Our guide to
Buy-to-let
Investment




Contents



Is buy-to-let
right for me?

Investing in a property is not a decision that should be taken lightly.
Many people go down this path as a means of making money, but
it's important to go into this business with your eyes open and not
just simply focusing on the financial gains that can be associated
with it.

The main thing to bear in mind is your objectives. If your objectives
are clear from the start, then you're more likely to get what you
want out of your investment.

So, how can you be the most
successful landlord?

Plan your finances

Know from the offset what yvour financial intentions ara. Will the money be used as your
regular iIncome or will it be set aside as capital growth?

Do your research

With over 160 laws amound buy-lo-lel, realistically, vou're never going o remember each and
every one of these, You might want to appoint a letting agent who will know more about these
rules and regulatons, but wa skl ecommand you take the Bme to leam thea main onas in
aorder o maintain the safety of your tenants.

Gat advice

Speak to a morntgage adviser and an accountant to better understand your financial situation
and wihat youw options are

The property investment market can fluctuate, depending on the economic state at any given
fime, soit's cnucial to speak with & mortgage advisar in order to protect your financas and
iNsure your property, should the market take a tum for the worsa,
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Exit plan

Thiz is probably the [ast thing you're thinking about right now, but it's important to consider
your exit from the buy-to-let market, just a5 much as your enfrance o it. Having a clear exit
plar will alss halp you setile your finances in the most tax efficient way possible.

In contrast, there are certain things you should always avoid, as a landkord:

. Seeing a proparty and diving siraight inte buying it with né wider consideration of
the buy-to-let market. This includes not seeking the right morgage advice, and
therefore not understanding the implications of tax and other costs invohred with
renting out a property - not o mention the responsibility that comes hand in hand
with being a landlord.

- Mot protecting your propenty oF your financas against the worst-casa scenario,
should anything happean

Mot keeping up with the buy-to-let laws and regulations e.g. health and safety, and
therefore not protecting your tenants,

. Mot understanding exactly what being a landiord entails e.g. keeping the property
in goad condition, looking after your tenants needs and dealing with paperwaork
accordinghy.




What does being a
landlord entail?

It's important to go into the buy-to-let market with your eyes wide open,
aware of all the ins and outs that are involved in being a landlord.

Hare are a faw things you need to consider upfront, when weighing up whether you're the
right 2out of person for the job (because after all itis a job).

Finding the right propearty

Mever underestimate the amount of tme il could take o find the right property. Would
vou prefar a pew build or an older property T Newar propertias should come with fewer
maintenance issues, but an okder property may glve you the opporunity o add more value.

Alsa, think about how many bedrooms the housa has and how many tenants it could home,
i your propery s going to house mare than three tenants, who aren't members of the
same family (commonly known as a ‘house share"), it will be classed as a House in Multiple
Ccocupancy (HMO).

Housea in Multiple Occupancy

HMOY's often offer higher gross rental inGome but the downside is, thay can ofien suffer from
more fraquant tenant changes and usually incur higher fees and
solicitor costs.

HMOs can sometimas raquire a different type of licenca, and those at higher ocoupancy
levels (five or more tenants) will need to be regisiened.

As a landlord for this type of property, you need to ensure that:

*  The house is suitable and offers comfortable living standards for the number of
tenants living thera.

= Either yourself, as the private landiord, or the letling agents you've chosen, neads
to be *fit and proper’, This means a dear criminal
record and no kistory of having previously breached any landlord
laws or code of praciice,

«  You nead to send your annual gas safety certificate to the council.

When requested, yvou can provide safety cerdificates for any
alectrical appliances.

. You install and maintain smoke alams in the propery.
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Finding the right tenants

Probably one of the most mportant things whan ranting a property is a) finding tanants to
occupy the house, and b) finding the right tenants. You dont want to end up with troublesome
tenants who cause you nothing but problems.

The type of tenant you want o attract will largely determine the area you 100k to invest in.
For example, if you want to atiract families then voull want 1o be close fo schools and leisure
facilities. VWhereas if you'd rather have students, consider a property near university grounds.

A letting agent can be really valuable in finding and vetting prospective tenants. They can
help with securing references, credit checks etc. which comes at a cost but could be money
well spent,

Maintenance

The property is your sole responsibility so anything that needs repairing, maintaining atc. will
come down o you. You need to make sure you're easily contactable via phone and email,

and il be vour j0b to find the right people to fix the problem, whether that be a plumbsr,
alectrician ete.

It's also imporiant to remember that it's not always just the inside of the property that neads
maintaining. IF you invest in a property with 8 garden, 2nants might not maintain it, so to
avoid any polential problems you might want to consider either hiring a gardenar or making
the garden as low-maintenance as possible i.e. patio slabs rather than grass.

