
12 INVESTING
IN RENTALS 
B.C. seen as Canada’s 
top landlord market 
Mark and  David Goodman: 
apartment pros say Metro 
market defies skeptics as 
investors chase security  

▲

$4.29  SEPTEMBER 2010 Vol .  25 / Issue  9VANCOUVER • LOWER MAINLAND • VANCOUVER ISLAND SECTION

15 REITS FIGHT 
OVER SUITES   
Residential giants jostle 
for even low cap plays

19 SHOULD YOU 
BUY A CONDO? 
Tough to see positive 
cash flow in the city 
but lower prices point 
to long-term payback

PUBLICATIONS MAIL AGREEMENT 40069240

RETURN UNDELIVERABLE CANADIAN 
ADDRESSES TO CIRCULATION DEPARTMENT: 

102 EAST 4TH AVENUE, VANCOUVER, B.C. V5T 1G2

R E C R E A T I O N A L  R E A L  E S T A T ER E C R E A T I O N A L  R E A L  E S T A T E
HOT PROPERTIES
SPECIAL SECTION • B16



A12   WESTERN INVESTOR SEPTEMBER 2010 www.westerninvestor.com

COVER With 40,000 moving into Metro Vancouver this year, rental apartment buildings are a prime play

FRANK O’BRIEN

WESTERN INVESTOR

t’s seen as a buyer’s market for most resi-
dential property in Metro Vancouver, but 
the optics shift when it comes to rental 

apartment buildings.
Sales of private homes plunged 45.2 per 

cent in July compared with the same month 
last year, reports the Real Estate Board of 
Greater Vancouver. 

Yet, in the first half of this year, and despite 
onerous new mortgage restrictions and taxes 
and extremely low capitalization rates, sales of 
apartment buildings increased 14 per cent from 
2009, with most of the action in super-pricey 
Vancouver, where sales soared 28 per cent. 

And suburban realtors say condo investors 
are starting to find that they can pencil out posi-
tive cash flows due to price cuts for existing 
condos combined with high rental demand. 

“Vancouver prices continue to defy gravity,” 
said David Goodman, apartment-building 
specialist with son Mark, and publisher of 
the respected Goodman Report for the past 27 
years.

The average price per suite of city apart-
ment buildings in the first half of this year is 
$218,2566, up 16 per cent over the same period 
in 2009, Goodman reports. Suburban apartment 
buildings are selling at $134,815 per door on 
average, up 5 per cent from a year ago.

The most expensive markets are attracting 
the most interest, Goodman explained, a reflec-
tion of larger investors, including real estate 
investment trusts, muscling into the market. In 
Vancouver, South Granville and the West End 
are the hottest areas. In the West End alone, 
eight buildings have sold for a total of $89.5 
million – or an average of $11 million each. 
South Granville has seen six apartment build-
ings sell with suites priced at nearly $200,000 
on average.

Even the slower markets – East Vancouver 

and Surrey, for example – are down due more to 
reluctant buyers than lack of demand, accord-
ing to Goodman.

“Owners of larger buildings and portfolios 
are reluctant to sell and instead are becoming 
primary buyers,” Mark Goodman said. In the 
first six months, three of the six major trans-
actions priced at over $6.5 million were local 
landlords or investors, he noted.

Metro apartment buildings are seen as safe 
play, which has caused some real estate invest-
ment trusts to shift from other commercial 

assets into residential. The reasoning is solid. 
The rental vacancy rate remains among the 
lowest in Canada, at 2 per cent, and shows no 
sign of easing. Metro Vancouver is expected to 
welcome 40,000 new immigrants and migrants 
from other provinces this year, which will 
translate into 16,000 to 18,000 new house-
holds, according to the Canada Mortgage and 
Housing Corp. (CMHC).

The potential has convinced developers, 
for the first time in years, to start pure rental 
buildings, though still in low numbers. In the 

first half of 2010, 475 rental units were started
among the near-7,000 housing starts in the
Metro region.

