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Preface to the 2020 New Edition

 

 

Welcome to this new edition of “Successful Property Letting – How to Make Money in Buy to Let”.

“Successful Property Letting” has been fully revised and updated every two years since it first came out in 2005. And this latest edition is no different. Most sections have been revised to reflect the latest and best thinking and to take account of new rules and regulations.

The aim of the book remains the same - to teach landlords everything they need to know about buying the best residential properties to let - and then how to successfully manage them. The best properties are the ones which will make the most money in the short or long term.

I’m delighted that even experienced landlords tell me that they still learn things from this book. That is great, though you don’t need to be an experienced landlord to make money in buy to let. “Successful Property Letting” should be as useful for a person who is thinking of becoming a landlord as it is for one who has just one property.

I would urge you to read all of the book through and then to come back to it again regularly, perhaps dipping in and out of sections or chapters as the need arises.

Even if you already use or plan to use a letting agent to find and/or manage a property for you, you should still read the whole book because it is important that you understand what any agent you appoint should be doing for the money you are paying them. And “Successful Property Letting” will help you pick a good letting agent in the first place! The same goes for accountants, surveyors, conveyancers, mortgage brokers, property finders, electricians, plumbers, heating engineers or any other professional that you might use in the course of your time as a landlord and property investor. You have to understand what they should be doing for you, so you can ask them sensible questions and understand their answers. I cover all these professions and more in the book in a way that can help you make the most of the key people you may use from time to time.

So, for example, your accountant may handle your tax return and he should certainly be helping you to reduce your tax bill legally. If you read the chapter on “Tax” you will learn the many ways you can reduce your tax bill. You can then check if your accountant is doing those things for you. If he is not, you should be asking him why.

A New Decade

Well here we are, starting a new decade, which will mark 15 years since the first edition came out.

A great deal has changed for residential property investors and landlords in that time.

Today, private landlords are certainly more highly taxed than they were in 2005. And they also have more regulations and rules to contend with.

But despite that, or perhaps because of that, there is still lots of opportunity, as I shall explain later.

“Successful Property Letting” sets out all the rules and regulations that there are. Are these rules and regulations necessary? Well, that is partly a political question.

I would say that most of the rules and regs we have to adhere to are there for a good reason. Most of them are designed to ensure that tenants have a safer and better experience renting property in the private rented sector.

The slight beef that landlords like me have with some of these rules and regulations is that they are not properly enforced. So what we often find is that the majority of landlords are doing all the things they should be doing but there is a tiny rogue element who simply ignore all the rules and regs. These rogue criminal people are often found to be letting out death trap properties. They don’t have safe electrics or gas and they cram their properties with far more people than may be allowed under any local licensing scheme. All the other regulations are ignored by them too.

And the real problem is that they often get away with it because there is an insufficient number of people at the Town Halls to catch them. So by cutting corners, they don’t have to pay the costs that honest landlords do – and they can thus earn huge profits too.

Landlords and their representative associations frequently complain about the lack of enforcement on the ground, but often the response of central government is simply to pass some new regulations, which makes them look smart, but which again are often not enforced.

Private landlords have also had to face a significant ramping up of taxes in the last few years, especially starting from the time George Osborne was Chancellor of the Exchequer. Taxes on rental income, capital gains and stamp duty land tax have all risen significantly for private landlords.

This has led to some private landlords leaving the sector – and there are some signs that the private rented sector may now be shrinking slowly from its high point of around 20%.

Of course, the government claims that increasing taxes on landlords was all about helping first time buyers. But I think part of the government’s real thinking behind the increasing of taxes on private landlords was to try to make the sector less attractive to them and more attractive to institutional investors in private renting such as UK and foreign pension firms, (some of whom will of course make large donations to political parties).

I think there is a strong case for incentivising new build property for letting – so called “build to let” – just as long as the playing field is not skewed too far away from individual or small groups of private landlords towards anonymous UK and overseas pension funds or other big players.

