Economics

Practical Points

It’s About the People

Depreciation Reports:
Coming Soon to a Strata Near You

By Cameron Muir, BCREA Chief Economist
BC’s population grew by seven per cent
between 2006 and 2011, second only to
Alberta and well above the national rate
of 5.9 per cent. The province added an
additional 286,000 people over the past
five years, pushing the total population to
over 4.4 million. Population is critically
important to real estate markets, as
growing populations necessitate the
expansion of the housing stock.

the business cycle. Climate and amenities
can be a powerful magnate to retirees,
while communities with a relatively young
population can experience a higher birth
rate. While the natural rate of growth (birth
rate minus the death rate) typically
comprises 20 per cent of overall population
growth, its impact on housing markets is
less pronounced as babies born today are
unlikely to leave the nest for a few decades.

However, the aggregate numbers only
provide part of the story. Population
growth isn’t ubiquitous across the
landscape. Some regions of the province
can experience significant gains while
others see their population bases dwindle.
For example, the City of Surrey grew by
nearly 19 per cent since 2006, while the
Municipality of Kitimat declined by seven
per cent.

This is where our population story gets
interesting. It is the relative strength or
weakness in the various components of
migration that make regions of the
province unique. The Thompson-Nicola
regional district, for example, relies almost
entirely on intra-provincial migration, that
is people moving to the area from other
parts of the province. On the other hand,
the population in the Central Okanagan is
typically expanded by inter-provincial
migration, people moving from other
provinces, and to a lesser degree by
intra-provincial migration.

While it may be unfair to juxtapose a large
urban centre like Surrey with Kitimat which
contains a little over 8,000 people, it does
illustrate the divergence between regions.
Economic conditions can play a large role
as the population of resource dependent
communities tends to ebb and flow with

The big population driver in the province
is immigration. Typically 70 per cent of
BC’s population growth is generated by
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international migrants. However, nearly 85
per cent of BC immigrants end up settling
in Metro Vancouver, which accounts for its
higher population growth rate of 9.3 per
cent between 2006 and 2011. Metro
Vancouver now makes up 60 per cent of
the total provincial population.
And it’s not just the fact that 35,000
immigrants land in Vancouver during
a typical year, it’s also how they’re
constituted. By far, the most well-healed
immigrants enter the country under the
investor designation. Today, that means
these households have a net worth of
$1.6 million and have made a temporary
investment of $800k in Canada. While BC
records about 17 per cent of immigrant
landings to Canada, the province garners
nearly 50 per cent of Canada’s investor
class immigrants, with most of them
settling in Metro Vancouver.
While population is an important
determinant of housing demand, not all
regions grow at the same rate or by the
same weight of population components.
This creates uneven housing demand
across the province and makes headline
growth figures just a starting point for
understanding regional housing markets.
It also underlines the value of a local
REALTOR® in understanding specific
market conditions in the community.
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The British Columbia provincial
government recently passed regulations
(Regulations) pursuant to the Strata
Property Act (Act) that require all strata
properties with more than four units to
have a common property depreciation
report completed by December 13, 2013.
According to the Act, the depreciation
report is to provide estimates for “the
repair and replacement costs for major
items in the strata corporation and the
expected life of those items”. The strata
corporation can then use that information
to assist it in determining the appropriate
amount for the annual contribution to its
contingency reserve fund. A depreciation
report is already a mandatory requirement
for strata corporations in several other
provinces and many US states.
Section 6.2 of the Regulations sets out
the specific requirements for depreciation
reports and examples of the ‘major items’
that must be evaluated therein. The
depreciation report should be prepared by
a qualified individual, typically an engineer
or architect with proper liability and errors
and omissions insurance coverage. In
summary, a depreciation report must
contain:
• a physical inventory of the common
property, including building systems;
• anticipated maintenance, repair and
replacement costs for common expenses
projected over 30 years; and
• a financial forecasting section that
contains at least three cash flow funding
models for the contingency reserve fund.
The provincial government anticipates
that depreciation reports will assist strata
owners with the prudent management of
their common property by providing
information on repairs and replacements
that will need to be funded, as well as

determining the amount that should be
contributed to the contingency reserve fund.
While depreciation reports are now mandatory under the law, the strata corporation
may defer obtaining a depreciation report
by passing a resolution with a 3/4 majority
vote of the strata owners authorizing such
deferral. If such a resolution is passed, the
deferral would be valid for a maximum of
18 months, and the resolution would then
need to be re-passed in order to continue
to defer the report. Once prepared, the
depreciation report is valid for up to three
years, after which it must be updated.
It is important to note that the law does
not require that the funding requirements
identified in the depreciation report be
implemented. While the strata corporation
remains in charge of determining the
amount of contingency reserve fund
contributions, the provincial government
has now made it easier for a strata corporation to build up its reserve fund levels by
eliminating a barrier which in the past has
prevented some strata corporations from
meeting the maintenance and replacement
requirements of their common property.
In the past, an annual 3/4 majority vote
was required to increase reserve fund
contributions beyond 100 per cent of a
strata corporation’s operating budget,
but that law has now been amended so
that a strata corporation can now do so if
the strata owners simply pass a majority
vote to that effect.

The depreciation report can serve as
valuable disclosure information for
potential buyers. In fact, the Property
Disclosure Statement for Strata Properties
provides a specific inquiry regarding the
possible existence of a depreciation
report. Owners of strata properties can
expect prospective buyers to inquire
about the existence of a depreciation
report and request its production if
one has been prepared. Furthermore
depreciation reports may be requested
by mortgage providers as part of their
financial risk assessment process.
A strata corporation that has organized its
affairs to incorporate long-term planning
and integrated maintenance in accordance
with a depreciation report will likely be well
positioned to maintain its building systems,
protect its common property assets and
reduce the costs to strata owners associated
with unexpected failures of such systems
or assets, and the potentially costly consequential damage. If a strata corporation
defers the preparation of a depreciation
report, it may negatively affect the
marketability of strata units as well as
the ability of potential buyers to obtain
mortgage funding or current owners to
obtain refinancing.
For more information on depreciation
reports, visit www.housing.gov.bc.ca/
strata/regs.
Thank you to Brian Taylor for providing
this article.
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