Dealing with tenants

You need to be prepared for having to deal with all types of tenants, Including the difficult
ones, Are you willing to have difficult convarsatons when neaeded? This could be anything
from missed rent payments, a nse in payments, inspechons of handing cut an eviclion
nidice? If vou think you might struggle with this side of being a landiord, you could employ a
Ietting agent who would be the tenants first point of contact.

Mo rent coming in

The market can be quite unpredictable at imes 20 il's Impotant 10 be prepared for this. It's
wise o have funds, aside from your landlerd income, ta insure you against any downiurns. As
well a5 changeas in the market, there might also be times when your property is unoGoupied,
You'll need to have a back-up plan for paying your mortgage during this period,




How much
can | borrow?

Buy-to-let is a medium to long term investment, so the first thing you
might want to ask yourself is, can | afford to tie my money up for a
period of time?

How much to borrow

The terms for a buy-to-let mortgage are constantly changing; it can be difficult to keep up to
speed with it. For instance, highar and [ower rate taxpayers are often reated differently or &
five yvear fixed morigage might get you a bigger mortgage than a bwo year fixed,

Typlcally, landlord morigages require a higher deposit than you'd need for a reskdential
mortgages, meaning the loan-to-value (LTV) ratio could be smaller than ofher mongages, such
as first time buyer martgages, for example.

Buy-to-let mortgage rates can vary depending on several factors, such as:
«  Your credi score
. How much deposit you've put down
. How risky the loan is
. The tvpe of mongage product recommended for your circumstances

For thesa reasons, it's always worth seaking advice from a qualified morgage advisar whose
jobit s 1o be in the know' when it comes o buy-to-let,

Pricing the rent

Daciding how much rent 10 charge your tenants can be tricky. Generally speaking, the amourt
you set the rent at will be determined by the market itsalf, A good way 1o get a fesal for how
miuch you would charnge would be 1 ook online al Rightmove and Zoopda and see whal a

similar size properly in the same area is chamging.

Once you've purchasad the property, and therefore know the cost for stamp duty etc., and
how much you can expect to reéceve in rent, you can then work out your rental yield.

For example, this could be:

Property value: £165 000
Rental income (monthly): £700.00
Your expected rental yield: 5.059%

if, after you've dong the calculations, this amount isn't quite what you expected, then you can
maxa a decision whather to go ahead with your buy-to-lat venture.



Choosing the right
mortgage for you

Just as with a standard mortgage, there are different types of buy-to-
let mortgages to choose from, and you can discuss all of these in more
depth with your mortgage adviser.

Repayment or interest-only mortgage

First things first, vou need to decide whether you want a repayment or
interest-only mortgage.

Repaymant

During the morgage term you will pay nterest and the capital mortgage balance, 50 by the
end of the full morlgage term the morgage will be repaid, as long as you do not change the
at a later date

Interest-only

You only pay back tha interest and not the capital borrowed, It's common for buy-to-let
inwestors to opt for an interest-only martgage, especally f yvou're planning 0 sell the property
at the end of the term. If you do sell the propery, yvou'll repay the mortgage outstanding and
you'll also have o pay any tax due on the profit made currently via capital gains.

Interest-only also means your monthly mortgage payment will be lower, as yvou're only paying
the interest and not the capital back, which may leave you with more disposable cash from
the rental income o cover addifional costs covered |ater,

Fixed or variable

Fined rate

As it says on the tin, vour mortgage repayments are fixed and won't change month (o
manth. Regardless of what happens to interest rates, your morigages payments will stay the
same whether you fix for bea, three, five years etc, Effectively, a fixed mortgage acls as an
insurance pollcy against interest rates going up, therefore ywou tend o find that fixed rate
mortgages have a higher rate a5 you pay a bit more for the reassurance.
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Variable

¥With a variable mortgage, your mortgage rata will fluctuate, however thare are differant typas
of variable mortgages available:

Standard Variable Rates (SVRs)

& Standard Variable Rate tends fo follow the Bank of England rate closely but not exacthy.
For instance, if the Bank rate is dropped to 0.25%, your SVE might only drop 0.2%., However,
whan the Bank rate goes up, thay oflen increasea it by the full amount. More often than not,
you move onio an SVR once your fixed rate term has come o an end.

Trackers

& Tracker morigage will track the Bank rate exacily. This means that whatever interest rate
the Bank of England sets, this is the interest rate that you'll receive on your morgage. Its
comman 1o have a fracker mongage for a few years and then you'll drop onto an SVR after
this period comes o an end. There are also some tracker mortgages that follow Libor which is
a rate set by the banks themselvas,

Discount Rates

As stated in the name, discount rate morigages offer a discount off the standard variabile
rate (SWR). The discount perod can be for a short period of time e.g. hwo or thres years' or it
woulkd be the entire term of the mortgage, depending on the deal.

