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Research Update:
Toronto Community Housing Corp. 'AA-'

Rating Affirmed On Strong Relationship With
City

Rationale

On Nov. 24, 2008, Standard & Poor's Ratings Services affirmed its 'AA-'
long-termissuer credit rating on Toronto Conmunity Housing Corp. (TCHC). The
outl ook is stable.

At the sane time, Standard & Poor's affirmed its 'AA-' senior unsecured
debt rating on TCHC I ssuer Trust.

The rating on TCHC reflects the conpany's supportive relationship with
its owner, the City of Toronto (AA/ Positive/A-1+); robust interest coverage;
strong liquidity support; solid and i nproving financial results; strong
demand; and the conpany's doni nant supplier position. Sonewhat
count er bal anci ng these strengths are TCHC s consi derabl e redevel opnent pl ans,
noder at e state-of-good repair backl og, weakeni ng operational results, and | ow
geogr aphi cal diversification

W rate TCHC in accordance with Standard & Poor's government-rel ated
entities nmethodol ogy. G ven the inportance of public housing to Toronto and
TCHC s public policy role, we rate TCHC using a top-down approach

As a share-held corporation operating at arms length fromthe city, TCHC
benefits froma supportive relationship with its owner. This support has been
recently mani fested by an unexpected capital grant fromthe city of C$75
mllion that the conmpany will use to reduce its state-of-good-repair backl og.
The city has established a stable multiyear funding formula for TCHC and has
provi ded the conpany with clear and strai ghtforward operating direction
permtting it to manage its operations on a hands-off basis. Its operating
direction, however, does require the conpany to seek city approval for debt
i ssuance and any program expansion that would require additional funding
beyond the existing funding fornula.

I nterest coverage |evels, which were al nost unchanged in 2007 fromthe
previ ous year, remai ned robust even with the i ssuance of C$250 million of
bull et bonds in May 2007. For 2006 and 2007, the EBI TDA- based gross interest
coverage was 3. 1x, which was up very slightly from3.0x in 2005. The funds
fromoperations (FFO gross interest coverage ratio fared simlarly, at 1.7x
in 2007, down slightly from1.8x in 2006. This stability came despite
significant new i ssuance in 2007. At the end of that year, total debt stood at
slightly less than C$1.3 billion, up about 27%froma year earlier. W expect
that the conmpany's debt will not increase materially in 2008, and the
EBI TDA- based gross interest coverage to be 2.9x for 2008 and 3.1x for 2009.

TCHC benefits fromstrong liquidity support. The conpany's avail abl e cash
and investnents stood at al nbst C$290 million at the end of 2007, which was up
very dramatically from C$60 million a year earlier. Total cash and investnents
were al nost C$440 nillion, but about C$155 million of the total represented
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internally and externally restricted reserves. The increase is largely due to
the C$250 million issuance in 2007, which will fund general capital renewal
and will fund a substantial portion of a |arge redevel opnent. Accordingly, we
expect that the conpany will draw down liquidity in 2008 and 2009 as both
initiatives progress. In addition to the cash and i nvestments, TCHC mmi ntains
commtted bank facilities of C$200 million, of which about C$20 mllion had
been used at the end of 2007.

For fiscal 2007 (ended Dec. 31), TCHC generated EBI TDA of C$220 mllion
and a net incone of C$60 million on revenues of about C$640 million. Relative
to 2006, EBI TDA was up about 8% in 2007 but net income was down by 23% due to
i ncreased interest and depreciati on expense. Both EBI TDA and operating nargins
i mproved slightly in 2007: The operating margin rose to 21.6%in 2007 from
21.1%in 2006, while the EBITDA margin increased to 34.1%from 32. 6%

Strong demand and supply conditions in the Toronto housi ng narket benefit
TCHC. The econom cs of social housing in Canada do not encourage private
devel opnent and TCHC is easily the dom nant provider of subsidized housing in
Toronto. Historically, demand has been very brisk: The waiting list for
subsi dized units typically is close to the total nunmber of units in the
conpany's portfolio. The denographics of the Toronto market and the relative
paucity of private-sector alternatives strongly suggest that the favorable
mar ket conditions will persist for TCHC

Anmbi ti ous redevel opnent plans, a noderate capital backlog, and weakeni ng
operational performances offset to a degree the strength of the conpany's
financial and business profiles. TCHC s current redevel opment plans are
consi derabl e: Two mmjor projects, Don Mount Court and Regent Park, are
underway, resulting in the renewal of about 2,300 units or 4% of the present
portfolio in 10 years. The ongoing projects expose TCHC to a nunber of risks,
nost notably construction and market risk (the projects have market
conmponents). As well, a significant proportion of one project has been
debt -funded, which has resulted in a noderate increase in | everage.

Furt hernore, the conpany has begun planning two additional |arge-scale
proj ects.

A noder at e state-of-good-repair capital backlog is also a significant
chal | enge. When TCHC was created in 2002, its portfolio had a nunber of
properties that had state-of-good-repair deficiencies. Although the conpany
has made consi derabl e progress in addressing the deficiencies, the backl og
remai ns significant. TCHC will use about C$100 nmillion of the proceeds of
C$250 issuance nillion and an unexpected city grant of C$75 mllion to catch
up on the backlog, which it currently estimates to be about C$300 mllion and
increasing at an estimated C$50 nillion per year

Operating performance netrics have declined overall. Key nmetrics, such as
vacancy rates, arrears, and unit turnaround tinmes, have worsened in the past
three years. Poor operational performances can increase risks to the business
and financial profiles through | ost revenue opportunities, rising bad debt
expense, and reduced demand. Some of the operating weakness is the result of
redevel opment and capital backlog initiatives and will dissipate as
redevel opment projects are conpleted and capital repairs are made to units and
bui I di ngs.
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Outlook

The stable outlook reflects the expectation that TCHC will continue to
generate solid financial and operational performances and that interest
coverage ratios will not significantly deteriorate. Liquidity levels will fall
as construction at Regent Park progresses and unused bond proceeds are drawn.
We expect the conpany's relationship with Toronto to remain supportive.
Standard & Poor's al so expects that the demand and supply conditions of the
past decade will continue to ensure that vacancies will be pronptly filled. A
significant adverse change in the relationship with the city, unexpected

i ncrease in debt issuance, or a narked deterioration of financial results
could place downward pressure on the rating. Conversely, a substanti al
reduction in debt or a significant increase in senior governnent capital and
operating grants would be a definite precursor to an upgrade.

Ratings List
Rati ngs Affirned

Toronto Conmunity Housing Corp.
| ssuer credit rating AA-/ St abl e/ - -

TCHC | ssuer Trust
Seni or unsecured debt (1 issue) AA-

Conplete ratings information is available to subscribers of RatingsDirect, the
real -tine Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoor s. com sel ect your preferred country or region, then
Ratings in the left navigation bar, followed by Credit Ratings Search
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