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    ‘If you want to improve your residential property letting skills, I can think of no one better to learn from than David.’


    – Marco Uliana, institutional property investment fund manager


    ‘Simply stated and accurate, with practical advice on how to handle important legal aspects to ensure that a property owner realises an ongoing investment.’


    – Vivien Marks, founder of the Assessment and Training Centre for Estate Agents

  


  
    


    This book is dedicated to every private landlord


    who has committed to using their investment property to


    change their lives and those of their families, and


    the tenants they provide homes to.

  


  
    Foreword


    My journey as a property investor, founder-publisher of Real Estate Investor Magazine, entrepreneur and mentor has put me on an incredible personal growth path. It has been filled with the tremendous highs and lows of successes and failures. I have always said that the best way to learn is to make mistakes and, more importantly, to learn from them.


    I believe that David Beattie’s book provides both the novice and experienced property investor with a road map to success in a business with many pitfalls. Property investment, regardless of your personal level of experience, requires a commitment and skill that can only be acquired by sticking to certain fundamentals: thorough research, experience, hard work, astute judgement, a willing financier, a great team and – most importantly – the ability to control both the property management process and the money side, which includes effective rent collection. Get that last part slightly wrong and your chances of obtaining those sought-after and regularly promoted returns can be severely compromised.


    Over the years I have learnt three fundamental investment practices, which David explores in this book. First, an investment must always put money in your pocket; one of the key sources in residential property is cash flow through rental income. Second, the investment must stand alone as a profitable entity on its own income. Third, you must have control of your investment – from income, expenses and debt through to changing the purpose of the property.


    I first got to know David as a co-investor and later as a client of his successful property letting business, Chorus Letting. He chose property management as his route to property success, and oversaw and managed one of my multiple buy-to-let residential properties a few years back. David was more than just an average property manager. He was a key part of my investment team. His communication skills and grasp of administration were outstanding. As an investor, he knew the impact of vacancies on an investor’s income, or if a property had been trashed. He knew which steps to take if an eviction had to take place, and would ensure that I was up to date on the status of my investment. Not only did I see a passionate property investor, but I also saw someone who was committed to making a difference in the area of property management and ensuring that I was a satisfied client. Above all, David believes – as I do – that real estate investing is a people business.


    If you have not been a property investor, it is easy to make mistakes and waste a lot of time, effort and hard-earned money. This book provides aspiring investors with essential information on how to become a successful property investor through effective property management.


    I recommend this book to anyone playing the residential property investment game. It really is worth the educational investment.


    I wish you successful investing.


    NEALE PETERSEN


    Founder-publisher of Real Estate Investor Magazine

  


  
    Introduction


    Set Yourself Up for Success


    How to use this book


    The Expert Landlord is a resource written in plain language, with practical, easy-to-implement tips and advice. You’ll find this book packed with:


    
      	Practical tips you can immediately use


      	Step-by-step procedures and processes that make sense and are easy to follow


      	‘Expert tips’ to highlight special points of interest.

    


    The book takes a South African legislative perspective. Please note that each province may have slightly different approaches to certain legal issues. You’ll find references to online links to the latest legislation.


    An easy reference guide


    The Expert Landlord covers the entire residential property management process. Simply go to the section of the book that deals with the problem you are experiencing. Section 1 introduces the basic principles and a practical approach to professional property management, and also covers the legislation that guides landlord and tenant responsibilities. Section 2 looks at selecting and placing the right tenant, including preparing and marketing your property and screening prospective tenants. Section 3 walks you through the daily, weekly and monthly actions required to ensure professional property management. Consistency is one of the keys to a successful property investment, and this section will equip you to achieve consistency in each critical property management process.


    Throughout the book, you’ll find links to online resources and tools available at the Expert Landlord website (www.theexpertlandlord.com). This is designed to help landlords in their property management journey. The Resources and Tools section at the end of the book provides a full description of the features available on the site. Another handy resource is PocketLet (www.pocketlet.com), a mobile app designed to give you the property management tools you need – when you need them. The Resources and Tools section tells you more about PocketLet.


    What this book doesn’t cover


    The property field is extremely broad. There are so many different areas to it. Unfortunately, this book can’t, and doesn’t pretend to, cover everything in property. Because the management of residential property is so critical to success in property management, I have concentrated on this area. Thus, this book focuses purely on tenant placement and rental management for residential property.


    This book doesn’t provide general property investment advice, for example how to analyse whether a property investment is a good choice or not, where to buy and what type of property to buy. Nor does it cover commercial property investment, brokerage and property management. Fortunately, there are many resources to assist you in these areas.

  


  
    Section 1



    THE EXPERT LANDLORD BASICS

  


  
    Chapter 1


    You Are a Landlord


    What you will learn in this chapter


    
      	Choosing which type of landlord you want to be


      	What it means to be a landlord


      	How to give thought to your ‘why’.

