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PREAMBLE

The Standing Committee on Public Accounts held hearings on the Auditor
General’s report on Ontario Realty Corporation’s real estate and accommodation
services on March 29, 2007. The Committee endorsed the Auditor General’s
findings and recommendations on this topic as reported in the 2006 Annual
Report (s. 3.10).

This Committee report provides an overview of relevant sections from the
Auditor General’s report and the hearings, together with references to the
Corporation’s 2007 status report. The Committee has prepared recommendations
based on its observations and conclusions.
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Minister of the Ministry of Public Infrastructure Renewal (PIR) and Ministry
officials, and the ORC’s Chair of the Board of Directors, President and Chief
Executive Officer, and senior staff.
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Summary Status Table in Response to the Report of the Auditor General of
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25, 2007.

The Committee acknowledges the assistance provided during the hearings and its
- deliberations by the Office of the Auditor General, the Clerk of the Committee,
and the Research Officer from the Ontario Legislative lerary s Research and
Information Services Branch.

1. BACKGROUND

The Ontario Realty Corporation (ORC/the Corporation) provides real-estate,
property- and project-management services to most provincial ministries and
agencies. The real-estate portfolio includes more than 38,000 hectares (95,000
acres) of land and 6,000 buildings comprising more than 4.6 million square
metres (50 million square feet) of space. Land holdings include acreage,
residential, farms, and commesxcial buildings; and rentals generated annual
revenues of about $28 million.

Eighty-one percent of the portfolio is owned by the government of Ontario, and
the remainder is leased. The real-estate portfolio contains two broad categories of
holdings; namely, buildings used by ministries and/or agencies, and other lands
(e.g., greenbelts, land banks, and farms).



The annual corporate revenues are approximately $600 million, which cover
various costs including leases, property taxes, repairs and maintenance, and
utilities. In additi__o_n, ORC rcceivgs Min_istry funding.

1 1 ORC Accountablllty and Serwce Dellvery

The Corporatlon reports to the M1mster of Public Infrastructure Renewal It
operates four regional offices and three area offices, and in fiscal year 2005/06
employed approximately 300 staff. The majority of the assets are managed for the
Ministry, which as the owner, provides direction, funding, and approvals
regarding assets. .

The ORC provides client ministries and agencies with the following services:

« development of policies, strategies, and implementation plans to maximize the
use of existing real-estate portfolios;

.  sales and acquisitions of land and buildings;
« property leasing as needed to augment the inventory of owned space;

« property management, including day-to-day maintenance and repair of owned
and leased facilities; and

« project management of large capital projects.

1.2. Audit Objective’

The audit objective was to assess whether the Ontario Realty Corporation had in
place adequate systems and procedures to ensure thaf:

» real-estate assets are acquired, managed, and disposed of with due regard for
economy and the public interest;

» government accommodation requirements are met in a cost-effective manner;
and

« the Corporation’s performance is adequately measured and reported to allow
for meaningful assessment of its activities and achievements.

The scope of the audif excluded the project management of large capital projects,
which were covered in 2003 as-part of a courts services audit. The Corporation’s
internal audit group had recently audited this area.

1.3. Overview of Audit Findings

The Auditor General provided an overview of the audit observations and
conclusions, as follows:

. Recent ORC Improvements — improvements were made to enhance systems
and procedures over leasing, property sales and acquisitions, and the hiring
and monitoring of building management service providers.



In Progress Initiatives — the ORC with the Ministry of Public Infrastructure
Renewal, and client ministries and agencies is working to ensure that:

. all managed space is being efficiently used;

properties are being maintained through appropriate investments in
building life-cycle repair and maintenance; and

its management information systems provide relevant and reliable
information for decision-makers.

‘Management/Rationalization of the Real-estate Portfolio — the Auditor agreed

with the Ministry that several factors had inhibited the effective management
and rationalization of the province’s real estate portfolio (e.g., managing
surplus and underutilized property). The Auditor noted that the Corporation
also needed to improve information systems and establish strategic plans for
identifying properties that could be rationalized and sold.

Related Matters — the Auditor identified a series of related matters; namely,
recording and tracking the recovery of outstanding funds; the resale of
property by new owners; assessing the cost-effectiveness of leases; assurance
that existing space is used in an efficient manner; best practices and high
standards for property management; estimate of deferred maintenance costs;
extensive errors in the real-estate database; performance measures and role for
comprehensive and reliable indicators to assess management; benefits of the
internal audit function; and the need to address project-management practices
for large capital projects.

1.4. Commitment to Action

The ORC committed to act on the Auditor’s recommendations that were
operational in nature and to continue to advise the Ministry of Public
Infrastructure Renewal on all aspects of policy options and implementation, with
respect to those recommendations requiring policy approval.