The performance of the apartment market has
defied most expectations this year. Most ana-
lysts expected the harmonized sales tax (HST) 
to hammer the market when it came in on July 
1, but so far there’s no indication it has cooled
demand, especially among larger investors. 

The HST is tough on landlords. The
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(L-R) Mark and David Goodman of Macdonald Commercial with a 30-suite Maple Ridge apartment building, priced at $2.8 million.

 

LAND DEVELOPMENT

Condo Site  $2.3M

NEW !! Gloucester Estates, 1.6 acres - $1.45M

SOLD

Thinking of selling your Business?? Give me a call.  
I’ll be happy to sit down with you and evaluate your Business.  

GLENN
YAMADA

CELL:  604-240-2749 EMAIL:  g-yamada@shaw.ca

Personal Real 
Estate Corporation

COMMERCIAL AND RESIDENTIAL REAL ESTATE SINCE 1989

BUSINESSES, LAND & BUILDING

Waste Disposal Business $4 Mil.

Pub, Land and Building                  $2.7 Mil.
NEW!! Greek Mediterranean Restaurant- $450K

NEW!! MEAT AND DELI SHOP $229K

NEW!! MEAT AND DELI SHOP $59K

SOLD

Coronation West Realty

NEW !! 3,000 SF 2nd floor space

FOR LEASE

SOLD
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Your specialist in PRIME income-generating 
and redevelopment opportunities:

SENIOR'S DEVELOPMENT SITE
$2,800,000   85 Units, Ready to Complete, Plans, 
Permits, Tendered, Gross Income $3,800,000, 
As Is Book Value $3,600,000. Vendor Financing available.

www.danpreston.ca

COMMERCIAL REAL ESTATE SERVICES

COMMERCIAL INVESTMENT & LEASE PROPERTIES

FOR SALE 91 ACRES 216th & #1 Hwy, Langley

WHISTLER REVENUE PROPERTY, Townhouse, 3 
bedroom, 3 bth, 1,100 SF, $2,950 monthly income, complex 
on 10 acres site, possible future redevelopment to higher 
density.  Sale: $468,000

RICHMOND HIGH RISE 
SITE
1.5 ACRES * RESIDENTIAL 
* HOTEL * COMMERCIAL

No. 3 Rd & Capstan Way, 
Waterfront & Sky Train 
Location. 199,000 Square 
Feet of buildable area $9,200,000

NEW WEST APARTMENT 
19 Units, $132,000 GI, Listed under tax assessment, 
High Rise Zoning, $1,799,000

CALL DAN IMMEDIATELY FOR REVIEW OF YOUR SITE

GLENAYRE REALTY

MORE DETAILS CALL:

STATION (LAND & BUILDING)  
FRASER VALLEY PRICE: $2,600,000 

   

NEW LISTING GAS STATION  
WITH LAND & BUILDING $1.99 MIL

FRESH PRODUCE STORE ABBOTSFORD 
$349,900

FRASER VALLEY INDO CANADIAN  
GROCERY STORE  $349,900

PAMMI MANDAIR  
CELL:   604-825-8121  
OFFICE: 604-859-3141  
PARAMJITM@SHAW.CA

COMMERCIAL INVESTMENT  
VANDERHOOF, BC $375,000

BC Apartment Owners and Managers 
Association notes that “property owners are 
in the difficult position of facing higher costs, 
with no revenue capacity to recover the costs 
directly to the operation and maintenance of 
rental housing units.”

This is because while the HST is applied 
to operating and repair costs for landlords, it 
can’t be applied to residential rents. The tax 
is expected to reduce landlord net operating 
incomes from 1.5 to 3 per cent, but rental rates 
are only allowed to increase 3.2 per cent this 
year under B.C. rent-control legislation.

