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INTRODUCTION
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This book in the Property Education Hub educational series has been written in association with Asset Academy the UK's most respected provider of professional training programmes.

Asset Academy and its associated network of industry experts and partners have a wealth of property investing knowledge. Asset Academy trainers and customers derive from all ages and backgrounds and have over a decade's experience of working with new and existing investors from all over the world.

This book in the Asset Academy series looks at Houses of Multiple Occupancy or HMO as an investment strategy and the opportunities it offers to the property investor. It looks at what exactly constitutes an HMO and examines the pros and cons of HMOs compared to other Buy To Let properties. It also explores the obligations of a landlord of an HMO in terms of Health & Safety requirements and licences, gives guidelines for dealing with tenants and also provides hints and tips on how to find the right opportunities for HMOs and how to make a profit.

For more information and to give us any feedback on your reading experience please visit: www.performinproperty.co.uk
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CHAPTER ONE

HMO & THE PROPERTY INVESTOR
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What is an HMO?

HMO stands for 'House of Multiple Occupancy'.

In England and Wales, according to the Housing Act 2004, HMOs are defined as 'entire houses or flats let to three or more tenants from two or more households who share a kitchen, bathroom or toilet.'

In Scotland HMOs are defined as houses used as the only or principal residence of three or more qualifying persons from three or more families.

For the purposes of this book, a property is defined as an HMO if there are three or more people living there, forming two or more households.

A household can consist of either a single person or members of the same family who live together including married couples, couples who are living together and people in same-sex relationships.

Landlords of HMOs must meet certain standards and obligations over and above those required for non-HMO rented accommodation.

Houses in multiple occupation also known as houses of multiple occupancy, are residential properties where ‘common areas’ exist and are shared by more than one household.

Common areas may be as significant as bathrooms and kitchens, but may also be just stairwells or landings. HMOs may be divided up into self-contained flats, bed-sitting rooms, or lodgings.

HMOs are not the same as purpose-built flat blocks, since most will have originally existed as large buildings in single household occupation. Legislation also makes a distinction between those buildings occupied mainly on long leases and those where the majority of the occupants are short-term tenants.
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The advantages of HMOs for the property investor

––––––––
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Growth market

With the shortage of housing in the UK, communal living is a way for people to find an affordable place to live. Changes to the housing benefit rules mean that single people under 35 years old are now only entitled to a room in a shared house, meaning many more people are seeking accommodation in the HMO market. Difficult financial conditions have led to people seeking more cost-effective solutions to their housing needs. From those on benefits to those with well-paid jobs, lots of people these days are looking for quality shared accommodation.

High money-making potential

The fact is a carefully chosen and well run HMO property can make the property investor drastically more money than a single let. You don't have to worry about what might happen to the price of property; it's a bonus if the capital value improves but you are already making a good profit every month.

Less hassle

Having a large number of tenants at one location means you don't have to chase round a number of different addresses in order to fix problems and you're not driving across town to do viewings at various different flats.

Less risk

More tenants does not necessarily equate to more risk. After all, one problem tenant is merely one fifth or sixth of your total rent income rather than 100% of the rent in a single let flat.

When you invest in an HMO property you have to know what you're doing and manage it properly or it could cost you. As the landlord, it is your responsibility to make sure your HMO is properly run.

There are serious consequences for getting it wrong but if you follow the legislation and do things right, there are very good opportunities for you.

First of all, it is important to learn that different local authorities throughout the UK have
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different rules about HMOs and it is essential that you consult with the local authority at every stage of setting up an HMO.

Categories of HMO

There are various terms for HMOs. When people talk about HMOs they might use any of the following terms:

Category A – Bedsits

In practice it depends upon each council what constitutes a bedsit. Some councils will define a bedsit as any room in an HMO that has a lock on the door. Normally a bedsit is a room that is occupied by a tenant for their exclusive use but there is a communal kitchen or bathroom. Each tenant in a bedsit will have their own tenancy agreement. If you provide a communal living space in the property then it is not a bedsit, but you need to ask the council what they think a bedsit is.

Category B – Shared houses

Shared houses are HMOs if there are three or more people forming two or more households. This is quite specific; in the case of two people sharing a property who are not in a relationship and do not form a single household, if one of those people becomes pregnant the arrival of their baby will add a person and thus make the property an HMO.

Category C – Lodgings

When you are also living in the property the definition of an HMO of three or more people forming two or more households doesn't include you. So you can have two lodgers and it still won't be an HMO, but if you have three lodgers it does become an HMO. You do have to physically live in the property to have lodgers, and you may need to check your mortgage agreement to see whether you are allowed to have lodgers.

Category D – Hostels, guest houses, hotels & B&Bs

These are not HMOs. In a hostel or hotel there has to be a change of use. Hostels, guest houses, hotels and B&Bs are classed as C1 accommodation, whereas HMO is classed as C4, even though both HMOs and hotels share some legal requirements, like fire doors. You will need planning permission to turn a former B&B into an HMO and you may encounter difficulty in some cases. Some tourist towns, for example, may want to maintain a certain number of rooms for holiday makers and will turn down your request for planning permission.
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Category E - Residential homes

Residential homes will also require permission from a council for a change of use into an HMO. In the case of care homes, these require registration under the Registered Homes Act 1984. There are many types of care homes, e.g. for the care of the elderly or infirm, care of the mentally ill or for those dependent on drugs or alcohol.

Category F – Flats, flatlets and maisonettes

These are flats and studio flats which can share a common main entrance, but are self- contained behind their own 'front door' and do not share amenities.

It is important to note that there is no clear boundary between each of these categories and a house (or even a part of a house) might move between each of these categories over a period of time.

If you have purchased a large property that has been converted into flats (completely self- contained units), but was converted before 1991, then the pre-1991 building regulations will have been used and the council will class this as an HMO. This is because the property will not conform to the regulations on fire resistance that were brought in under the 1991 regulations. If there is any doubt, you will need to do a survey to check the details of the conversion.

TOP TIP: Do a pre-planning application before you buy the property. Unlike an official application for planning permission, pre-planning will not go public, so the vendor need not know about it.

Getting successful pre-planning permission doesn't get you official planning permission but it is a way of checking if there are any obvious issues with the planning. Pre-planning permission will make it clear that in general the council can
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