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Preface


I was brought up in the North of England and my parents dabbled in the property market, so I can only assume that my interest in property must have been passed on from them. My parents were always happy to look around the odd property or two and as a child I found this house hunting preoccupation the most boring thing on earth. As an adult, however, I find property interesting, exciting and above all rewarding. My interest in bricks and mortar is not only a financial one, although as a property investor, this is and has to be the main consideration, but it is also of interest because of the challenge it offers in finding the right property, in the right place, for the right price.


As a student of the Bristol Old Vic Theatre School, I lived in rented accommodation for two years and like most students earned very little money, lived sparingly off a grant and eked out an existence. It was great fun but financially it was draining and although I would have loved to buy a bijou flat in Bristol, this simply was not an option. Like most students at that time and way before the concept of ‘buy to let’, renting was the only option.


When I finally moved to London in my early twenties with a suitcase, youthful optimism and an empty purse in hand, I had no choice but to rent again and this continued for several years until I could save enough to get on the property ladder. I bought my first flat when I was 27 and it was most certainly the best investment I have ever made because it gave me a start, a basis on which to build a property portfolio.


The great thing about my first flat was that it needed work doing to it but was perfectly liveable in at the same time. It was close to a tube station, which was my main priority, and it had a shared garden. After paying out for the mortgage and other costs, there was no money left in my budget to do any refurbishment work to the flat but each time I secured a job and had some surplus cash, I would invest the money in home improvements.


I was fortunate to know a good builder who became a friend and together, over time and on a limited budget, he helped me turn a run-down one bedroom apartment into a desirable property. I decorated it throughout, put in a new kitchen, lowered the ceilings to put in sound insulation and eventually sold it for a handsome profit. I was not only on the ladder but had moved off my first rung!


I have always been drawn to properties that need refurbishment and my next property was no exception. I had recently married and my husband and I both had capital to invest in a property. With our pooled resources we were able to purchase a three-bedroom, un-modernised house in a nice area. Location is always an important issue for me and I would rather buy a less grand house in a good area than a palace in a poor one.


Daunting though it can be to walk into a house that hasn’t moved on in time at all, it is a great canvas from which to start to create your picture of your dream home. The most important aspect to consider before undertaking any large renovation project is to make sure you have enough money in the kitty to cover not only expected expenses but also to have a contingency budget if things go wrong. What I enjoyed about renovating this house was that it didn’t have to be done all at once (it couldn’t for financial reasons) but it still had all the original features and really just needed a plan to upgrade it and extend it. We knocked old walls down, put new walls in, replaced the kitchen and bathroom, built a loft conversion and even built a small outbuilding in the garden which housed our office. This office later became a unique selling point and when we finally put the house on the market after lovingly restoring it for several years it made us a considerable profit and was sold within a week. The message here is that if you are going to do any renovation, then do it right.


The next house, which is the one I currently live in, has been a huge project and is still on-going ... in fact it is never ending, but it was because of this investment fuelled by previous investments that we were able to re-mortgage and begin the serious business of building a property portfolio.


I now have a substantial investment property portfolio and that is the reason for writing this book, to show you that from humble beginnings, you too can achieve your goal of becoming a property millionaire!


Annie Hulley
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1
Getting On the Property Ladder



There is no easy answer to the problem of how to get on the property ladder, and rising levels of student debt can only mean young people will be forced to delay even longer getting their foot on the first rung. Currently the average age of a first-time buyer is 27 but is likely to rise to 30 over the next few years. If you are serious about becoming a property investor and making your million then get on the property ladder you must and as soon as possible. This chapter intends to explore ways in which you can take that first step.



MORTGAGES



The Council of Mortgage Lenders believes banks and building societies will have to adapt their mortgages to encourage first-time buyers into the property market. This could involve introducing shared mortgages or mortgages where the loan is guaranteed by a parent or guardian. A useful website to compare mortgages can be found at www.thisismoney.co.uk.