David Goodman, however, notes that land-
lords can take advantage of the fact that rent 
controls are not applied when an apartment 
becomes vacant. Since many long-term ten-
ants are paying below-market rents, a vacancy 
allows the landlord to renovate the suite and 
raise the rent to market values. He used the 
example of a “tired” South Granville apartment 
rented for $810 that increased to $1,150 per 
month after $4,200 in upgrades.

“By improving your building and your net 
operating income, you won’t feel the effects 
of the HST,” Goodman said.

Another barrier to local apartment invest-
ment is Canada’s lowest capitalization rates, 
often in the 3 per cent range for the best prop-
erties. Still, Boardwalk REIT of Calgary is 
among large investors that believe southwest 
B.C. is the place to be: “We really don’t look 
anywhere else,” said Bill Chidley, Boardwalk’s 
senior vice-president, corporate development. 

The new mortgage rules that came into effect 
April 19 should have only a minor impact on 
buyers of apartment buildings, notes mortgage 
broker Peter Kinch of Dominion Lending 
Centres.

The new rules, which apply to CMHC-
insured mortgage financing, mean that buyers 
must qualify at the five-year mortgage rate, 
even if they take a lower-rate mortgage, and 
buyers of investment homes must put down 20 
per cent minimum, compared with 5 per cent.

Kinch notes that most apartment-building 
buyers are exempt from the CMHC regula-
tions.

“CMHC did not make any changes to their 

insurance program for multifamily units, so 
you can still purchase an apartment building 
with as little as 15 per cent down as long as the 
cash flow warrants it,” Kinch explained.

He advises landlords put down at least 20 per 
cent in any case.

The biggest adjustment for landlords is that 
CMHC has changed its underwriting policy. 
Whereas the government agency allowed for 
an 80 per cent offset of 
an investor’s existing 
portfolio when under-
writing the mortgage, 
it now allows a 50 per 
cent add back.

“This is a significant 
change for real estate 
investors,”  Kinch 
said.

The 50 per cent add back means the lender 
will only allow 50 per cent of the total rental 
income in a portfolio to be added to a bor-
rower’s income. The new income will then be 
multiplied by 40 per cent to determine the total 
verifiable income. Meanwhile, 100 per cent of 
the rental property’s expenses is added to the 
borrower’s debt. The only way to qualify for a 
mortgage, therefore, is if 40 per cent of your 
income can cover 100 per cent of the debt.

“If you own more than three rental properties 
you will never be able to qualify for a mortgage 
using only 50 per cent of the rental income 
from your portfolio,” Kinch explained. 

But there is fresh competition in the mort-

gage insurance market, with AIG United 
Guaranty Mortgage Insurance Co. Canada 
entering the field this year, joining Genworth, 
the other private mortgage insurer in competi-
tion with CMHC.

Genworth recently allowed 80 per cent offset 
for one qualified landlord, and AIG is allow-
ing 100 per cent of rental income to be applied 
to an applicant’s income, according to brokers 

close to the action. 
“Amid all of the 

tightening for clients 
with rental properties, 
a very select few lend-
ers are also allowing 
stated income for a 
rental-property pur-
chase or refinance, 

which has traditionally been a big no-no with 
the banks,” said Kyle Green of Mortgage 
Alliance.

“The lender will typically charge about 0.5 
per cent higher than their best rate for income-
qualified, owner-occupied properties, but this 
is shortening the gap for those clients that 
couldn’t qualify for ‘A’ rates,” he said. “Even 
the ‘B’ lenders are skeptical about lending on 
clients with larger portfolios, and at much high-
er rates than 0.5 per cent above best discounted 
rates. Fixed rates are coming back down closer 
to 4 per cent; don’t wait if you need to refi-
nance for cash or have a mortgage coming up 
for renewal soon.”

Most lenders are also requiring that apart-

ment investors have at least $100,000 in liq-
uid assets and a good track record, he added. 
One of his clients may be forced to sell one of
his five apartment buildings to refinance his
existing mortgages, Green said, but he lacks
the cash assets to qualify.

