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LIQUIDITY AND FINANCIAL CONDITION 

 

Liquidity and Capital Resources 

 

Management ensures there is adequate overall liquidity to fund repairs and maintenance expenditures and property 

capital investment commitments and distributions to Unitholders and to provide for future growth in the business. CAPREIT 

finances these commitments through: (i) ACFO; (ii) mortgage debt secured by its investment properties; (iii) secured short-

term debt financing with three Canadian chartered banks; and (iv) equity and funds reinvested from is DRIP. Management’s 

assessment of CAPREIT’s liquidity position continues to be stable for the foreseeable future based on its evaluation of 

capital resources as summarized below: 

 

i) CAPREIT’s business continues to be stable and is expected to generate sufficient ACFO to fund the current level 

of distributions. Management expects the combination of the current level of funds reinvested from its DRIP, ACFO 

in excess of distributions declared, mortgage top-ups and the available borrowing capacity of the Credit Facilities 

to be sufficient to fund its ongoing property capital investments.  

 

ii) Management believes CAPREIT is well-positioned to meet its mortgage renewals and refinancing goals for 2017 

due to the continuing availability of CMHC-insured financing. Management does not anticipate any material 

difficulties in completing the renewal of mortgages maturing during 2017 of approximately $3.2 million, which 

have an effective interest rate of approximately 3.16%, and refinancing approximately $28.7 million of principal 

repayments through 2017 with new mortgages.  

 

iii) Investment properties with a fair value of $8.1 billion have been pledged as security as at September 30, 2017. 

In addition, CAPREIT has investment properties with a fair value of approximately $289.2 million as at September 

30, 2017 that are not encumbered by mortgages and secure only the Acquisition and Operating Facility. CAPREIT 

intends to maintain unencumbered investment properties with an aggregate fair value in the range of $150 million 

to $180 million over the long term. 

 

iv) Effective June 30, 2017, CAPREIT amended its credit agreement to, among other things: (i) allow for US base 

rate and US LIBOR advances and (ii) amend the “conversion date”, for when the revolving facility converts to a 

two-year non-revolving term facility, to June 30, 2018. 

 

v) Effective June 30, 2016, CAPREIT amended and restated its credit agreement to, among other things: (i) increase 

its credit facilities to $505.0 million in the aggregate; (ii) increase the maximum amount of its existing $340.0 

million revolving credit facility to $440.0 million (the “Acquisition and Operating Facility”); (iii) add an additional 

lender in the syndicate thereto; (iv) amend the tangible net worth requirement to $1,500,000; and (v) extend the 

maturity date of the existing $65.0 million non-revolving term credit facility to June 30, 2021. 

 

vi) In respect to the Acquisition and Operating Facility, the aggregate amount of euro LIBOR borrowings at any time 

shall not exceed €150.0 million while the Canadian dollar equivalent of the aggregate principal amount of all 

advances (including the euro LIBOR and US LIBOR borrowings) under the Acquisition and Operating Facility shall 

not exceed $440.0 million. 

 

vii) CAPREIT has a $65.0 million credit facility on two of the MHC land lease sites bearing interest at the bankers’ 

acceptance rate plus 1.4% per annum. This credit facility is a non-revolving term credit facility, and any principal 

amount repaid under this facility may not be reborrowed maturing June 30, 2021. There is an interest rate swap 

agreement on this facility, fixing the bankers’ acceptance rate to 2.20%, maturing in September 2022. The swap 

agreement fixes the all-in rate of the loan at 3.60% for a five-year term. 

 

viii) As at September 30, 2017, CAPREIT has US LIBOR borrowings of USD $186,436 that bears US LIBORO rate plus 

a margin of 1.65% per annum (included in mortgages payable). CAPREIT has euro LIBOR borrowings of €20,000 

included in bank indebtedness that bears interest at the euro LIBOR rate plus a margin of 1.65% per annum. The 

margins are renegotiated annually. The interest rate on the Acquisition and Operating Facility is determined by 

interest rates on prime advances and bankers’ acceptances utilized during the year. The Acquisition and 

Operating Facility matures on June 30, 2020. 
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ix) On July 11, 2016, CAPREIT announced it had agreed to sell, subject to regulatory approval, 4,660,000 Units for 

$32.20 per Unit for aggregate gross proceeds of $150.1 million on a bought-deal basis with an over-allotment 

option. The transaction closed on August 3, 2016 and under the over-allotment option, 466,000 additional Units 

were also issued on August 3, 2016 for gross proceeds of $15.0 million. CAPREIT used the net proceeds of the 

offering to repay a portion of its borrowings under its Acquisition and Operating Facility. 

 

In order to maintain and enhance its CMHC-insured financing program, and consistent with CMHC’s risk management 

practices involving large borrowers, CAPREIT has entered into an agreement with CMHC (the “Large Borrower Agreement” 

or “LBA”). Other than improving the efficiency and consistency of such processes, the LBA has not materially affected the 

manner in which CAPREIT conducts its business or its approach to mortgage financing. The LBA provides for, among other 

things: 

i) Enhanced disclosure to CMHC; 

 

ii) Certain financial covenants and commitments and limitations on indebtedness, none of which are inconsistent with 

CAPREIT’s current requirements under its DOT and existing credit and mortgage facilities; 

 

iii) The posting of a revolving letter of credit with respect to certain capital expenditures on a portfolio basis, rather 

than an individual property basis; and 

 

iv) Cross-collateralization of mortgage loans for certain CMHC-insured mortgage lenders. 

 

CAPREIT is in compliance with all its investment and debt restrictions and financial covenants contained in the DOT, the LBA 

and the Credit Facilities. Under the terms of the LBA, total indebtedness of CAPREIT is limited to the greater of (i) 60% of 

Gross Book Value determined on a fair value basis, or (ii) 70% of Gross Book Value determined on a historical basis, and 

may only be increased above such limits with CMHC’s consent. Under the LBA, financial covenants are not significantly 

different than those required under the DOT or Credit Facilities other than as described above.  

 

The working capital deficiency, as presented on CAPREIT’s consolidated balance sheets as at September 30, 2017, which 

includes non-cash Unit-based compensation liabilities, is managed through the available liquidity under the Credit Facilities 

as well as the ongoing refinancing of mortgages payable.  

 
The table below summarizes CAPREIT’s bank indebtedness position as at September 30, 2017 and December 31, 2016: 
 
As at September 30, 2017   

   Acquisition and 

($ Thousands)   Operating Facility 

Facility  $ 440,000 

Less:     US LIBOR Borrowings(1)   (233,376) 

            Euro LIBOR Borrowings   (29,484) 

Bank Indebtedness   (112,881) 

Letters of Credit    (6,090) 

Available Borrowing Capacity  $ 58,169 

Weighted Average Floating Interest Rate    2.75% 

    

As at December 31, 2016    

   Acquisition and 

($ Thousands)   Operating Facility  

Facility  $ 440,000 

Less:     Euro LIBOR Borrowings(1)   (131,630) 

Bank Indebtedness   (26,408) 

Letters of Credit   (6,040) 

Available Borrowing Capacity  $ 275,922 

Weighted Average Floating Interest Rate   2.55% 

(1)   Included in mortgages payable. 
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CAPREIT's key liquidity metrics are summarized as follows:      

As at September 30,   2017 2016 

      

Mortgage Debt to Gross Book Value    43.13%  43.51% 
Total Debt to Gross Book Value    44.76%  44.31% 
Total Debt to Gross Historical Cost(1)   56.02%  54.17% 
Total Debt to Total Capitalization(4)   45.38%  45.05% 
      
Debt Service Coverage Ratio (times)(2)   1.64  1.63 
Interest Coverage Ratio (times)(2)   3.21  3.05 
      
Weighted Average Mortgage Interest Rate(3)   3.00%  3.25% 
Weighted Average Mortgage Term to Maturity (years)    5.73  6.20 

(1)   Based on the historical cost of investment properties.       
(2)   Based on the trailing four quarters ended September 30, 2017. 
(3)   Weighted average mortgage interest rate includes deferred financing costs and fair value adjustments on an effective interest 

       rate basis. Including the amortization of the realized component of the loss on settlement of $32.5 million included in AOCL, the  

       effective portfolio weighted average interest rate at September 30, 2017 would be 3.09% (September 30, 2016 - 3.37%). 

