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The Commission and its Mandate

The COVID-19 pandemic has had a significant impact on the Long-Term Care (LTC) sector in Ontario, and in particular with 
respect to the health and safety of LTC residents and staff.

Ontario’s Long-Term Care COVID-19 Commission has a mandate to investigate how and why COVID-19 spread in long-term 
care homes, what was done to prevent the spread, and the impact of key elements of the existing system on the spread. 

The formal mandate of the Commission (as of October 2020) includes: 

 “how the pre-COVID-19 state of the long-term care homes system, including the relationship to other aspects of the health care 

system, contributed to the COVID-19 virus spread within long-term care homes..” 

 “the impact of existing physical infrastructure…  and other features of the long-term care system on the spread of COVID-19 in the 

long-term care homes“

 “all other relevant matters that the Commissioners consider necessary to investigate the cause of the spread of COVID-19 within 

long-term care homes”

While the Commission’s initial efforts focussed on care related topics, the age and state of LTC infrastructure quickly become an 
important dynamic. This, in turn, drew attention to infrastructure renewal, new construction, financing dynamics, economic 
incentives, and funding. 
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Scope of Work

Morrison Park Advisors (MPA) was asked to review:

1. The funding model for LTC, to understand and analyze its relationship to the continued viability of LTC homes;

2. How the funding model affects the replacement of older LTC homes, since this relates to the construction of net new homes, 
and the demand for net new LTC beds;

3. The differing impacts of the funding model on the viability, incentives and future involvement of various classes of 
providers. In particular, the ongoing involvement of Commercial providers vs. Mission Driven providers has become an 
important topic, particularly with respect to the development of new LTC homes. 

This Report summarizes MPA’s investigation into these issues.

Morrison Park Advisors has been providing advice to Canadian governments at all levels, not-for-profits, co-operatives, 
regulatory agencies, and private and public companies since 2007. Much of our work has been focussed on the interplay 
between capital markets and public mandates. Past clients have included the Provinces of Ontario, Alberta, Manitoba, 
Newfoundland & Labrador, and the City of Toronto, amongst others, and mission-driven organizations in the social/affordable 
housing, utility and healthcare sectors.

Currently, Morrison Park Advisors has no ongoing engagements or firm assignments that would conflict with this review. 
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Since 1972, the province of Ontario has regulated the Long-Term Care (“LTC”) sector. As the demand for new beds has increased over decades, the 
Provincial Government implemented various funding strategies and incentive programs to spark interest in LTC investments. In the last 10 years, there 
has been relatively little investment in the LTC sector. Contributing factors appear to include: increasingly complex care requirements due to higher 
average age of residents in LTC homes, increases in land and construction prices in major Ontario metropolitan areas, and Government funding levels that 
result in unattractive investment returns for new construction and redevelopment projects.

Currently, there are approximately 78,000 LTC beds in Ontario that are owned and operated by three types of entities: for-profit (58%), not-for-profit 
(26%), and municipal (16%). Each owner receives healthcare, non-healthcare, and capital funding from the Provincial Government to develop and operate 
LTC homes. Funding for each of the homes is based on the number of beds available per day, and is the same amount regardless of LTC home ownership.

The “healthcare” funding envelope provided by the Province is a flow-through cost. LTC owners have no control over the amounts or expenses, but rather 
only manage the budget on-behalf of the government. This funding system is intended to ensure that a consistent level of healthcare is provided 
irrespective of where residents live, and that no profit is ever made from healthcare funding. LTC Owners are responsible for managing the care delivered 
to residents, including associated risks and responsibilities, but do not make profits from doing so. Instead, profits are derived exclusively from the non-
healthcare portion of government funding, and from Resident payments for optional or enhanced non-healthcare services (eg. a semi-private or private 
room, and/or other resident-paid non-healthcare services). This mix of risks, responsibilities and rewards is viewed as unattractive by many not-for-profit, 
mission driven, and commercial operators.

The Ontario Government provides many public services, both directly and through contracting with non-governmental entities. Various types of 
procurement and delivery models are utilized to ensure the public gets the services required, while investment and operational risks are appropriately 
managed. In the case of LTC, the Ontario Government currently relies on one of these models: the subsidy/tariff model, under which the Province offers a 
set tariff associated with services to be provided by potential operator. These operators, in turn, are responsible for the majority of the risks for planning, 
construction, and operation of LTC homes (regardless of LTC ownership type). Depending on the success of these operators in managing these risks, new 
construction may or may not actually occur.  Risks have been allocated very differently in the case of other Ontario public services, where in many cases 
service providers accept fewer risks yet receive higher compensation, and where the Province has much greater control over the pace of development.

Further evidence for the unattractiveness of LTC investments is provided by contrast with the private-pay retirement sector. Examination of the financial 
results of publicly-traded enterprises that operate in both sectors reveals that LTC home business segments delivered mid-high single digit operating 
margins, while retirement segments in the same companies had  20-50% operating margins. Achieved returns on investment are also significantly lower 
for LTC versus private pay retirement homes. While this result is consistent with expectations for a largely government funded activity, Ontario will 
continue to be faced with the challenge of attracting investment to the LTC sector, in the face of a better risk/reward profile in the private pay retirement 
sector.

Over the past 10 years, planning and development risks appear to have steadily increased for LTC owners, but the subsidy/tariff model has not been 
updated to either compensate owners for the increased risks or otherwise limit risk exposure. Investment in the LTC sector has been sparse, leading to an 
overall shortage of beds for an ever increasing waiting list.
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The LTC funding model was changed only in minor ways from 2009 to 2020. A major change came in July 2020, when the Ontario Government decided to
offer a new development grant, coupled with location-based funding premiums. These changes spurred new investment in the sector. However, the long-
term success of this funding enhancement will only be determined after the fact, if sufficient numbers of new beds enter the system.

Presentations to the Commission have suggested that overall demand for LTC beds will continue to rise as the Ontario baby-boomer population surpasses 
the age of 65. From the current base of 78,000 LTC beds in Ontario, 26,500 bed licenses will expire by 2025, and there are currently 30,000 people waiting 
to be placed in a LTC home. If there are no changes to the existing LTC system and the solution continues to be placing residents into LTC, by the year 2041 
Ontario will require an additional 96,000 to 115,000 new beds to accommodate the increased demand.

Based on current estimates of construction costs, meeting the needs of replacing soon-to-expire beds and developing net new beds for everyone on the 
waitlist represents an investment of over $19 Billion. In order to satisfy the 2041 forecast for beds required, new construction of $53 to $70 Billion would 
be required (in current dollars).

In order to ensure an increased flow of investment funding into the LTC system, and in recognition of the fact that no single type of LTC Owner would be 
likely to successfully satisfy the full demand for new beds, MPA suggests that consideration be given to the following:

1. Not-for-profit and other “Mission-Driven” organizations are integral to the success of the overall LTC sector, and continue to be interested in building 
new capacity. Unfortunately, these organizations have limited access to development capital, particularly equity capital. By providing targeted capital 
grants to not-for-profit organizations, Government could ensure more development by highly motivated organizations with the desire to continue to 
operate in the sector.

2. Highly capitalized commercial providers have the capability to develop a very large proportion of the beds required in Ontario. In order to ensure that 
commercial enterprises continue to invest in the sector the following changes might be considered;

a. Re-allocation of certain risks as between Government and Owners;
b. Increased development funding;
c. Adoption of a different procurement model, such as auctions (similar to that utilized for hospital, courthouse and other similar construction 

projects) or utility regulation.