There are other morlgage types to choose from, but these are the most recognised ones.
Your morigage adviser will be able to discuss all the different options
with you.



Considering all
the costs

Before you go ahead and dive into the world of buy-to-let, it's important
to know that you need more than just the deposit in order to have a
smooth experience of being a landlord.

Arrangement fee

S0me morgages come with a product fee, which is normailly larger than on residential
mortgages. This can aitner b2 paid upfront o tagged onto the cost of your mortgage. There
can somelimes also be an administration charge made by the lender for arranging the credit
of your mortgage.

stamp Duty

If the property wou're investing in is over a cerlain price, you'll have to pay a

lump-sum tax known as Stamp Duly Land Tax (SDLT ) in England and Martham Ireland, Land
Transaction Tax (LTT) in Wales, or Land Building Transaction Tax (LBTT) in Scofland. The
prica you'll pay will vary on the amount vou paid for the property. This price will also vary
depending on whelher you already own a proparty in the UK,

The below rales are different to the standard Stamp Duty rates for residential properties, as
you have to pay a 3% surcharga in addition to the standard Stamp Duty rate,

* A property under £125,000 - you pay 3% Stamp Duty
= A property between £125.001 and £250,000 - vou pay 5% Stamp Duly
« A property between £250001 and £925,000 - vou pay 8% Stamp Duty
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Legal fee

Your solicitor will charge a fea for their services, which includes handling tha contracts,
documentation and searches amongst other things. To see a simple breakdown of the costs,
click here.

Valuation

Many lenders will want o camy out a standard mortgage valuation which you may have (o pay
for. However, you can look to upgrace to a structural survay or a homebuyers survey raport
for an additional cost, if yvou wish.

Insurance

Buildings insurance is & must, and if you're furnishing the property then yvou'll o doubt want
contents insurance too. Just remamber that it's a landlord's palicy you'll need rather than &
regidential policy. Don't worry about insuring the tenant's belongings, they're responsitle for
Insuring those themselves.

There are other types of insurancs available for landlords, such as landlords and rant
insurance. Thaese can cover you for legal expenses for evicling tenants, or if there are periods
where the property is empty and you aren't therefore making any money from rent. However,
il youw're purchasing a fiat, this may be included in any service charge thal is payable, which
as a landlord, you would normally be responsible for paying. Your solicitor will be able to
confirm if you still need additional buildngs insurance.

n



Additional costs
to consider

Taxes - Income Tax and Capital Gains Tax

You'll pay income tax on all the rent money you recsive, We recommend that you saek
indapendent 1ax and legal advice as morigage advisers are not gualified to offer tax advice.

If and when you come 1o sell the property, if you've made a praofit (capital gain) then you're
liabla to be taxed on the profit, not the fotal amount you recaiva,

Letting agent fees

It"s comman for landlords to haggle with pricas when i comeas to choosing a letting agent.
Letting agents offer a variety of support, depending on which level of service you'd like. For
instance, they can offer rent guarantees, lenant replacement and tenant moving out fees,
Some even offer a Tully managed’ senvice where they can arrange or any repairs work o
be done using their own contractors. Just make sure you do yvour research upfront and know
raughly what you can afford 1o pay.

Court and legal fees

Haopefully i will nrever come to this but t's always bast o prepare for the warst-case scenarnio
If wouend up having o evict tenants who aren't paying their rent, then you might have o lake
them to court in order to resolve the situation.

Repairs, maintenance and decoration

You'll no doubt need o spruce up the property before yvour fenanis move in, and there

may also be a few repairs to carry out to make sure the propedy is in the right condition,

If vou're pratty hands-on yourself, then vou'll no doubt find it easy enough to carry out the
maintanance work yoursalf, However, if you don't hawve the time, skills or inclination to do this,
you might want o consider finding a trusted handyman to carry thess jobs on your behall,

If wvou already know that your properdy is likely to need a cedain amount of work doing fo
it, it's worth allocating a realistic budget for this and any ongoing repairs, especially when
considering your rental yield,

Gas safety check

This check neads 1o be carried out anmually and will make sure any gas equipment 15 safely
installed and mainiained, Make sure the enginesr who camies out the check gives you a Copy
of Ihe gas safety record before your [enants move into the proparty, or within 28 days of tham
mawing in.