(4)   Based on the market capitalization as defined in the Peformance Measures table of the MD&A, plus total debt. 

 

 

As at September 30, 2017, the overall leverage represented by the ratio of total debt to gross book value was 44.76% 

compared to 44.31% for the same period last year. As at September 30, 2017, CAPREIT’s total debt was 45.38% of 

total market capitalization compared to 45.05% for same period last year.  

 

The effective portfolio weighted average interest rate has declined from 3.25% as at September 30, 2016 to 3.00% as 

at September 30, 2017, which Management expects could result in continued interest rate savings in future years. 

Management believes that as CAPREIT’s refinancing plan continues to be realized, there may be scope to further reduce 

the effective portfolio weighted average interest rate based on foreseeable market conditions. Management is also 

focused on ensuring the portfolio weighted average term to maturity remains above the five-year range or longer and 

expects to gradually extend the term, while continuing to balance the maturity profile.  

 

Mortgages Payable 

 

CAPREIT takes a conservative approach and actively manages its mortgage portfolio to reduce interest costs while ensuring 

it is not overly exposed to interest rate volatility risk. Management takes a portfolio approach to its mortgage debt, 

proactively staggering maturities to reduce risk while taking advantage of the current low interest rate environment.  

 

CAPREIT focuses on multi-unit residential real estate, which is eligible for government-backed insurance for mortgages 

administered by CMHC, which benefits CAPREIT in two ways: 

 

 CAPREIT obtains lower interest rate spreads for mortgage financing; and 

 

 CAPREIT’s overall renewal risk for mortgage refinancings is reduced as the mortgage insurance premium is 

transferable between approved lenders and is effective for the full initial amortization period of the underlying 

mortgage ranging between 25 and 35 years. 
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As at September 30,   2017   2016 

       

Percentage of CMHC-Insured Mortgages(1)   97.0%   96.5% 
Percentage of Fixed-Rate Mortgages   100.0%   99.0% 

(1)   Excludes the mortgages on the MHC land lease sites, the US LIBOR borrowings, and European financings. 

 

The following table summarizes the changes in the mortgage portfolio during the years: 

 
As at September 30,   2017   2016 

($ Thousands)       

Balance, Beginning of the Period  $ 3,492,923  $ 3,097,773 
       

Add:    New Borrowings on Acquisitions   290,529   198,622 
Assumed   3,713   25,356 
Refinanced   340,477   249,709 
Foreign Currency Translation   (469)   (1,829) 

Less:     Mortgage Repayments   (90,817)   (75,572) 
Mortgages Matured   (266,575)   (111,587) 
Mortgages Repaid on Dispositions of Investment Properties    (1,356)   (26,407) 
Change in Deferred Financing Costs, Fair Value Adjustments, Net   (1,288)   (999) 

Balance, End of the Period  $ 3,767,137  $ 3,355,066 

 

The following table presents refinancings, weighted average interests rates obtained, and mortgage top-ups closed or 

committed up to November 6, 2017, as well as those expected for the remainder of 2017. 
  Original (1)    New (1),(2)  Weighted    

  Original Stated  New  Stated  Average  Top-Up  

  Mortgage Interest   Mortgage  Interest   Term on New  Financing   

($ Thousands)  Amount Rate   Amount  Rate  Mortgages (Yrs)  Amount  
First Quarter $  24,021  4.55%  $  45,280   2.97%    9.9 $  21,259  

Second Quarter   79,484  4.59%   139,005   2.60%    8.7   59,521  

Third Quarter(3), (4)  163,070  2.53%    156,192   1.38%    3.0  (6,878)  

Acquisitions(4)  - -    290,529   1.73%    5.8   290,529  

Total and Weighted Average $  266,575  3.33%  $ 631,006   1.92%    6.1 $  364,431  

               

Subsequent to September 30, 2017:               

Committed or Completed  - -   -  -   -  -  

Acquisitions  - -   -  -   -  -  

Expected for the Remainder of 2017 3,244  3.64%   14,100  -   -  10,856  

Grand Total and Weighted Average $ 269,819  3.33%  $ 645,106   1.92%   - $ 375,287  

(1)   Weighted average.  
(2)   Excludes CMHC, other financing costs, and hedge impact.   

(3)   A negative top-up represents a greater number of mortgages discharged compared to mortgages refinanced.  

(4)   Includes the settlement of Euro LIBOR borrowings and subsequent financing of US LIBOR borrowings of $129.3 million  
       included in the third quarter and $112.7 million in acquisitions (excluding foreign currency adjustments).  

 

 

For purposes of estimating top-up financing potential, the following table provides annualized NOI for those properties 

with mortgages maturing over the next five years and beyond. A property’s full NOI is included in the first year in which 

a mortgage matures. The balance of mortgages remaining on the same property but maturing in other years is also shown. 

Management expects to raise between $185 million and $225 million in total mortgage renewals and refinancings for 

2017 excluding financings on acquisitions and financing on US LIBOR borrowings.  

 



CAPREIT – THIRD QUARTER 2017 MD&A 

- 45 - 

As at September 30, 2017       

($ Thousands)            

     Mortgages on the       

Year of   Mortgage   Same Properties   Total  NOI of  

Maturity Maturities (1) Maturing in Other (1) Mortgages Properties  

with Maturing 

Mortgage(s)  

(2),(3) 

2017 $ 3,244  $ -  $ 3,244 $ 295  

2018  114,789   17,290   132,079  18,644  

2019  273,324   56,001   329,325  47,005  

2020  459,569   50,205   509,774  32,546  

2021  349,066   (32,852)   316,214  47,702  
2022 Onward 1,835,470   (90,644)   1,744,826  222,655  

Total $ 3,035,462  $ -  $ 3,035,462 $ 368,847  

(1)   Mortgage balance due upon maturity.  
(2)   NOI for the twelve months ended September 30, 2017  

(3)   Projected NOI included for acquisitions since September 30, 2016.  

 
 

The breakdown of future principal repayments, including mortgage maturities, and effective weighted average interest 

rates as at September 30, 2017 is as follows: 

 
$ Thousands       % of Total   

   Principal  Mortgage   Mortgage  Mortgage Interest  

period   Repayments  Maturities   Balance  Balance Rate (%) (1),(2)  

2017  $ 28,654 $ 3,244  $ 31,898  0.8 3.16  

2018   115,400  114,789   230,189  6.1 3.08  

2019   111,953  273,324   385,277 
 

10.2 3.40  

2020   106,014  459,569   565,583 
(3) 

15.0 1.98  

2021 
 

 94,874  349,066   443,940 (4) 11.7 3.83  

2022   85,057  340,030   425,087  11.3 3.10  

2023   66,909  309,727   376,636  10.0 3.07  

2024   52,940  397,950   450,890  11.9 3.20  

2025   43,824  321,159   364,983  9.7 2.75  

2026   22,555  298,212   320,767  8.5 2.74  

2027-2030   11,665  168,392   180,057  4.8 3.26  

Total  $  739,845 $  3,035,462  $  3,775,307   100.0  2.99 (2) 

Deferred Financing Costs, Fair Value Adjustments, Net  (8,170)     

Total  $ 3,767,137     

(1)   Effective weighted average interest rates for maturing mortgages only.     
(2)   Effective weighted average interest rate includes deferred financing costs and fair value adjustments but excludes CMHC  

       premiums. Including the amortization of the realized component of the loss on settlement of $32.5 million included in    

        AOCL, the effective portfolio weighted average interest rate as at September 30, 2017 would be 3.09% (September 30, 2016- 

        3.37%) 

(3)   Included in mortgages payable is a USD $186.4 ($233.4) million non-amortizing US LIBOR borrowing. 

(4)   Included in mortgages payable is a $65.0 million non-amortizing credit facility on two of the MHC land lease sites. 

