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  Preface


  Being a landlord has gained greater public acceptance today than at any other time in history. More people have achieved financial security in recent years and many have chosen to invest in or have inherited a second property. Letting is recognised as a reliable way of profiting from a second home and the practice has now become commonplace throughout all sections of society.


  Latest figures show that 25 per cent of all new mortgages taken out during 2006 were for a buy-to-let purchase, which represents an increase of 57 per cent on the previous year. Investors took out 330,000 new buy-to-let loans worth a staggering total of £38 billion. This recent, rapid and continuing escalation in the volume of rented properties – and consequently the number of landlords – is fundamentally transforming the face of letting in England and Wales. The process was kick-started by changes in legislation almost two decades ago.


  The 1988 Housing Act was introduced by government to help fuel the rented sector by providing landlords and their tenants with a balanced degree of security. It created regulations to protect the landlord’s income and guaranteed they would regain legal possession at the end of tenancy. It also provided tenants with good quality, safe housing and a defence against being evicted during the tenancy term.


  With help from a stable and healthy economy and the resulting higher disposable income enjoyed by many, the residential letting market grew quickly. Although owner-occupiers are still in a majority, renting is seen as a viable and sometimes preferred alternative for many people. However, the modern landlord frequently lacks the experience, knowledge and time needed to deal efficiently with their property and tenants. Some jump in with both feet, blissfully ignorant of the laws affecting them, only to find themselves in deep and turbulent water within a very short period. It is perhaps not surprising that many resort to paying a letting agent to deal with the tenancy and, although some offer a very competent service, many fail to provide their clients with the personal care and attention ultimately desired.


  This book intends to equip the reader with everything they need to know about buying and preparing a suitable investment property. It also explains how to find good tenants, where to obtain forms and how to complete tenancy agreements; it deals with deposits, rent arrears and the process of regaining possession. More importantly, it will help achieve compliance with the extensive volume of legislation affecting landlords in England and Wales. In short, it is a comprehensive but concise guide for the would-be, go-it-alone landlord wishing to avoid agency fees by creating and managing their own tenancy.


  After 20 years of being a landlord and operating as an estate agent and letting agent, I have concluded that knowledge provides much more than power . . . it allows the person possessing it to work efficiently, knowing they are armed against the pitfalls of ignorance. Minor hiccups will inevitably occur but having a sound foundation in the standard of property being let, finding good tenants and having a comprehensive tenancy agreement all help reduce the risk.


  By empowering yourself with the information in this book, you will enjoy the financial and personal rewards that becoming a landlord can provide. You will also have the satisfaction of knowing that you are in full control of who will occupy your most valued asset and for how long, the rent they will have to pay and the conditions they will need to observe. The private rented sector is an exciting, stimulating and challenging arena for novice and professional alike; this book will guide you through its many facets and show you how to generate a considerable income, even if you are currently employed in another occupation.


  Throughout this book please note that for ease of reading the term ‘landlord’ refers to either gender and to one or more people or to a company.


  Tony Booth


  Website: www.tonybooth.info
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  CHAPTER ONE


  Identifying a Suitable Property


  In this chapter:


  


  
    	recognising properties that are in demand




    	researching local trends and facilities




    	the potential of an investment property




    	assessing leasehold restrictions




    	avoiding a HiMO property




    	essential elements to increase letting potential.



  


  If you have yet to buy a property then you are in a very advantageous position as you can locate and purchase a unit that you know will be in demand. The only restrictions are likely to be the availability of such units and having enough funds to buy one. Failing to make a profit from letting is usually the result of poor planning and inadequate preparation. Many landlords make the mistake of trying to provide accommodation that is unsuitable for the area and only later discover there are not enough tenants available to maintain a high occupancy rate. The secret is to accurately identify the location, size and style of property in highest demand and then endeavour to supply it.


  RECOGNISING PROPERTIES THAT ARE IN DEMAND


  Identifying your client group


  There are two ways to do this depending on your personal circumstances and the preferred type of property and tenant.