But the fact remains that the government cannot really “make do” without the smaller private landlord. The government and the housing associations do not have the cash to build large numbers of social (council) housing any more. And the much vaunted, (by government, at least), institutional investors seem unable to build as much new housing as the government would like. (My own view of this is that this is because they struggle to make sufficient returns because they are far less efficient than the far more nimble small scale private landlords). Also, institutional investors can only make their investments work in certain areas and where there is sufficient scale – think “me-too-identikit” flats on huge new build estates. This still leaves the greater part of the housing market open to the smaller scale private landlord. So, still huge opportunities!

The fact is that across the UK there remains a shortage of the kind of homes that people want to live in. Many people either do not want to buy or are unable to buy their own home. And so they rent instead.

The ongoing shortage of housing stock in the private rented sector, the continuing failure of the institutional investors to deliver on build to rent and strong ongoing demand from tenants has led to rents starting to increase above the general rate of inflation in the last few years. So the picture remains very rosy indeed, especially for people who follow my guidance and buy the right type of properties in the right areas.

Of course, there will always be threats to the private rented sector. But I believe most of these are not real threats. A good example is rent controls.

Many people on the far left rather like the idea of rent controls. What’s not to like in paying low prices for something? It’s like getting more income or winning the lottery – everyone says “Yes”.

But everywhere in the world and at every time in history where rent controls have been tried, they have led to a severe shortage of supply of rented accommodation and a reduction in the quality of that accommodation. Rent controls also lead to a proliferation of rogue landlords like Mr. Peter Rachman, who was famous in the 1960s in London. Rent controls tend to have a knock-on effect, distorting supply on the rest of the housing market. A famous Swedish socialist economist, Assar Lindbeck, famously said, “In many cases rent controls appear to be the most efficient technique presently known to destroy a city – except for bombing”. His fellow Swedes clearly did not listen and rent controls in Stockholm introduced in the last few years have been the usual disaster - leading to an almost halting of new build and to 20-year waiting lists for accommodation.

But the UK government does not have to look to Scandinavia, New York or anywhere else to see the negative impact of rent controls, they only need to see the impact of lower housing benefit rates in the UK, which is like doing rent controls on a smaller scale.

The government decoupled housing benefit rates from local market private rent levels some years ago. As rent arrears soared for housing benefit tenants, landlords increasingly refused to let to people dependent on housing benefit. Faced with rising homelessness, the government then set up separate pots of money where landlords are now given up front cash incentives for housing people who are homeless. My own London borough is right now offering up to £8,000 to landlords to house a family on a long lease. Very nice!

This story proves that even when rent controls are introduced, landlords can still prosper. Indeed they will prosper as long as there is demand for the type of accommodation they can offer.

It will be interesting how Brexit plays out in the coming years. The risk here is that any restriction on migration from the European Union would dampen demand from that source for private rented accommodation. But the fact is that for the last three years, over half of migration is now from non-EU countries – and the numbers are increasing from this source. The UK will always need foreign labour and this will not change – Brexit or no Brexit.

To succeed in this more regulated climate for landlords, landlords will need to be more professional and better informed than their competitors. “Successful Property Letting” shows you how you can be fully informed and professional – showing you how you can still make money in the private rented sector, ethically and to have great fun as you do it too.

If you have any comments to make on the book, let me know by emailing me at david@LettingFocus.com.

You can also email me to ask about getting my free quarterly newsletter and to find about my one-to-one consulting advice service – where I can give you help on property investing and letting.

At www.LettingFocus there are offers from time to time – and you can read my regular and topical blog posts here too.

You might like to consider buying my other book for landlords – “Buy to Let Landlords Guide to Finding Great Tenants”.

Finally, there is my site for tenants, called www.Tenants-Renting-Guide.com and my book for tenants called, “Tenants Guide to Successful Renting”.

Good luck and I wish you all the best on your endeavours as a landlord.


1

An Introduction to Property
Investment

Why you need this book

This book is about how to make a success of property investment through letting residential property. I will tell you what you really need to know to make money in the buy-to-let market and talk you right through the residential letting business.