3. Complete the segregation of the economics and management of the hoteling/accommodation vs healthcare aspects of LTC, in order to deal with these 
aspects separately: hoteling/accommodation provided by commercial operators, healthcare provided by other healthcare organizations. This 
segregation could spark new commercial interest in the LTC accommodation business, since the burdens of the healthcare operations would no longer 
be at issue.
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History

1940 1950’ 1972 1998 2002 2007 2014 2018 2020

2002
 D beds are upgraded to “Upgraded D” by means of a government 

program

2007 to 2010
 New 2007 Long-Term Care Act

o New standards, implemented in 2010
o Modeled after American sources that relied on inspection 

protocols and risk frameworks

2007

 35,000 B, C and Upgraded D bed replacement program (over 10 
years) is introduced, but the program does not achieve intended 
construction

2014

 New 2015 design standard is published (still applicable in 2021)
 Revised program for redevelopment of 30,000 older beds is 

introduced, but the program does not yield the intended construction 
activity

2018

 New program announced for 15,000 new beds and redevelopment of 
15,000 older beds by 2025, including increased per diem funding for 
construction

2020

 Covid-19 has a significant impact on the LTC sector
 Ontario Government announces Development Grant program to 

further incent new construction of LTC beds 

1940

 Not-for-profits and charities were providing services for the aged
 Municipalities operated homes for the aged 

1950’s
 Nursing homes developed after WWII

o Primarily started by the for-profit sector

1972
 Nursing Home Act

o Aims included the streamlining of all different entities that 
provided similar services

 Funding model was developed, along with requirements/standards for 
new facilities

 Existing nursing homes were grandfathered into the Act as LTC homes
o No common standards among existing facilities

1998
 Government establishes that 20,000 new beds are needed
 For-profit, not-for-profit and municipalities included

o The competitive process for new facilities is established
 New design standards are introduced

1998 to 2005
 First home from 1998 mandate opens
 For-profit sector grew at this time by developing a majority of the 

1998 mandate of 20,000 beds
 The new bed mandates drove the sector to build new, and avoid 

purchasing licenses from older homes or redevelopment 

10
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Total Beds in Ontario:  approximately 78,163

 Licensing:
o Licenses for approximately 26,500 beds will expire by the end of 2025

 2018 Ontario Government Announcement:
o Licenses for 15,000 new beds and redevelopment of 15,000 existing beds by 2025

 Development underway:
o 129 Active development projects (8,937 new beds and 11,727 redevelopment beds)
o 32 of the 129 active projects are in the construction phase (1,600 new beds and 3,000 redevelopment beds)
o 17 of the 129 active projects have been approved to start construction
o Since mid 2018, 5 development projects have been completed (12 new beds and 200 redevelopment beds)

 Approximately 30,000 people are on the waitlist to obtain a bed in a LTC Home
o Current estimated wait times are approximately 6 months

 Forecast
o By 2041, it has been estimated that Ontario will require anywhere from 96,000 to 115,000 beds (Canadian demand 250,000 to 300,000 beds)

Classification New Beds A Beds B Beds C Beds Upgraded D Beds ELDCAP beds

Description

 Built after 1998,
and comply with 
1999 design 
standards

 Beds built 
before 1999 that 
substantially 
comply with the 
1999 design
standard

 Not eligible for 
redevelopment
funding

 Beds that 
substantially 
exceed the 1972
standards but do 
not meet A-bed 
criteria

 Eligible for 
redevelopment 
funding

 Beds that meet
the 1972 design 
standards

 Eligible for 
redevelopment 
funding

 Upgraded 
through the 
“2002 D bed 
program” but do 
not meet 1972 
design standards

 Eligible for 
redevelopment 
funding

 Beds embedded 
in hospitals or 
close to 
hospitals

Number of Beds1 39,508 6,986 5,628 24,425 1,346 270

Notes: 
1. All numbers from LTC Commission Interviews with MLTC Staff

Current LTC Beds in Ontario

Current Status
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Current LTC Homes in Ontario by Category

Total LTC Homes in Ontario

LTC Homes in Ontario

For-Profit 360

Not-For-Profit 162

Municipal Homes 101

Total 623

 A majority of the older LTC homes with ward-style quadruple occupancy rooms are owned by For-Profit owners
 In the past, design standards allowed up to 40% of rooms in a LTC home to be quadruple occupancy

Single Occupancy Double Occupancy Quadruple Occupancy

53%40%

7%

Municipal

50%
41%

9%

Not-For-Profit

32%

39%

29%

For-Profit

360162

101

For Profit Not For-Profit Municipal Homes

LTC Homes - Occupancy

For Profit Not For-Profit Municipal

Single Occupancy 32% 50% 53%

Double Occupancy 39% 41% 40%

Quadruple Occupancy 29% 9% 7%

Total 100% 100% 100%
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Care and Accommodations 5,360$        

Specialized Programs 214               

Covid-19 Intiatives 209               

Other Supplementary 908               

Development and Minor Capital 272               

Total 6,963$       

Funding

14

Ministry of Long-Term Care (MLTC) Budget

The 2020/2021 budget for the Ministry of Long-Term 
Care is C$6.96BN

 96% of the budget is used for Operations

o Care and Accommodation budget is set 
annually

• This budget is separated into Four 
Envelopes that cover a range of 
expenses

o All other buckets are supplementary programs

 4% of the budget is used for Development and Minor 
Capital

o Development can be used for new 
development or re-development of beds

o Minor Capital can be used for the yearly 
maintenance of LTC buildings

Notes
 Approximately $1.6 Billion of this budget is funded by 

Resident co-payments, while the remainder is 
supported by general government revenues

 Standard co-payment is currently $62.18/day
 Special subsidies available for Residents that cannot 

pay

All figures in C$MM

Care and Accommodations

Specialized Programs

Covid-19 Intiatives

Other Supplementary

Development and Minor
Capital
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Development and Operations

$102.34/resident day

 Direct care, nursing, and medical 
equipment and supplies

Adjusted by Home Case Mix 
 Home Case Mix determines the 

level of acuteness in the home

**All costs in this envelope are flow 
through. Funds not used within this 
envelop must be returned to the 
Ministry

Nursing and Personal Care (NPC)1

$9.54/resident day

 Raw food purchases 
 Nutritional supplements

Not Included
 Cost related to other food 

programs 
 Cost of food preparation

**All costs in this envelope are flow 
through. Funds not used within this 
envelop must be returned to the 
Ministry

Raw Food (RF)2

$12.06/resident day

 Program staff, therapy, recreation 
equipment, and supplies

**All costs in this envelope are flow 
through. Funds not used within this 
envelop must be returned to the 
Ministry

Program and Support Services (PSS)3

$3.06/resident day

 A minimum of 68% of $4.50 is 
required to be allocated to the 
Healthcare Envelopes 

**All costs related to Healthcare are 
flow through. Funds not used within 
this envelop must be returned to the 
Ministry

Global Per Diem (Healthcare %)4

Healthcare Envelopes (Flow Through Only) No Profit to LTC Owners Non-Healthcare Envelopes  Source of Profit to LTC Owners

.a

$Varies/resident day

 Currently, $20.53 to $25.28 per resident/day
 Specific amount depends on location of LTC home
 Envelope covers construction and redevelopment

Development Funding is distributed once residents occupy 
the home until the end of license agreement, typically 25 
years. Before occupancy, no funding is released to the LTC 
developer

Development Funding6

$56.52/resident day

 Administrative wages
 Dietary equipment and supplies
 Laundry and housekeeping
 Furnishings
 Maintenance, operation and 

administration costs
 Debt Service (Principal + Interest)

The envelop can be used for any 
operational activity deemed by owner. 
Profits can be kept by LTC Owner

Other Accommodations (OA)5

$1.44/resident day

 A maximum of 32% of $4.50 
($1.44/resident day) can be 
allocated to the OA (operations) 
bucket

The 32% of Global per diem allocated 
to operation activities can be used for 
any activity deemed by owner. Profits 
can be kept by LTC Owner

Global Per Diem (Non-Healthcare %)4.b
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Funding in Context Total Construction and Operations Funding & Flexibility

NPC 
Envelope

(57%)

RF 
Envelope

(7%)

PSS 
Envelope

(5%)

OA 
Envelope

(32%)

Surplus can be transferred

Surplus cannot be transferred

Flexibility on FundingTotal Funding Breakdown

 Surplus from certain envelopes can be transferred to other envelopes
 The following diagram shows allowed transfers (green) vs prohibited 

transfers (red)

 All budgets are standardized throughout the province regardless of 
ownership

 LTC owners act as administrators of all budgets, but are not accountable 
for the size of the funding amounts

NPC + RF + PSS

OA Max

0% to 32%

 No funding from healthcare can be transferred to non-healthcare 
budgets

 After 2018, the Global Per Diem was introduced to provide flexibility to 
LTC Owners, instead of raising the Four Envelope Funding

 The 32% of global per diem limitation to OA Envelope is 
equivalent to the percentage of OA Funding  prior to 2018

This funding formula ensures that NO profit results from healthcare 
envelopes

Non-Healthcare Funding – Operations

Non-Healthcare Funding – Construction

Total Non-Healthcare Operations + Construction Funding

OA: $    56. 52
Global (Non-Healthcare): $       1. 44

Construction Funding Min $    20. 53 
Construction Funding Max $    25. 28

Total Non-Healthcare Funding Min $ 57. 96 per resident day
Total Non-Healthcare Funding Max $    83. 24 per resident day