Guaranteeing the loan


The traditional loan from a mortgage company is three-and-a-half times the applicant’s annual salary and this has presented a problem for first-time buyers. Some mortgage companies will now offer more than this, as long as a parent guarantees to cover repayments. Other mortgage companies only ask parents to cover the extra amount their child is borrowing above the normal three-and-a-half times salary.



Parents’ income



Another scheme offered by some banks includes the parents’ income when calculating what amount can be offered as a loan. This means that parents can purchase the property together with their child, although the parents’ name will not be on the title deed to the property. This enables the child to borrow four times the highest wage, be it either theirs or their parents’.


Helping with the deposit


Some parents are re-mortgaging their house in order to use the capital raised to help their offspring with a deposit. If the parents re-mortgage carefully, their monthly payments may not rise that much and in some cases, if they get a better deal, the repayments may actually fall!


Using savings


Schemes are available from some building societies in which parents do not earn any interest on the money they pay into their offset account. Instead this interest is deducted from the value of their child’s mortgage, before interest is calculated.



JOINING FORCES



If siblings or friends decide to buy together, it does not necessarily mean that they will have to live together. One could live in the property whilst the other rents out their room in the property, to pay for the mortgage. This enables the mortgage to be calculated on two incomes. When the property is sold, the profits can be divided into equal shares and can be used to finance deposits on individual properties.



RENTING TO STUDENTS



Some parents are choosing to buy a student home for their child. They take out a buy to let mortgage and rent the student home to their offspring and other students, in order to cover the repayments. At the end of the student’s university career, the house can be sold and any profits can be used to finance another deposit.


Deed of Gift


If parents buy a property for a child and their names are on the deed, they will have to pay capital gains tax when that property is sold. It is more tax efficient for students to raise a mortgage using their own names, in one of the ways explained above. Equally gifts of cash may be subject to inheritance tax, if the parent donor dies within seven years of the gift being made.



SHARED OWNERSHIP



Shared ownership means that you buy a share of a property, with a housing association owning the remaining share. You pay rent on the share that you don’t own. Some housing associations specialise in low cost shared ownership and can offer properties for sale at as low a price as 30% of their market value. It is worth ringing your local housing association to see if it is involved in any shared ownership schemes. If it does operate such schemes, ask what criteria need to be met for you to be eligible to participate in the scheme.


If I participate in a shared ownership scheme, whom do I pay rent to?


You will pay rent to a registered social landlord. These are non-profit making organisations that provide and manage homes for rent or sale for people in housing need who cannot afford to buy. These landlords can be housing associations, housing societies or housing companies. These organisations are publicly funded by the local authority and by the Housing Corporation and operate nationwide. In some cases the social landlord can provide housing using their own money.


What is the Housing Corporation responsible for?


The Housing Corporation was set up by the government in 1964 to fund building projects by registered social landlords and to make sure that the homes built are of a certain standard. If a social landlord is not registered with the Housing Corporation then it will not receive any funding. The Housing Corporation also provides a monitoring service to ensure that social landlords maintain good standards of service on property management.


Who is eligible to participate in a shared ownership scheme?




	People in housing need, who cannot afford to purchase a home outright.


	Existing public sector tenants.


	People on social housing waiting lists.





Can I buy a shared ownership home with someone else?


Up to four people can become joint owners of a property but each individual must meet the criteria for eligibility.


What type of property is available on a shared ownership scheme?


Properties available can be anything from terraced houses to flats. They can be new or refurbished. These properties will generally be priced at the lower end of the market, so that they are within the financial means of applicants wishing to purchase under the shared ownership scheme.



How much of a share will I have to purchase?



This will depend on your own personal circumstances and how much you can afford, based on your income and savings. Most applicants buy a 50% share but this is by no means set in stone. You can purchase a 25% share to start with, or 75%, if your finances will allow. The higher the share you purchase, the less rent you will have to pay. You can increase your purchase share according to your financial situation at any time.


Where will I get the money to purchase a share?