 

To ensure CAPREIT is not overly exposed to interest rate volatility risk, Management has been successful in staggering the 

maturity dates within its mortgage portfolio or entering into long-term financing arrangements.  

 

To reduce its interest cost and cost of capital, Management will continue to leverage its balance sheet strength and the 

stability of its property portfolio to fund acquisitions and its capital investment plan, and to refinance its mortgage principal 

repayments.  

 

Unitholders’ Equity and Units Awarded under Unit-based Compensation Plans 

 

Unitholders' Equity only represents the issued and outstanding Trust Units, and excludes the Exchangeable Units and any 

Units issued in connection with Unit-based incentive plans. For the purposes of the discussion below, Exchangeable Units and 
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Units issued in connection with Unit-based incentive plans are treated as equity as they have claims similar or identical to 

those of the Trust Units. 

 
Equity offerings and over-allotments for the periods ending September 30, 2017 and September 30, 2016: 

($ Thousands, except per Unit amounts) Price   Gross Transaction  Net  Units  

Period  Per Unit  Proceeds  Costs  Proceeds  Issued 

August 2016           

Bought-deal  $ 32.20 $ 150,052 $ 6,902 $ 143,150  4,660,000 
Over-allotment $ 32.20  15,005  600  14,405  466,000 
Total    $ 165,057 $ 7,502 $ 157,555  5,126,000 

 
 
As at September 30, 2017   

Market Capitalization ($ thousands) $ 4,670,630 
Number of Units Outstanding  138,471,083 
     LTIP and SELTIP Units  1,025,398 
     Deferred Units  252,819 
     RUR Plan Units  866,861 
     Exchangeable Units  130,655 
Number of Unit Options Outstanding and Exercisable  1,263,962 
Ownership by Trustees, Officers and Senior Managers  3.2% 

 
 

Normal Course Issuer Bid 

 

On a periodic basis, CAPREIT may apply to the Toronto Stock Exchange (“TSX”) for approval of a normal course issuer bid 

(“NCIB”). Pursuant to regulations governing NCIBs, CAPREIT will receive approval to purchase and cancel a specified 

number of Trust Units, representing 10% of the public float of its Trust Units at the time of the TSX approval. The NCIB will 

terminate on the earlier of the termination date or at such time as the purchases under the NCIB are completed. CAPREIT 

believes the purchase of its outstanding Trust Units from time to time may be an appropriate use of its resources.  

 

The table below summarizes the NCIB programs in place since January 1, 2016. No Trust Units were acquired and cancelled 

under these NCIB programs. 

 
Period Covered Under the NCIB Approval Limit 

July 28, 2015 to July 27, 2016 11,493,069 
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SECTION V 

 

 

SELECTED CONSOLIDATED QUARTERLY INFORMATION 

 
 

   Q3 17  Q2 17  Q1 17  Q4 16  Q3 16  Q2 16  Q1 16  Q4 15 

                  

Overall Portfolio AMR   $ 1,029 $ 1,015 $ 1,007 $ 1,003 $ 999 $ 980 $ 971 $ 963 

Operating Revenues (000s)(1) $ 161,713 $ 157,087 $ 155,610 $ 152,725 $ 151,812 $ 146,656 $ 145,638 $ 142,776 

NOI (000s)(1),(2)  $ 102,655 $ 98,705 $ 91,598 $ 95,210 $ 96,274 $ 91,083 $ 84,380 $ 86,427 

NOI Margin(1)   63.5%  62.8%  58.9%  62.3%  63.4%  62.1%  57.9%  60.5% 

                  

Net Income (Loss) (000s)  $ 215,900 $ 102,902 $ 141,169 $ 124,271 $ 130,663 $ 98,381 $ 86,098 $ 137,375 

FFO (000s)(1),(2)  $ 64,685 $ 62,836 $ 57,002 $ 58,085 $ 61,424 $ 57,670 $ 46,050 $ 51,640 

NFFO (000s)(1),(2)  $ 67,036 $ 63,608 $ 57,937 $ 58,860 $ 62,201 $ 58,452 $ 52,295 $ 52,813 

Total Debt to Gross                   

Book Value   44.76%  44.00%  43.99%  44.31%  44.31%  47.02%  45.80%  45.71% 

                  

FFO per Unit(1) - Basic $ 0.475 $ 0.463 $ 0.422 $ 0.432 $ 0.464 $ 0.449 $ 0.360 $ 0.408 

NFFO per Unit(1) - Basic $ 0.492 $ 0.469 $ 0.429 $ 0.437 $ 0.470 $ 0.455 $ 0.409 $ 0.417 

                  

Weighted Average - Basic  136,295  135,629  135,076  134,585  132,246  128,469  127,816  126,515 

   Number of Units (000s) - Diluted  138,131  137,554  136,918  136,275  133,991  130,209  129,393  128,056 

(1)   Includes the results of investment properties owned as at the period-end.  

(2)   Non-IFRS financial measures are reconciled with IFRS reported amounts in the respective quarterly SEDAR filings. 

 

CAPREIT’s operations are affected by seasonal cycles, and operating performance in one quarter may not be indicative 

of operating performance in any other quarter of the year. The fourth and first quarters of each year typically tend to 

generate weaker performance due to increased energy consumption in the winter months. There may be periods where 

actual distributions declared may exceed ACFO primarily due to weaker performance in certain periods from seasonal 

fluctuations. These seasonal or short-term fluctuations are funded, if necessary, with our Acquisition and Operating Facility. 

CAPREIT determines distributions and the distribution rate by, among other considerations, its assessment of ACFO (a non-

IFRS measure). As per OSC Staff Notice 51-724, distributions in excess of Adjusted Cash Generated from Operating 

Activities represent a return of capital, rather than a return on capital, since they represent cash payments in excess of cash 

generated from CAPREIT’s continuing operations during the period. As such, CAPREIT believes the cash distributions are not 

an economic return of capital, but a distribution of annualized Adjusted Cash Generated from Operating Activities. 

 

Management ensures there is adequate overall liquidity by maintaining sufficient available Credit Facilities to fund repairs 

and maintenance expenditures and property capital investment commitments and distributions to Unitholders and to provide 

for future growth in the business. CAPREIT finances these commitments through: (i) ACFO; (ii) mortgage debt secured by its 

investment properties; (iii) secured short-term debt financing with three Canadian chartered banks; and (iv) equity financing.
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SECTION VI 

 

 

ACCOUNTING POLICIES AND CRITICAL ACCOUNTING ESTIMATES, ASSUMPTIONS AND JUDGEMENTS 

 

Changes in Accounting Policies and New Accounting Standards 

 

As of November 6, 2017, there have been no new or amended IFRS issued by the International Accounting Standards 

Board since the last update provided by CAPREIT in CAPREIT’s 2016 Annual Report for the year ended December 31, 2016 

that have a material impact on CAPREIT’s fiscal years beginning after December 31, 2016. For a detailed description of 

CAPREIT’s accounting policies, refer to CAPREIT’s 2016 Annual Report.  

 

CAPREIT has adopted the following new and revised standards, along with any consequential amendments, effective 

January 1, 2017. These changes were made in accordance with the applicable transitional provision. 

 

 CAPREIT has assessed the amendment clarifying (i) the requirements for recognizing deferred tax assets on 

unrealized losses; (ii) deferred tax where an asset is measured at a fair value below the asset’s tax base, and 

(iii) certain other aspects of the accounting for deferred tax assets under IAS 12 and determined that the adoption 

of this standard did not result in any change in the presentation and disclosure of CAPREIT’s financial statements. 

 

 CAPREIT has assessed the requirements for disclosures about changes in liabilities arising from financing activities, 

including both changes arising from cash flows and non-cash changes under IAS 7 and has determined that the 

adoption of this standard did not result in any current changes. 

 
CAPREIT has assessed the following upcoming new IFRS accounting standards and the associated impacts on the financial 

statements. 