  


  
    	If you already have a preferred location, research the area thoroughly to assess the most likely type of tenant; this will help identify the most suitable type of property.




    	If you have already decided on a particular type of tenant, examine where those tenants are most prevalent and buy appropriate property in that specific area.



  


  In both situations, it is best to consult local estate agents who also operate as letting agents. They will advise on the best area to consider and the type of tenants seeking accommodation within it. This advice is usually free as they will see you as a potential future customer. Use their expertise as it could considerably increase your future profit margin. The following information may be helpful if you remain uncertain about your target client group.


  Students


  Students often seek low-cost accommodation close to their college or university and cohabit to reduce the burden of rent. This can be problematic if one of the group later decides to leave during the tenancy. It may be the students’ first experience outside the parental home and the taste of freedom may result in excessive noise, untidiness and damage to property and décor. Landlords should consider supplying robust furnishings and ensure a parent acts as guarantor. Properties are likely to be in high demand during term-times only and may remain empty for periods in between. Before supplying student lets, confirm with the educational institution that a need exists for private sector dwellings as many provide their own subsidised accommodation on campus or nearby.


  Tenants with young children


  Terraced and semi-detached houses will be in high demand amongst this group providing they have adequate space and a safe enclosed garden area. Properties meeting the needs of a growing family are ideal, particularly those located near a school, recreation space, health centre and neighbourhood shops. Good public transport routes are also often desired.


  The unemployed and/or those in receipt of housing benefit


  Bear in mind that anyone can become suddenly unemployed and may therefore need to apply for housing benefit. That said, supplying specifically to those in receipt of benefit is not a course advised for the novice landlord. The benefit system is very complex and fraught with problems. Even experienced landlords are often frustrated by delayed benefit payments, unhelpful local authority staff, red tape and bureaucracy. Landlords are advised to obtain information from the local authority about housing benefit and to consult experienced landlords through local forums or associations.


  Employed young couples


  By far the greatest number and diversity of tenants seeking rented property of all types are young single people or couples in full-time employment. This is the ideal group to target as there will be fewer problems encountered before, during and at the end of a tenancy. The type of property best to supply will vary according to:


  


  
    	employment opportunities in the area




    	the income and aspirations of tenants




    	and the facilities afforded by the neighbourhood.



  


  Elderly tenants


  In general, elderly tenants focus on different elements from younger people when looking for rented accommodation. Matters important to them will include:


  


  
    	ease of access




    	good and courteous neighbours




    	security and safety




    	good public transport




    	and plenty of local facilities all within easy reach.



  


  In contrast, properties:


  


  
    	above the first floor with no elevator




    	located in an area with a high crime rate




    	with a younger age population




    	or lacking security measures



  


  are likely to discourage the elderly. This is a good group to target if a suitable property can be found, as most elderly tenants:


  


  
    	care for their accommodation




    	pay their rent in full and on time and




    	tend to repeatedly renew contracts over a long period.



  


  The disabled


  The term ‘disabled’ encompasses a wide group of people, many of whom are poorly catered for in the private sector. This gap in provision can be filled successfully and profitably by landlords prepared to meet the needs of this group. Approach the local authority, social services, nearby hospitals, and also any appropriate charity or agency, to assess the level of demand and appropriate requirements.


  Remember that, in providing a property to this group, you will have to ensure it is adapted to meet the needs of the individual and that it conforms to both local and national guidelines for health and safety (you or the tenant may be entitled to grant-aid for any necessary adaptations).


  Young professional high-earners


  This is a good group to target if you can acquire the right property in a sophisticated and fashionable area or a luxury residence close to a city centre. Young professional high-earners (YPHEs) rarely rent for more than two or three years in any location because they have a career strategy and frequently pursue improved positions elsewhere in the country. However, whilst occupying your property they are prepared to pay a high rent and will care appropriately for the accommodation. The only problems to consider are that YPHEs:


  


  
    	have high expectations about the quality and location of the property




    	are concerned about the calibre of furnishings and standard of decoration




    	will demand a superior level of service from you as their landlord.