You will have to apply to a mortgage company and the usual terms and conditions will apply, namely that your home will be at risk if you cannot meet your mortgage repayments. You will normally be eligible for tax relief on the first £30,000 of any mortgage and your repayments will vary as interest rates change.


TIP


Be sure to remember that if purchasing a flat, you will be required to pay any service charge on top of the mortgage and the rent.


 


Will I get a lease under shared ownership?


Whether you buy a house or a flat, the social landlord will grant you a lease for a standard term of 99 years. It will entitle you to live in your home as an owner-occupier and to buy further shares, if and when you choose. It will also allow you to sell your property, should you so wish. The lease will also cover your responsibilities regarding the repair and maintenance of the property. Although you have not bought the property in full, you will still have the same legal rights and responsibilities as any owner-occupier.


TIP


It is always advisable to seek legal advice on the terms and conditions of the lease.


 


How much rent will I have to pay?


The monthly rent will be a proportion of the total rent the property would fetch, calculated by the social landlord based on the proportion of the share you do not own. If you own 50% of the property you will be responsible for 50% of the rent. This rent will take into account the repayments you make as an owner-occupier and your share of any insurance, maintenance and repairs. This will work out less than if you were renting the whole property.


Will the rent stay the same?


The rent will be reviewed every year. Further share purchases by you will immediately become effective in reducing the rent.


Are there likely to be any other expenses that I should factor in when purchasing my share?


Stamp duty may be payable and you will need to check whether this duty will be applicable to your purchase. Some properties are exempt from stamp duty, for example those built in ‘deprived areas’ such as on ‘brown field sites’. Stamp duty is also not levied on properties with a market value of less than £60,000. If stamp duty is payable you can either pay the duty on your share of the property only, or on the full value of the property. Your solicitor or legal advisor should be able to advise you on which option to take.


Repairs, insurance and service charges


If your home is a house, you will be responsible for all repairs and redecoration, both internally and externally. The social landlord will insure the structure of your home and you will have to pay a small management charge to cover this. If your home is a flat, you will be responsible for all internal repairs and redecoration. The social landlord will undertake to keep the building in which your flat is situated in good structural repair, to keep the structure insured and to keep any common parts decorated, cleaned and lit. You will have to pay a share of these costs, which will make up the service charge. The landlord will be accountable to you for any service charge spent and must consult you and provide you with estimates before any major work can take place. It will be your responsibility to contact your social landlord should any damage or defect occur.


I am interested in buying a shared ownership property, what is the procedure?




	Ask the social landlord for an application form.


	If you are suitable they will ask to meet you in person, to ascertain your requirements in full.


	If your requirements can be met, they will arrange for you to view a property.


	The price of such properties is usually based on an independent valuation.


	If you want to go ahead and buy, you agree what size share you would like to purchase and then apply for a mortgage.


	In some cases the social landlord may be able to advise you as to whom to contact about a mortgage. They will certainly know which banks and building societies are sympathetic to the scheme.


	
If you save with a bank or building society, you can approach them with your requirements.


	If the lender needs to see a copy of the lease before agreeing any funds, ask the social landlord to send them a copy.


	Once your mortgage application has been successful and you have instructed a legal advisor, get in touch with the social landlord with this information.


	Your landlord will send a copy of the lease to your legal advisor, who will advise you on its contents.


	Your legal advisor will arrange a local search and investigate title to the property.


	You will be advised on the amount of rent and service charge that you will have to pay.


	Your purchase can then be formally completed and the property will be yours.





TIP


Ask your solicitor or legal advisor to check the lease, to see if any clause exists that will restrict you in the future as to whom you are allowed to sell your property to. Also ask them to check whether any restrictions apply that would prevent you buying further shares. These restrictions can sometimes apply, particularly in rural areas, where it is the social landlord’s responsibility to keep a reasonable supply of low cost housing.


 


What is the procedure if I want to buy further shares in my home?


If you wish to purchase further shares in your property you will have to put this request in writing to your landlord, advising them of how big a share you wish to purchase. Your landlord will agree to have the property valued and will let you know the cost of your further share. You will have to pay for the valuation and you should be given three months to complete the mortgage and purchase your further share.