    


    A landlord is someone who owns a property and rents it to an individual or business (called a ‘tenant’ or ‘lessee’). Also referred to as a ‘lessor’, a landlord is responsible for the performance of a property.


    The lease agreement is a contract outlining the terms of the rental, such as the price paid for the monthly rent, the penalties for late payment, the length of the lease and the responsibilities of landlord and tenant.


    A tale of two landlords


    This is a story about two landlords I know, Thabo and Sunette, and their experience with property management.


    The unenthusiastic landlord


    Thabo has two rental properties. One is a two-bedroom apartment in Randburg that he inherited when his father passed away three years ago. The second property is a cottage at the back of his home in Fourways. At first he was happy to receive extra income each month, but didn’t have much of a plan for his properties, and simply got on with the rest of his busy life.


    A year or so back, a cousin of his asked, as a favour, if he could stay in the cottage for a few months. This morphed into his staying on after the initial period. Thabo was not too fussed; he was receiving rent each month, and besides, he was there to help his family. They didn’t put anything in writing – they were family, after all. His cousin had moved in over a weekend and Thabo hadn’t had the time to walk through the property with him.


    The cousin always paid his rent on time, but over the past few months he had started paying late. In the past month, he hadn’t paid at all. Thabo was now becoming concerned, as he had heard from someone else in his family that his cousin had lost his job. Even more concerning was the fact that his cousin never seemed to be at the cottage when Thabo was at home, and was not answering his phone or returning calls.


    Eventually, out of desperation, Thabo resorted to locking the door of the cottage when his cousin was out. Before he locked the door, he took a brief look around the property. He was appalled to see the state of the interior: besides being filthy and cockroach-infested, there were nails and holes in all the walls, there was mould on the bathroom ceiling and shower, the carpets were filthy and, although he didn’t inspect all the details such as fixtures and fittings, he noticed a door handle broken.


    Fortunately, Thabo’s cousin vacated the property without too much more trouble, as he was going back to Cape Town to live with his mother. Thabo eventually got around to repairing, at least superficially, much of the damage to the property. But, because he had not collected a deposit at the start of the lease, he had to cover the cost of all the damage himself.


    At last, Thabo managed to find a replacement tenant for the property. It took him longer than it should have because he didn’t include photos with the rather poorly written advertisement, which he only placed in the local newspaper (he wasn’t aware of internet advertising), and when he did receive enquiries from prospective tenants he didn’t respond to many of them.


    Thabo’s other property, the apartment in Randburg, was occupied by a tenant who had been placed there by an agent 18 months ago. This agent did not send him a signed inspection form after the tenant moved in, and if the agent had taken inspection pictures, they didn’t find their way to him either. Thabo recalled that the agent had emailed him a lease agreement, but he couldn’t seem to find it.


    Fortunately, the tenant seemed to be quite good. Although he was still paying the same rent 18 months after moving in, Thabo was okay with that with that because the rent came in every month (although usually a few days late).


    But just this past month Thabo received a bill from the municipality for outstanding water, sewerage and refuse charges in the amount of R5 000. He was astounded, as he was not even aware that this was being billed to his property. He immediately sent the bill on to the tenant to pay. The tenant responded curtly, stating that he was refusing to pay as he had never been told he was responsible for these charges. To make matters worse, the tenant added to his communication that he was giving notice because the repairs he had asked for had not happened, and he was now fed up with living in a property in a bad state of repair.


    The tenant vacated promptly at the end of the month, and sent Thabo a message that he could collect the keys at the apartment, further requesting that he settle his deposit as soon as possible. Thabo realised that he couldn’t ever recall receiving the tenant’s deposit from the tenant placement agency; he would have to investigate what happened there. He was also unaware of his right to hold the tenant liable for proper notice to vacate (according to the original lease, now running on a month-to-month basis).


    After two weeks of not responding to numerous emails and phone calls from the tenant, who was following up to find out when he would get his deposit back, Thabo received a letter from the Rental Housing Tribunal directing him to appear at a hearing.


    The expert landlord


    Sunette had always worked hard for what she had. She had been fortunate to land a good job, but she made sure she saved any excess income over the years. She had lately started thinking about investing for retirement. Having recently got married, she was also thinking of how she and her husband were going to afford education for the children they were planning to have. After speaking to friends and mentors, she concluded that residential property investment was the way to go. She did extensive research into market trends and learned as much as she could so that her property investment journey would be the best it could be. She knew that this was a long-term plan, and was happy to be patient and simply to make sure that, as she built up her portfolio, each property maximised its potential.