Healthcare Funding

Total Healthcare Funding

NPC: $ 102. 34
RF: $       9. 54
PPS: $    12. 06
Global (Healthcare):           $       3. 06

Total $ 127. 00 per resident day

The Four Funding Envelopes Global Per Diem

 LTC Owners manage this budget on behalf of the provincial government, with no 
possibility of profits

 Lower bound Non-Healthcare Funding are for older homes that no longer receive 
development funding

 LTC Owners manage this budget as part of their business, with the possibility of earning 
profit
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Other Sources of Funding During Operations

Non-Government Funding Sources – Profit Sources

Other Optional Services

 LTC homes can offer non-healthcare 
related programs and services and 
retain 100% of the profit earned from 
them

 These services can include:

o Internet
o Cable
o Telephone
o Parking
o Beauty Services and Products
o Other

Accommodation Premiums

 LTC Homes offer three types of 
accommodations at the following rates;

o Basic Accommodation
• $62.18/resident day
• Remitted to Government

o Semi Private
• $62.18 + $13.02 premium
• Premium retained by owner

o Private
• $62.18 + $27.15 premium
• Premium retained by owner

 Basic accommodation fees remitted to 
government

 Each LTC home is required to offer 40% 
of the rooms at a basic accommodation 
price, regardless of actual room 
configuration

 Incentive to design 60% or more of 
homes with Semi and Private rooms; 
however, cost per bed of constructing 
semi and private rooms is much higher

MLTC Programs

 MLTC has created several programs to 
help LTC homes with specialized 
support

 These programs include;

o Behavioural Support Ontario 
(BSO)

o High Intensity Needs Fund 
(HINF) (claims based)

o Falls Prevention
o Assistive Devices Programs -

LTC Expansion
o Convalescent care beds
o Attending Nurse Practitioner
o Nurse Practitioner

 For all MLTC Programs, unused funds 
are returned to the Ministry

Other Government Funding – No Profit Source
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Explaining the LTC Model 

Procurement Strategy

 The Province has chosen to procure LTC beds and care services through an external procurement process rather than provide these services 
directly

 The Ministry determines its requirements for LTC Beds based on the existing supply (including the expected aging and need for replacement of 
facilities), and expected demographic and healthcare trends

o Needs are broken down regionally, to address the preference of most Residents to be close to their families

LTC Model Compensation 

 Required Beds are procured using a “tariff/subsidy” model
o Bed providers are remunerated for their services primarily based on a fixed rate per bed provided for government use
o Plus additional revenue from certain fixed-rate Resident co-payments, and optional services that are offered to Residents

 Guideline Overview
i. All providers must be licensed through a rigorous process 
ii. It is expected that providers will meet all required standards of facility and operational quality on an ongoing basis (subject to regular 

inspection and enforcement), and will do so based on the offered price per bed and their own business plans
iii. As long as license conditions are met, providers will be paid at the tariff rate (i.e. payment for services rendered)
iv. The per bed price is adjusted from time to time, primarily based on inflation

a. The per bed price can be supplemented by special arrangements, such as the COVID-19 program. The Covid program 
recognized the unforeseen costs of providing ongoing care during exceptional circumstances and provided additional funding 

v. A provider can expect to receive the tariff price for the full life of the license term, but cannot expect to receive any additional funding 
during the term, and may not be approved for a renewal or redevelopment of the facility at the end of the term

vi. Under the policy announced in 2018, developers of new beds may receive an additional per bed amount for up to 25 years to help pay 
the costs of new construction and development of a facility

a. Provider may also be eligible for a one-time grant payable at the completion of construction
b. Both of these forms of funding are fixed by formula, like the basic per bed tariff
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Development and Construction Pathway
1.

Application 
Submitted

2.
Project 

Approval

3.
Developmen
t Agreement

4.
Design 

Approved

5.
Start of 

Constructio
n

6.
Occupancy 

Plans

7. 
Operations

Planning (1 – 3+ years)

1. Application Submitted
MLTC Applications
 Eligible LTC developers apply for open call applications, which dictate how 

many beds are available for development or re-development in the province, 
by region

Other Applications
 Municipal Permits

o Required by each municipality in order to develop land

Land
 Individual Developers have to find and purchase the land required to develop a 

new LTC home

Financing
 Individual applicants are required to source their own financing

** Land and Financing are required to apply for a LTC License (for operations), but 
are not required in order to start the application process

2. Project Approval
 Ministry approves application and assigns a number of beds to the applicant

3. Development Agreement
 Applicant and Ministry enter into a Development Agreement

o Development agreement assures the Applicant that the Ministry will 
work with them throughout the full construction process to ensure 
the owner ultimately obtains a LTC License

8. 
End of 

License

Planning (1 – 3+years) Construction (2 – 3 + years) Operations (1 – 30 years)

Construction (2 – 3+ years)

4. Design Approved
MLTC Design Approval
 Ministry approves proposal

o Proposal includes approval by financial institution(s), and municipal 
approvals for land development

5. Start of Construction
 LTC Applicant is free to start construction after obtaining all the Ministry, 

Municipal, and Financial approvals
 Regular construction reports are required by the MLTC during this phase

Operations  (1 – 30 years)

6. Occupancy Plans
 An occupancy plan is submitted to the MLTC during construction
 The occupancy plan is the operations manual the LTC owner is planning to 

follow during the life of the license
o Includes care, operations, programs, etc.

7. Operations
 Once the Occupancy Plan is approved the license to operate is granted by 

Ministry
 The license to operate is given for 30 years for Not-For-Profit and For-Profit 

entities

8. End of License
 Facility can obtain a license to redevelop the facility and/or continue to 

operate  by ensuring all new regulations are met. Or they can choose to close 
down the facility

19
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Which Risks are Owners Accountable For?

Risk Allocation Notes

Planning and Construction
 Development Cost
 Land Acquisition
 Permitting
 Construction Financing

Developer/Owner

 Developer is fully exposed to all budget and time risks of development and 
construction, and will be paid only upon completion and occupancy, at a 
fixed tariff price

Market Demand and Occupancy Government
 LTC Owner is paid for bed availability, not occupancy
 Given the existing waiting lists, it is unlikely that supply of beds will exceed 

demand in the foreseeable future

Operating Costs (Healthcare) Government
 Personal and nursing, raw food and support services are pass-though costs, 

fully determined by government

Operating Costs (Accommodation and 
Standards)

Owner

 All non-healthcare operating costs are covered by a fixed tariff which is 
adjusted by an amount approximating general inflation

 Owners must meet all government standards/regulations required by 
license conditions, even if costs rise

Value of Optional Services Owner  Provided entirely at risk to the Owner

Cost of Capital Owner

 Debt for new construction is likely to be both long-term and fixed rate; 
however, Owner is fully at risk for changing market expectations about 
required returns on invested equity, with very limited ability to increase 
operating margins over time

**Note: Working capital portion of equity increases over time, as overall costs 
increase

Design Standards Government
 New construction must meet design standards of the day; if standards are 

changed, government must design a program to incent and compensate for 
required upgrades

Redevelopment/Terminal Value Owner
 At the end of the license period, the Owner is entirely at risk for any 

terminal value in the property

Unfavorable to Owners Favorable to Owners Neutral

Risk Allocation
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What types of organizations own LTC homes, and how do they attract capital?

Ownership Characteristics

 Legislative Requirement in certain 
circumstances

 All “Southern” upper-tier or single tier 
municipalities must establish and 
maintain at least one long-term care home

 Southern municipalities may establish 
and maintain additional LTC homes

 Northern municipalities with at least 
15,000 permanent residents may also 
establish and maintain additional LTC 
homes

 Economic risk is ultimately borne by 
taxpayers

Capitalization

 Borrows debt from parent/sponsoring 
government or third parties such as 
banks and bond investors

 Receives “equity” from 
parent/sponsoring government

 May reinvest operating surpluses, or 
return to parent/sponsoring government

 May require ongoing financial assistance 
from parent/sponsoring government

 Taxpayer is ultimately at risk for losses
 Limited by Municipal budgets and 

political processes

Municipal or Government Owned

Ownership Characteristics

 Motivations extend beyond economic 
return

 Not-For-Profit and Charitable entities 
may apply for a license to establish a LTC 
home 

 Some For-Profit operators are also 
Mission-Driven

Capitalization

 Often willing to accept uneconomic 
returns in order to further mission

 Borrow debt from financial institutions or 
bond investors

 Obtain “equity” from charitable sources, 
donations, local or higher level 
government grants

 Maintain reserves to cover future 
financial obligations

 Reinvest surpluses in operations or 
additional facilities

 Organization is at risk for financial losses
 Limited by availability of equity; not 

easily scalable

Mission-Driven

.