Committee Hearings

ORC Initiatives (2006-07)

The Corporation provided supplementary information on recent initiatives to
address the Auditor’s recommendations on the property inventory, property
strategies, sales planning for surplus properties, the role of performance
indicators, and data action plans:

Property Inventory - progress towards inventorying the provincial government
real estate assets with a geographical information system (GIS) providing
mapping which is used in decision-making on surplus properties;

Property Strategics - created a development group with the capacity and the
capability to build and implement strategies for key properties;



. Sales Plan for Surplus Properties - developed a multi-year sales plan related to
significant surplus properties. The Cotporation’s 2005-06 Annual Report sets
out performance measures and targets, accompamed by a report card;..

. Performance Ind1cators the development of key performance indicators in
2006-07 to further measure performance primarily at the operatmnal level to
permit benchmarkmg agamst pubhc Junsdlcnons and the prlvate sector with
1mp1ementat10n plans in the next ﬁseal year, o

+ Data Action Plans - resourced a data mtegnty and quahty department and
established action plans to address problems in 2007-08 with future
maintenance.

Committee Conclusion

Based on its consideration of the 2006 audit report, the 2007 status report, and the
results of the hearings, the Committee has concluded that:

The Ontario Realty Corporation has made progress in addressing the
Auditor’s concerns and recommendations in the 2006 Annual Report
through the implementation of processes and procedures. Details on
actions taken to date were provided during the hearings and in the
appended status report. Outstanding initiatives pertaining to
recommendations No. 4, 5 and 7 have been identified for follow-up by the
Standing Committee on Public Accounts (s. 7).

1.5. Response to Committee Recommendations

The Committee requests that the Ontario Realty Corporation report to the
Standing Committee on Public Accounts within 120 days of the date of tabling of
this report. In the event that the Committee concludes that an altemnative

- timeframe is warranted, it will be indicated in the recommendation.

List of Committee Recommendations

1. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the implementation and administration of the
improved property disposition process. The report should address the
Ministry/ORC relationship, providing an overview of the marketing
success achieved to date, and identifying major challenges in the
disposition process.

2. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the disposition process for properties with
potential community or broader public sector significance. In
particular, the Committee requires clarification on key priorities;
namely, the action taken by the Corporation to ensure best land use
from a community perspective; and maximization of proceeds from a
disposition.



3. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the impact of the introduction of new controls
over property transactions; specifically, internal audit monitoring of
sales, and the introduction of safegnards to prevent higher re-sales in
the public sector. Furthermore, ORC should report on the feasibility
of a participation clause or joint ventures to address significant
potential for future value enhancements to ensure full value to the
govermment. - ‘

4, The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the development and sharing of a
comprehensive inventory of all government-owned and -controlled
real estate, based on information provided by all ministries and
agencies with such holdings. The report should include a timetable for
the implementation of the completed inventory system.

5. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the following initiatives:

. ORC’s plans to forward the “M” Lease Review (Leases to 3™
parties of surplus government space) with their analysis and
recommendations to PIR by the end of fiscal 2007/2008 to help
develop a policy for leasing to not-for-profit community groups so
that appropriate government direction can be provided;

+ the development of a new set of processes and protocols for the
administration and management of contracts across the
Corporation, which will enable the ORC to determine where and
how performance metrics (i.e., Key Performance Indicators) may
be incorporated into service provider operating and maintenance
(O&M) contracts (targeted implementation date is the start of
2008/2009); -

» the orientation and training program for existing and new service
providers, as a prerequisite to conducting business with the ORC
(targeted implementation date is early fiscal 2008/2009); and

« ORC Internal Audit’s data quality audit (during fiscal 2007/2008).

The Committee requests that a response to this recommendation be
provided to the Committee Clerk by December 31, 2007 indicating the
current status only of these undertakings, acknowledging that the
Auditor General will be conducting a follow-up audit on this topic,
and reporting in the 2008 Annual Report.



OBSERVATIONS AND CONCLUSIONS®

2, ORC MANAGEWENT FRAMEWORK .

 The Corporatlon ‘operates w1th1n a prescnbed management framework, adhering
to defined patatmeters: The prov1n01a1 ‘Real Property and" Accommodatzons

- Directivé provides a framework for aciiiring, managing; and dlsposmg of real
property and accommodations effectively and efficiently. The Directive provides
that the Corporation is designated as the mandatory fee-for-service real-estate
organization for most ministries and certain agencies, and it requires that value for
money be achieved (e.g., adherence to competitive procedures and achieving
maximum returns).