    When Sunette moved in with her new husband, she felt she knew enough to keep the studio apartment in Bryanston she had bought when she got her first job. Shortly afterwards, she also picked up a solid deal on a two-bedroom apartment in Midrand.


    For her Midrand apartment, Sunette placed her own tenant. She knew that, with a little research and the right advice, she could very easily find and screen a quality tenant. She initially looked on the internet for some tips on taking professional-looking interior photos, so she had a store of great pictures for future advertising. She then looked at as many property portals as possible to find out how she should price her rental amount; she also knew some of the trustees on the body corporate and asked them what they knew of rentals in that block. Once she had some professional-looking photos, had written a compelling description of her property and knew what rental price she would be marketing at, she went onto the websites that she knew received the most enquiries and listed her property. From a timing perspective, she had given herself enough time not to feel rushed into choosing the first tenant who came to her, so she put up her advertisement a good six weeks in advance of the required occupation date.


    As expected, her quality advertisement immediately paid dividends and she started receiving email and phone enquiries from prospective tenants straight away. Having anticipated this, Sunette had prepared a few things beforehand: she set up a few prearranged viewing appointment slots into which she could slot any tenant enquiries; she ensured that she kept a record in one place of all SMSes and emails, and also ensured that she was in a position to answer her cellphone promptly (for meetings, when her cellphone was switched off, she set up a specific voice message with clear instructions); and she made sure she responded to all tenant enquiries, and sent a reminder SMS before each viewing appointment to remind those who had booked a time to meet.


    At the viewing appointments, Sunette had copies of her comprehensive tenant application form with her to give to those visitors who showed interest in renting her property. After the viewing appointments, Sunette followed up with those who expressed interest.


    Soon, tenant applications arrived in her email inbox. Each prospective tenant had to include copies of their identity document (ID), bank statements and salary slips. After replying to the applications that didn’t have all the required documents as requested on the application form, she turned to processing the applications that were complete. Because Sunette had a clear set of requirements, she was able to weed out those applications she knew wouldn’t meet her screening standards. She screened the best applications by going through the documents carefully to ensure that everything tied together, calling the previous landlord and employer references and doing an online credit check through a registered credit bureau. Sunette was generally a good judge of character, but she made sure that she did all the checks she could to make doubly sure of the quality of the tenants.


    She was glad to approve a new tenant. She drew up a lease agreement, one that she was confident in because she had purchased it from an up-to-date online resource (to her, well worth the investment), and sent it on to the tenant, asking him to read through it carefully and come back to her with any queries before signing. She also sent him a breakdown of the deposit for immediate settlement so the property could be secured for him. Sunette had requested a deposit to the value of one and a half months of rent; in addition, because the tenant had a cat (Sunette had received approval from the body corporate to allow pets) she requested an additional pet deposit, to the value of half a month’s rent.


    With the signed lease agreement in her hands and the deposit and first month’s rent showing in her bank account, Sunette arranged a move-in inspection and keys handover with the new tenant. At this meeting she wrote up a comprehensive inspection report of the condition of all aspects of the property, which she went through with the tenant during a walkabout of the property. She then asked the tenant to sign that he agreed with the contents of the inspection and that he had been present at this joint inspection. Sunette also gave the tenant a defects list (also known as a snags list), which the tenant could submit within seven days of the move-in, to report and record any issues missed at the joint move-in inspection. She handed over the rules of the complex’s body corporate, and requested a signature to confirm he had received the document. She went through a few rules on the best ways of future communication and how she approached maintenance, and mentioned that she would be visiting for a midterm inspection later in the lease period.


    With her tenant now happily occupying her property, and both her and the tenant clear about their expectations, Sunette looked forward to another good tenancy.


    Because of her busy schedule at the time, when Sunette vacated her Bryanston studio apartment she employed a rental agent to place a tenant. At the time, she requested a copy of the lease agreement and move-in inspection form, although she only received the paperwork after having asked for it repeatedly. But she persevered, because she remembered reading somewhere that having printed records was useful should the tenant damage the property. The rental agent also paid over the tenant’s deposit to her, which she held in a separate account.


    Sunette then set up a reminder in her diary for two and half months before the date the Midrand lease ended so she would remember to send a message to the tenant enquiring whether or not they would want to enter into a new lease at the end of the existing one.


    Sunette conscientiously, and very efficiently, ensured that a correct rent invoice was sent to her tenant each and every month; she diarised to send it by the 27th of each month so the tenant had enough time to make payment and for the amount to reflect in her account by the first of each month. Besides the rent, as per the lease agreement, the tenant was also liable to pay for an extra parking bay and for usage of water, sewerage and refuse (the tenant used prepaid electricity so she didn’t have to worry about that). She ascertained these amounts from the complex’s levy statement (parking bay, water and sewerage) and the municipal bill (refuse). At the same time, she settled the levy account and the municipal bills with the body corporate and city council, respectively.