 

 IFRS 15 “Revenue from Contracts with Customers” establishes a comprehensive framework (5-step model) of 

addressing whether, how much, and when to recognize revenue. The new standard replaces existing revenue 

recognition guidance, including IAS 11 – Construction Contracts, IAS 18 – Revenue, IFRIC 13 – Customer Loyalty 

Programmes, IFRIC 15 – Agreements for the Construction of Real Estate and SIC 31 – Revenue - Barter Transactions 

Involving Advertising Services. IFRS 15 is effective for periods on and after January 1, 2018. Based on preliminary 

review, the area that has the greatest potential for impact as a result of this new standard are CAPREIT’s external 

management fees and ancillary revenues. CAPREIT is currently continuing to conduct an in-depth assessment of the 

magnitude of the impact as a result of this standard. 

 
 IFRS 9 “Financial Instruments” includes requirements for recognition and measurement, impairment, derecognition 

and general hedge accounting. The new standard replaces the existing standard, IAS 39 Financial Instruments. 

IFRS 9 is effective for periods on and after January 1, 2018. Based on preliminary review, the area that has the 

greatest potential for impact as a result of this new standard is CAPREIT’s investment and the treatment for the 

modification of debt. CAPREIT is currently continuing to conduct an in-depth assessment of IFRS 9. 

 

 IFRS 16 “Leases” increases the transparency of lease obligations reported on an entity’s financial statements. The 

new standard replaces the existing standard, IAS 17 Leases. IFRS 16 is effective for periods on and after January 

1, 2019. From preliminary assessment this standard is expected to have a material impact on CAPREIT’s financial 

statements, more specifically CAPREIT’s land leasehold interests. As a result, it is expected that CAPREIT would 

likely need to record an asset and a corresponding liability to account for these leasehold interests on a retroactive 

or modified retroactive basis. CAPREIT continues to examine the full extent of the impact of this new standard. 

 

 

Critical Accounting Estimates, Assumptions, and Judgements 

 

In preparing the unaudited condensed consolidated interim financial statements in accordance with IFRS, certain accounting 

policies require the use of estimates, assumptions and judgement that in some cases relate to matters that are inherently 

uncertain, and which affect the amounts reported in the unaudited condensed consolidated interim financial statements and 

accompanying notes. Areas of such estimation include, but are not limited to valuation of investment properties, 
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remeasurement at fair value of financial instruments, valuation of accounts receivable, capitalization of costs, accounting 

accruals, the amortization of certain assets, accounting for deferred income taxes, and Unit-based compensation liabilities. 

Changes to estimates and assumptions may affect the reported amounts of assets and liabilities and the disclosure of 

contingent assets and liabilities at the date of the unaudited condensed consolidated interim financial statements and the 

reported amounts of revenue and expenses during the reporting period. Actual results could also differ from those estimates 

under different assumptions and conditions. 

 

Management believes the nature of the business and CAPREIT’s portfolio is defensive against economic downturns and, 

therefore, the current economic conditions have not had as significant an impact on CAPREIT’s critical accounting estimates 

as may have been realized in other industries. However, the current economic conditions impacting the general economy 

or those more specific to the housing industry or to CAPREIT could have the potential to alter accounting estimates and 

could impact CAPREIT’s financial condition, changes in financial condition or results of operations. Disclosures in the MD&A, 

including specifically the Property Portfolio, Results of Operations, Property Capital Investments, Liquidity and Financial 

Condition and Future Outlook sections, outline the risks and both the positive and negative impacts on CAPREIT’s 

performance that have resulted, or may in the future result, from economic conditions. 

 

Estimates and judgements deemed by Management to be more significant, due to subjectivity, are as follows: 

 
Valuation of Investment Properties 
 

Fair values are supported by independent external valuations and detailed internal valuations using market-based 

assumptions, each in accordance with recognized valuation techniques. The techniques used comprise both the capitalized 

net operating income method and the discounted cash flow method and include estimating, among other things, future 

stabilized net operating income, capitalization rates, reversionary capitalization rates, discount rates and other future cash 

flows applicable to investment properties. 

 
Valuation of Unit-based Compensation Liabilities  
 

The basis of valuation for CAPREIT’s Unit-based compensation liabilities, such as market assumptions, estimates and 

valuation methodology, is set out in note 11 of CAPREIT’s audited consolidated financial statements for the year ended 

December 31, 2016 contained in CAPREIT’s 2016 Annual Report. 

 
Valuation of Derivative Financial Instruments 
 

The fair value of a derivative financial instrument is based on assumptions of future events and involves significant estimates. 

The basis of valuation for CAPREIT’s derivatives is set out in note 15 of CAPREIT’s audited consolidated financial statements 

for the year ended December 31, 2016 contained in CAPREIT’s 2016 Annual Report.  

 
Investment in Irish Residential Properties REIT plc (“IRES”) 
 

CAPREIT has determined that its investment in IRES should be accounted for using the equity method of accounting given 

the significant influence it has over IRES.  In making the determination that CAPREIT does not control IRES, CAPREIT used 

judgement when considering the extent of its ownership interest in IRES, the level of its involvement, responsibilities and 

remuneration as IRES' investment manager and the control exerted over IRES by its independent Board of Directors.  

Management will reassess this conclusion should its ownership interest or terms of the asset management agreement change. 

 
Interest Classification in the Cash Flows 
 

IFRS permits the classification of interest paid as operating cash flows because they enter into the determination of profit 

or loss, or alternatively as financing cash flows because they are costs of obtaining financial resources.  CAPREIT has 

applied its judgement and concluded that debt financing, which is used to provide leveraged returns to its unitholders, is 

an integral part of its capital structure and not directly associated with its principal revenue-producing activities.  Therefore 

interest paid is classified as a financing activity in CAPREIT's consolidated statements of cash flows. 
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CONTROLS AND PROCEDURES 

 

CAPREIT maintains appropriate information systems, procedures and controls to provide reasonable assurance that 

information disclosed externally is complete, reliable and timely. Pursuant to the Canadian Securities Administrators 

requirements under National Instrument 52-109, Certification of Disclosure in Issuers’ Annual and Interim Filings, CAPREIT’s 

Chairman and the Chief Financial Officer have satisfied themselves that as at September 30, 2017, the design of disclosure 

controls and procedures and the design of internal controls over financial reporting continue to be appropriate. 

 

Management has designed an adequate and appropriate controls framework for the fair value assessment processes to 

ensure values reported accurately reflect market conditions. For the fair value assessment process of investment properties 

and Unit-based compensation, these controls include a comprehensive review of the assumptions and estimates, including 

those used by the independent appraiser or third-party on an annual basis, as well as multiple levels of reviews of such 

key assumptions and data within CAPREIT by Management with final approval by the Board of Trustees on an interim and 

annual basis.  

 

CAPREIT did not make any other changes to the design of internal controls over financial reporting in the nine months ended 

September 30, 2017 that have materially affected, or are reasonably likely to materially affect, the internal controls over 

financial reporting. 

 

It should be noted that a control system, no matter how well conceived and operated, can provide only reasonable, not 

absolute, assurance that the objectives of the control system are met. Because of the inherent limitations in all control systems, 

no evaluation of controls can provide absolute assurance that all control issues, including instances of fraud, if any, have 

been detected. The design of any system of controls is also based in part on certain assumptions about the likelihood of 

future events, and there can be no assurances that any design will succeed in achieving its stated goals under all potential 

conditions. 

 

SECTION VII 

 

 

RISKS AND UNCERTAINTIES 

 

There are certain risks inherent in an investment in the Units and the activities of CAPREIT, which investors should carefully 

consider before investing in Units. Risks and uncertainties are disclosed in CAPREIT’s MD&A for the year ended 

December 31, 2016 in the Risks and Uncertainties section contained in CAPREIT’s 2016 Annual Report and in CAPREIT’s 

latest Annual Information Form.  

 

RELATED PARTY TRANSACTIONS 

 

As at September 30, 2017, CAPREIT has a 15.7% share ownership in IRES and has determined that it has significant 

influence over IRES. The share ownership interest is held through a wholly-owned subsidiary of CAPREIT, Irish Residential 

Properties Fund. For a more detailed description, see note 7 to the accompanying unaudited condensed consolidated 

interim financial statements.  