Ownership Characteristics

 Core motivation is providing a 
satisfactory risk adjusted return on 
capital employed

 For-Profit enterprises can apply for 
licenses to establish and maintain long-
term care homes

 LTC home may be a stand-alone business, 
or may be part of a broader offering of 
services, such as a “retirement 
community”

Capitalization

 Make investments based on expected 
risk-adjusted rate of return

 Borrow debt from financial institutions or 
bond investors

 Obtain equity from private or public 
investors

 Return surpluses to investors either 
though capital appreciation (private 
market value or stock market value) or 
dividends

 Highly scalable if risk adjusted returns 
meet investor expectations

Commercial
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Investing in LTC from 2009 to 2020

LTC Investment Economics: Capital Funding
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Investment in LTC Prior to 2018

 There was a lack of development and redevelopment of new LTC 
beds prior to 2018, despite the increasing numbers on the LTC 
waitlists (approximately 30,000 people)

o Only 611 net new LTC beds were built in Ontario between 
2011 and 2018 

o Some older beds were redeveloped and/or upgraded under 
several programs

 The slow uptake in the LTC program is evidence that the prevailing 
price per bed was insufficient to incent new investment in the 
sector

Investment in LTC After 2018

 In 2018, an increase in the per diem construction funding tariff was 
announced

 In 2020, there was a further increase in the per diem rate, and a 
new incentive for construction in the form of a one-time 
development grant (payable upon completion of construction of a 
new LTC home)

o This represents a significant increase in the tariff/subsidy 
applicable to new LTC beds

 The initiation of a number of development/redevelopment projects 
since the latter announcement is an indication that the increase in 
the tariff/subsidy is having a positive impact in the sector

Value of Government Capital Funding for New projects from 2009 to 2020 (please see Appendix for calculation methodology details)

Years 2009 A 2015 A 2019 A 2020 A

Location N/A N/A N/A Large Urban Urban Mid-Size Rural

Base CFS Per Diem/Bed/ Day 13.30$                   16.65$                   18.03$                   23.78$                   20.53$                   20.53$                   20.78$                   
Plus: Large Home Premim -                           -                           -                           -                           -                           -                           -                           
Plus: Ratio Accom. Premium 2.50                         3.50                         3.50                         -                           -                           -                           -                           

Plus: Other 1.00                         1.38                         -                           -                           -                           -                           -                           
Total CFS per Diem 16.80$                  21.53$                  21.53$                  23.78$                  20.53$                  20.53$                  20.78$                  

Per Diem Per Bed - Yearly 6,132$                   7,858$                   7,858$                   8,680$                   7,493$                   7,493$                   7,585$                   

Development Grant per Bed -$                        -$                        -$                        51,376$                47,926$                24,923$                29,246$                

Expected Value of Lifetime Funding 70,341$                102,091$             105,367$             174,195$             153,790$             131,882$             137,316$             

Note:
 N/A: Information not available
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Conference Board of Canada Study

 A 2017 Report from the Conference Board of Canada (Sizing Up the Challenge: Meeting the Demand for Long-Term Care in Canada) 
gathered information from studies, policies and reports across the country which indicated that the cost of constructing LTC beds could 
range from approximately $289,000 to $536,000 in 2017 dollars

 The Report referenced Ontario’s own 2015 Construction Funding Subsidy policy which suggested that the per diem construction 
funding subsidy was intended, at that time, to cover approximately half of the expected cost of construction of a LTC bed

 The Report settled on a target per bed cost of $320,000 for analytical purposes
 Since 2017 costs of materials, equipment and construction services have increased, based on typical inflationary pressures. However, 

land values, particularly in key urban zones such as the Greater Toronto Area, have in many cases increased much more rapidly
 Assuming an adjusted target per bed cost of $350,000 for 2021 would take into account inflationary pressures, and a small premium for 

escalating real estate costs

Development Funding and the Actual Cost of LTC Beds

 As described above, the Funding Model for LTC beds provides ongoing operating funding (currently $57.96/bed day) that is intended to 
cover non-healthcare operating costs, including in part the cost of the LTC building itself

 In addition, newly constructed or renovated facilities can receive an additional per day amount of  up to $23.78, and a development 
grant of up to $51,376 per bed. 

o The total present value of these development funding streams, taking into account the expected cost of financing over 25 years, 
was calculated on the previous slide to be a maximum of $174,195

 Assuming a typical cost of $350,000 per bed, and development funding with a value of $175,000, this means that approximately half of 
the cost of new LTC beds must be funded by:

o Some portion of the $57.96/day operating funding not used for other purposes
o The residual value (i.e., land value) that will survive in the facility after the end of its 30-year operating life
o Other value that may accrue to the owner, such  as might occur by integrating the facility with a “retirement village” (i.e., a 

retirement village might be made more attractive/valuable by having a LTC home nearby – however, in the Ontario LTC system, 
no preference is given to retirement home residents with respect to placement in a LTC facility, so the actual value of colocation 
is highly uncertain)
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Requirement for New or Redeveloped Beds

 Licenses for approximately 26,500 beds will expire by 2025
 The waitlist for LTC beds is currently approximately 30,000 people, with an average wait time of 6 months
 The Conference Board of Canada (in the Sizing Up the Challenge Report quoted above) estimated that demand for LTC beds across the 

country would accelerate until at least 2032 because of demographic drivers, potentially plateauing after that point
 The Ageing Well  Report published in November 2020 estimates that by the year 2041, Ontario will require anywhere from 96,000 to

115,000 new beds to meet the aging demographic of the province

Total Cost of Future Requirements

 To meet the current need to replace expiring licenses and accommodate the current waiting list, at a current cost of $350,000 per bed;

$ 19.8 Billion** of construction capital will be required

 Assuming that the LTC system offering stays as-is in the future, the need for 152,500 to 201,500 redeveloped or newly constructed 
beds over the next 20 years (including the current 2020 demand), at a current expected cost of $350,000 per bed;

$ 53.4 Billion to $ 70.5 Billion** of construction capital will be required

** These construction costs don’t include healthcare or operational costs

Cost Requirement In Context

 It is notable that as of March 31, 2020, the Ontario government’s publicly held debt amounted to $363 billion
o The need for LTC construction is a material amount when compared to the Province’s total outstanding debt, particularly when 

considering all of the other needs for provincial spending (i.e. accumulated deficits and capital spending such 
healthcare/hospitals, roads, schools and universities, etc.)

Meeting Future Demand
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Risk-Reward Ratio

 Investment opportunities are attractive based on investor perceptions of the “risk-reward ratio” 
 This ratio represents expected returns over the life of the investment, measured against expectations of the risk factors that might 

undermine those expected returns
 Where expected returns are high, and perceived risks low, investors will actively compete for available opportunities to invest, which 

ultimately drives down prices and therefore expected returns
 Where expected returns are low and/or perceived risks high, investors will either forego investment opportunities entirely, or demand 

higher prices before making investments

Regulated Businesses – LTC Homes

 LTC homes are part of the highly regulated businesses segment
o Among others, electricity, water, waste and some parts of the transportation and telecommunications network sectors are also 

part of the regulated businesses segment
o All regulated businesses share some characteristics such as: long contract or concession life, capital intensiveness, public 

scrutiny, etc.
 Development and redevelopment of LTC homes is an investment opportunity that competes in a landscape of many alternative 

opportunities for investment
 LTC is also often compared to the private pay “retirement home” sector 

o The retirement sector is relatively unregulated and open to market competition, but the facilities built for retirement and LTC 
uses share some characteristics

Investing in Regulated Businesses
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Expected Returns and Comparisons

MPA has analyzed financial results of publicly-traded for-profit LTC operators (please see the next section beginning on page 28) and has 
received detailed financial information from a number of Mission-Driven operators on a confidential basis

General Conclusions

 Expected full-life equity returns on new construction of LTC beds are perceived to be in the range of 7% to 9% (pre-tax) per year, based 
on the most recent construction subsidies offered by the Government of Ontario

 Target equity returns for retirement homes are in the range of 12% to 14% (pre-tax) per year
 While LTC benefits from long-term licenses and price certainty, and retirement homes face ongoing market risk, expectations about 

future demand for retirement services (based on demographics) means that the risk disparity between these segments is substantially 
less than the disparity in expected returns, and retirement homes are much more attractive opportunities for investment