This book will be of interest to people who are thinking of becoming landlords for the first time as well as those with more experience. It will tell you where to buy, what to buy, how to spot locations that are on the up, how to buy at auction, below market value and “off plan”, how to arrange finance, how to find good tenants and how to look after them. If you need to do work on your property, it will tell you how to hire builders and architects, how to deal with planning and building regulations and how to furnish and decorate your property.

You’ll also learn all you need to know about your legal responsibilities as a landlord, what to do if things go wrong, how to minimise tax on your rental profits and how to buy abroad.

When you’ve read this book you’ll know how to let out property successfully, either by yourself or with the help of an agent whilst keeping your costs and time to a minimum. You’ll know what the big risks are, what sort of things to look out for and how to avoid disasters. You’ll know how to keep your tenants happy and the rent rolling in!

This book is kept regularly updated to reflect the current conditions in the property market. So, look out for new editions and updates.

A brief history of residential property letting

You’ve probably heard about people who have made a fortune out of property investment and occasionally about a few people who have lost money too. And the news is full of it.

These days, there is always some survey or other on how house prices are moving, how long it’s taking to sell properties and how rents are faring.

As a well-known expert in the sector, I’m increasingly targeted by different government departments and other foundations, all wanting to learn more from me about the private rented sector and barely a month goes by without some new report or other emerging – to be opened, read, discussed and dissected before eventually finding a permanent home as a useful doorstop.

However, property hasn’t always been the obsession it is today.

In the old days, mortgage loans were even harder to obtain than they are today and loans were small, relative to the value of the properties they financed. The “flexible” labour market, where employers could make people redundant because their companies weren’t making enough profit hadn’t yet been invented.

In the housing shortage after the Second World War, a few nasty landlords emerged who overcharged and used intimidation tactics against their tenants. One landlord, a certain Mr Rachman, led to the word “Rachmanism” becoming forever associated with particularly unpleasant landlord practices.

In response, the Government typically overreacted and passed laws that set up what were called Rent Act tenancies. These gave tenants a protected low rent but it became difficult if not impossible for landlords to get their property back. Faced with low returns and little flexibility, huge numbers of landlords simply withdrew from the market, resulting in the proportion of properties in the private rented sector falling from 50 per cent in 1945 to less than 10 per cent by the mid 1980s and a shortage of homes to let. It also led to a decline in the quality of private rented accommodation that remained. Ultimately, this started to harm the economy because people found they couldn’t move to jobs in other areas because there were so few decent homes available to rent.

Finally the Government saw sense and in 1988 and 1996 passed two Housing Acts which made it much easier and quicker for landlords to reclaim possession of their property at the end of a letting and once they had given enough notice. The buy-to-let mortgage followed and the proportion of UK housing stock that is privately rented has since grown rapidly to 20 per cent (and it is much higher in some urban areas).

“Landlord” or “Property Investor”

The word “landlord” has some negative connotations and I suppose this goes back to the medieval times of Lords and Serfs but it was made worse by the activities of Rachman. In general, though, successful landlords these days are ones who look after their tenants and treat them with respect. As a result, the negative associations of the word “landlord” are dying away too, so I’ll stick with it throughout this book.

How property differs from other types of investment

With property, unlike many other kinds of investments, you’re the one in control, not some anonymous fund manager in the City. You can walk past your property and actually see your investment so you are immediately more connected to it. I wouldn’t go around hugging the walls of your property while the tenants are there, but I’m sure you understand what I mean when I say you can start to love property!

Property also provides something we all need – shelter – so there should always be demand for it. With property, you can sell it whenever you want, which you can’t do with a pension. Unlike a pension, you can also bequeath it to your heirs when you die and you aren’t forced to use most of it to buy an annuity either. (It’s worth noting here that changes to pension rules announced in the 2014 budget allowed retirees to access some of their pension as a cash sum. This meant some of these retirees decided to invest in property letting.)