Clients are required to submit annual accommodation plans to ORC, and the
Corporation assists clients in identifying potentially surplus properties as part of
its annual portfolio-planning and asset-review process. ORC prepares annual sales
plans for surplus or underutilized properties.

Committee Hearings
Ministry - ORC Relationship

The Committee enquired about the relationship between PIR and ORC.* The
accountability framework was developed in 2000 with an MOU as a key
instrument defining the roles and relationships.’ The MOU has been revised over
the past year, and this document frames the overall set of accountabilities
including ORC’s terms of reference for each of the board committees, job
descriptions and across govemance pracuces generally

The Minister provides policy d1rect10n to the ORC, and the Corporation functions
with operational independence.’ As noted, this relationship is guided by the
Agency Establishment and Accountabzlny Directive which defines the ministerial
relationships with all agencies. 8 Whereas the ORC has a real estate role, the PIR’
mandate entails stakeholder intervention and public consultation, for example.’
The Committee acknowledged the significance of the way in which PIR and ORC
" have assumed complementary roles in a process that accounts for the broader
public interest.'®

Performance is evaluated annually and performance improvement goals are
established and published in the annual report. The most recent internal audit
rated corporate governance practices as satisfactory.!!

ORC's Reorganization — Accountability Framework

The ORC has undergone a significant change in recent years with the move to the
Ministry of Public Infrastructure Renewal. 2 The new focus has reinforced the
Corporation’s role in client service and asset management; established greater
liaison and a higher level of service to clients, the PIR and other ministries; and in
providing advice to PIR."



The accountability relationship is defined by the Minister reporting to the
Legislature with input from the Deputy Minister, in conjunction with reporting by
the ORC’s Chair of the Board, the CEO, and senior VPps.4

The Ministry indicated that the accountability mechanisms have established the

framework for improved ORC performance. The governance instruments include

an updated MOU, and a new realty services management agreement that outlines

day-to-day responsibilities between the Corporation and the Ministry."* At the

time of the hearings the ORC was finalizing occupancy agreements with

minis?;ies to address service level expectations and obligations on a site-by-site
basis.

The Corporation’s annual reports are now current and the Auditor General
commended the role of the ORC’s internal audit function.!” An internal audit
group reports to a Board of Directors subcommittee (an audit committee)
providing governance and oversight.'®

3. REVIEW BY THE MINISTRY OF PUBLIC INFRASTRUCTURE RENEWAL

3.1. Real-property Management Issues

In 2005, the Ministry identified significant barriers in the government’s real-
property management system. The concerns related to such matters as: a
proportion of the portfolio being surplus and underutilized; no formal plans for/or
assessments of many of the province’s surplus and underutilized properties; the
lack of clarity on the responsibility for strategic decisions, and in the province’s
interests in negotiations; absence of a centralized, comprehensive understanding
of the province’s overall real-estate holdings; few incentives for clients to
" optimize their use of real estate; and properties being sold “as is” without
examining all opportunities to enhance the value and the proceeds.

The Auditor identified a series of related concemns, as follows:

« Marketing Challenges - over the past decade provincial governments have
instructed the ORC to sell properties. The sales constituted those properties
that were the easiest to market, and did not include those assets with difficult
marketing conditions (e.g., the need to relocate existing government tenants
and soil contamination). Over a given seven year period, ORC sold only 140
properties from a portfolio of 330.

. Systems/Procedures for Identifying Properties — the Auditor reported that the
ORC could improve its systems and procedures for the identification of
properties to be sold or rationalized throngh an improved property information
system with strategic plans for future uses of individual properties —
identifying properties that should be targeted for sale and/or deemed to be
underutilized.

. Absence of Comprehensive Property Profiles - when strategic plans were
prepared for certain properties, they were not always followed. The process
lacked clarity with respect to the timetable for the implementation of plans,



and the current status of properties. To identify properties being considered
for rationalization or sale required that information be compiled from several
sources (e.g., ORC’s annual sales and rationalization plans, and external .
repotts). '

Strategic Managemont Infatvss (2006)

In.itiétivesl weretaken inJ anuary 2006 to qimpro’v_é" the sﬁategic':;maﬁagemeﬁf of .
real estate as follows: s :
. anew framework to guide decisions on acquiring, using, improving,

redeploying, and disposing of properties;

. examination of complex and more valuable government properties to
determine optimum use (redevelopment and/or sale to maximize proceeds);

. review and improvement of the business practices of ORC and its clients to
ensure real-estate strategies and transactions support government policies
(e.g., process by which property is declared surplus);

. plans for an inventory of all government-owned and -controlled real estate
(e.g., comprehensive files with strategic, and accessible information on the
portfolio); and

. amended government reviews and approvals of ORC’s annual rationalization
and sales plans (e.g., improved analysis supporting decision-making and the
ORC’s ability to execute transactions).