Planning Phase Observations

 Municipal permit risks have been increasing in costs and complexities
 Land values in Southern Ontario have been increasing rapidly
 Construction costs have been increasing faster than general inflation

Risks
 In the LTC funding model, developers of new homes must accept all of these planning phase risks, since funding does not keep pace with 

costs that exceed development budgets
o Challenges during the development stage can reduce expected project returns dramatically on a full-life basis

 While the government of Ontario has introduced some mechanisms to reflect varying costs of land and development across the 
province, this continues to be a significant source of challenge, particularly in the GTA

Illustrative Example

 On the next slide are illustrative pro forma income statements for private-sector-owned LTC homes with an average of 200 beds, drawn 
from information provided to MPA

o Note that these represent a nominal 10-year old facility and a nominal newly constructed facility
o Despite the substantial increase in development funding, expected returns on book equity for these illustrative examples are 

similar, because of the increased equity required to fund construction of the new facility
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10 Year old Facility 2021 New Facility

Number of Beds 200 200

Resident Days 73,000 73,000

NPC + RW + PSS + Government Programs

Resident Day Total Resident Day Total

Government Revenue

Nursing and Personal Care 109$                    7,935,830$     111$                    8,087,670$    

Personal & Support Service 12                           911,770             13                           924,910            

Total Government Revenue 121$                    8,847,600$     123$                    9,012,580$    

Government Expenses

Nursing and Personal Care 109$                    7,935,830$     111$                    8,087,670$    

Personal & Support Service 12                           911,770             13                           924,910            

Total Government Expenses 121$                    8,847,600$     123$                    9,012,580$    

Returns From Government

EBITDA -$                      -$                      -$                      -$                      

OA + Accomodation Premiums + Other Non-Health Care Services

Resident Day Total Resident Day Total

Other Revenue

Basic Accommodation 58$                        4,265,390$     59$                        4,333,280$    

Accommodation Premiums 16                           1,132,230        16                           1,175,300        

Capital Funding 10                           755,550             18                           1,316,190        

Others 20                           1,478,250        15                           1,070,180        

Total Other Revenue 105$                    7,631,420$     108$                    7,894,950$    

Other Expenses

Food Services 24                           1,754,920$     25                           1,793,610$    

Maintenance 10                           744,600             10                           765,040            

Housekeeping 6                              465,010             7                              492,750            

Laundry 2                              158,410             2                              159,870            

Administration 6                              430,700             6                              410,260            

Fixed 18                           1,346,120        12                           878,190            

Total Other Expenses 67$                        4,899,760$     62$                        4,499,720$    

EBITDA 37$                        2,731,660$     47$                        3,395,230$    

Interest 16                           1,150,480        20                           1,495,770        

Depreciation 11                           830,010             16                           1,166,540        

EBT 10$                        751,170$          10$                        732,920$         

Other Information

Other Figures

Invested Equity 8,200,000        9,803,500        

Ratios

EBITDA (% of Total Revenue) 17% 20%

EBITDA (% of Other Revenue) 36% 43%

EBT/Invested Equity (pre-tax ROE) 9.16% 7.48%

Certain Line Items Do Not Affect Profits

Profit Drivers

Profit  for LTC Owners comes from

 Non-Healthcare Envelopes and Services
 Operational efficiency

Notes
 Invested Equity for the 2021 New Facility is Net of 2020 subsidies
 Earnings before interest, depreciation and amortization (“EBITDA”)
 Earnings before interest (“EBT”)

Revenues

Nursing and Personal Care 

Raw Food

Program and Support Services

Government Programs

Expenses

Nursing and Personal Care 

Raw Food

Program and Support Services

Government Programs

100% Flow-
Through Costs

No profit for LTC Owners

OA + Accomodation Premiums + Other Non-Health Care Services

Resident Day Total Resident Day Total

Other Revenue

Basic Accommodation 58$                        4,265,390$     59$                        4,333,280$    

Accommodation Premiums 16                           1,132,230        16                           1,175,300        

Capital Funding 10                           755,550             18                           1,316,190        

Others 20                           1,478,250        15                           1,070,180        

Total Other Revenue 105$                    7,631,420$     108$                    7,894,950$    

Other Expenses

Food Services 24                           1,754,920$     25                           1,793,610$    

Maintenance 10                           744,600             10                           765,040            

Housekeeping 6                              465,010             7                              492,750            

Laundry 2                              158,410             2                              159,870            

Administration 6                              430,700             6                              410,260            

Fixed 18                           1,346,120        12                           878,190            

Total Other Expenses 67$                        4,899,760$     62$                        4,499,720$    

EBITDA 37$                        2,731,660$     47$                        3,395,230$    

Interest 16                           1,150,480        20                           1,495,770        

Depreciation 11                           830,010             16                           1,166,540        

EBT 10$                        751,170$          10$                        732,920$         

Other Information

Other Figures

Invested Equity 8,200,000        9,803,500        

Ratios

EBITDA (% of Total Revenue) 16.6% 20.1%

EBITDA (% of Other Revenue) 35.8% 43.0%

EBT/Invested Equity (pre-tax ROE) 9.2% 7.5%
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Financial Results

Private Pay Retirement homes and LTC homes share some characteristics (multi-unit living arrangements, with varying levels of available 
services provided), and a number of both for-profit and not-for-profit enterprises have been involved in both segments

Analysis

 For the purposes of this report, three publicly-traded for-profit companies were chosen for a comparison analysis
o Sienna, Chartwell and Extendicare own and operate both retirement homes and LTC homes
o Each own and operate more than 3,000 LTC beds in Ontario, and rank among the top five owner/operators by beds in Ontario

Method and Limitations

 Publicly available financial information from these companies provides some comparative information on the performance and relative 
attractiveness of investments in retirement homes vs. LTC (depicted in the three subsequent slides)

o Limited segmented information is publicly provided by these firms, restricting the detailed financial analysis that may be performed
o Revenues, operating expenses and Net Operating Income (NOI) are available for each company’s retirement and LTC segments
o The operations of these companies are not limited to Ontario, and reported figures apply to their businesses across Canada

Conclusion

 Each of the three companies grew their retirement segment, while LTC was largely stagnant during the 2015 to 2019 period
o Chartwell added nearly 2,000 retirement beds to their portfolio over 5 years, and lost 60 LTC beds
o Extendicare added 700 retirement beds, but only added 20 LTC
o Sienna added 2,000 retirement beds, and approximately 1,000 LTC (including through acquisitions from other existing providers)

 Operating margins (NOI %) are substantially higher in the Retirement segment than in the LTC segment for all three companies
o NOI does not include overall administration or financing costs for each of the companies and their segments, so this information does 

not directly indicate levels of return on invested equity in each segment 
o Higher NOI margin can be indicative of higher debt costs associated with construction or acquisition, or higher profit margins, or both

Private Pay Retirement Homes 
 Considerably less regulated
 Face full market price risk

o Residents choose type and level of services; pay 
accordingly 

LTC homes 
 Heavily regulated
 Subject to specific licenses for an operating life of 30 years 
 Relatively fixed prices/revenues
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2015 – 2019 Performance

Retirement Long-Term Care

Note: NOI represents the operating margin
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Definitions of Options

Government can ensure that public services are delivered using a variety of different models and tools, all of which are in common use in various economic 
sectors. The model currently in use in LTC is only one example among many available.