At this point I’ll admit to being cannier at investing in property than I am in the stock market. More than once I’ve bought a share, only to see the price collapse. I find this somewhat baffling because surely, if the Report and Accounts of a company have been read by a good many clever people (including highly paid fund managers) and the company shares are, say, one pound, then how they can fall to a penny over the course of just one year (or even less time) is a mystery. Of course, in the stock market, the risk is that the products or services of a company can go out of fashion, be replaced by new technology or simply end up being managed by people who lose all the company’s money before getting a big pay-off for doing so! The problems don’t stop with individual shares either. The audit and regulatory bodies have clearly failed to protect people from endowment and pension mis-selling. Add to this the split capital trusts scandal and PPI mis-selling and it’s easy to see why property is now seen as a good way of providing a reliable secondary income or a retirement fund.

The fact is that with property, if you do your homework and check out the location and the local tenant market, you’ll know a lot more than you can ever learn about any company in any published source.

If you combine letting property with a day job, you’ll have the satisfaction of knowing that if a “new broom” boss arrives and decides your face no longer fits you’ll still have the income and capital from your property to fall back on. This can give a great sense of security.

If you’re a full-time landlord and you do things right, you’ll have an income stream that’s reliable and you can choose how and when you work. Want a lie in? Then have one. You’re the boss!

Now that everyone and his dog are talking about property it’s easy to imagine that the market is being swamped with too many developers and too many properties to rent. And as salary to mortgage multiples become more stretched, the fear is that house price rises may level out or fall a bit.

However, if we step back and look at the big picture, we can see that an increasing population and a shortage of houses, including “social housing”, are still forcing prices up. The growing population is driven partly by internal growth but also increasingly by immigration. Also, divorce and ageing means that people are tending to live in smaller units with the number of one-person homes growing markedly. At the same time there has been a big increase in the number of families who rent from private landlords, partly because renting is a lot more flexible than being burdened with a mortgage when unemployment hits. There has also been an increase in people renting in retirement too, who often prefer bungalows and other properties with easy access. Housing supply has failed to keep up with these changes and demand for housing, especially in London and the South-East, is outstripping supply.

It is clear that the UK needs a massive house-building programme to close the gap. The hopes of the Government to meet housing demand by streamlining the planning system have worked only partially and in recent years tough credit conditions have made it hard for builders to get funds to build and borrowers to get mortgages.

This suggests that a big fall in property prices like the one between 1989 and 1994 is unlikely – and whilst first-time buyers are clearly more stretched today, houses are still affordable in many areas, especially for those lucky first-time buyers able to rely on help from their parents.

In the rental market, the trends to more job flexibility, temporary workers, more students, more migrant workers, an ageing population, less council/social housing and increasing divorce rates are all factors that should lead to increasing demand for rental accommodation. If there is no significant growth in the number of houses built, then the outlook for rents should be up too.

Changes in government tax policy may also boost property. To encourage more rented housing, the Government has brought in a way of investing in tax-efficient property funds based on so called “real estate investment trusts” or “REITS” which have proved popular in other countries.

And with a diminishing stock of council housing the Government is paying an increasingly hefty housing benefit bill – a lot of which ends up with private landlords and which has become a huge political football.

When to buy? Good and bad times in the property market

There are undoubtedly some times that are better than others in the property market. However, even in bad times there are still opportunities for the experienced property investor. Let’s take a look at a time that is probably regarded as pretty dire: in 2008, following the banking crises, inflation-adjusted house prices peaked over most of the UK and started a decline that went on for about five years.

Nevertheless, there have been many areas and certain types of property that didn’t fall in value at all. This was usually due to local factors – a new road, tube, railway, airport or employment opportunities. Compare Middlesbrough with Hackney in London. In Middlesbrough, in the ten years to 2014 average house prices went up by one fifth. In Hackney they went up six fold.

Meanwhile, rents have actually gone up in most places each year since 2008, especially in London, so if you got the right property in the right place, 2008 was still a good time to invest for many.

The skill of the property investor and landlord is in identifying these local opportunities and acting on them. To do this you need local knowledge and I shall say more about how to do this in Chapter 3. Property does indeed have risks but, if you do your homework, these risks are manageable. To some extent risks with property are reduced because the market has a natural compensating mechanism in which any weakness in house prices is counterbalanced by strength in rents. Let me explain.