  


  Any faults reported must be dealt with fast and efficiently. The initial capital outlay for a suitable property will be considerable but, given its location in a good area, it should achieve above-average capital growth by the time you sell it. Meanwhile, you can anticipate a reasonable return through letting.


  Company lettings


  Consider targeting major employers in the region with details of your property. With a company let it is the business that is named on the tenancy agreement instead of an individual person. This type of tenancy has several advantages for the landlord:


  


  
    	rent payments are usually made promptly by bank standing order




    	tenancies are often renewed over several years




    	any damage is usually dealt with quickly and professionally.



  


  Companies invariably look for well maintained units at competitive rents and with a superior management service. A company letting can pay dividends if you and your chosen property can fulfil these requirements.


  RESEARCHING LOCAL TRENDS AND FACILITIES


  Buying close to home


  If possible, choose a property near to or within easy reach of where you live. Apart from giving you some peace of mind it also means you will:


  


  
    	have good local knowledge to answer tenant enquiries




    	be within easy reach for viewing appointments, emergency repairs and to undertake regular inspections of the property




    	recognise when the area is deteriorating to assess the best time to sell.



  


  Local information


  Find out all you can about the neighbourhood where you are considering buying property and try to match the facilities available with your chosen client group. It is rare to find an ideal property in a perfect location at an acceptable price, but confirming the greatest number of positive elements under each heading will produce mutually satisfying results for you and your future tenants.


  Supply and demand are the greatest influences involved in letting. They affect the length of time a property will be let (without void periods) and the rent achievable. Assess demand by talking to letting agents who will have a unique insight into their area. Assess supply (and any potential over-supply) by looking at ‘to let’ boards in the neighbourhood and advertisements in local newspapers. Check the same boards and adverts weekly to see how quickly properties are being let.


  Ask the local authority planning department about new developments under construction or any that are being proposed. What changes are likely to take place in the locality? Will they adversely affect your ability to let a property nearby?


  Examine the number of major employers in the area and identify any proposals for land redevelopment. A new hospital being built will attract a growing local population. Staff will need somewhere to live and this increase in demand could sustain your property for several years. Conversely, a factory announcing closure might be symptomatic of a local recession. Property may be devalued as a result and there could be an over-supply of rented accommodation in the long term.


  THE POTENTIAL OF AN INVESTMENT PROPERTY


  Apartments -v- houses


  If the demand exists and you are able to quantify it, invest in an apartment rather than a house. The main reasons for this are:


  


  
    	apartments attract a mobile population and are always in high demand, particularly in city-centre areas;




    	apartments require less maintenance, reducing annual expenditure;




    	apartments are usually less expensive to buy and easier to sell;




    	upper floor apartments are more secure during void periods;




    	apartments generally occupy less space and therefore require less furniture, carpets and equipment;




    	a garden will require attention during void periods; an apartment balcony will not.



  


  However, bear in mind:


  


  
    	in rural areas, small family houses with a garden may be in higher demand than apartments;




    	apartment blocks may have a service charge for maintenance and common area upkeep which will have to be paid whether the property is occupied or not;




    	the enjoyment of an apartment is dependent on there being thoughtful neighbours above, below and to each side;




    	the cleanliness, decoration and general condition of the external aspects and communal entrance hallways will be controlled by the management company, whereas with a house the owner is usually directly in control;




    	apartment owners are often prohibited from letting their property by the lease (but see below).



  


  Investment property


  ‘Investment property’ is a title often given to dwellings that need considerable repair. They may appear attractive to the novice landlord simply because of their low price but buyers of this type of property need to be aware that:


  


  
    	A comprehensive survey is essential before submitting an offer, so that all defects are identified and realistic costs of repair can be obtained from contractors.




    	There will be a void period from the day of purchase to repairs being completed when no income will be earned. Despite this, there may be charges to you as the owner for council tax, electricity, gas, service charge and/or management fees, which will have to be paid from personal funds.




