subsidiariesor significant investment
interests established by Toronto Community
Housing Cor poration, at the earliest possible
opportunity, in keeping with the Shareholder
Direction; and

c. Reguirementsfor financial and performance
reporting to the City regarding Toronto
Community Housing Cor poration subsidiary
cor por ations and significant investment
interests.

Board Appointmentsto Subsidiary Cor porations

TCHC Board sets
out director
gualification
criteriafor
subsidiary boards

The City’sPublic
Appointments
Policy does not
preclude
employees from
appointment to
Boards of
subsidiaries

All of TCHC' s subsidiaries are governed by and report to their
own Board of Directors. Each Board is required to oversee the
management of the subsidiary corporation and hold
management responsible for the corporation’s financial,
operational, and strategic performance.

At the time the first four major subsidiaries were formed in
2003, TCHC' s Board set out director qualification criteriafor
the subsidiary boards, and approved a policy defining the
selection and nomination process for each subsidiary. The
TCHC Board directed that TCHC' s Chief Executive Officer
(CEO) and Chief Financial Officer (CFO) be appointed to each
subsidiary board.

The City’s Public Appointments Policy governing
appointments to City Agencies, Boards, Commissions and
Corporations states that City employees and employees of the
City’ s Agencies, Boards, Commissions and Corporations are
not eligible for appointment to any City agency, board,
commission or corporation.

However, according to a 2006 Report by the City Manager, the
Policy does not apply for appointments to subsidiaries of
corporations owned by the City.
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Board
appointments
should bere-
evaluated

Length of term of
Directors should
be reviewed

In view of the number of subsidiary companies and particularly
taking into account the time commitments required of staff to
sit on these boards, this issue should be reevaluated in order to
determineif the current appointment process is appropriate.

Further, the Public Appointments Policy makes reference to
Terms and Length of Service for Directors.

“For corporations established under the Ontario Business
Corporations Act (OBCA), Ontario Corporations Act or the
Canada Corporations Act, the term for citizensis 2 years.
Incumbents may be reappointed at the pleasure of Council
for a renewal period of 2 years without a recruitment
process. A full recruitment processis conducted every 4
years.

The maximum number of consecutive 2-year terms for any
citizen member on the board of directorsis4.”

It is our understanding that a number of Directors have been on
the board of one of the subsidiary companies since 2002.

We have been advised that the Board structure of each of the
subsidiariesis currently under review and consequently now
would be an opportune time to solicit input from the City.

Recommendation:

4. The Chief Executive Officer, in consultation with the
City Manager, update and clarify the governance and
accountability framework between the City and
Toronto Community Housing Cor por ation regarding
both Toronto Community Housing Cor poration and its
subsidiaries. Such framework include a direction
regar ding the composition of Boards of Toronto
Community Housing Cor poration subsidiary
cor por ations and significant investment inter ests.

TCHC Subsidiary Business Conducted In Camera

City corporations
arenot required to
have open
meetings unless
directed by
Council

Under the City of Toronto Act, 2006, al meetings of City
Council, itslocal boards and committees must be open to the
public, unless otherwise required or permitted by law. A
meeting can only be closed if the subject of debate falls under
one of the exceptions to the open meeting rules.
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Shareholder
Direction includes
objectivesto
conduct business
in an open and
transparent
manner

Subsidiary
business decisions
are often reported
and discussed in-
camera

City corporations operating under the Ontario Business
Corporations Act, such as TCHC, are not required to have open
meetings unless Council as the shareholder so directs.

When TCHC was established, it was a matter of Board policy
to ensure and enable public access to agenda items of their
Board meetings. The Shareholder Directions between TCHC
and its two operating subsidiaries, HSI and Access Housing
Connections al so includes objectives related to open and
transparent business processes. In recent years, TCHC and its
subsidiary Boards have not complied with the Sharehol der
Direction in conducting business in an open and transparent
manner.

Virtually al HSI Board meeting discussions occur in camera.
Since the vast mgjority of HSI’ s work (90%) is conducted on
behalf of TCHC the extent of in camera meetings should be re-
evaluated.