When economic conditions are bad and house prices fall, as they did in 2008 and 2009 due to the effects of a tightening of mortgage availability, worried first-time buyers tend to stay on the sidelines and rent – with some hoping to buy at cheaper prices later. This tends to push up rents. At the same time, nervousness among some home owners and inexperienced landlords (and harsh credit conditions) may lead them to sell their properties and also rent instead. This can have the effect of reducing the number of properties available to rent at the same time as further increasing demand for rented accommodation. The higher demand for rentals thus pushes up rents and compensates for falls in house prices. Indeed, this was the picture in much of the UK between 2008 and 2013, a period of falling house prices in many areas but fast-rising rents.

Conversely, when house prices rise and look set to rise further, first-time buyers (who might otherwise have rented but are fearful of missing the boat) enter the market to buy property and the opposite effect happens. With less demand for rented accommodation, rents may tend to be static or fall but the price of property should go up.

Meet the people who want your money

As interest in property as an investment has grown, so too has the number of players involved in the business. There are mortgage and bridging lenders, crowd funders, mortgage brokers, surveyors, solicitors, letting agents, freeholders, managing agents, developers, property syndicates, property finders, buying agents, consultants, and last, but not least, the taxman. The thing they have in common is: they all want your money!

There are even people who give seminars on letting property, where they aim to teach you all you need to know in a weekend in exchange for a few hundred (or even tens of thousands) of pounds and the opportunity to join their investment club, where you’re supposed to be able to get big discounts on flats in new developments or access to great below-market-value deals from overstretched home owners. Then there are buying agents who’ll purchase and kit out investment property for you.

The standard of performance and value for money of many of these players is variable (and some are little better than cowboys) and I’ll comment further on each of them throughout the book. I’ll also tell you how to get the best out of them, where you can find good advisers and how you can minimise the amount of money that you pay them.

For now it is worth your being aware that some aspects of residential property investment advice are not regulated which makes property a very attractive area of business to the charlatan looking to separate naïve investors from their savings. You have been warned.

Is it for you? What kind of person makes a successful landlord?

The sort of person who makes a good landlord is someone who is sceptical and enquiring and has good people and communication skills. They are usually good administrators and, above all, they really love the property business and are prepared to take some risks.

Successful landlords question everything they hear and are prepared to do their own research. So if a developer or a consultant at a seminar tells them that his new development of 10,000 identikit flats in Liverpool is going to be a fantastic investment, they don’t take this at face value.

If a director of a big bank says the housing market is going to grow rapidly, then be aware he has a vested interest in saying this, i.e. to sell more mortgages. Just because he is Chief Executive of an FTSE 100 company and earns more in a week than you make in a year doesn’t mean you should listen to him. Similarly, if an investment bank says house prices will collapse, ask yourself could they just be saying that in order to persuade people to invest in stock-market based funds instead?

Be sceptical of what you learn at consultants’ seminars. Most people say they learned nothing that they couldn’t learn from reading a book. Generally they just got a hard sell to invest in new developments, the idea being that the syndicate uses investors’ money to win supposedly big discounts on new-build properties, source non-existent “below market value” stock, buy “soon-to-be refurbed” properties on “no go” estates or meet joint venture funding partners. Probably the biggest long-term losers from the many “property education” charlatans are the novice investors who bought off-plan new-build identikit flats on big developments from syndicates mainly, though not entirely, in inner cities in the English North and Midlands from 1999 to 2005, who saw the values of their properties collapse and the flats hard to let out once the level of over supply became obvious.

So beware. You can do well in property but it’s simply not the case that you can make a million or “go on a journey” to find the holy grail of “financial freedom” in just a few years without taking what to most people are unacceptably large risks. People who say you can do this are talking nonsense.

A lot of new-build off-plan schemes these days are for developments abroad. The consultant or developer may even pay the cost of the airfare and transport to the development and use high-pressure selling techniques with lots of free drink to get otherwise intelligent people to part with their money.

The hard fact is that you must be prepared to do some work. Not a lot of work, but some work nevertheless! Listen to what people say, but do your own research too before committing to anything. Keep in mind that currently there is no protection from the regulatory authorities for people who invest in property directly. So be careful.

