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Preface



For any but the most confident investor, starting off in property letting can be a bewildering minefield of legislation and financial risk. If you are considering the student letting market you may also be worried about the perceived image of students as exemplified by the popular 1980s TV programme, The Young Ones. The fact that many student tenants are equally wary of the image of landlords based on the character of Rigsby from another popular sitcom, Rising Damp, means that this area can have serious worries for both parties of a prospective tenancy agreement!


However, despite the perceived image, letting to students can be a rewarding and financially beneficial way of investing in property. The government has stated its aim of increasing the student population to 50% of 18–30 year olds by 2010 and many universities have started a building programme to meet this increased demand. However, the financial burden of doing so, as well as the desire of many returning students to be independent of the more restrictive regime in halls of residence, has meant that the private rented sector continues to be a source of reliance for most students looking for somewhere to live.


This book will take you through the pros and cons of letting to students in the UK1 and explains the nuts and bolts of letting, with a particular emphasis on letting to groups of young people studying in higher or further education. Attention will also be paid to how university accommodation departments can help in both marketing and managing your property. With any sector of tenants there will inevitably be problems that crop up – this book will deal with the most common ones relating to students and how best to deal with them.


As a private landlord myself, as well as someone who has been a student accommodation manager at two popular universities, I am aware that there is a need for a clear and comprehensive handbook for those landlords who are entering the student letting market for the first time. Even for those of you who may have been letting to students for many years, the market and the legislation are constantly changing and it is ever more important that you ensure you are operating within the law and keep up to date with how you can best market your investment and remain competitive in the face of the increasing amount of purpose built student accommodation.


Catherine Bancroft-Rimmer LLM
www.cbr-studentinvestments.co.uk





 


1   Any legislation referred to throughout the book is usually only applicable to England and Wales. Landlords investing in Scotland or Northern Ireland will need to check how the law relates to their area separately.
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Why Let to Students?
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Students are young, messy and financially compromised – why would any landlord in their right mind want to let to students? It’s certainly true that students present a more demanding set of challenges than a professional couple. For one thing, it is either their first time living away from home (and you can bet that most of them have no idea how to run a household) or, secondly, they may have spent a year cocooned in the safety of a university residence with their cleaning done weekly, loo rolls and light bulbs provided and a team of staff trained specifically to deal with the issues arising when a large group of young people live together.


As a professional with a primary interest in making sure that your large financial investment makes you a reasonable return, you are probably not in a position, nor have the desire, to provide the level of service to your tenants that an educational institution would.


However, there are a number of reasons why letting to students isn’t such a bad idea:


♦   You can fit more in per house (a house with two reception rooms could have one of those converted to a study bedroom).


♦   They will live in areas that other tenants turn their noses up at (as long as they can catch a bus to their study site easily).


♦   They don’t expect power showers, frosted glass sinks or infinity pools – although they’d probably like them!


♦   They will put up with swirly carpets and flock wallpaper if the property is in the right area.


♦   They are not averse to paying rent three months in advance.


♦   Often it is the more financially viable parents who are paying the rent for them.


♦   They are, on the whole (there are exceptions), intelligent and therefore quick to grasp whatever it is you are trying to tell them.


♦   No problem with sitting tenants – students move out when the tenancy ends (or their course does).


Notwithstanding the advantages, some landlords really can’t cope with letting to students – mainly because their personality isn’t flexible enough to put up with the disadvantages that letting to students present. If any of the following would cause you to lie awake at night worrying, or cause you to grind your teeth with frustration, then letting to students probably isn’t for you.


♦   One of your student’s standing order payments has failed and he wants to pay this month’s rent in cash, but he hasn’t got the right change.


♦   There are some items missing at the end of the tenancy from the detailed inventory you provided – which includes items such as teaspoons, designer vases and dusters.


♦   When you leave a message with one member of the household to say that you will be coming round to inspect next week, the others are not aware of it and look blankly at you when you turn up.


♦   You think the best time to carry out inspections is at 9.30am and you can’t understand why most of the bedrooms are smelly, dark and have comatose students still in bed – sometimes with someone else.


♦   Despite requesting that you are only contacted out of office hours in an emergency, you still receive telephone calls late in the evening informing you that the dustbin has gone missing.


Also, if your view of students extends to any of the following, it’s probably best you consider letting to other sectors.


♦   You can’t see the point of providing a clean house at the beginning of a let, because you think students are all dirty anyway and won’t mind.


♦   You will only let to a group of students if you can carry out a monthly inspection and then lecture on the state of cleanliness of the property.


♦   You have no compunction about lecturing students on the morality of whether they can have boyfriends/girlfriends to stay.


♦   You will not let to international students on principle.


♦   You have a problem with letting to ethnic minorities, gays, bisexuals or people practising certain religions.


♦   You don’t believe in ‘fair wear and tear’.


♦   All students are lazy layabouts who should be out in the real world earning a living.


If you are still interested in reading the rest of this book after this section, then you are probably going to cope fine with letting to students and may even get some satisfaction out of providing a decent home to a young, intelligent, idealistic group of people educating themselves so they can earn enough to provide your pension.



GOVERNMENT INFLUENCES AND DEMOGRAPHIC CHANGES



As a property purchase is normally a long-term investment, it is prudent to be aware of how the market you are in may change over the longer term. I mentioned earlier that the government’s intention is to have 50% participation in higher education by 2010. With this aim it is more or less certain that demand for private sector accommodation for students will continue to be buoyant for the next five years at least, for the reasons I mentioned in the introduction. However, this does raise two more questions:


1.   Is this figure achievable?


2.   What happens after 2010?


Latest thinking seems to be indicating that 50% participation in HE by 2010 is not achievable. Basically, the government initiatives in school education and widening participation in HE have not produced the results hoped for. However, demography alone will ensure that the number of students at university will continue to increase between now and 2010. In addition, the enlargement of the EU will help to ensure that UK student populations will continue to increase – so long as universities are able to cope with those increases.