A more streamlined procedure for obtaining Order-in-Council (OIC) approvals
for future property sales was introduced. The Ministry has assumed the
responsibility for the rationalization and potential sale of major properties, with
ORC still having an active role in the property sale.

The Auditor recommended that the Ontario Realty Corporation should establish
timetables for implementing any changes necessary to its operations to support
recent government initiatives aimed at improving the strategic management and
rationalization of real-estate assets, including developing plans for the future uses
and dispositions of individual properties and implementing those plans.

‘Status Report 2007

ORC has focused on asset management and investments through the following

initiatives:'’

. implementation of an Asset Management Framework for classifying real
ostate assets as either core or non-core for management purposes, and
providing funding for core assets over the long term. The Framework

establishes that all non-core assets not required for government purposes may
be sold; :

. anew OIC process was introduced to assist in selling non-core assets by
providing a sunset timeframe on gach OIC of 15 months, which is updated
each year by a new Annual Year Sales Plan; and
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» the Corporation establishes annual workplans with timelines for business unit
areas. ORC, in conjunction with PIR and client ministries, ensures that
government initiatives are addressed and supported in the Corporation’s
workplans.

The Corporation pointed out that many of the 330 properties are “in-use” for-
delivery. of government programs and were not sold because it was determined
that the business cases for many of these assets were not sound.

Committee Hearings
Strategy for Property Disposition — Ministry’s Role

The Committee enquired about the Ministry’s involvement with ORC property
management in the future, and specifically PIR’s role in the rationalization and
potential sale of major properties earmarked for sale through ORC.? The
Ministry’s role has been to develop the policy framework to help facilitate ORC’s
work.?! The Ministry indicated that the government is facilitating the process,
taking into account stakeholders and providing assurance that the public interest
has not been compromised.*

The Ministry focused on policy issues and addressed obstacles with respect to
moving them from surplus or alternate public use status, accounting for the
municipal context.> When the policy framework has been established the
properties move to the ORC sales plan.24 Therefore, the Ministry’s role in part is
to facilitate inter-ministerial co-ogeration in the property disposition, with ORC
continuing to play an active role. 5

Strategy for Surplus Properties

The Ministry and ORC are currently in the process of disposing of 11 properties
identified by ORC as being strategic, needing investigation in terms of highest
and best use, and possible future public use.”® A strategy had been developed in
2005 for the management of such surpius properties.”” The policy direction was
developed by the Ministry of Public Infrastructure Renewal with the Ontario
Realty Corp. identifying the strategic properties to be considered for disposal.?®
This was based on defined principles: the public interest could not be
compromised and it had to be done in a value for money context.?® The 11
properties required significant lead times before marketing, with possible multi-
stakeholder issues.”® Policy changes were needed to facilitate the ORC’s work

“acting as the agent for the province in preparing real estate for divestment, and
working with various stakeholders in a partnership.

ORC'’s Role

An approved property plan is required before the Ontario Realty Corp. takes
action through its multi-year sales plan, for the development of a property. This
entails the determination of highest and best use, planning requirements such as
zoning and related considerations such as community needs, for example.*!
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The objective is to establish an efficient process, taking into account the resources
available at ORC. According to ORC, the Ministry’s involvement in deﬁm’ng
policy is seen to pave the way for future large, complex properties using the new
template

New Approach to Portfolio Management

The Committee hoted that ORC managed 330 propertles but sold only 140 3 The
properties representéd amixed group; wluch contribiited to the sales results, with
some properties having no market interest.** ORC described the initial property
disposition process as follows: "

We created a basket of these 330 properties that
was really a grab bag of a whole bunch of
different things. I have to tell you, at the time—
again, this is going back in the past—there
wasn’t as much thought put into what was
included in that basket of properties and the
strategic approach . . . talked about earlier
around the portfolio. We’re movingina
different direction now, and it’s how we came
up with this even much smaller subset.”

Progress was hampered by various considerations: some properties were still in
use, for example, delivering government programs, so disposal was not an option;
and other properties suggested for sale had environmental liabilities. Based on the
business case to assess disposal, the costs of remediation far exceeded the
revenues available.*®

It was decided to go back and reassess the portfolio from different perspectives.”’
Starting with a larger group, the task was to assess environmental issues and
saleability, and the current market environment.®® Strategically, the timing of a
sale is important, takmg into account other events that could have an impact on
the value of a property.’ Accordmg to the Ministry, priority properties have been
identified for attention, as follows:*

. the properties are owned by the Ministry and ORC acts as an agent on their
behalf, without a transfer of title;

. properties were identified by ORC in terms of the opportunities representing
greater value, and surplus properties in the inventory that offered some
opportunities other than disposition;

. certain properties were in-use properties whose programs would be changmg
in the future and therefore represented an opportunity; and

. some properties may have policy implications in any declslon to deem them as
surplus with “greater government good” considerations.*!