Program Delivery

 Services delivered directly by government, using government employees 
 Budgets are controlled by government, and funding generated either by service fees or general taxes 

Public-Private-Partnerships

 Arrangements where private sector companies or consortiums share responsibilities and risks with government in order to provide services 
to the public

 Typically used for large, complex projects that involve significant construction and operation risks
 Capital cost can be funded either privately or by government, and revenues can be based on service fees or annual government budgets

Concessions (typically auctioned by government)

 A private group is given the right to provide a service to the public, usually for a specific term and in a specific area
 Bidders must provide their own financing, and take the risk that the public will actually want the service offered
 Services and prices may be more or less regulated, depending on the service provided

Contract for Delivery (typically based on a competitive price auction)

 Private sector delivers a specific good or service to the Government, which in turn provides it to the public
 Many forms of auction/contract award

Regulated Public Utility

 A private group is given the right to provide a service to the public, usually in perpetuity, in a specific area
 Traditionally used for services that are “natural monopolies” (such as water, electricity, pipelines or wireline telecommunication services)
 Services are paid for by users, but at rates that are carefully regulated so that utilities are prevented from abusing their pricing power

Tariff/Subsidy 

 Private groups are paid a fixed amount by government for services delivered to the public (who may also pay an additional amount)
 Providers are responsible for all of their own costs and arrangements, but are often subject to stringent rules in order to qualify for the 

subsidy
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Alternative Ways of Procuring Goods/Services for Public Use

Procurement Model Example
Public/Private 

Responsibilities
Price Setting

Government Program 
Delivery

Primary and Secondary Education All Public Government Budgets

Public Private Partnerships
Large Hospitals 
(past 25 years)

Private: Design/ Build/Maintain 
the building
Public: All operations

Auction/bidding for private sector 
building services
Government Budget for healthcare

Concession Auction Casinos

Private: Design/Build and Operate 
in a specific territory for a specific 
term
Public: Regulation

Auction/bidding for casino 
territory based on percentage 
revenue split with government

Contract for Delivery Renewable Energy

Private: Design/Build and Operate 
for specific term
Public: Payment for energy 
delivered

Auction/bidding for energy price

Public Utility
Electricity Transmission and 

Distribution

Private: Design/Build and Operate 
in a specific territory
Public: Regulation

Regulator sets allowed return on 
equity invested, all other expenses 
“at cost”

Subsidy/Tariff Long-Term Care

Private: Design/Build/Maintain
building, and manage service 
delivery
Public: Regulation

Government budget sets prices,
private sector chooses whether to 
participate
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Hospital (design/build/maintain), Casinos, and certain Renewable Energy Contracts were all procured using Auction/Bidding Models

Auction/Bidding Models result in a different distribution of risks and rewards

Overview of Auction/Bidding Models

 Auction/Bidding models create competition among private sector suppliers to offer the best value for money for publicly procured
goods and services

 Government chooses the timing of the procurement, and sets the terms for what is to be delivered
o Private sector bidders offer whatever price they believe is required based on those terms, including their desired profit margin

 Typically, the lowest price bidder(s) wins the procurement

Weakness of the Model

 Government will not know the price/total cost until the result of the auction
 Auctions are held at specific times, and entail significant preparation and planning, so cannot be used for ongoing procurement
 Prices are very sensitive to current economic factors, and typically cannot be reset through the life of the contract (some long-term 

contract mechanisms allow for adjustments based on inflation or other metrics, but most costs are locked in at the time of the contract)
 Risk that the Auction results in “no bid”, because no private sector entity wishes to meet the terms at the specific time the auction is 

offered
 Risk that a bidder does not follow through at their offered price (typically, sophisticated auctions try to mitigate this risk with multi-

stage bidder qualification processes to weed out weak bidders, and with performance deposits, insurance, and other financial incentives 
for completion)

Private Sector Interests

 Transparency with respect to what is required, and when
 Freedom to include the required profit margin in the bid price
 Bidding processes can be onerous and costly, and unsuccessful bidders lose all of the costs associated with their bid



PRIVATE & CONFIDENTIAL

LTC Comparison to Auction/Bidding Models

37

Hospital (design/build/maintain), Casinos, and certain Renewable Energy Contracts were all procured using Auction/Bidding Models

Overview of Auction/Bidding Models Continued

Comparison to the Tariff/Subsidy model used in Long-Term Care:

x Government does not control prices or the total budget, because prices are set through auction
 In most auctions, all of the required services would be procured (e.g., total beds), at some price
 Strict regulations/inspection/enforcement are required in both cases to ensure that operations/services are delivered as required

Examples of Model 
Government can be more or less prescriptive in defining the services to be purchased

1. Large hospital procurements 
 Incredibly detailed, with terms and conditions running to thousands of pages
 The actual operation of the hospital and all of the employees and services provided at the hospital are the responsibility of the

public hospital corporation, not the private sector
 Sometimes the private sector provides ongoing building maintenance services

2. Renewable Energy Auctions 
 Specific term for the contract (typically 20 years)
 Specific nature of the electricity generation technology (e.g., wind, solar, biomass)
 Virtually all other details up to bidders

3. Casinos
 Highly regulated operations
 Bidders have broad freedom to determine how many facilities will be built in their concession area
 Total responsibility for design/build and all operations 
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Which Risks are Owners Accountable For?

Risk Allocation -LTC Allocation – Auction/Bidding Models

Planning and Construction
 Development Cost
 Land Acquisition
 Permitting
 Construction Financing

Developer/Owner Developer/Owner

Market Demand and Occupancy Government
For Hospitals and Renewable Energy: Government
For Casinos: Shared (revenue is shared on a percentage basis, so 
Casino operators share in market demand risk)

Operating Costs
Shared

(mostly Owner)
Owners

Value of Optional Services Owner N/A

Cost of Capital Owner Bidders include their preferred cost of capital in their bids

Design Standards Government regulated Government sets terms in the Auction process

Redevelopment/Terminal Value Owner
For Hospitals: Building transferred to Government at end of 
contract
For Casinos and Renewable Energy: Owners 

Unfavorable to Owners Favorable to Owners Neutral

Target ROE (pre-tax) 7% – 9% 
 Renewable Energy & Hospital Design/Build/Maintain: 10-12% +
 Casinos: 15% +

Target ROE (after-tax) 5% – 7% Varies based on tax details
<
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Electricity Delivery is Regulated in Ontario - Dramatically Different Risk-Reward Balance

Overview of Electricity Model

 For most of the province, there is only one electricity transmission company 
 In any given territory there is only one electricity delivery company
 “Cost of service” regulation has historically been used where service providers are in a monopoly position

o Regulation has also been used for other sectors which are not necessarily monopolies, such as water or sewer services, 
telecommunications, rail, ports and airports, and other services

 Service providers are given a license to operate in a specific territory and are stringently regulated
o Both in terms of services offered and prices allowed

Electricity Price Regulation

 When prices are set by regulators, most utility expenses are included in the calculations “at cost”
 Profits for the utility company are determined by an allowable “return on equity invested” 

o The amount of equity itself is controlled by regulating all purchases of equipment, and by mandating specific levels of debt to be 
used in the business

Electricity Risks Overview

 In October 2019 (Covid disruption had not been taken into account at that time), the Ontario Energy Board set the target return on 
equity for electricity distributors applying for new 2021 service rates at 8.34%, after tax 

 ROE  is approximately 10%+ before tax, varying in each case with tax circumstances
 Owners accept operating risk, because rates are set in advance and based on future estimated costs

 If owners do not manage costs appropriately, then their profits will be reduced compared to expectations
 Owners are shielded from risks outside their control, such as force majeure events (like ice storms), and construction delays caused by 

municipal permitting issues, for example
 The allowed rate of return on equity is adjusted by formula by the regulator, so the return on equity keeps up with prevailing economic 

conditions
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Electricity Delivery is Regulated in Ontario - Dramatically Different Risk-Reward Balance

Electricity Model Benefits

 Ensures that all required services are provided, at all times (failure to meet service standards results in penalties, and ultimately loss of 
license)

 All major expenditures are reviewed in advance and must be “prudent”, according to regulatory standards
 Highly transparent costs and operations, because of periodic regulatory reviews, held in public
 Owners accept performance risk

Electricity Model Weaknesses

 Lack of competition means regulator must constantly scrutinize level of efficiency and quality of management in utilities to ensure value 
for money

 Reduced incentives for innovation

Comparison to the LTC model:

 Providers of Ontario electricity distribution are benefitting from a higher expected return on equity invested, while simultaneously 
bearing fewer and lower risks as compared to LTC providers

 Electricity distribution service providers are incented to maintain a system that provides all required services to customers at all times, 
since they will be financially rewarded for all prudent investments they make (failure to invest in necessary equipment would lead to 
failure of electricity service, which is deemed to be unacceptable)
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Which Risks are Owners Accountable For?