    On the first of each month, she checked her bank statement to see if the rent and other amounts had been paid to her. By setting up certain processes, Sunette had protected herself in the case of late or non-payment. If the payment was not yet in, she would check her account the next day. If it was still not in, she would immediately send off an SMS to her tenant. On the third of the month, she would check again, and if the amount was not reflecting she would make a call to the tenant. After liaising with the tenant, if payment was still not received, she had prearranged an online resource to send a letter of demand automatically. Her late-payment procedure would also add a late-payment penalty to the tenant’s account for the following month. She had peace of mind that the processes were in place to guide her should the need arise.


    The tenant contacted Sunette about a few maintenance issues. Her husband was fortunately quite practical and attended to the minor issues in the shortest possible time. She knew that a happy tenant means a better-performing tenant, so she knew to be proactive in responding to his communication as soon as she could. There was one instance when the geyser burst, but she knew to contact the managing agent, who referred her to the insurance company’s plumber. She arranged for the plumber to replace the geyser urgently and then submitted the insurance claim in time. She also set aside a maintenance provision each month to cover any other urgent and serious maintenance issues in the future.


    Sunette knew to treat her property portfolio like a business. She wanted excellent, consistent results, and she wanted the management of her properties to take as little of her time as possible; she reckoned she spent no more than 30 minutes per month managing her properties. Even her annual submission to the South African Revenue Service (SARS) was quick and easy because she had filed all the relevant documents (supplier statements, levy statements, etc) in a secure online storage box.


    Sunette achieved this by putting a few solid systems in place, by doing some initial learning about the property management business, and by ensuring she had access to the latest knowledge.


    A privilege and an opportunity


    It’s a privilege to own an investment property. It’s no wonder that property is known as one of the best classes of investment; not only can you enjoy monthly income from your property but it also appreciates in value each year. Those investors who grow their skills are often able to unlock further value from their property investment, thus creating even greater returns. Your property is built of bricks and mortar, which means that it is a tangible asset. There is always a need for housing, and so a property is a relatively safe and secure investment.


    Responsibilities


    Your property is your tenant’s home. It should be in good enough condition such that the tenant feels happy at home. I also believe it is a social responsibility to provide housing at fair value.


    Your property is a highly valuable asset that needs to be looked after. To achieve a long-term return on investment, it will require some level of effort and attention. This is even more important if there is a mortgage bond and you are responsible for meeting a bond repayment each month.


    Know why you are a property investor


    Your property investment success depends on knowing why you have invested in property. There is arguably no ‘right’ answer to this, but having some sort of clarity about what you want to achieve in the long term gives you direction in ever-changing markets and personal circumstances.


    Knowing your ‘why’ directly affects your decision-making. Without it you may make poor decisions, decisions that may affect the long-term direction of your investment. Your strategy is based on your individual outlook and worldview (for example, there is nothing wrong in having an opinion about how a particular market is performing), and it makes a difference to how you respond to the changing environment. Your why directly determines your strategy and approach.


    Property investing is not always easy, so knowing your why will affect your motivation levels, and this has a direct influence on how you persevere in making hard decisions and working through challenges. Your why is what powers your passion, and this pursuit of your passion affects your willingness to constantly learn and grow. It’ll allow you to be self-aware, to know where your skills and capabilities lie (or don’t lie) as a landlord, and will motivate you to learn and grow in knowledge to get better in this field.


    Knowing your why also assists with more immediate operational decisions, such as how to manage your property.


    Property investors fall into two main categories


    The accidental property investor


    The majority of property owners ‘fall’ into owning an investment property. Perhaps they inherited the property from a deceased family member or it was part of a settlement in a divorce. Sometimes the property is a previous home that they couldn’t sell and then ended up keeping. Or it becomes an investment when the property, previously occupied by a parent or child (for example, a student staying in another city), becomes vacant because of a family member moving on.


    One challenge is that, more often than not, the accidental property investor ends up reacting to the situation, and does not have the skills or motivation to manage their property well. The problem with this is that, unless their skills and motivation for property and investing grow, their property investment may end up losing them money.


    This type of property owner needs to make a decision either to sell the property or become actively involved in their investment. If a decision is not made, then the property will not achieve its potential as an investment.


    The active investor


    For this investor, property is a chosen asset vehicle to build their future wealth, whether for retirement, their children’s education or any other financial goals (whether clear or vague).


    These investors may need to refine their objectives and strategies into something with more clarity, but the fact is they set out proactively and deliberately to enter property investing. What often happens is that the property investor’s strategy is developed as they get into the market and is then refined as they discover their unique strengths, what they enjoy and where they find opportunities.