Therefore, ORC is far more selective about what is placed into the multi-year
sales plan.” There have been improvements in the use of resources, for example,
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the costs to prepare properties for market, which was the case with the initial list
of 330 properties.”

Committee Recommendation

Enhanced Property Disposition Strategy

The Committee enquired about the longer term rnethodology for property
disposition, and the Ministry’s involvement with ORC. * 1t is not the Ministry’s
intention to strictly monitor every disposition, but to provide “a higher-level
policy clearance,” before ORC proceeds.* Furthermore, the enhanced disposition
process is to include heritage protection protocols, environmental assessment, the
class EA process and the sale of surplus properties to the broader public sector.*

The Committee therefore recommends that:

1. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the implementation and administration of the
improved property disposition process. The report should address the
Ministry/ORC relationship, providing an overview of the marketing
success achieved to date, and identifying major challenges in the
disposition process.

The Committee requests that a written response to this
recommendation be provided to the Committee Clerk within 120 days
of the date of tabling this report in the Legislature.

Committee Hearings (cont’d)
Municipalities as Clients - Community Impact

In the discussion about the disposition of provincial properties, the Committee
drew attention to municipalities as clients. Of concern is the importance of
addressing the “community” i int the disposition of ORC propertxes, demonstrating
an appreciation for local needs.*’

As noted, the province revisited its policy on surplus properties and disposition in
2005. The first principle was to ensure that the public interest be represented, not
focusing strictly on the bottom-line.*® The Corporation indicated that it has plans
to provide the Ministry with information to help in policy development for leasing
to not-for-profit community groups. A property plan would be required in the
development process whlch entails standard planning requirements, taking into
account community needs.*

ORC made reference in another instance to a decision to use a property for an
environmental management education forum. * In discussions on the future of the
Rideau Regional Centre and other municipal properties, the ORC indicated that it
is prepared to work w1th mum01pa11t1es to decide how best to use assets in support
of community interests.’
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Committee Recommendation

Community Test for ORC Dispositions _
The Comrhittee noted that there are niimerous positions to be reconciled in the
disposition of properties, which include financial and environmental

considerations; for example. In addition, cormnmunity needs are’an important part
of the equation or “test for disposal” of provincial properties: With municipalities
as clients it is understood that a sale may not hecessarily méet the “highest and -
best use” test.” The Corporation indicated that there are a number of -
municipalities that it will be working with on such matters, and that it will discuss
how best to use provincial assets in support of local needs and the broader
community. 5

The Committee therefore recommends that:

2. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the disposition process for properties with
potential community or broader public sector significance. In
particular, the Committee requires clarification on key priorities; -
namely, the action taken by the Corporation to ensure best land use
from a community perspective; and maximization of proceeds from a-
disposition. '

The Committee requests that a written response to this
recommendation be provided to the Committee Clerk within 120 days
of the date of tabling this reportin the Legislature.

4. CONTROLS OVER PROPERTY SALES AND ACQUISITION

The Auditor reported that controls over property sales and acquisitions were
generally satisfactory. These include appraisals using a qualified external
valuation process; adherence to the appraisal report on pricing; competitive
practices in public sales; and the use of an Order-in-Council to pre-authorize
property sales by the Corporation.

4.1. Controls over Appraisers

The Auditor noted that a 2004 internal audit report identified the need for stronger
controls over the use of appraisers, and over the selection practices for brokers

and environmental consultants. Although there had been improvements, the audit -
report noted examples where controls needed to be strengthened.

The Auditor recommended that in order to help ensure that amounts owing from -
property sales are properly accounted for and obtained, and to help ensure
ongoing monitoring for effectiveness of its sales procedures, the Ontario Realty
Corporation should:
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« establish controls to ensure that receivables are recorded and tracked for any
potential recoveries from conditions of property sales; and

« track and identify any resale of properties sold for significantly higher
amounts shortly after their sale and investigate how such situations could have
occurred. _

‘In addition, the Corporation should consider the feasibility of requiring safeguards
in its sales agreements that would permit it to share in any large profits from
subsequent sales of properties.