 

CAPREIT’s wholly-owned subsidiary, IRES Fund Management Limited (“IRES FM”), is an alternative investment fund manager 

under the European Union (Alternative Investment Fund Managers) Regulation, 2013 (the “AIFM Regulations”) for IRES. The 

investment management agreement between IRES FM and IRES stipulates that IRES pays 3.0% per annum of its gross rental 

income as property management fees and 0.5% per annum of its net asset value as asset management fees to IRES FM. 

The investment management agreement governs the provision of portfolio management, risk management and other related 

services to IRES by IRES FM. It has an initial term of five years, unless it is duly terminated pursuant to a provision of the 

investment management agreement, and thereafter shall continue in force for consecutive five-year periods. 

 

Included in other income is $1.5 million and $4.4 million, respectively, for the three and nine months ended September 30, 

2017, from asset management and property management fees. Expenses related to the asset and property management 

services are included in trust expenses for the year ended September 30, 2017.  

 

Effective until October 31, 2017, David Ehrlich was the CEO and a director of the IRES board. He is also a trustee of 

CAPREIT. As of January 1, 2017, Mr. Ehrlich is employed by CAPREIT in connection with the services provided by CAPREIT 
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and its Irish subsidiary, IRES Fund Management Limited, to IRES REIT. As a result of his employment with CAPREIT, as of 

January 1, 2017, Mr. Ehrlich is no longer eligible to participate in the DUP, but is eligible to participate in the RUR Plan.  

Effective November 1, 2017, CAPREIT announced that David Ehrlich has been appointed President and Chief Executive 

Officer. 

 
CAPREIT had the following transactions with key management personnel, former President and CEO, and trustees. The loans 

outstanding to key management personnel, former President and CEO, and trustees for indebtedness relating to the SELTIP 

and LTIP at September 30, 2017 were $6.9 million and $3.8 million, respectively (December 31, 2016 - $7.2 million and 

$6.0 million, respectively). These amounts are taken into consideration when calculating the fair value of the Unit-based 

compensation financial liabilities. Key management personnel are eligible to participate in the EUPP. In addition, certain 

key management personnel also participate in the RUR Plan and trustees currently participate in the DUP. Pursuant to 

employee contracts, key management personnel are entitled to termination benefits that provides for payments of up to 

36 months of benefits (based on base salary, bonus and other benefits) depending on cause. 

 

Key management personnel and trustee compensation included in the consolidated statements of income and comprehensive 

income is comprised of: 

  Three Months Ended Nine Months Ended 

  September 30,  September 30,  

($ Thousands)   2017  2016  2017  2016 

Short-term employee benefits  $ 971 $ 854 $ 2,700 $ 2,554 

Unit-based compensation - grant date amortization   924  999  2,694  2,506 

   1,895  1,853  5,394  5,060 

Unit-based compensation - fair value remeasurement   1,283  (6,444)  8,566  10,730 

Other benefits (1)   1,604  -  1,604  - 

Total  $ 4,782 $ (4,591) $ 15,564 $ 15,790 

(1)  Represents the accelerated vesting of previously-granted RUR Units relating to the former President and CEO. 

 

 

CAPREIT leases office space from a company in which a former officer had an 18% beneficial interest. The rent paid for 

the office space (which is based on fair market rents at the date the lease was entered into) for the nine months ended 

September 30, 2017 was $0.8 million (2016 - $0.7 million) excluding property operating costs, and has been expensed 

as trust expenses. In 2017, the above lease was amended and extended to October 2022 with a new minimum annual 

rental payment of $611 from November 2017 to October 2022.  

 

COMMITMENTS AND CONTINGENCIES 

 

From time to time, CAPREIT enters into commitments for fixed price natural gas, hydro and land lease agreements, as 

outlined in note 23 to the accompanying unaudited condensed consolidated interim financial statements. 

 

CAPREIT is contingently liable under guarantees provided to certain of CAPREIT’s lenders in the event of defaults and with 

respect to litigation and claims that arise in the ordinary course of business. These matters are generally covered by 

insurance. In the opinion of Management, any liability that may arise from such contingencies would not be expected to 

have a material adverse effect on the consolidated financial statements of CAPREIT. 



CAPREIT – THIRD QUARTER 2017 MD&A 

- 52 - 

SECTION VIII 

 

 

 

SUBSEQUENT EVENTS 

 

On October 12, 2017, CAPREIT completed the disposition of a mid-tier property consisting of 50 apartment suites 

located in Coquitlam, British Columbia for a sale price of approximately $19.8 million. The mortgage of approximately 

$3.6 million with a maturity date of December 1, 2022 and a stated interest rate of 2.81% was discharged as part of 

the disposition. 

 

On October 24, 2017 CAPREIT announced that it had waived conditions and entered into a binding agreement to acquire 

a portfolio of 11 properties with a total of 540 residential suites well located in the Netherlands. Occupancy in the portfolio 

to be acquired stands at approximately 98%. The purchase price of approximately €82.6 million is expected to be 

financed with new mortgage financing of approximately €50 million with a term of approximately five years bearing an 

interest rate of approximately 1.4% (excluding financing costs), the balance with a Euro-based loan under CAPREIT’s credit 

facility. Closing of the transaction is expected to occur on or about December 1, 2017. With the completion of this 

acquisition CAPREIT’s Netherlands portfolio will grow to 2,088 residential suites well-located in key city centres in the 

country. 

 

On November 1, 2017, CAPREIT announced that David Ehrlich has been appointed President and Chief Executive Officer. 

The appointment follows the loss of the CAPREIT’s founder and CEO, Thomas Schwartz, who passed away on August 15, 

2017. In conjunction with assuming this role, Mr. Ehrlich will step down as CEO of Irish Residential Properties REIT Plc (IRES) 

but will remain on the board of IRES as the nominee of its asset manager, a CAPREIT company. 

 

FUTURE OUTLOOK 

 

Management believes the multi-unit residential rental business will continue to improve in the majority of the markets in 

which CAPREIT operates. As a result, Management expects to generate modest annual increases in same-property average 

monthly rents while stabilizing average occupancies in the range of 97% to 98% on an annual basis. Management also 

anticipates operating revenues will benefit from programs over the long term to enhance ancillary revenues from parking, 

commercial leases, laundry, cable, telecommunications and other income sources. In addition, numerous successful cost 

management initiatives have proven effective, which should lead to stable NOI over this period.   

 

CAPREIT believes the strong defensive characteristics of its property portfolio, due to diversification by both geography 

and demographic sector, will serve to mitigate the negative impact of any future unfavourable economic conditions that 

certain regions may experience. CAPREIT intends to continue to seek opportunities to further diversify its property portfolio. 

While CAPREIT’s strategy is to remain principally focused on its core Canadian markets, CAPREIT continues to consider 

select opportunities in other geographic markets.  

 

On April 20, 2017, the Ontario government announced it will be introducing a bill in the legislature, if passed, would 

change the Residential Tenancies Act, 2006. The proposed changes include extending rent control to units built after 1991 

which were previously exempt.  The change will mean annual rent increases for all tenants will be in accordance with the 

annual guideline increase established by the Landlord and Tenant Board (“the Board”) with the exception of any rents 

above the approved annual guideline increase approved by the Board (as described below). As of September 30, 2017 

only 3.7% of CAPREIT’s total Ontario portfolio consisted of properties built after 1991. Additionally, as a resident-focused 

landlord, CAPREIT has consistently adhered to the government mandated rent guideline increase in the Province of Ontario 

for all of its Ontario properties, including those constructed after 1991. 

 

Another proposed change is new incentives to developers for the construction of affordable rental housing. The key incentive 

will be an up-front provincial rebate of development cost charges. The government intends to free up more provincial land 

for building affordable housing, both for sale and for rental. 