It helps to be good with people as you’ll need to form good relationships with your tenants and anyone who does work for you. I don’t mean that you should be their best mate. Far from it! But you must be professional and courteous as well as firm and fair.

When dealing with tenants, there is no point being mean and arguing over small things or small amounts of money. As in life, if you treat tenants with respect they’ll repay you in kind. The same applies for tradesmen. Pay them promptly because, if you don’t, you can’t expect them to rush out when you really need them.

It’s important to be a clear communicator. Prospective tenants must know exactly what they’re getting with the property they’ll be renting. They must understand when the contract starts and what their responsibilities are under the tenancy agreement. If you use letting agents, they should understand what you expect of them too, as they will be acting for you, and representing you as your agent. The same applies to builders and decorators. You cannot be too clear, so confirm everything in writing!

It helps to be organised and have a good filing system to keep track of income, costs and repairs. Things should be fixed quickly and phone calls returned as soon as possible. You don’t need to do the actual work yourself or be particularly practical. I’m not, but I know just enough to avoid getting ripped off by tradesmen.


Case study

Some years ago, more than one thousand people suffered massive losses after being duped by a property investment company promising “guaranteed” annual returns of 15 per cent. The investors, who included accountants, lawyers and doctors, handed over five- and six-figure sums after being seduced by the company’s brochures. The firm used adverts in publications such as the Financial Times to tell investors they could make a fortune buying cheap properties in the north of England, which the company would refurbish and let out to “social housing” tenants. The company would supervise all the refurbishment, find the tenants and even collect the rent. Investors would sit back and wait for the money to roll in. If only life were so simple. The company pulled in more than £100 million but much of the refurbishment work was never carried out and the tenants never materialised. It turned out that investors had bought derelict, boarded-up houses that were worth far less than they had paid for them. Some were uninhabitable and worth less than £2,000. The firm was eventually closed down by the government. Most of the investors were from the south-east of England and had been persuaded that the North was “bursting with investment opportunities within the social housing sector”. Amazingly, most of the investors hadn’t visited the areas or seen the properties at all.



Finally, you must like property. So, if houses bore you stiff, you’re probably better off doing something else. I freely admit to being an addict and, like any successful landlord, I find it impossible to walk past an estate agency without looking in the window at house prices, rental levels, etc. You should be the same.

Follow the commandments set out below and you’ll make a success of property investment:

1. You must buy the right type of property at the right time at a good (i.e. low) price in the right location – which means a place where the local economy will strengthen and capital values and rents will increase in the future, not fall.

2. You must do all you can to minimise vacant periods when the property isn’t let.

3. You must take care vetting tenants to avoid having a bad one. If you use a letting agent, you must check to make sure he is really doing this part of the work properly.

4. You must fix things promptly and cost-effectively.

5. You must be good at dealing with administration – in particular, you must keep account of all your income and costs and have a proper filing system.

6. You must be able to spot when someone isn’t being straight with you.

7. You must get the mortgage or other financing deal that is best for you and which meets your short- and long-term plans for the property.

I’ll explain how to get these things right in the course of the book.

How much should I put in property?

At a recent speaking engagement I was asked, “How much should I put into property investments?”

Unless you’re a highly diversified property investor in terms of the number, type and locations of properties you own, I would caution against having more than, say, 50 per cent of your money in property. However, there is no ideal percentage. How much you invest in property is whatever amount you feel comfortable with, which depends on your own attitude to risk.

It’s possible to invest in the UK housing market through collective or unitised funds, including crowdfunding arrangements or through other funds that track house prices. This will give you some exposure but it won’t make any real money because, if you are to have real success, you’ve got to get involved yourself, not give it to a fund manager who may turn out to be useless and will certainly charge a hefty annual fee. We have seen some pretty hefty layers of multiple fees on many property funds that claim great headline gross rents, especially in the current flavour of the month – student lettings. If you must invest in such schemes, for goodness sake read the prospectus carefully and be aware that resale marketability might be very limited and/or only possible through the promoter. Exit fees can be very high too.