    The active investor’s goals and strategy will affect their approach to property investing. Some are great deal-makers, and their aim is to seek out excellent deals, purchase them for a well-negotiated price, unlock value through renovation and then exit the deal through selling it. Others may prefer a more conservative approach, such as buying in a quality area and holding the property (and renting it out) for the long term.


    This is why I highly recommend you start working towards clarifying your property investment goals (your ‘why’). These will directly influence your investment strategies and the approaches you take for future deals and for the properties you presently own. For example, if your goal is to buy, renovate and hold, you may choose different finishes during your renovation project to an investor who simply wants to flip their deal. If you have a long-term hold strategy, you may, for example, not be as tempted when a buyer comes out of the blue and makes an offer on your property. A deal-maker, on the other hand, will be much more open to offers as they will be only too happy to cash out so they can get into a new deal.


    It goes without saying that life circumstances and market dynamics may mean you adjust your strategy and vision over time.


    Let’s burst your bubble: why NOT to be a landlord


    People go into being a landlord with high expectations. We are told that property investing is passive income: I do nothing, but money rolls in every month.


    The reality is quite different, though. Property investing, especially the property management aspect of it, can be challenging, and, realistically, there are risks to owning a property investment. I advise that you go into it with your eyes wide open.


    Let’s be frank, we’ve all heard friends or family, or friends of friends and family, tell stories of tenant horrors. Stories such as tenants destroying their property, tenants not paying, tenants disappearing, and so forth. These make terrific dinner conversation, even though we know that some yarns have been embellished. The fact is, there is often a basis of truth to these stories.


    Furthermore, what is consistent about these stories, and which is almost never mentioned at dinner parties, is the fact that such issues are more often than not caused by poor property management. Most, if not all, could have been avoided if the landlord or rental agent had done their job well.


    My contention is that you can eliminate nearly all property management challenges, such as tenant hassles and non-performance of your investment property, by improving your property management skills. Property management is very simple in concept, but you need to be on top of things to keep it simple. That is what this book will teach you, as improving your skillset in this area will dramatically minimise your property investment risk.


    But before I get into that, I want to list some other, very real challenges you will face as a landlord.


    Managing a property is much more than just collecting rent


    The additional tasks and responsibilities involved mean that property management can be a hassle and an effort, and can take away from your precious time.


    For example, you need to place a tenant. This involves advertising in various channels, taking listing photos (if you don’t already have any) and placing your listing on the various websites. First, though, you’ll need to do some research to set your rent to make sure it is market-related. If your property is in a poor state of repair and you want to achieve a market-related rental, you’ll need to get it back up to standard.


    Once you’ve started receiving enquiries via your rapidly filling email inbox or your constantly ringing cellphone, you’ll need to set up viewing appointments. Of course, you trust that that the tenant presently occupying your property will give you convenient and easy access.


    Now that a number of prospective tenants have viewed your property and some have shown interest, you’ll need to receive tenant applications. It is critical that these tenant applications are screened thoroughly.


    Managing your property means that you may need to take phone calls at inconvenient times. Although this is especially applicable when marketing for a new tenant, existing tenants, if not schooled correctly, will have no hesitation in calling you at any time to tell you that something is broken, or that their rent is going to be late.


    Many landlords find maintenance a chore. Not because maintenance itself is necessarily difficult, but because arranging access with your tenant can be an inconvenience. And if you are using a maintenance contractor, finding one who is reliable and not going to rip you off can be a gamble. Checking that the work is complete, and when completed is up to standard so you can settle the bill, is the final closure of the loop.


    To ensure that you keep on top of things in the long term, it is important that your administration is always up to date. There is a myriad of documents to keep in order: signed lease agreements and conduct rules, signed inspection forms and photos all need to be filed in a place where you can easily access them when required. That’s not including records of insurance, mortgage documents, tenant applications, etc.


    A major requirement is to ensure that any financial-related documents are properly filed, as the Receiver of Revenue has a strict requirement that you store maintenance supplier statements in order to claim these as expenses in your property business. This of course means that each year you’ll have to spend time collating the information you require for tax submission, a hassle shared by almost all property investors.


    Property management can be frustrating


    Property management is a people business. If you aren’t dealing with tenants (and their foibles), you are depending on contractors, or on the bank. And you are constantly in negotiating mode; you need to be on your guard at all times because everyone is simply looking after their own interests, and you need to protect yours.


    There is no doubt that tenants can mean trouble. Tenants are people, and they all have their different personalities, preferences and needs. The property they rent from you is their home, and they will do whatever it takes to ensure they keep a roof over their heads. This may mean lying to you, giving you a bad attitude and being unreasonable. Sometimes you may feel you are constantly baby-sitting, what with immature behaviours and attitudes. Having to monitor adults so they pay their rent in full and on time, and trusting that they will look after their home, can be tiring at the best of times.