Generally, lenders also want to see a ratio 
of at least 1.1 to 1 on income versus overhead,
he said.

Kinch notes that all second-tier lenders are 
requiring mortgages to be insured, regardless 
of the loan-to-value ratio.

The bottom line is that the multi-family 
rental market in Metro Vancouver is becom-
ing the domain of deep-pocket investors who
can handle the mortgage regulations and the 
low cap rates. 

The rental income potential, however, is also 
drawing smaller investors who are looking at 
condos for a landlord play. 

Realtor Peter Gain of Peter Gain and
Associates has been working in the Burnaby-
Coquitlam-New Westminster market – three 
of the top rental markets – for 25 years and he 
believes the time is ripe right now for condo
buyers planning to rent out their units.

“We are starting to see the investors coming
back now that prices have dropped,” he said. 

While official real estate board statistics
show that average condo prices increased 
from 8 per cent to 10 per cent in the Tri-
Cities from a year ago, Gain said the recent 
reality is widespread price reductions. “A lot 
of people have taken their homes off the mar-
ket; those that are left really want to sell.”

Gain said investors can see positive cash 
flow if they are buying local condos – even in 
the $240,000 to $250,000 range – and putting 
20 per cent down. However, there are plenty of
condos listed for well below that price. As of 
press time, for instance, there were more than 
30 condos listed for sale in New Westminster 
priced at less than $200,000, and another 55 in
Coquitlam at the same price level.

“The window for investors is wide open
now,” he said, “but it is closing. Right now the
investors hold the gold and make the rules.”

Gain expects condo listings to decline and 
prices to firm up this fall and winter.◆

Area Sales  Avg. price per suite
East Van 3 $143,633
Kitsilano 3 $247,677
Marpole 3 $165,462
S. Granville 6 $199,029
West End 8 $238,138
Burnaby 7 $162,894
Coquitlam 1 $107,813
New West 4 $105,048
North Van 2 $131,618

*First six months 
SOURCE: Goodman Report; www.goodmanreport.com 

The performance of the 
apartment market has 
defied most analyst 
expectations this year.
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ritish Columbia continues to attract 
multifamily property investors but 
real estate investment trusts are 

finding deals difficult to do – and don’t have 
kind words for the hit the province’s new 
harmonized sales tax (HST) will have on 
their bottom lines, either.

The strength of the B.C. rental market and 
access to cheap financing helped Canadian 
Apartment Properties REIT (CAP REIT) 
move into the province in a big way this 
year. It spent $37.5 million to acquire 1450 
West Georgia Street in Vancouver this past 
spring, and in July bought eight buildings 
in Victoria for a total of $46.7 million. In 
addition, CAP REIT opened a management 
office in Vancouver to oversee its B.C. 
operations.

“We like those markets, we think there’s good 
upside potential,” said Thomas Schwartz, 
president and CEO of CAP REIT, citing the 
stability of the region’s real estate, constraints 
on new development and a growing population 
as factors in its optimism.

“There’s no new supply. So you have grow-
ing demand in a market with finite supply,” he 
said.

The diversity of the market, with its mix of 
newcomers, young professionals and seniors 
also make it attractive, Schwartz said, because 
landlords aren’t reliant on just one type of ten-
ant for occupancies. This further reduces the 
risk of the investment.

But CAP REIT’s success in building its B.C. 
portfolio this year hasn’t been shared by other 
players.

While all major multifamily REITs have 
properties in B.C., adding to holdings is dif-
ficult because few owners are willing to sell 
what many consider to be extremely stable 
investments.

FEATURE Despite HST, low cap rates, high prices and tight supply, B.C. still seen as Canada’s best market 

PETER MITHAM 

WESTERN INVESTOR

Canadian Apartment Properties REIT bought the rental tower at 1450 West Georgia for 
$37.5 million: “we think there’s good upside potential.”

City  Vacancy  2-bdrm. 
  rate avg.