 

Effective May 15, 2017, CMHC introduced enhancements to its multi-unit mortgage loan insurance which are:  

 Extending its affordable housing flexibilities to existing rental properties, including Social Housing projects with 

up to 5 years remaining in the operating agreement, to support the preservation of existing affordable housing. 

Previously, affordable housing flexibilities were only available for new rental properties. 
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 Expanding its definition of affordability to recognize federal, provincial, territorial or municipal housing 

objectives. The new affordability criteria also aligns with other CMHC initiatives and is intended to incent housing 

developers into the affordable rental housing market. 

 Introducing greater underwriting flexibilities to better support key multi-unit market segments that address the 

rental housing needs of Canadians including standard apartments, student housing, single room occupancy (SRO) 

projects, retirement homes, and supportive housing projects. Greater underwriting flexibility is provided 

surrounding non-residential space, furnished suites and bulk leases, amortization periods, off-campus student 

housing, second mortgages, non-recourse lending and personal guarantee requirements. 

 Introducing a revised premium schedule aligned with CMHC’s continued participation in market segments that 

address the rental needs of Canadians, and is reflective of the risks associated with those segments. The revised 

premium schedule also supports the expansion and preservation of affordable housing units. Premium surcharges 

will no longer be collected for construction advances, release of rental achievement holdback, student housing or 

retirement homes. 

CAPREIT is currently assessing the impact of the above proposed changes and continues to monitor any new future 

developments. 

 

CAPREIT has defined a number of strategies to capitalize on its strengths and achieve its objectives of providing Unitholders 

with stable and predictable monthly cash distributions while growing distributions and Unit value over the long term. 

 

First, Management maintains a focus on maximizing occupancy and average monthly rents in accordance with local 

conditions in each of its markets. Since its inception in May 1997, CAPREIT’s hands-on management style, focus on resident 

communications and capital investment programs aimed at increasing the long-term value of its properties have contributed 

to a strong track record of stable portfolio occupancy and average monthly rents.  

 

A significant component of CAPREIT’s ability to manage annual rental increases is determined by the annual guideline 

increases established by certain provincial governments, currently in Ontario and British Columbia, under rent control 

legislation that CAPREIT must adhere to in setting annual rental rates for renewing tenants. In the Province of Ontario and 

British Columbia, the guideline increase for 2017 was set at 1.5% and 3.7%, respectively. In 2016, the rent guideline 

increase has been set at 2.0% in Ontario and in British Columbia has been set at 2.9%. An amendment to the Residential 

Tenancies Act, 2006, enacted on June 19, 2012, set Ontario’s annual rent increase guideline to not more than 2.5% 

beginning in 2013. The Ontario rent control legislation provides that landlords may apply to the Landlord and Tenant 

Board (the “Board”) to raise rents by more than the approved AGI. The Board can allow such an AGI for: (i) eligible capital 

expenditures; (ii) unusually high increases in property taxes and/or utility costs; and (iii) increases in eligible security costs. 

The maximum AGI permitted in connection with eligible capital expenditures is three percent per year to a maximum of 

nine percent over a three-year period. These same limitations do not apply to AGI applications related to unusually high 

increases in property taxes and/or utilities, or increases in eligible security costs.  

 

In line with its focus to maximize average monthly rents, CAPREIT continues to pursue AGIs where it believes appropriate 

and to this effect, has filed applications for completed property capital investments and/or unusually high increases in 

realty taxes, as well as one application relating to an unusually high increase in water costs. In addition, CAPREIT continues 

to assess the viability of a number of additional AGI applications. The impact of these AGI applications could be significant 

at the property level; however, it is presently indeterminable due to the inherent uncertainties associated with the 

adjudication process and the impact of tenant turnover at the affected properties.  
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The following table summarizes the status of cumulative AGI applications filed as at September 30, 2017 and 

December 31, 2016 for the last 3 years: 

 
  September 30, 2017 December 31, 2016 

Number of Suites and Sites Filed  14,212 10,371 

    

Applications Settled:    

     Number of Applications  57 66 

     Term Weighted Average Total Increase(1)  3.03% 4.00% 

     Weighted Average Term (years)(1), (2)  1.62 1.86 

    

Applications Outstanding:    

     Number of Applications  37 10 

     Term Weighted Average Total Increase(1)  3.88% 2.56% 

     Weighted Average Term (years)(1), (2)  1.65 1.26 

(1)   Weighted by number of impacted suites filed. 

(2)   Represents the number of years over which the AGI application is expected to apply. 

 

Second, Management continues to focus on reducing its operating costs as a percentage of total revenues. CAPREIT invests 

in various environment-friendly and energy-saving initiatives, including energy-efficient boilers and lighting systems, and is 

evaluating all energy-purchasing programs to reduce or stabilize overall net energy costs. 

 

Third, Management continues to direct its efforts on its building infrastructure improvement programs to upgrade properties 

across the portfolio and to reposition the portfolio by completing value-enhancing capital investments. These investments 

are expected to enhance the life safety of residents, improve the portfolio’s long-term cash flow generating potential and 

increase its useful life over the long term. 

 

Fourth, CAPREIT continues to prudently focus on accretive acquisitions that meet its strategic criteria and enhance CAPREIT’s 

geographic diversification. From time to time, CAPREIT may also identify certain non-core assets for sale that do not conform 

to its current portfolio composition or operating strategies, or where Management believes their value has been maximized. 

Management believes the realization and reinvestment of capital are fundamental components of its growth strategy and 

demonstrate the success of its investment programs. In addition, Management has recently entered into and continues to 

prudently investigate the opportunity to enter into joint venture relationships with other real estate entities to potentially 

develop new multi-unit rental residential properties on excess land owned by CAPREIT or other vacant land. 

 

Fifth, CAPREIT will continue to effectively manage interest costs by leveraging its balance sheet strength and the stability 

of its property portfolio to reduce borrowing costs on its credit facilities, while appropriately staggering the maturity dates 

within its mortgage portfolio to ensure it is not exposed to a refinancing risk in any single year. Management believes that 

as a result of the continuing availability of financing insured by CMHC that is at lower cost than is currently available under 

conventional mortgages, CAPREIT is well positioned to meet its financing and refinancing objectives at reasonable costs 

over the medium term.  

 

CAPREIT will continue to maintain its conservative approach to its capital structure, leverage and coverage ratios and strive 

to further improve its payout ratio. Management believes its successful equity financing and mortgage refinancing programs 

have resulted in CAPREIT possessing one of the strongest balance sheets in its industry, well suited to delivering consistent, 

stable and secure monthly cash distributions over the long term. 
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CONSOLIDATED BALANCE SHEETS  

(CA$ Thousands) 

 

 

       

As at   September 30, 2017 December 31, 2016 

 Note      

       

Non-Current Assets       

Investment properties   6 $ 8,381,150  $ 7,642,017 

Other non-current assets  7  232,747   222,072 

   8,613,897   7,864,089 

Current Assets       

Other current assets  7  38,934   28,905 

Cash and cash equivalents   25,762   - 

   64,696   28,905 

  $ 8,678,593  $ 7,892,994 

       

Non-Current Liabilities       

Mortgages payable  9 $ 3,544,748  $ 3,265,469 

Bank indebtedness   10  142,365   26,408 

Unit-based compensation financial liabilities  11, 12  16,968   12,717 

Other non-current liabilities  8  9,888   4,126 

   3,713,969   3,308,720 

Current Liabilities       

Mortgages payable   9  222,389   227,454 

Unit-based compensation financial liabilities  11, 12  48,599   47,561 

Accounts payable and accrued liabilities   72,893   92,704 

Other current liabilities  8  9,224   8,464 

Security deposits   31,799   29,975 

Exchangeable Units   11  4,407   5,061 

Distributions payable   14,637   14,123 

   403,948   425,342 

  $ 4,117,917  $ 3,734,062 

       

Unitholders’ Equity       

Unit Capital  $ 2,498,837  $ 2,441,002 

Accumulated other comprehensive loss ("AOCL")   19  (305)   (12,586) 

Retained earnings   2,060,352   1,729,733 

  $ 4,558,884  $ 4,158,149 

Non-controlling interest   1,792   783 

   4,560,676   4,158,932 

  $ 8,678,593  $ 7,892,994 

       