    Dealing with contractors is a bane of a landlord’s life. One of the main challenges is securing the services of a contractor who is dependable and reliable. Often they are, but only for a little while before they revert to old habits, such as not showing up when they are supposed to, or not billing the correct amount, or not answering their phone when there really is an emergency. Another challenge is not to get ripped off by your contractor, so you need to be wary that you are not being charged too much, or that inferior parts are not being used. Be prepared to change contractors more often than you change your socks.


    As a property investor, you’re a lone ranger. You’re out on your own. You’ll feel constantly ‘on’, yet with no one to complain to. You’ll be blamed for things that are not your fault.


    Someone has to be the bad guy. It can be emotionally tough having to be the one always making the tough decisions, such as evicting a tenant or sticking to your ground when tenants are being unreasonable.


    The legislative environment in South Africa is arguably in the tenant’s favour. Knowing how to navigate this ever-changing environment can be frustrating and time-consuming as you attempt to keep up with the changes. This means subscribing to email newsletters, building a support team and being open to change so you can be confident you’re keeping up with legislation.


    Being stressed about money


    As a landlord, it is amazing how everyone thinks that, because you own a property, you are rich. The fact that the bank owns most of it, which means you have an onerous bond to pay each month, is conveniently ignored.


    Wondering if your tenant will pay their rent the next month, or, if they are vacating your property, whether a replacement tenant will be placed in time, can be very stressful. And when they move out, you hope that they haven’t damaged your property over and above the value of the deposit you have on hand.


    Maintenance requests and requirements seem to be never-ending. There always seems to be something to fix or replace on a property.


    Property investors are at the mercy of the market and the economy. This means you experience risk from events that are beyond your control. It is this feeling of not being completely in control that is unsettling for landlords.


    Conclusion


    This book presents a realistic version of how you can manage your own property. I know you can avoid most, if not all, of the pitfalls if you arm yourself with the right skills, systems and tools. And, notwithstanding all of the above, managing your property can be fun! Even more so when the true value of owning your property investment comes to fruition.


    Now that your landlord bubble has been burst, we can get down to business.

  


  
    Chapter 2


    Property Management: Your Key to Property Investment Success


    What you will learn in this chapter


    
      	Professional property management is crucial to the success of your property investment


      	Property management consists of tenant placement and rental management


      	When to manage your property yourself and when to outsource the management.

    


    Property management is the key to maximising the return on your property. And doing property management effectively and efficiently is even more important.


    Property management: a definition


    Just to be on the same page, I want to define what property management is. It is the process of managing a rental property by attending to the day-to-day activities centred around the property.


    Management, in any business, involves the operation, control and oversight of something. Management means both a need that must be cared for and monitored, and the accountability required for its useful life and condition.


    Property management activities include finding, screening and placing tenants, collecting monthly rent payments and maintaining the property.


    I also want to define what property management is not, at least for the context of this book:


    
      	The management of sectional title schemes


      	Real estate asset management. Asset management focuses on maximising a property’s value for investment purposes, whereas property management includes the day-to-day activities relating to a property’s operation.

    


    I divide property management into two main components: tenant placement and rental management. The following sections look at each of these in more detail.


    Tenant placement


    The success or failure of your property investment starts with the placement of a quality tenant. A few key actions that will ensure you place a quality tenant include:


    
      	
Valuing your property’s rental amount. This is done by comparing your property with other similar properties marketed for rent in the same and surrounding locations.


      	
Preparing your property to the required standard to attract a quality tenant. This includes cleaning and completing any required maintenance.


      	
Advertising your property to prospective tenants. This consists of taking quality listing photos, putting together an attractive and accurate property description and placing these in applicable advertising media, such as internet property portals, printed and online classifieds or whatever media are best suited for your property in the area it is located.


      	
Managing enquiries from prospective tenants and arranging viewing appointments. Your property advertising will attract prospective tenants who will want to view your property before they decide to rent it or not. You will need to arrange access to the property and agree on times for individual or group viewing appointments.


      	
Screening your tenants. Some prospective tenants who view your property will decide that your property is their ideal home. They will need to go through a tenant screening process to determine whether they qualify. This involves filling out your tenant application form and submitting it, together with various required documents. You will then screen the prospective tenant against the screening criteria. This includes verifying your applicant’s ID, conducting reference checks, performing a credit check, evaluating their ability to afford the monthly rent and verifying their rental history.


      	
Preparing your lease agreement and other required documents for signature. Your qualified tenant will need to sign a contract listing the terms of the lease. You will prepare this lease agreement and meet with your new tenant so that both parties can sign it (once the tenant has perused the document and has agreed to all terms). Where applicable, additional documents, such as body corporate rules, will need to be signed by the tenant as well.