The only possible fly in the ointment is the impact of tuition fees but, at the time of writing (2006/2007), student applications to HE are still rising.


Longer term, demography indicates that the 18–21 age group in the UK population will begin to fall dramatically. (This effect has already been experienced in primary schools and can now be seen in Years 7–8 in secondary schools.) However, because this drop in the population is concentrated mainly in the social groups which do not traditionally attend university, its effect will not be so great in the HE sector as might be supposed. Nevertheless, it is anticipated that the student population in 2015 will only be marginally higher than it is in 2005/2006 and 2% less by 2020. If, however, the government manage to solve the problem of the number of young males not equalling young females in attending university, then the impact would actually be to increase the overall student population up to 2020 at least.


In the meantime universities are increasing the amount of accommodation they provide (either direct or through private sector companies such as Unite), which may have an impact on private sector demand. However, if you ensure that you invest in property which is in a popular student location and marketed well then you should be able to minimise voids. If, after a few years, you decide to get out of student letting, there will probably still be a large market of young professionals unable or unwilling to buy property of their own and looking to rent from experienced landlords who know what to provide.



BUYING FOR YOUR STUDENT OFFSPRING



You may be in the position of having a child about to start university and are, therefore, considering whether you could save on rental costs by buying a property near to the university and letting to your son/daughter and some of his/her friends. Rental costs are one of the biggest expenses of going to university. Given that parents are usually the ones footing the bill, buying a property to let out to students in order to cover the rent of your offspring as well usually makes sense. It’s a growing area. In 2006 approximately 82,000 homes were purchased by parents for their student offspring – a 26% increase since 2000.


If you do go down this route, it is worth putting some thought into whose name the house will go into. There are tax advantages to buying a house in your child’s name. If the house is your child’s primary residence then they won’t have to pay capital gains tax on the property and, as long as your son or daughter does not breach their tax threshold, rental income can be offset against their personal tax allowance and they may also be able to claim a ‘rent a room allowance’. See the tax section in Chapter 2 for more information on this. If you do not want to give complete control of the house over to your child you can set up a trust instead. This also has tax benefits but ensures that you still retain some control over the property.


Whether or not it makes sense to buy a house for your child does depend on the university town your child is going to be living in and how much money you need to borrow. Some areas, such as Nottingham and Liverpool, now have an oversupply of student accommodation and others, like Brighton, have property prices so high that, if you are ‘highly geared’ (borrowing a high percentage of the purchase price) the rents are unlikely to cover the mortgage payments. If you are in the very fortunate position of not needing to borrow much, then you only need to look at the projected growth in property values to see whether this will be a good investment for you.


In essence the northern university areas have experienced massive property price growth in the past few years, but are unlikely to do so again for a while. In addition, areas such as Manchester and Leeds have a lot of new build student accommodation. Southern towns have been unable to do this to the same extent because of the higher land prices.


Research the area


If you do decide to buy a property for your child and friends to live in, make sure you research the area carefully. It might be best to let your child live in university accommodation for the first year (if it is available), so that he or she gets to know the popular student areas before you decide to invest. There is also the possibility that he or she will decide that the university or course is not for them and drop out during the first year (peak drop out time is during November). If you have already bought a property for them to live in, it’s going to make that decision harder.





SUMMARY



♦   There are advantages and disadvantages to letting to students. Are you flexible enough as an individual to cope with the disadvantages and profit from the advantages?


♦   The student population is predicted to continue to grow until 2010 at least. After that, it looks as though there may be up to a 2% decline until 2020. How do you plan to make sure that doesn’t affect your returns?


♦   It can be financially very beneficial for you to purchase a property where your child is studying. If you are considering this, make sure you know what your returns are likely to be and what the likely capital growth is going to be over the period that you intend to keep the property.


♦   Wait until your child has been at university for a few months before deciding if and where to buy a property.
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Buying a Property
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So you have made the decision to get a buy-to-let. Now you just need to work out how and where to do it. Many people have made a lot of money by taking advantage of the rapidly increasing value of property. However, now that prices have slowed down a bit, it is not as easy to make money quickly as it was a few years ago. You certainly need to take the long-term view and make sure you get the right property in the right location.




CASE STUDY


Maths teacher millionaires


In the early 1990s two maths teachers in Kent bought a property at auction with a £10,000 deposit. As property prices began to rise they were able to re-mortgage and use the increasing equity to buy more properties. They targeted Ashford in Kent, which had lower prices than surrounding areas, but was the site for the impending Eurostar terminal. They concentrated on buying new-build, small houses which could be let to professional couples and which did not have the problems associated with leasehold flats.


When interest only mortgages became available in 1996 they were able to expand even further and now have 700 properties at an estimated value of £240m. ■






FUNDING THE PURCHASE



It is important for me to state here that I am not a financial advisor and I strongly advocate that you get your own financial advice from a properly regulated independent financial advisor so that you can be sure of getting the best deal in the current market. However, I think it is worthwhile running through the basics of how you can get started in buy-to-let.


If you are fortunate enough to have a very large lump sum sitting in your bank account begging to be used, then you are going to find it relatively easy to invest in property. Although you may be able to afford to buy a property outright it is worth noting that it is tax efficient to have an interest-free loan for properties you let, as you can offset the interest payments against your income from the property. Therefore you may decide to invest part of your lump sum in a 20% deposit on a buy-to-let property and finance the rest with a buy-to-let mortgage. You may then choose to use the rest of the money to buy several properties in a similar way, or invest it in something other than property.
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