Investing in property outside a fund (which is what this book is about) is not without risks either. The biggest risk in property is a downturn in the economy - either the national economy or in the local economy. National economic downturns can have the effect of making house prices and rents fall, increasing interest rates, increasing tenant default and cutting or reversing the flow of inward migration into the UK – thus reducing the pressure on housing. Another big risk is that the Government could change the way residential property investment is taxed, making it less attractive compared to other investment types. There is also a threat from big City funds and big property companies which have started to invest in the private rented sector by building huge new purpose developments exclusively for private rental – thus increasing the competition for private landlords. Some City funds use me as a consultant in this area so I know there is genuine interest, though up to now most have kept their money in their wallets and investment has been limited so far. (It’s also my view that many of these players may struggle to compete with the more efficient “private” landlord.)

And, of course, there is Brexit. There are many different views about how this will affect the UK economy including the impact on house prices and rents. Who knows what the long-term will bring, but any change causes nervousness among some players, which will create opportunities for the brave.

At the moment, most of your running costs, including the interest on loans to buy properties to let, are partly deductible costs for tax purposes. This is, of course, one of the greatest attractions of buy-to-let as it means someone else is paying off your mortgage. Another great attraction is the simple fact you can actually get a loan to buy property to let – try asking your bank for a long-term loan to buy shares in the stock market and see how far you get!

This book is about managing these and other risks and making profit at the same time. Some risk, however, will always remain – that’s the price of the big rewards. If you don’t like risk at all you should put this book down now and keep your money in the building society where you will be lucky if your cash keeps pace with inflation.

Any comments or suggestions on this book are appreciated. Please feel free to mail me. You can contact me by email via my website www.LettingFocus.com where I also provide buy-tolet advice and consultancy for organisations and individuals as well as writing a blog and reviewing discounted products for landlords.

Note

To avoid saying “he” and “him” instead of the clumsy phrases “he/she” and “him/her”, I simply use “he”/“him” to refer to both men and women.
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Easy as ABC: The Simple
Economics of Property Letting

Income and capital growth

How do you make money out of property investment? Well, it’s quite easy. You can make it by the property going up in price (called capital growth) and you can make it by earning more in rent than you spend in costs (i.e. income).

Sounds simple doesn’t it? The problem is that a lot of people make the mistake of overlooking some of the costs of their investment and completely forget to account for things like running costs, the cost of their own time and the cost of using their own money. Property programmes on TV make these same mistakes too.

Many people who are new to investing in property seem to forget to budget for the cost of maintaining their investment properties at all or, if they do, they proceed in the mistaken belief that the costs of maintaining a property which is let out will cost no more than maintaining their own property. It won’t – unless you have A-grade tenants!

How to calculate the true income from your property

When people talk about property, they often talk about the “property yield”. And yet, this term often means different things to different people, so when you are talking about yield, even if you know what it means, it’s always useful to check that the other person has the same understanding.

So, what is yield? Yield is just another way of expressing the “income” on something relative to the value invested in it (or its current value). Very simply it’s just the total amount of rent, less the running costs of the property, divided by the total value invested in the property including buying costs. So if your annual rent is, say, £18,000 a year, the running costs are £2,000 per year and the total value of the property is £250,000, then the “yield” is calculated as:

Yield = Total Rent minus Running Costs/Current Value of Property

In this case it is:

£18,000 – £2,000 running costs/£250,000 =

£16,000/£250,000 = 0.064

or, expressed as a percentage, 6.4 per cent – quite a decent yield!

Generally, it’s that simple, but even with something so simple there are some potential snakes in the grass as I shall explain.

Step 1: Estimating the rent and allowing for voids

If you haven’t yet bought a property, how do you work out what the rent will be? Well, you could look online to see what rents are being charged for equivalent properties. Unfortunately, this may lead you to believe you can get a higher rent than is achievable for a permanently let property with no voids.

I’ll explain. For my properties, the rents I achieve are typically 5 per cent less than those being asked by other landlords and letting agents for the same type of property. This is not because I am a bad businessman. (Well, I hope not.) It’s because I set my rents so my properties are always fully let whereas my competitors don’t. I know this, because sometimes I pose as a tenant and go and look at other properties. (It’s always













































How to calculate capital growth
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