      	
Onboarding your tenant. Once your tenant has signed their lease and paid the required monies, such as their security deposit and first month’s rent, you will hand over the keys on the agreed date of occupation. This is known as ‘onboarding’. A professional tenant onboarding experience will include a joint inspection of the property and the handing over of a comprehensive welcome pack, including the required documents.

    


    Rental management


    Once you have placed a quality tenant, your next key to property investment is the consistent management of your tenant and your property. We call this ‘rental management’, and it includes the following:


    
      	
Monthly billing of rent, utilities and any other charges to the tenant. The rental amount billed is in accordance with the amount stipulated on the lease. You will raise utilities and other charges according to bills you receive from the body corporate and/or the local municipality.


      	
Receipting of the rent and other monies billed. You will usually receive notification of receipted funds from your bank via SMS or email. If the rent and other billed amounts are not receipted by the first of the month, you will follow up these late payments according to your predetermined late-payment procedure. Where outside assistance is required with debt collection or eviction, you will generally approach legal counsel.


      	
Attending to tenant complaints and queries, and enforcing lease compliance. There may be complaints about, or from, your tenants every now and then, which you’ll need to attend to. Sometimes you’ll receive communication from the body corporate, which you’ll need to forward to your tenant. Where applicable, you may need to enforce correct tenant behaviour in terms of the lease agreement.


      	
Property maintenance. Property maintenance is both reactive and proactive. Actions you’ll take here include communicating with contractors, arranging their access to your property, approving quotes and quality-controlling work done.


      	
Inspections. I recommend that you schedule inspections at least every six months. Inspections include reporting to your tenant and maintaining records of each inspection.


      	
General administration and maintaining records for tax, legal and financial purposes. Besides keeping the required documentation for submission to SARS, it is important to maintain a comprehensive and reliable filing system for legal purposes. Also, it is important to manage the property accounts and finances of your property, including checking these against a budget.


      	
Your tenant move-out. Between eight and ten weeks prior to the end of a lease, you’ll communicate with your tenant about whether or not they would like to extend their lease period. If your tenant wishes to vacate, on the date of moving you’ll conduct a joint move-out inspection. Compare the move-in inspection with the move-out inspection, and deduct the cost of damage caused by the tenant, if it exceeds legitimate wear and tear, from the tenant’s security deposit. You’ll return the remainder of the deposit to the tenant in accordance with the Rental Housing Act, as well as providing your tenant with a closing statement of their account. Finally, you’ll arrange repairs or cleaning, if required, at the property as soon as possible.

    


    Now that you understand what is involved in property management, I will look at the ins and outs of managing your property yourself versus outsourcing to a rental agent.


    Should you outsource or self-manage?


    One of the first decisions you’ll make when taking on a new property investment is whether to manage your property yourself or to employ the services of a rental agent to do the management for you.


    Your property investment strategy, your financial situation, your life circumstances and challenges, and the location of your property compared to where you live are among the factors to bear in mind when deciding whether or not to outsource your property management. Also, bear in mind that different properties require different skillsets and strategies. For example, a property in a low-cost area will tend to have different challenges to a property located in a high-cost seaside suburb. It’s important to have realistic expectations on both sides.


    Managing your own property


    As you will discover in this book, property management need not be complicated at all. So why not manage your property yourself?


    There are some compelling reasons why managing your investment property yourself is the way to go. No one cares more about your property than you do. Rental agents are not themselves invested in your property; they don’t feel the pain of a bad tenant, for example. In fact, most rental agents have never owned their own properties and simply do not fully understand the real pressures of handling the responsibilities of being a property owner. Many landlords have been overcharged and misled by their rental agents, or have watched their properties being run into the ground.


    Note that this discussion includes those landlords who outsource the tenant placement part of their property management; once the new tenant has occupied the property, they do the rental management themselves thereafter.


    It makes financial sense to manage your property yourself


    There is a strong argument that your investment cannot afford your outsourcing your property management. As an investor, your cash flow, especially in the beginning, is extremely tight, and the money you spend on property management can be the difference between breaking even and making a financial loss each month. After covering your bond, levy, rates and other required expenses, there is little enough left over from your rental income; the money you spend on tenant placement fees, monthly management fees and other hidden management costs is what can turn a fair return on investment into a terrible one.


    Managing your property yourself means you have better control


    When you don’t have to work through a middleman – a rental agent – it is much easier and quicker to make decisions relating to your property. Often, it may lead to better service to your tenants, which means better financial performance in the long run.


    It’s also easier to handle maintenance. Often, a quick visit by you with a screwdriver will solve a minor maintenance issue – much quicker and cheaper than calling out a maintenance contractor. And, in my experience, not many rental agents will go the extra mile like this. Besides which, you don’t have to go through the effort of arranging permission and access with multiple parties.