Status Report 2007

ORC internal audit now monitors sales through an electronic monitoring system
that detects changes in title on property sales by ORC for a period of one year.
The following initiatives have been taken:

. safeguards in sales agreements to prevent higher re-sales are applied to
properties sold to municipalities and other government bodies (not used on the
open market); and

+ in the event of significant potential for future value enhancement, other means
to ensure full value to the government (e.g,, a participation clause or entering
into joint ventures) will be analysed and pursued where appropriate.>

Committee Hearings
Monitoring and Market Considerations

A tracking system was introduced to monitor activity on property ownership over
a 12 month period.’® This will pr0v1de a guide for ORC’s future acthIty related to
sales and acquisition policies, ensuring that appraisals are current.”® ORC is
moving to rezone properties, possibly working with municipalities, thereby
benefiting from higher prices due to the zoning changes. *7 Also, consideration has
been given to applying a risk-return model to assist in decision-making related to
market conditions, potential return, and the risk of undergoing rezoning, for
example.*® The challenge is in taking a strategic approach on when to dispose of
propm;tgies, with the objective of achieving the ultimate return and indeed higher
value. :

Restrictive Covenants on Sales

ORC incorporates provisions in a disposition to protect against a purchaser
reselling (or flipping) a property depending on the purchaser, as follows:

« Profit Participation Clause — an anti-flip provision provides that within a
specified period of time (usually five to 20 years) if a purchaser is reselling
the property, the government has the option of either repurchasing the
property or recouping any profit (selling price in excess of the government’s
sale price); and

. Restrictive Covenant on Land Use - in certain cases where property is
conveyed for a specific purpose and use, ORC will look into placing a
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restrictive covenant on tifle to prevent future change of use without ORC
approval.® :

If the objectwe isa du‘ect sale toa mumclpahty for a public purpose, then the
Corporation would sell the real estate at market, based on the appraised value,
with the current zoning. %! Thereis'a risk that the municipality could then rezone it
for other uses (e.g., 1nst1tut10na1) or increase the yalue by rezoning from
institutional to residential.®? Given thiat ORC would not hiave exposed the
property to the marketplace and the 6pnce is based on appraisal; protections such -
as anti-flipping would be available.

Private Sector Sales

According to ORC, in the private sector or an open market sale it is not typical to
place restrictive covenants in a RFP.%* ORC explained the potential negative
consequences in an open market:

If we’re [ORC] putting a property on the open
market, the reason we don’t typically use those
provisions—and there are always exceptions
that we might consider—is because that’s not
the way the market typically operates. When
any other vendor puis a property on the open
market and invites bids from multiple parties,
they typically don’t put those types of
restrictions on it because they will tend to
reduce the amount that you could expect in
terms of a sale price. Because we’re trying to
maximize the return for the public, we typically
don’t put those kinds of restrictions, because
they will tend to depress the price that we would
recejve in the market.*

Committee Recommendation

Property Re-Sales and Value Enhancements

The Committee focused on ORC property re-sales resulting in substantially higher
profits shortly after a sale, and the use of safeguards in the sales agreements to
allow for the sharing of such profits resulting from a subsequent transaction. As
indicated, steps have been taken to monitor sales for a period of one year and to
address higher re-sales (e.g., safeguards in sales agreements for propetties sold to
municipalities and other government bodies) but not in the private sector.

In cases where there may be significant potential for future value enhancement,
ORC indicated that consideration was being given to other means to ensure full
value to the government. A participation clause or joint venture option will be
analysed and pursued.®®
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The Committee therefore recommends that:

3. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the impact of the introduction of new controls
over property transactions; specifically, internal audit monitoring of
sales, and the introduction of safeguards to prevent higher re-sales in
the public sector. Furthermore, ORC should report on the feasibility
of a participation clause or joint ventures to address significant
potential for future value enhancements to ensure full value to the
government.

The Committee requests that a written response to this
recommendation be provided to the Committee Clerk within 120 days
of the date of tabling this report in the Legislature.

5. LEASING

5.1. Lease Administration for Government—occﬁpied and -owned
Space

In 2004 ORC’s internal auditors reported on a backlog of expired government
leases (151 of 876 leases) with private-sector landlords, with ministries and
agencies continuing to occupy the space. The Auditor expressed the view that
failure to renew leases in a timely manner could have a negative impact, for
example, the disruption of program delivery due to the necessity to vacate
premises and paying rent over market value. The Auditor noted that ORC
addressed the backlog and has taken steps to prevent a recurrence. However, the
Auditor notes that the lease for Old City Hall in Toronto has been in overhold or
expired since 1999 and its clients are paying at least $3.3 million in excess rent
each year to the City of Toronfo.

Non—Ontario-govemmenf Tenants

The Corporation administers approximately 250 leases for non-Ontario-
government tenants in government buildings (e.g., tenants from non-profit
organizations) Approximately 100 of these leases were in overhold and about 60
were paying only a nominal rent (§1 a month). ORC would require Ministry
direction to reconsider the 1994 policy permitting non-market leases, if the intent
is to address lost revenues.