Risk Allocation -LTC Allocation – Electricity Utilities

Planning and Construction
 Development Cost
 Land Acquisition
 Permitting
 Construction Financing

Developer/Owner “Prudent” actual costs added to rate base

Market Demand and Occupancy Government
Short term fluctuations – Utility

Long-term demand - recoverable

Operating Costs
Shared

(mostly Owner)
Owners are compensated for forecasted costs, 

but at risk for actual results

Value of Optional Services Owner Services are strictly limited

Cost of Capital Owner Regulated based on required market returns

Design Standards Government regulated Government regulated

Redevelopment/Terminal Value Owner
Owners partially at risk for “stranded assets” that 

may result from unexpected changes in market 
circumstances

Unfavorable to Owners Favorable to Owners Neutral

Target ROE (pre-tax) 7% – 9% 10%+ (varies depending on CCA)

Target ROE (after-tax) 5% – 7% 8.34%<
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Funding Model Contribution to Shortage of LTC Beds and Continued Reliance on Older Beds

i. Government subsidy rates for Long-term Care beds over the past decade were not sufficiently high to attract new investment into the 
sector in Ontario. In addition, various mission-driven LTC providers and municipalities have reportedly provided supplemental funding 
to operational costs from their own resources during the current crisis. Therefore in addition to not being sufficient to attract new 
construction, LTC funding rates may not been sufficient (in and of themselves) to fund required care.

ii. The very high Government involvement in the LTC space creates the expectation of lower investment returns. This has largely been
true: achieved rates of return have been much lower than in the adjacent private pay retirement space.

iii. The general lack of interest in construction of additional LTC beds has likely not been due  to the magnitude of available returns, but 
rather due to the risks that are borne by LTC facility owners in earning these lower returns.

a. The risks borne by LTC owners are significantly higher than those borne by owners of utility assets in Ontario, and are also 
higher than owners of hospitals buildings, renewable energy facilities and other assets that are procured on an auction basis

b. Regulated utility equity returns are higher than those achieved through LTC ownership, despite a more favourable risk 
allocation regime, and assets procured on an auction basis also provide higher commercial returns.

iv. Existing LTC homes represent sunk costs for commercial owner/operators, and hence continue to be in operation as long as they are 
at least minimally profitable

a. Operating a business on a “sunk cost” basis rarely leads to active reinvestment
b. Existing C and Upgraded D beds have not been redeveloped or replaced, as owners (and potential alternative providers) did not

perceive the expected risk adjusted returns to be high enough to justify investment.

v. The recent significant increase in Ontario government funding for new construction – both through announced increases in per diem 
subsidies, and development grant funding – appears to be spurring a number of new projects

a. The success of tariff/subsidy price increases can only be judged after the fact: if the increase is not high enough, the result will 
be fewer projects than targeted, while if the increase is too high, then development project proposals should exceed the 
Government’s targets

b. Tariff/subsidy models have the benefit of limiting the maximum government exposure to costs (because the subsidy amount is 
fixed), but are an imprecise instrument if the objective is to procure a specific amount of service 

c. If the objective is to procure a specific amount of service (i.e., LTC beds), either a utility model or an auction model is more likely 
to achieve a specific volumetric outcome.
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Funding Model and Mission-Driven Developer/Owner/Operators

i. The funding model applies equally to both Mission-Driven and Commercial providers in Ontario
a. The same cost and risk burdens apply to both classes of owners
b. The same per diem tariffs/subsidies are available

a. Healthcare operations (care and nursing envelope) are fully funded and regulated by the MLTC and Ministry of Health, 
without input from LTC owners

b. Profits for re-investment in the business or for shareholders are only possible through accommodation operations 
and/or extra services (non-healthcare related) provided to residents

c. It is not possible to profit by providing care: returns are generated solely from providing accommodation and other services
d. The funding model itself provides no incentive to spend more than the regulated amount on care services, and any such 

spending directly reduces profit that may be earned from providing accommodation. Given that there is no mechanism 
available to recover additional spending, the funding model creates a disincentive to spend beyond stipulated amounts 
regardless of the circumstances. 

e. Mission-driven LTC providers and Municipalities may chose (and reportedly have chosen) to contribute their own resources in 
order to provide enhanced care, but there is currently no way to ensure that this will occur. This leads to inconsistent outcomes 
across the Province.

ii. Not-for-Profit entities have significantly less access to risk capital (equity) funding and to the expertise required to undertake the 
development and construction risks that are implicit in the development process

a. The funding model requires that Developer/Owners undertake all development and construction work at risk, and then receive 
funding when construction is completed and LTC beds are made available

b. Land acquisition, design and permitting costs must all be borne for a considerable period of time, and few not-for-profit entities 
are likely to have these financial resources available to them

c. Debt is typically available in amounts up to 75% of construction costs
a. For Commercial operators the remaining 25% would be funded by equity
b. For Mission-Driven operations the remaining 25% must be secured through grants and/or charitable contributions, 

which may be extremely difficult and time-consuming to secure
d. Large Commercial providers in the LTC sector typically have dedicated teams of experts to plan and develop many aspects of 

new projects, as this is their full-time business. Most Not-For-Profit entities will be less likely to have ready access to such
teams and experience.
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Funding Model Looking Forward

The existing funding model was not sufficient to incent significant new construction over the past 10 years. Over the coming 20 years, the 
need for new and redeveloped beds will be substantial, with estimated requirements between 152,500 and 201,500 net new beds (these 
totals include the 2020 demands of redeveloping or building 56,500 beds).  The cost to meet the current demand is more than $19 billion, 
and to meet the full 2041 demand (assuming no changes in the current LTC offering) is more than $ 53 billion in current dollars. This 
represents $2.7 billion of spending on LTC homes each year for the next 20 years. A new and much higher level of development and 
construction activity will be required to address this need, if these assumptions hold true. 

The Province has several options available to it in order to help remedy the situation:

i. The Province benefits from the presence of a number of highly motivated, mission-driven organizations who have a keen 
interest in developing and redeveloping LTC beds. The financial resources of these organizations tend to be limited, particularly 
in regard to development capital. As has occurred in the affordable housing sector, we expect that these types of organizations 
would make highly effective use of new development capital, provided in the form of, for example, targeted capital grants. 
While we do not expect that the very large LTC development “gap” could be filled by these organizations, significant 
construction could and should occur, while simultaneously fostering and encouraging the growth of these providers. 

ii. The Province benefits from the presence of a number of highly capitalized commercial providers, who could develop the 
necessary infrastructure needed to address the construction/development gap. Doing so would require significant 
restructuring of the funding formula to better align risks and rewards:

a. Re-allocation of existing risks to reduce the burden on owner/operators; and/or
b. Increased development funding under the existing arrangements (assuming the increases announced in 2020 are not 

sufficient to incent the required level of development); or
c. Consider adopting a different funding model entirely, such as an Auction or Utility model. This would allow the Province 

to directly control the pace and scale of new development, which it is not able to do under the current model.

iii. The care aspects of LTC ownership are currently economically segregated from “hoteling/accommodation” activities. This 
creates the policy flexibility to reconsider, and potentially alter, responsibility for care activities. In particular the regional 
alignment of LHINs and hospitals creates the possibility of transferring care responsibilities from LTC owners to other 
healthcare organizations, together with the associated funding envelopes. We expect that such a realignment could lead to 
more, rather than less interest in construction/development by commercial LTC providers, and would facilitate, for example, 
procuring new physical capacity through an auction model.
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Method and Limitations

a. Assumptions stated for each year in calculation slide

b. Timeline Assumptions

a. Construction Phase assumed to be 2 years

b. Operations Phase assumed to be 25 years

c. Debt to Equity Split

a. Debt assumed to be 75% of investment

b. Equity assumed to be 25% of investment

d. Weighted Average Cost of Capital (“WACC”)

a. Cost of Debt

a. Used the Government of Canada (15 year plus) benchmark for the year under review plus 200bps

b. Cost of Equity

a. Assumed to be Cost of Debt + 500bps

e. Construction Debt Interest Rate

a. Assumed to be 5% per year, and only applicable for the year 2020 due to the addition of development funding

f. Per Diem

a. Only large homes (over 160 beds) were taken into account in calculations (smaller homes receive an additional incentive due to the loss of 
economies of scale)

g. The present value of 25-year funding streams were calculated in two stages:

a. Present value cash flows to the year of expected start of operation

b. Present value from project commencement to start of operation, assuming that costs mount linearly over the development/construction 
period

h. In 2020, the Ministry of Long-Term Care changed the funding in two ways

1. CFS Per Diem now depends on geographical location of LTC Home

2. A development grant has been added for the development of new LTC beds or redevelopment of existing beds, with grant amounts varying 
by location
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 Summary Table

Years 2009 A 2015 A 2019 A 2020 A

Construction Years 2 2 2 2 2 2 2
Operation Year 25 25 25 25 25 25 25

Debt/Equity Split

Debt % 75.0% 75.0% 75.0% 75.0% 75.0% 75.0% 75.0%
Equity % 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

GOC 3.23 2.05 1.76 1.1 1.1 1.1 1.1

Plus: bps 200 200 200 200 200 200 200
Debt Rate 5.2% 4.1% 3.8% 3.1% 3.1% 3.1% 3.1%