    Managing your own property means you keep a closer eye on what is really happening. For example, you’ll have a better idea of the condition of your property and when proactive maintenance may be necessary. You’ll also have a better feel for your tenant, their needs and how better to serve them and future tenants.


    Managing your property avoids fraud


    Landlords are often concerned about the safety of their money, especially with the reported incidence of deposit theft in recent years. Many landlords feel their money is safer if they keep it themselves, and you may feel the same way.


    In today’s society, it is unfortunately the norm that everyone is trying to make extra money where they can. Managing your property yourself means less chance of dodgy contractors receiving kickbacks from your agents, or, worse still, of your rental agent pocketing the rent from your ‘vacant’ property.


    If you decide to manage your own property, I recommend doing a few things (the chapters in this book go into more detail for each):


    
      	Build a team around you. This may include having access to a trusted attorney who has experience in rentals. It includes building a pool of reliable contractors, such as an electrician, handyman, plumber and painter/tiler. Also, build relationships with a few experienced fellow property investors whom you can call for advice or input when you need it.


      	Familiarise yourself with legislation. Elsewhere in this book I refer to the key laws relating to residential property rentals. I recommend you subscribe to rental attorneys’ newsletters for legislation updates and tips.


      	Purchase the latest documentation. There are online resources where you can obtain individual documents, for example www.theexpertlandlord.com.


      	Come up with your property management policies, for example what you do in case of late payment and when to file for eviction. These policies are important as they act as an anchor for you when tenants and circumstances pressure you into something.

    


    When to move on from self-management


    If you are managing your property yourself, there may come a time when it’s better to outsource the job. Here are a few reasons:


    
      	
The opportunity costs outweigh the management costs. You may find that the time you spend on property management could be occupied by other more valuable things, for example spending time with your family or doing more serious investing (through finding new deals that could make you more money than the money you are saving on a rental agent).


      	
        You don’t have enough time. Your portfolio has grown and you now have much too much to do; you’re spending so much time dealing with tenants and your to-do list is far too long. Alternatively, you may also have a busy and growing career, while property management is a side thing for you. All of this means you are becoming unproductive. You may also feel you don’t have enough time to give your tenants quality service to keep them happy.

        Having enough time in the day is especially important if you have a portfolio that is spread out geographically. Perhaps it’s time to outsource management of the properties located further away from you, while you continue to manage the ones that are closer.

      


      	
You simply hate property management. You’re frustrated, so much so that you want to get out of property investment, and property management is the reason. This is when a professional rental agent can take over the hassles and keep you in the game.

    


    Outsourcing your property management


    There are advantages to delegating property management to a rental agent. Below are some positive reasons to consider.


    A rental agent has infrastructure and property management expertise already in place


    Rental agents have standardised and up-to-date forms and documents. If proper documentation is not used throughout the lease period, it vastly increases the risk of misunderstanding and of not being able to hold the tenant to account, resulting in loss for the landlord. Documents that rental agents will have on hand include lease agreements, application forms, onboarding documentation and tenant notices.


    Rental agents manage properties for a living. This allows them to build up a level of expertise, even if it’s just because they do it every day. For example, they will generally have more confidence in screening tenants because their experience gives them a gut feel for good and bad tenants. They will generally be able to navigate the legislative landscape with ease, and to experience fewer legal issues, because their knowledge is more current.


    When things go wrong, it is good to have access to someone who knows what to do next. For example, a landlord who tries to evict their tenant without legal and professional assistance could ultimately aid the tenant’s case at the Rental Housing Tribunal because they have not adhered to legal requirements. The cost of getting it wrong can be high.


    Rental agents have more experience at each step in the marketing and management process, for example with marketing for new tenants – where to advertise for the best response, how to write attractive advertising copy that works, how to take more effective listing pictures, and so forth.


    Other areas where rental agents have the advantage include having at hand a pool of pre-approved contractors, such as plumbers, electricians and handymen. This immediately reduces the risk of poor workmanship from choosing a poor-quality contractor.


    A rental agent tends to work with professional accounting software, and so their property and tenants’ accounts are most often accurate and up to date. You can expect to receive monthly statements from your rental agent, and to have your rent paid to you on time.


    Potentially better and more consistent performance of your property investment


    Although using a rental agent costs money (generally a percentage of your monthly rent), beware of the hidden costs of saving money on a professional service by doing it yourself. For example, self-managed properties are more likely to be rented below market value. This is often due to the lack of access to accurate comparative data on market rentals. Self-managing landlords may also be less likely to review the rent regularly due to fear of losing a good tenant or upsetting an overly personal relationship – or might simply forget. One factor that is often overlooked is that rental agents cover the cost of bank fees, which may not seem like much, but, at one to two per cent of your rent, do add up.
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