The Auditor recommended that to help ensure that leases negotiated by the
Ontario Realty Corporation, both for government-occupied space and for
government-owned space leased to others, reflect the best rates, the Corporation
should resolve in a timely manner all remaining leages in overhold; and obtain the
necessary policy direction from the Ministry of Public Infrastructure Renewal to
allow it to negotiate appropriate rents—at market rates where possible—for non-
Ontario-government tenants in government buildings.



16

Status Report 2007 -

The ORC had reduced the number of outstanding leases for space leased from
third parties by Décember 2005. The Corporation has committed to-work towards
eliminating overholds iy the lease portfolio. By March 31, 2007 the number of
leases of 3 party owned space to ac date government services in overhold
status had been reduced fo four leases, representing approximately orie tenth of
1% of the total leased portfolio, These leases were in the process of being,
falized at thattis. e R

Committee Hearings
[ ease Administration

The Committee enquired about the benefits of relocating ministries to one
location, the consolidation of rental space to increase efficiency, and establishing
lease rates for ministries.®” Specific reference was made to the City of Toronto’s
rental space at Old City Hall. At issuc was whether the province was paying more
than a fair market rate for space at this facility.®® ORC explained that the rent
should be viewed in light of certain factors, namely:®

. there is no market in the area comparable to the Old City Hall with its 70
courtrooms, and provincial requirements are temporarily being met at this
location; '

. the Old City Hall is an interim measure for court services in downtown
Toronto;

. the Ministry of the Attorney General is working on a longer-term plan with a
consultant. The report on the requirements across Toronto over 25 years does
not deal with alternate facilities in downtown Toronto in the near term; and

. over a five- to seven-year time frame the alternative to the Old City Hall will
begin development, with a solution in a 10-year period to the courtrooms at
Old City Hall.”

ORC explained that the cost to the province to relocate from the Old City Hall
facilities would be approximately $20 million. According to ORC, the lease rate is
based on factors such as cost to move and set up new courtrooms in downtown
Toronto.”! To execute a move of that magnitude is expensive when the time frame
for an exit plan would be in the order of seven to eight years. ORC concluded that
payback on the investment in such a move is not evident, and that the current rate
is fairly accurate.”

6. REAL-ESTATE INFORMATION SYSTEMS

Computerized information systems are used to manage the real-estate portfolio
and financial transactions. The major systems, RealSuite and Geographical
Information System, are used as follows: RealSuite tracks leases, space, and
facilities management for all ORC properties; and Geographical Information
System (GIS) provides geographic views of the Corporation’s properties and
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portfolio (e.g., legal and mapping information about properties) and can integrate
information from other sources (e.g., RealSuite, the land registry system, and
ministry databases).

Qutstanding issues include the following:

« Data Quality — as noted, RealSuite assists in decision-making on
accommodation needs and for tracking the use of properties. Data quality has
been a problem; for example, errors with respect to the current status (e.g,,
occupied/vacant and ownership) of properties in the database. This issue was
also reported by the Corporation’s internal auditors in a 2005 report.

« Incomplete Inventory of Real Estate - some ministries and government
agencies (e.g., ministries of Transportation and Natural Resources, and GO
Transit) do not use ORC services. This results in no comprehensive inventory
of government-owned and-controlled real estate fo assist in the overall
management (e.g., asset information and decision-making on the portfolio).
ORC has attempted to obtain a more complete listing of real-estate assets
using several sources (e.g., GIS linked to RealSuite, and the land registry
system}.

The Auditor proposed that a more complete inventory is dependent on
cooperation and information sharing by all ministries and agencies with the
Corporation. The objective is to have one comprehensive system for government
decision-making. '

The Auditor recommended that in order to ensure the Ontario Realty Corporation
is capable of providing reliable and complete infoimation on the province’s real-
estate holdings and activities, and to support strategic decision-making on real-
estate and accommodation decisions, the Corporation should:

. investigate the causes of data integrity errors on its RealSuite information
system and implement quality control procedures to correct existing errors,
and prevent and detect any recurrence in future; and

. continue its efforts to secure the co-operation of other ministries and agencies
with real-estate holdings to permit the development and sharing of a complete
inventory of all government-owned and -controlled real estate.

Status Report 2007

The ORC has strengthened the data quality initiative to enhance information on
assets in the portfolio through a strategy to address data issues:

+  the data quality team focuses on improving and tracking the data 1ntegr1ty of
the organization;

. aproject was initiated to develop a complete inventory of government-owned
and-controlled assets;

. confinuing efforts are made to secure co-operation from ministries and
agencies through Account Teams;
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. the data change/update function was centralized to 1mp1ement quality control
measures; : L

+ aData Quality Action Plan was developed in support of a key ccrporate
objective for 2007/2008 and the Data Governance Structure has been rev1sed
and

« anew websité on Data Quality (Inforrnatmn Excellence) has been launched to
- promote staff awareness in 1 SUPpC ort of the data quality campa1 en. .