TIP


Remember that each time you purchase any further shares in your property you will be liable for the valuation fee. Make the most out of any further purchase of shares in your property by pushing yourself to the maximum you can afford, in order to avoid having to pay this recurring cost.


 


Can I make any alterations to my property?


If you wish to improve your home or make any structural alterations you will have to seek the landlord’s written permission.


What happens when I want to sell my share of the property?


You may sell your property at any time but will have to advise the social landlord of your intention to move. You can either sell the part share you own or buy the remaining share, so that you can sell the property outright. You will of course benefit from any increase in value the property may have achieved. The downside of this is that the housing market can fall, as well as rise, so you need to consider the state of the market before you decide to sell.


TIP


Unless you absolutely have to, never ever sell in a falling market. Hang on in there if you can and wait for the market to rise again ... it generally does!


 



Can I sell to a private buyer?



Unless you own the property outright, clauses in the lease may enable the social landlord to nominate prospective buyers and to restrict the sale price with regards to an independent valuation report. The reason for this is that they wish the property to remain available to the people for whom shared ownership was intended.


Is there only one kind of shared ownership?


Some social landlords offer non-government-funded shared ownership schemes that work on the same principles but where the details can vary. Private developers can offer shared ownership schemes, where a wide range of similar conditions apply.


TIP


The demand for shared ownership homes is high, especially in areas where there are relatively few houses available. If you are accepted by a social landlord as a suitable candidate, you may have to wait some time for a suitable property to come along. However, turn this negative into a positive and start to save so that you can buy a bigger share of a property when one finally does come along.


 


Contact details for the Housing Corporation


Southeast


Croydon: Leon House, High Street, Croydon, Surrey CR9 1UH.
Tel: 020 8253 1400. Fax: 020 8253 1444.
Email: southeast.info@housingcorp.gsx.gov.uk


Southwest


Beaufort House, 51 New North Road, Exeter, EX4 4EP. Tel: 01392 428200. Fax: 01392 428201.
Email: southwest.info@housingcorp.gsx.gov.uk


East


Attenborough House, 109/119 Charles Street, Leicester LE1 1FQ. Tel: 0116 242. 4800 Fax: 0116 242 4801.
Email: east.info@housingcorp.gsx.gov.uk


West Midlands


31 Waterloo Road, Wolverhampton VW1 4DJ. Tel: 01902 795000. Fax: 01902 795001.
Email: westmidlands.info@housingcorp.gsx.gov.uk


Northeast


1 Park Lane, Leeds, LS3 1EP. Tel: 0845 230 7000. Fax: 0113 233 7101.
Email: northeastern.info@housingcorp.gsx.gov.uk



AFFORDABLE HOUSING



In London, developers who wish to build blocks of luxury flats have to provide 25% affordable housing. This was a measure brought in by Ken Livingstone to encourage key workers to stay in the capital, rather than have them forced out because of high property prices and steep rents. There are plans afoot for this share to be increased to 50%, although this is being strongly objected to by developers because it will narrow their profit margins.



THE GOVERNMENT STARTER HOME INITIATIVE (SHI)



This was introduced to help key public sector workers, such as teachers and nurses, buy their first home. The idea is to offer equity loans to help plug the gap between mortgage allowances and house prices. These were originally introduced with the maximum equity loan available being £30,000, but this was later increased to £50,000. Now there is a new scheme where some public sector workers will qualify for loans of up to £100,000. Contact your Local Government Housing Officer to find out what is available under the SHI or any similar schemes.



INCENTIVES



Many developers offer cash back schemes. The cash from these schemes can be put down as part of the deposit. Other developers offer deals which require only a 5% deposit.



SUMMARY



Anyone wishing to get on the property ladder will need to take advantage of any schemes offered that will enable them to do this. Remember your goal is to build a property portfolio and in order to do this you will need to lay foundations. A 25% share of a property is better than no share at all. So, if buying shares in a property is the only way you can get on to the ladder ... then do it and climb on!