    	The property may be in a run-down area with neighbouring properties in a comparable poor condition and this will reduce the long-term letting potential.




    	It may be difficult to obtain a mortgage, as most lenders will not want to accept the risk of repairs not being completed. Any loan granted is therefore likely to be low and the lender may also require additional security.




    	The investment property may be classed as a HiMO (see below) and lack the minimum fire-safety and other standards required for such dwellings. Some landlords are now disposing of these properties, with vacant possession and at a low market value, to evade the long-term improvement costs.



  


  ASSESSING LEASEHOLD RESTRICTIONS


  Leasehold properties


  Where a property is leasehold, the owner (‘lessee’) must abide by the conditions of the lease. Leases are usually for a term of 999 years (or the remainder of) for older properties, but can be for the remainder of 99 or even 50 years for many newly built inner city dwellings. Once the lease expires, the property ownership usually reverts to the headlessor. Mortgage lenders are often reluctant to advance a loan for any purchase where the lease is 50 years or less because the property value reduces according to the shortened lease-term remaining.


  The lease should always be thoroughly inspected before purchase as many prohibit letting. If such a clause exists, write to the headlessor and enquire whether owners are allowed to conditionally let (or more accurately sub-let). When an arrangement of this type is made, there is sometimes an additional charge to the owner which may be a single or an annual payment or a charge per tenancy. Bear in mind that these additional expenses reduce annual letting profit.


  The lease may also prohibit your tenant from keeping pets, disturbing neighbours with noise after a certain time, erecting a satellite dish or TV aerial, and many other restrictions. As the owner, you will be responsible for ensuring your tenants keep to these conditions.


  AVOIDING A HiMO PROPERTY


  Houses in multiple occupation (HiMOs)


  The novice landlord should be extremely cautious before contemplating the purchase of a ‘House in Multiple Occupation (HiMO)’ – or of letting an ordinary house and, by virtue of the manner in which it is let, allowing it to become a HiMO. The problem is that this type of property must conform to a vast array of rules and regulations, some of which are nationally enforced, others are specified by particular local authorities.


  The Housing Act 2004 introduced a stringent regime of safety requirements and management procedures that some owners of this type of property must comply with. Failure to do so can be considered a criminal offence and attract a fine up to £20,000. Local authorities have been granted tougher new enforcement powers and a new definition of a HiMO was introduced. This states:


  ‘House in Multiple Occupation’ means a building, or part of a building (e.g. a flat):


  


  
    	which is occupied by more than one household and in which more than one household shares an amenity (or the building lacks an amenity) such as a bathroom, toilet or cooking facilities; or




    	which is occupied by more than one household and which is a converted building which does not entirely comprise self contained flats (whether or not there is also a sharing or lack of amenities); or




    	which comprises entirely of converted self contained flats and the standard of conversion does not meet, at a minimum, that required by the 1991 Building Regulations and more than one third of the flats are occupied under short tenancies.



  


  And is ‘occupied’ by more than one household:


  


  
    	as their only or main residence, or




    	as a refuge by persons escaping domestic violence, or




    	during term time by students, or




    	for some other purpose that is prescribed in regulations.



  


  And the households comprise:


  


  
    	families (including foster children, children being cared for) and current domestic employees,




    	single persons,




    	co-habiting couples (whether or not of the same sex).



  


  The above definition describes many let properties and, once a property is defined as a HiMO, landlords must comply with the complex array of regulations or risk facing dire consequences. Local authorities have the powers to close a property down and/or inflict heavy fines on those failing to comply.


  The Housing Act 2004 also introduced mandatory licensing for certain types of HiMO. These include those comprising three storeys or more that are occupied by five or more persons, who comprise two or more households. It is prudent to note that a loft space, attic or basement capable of being used for residential purposes will be considered as one storey in the calculation. Some local authorities also operate landlord accreditation or registration schemes for HiMOs that do not automatically have to comply with mandatory licensing.
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