The Subsidiary Task Force report to the Board of Directorsin
July 2010 recommended a revised template for subsidiary
corporation Shareholder Directions. The suggested template no
longer includes any objectives related to open and transparent
business processes.

Recommendation:

5. TheChair of the Toronto Community Housing
Corporation Board of Directors, aswell asthe Chairs
of the subsidiary Boards of Directors, in consultation
with Legal Counsel, implement a confidential reporting
protocol with aview toreportingin public to the
greatest extent possible.

Inconsistent Business Practices and Controls I mpede Operational Efficiency

Similar policies
and procedures
are adopted but
are implemented
inconsistently

In the past, TCHC and its subsidiaries adopted similar financial
and administrative policies and procedures. However,
throughout the enterprise, these policies and procedures were
inconsistently implemented.
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Shared services A coordinated “shared-services’ approach to managing

approach can administrative services across TCHC and its subsidiaries can

eliminate more efficiently and effectively support the enterprise’ s focus
duplication of on stewardship. Adopting and implementing practices

effort consistently across the enterprise can eliminate duplication of

efforts to improve controls and implement monitoring.

The potential for shared servicesin the following areas should
be considered:

Procurement

Invoice and Payment Processing
Employee Expenses

Fleet Management

Information Technology

I ntegration can Furthermore, adopting a shared-services approach may foster
help identify areas increased integration of corporate planning and performance
where additional reporting. Merging these functions for the enterprise asa
streamlining can whole, can help to identify areas where streamlining of business
occur processes can occur.

Recommendation:

6. The Chief Executive Officer complete plansfor
reviewing and updating internal policieswith a view to
developing a harmonized, integrated cor por ate policy
framework, business practices, and internal controls.

Achieve Cost Savings By Optimizing Staffing and Reallocating Redundant Roles

Savingsthrough The current operating subsidiary structure results in higher

integration of staff costs and hinders integration and coordination between

TCHCand HSI TCHC and subsidiary staff. Potential cost savings and

are possible efficiency gains could be achieved through a more integrated
model.

Optimal level of A review should be performed to determine the optimal level of

staffing should be staffing to eliminate inefficiencies due to duplication in asset

determined and project management efforts at the parent and subsidiary.

Consideration should aso be given to the cost of in-house
resources compared to the use of outsourced construction
management services. Management has indicated that this
project is underway.

-19-



Further, the activities of Access Housing Connections Inc. are
conducted separately and independent from TCHC. We have
not reviewed the operations of Access Housing Connections
Inc. other than areview of its unaudited financial statements as
at December 31, 2010.

Consolidation of In any event an evaluation should be conducted to determine

operations should whether or not there are more cost effective ways of providing

be considered the same service. Cost savings and efficiencies could be
significant.

Recommendation:

7. The Chief Executive Officer evaluate the feasibility and
associated risks of integrating subsidiaries within
Toronto Community Housing Cor poration, giving
consider ation to potential operational efficiencies, staff
resour cere-allocation, and cost savingsthat can be
gained from a moreintegrated operating structure.

Need for Comprehensive M easurement of Value Delivered By Subsidiary
Corporations

TCHC Board TCHC' s Board of Directors set out a Framework for Establishing
recommended Subsidiary Corporationsin 2003. The Framework recommended
periodic that comprehensive assessments of each subsidiary relationship be
assessments of periodically performed. The purpose of these reviews would be to
the subsidiary ensure that the corporate structure remains sound and continues to
relationship be appropriate and beneficial. Such reviews would confirm
structure whether the goals and benefits of maintaining separate subsidiary

relationships are being achieved.
These reviews have not been conducted.

Recommendation:

8. TheChief Executive Officer, in conjunction with the
recommended review of the benefits of integration,
conduct a comprehensive review of each subsidiary to
evaluate whether the goals and benefits of their separate
existence are being achieved and continuesto be the most
appropriate gover nance structure.
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CONCLUSION

Theissuesidentified in this report point to a need to revisit
TCHC' s corporate structure particularly the relationship of the
City and the TCHC with its subsidiary companies, joint
ventures and other business investments. Addressing the
recommendations in this report will strengthen the governance
and accountability framework for TCHC and its subsidiaries.