2
Financing Your Purchases



This chapter will explain the simple formula of how, from a relatively small capital outlay, you can become a property millionaire. If you follow this advice you could have a very successful business that will provide you with full-time employment, a good income, an inflation-proof pension and a new career path.



RAISING MONEY



In the last few years there has been a huge growth in specialised mortgages for the property investor, including buy to let, second homes, self build and investing in properties abroad. It is now much easier to raise money, as many of these schemes are not solely related to the applicant’s income. Self certification has freed the potential investor from relying on being able to borrow solely on multiples of declared earnings and can now take into account earnings from other areas – including letting income.


Opening doors to new investors


This has meant that all sorts of people who otherwise would not have had the credentials to raise money conventionally, can now legitimately do so and at an affordable price. This, in part, has been responsible for the huge increase in property investors. Other contributory factors are that property has outperformed the Stock Market over the last few years. Pensions have lost value and, more importantly, people want to take more personal responsibility for their own investments.



HOW TO GET ON THE PROPERTY PORTFOLIO LADDER



Obviously before you can buy your first investment property you need to have accumulated some capital – but not as much as you might think. The great thing about investing in property is that you don’t have to fund the entire investment with your own money, as you would if you bought shares, for example. However, you will have to use some of your own money as the lender will require a deposit, but this can be as little as 15% of the purchase price.


TIP


In order to maximise your ‘property profit potential’ it is important that you use as little of your own nest egg as possible.


 


First steps


In order to be a successful property investor, you need a plan and some access to capital. This is not a ‘get rich quick’ scheme and has to be approached in a businesslike and professional manner. Cash flows must be prepared and emotion must be kept firmly in check.



HOW TO GET A NEST EGG



You must ask yourself how much capital you want to commit to this project and how you are going to raise it. Unless they have been left a sizeable inheritance, won the lottery or had an endowment policy mature, most people will not have a lump sum of capital at their disposal. However, if you already own your own property you may be able to re-mortgage and raise money on the increased value. Caution is needed, as you will need to meet the higher mortgage repayments, but in order to speculate, you have to accumulate and there is a certain degree of risk to all investments. This is certainly true of the property market but the trick is, as ever, to think it through and be prepared for the downside.


TIP


Flexibility is the key here. Don’t tie yourself down to larger payments than you have to, as you can’t predict the future.


 



WHEN SHOULD I SELLTO MAXIMISE PROFIT?



Although you can sell a property soon after you have renovated it or bought it off plan, the most effective way of investing in property is to hold on to it for at least five or ten years. If you do that then obviously the property should, at best, pay its own way or, at least, provide you with an operating profit. This is ‘buy to let’ and in order to do this there is a specific mortgage.



BUY TO LET MORTGAGES



Over the last five years there has been a revolution in the mortgage market which allows small investors to buy properties with products specifically designed for the small landlord. The big mortgage lenders have created specialised companies to deal with the explosion of interest in the buy to let market. This business is now worth £31 billion per year and as it is a very competitive market, there are good deals to be had. (See Chapter 4 for more on buy to let.)


What a mortgage lender needs


Unlike with a domestic mortgage, the amount that is being lent has nothing to do with the amount that you earn. The buy to let market has become a specialised business which works to different criteria than the domestic market. The lender is only interested in the rental potential of the property. On average that rental should be 130% of the annual interest payments.








	Example


	 






	Property purchase price

	£200,000






	Deposit of 15%

	£30,000






	Loan from mortgage lender    

	£170,000









How to make the figures work


In order to get the full loan of £170,000 you will have to prove to the lender that the property will generate a gross annual income that covers the interest only payments, plus 30%. Most lenders will accept the previous owner’s figures if there are any. If the property has not been rented out before, you will need to get a surveyor to estimate the rentals. The rental figure they are interested in is the gross amount before agent fees and any void periods. This criteria satisfies most lenders and actually works well, as it provides a good guide as to whether the property is a valid investment that will pay its way.
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