Equity Rate 10.2% 9.1% 8.8% 8.1% 8.1% 8.1% 8.1%

WACC (pre-Tax) 6.5% 5.3% 5.0% 4.4% 4.4% 4.4% 4.4%

Construction Debt Rate N/A N/A N/A 5.0% 5.0% 5.0% 5.0%

2009 A 2015 A 2019 A 2020 A

Large Urban Urban Mid-Size Rural

Base CFS Per Diem/Bed/ Day 13.30$                   16.65$                   18.03$                   23.78$                   20.53$                   20.53$                   20.78$                   
Others 3.50$                      4.88$                      3.50$                      -$                        -$                        -$                        -$                        

Total CFS Per Diem 16.80$                   21.53$                   21.53$                   23.78$                   20.53$                   20.53$                   20.78$                   

Per Diem Per Bed - Yearly 6,132$                   7,858$                   7,858$                   8,680$                   7,493$                   7,493$                   7,585$                   

Max Dev Grant Per Bed -$                        -$                        -$                        51,376$                47,926$                24,923$                29,246$                

Present Value 
Construction $0 $0 $0 $48,930 $45,644 $23,736 $27,853

Operations $70,341 $102,091 $105,367 $125,266 $108,146 $108,146 $109,463

Total PV $70,341 $102,091 $105,367 $174,195 $153,790 $131,882 $137,316

Value of Government Funding Assumptions and Calculations
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Canada’s Pre-eminent Independent Investment Bank

 Founded in Montreal, QC (2009)

 Original partners include former 
senior investment banking 
professionals (Rothschild, Lazard, 
RBC and Scotiabank GBM)

 Strong cross-border M&A and 
equity private placement 
capabilities

 Founded in Toronto, ON (2007)

 Original partners include former 
senior investment banking 
professionals (Scotiabank GBM 
and other industry-leading 
financial institutions), asset 
management and capital 
markets professionals

 Strong financial advisory, M&A, 
restructuring and debt financing 
capabilities

Originally built on longstanding relationships and 
common values between MPA and DNA Capital partners

Deep relationships and roots in Canada’s two main 
financial markets and global reach through partnerships

Approximately 30 total investment banking professionals 
in Toronto and Montreal

 Greater breadth and depth of transactional 
experience and expertise

 Expanded network in across Canada’s capital 
markets and financial community

 Boots on the ground in Canada’s two largest 
markets

 Broad sector and product coverage

 Senior-led transaction execution

 Flexibility and agility focused around 
customer needs

 Global reach and capabilities through 
partnership

Our ambition is to build Canada’s 

leading national, 

partner-owned, independent

investment bank
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Tier 1 Advisory Service

Senior-led, Bespoke Solutions

Deep Industry Expertise

Global Network

 Creative and tailor-made approach to marry private capital with entrepreneurs and growth-oriented companies

 Wide range of transactional solutions including: acquisitions, divestments, restructurings and financings (private equity 
and debt placements) 

 Morrison Park DNA serves entrepreneurs, publicly-listed corporations privately-owned companies, investment funds, 
family offices, financial institutions and governments

 13 senior investment bankers with over 25 years of advisory experience

 Combined transaction experience includes more than 400 deals and over $300 billion in deal value

 Bespoke, customized solutions for each client and their unique situations

 Direct involvement of senior bankers in executing all mandates

 Access and ability to engage local and international strategic and financial players

 Private placement activities focused on Morrison Park DNA's Family Office and HNWI network

 Network and connections with the Quebec/Canadian financial and corporate community

 Member of IMAP, a global M&A advisory network  since 2014 

 Strong partnership and co-location with one of the world's leading strategy consulting firms, Roland Berger

 Our professionals have significant experience advising companies in numerous sectors, including: power & utilities, 
infrastructure, metals & mining, real estate, industrials and manufacturing, public sector entities, financial institutions, 
healthcare and TMT (technology, media and telecom)

 In addition to serving as advisors, we have operational experience as senior executives and board members of publicly 
traded corporations and leading private companies across numerous industries
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Overview Selected Client Experience Case Studies

We have worked with several crown 
corporations, quasi-government 
entities, and not-for-profit 
organizations over the past 15 years.

In addition, we have an industry-leading 
track record of providing Special 
Committees / Board of Directors with 
independent advisory services, which 
represent common types of 
engagements with public sector 
institutions.

Our services to clients in the public 
sector have included advisory and M&A 
and divestitures of assets, transaction 
fairness opinions, strategic advisory, 
financing services and feasibility 
reviews

 MPA was hired to analyze and comment on the BC Ferries 12 
year capital plan, and the expected cost of capital associated 
with it

 MPA was hired to review the capital needs and funding 
strategy for the Redevelopment of Regent Park

 MPA ultimately helped TCH raise two bonds for the project

 MPA was hired to provide a review of the financial 
reasonableness of the decision by the Province of 
Newfoundland and Labrador to sanction the Muskrat Falls 
Hydroelectric Development

 MPA was hired to do a market study of the affordable housing 
sector in Canada, and the possibility of creating a new housing 
finance entity that would aggregate capital needs for the 
sector to provide access to debt and capital markets

 MPA was hired by the Alberta Electricity System Operator to 
provide insight into the views of capital markets on the 
transition away from coal-fired electricity, and to review 
potential compensation principles for coal plant owners

 MPA was hired to analyze and comment on the BC Ferries 12 
year capital plan, and the expected cost of capital associated 
with it

 MPA was hired to review the capital needs and funding 
strategy for the Redevelopment of Regent Park

 MPA ultimately helped TCH raise two bonds for the project

 MPA was hired to provide a review of the financial 
reasonableness of the decision by the Province of 
Newfoundland and Labrador to sanction the Muskrat Falls 
Hydroelectric Development

 MPA was hired to do a market study of the affordable housing 
sector in Canada, and the possibility of creating a new housing 
finance entity that would aggregate capital needs for the 
sector to provide access to debt and capital markets

 MPA was hired by the Alberta Electricity System Operator to 
provide insight into the views of capital markets on the 
transition away from coal-fired electricity, and to review 
potential compensation principles for coal plant owners
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Key Sector Focus and Service Offerings Global Reach

MiningHealthcare
Power & Utilities, 

Infrastructure

Debt / Project 
Financing

Fairness / 
Valuation

Private 
Placement

M&A

Technology, 
Media, Telecom

MPA

Industrials & 
Manufacturing

Network and Partnerships

International M&A Partners (IMAP) 

Morrison Park DNA is an exclusive partner of IMAP, one of the world’s largest partnerships of independent investment banking advisory firms. The 
IMAP network is efficient, effective and solely focussed on M&A transactions. MPA’s partnership with IMAP allows clients to access a level of 
global M&A reach and service superior to that provided by major Canadian banks and other independent firms 

 Access to 450 M&A professionals in 43 countries

 Access to international industry and sector experts that provide geographic specific business knowledge and expertise
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These materials have been prepared and are being provided by MPA Morrison Park Advisors Inc. and DNA Capital (collectively, “Morrison Park DNA”) for 
the use of the Ontario’s Long-Term Care COVID-19 Commission (the “Commission”) and may not be used or relied upon by any other person without the 
prior approval of Morrison Park DNA. 

The information used in preparing these materials was obtained through public sources or was contributed from industry participants. Morrison Park DNA 
assumes no responsibility for independent verification of such information and has relied on such information being complete and accurate in all material 
respects. To the extent such information includes estimates and forecasts of future financial performance, Morrison Park DNA has assumed that such 
estimates and forecasts have been reasonably prepared on bases reflecting the best currently available estimates and judgements of such managements 
(or, with respect to estimates and forecasts obtained from public sources, represent reasonable estimates). 

Morrison Park DNA disclaims any undertaking or obligation to update or otherwise revise these materials. Nothing contained herein should be construed 
as legal, tax or accounting advice.

Contact Information

Toronto

9 Temperance Street | Suite 300

Toronto, ON

M5H 1Y6

T: 416.861.9753

F: 416.861.9614

www.morrisonpark.com

mpa@morrisonpark.com

Montreal

1000 Sherbrook St. W | Suite 2500 

Montreal, QC

H3A 3G4

T: 514.439.1925

F: 416.861.9614

www.dnacapital.ca

info@dnacapital.ca

http://www.morrisonpark.com/
mailto:mpa@morrisonpark.com
http://www.dnacapital.ca/
mailto:info@dnacapital.ca