See accompanying notes to consolidated financial statements.       
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CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME 

(CA$ Thousands) 

 

  Three Months Ended Nine Months Ended 

  September 30, September 30, 

 Note  2017  2016   2017  2016 

Operating Revenues           

Revenue from investment properties  $ 161,713 $ 151,812  $ 474,410 $ 444,106 

Operating Expenses           

Realty taxes   (17,200)  (16,976)   (49,947)  (49,165) 

Property operating costs   (41,858)  (38,562)   (131,505)  (123,204) 

   (59,058)  (55,538)   (181,452)  (172,369) 

Net Rental Income   102,655  96,274   292,958  271,737 

Trust expenses    (8,001)  (6,301)   (22,125)  (23,246) 

Unit-based compensation (expenses) recoveries 12  (4,501)  5,417   (15,110)  (15,073) 

Fair value adjustments of investment properties 6  153,598  67,130   287,802  161,967 

Realized loss on disposition of investment            

properties  5  -  (1,485)   (80)  (1,485) 

Amortization of property, plant and equipment    (1,170)  (725)   (3,159)  (2,645) 

Fair value adjustments of Exchangeable Units  11  (21)  409   (383)  (610) 

Loss on derivative financial instruments 16  (8,794)  (464)   (8,880)  (1,315) 

Interest and other financing costs 20  (30,351)  (29,993)   (90,073)  (87,782) 

Foreign currency translation   9,160  (2,507)   5,009  1,721 

Other income   3,325  2,908   14,012  11,873 

Net Income   215,900  130,663   459,971  315,142 

           
Other Comprehensive Income, Including          

Items That May Be Reclassified Subsequently to Net Income          

Amortization of losses from AOCL to interest and            

other financing costs 19 $ 746 $ 777  $ 2,290 $ 2,330 

Change in fair value of derivative           

financial instruments 16, 19  1,197  895   1,827  159 

Change in fair value of investments 19  978  (1,304)   2,717  3,435 

Foreign currency translation   (15)  3,152   5,447  (2,142) 

Other Comprehensive Income  $ 2,906 $ 3,520  $ 12,281 $ 3,782 

Comprehensive Income  $ 218,806 $ 134,183  $ 472,252 $ 318,924 

           

Total Net Income Attributable to:           

Unitholders of the Trust  $ 215,833 $ 130,663  $ 459,851 $ 315,142 

Shareholders of Subsidiaries    67  -   120  - 

Net Income  $ 215,900 $ 130,663  $ 459,971 $ 315,142 

           

Comprehensive Income Attributable to:           

Unitholders of the Trust  $ 218,739 $ 134,183  $ 472,132 $ 318,924 

Shareholders of Subsidiaries   67  –    120  - 

Comprehensive Income  $ 218,806 $ 134,183  $ 472,252 $ 318,924 

           

See accompanying notes to consolidated financial statements.        
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CONSOLIDATED STATEMENTS OF UNITHOLDERS’ EQUITY 

(CA$ Thousands) 

 

      Accumulated     

       Other  Non-   

   Unit Retained  Comprehensive  Controlling   

 Note  Capital  Earnings  Loss  Interest  Total 

Unitholders' Equity, January 1, 2017  $ 2,441,002 $ 1,729,733 $ (12,586) $ 783 $ 4,158,932 

Unit Capital         -   

New Units Issued 13  1,037  -  -  -  1,037 

Distribution Reinvestment Plan 13  39,445  -  -  -  39,445 

Unit Option Plan 12,13  7,599  -  -    7,599 

Deferred Unit Plan 12,13  2,051  -  -  -  2,051 

RUR Plan 12,13  1,166  -  -  -  1,166 

Long-Term Incentive Plan 12,13  5,401  -  -  -  5,401 

Employee Unit Purchase Plan 12  1,136  -  -  -  1,136 

   57,835  -  -  -  57,835 

Contribution from Non-controlling Interests   -  -  -  889  889 

Retained Earnings and Other Comprehensive Income       

Net income   -  459,851  -  120  459,971 

Other comprehensive income   -  -  12,281  -  12,281 

   -  459,851  12,281  120  472,252 

Distributions on Trust Units            

Distributions declared and paid 14  -  (114,595)  -  -  (114,595) 

Distributions payable  14  -  (14,637)  -  -  (14,637) 

   -  (129,232)  -  -  (129,232) 

Unitholders' Equity, September 30, 2017 $ 2,498,837 $ 2,060,352 $ (305) $ 1,792 $ 4,560,676 

            
      Accumulated     

       Other  Non-   

   Unit Retained  Comprehensive  Controlling   

 Note  Capital  Earnings  Loss  Interest  Total 

Unitholders' Equity, January 1, 2016  $ 2,222,747 $ 1,451,736 $ (14,530) $ - $ 3,659,953 

Unit Capital            

New Units issued 13  157,523  -  -  -  157,523 

Distribution Reinvestment Plan 13  37,780  -  -  -  37,780 

Deferred Unit Plan 12,13  110  -  -  -  110 

RUR Plan 12,13  732  -  -  -  732 

Long-Term Incentive Plan 12,13  7,547  -  -  -  7,547 

Employee Unit Purchase Plan 12  935  -  -  -  935 

   204,627  -  -  -  204,627 

Retained Earnings and Other Comprehensive Income        

Net income   -  315,142  -  -  315,142 

Other comprehensive income   -  -  3,782  -  3,782 

   -  315,142  3,782  -  318,924 

Distributions on Trust Units            

Distributions declared and paid 14  -  (105,464)  -  -  (105,464) 

Distributions payable  14  -  (14,073)  -  -  (14,073) 

   -  (119,537)  -  -  (119,537) 

Unitholders' Equity, September 30, 2016 $ 2,427,374 $ 1,647,341 $ (10,748) $ - $ 4,063,967 

            
See accompanying notes to consolidated financial statements.         
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

(CA$ Thousands) 

   Three Months Ended   Nine Months Ended 

   September 30,   September 30, 

 Note  2017  2016   2017  2016 

Cash Provided By (Used In):           

Operating Activities           

Net income  $ 215,900 $ 130,663  $ 459,971 $ 315,142 

Items related to operating activities not affecting cash:           

Fair value adjustment - investment properties   (153,598)  (67,130)   (287,802)  (161,967) 

Fair value adjustments - Exchangeable Units    21  (409)   383  610 

Loss on disposition of investment properties  5  -  1,485   80  1,485 

Loss on derivative financial instruments 16  8,794  464   8,880  1,315 

Amortization 7, 19, 20  3,356  2,748   9,616  8,410 

Unit-based compensation expenses (recoveries)   4,501  (5,417)   15,110  15,073 

Straight-line rent adjustment   (20)  21   (220)  28 

Net profit from equity accounted investments   (1,424)  (1,252)   (8,564)  (6,916) 

Foreign currency translation   (9,160)  2,507   (5,009)  (1,721) 

   68,370  63,680   192,445  171,459 

Net income items related to financing and            

investing activities  21  24,715  27,510   74,613  77,497 

Changes in non-cash operating assets and liabilities  21  12,382  7,260   (16,636)  (2,810) 

Cash Provided by Operating Activities   105,467  98,450   250,422  246,146 
           
Investing Activities           

Acquisition of investment properties  21  (264,668)  (36,669)   (331,758)  (288,154) 

Capital investments  21  (45,441)  (56,044)   (119,467)  (133,328) 

Disposition of investment properties  21  -  31,648   575  31,648 

Change in restricted cash   8  117   (39)  (1,007) 

Investment income received    2,793  329   8,094  4,192 

Cash Used in Investing Activities   (307,308)  (60,619)   (442,595)  (386,649) 
           

Financing Activities           

Mortgage financings   435,576  66,949   631,006  448,331 

Mortgage principal repayments   (28,313)  (26,104)   (90,817)  (75,572) 

Mortgages repaid on maturity   (163,070)  (27,944)   (266,575)  (111,587) 