Vancouver 2.2% $1,150
Victoria 2.5% $999
Nanaimo 4.3% $773
Prince George 6.6% $697
Kamloops 2.3% $830
Kelowna  3.7% $896
B.C. avg. 3.1% $983

Source: CMHC Rental Market Report, Spring 2010 

“Owning apartments seems like a relatively 
safe haven,” said James Britton, CEO of 
Calgary’s Northern Property REIT. “So the 
people that own them are kind of holding on 
to them and those of us who want to buy them 
are finding it difficult to find a sweet spot as 
we negotiate. People that got ’em think they’re 
worth more than we do, so there’s not a huge 
amount of transactions going on.”

Bill Chidley, senior vice-president, corporate 
development, with Boardwalk REIT, another 
Calgary-based investor, said his company’s 
tight focus on Metro Vancouver and Victoria 
is matched by the tenaciousness of owners who 
aren’t willing to let properties go.

The company has a total of 954 units, with 

657 in the Lower Mainland and just 257 units 
in Victoria. “We really don’t look anywhere 
else,” Chidley said. And while Boardwalk 
wants to expand, the properties it encounters 
often don’t pencil out.

“We’d like to increase our position. What 
we’re finding, though, is a very, very competi-
tive market to acquire apartments. They sell 
at quite low cap rates, so it’s challenging,” 
Chidley explained.

David  Goodman  a t  Macdona ld 
Commercial Real Estate Services Ltd. said 
strong demand – Metro Vancouver apartment 
sales totalled 40 in the first half of 2010, the 
highest in two years – has driven capitalization 
rates down to “preposterously and historically 
lows,” at between 3 per cent and 5.75 per cent.
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While the large run of investors are undeterred
by such low cap rates given the strength indi-
cated of local markets, Chidley said it makes it 
difficult for Boardwalk to justify.

If his company could be assigned a cap rate,
based on the market valuation, he says it would 
be trading at something above 6 per cent. To
buy into a market with a sub-5 per cent cap rate 
would dilute its value.

“It’s been quite difficult for the past couple
of years, because of the pricing,” Chidley said.
“It doesn’t mean that we can’t pay a little less 
than a 6 per cent cap if we find a property that’s 
an extraordinary opportunity, but it does make
it challenging without, in effect, diluting our
existing units.”

Canada Mortgage and Housing Corp. 
(CMHC) has helped maintain deal flows, but 
Chidley notes that it’s  also injected enough 
liquidity into the market to buoy property 
prices in a market with strong fundamentals 
already supporting high valuations.

“Capital is plentiful because of CMHC 
financing,” he said. “You have a lot of capital
available and good fundamentals, so pricing is 
quite aggressive.”

Still, Schwartz believes CMHC financing is
the saving grace of the B.C. market. Part of a 
panel discussing growth prospects and strate-
gies for REITs at the Real REIT conference 
in Toronto on September 14, Schwartz said

Please see Portfolios page A17

$2,350,000

Bob Quinnell 604-803-2627

 Maple Ridge Land Investment
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Commercial Real Estate Services, Worldwide.

www.naicommercial.ca

TED WEIBELZAHL
1-800-890-9855 Toll Free  

tedw@naicommercial.ca

CRAIG TENNOCK

craig@naicommercial.ca
www.naibusinesses.ca/craig

BUSINESSESAPARTMENT BUILDINGS FOR SALEMERRITT MINI STORAGE
ASKING $1,425,000

KAMLOOPS INDUSTRIAL LAND AND BUILDINGS
10285 DALLAS DRIVE KAMLOOPS BC 

ASKING $2,100,000

RETAIL OR OFFICE GROUND FLOOR  
STRATA UNIT
20238 FRASER HIGHWAY LANGLEY BC

ASKING $695,000 ($322 per sq. ft. +/-)

INDUSTRIAL STRATA UNIT
#103 – 27250 58 CRESCENT LANGLEY 

f

al
ASKING $375,000 ($110.00+/- per sq. ft.)