Committee Hearings
Inventory of Assels

The Committee enquired about the ongoing 1n1t1at1ves to have a complete p1cture
of properties owned and managed by the province.” ORC has made progress in
developing and building an IT solution, training and educating people on data
collection and search verification, combined with GIS mapping of all properties. b
Furthermore, a data quality coordinator has been hired.

The system is operational with training completed for all ministries.
Approximately 9, 300 properties are in the system, over and above the 4,500 PIR-
owned propertles 5 ORC plans to include real estate holdings owned by agencies,
boards and commissions, and the broader public sector in the future. ™
Specifically, ORC is working with ministries with assets in the following areas -
transportation, natural resources, environment, municipal affairs and agriculture.

Data Integrity and Reliability

ORC is dedicating resources to data management to address data integrity

77
concems.’  Resources have been provided to renew the focus on data quality and
embed best practices through the operating units.” Resources for inputting correct
information were at issue, rather than the technology.”

The GIS system is used as a data quality tool to assist in mapping properties and
linking to multiple data sets to improve quality (e.g., verifying properties, and
ownership).% GIS will be used to overarch all systems providing information such
as floor plates, the tenants and the rent.’! RealSuite manages operations such as
facility management transact1ons and GIS displays this information in a very
human—fnendly way.%

ORC has centralized the data quality review process with staff overseeing all
transactions, and ensurmg that documentation such as addresses is accurate.” For
example, ORC reviewed 126 records within RealSuite and made corrections,
reviewed 306 sold land records indicating them as inactive in RealSuite, photos
have been added to the system, and 158 buildings were marked as inactive and
retired within GIS.*

An employee awareness program addresses the importance of data quality, and a
new governance structure helps people understand their responsibilities,
promoting accountability.®
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Commnittee Recommendation

Property Inventory — Provincial-owned and -controlled Real Estate

Resources have been dedicated to enhance the overall integrity of data in support
of reliable and complete information on the province’s real-estate holdings and
activities. However, there is the outstanding need to develop and share a
comprehensive inventory of all government-owned and -conirolled real estate.

The Committee therefore recommends that:

4. The Ontario Realty Corporation report to the Standing Committee
on Public Accounts on the development and sharing of a
comprehensive inventory of all government-owned and -controlled
real estate, based on information provided by all ministries and
agencies with such holdings. The report should include a timetable for
the implementation of the completed inventory system.

The Committee requests that a written response to this
recommendation be provided to the Committee Clerk within 120 days
of the date of tabling this report in the Legislature.

7. 2007 STATUS REPORT ~ QUTSTANDING UNDERTAKINGS

As noted in ORC’s April 2007 status report (Summary Status Table in Response
to the Report of the Auditor General of Ontario, Ontario Realty Corporation —
Real Estate and Accommodation Services (Section 3.10) Ministry of Public
Infrastructure Renewal), the majority of the commitments relating to the
Auditor’s recommendations have been addressed. The “outstanding undertakings”
indicated in the status report pertain to recommendations No. 4, 5 and 7.

Commitfee Recommendation

The Committee noted the outstanding commitments with respect to lease
administration for government-occupied and — owned space, buildings and land
management, and real estate information systems, and concluded that foltow-up
would be beneficial taking into account the longer timeframes for these initiatives.
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The Committee therefore recommends that:

5. The Ontario Realfy Corporation report to the Standing Committee
on Pubhc Accounts on the follomng mltlatlves

7 ORC’s plans to forward the “M” Lease Rewew (Leases to 3"l ,
o ‘parties of ‘surplus govemment space) w1th thelr analysm and )

ndatlons to P ,

" that appropriate government direction can be 'pr0v1ded

the development of a new set of processes and protocols for the
administration and management of contracts across the
Corporation, which will enable the ORC to determine where and
how performance metrics (i.e., Key Performance Indicators) may
be incorporated into service provider operating and maintenance
(O&M) contracts (targeted implementation date is the start of
2008/2009);

the orientation and training program for existing and new service
providers, as a prerequisite to conducting business with the ORC
(targeted implementation date is early fiscal 2008/2009); and

ORC Internal Audit’s data quality audit (during fiscal 2007/2008).

The Committee requests that a response to this recommendation be
provided to the Committee Clerk by December 31, 2007 indicating the

- current status only of these undertakings, acknowledging that the
Auditor General will be conducting a follow-up audit on this topic,
and reporting in the 2008 Annual Report.
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