In addition, the implementation of recommendationsin this report
can result in operational efficiencies and cost savings from
increased cooperation, coordination, and integration between
the City, TCHC and its subsidiaries.
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Management’s Responseto the Auditor General’s Review of
The City and Toronto Community Housing Cor por ation Needsto Strengthen its
Oversight of Subsidiaries and Other Business I nterests

APPENDIX 2

Rec Recommendation Agree | Disagree M anagement Comments: Action Plan/
No X) xX) Time Frame
1. | The Chief Executive Officer review, X July 2011 Board orientation included June 30/12 through the Corporate
and update as necessary, the original abbreviated information on subsidiary and Governance Risk and Human
Framework for the Establishment of nominee corporations. Further detailed Resources Committee and Toronto
Subsidiary Corporationswith a view information will be provided. Community Housing Board
to briefing the new Board of Directors Materials available on Board portal include
and reporting publicly to the above organization chart. o
Shareholder regarding this Dgtaled information on the subsidiaries
Framework. will be forwarded to the shareholder.
2. | The Chief Executive Officer, in X Awaiting new Shareholder Direction as per Q2/12

consultation with the City Manager,
review the current Shareholder
Direction in order to ensurethat all
provisions contained in the
Shareholder Direction are complied
with.

Council March 2011
In the meantime TCHC will comply with
the current Agreement
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Management’s Responseto the Auditor General’s Review of
The City and Toronto Community Housing Cor por ation Needsto Strengthen its
Oversight of Subsidiaries and Other Business I nterests

APPENDIX 2

Z

Recommendation

Agree
X)

Disagree
X)

M anagement Comments:

Action Plan/
Time Frame

The Chief Executive Officer preparea
report to the Shareholder on:

a. Thebusiness case for each existing
subsidiary cor poration and
significant investment interest,
providing background information
on pur pose, gover nance, and other
such information as may be
relevant. Such information be
reported in each Annual Report to
the Shareholder;

b. Any new subsidiaries or significant
investment inter ests established by
Toronto Community Housing
Corporation, at the earliest
possible opportunity, in keeping
with the Shareholder Direction;
and

By Q2/12 (In Progress)

To be provided annually

c. Requirementsfor financial and
performancereporting to the City
regarding Toronto Community
Housing Cor poration subsidiary
cor por ations and significant
investment interests.

Consolidated Audited Financial
Statements completed according to GAAP
submitted to the City. The issue of the
submission of all other reportsto the City
will be reviewed with the Board and the
City
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Management’s Responseto the Auditor General’s Review of
The City and Toronto Community Housing Cor por ation Needsto Strengthen its
Oversight of Subsidiaries and Other Business I nterests

APPENDIX 2

Z

Recommendation

Agree
X)

Disagree
X)

M anagement Comments:

Action Plan/
Time Frame

The Chief Executive Officer, in
consultation with the City Manager,
update and clarify the gover nance
and accountability framework
between the City and Toronto
Community Housing Cor poration
regarding both Toronto Community
Housing Corporation and its
subsidiaries. Such framework include
adirection regarding the composition
of Boards of Toronto Community
Housing Corporation subsidiary

cor por ations and significant
investment interests.

Already changed at hsi. In Q4/11 external
board disbanded and January/12 a new
internal Board established. During same
timeframe, the AHCI board was advised
of direction to consider internal board.
The composition of the Boards of other
subsidiary companiesisalsoin the
process of amendment

In progress and to be confirmed in
Q2/12

The Chair of the Toronto Community
Housing Cor poration Board of
Directors, aswell asthe Chairs of the
subsidiary Boards of Directors, in
consultation with Legal Counssl,
implement a confidential reporting
protocol with aview toreportingin
public to the greatest extent possible.

e Q3/12 work plan of the Corporate
Governance Risk and Human
Resources Committee
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Management’s Responseto the Auditor General’s Review of
The City and Toronto Community Housing Cor por ation Needsto Strengthen its
Oversight of Subsidiaries and Other Business I nterests

APPENDIX 2

the feasibility and associated risks of
integrating subsidiaries within
Toronto Community Housing
Corporation, giving consideration to
potential operational efficiencies, staff
resour ce re-allocation, and cost
savingsthat can be gained from a
mor e integrated operating structure.

process was presented to the
Corporate Governance Risk and

Human Resources Committeein 2011.