99 PAD PHASED MANUFACTURED HOME 
PARK LAC LA HACHE BC

st

ASKING $650,000 

17 UNIT COMPLETELY REDONE

HIGHGATE

MICK MATHEUSIK  M.Sc.
1-866-717-6989

mick@naicommercial.ca

TERRY HARDING 604-691-6615
harding@naicommercial.ca

JACKSON TANG 604-691-6680
jackson@naicommercial.ca

great views 

MICHAEL MARCKWORT

michael@naicommercial.ca

39 ACRE RIVERFRONT LAND 
SICAMOUS, B.C.

Asking Price: $1.3M

UNDER VALUED MOTEL IN 
EASTERN BC

etc.

17 UNIT IN MARPOLE

BUILDING ENVELOPE & CONCRETE REPAIR NEW   

 

PAVING BUSINESS -  NORTH CENTRAL

 

Price $829,000 Incl. Inv, Equip, Pits

SPECIAL USE - 5.6% NOI  

 
Price $2,650,000

HELI SKI, ECO-TOUR LODGE

 

Price $2,800,000

EQUIPMENT RENTAL - BC NORTH CENTRAL

Price $1,649,000 Incl. Inv, Equip, Assets

HELI SKI & SNOWMOBILE TENURE

Price $2,000,000 New Price

2 BOUTIQUE HOTELS
g

TED WEIBELZAHL
1-800-890-9855 Toll Free  

tedw@naicommercial.ca

COAST TO COAST TRANSMISSION BUSINESS 
FOR SALE YALE ROAD CHILLIWACK BC

 

growth of the multifamily investment mar-
ket generally owes much to plentiful CMHC 
financing.

“CMHC financing rates are extremely attrac-
tive today. So that’s not just driving us, it’s driv-
ing the whole apartment market.”

While deals such as CAP REIT’s bid for 
1450 West Georgia may be unsolicited, a good 
financing environment has allowed companies 
to take a stake in urban markets.

But the investment environment isn’t much dif-
ferent outside the main centres.

Northern Property REIT considers mul-
tifamily properties an important entry point in 
the markets that it invests in, most of which 
are oriented toward the resource sector. It owns 
three properties in Nanaimo, but the majority 
of its holdings are in the oil and gas fields of 
the Peace River district, and north of Dawson 
Creek along the Alaska Highway.

“[These communities] have lots of activity 
going on in the resource sector, and lots of gov-
ernment support, so we like being in business 
there,” said Britton, noting that each market 
will have its advantages and disadvantages but 
in general tend to balance one another.

“We find it’s important for us to have some 
diversity in our portfolio. If one place is strug-
gling, another place, sometimes another com-
munity, will be doing OK and offset that.”

Still, they require prudence.

He has previously remarked that outlying 
markets are vulnerable to over-investment, 
especially by developers. This can compro-
mise the value of properties to REITs and other 
investors, especially when booms go bust.

“You have to understand the local economy
pretty intimately before you decide to build in
these places, because the markets are not deep. 
They’re good but they’re not deep,” he said.

But, again, diversification helps, which is 
why a smaller urban market like Nanaimo is 
a good fit with its portfolio. With consistently
low vacancies, Nanaimo can offset a double-
digit spike in vacancies in a market such as 
Chetwynd.

The one variable all REITs are having difficul-
ty swallowing is B.C.’s harmonized sales tax. 
“I don’t think that the government of British
Columbia set out to cause pain for us, but they 
did,” Britton said bluntly. “There’s winners
and losers in these things, and we happen to 
be losers.”

While most of his REIT’s assets are in mar-
kets other than B.C., and the impact of the
HST on his own bottom line is limited (Britton 
describes it as “a sting rather than a body 
blow”), the new tax does not make the province  
a more competitive place for apartment inves-
tors who – unlike commercial landlords – can’t 
recoup the tax from tenants.

“If our entire apartment portfolio were in 
British Columbia, it would be something to
think about,” Britton said.◆
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