Financing costs   (970)  (705)   (2,475)  (3,564) 

CMHC premiums on mortgages payable   (964)  (418)   (4,902)  (9,584) 

Interest paid 21  (27,508)  (27,839)   (82,707)  (81,689) 

Bank indebtedness   41,443  (152,067)   115,957  (106,616) 

Proceeds on issuance of Units 21  2,172  157,710   7,721  161,541 

Net cash distributions to Unitholders  21  (30,763)  (27,413)   (89,273)  (80,757) 

Cash Provided (Used in) by Financing Activities   227,603  (37,831)   217,935  140,503 

Changes in Cash and Cash Equivalents During the           

Period   25,762  -   25,762  - 

Cash and Cash Equivalents, Beginning of the Period   -  -   -  - 

Cash and Cash Equivalents, End of the Period  $ 25,762 $ -  $ 25,762 $ - 

           
See accompanying notes to consolidated financial statements.       
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1.    Organization of the Trust 

 

Canadian Apartment Properties Real Estate Investment Trust (“CAPREIT”) owns interests in multi-unit residential rental 

properties, including apartments, townhomes and manufactured home communities (“MHC”), principally located in and 

near major urban centres across Canada. CAPREIT’s net assets and operating results are substantially derived from 

real estate located in Canada, where it is also domiciled. 

  

CAPREIT converted from a closed-end real estate investment trust to an open-ended mutual fund trust on 

January 8, 2008, and is governed under the laws of the Province of Ontario by a Declaration of Trust (“DOT”) dated 

February 3, 1997, as most recently amended and restated on May 24, 2017. CAPREIT commenced active operations 

on February 4, 1997 when it acquired an initial portfolio of properties and became a reporting issuer on 

May 21, 1997, pursuant to an initial public offering prospectus dated May 12, 1997. 

 

CAPREIT Limited Partnership (“CAPLP”) is a wholly-owned consolidated subsidiary of CAPREIT established under the 

laws of the Province of Manitoba pursuant to a limited partnership agreement dated June 26, 2007, and as amended 

on April 1, 2008, owns directly or indirectly the beneficial interest of all its properties along with the related mortgages 

and all the corporate debt obligations of CAPREIT. 

 

CAPREIT’s wholly-owned subsidiary, IRES Fund Management Limited, entered into an external investment management 

agreement to perform property and asset management services for Irish Residential Properties REIT plc (“IRES”), an 

Irish residential REIT listed on the Irish Stock Exchange. As at September 30, 2017, CAPREIT holds 65.5 million ordinary 

shares representing 15.7% of the issued share capital of IRES. 

 

In addition, CAPREIT holds its Netherland properties through a Netherlands partnership with a partner who holds a 

nominal interest in such partnership. 

 

CAPREIT is listed on the Toronto Stock Exchange (“TSX”) under the symbol “CAR.UN” and its registered address is 

11 Church Street, Suite 401, Toronto, Ontario, Canada M5E 1W1. 

 

2.    Summary of Significant Accounting Policies 

 

Basis of presentation 

 

These condensed consolidated interim financial statements, which have been approved by CAPREIT’s Board of Trustees 

on November 6, 2017, have been prepared in accordance with IAS 34, “Interim Financial Reporting” (“IAS 34”) as 

issued by the International Accounting Standards Board (“IASB”). Accordingly, certain information and footnote 

disclosure normally included in annual consolidated financial statements prepared in accordance with International 

Financial Reporting Standards (“IFRS”), as issued by the IASB, have been omitted or condensed.  

 

The condensed consolidated interim financial statements are prepared on a going concern basis and have been 

presented in Canadian dollars, which is also CAPREIT’s functional currency. CAPREIT’s results for the three and nine 

months ended September 30, 2017 are not necessarily indicative of the results that may be expected for the full year 

due to seasonal variations in utility costs and other factors.  CAPREIT has historically experienced higher utility expenses 

in the first and last quarters as a result of the winter months, which create variations in the quarterly results. 

 

The accounting policies followed in these condensed consolidated interim financial statements are consistent with those 

of CAPREIT’s audited consolidated annual financial statements for the year ended December 31, 2016.   

 

CAPREIT has adopted the following new and revised standards, along with any consequential amendments, effective 

January 1, 2017. These changes were made in accordance with the applicable transitional provision. 

 

 CAPREIT has assessed the amendment clarifying (i) the requirements for recognizing deferred tax assets on 

unrealized losses; (ii) deferred tax where an asset is measured at a fair value below the asset’s tax base, and 

(iii) certain other aspects of the accounting for deferred tax assets under IAS 12 and determined that the adoption 

of this standard did not result in any change in the presentation and disclosure of CAPREIT’s financial statements. 
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 CAPREIT has assessed the requirements for disclosures about changes in liabilities arising from financing activities, 

including both changes arising from cash flows and non-cash changes under IAS 7 and has determined that the 

adoption of this standard did not result in any current changes. 

 

CAPREIT has assessed the new or amended IFRS issued by the International Accounting Standards Board (“IASB”) and 

are expected to apply to CAPREIT for annual reporting periods beginning after December 31, 2017: 

 

IFRS 15, Revenue from Contracts with Customers (“IFRS 15”) 

 IFRS 15 “Revenue from Contracts with Customers” establishes a comprehensive framework (5-step model) of 

addressing whether, how much, and when to recognize revenue. The new standard replaces existing revenue 

recognition guidance, including IAS 11 – Construction Contracts, IAS 18 – Revenue, IFRIC 13 – Customer Loyalty 

Programmes, IFRIC 15 – Agreements for the Construction of Real Estate and SIC 31 – Revenue - Barter Transactions 

Involving Advertising Services. IFRS 15 is effective for periods on and after January 1, 2018. Based on preliminary 

review, the area that has the greatest potential for impact as a result of this new standard are CAPREIT’s external 

management fees and ancillary revenues. CAPREIT is currently continuing to conduct an in-depth assessment of the 

magnitude of the impact as a result of this standard. 

 

IFRS 9, Financial Instruments (“IFRS 9”) 

 IFRS 9 “Financial Instruments” includes requirements for recognition and measurement, impairment, derecognition 

and general hedge accounting. The new standard replaces the existing standard, IAS 39 Financial Instruments. 

IFRS 9 is effective for periods on and after January 1, 2018. Based on preliminary review, the area that has the 

greatest potential for impact as a result of this new standard is CAPREIT’s investment and the treatment for the 

modification of debt. CAPREIT is currently continuing to conduct an in-depth assessment of IFRS 9. 

 

IFRS 16, Leases (“IFRS 16”) 

 IFRS 16 “Leases” increases the transparency of lease obligations reported on an entity’s financial statements. The 

new standard replaces the existing standard, IAS 17 Leases. IFRS 16 is effective for periods on and after January 

1, 2019. From preliminary assessment this standard is expected to have a material impact on CAPREIT’s financial 

statements, more specifically CAPREIT’s land leasehold interests. As a result, it is expected that CAPREIT would 

likely need to record an asset and a corresponding liability to account for these leasehold interests on a retroactive 

or modified retroactive basis. CAPREIT continues to examine the full extent of the impact of this new standard. 

 

3.    Critical Accounting Estimates, Assumptions and Judgments 

 

The preparation of condensed consolidated interim financial statements in accordance with IAS 34 requires the use of 

certain critical accounting estimates. It also requires management to exercise judgement in applying CAPREIT’s 

accounting policies. The critical accounting estimates and judgements have been set out in detail in note 3 of CAPREIT’s 

audited consolidated financial statements for the year ended December 31, 2016. 

 

The estimates or judgement deemed to be most significant, due to subjectivity and the potential risk of causing a 

material adjustment within the next financial year to the carrying amounts of assets and liabilities, are noted below: 

 

i) Valuation of investment properties  

 

ii) Valuation of financial instruments 

 

iii) Unit-based compensation 

 

iv) Investment in Irish Residential Properties REIT plc (“IRES”) 

 

v) Classification of interest paid on consolidated statements of cash flows 

 




