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In Metro Vancouver’s rental 
apartment game, capitaliza-
tion rates are shrinking, input 

costs are soaring, aging suites 
are being sold for more than $1 
million and construction costs 
are rising faster than anywhere 
in the country.

Yet, real estate agents say, list 
the right apartment building in 
the right area and two dozen in-
vestors will be lining up at the 
door.

The prices are shocking even by 
Vancouver standards. A 60-year 
old, 12-suite apartment build-
ing near the University of B.C. 
sold this year for $1.1 million per 
door – and it is considered bull-
dozer bait, according to John Gee, 
vice-president of Colliers Inter-
national. “I would guess that that 
building will be coming down in a 
year or two, or sooner,” Gee said.

In Kitsilano, NAI Commercial 
sold an aging, eight-unit apart-
ment building on Cornwall Av-
enue for $628,125 per suite. The 
capitalization rate is a skinny 3 
per cent, according to Terry Har-
ding of NAI. Harding said NAI 
recently sold an even older, 20-
unit rental building on Cornwall 
Avenue for $425,000 per door 

and a nine-unit rental build-
ing on Point Grey Road “that 
needed a complete renovation” 
for $588,000 per suite. NAI just 
closed on a 14-unit building in 
New Westminster at $140,000 
per door, which Harding said is 
high for that market.

Last year 93 apartment build-
ings sold in Metro Vancouver, 
down slightly from a year earlier, 
according to  a study by HQ Com-
mercial. The average price paid in 
2013 was $11.8 million per build-
ing. Sales continue to track down 
this year, but Harding argues that 
the only reason sales have slowed 
is “no one needs to sell. The only 
time you see a listing is when an 
owner wants to retire.”

Lance Coulson of CBRE National 
Apartment Group, agrees. “There 
is a lack of quality product,” said 
Coulson. 

“There is a lot of money chasing 
very few deals.”

But even seasoned agents ac-
knowledge the mathematics for 
investing in Vancouver rental 
buildings seem screwy, despite 
a tight 2 per cent vacancy rate.

 Cap rates are around 3 per cent 
to 3.5 per cent, the lowest for any 
commercial property sector, and 
the costs of hydro, property taxes 
and other charges are increasing 
three or four times faster than 
B.C.’s legislated annual rental 
increase, which this year is 2.2 
per cent.

High input costs 

A survey of apartment build-
ing expenses, done by appraiser 
Jeremy Bramwell of Bramwell & 
Associates Realty, found operat-
ing costs in the Lower Mainland 
average 53.6 per cent of rents and 
other cash that properties gen-
erate for owners, through such 
items as parking and laundry. 
The biggest expenses are repairs 
and maintenance (11.8 per cent), 

property taxes (6.75 per cent) and
non-resident staff (6.2 per cent),
followed by utilities (5.7 per cent).

“Costs are increasing at a rate
higher than the annual allowable
rent,” Bramwell said. “It’s slowly
beginning to push the [net oper-
ating income] to a point where
it’s less than 50 per cent of the
income for the property.”

Rising expenses without a com-
mensurate increase in income can
have a significant effect on valua-
tions, Bramwell said, especially
when cap rates – an indicator of
the return a property promises
investors – are low.

“When you’re down to between
3 per cent and 4 per cent on a cap
rate, a couple of thousand dollars’
change in expenses without any
adjustment in the income can
start to have a rippling effect to
the capital value,” Bramwell said.

Low caps, Coulson said, are
a likely reason why large insti-
tutional investors, such as real
estate investment trusts and pen-
sion funds, are bypassing Van-
couver. “It is harder to acquire the
needed mass or the returns” here
as compared to Alberta, which
has no rent controls, or Toronto,
he said.

Some big players have appar-
ently just given up on B.C, or least
the bigger centres.

Calgary-based Boardwalk Real
Estate Investment Trust, one of
Canada’s largest landlords, has
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