In November 2011, the external
auditor reviewed accounting for
subsidiary and joint ventures with
Corporate Affairs and Audit
Committee of the board and identified
control recommendations as low to
moderate risk in the context of their
materiality level. TCHC will further
review from an operational
perspective

Rec Recommendation Agree | Disagree M anagement Comments: Action Plan/
No X) xX) Time Frame
6. The Chief Executive Officer evaluate X The policy review schedule and Many policies and procedures

throughout 2011 have been
reviewed by Toronto Community
Housing and its subsidiaries for
consistency and alignment (code
of conduct, conflict of interest,
employee expenses, etc)
Throughout 2012 we continue to
review the rest of the policiesi.e.
fleet, procurement, etc)
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Management’s Responseto the Auditor General’s Review of
The City and Toronto Community Housing Cor por ation Needsto Strengthen its
Oversight of Subsidiaries and Other Business I nterests

APPENDIX 2

the feasibility and associated risks of
integrating subsidiaries within
Toronto Community Housing
Corporation, giving consideration to
potential operational efficiencies, staff
resour ce re-allocation, and cost
savingsthat can be gained from a
mor e integrated operating structure.

and subsidiaries operating plans of 2011
and future operating plans, thereisa
shared service plan initiative to bring all
corporate functions into an Enterprise
Shared Service Framework. The shared
service model isin place for the following
disciplines Human Resources/L abour
Relations, Information Management and
Information Technology, Legal,
Communications and Procurement. The
plan also stipulates creating alignment
with the City of Toronto for further
efficiencies where possible.

AHCI and Toronto Community Housing
Corporation are participating in the City’s
review of itswaiting list services. The
outcome of the review will impact this
recommendation.

Rec Recommendation Agree | Disagree M anagement Comments: Action Plan/
No X) xX) Time Frame
7. The Chief Executive Officer evaluate X As part of Toronto Community Housing In Q3 2011 Toronto Community

Housing (TCH) and subsidiaries
consolidated Procurement under
one Director reporting to CFO.
Procurement is working with the
City of Toronto for further
synergies.

In 2011 TCH and subsidiaries
developed an IT 5 year plan
requiring consolidation of 1T; will
report into the CFO of TCH by Q1
2012

February 2012, Asset
Management, Energy and HSI are
reporting to one Executive of the
Enterprise. A Portfolio
Management Practice has been
developed and implementation
will be completed by 2012.

TCH and subsidiaries will
consolidate Finance into the
shared model reporting to CFO of
TCH by Q3 2012

Fleet Management has been
consolidated, working with the
City to manage Fleet for TCH.
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Management’s Responseto the Auditor General’s Review of
The City and Toronto Community Housing Cor por ation Needsto Strengthen its
Oversight of Subsidiaries and Other Business I nterests

APPENDIX 2

conjunction with the recommended
review of the benefits of integration,
conduct a comprehensive review of
each subsidiary to evaluate whether
the goals and benefits of their

separ ate existence are being achieved
and continuesto be the most
appropriate governance structure.

of HSI and Toronto Community Housing
Executives late 2010, athree year plan
was devel oped and approved February
2011 and the success of the execution of
the plan will determine the viability of the
subsidiary

Rec Recommendation Agree | Disagree M anagement Comments: Action Plan/
No X) xX) Time Frame
8. The Chief Executive Officer, in X A review of HSI was completed by Board Each subsidiary or joint venture

will be reviewed by the CEO of
Toronto Community Housing , the

following have been reviewed, nsi,
Access Housing Connectionsinc, Regent Park
Development corporation, Regent Park Energy inc.

and Railway Lands Devel opment Corporation and
the remaining few subsidiaries
will be reviewed by Q4/2012 with
recommendations of reasons for
their existence to Board of
Toronto Community Housing
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