Continued Overleaf
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Legicnella risk assessment

As a landlord, it's your duty to carmy out a risk assassmeant for kegionnaires disease - a lung
infection caught by inhaling contaminated water droplets which can be picked up from water
systems in pl'upertles This assessm&nt shnuhd be carried out perindically, 50 make sure you
read up on you 5 iz as a landkard,

[ e | 1 )

Leasehold properties

Service charges and ground rents are normally all payable by the landiord and not the
tenanis, You also need to consider the length of lease remaining as this could need extending
during your ownership.

Furnished or unfurnished

Your property may be mors attracfive to prospective tenants if it's already fully furnished, as
this saves them a job. However, if you decide against furnishing the property, you cdon't have
to worry about having to replace things with general wear and bear,

White goods

Even in unfurmished properties, many landlords sill provide white goods to tenants. For
example, 8 cooker, washing machine, fridge and freezer, If these break or need repairing,
vou'd need 1o cover the cost of this.
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Who, what
and where?

The main deciding factor for where to buy your property will no doubt
be influenced by the type of tenants you want to attract, as well as
whatever your long-term goal is.

For instance, if you want to gttract students or professionals, you'd probably be looking for

a property that has maybe 3-5 rooms that can each be renfed owd individually. In terms of
Iocation, for studenis and young professionals, being within easy reach of the cityfown cenfre
is often desirable, along with good transport links tao.

In companson, if you're looking for long term tenants then you might want to attract a family
leking to setile down for a few years. The location would na doubt be nearby to local schools
and ameniies, and you'd Bkely be looking for a 2-3 bed proparty that yvou can rent oul as one
whizle unit.

Different tenant types

Prime market tenants

These tenants might be working in the area, or the UK, temporarily, and are often high
earners looking for a more upmarket property for a shor period of time, and often & fixed
amount of fime according o their employment contract, These tenants will often rent throuwgh
a letting agenrt rather than directly through a private landlord.

Professional tenants

These tenants are likely o rent Tor a long lime, rather than save money 10 put down a deposit
on a house, Professional tenanis ook for easy transport links o make their commute 1o work
a5 2asy as possible.

Social tenants

Since tha selling o of council housas, the private rented sector has bacome mare popular to
thiose living on benefits, than the amount of people Eving in social housing.

Student tfenants

Students are short-term tenants who rent out either in the city cenire or nearby areas,
from around one to three years, typically. Again, this type of tenant would look for excellent
ransport inks in and out of the city and to thair rekevant campus.

The type of tenants vou I8t o can impact the availability of morgage lenders, as not all
lernders will lend on all tenant types.
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Viewing
properties

When you start your property search, you must remember that although
you're investing your money into the property, it isn't actually a home
that you'll be living in. Therefore, you need to remove your emotions

as it doesn't need to meet your personal specification, but rather your
business goals instead.

Looking at it pursdy from an investrment point of view, you meght want
to consider the following:

«  Who do you want to rent fo?
' How long might it take to secure tenants around this area?

What is the rental market in the area like? Is it growing or declining?
« |5 there the potential to bulld in capital growth?

Will the rent you receive COVET Yyour costs?

. Can you make improvemenis o the property in order o increase rental income or
capital growth?

Have you locked at any forecasts for propety growth in the area?




Should you rent privately
or use a letting agent?

Depending on what type of person you are and what other
commitments you have, such as full time work etc. depends on your
decision to either rent privately or to use a letting agent.

The advantages of using a letting agent

Thers are several perks 1o using a letling agent te help manage your
buy-te-let properties:

* Chase any outstandng rent paymeants
* Azzist with the eviction process
L Heldp with getting references

* Arrange for viewings - this can be particulardy helpful if vou aren’t
local to the area

«  Ensure that all changes in legal requiremants are communicated 1o you

For those of you who have the time 1o dedicate to these landlord duties, and things are going
well with your tenants, you might feel like it seems you're paying for this senvice but not
getting a lot in retum. If that's the case then renting privately might be the right option for you.

However, those of you who have other commitments, you might struggle to find ihe time 1o
carry oul credit searcheas, chack bank stalements, pay slips abe, 50 [@aning on an agency
might be the right thing for you.




Applying for a buy-to-let
mortgage

We understand that no two mortigages are the same and our knowledge
and experience means we're in a great position to help.

It's advisatde to il down and run through your finances 5o that you can compare the cost
vou're going 1o pay for the property, against the rent vou're likely Lo take in from the tenants.
A mortgage adviser could talk you through this so vou have a clear idea of whether you can
comfcriably afford the mordgage on your own

When you'ne ready to apply for your mortgage, our specialist buy-to-let mongage advisers will

be able to arrange an appointment that easily fits around you, whether that's face to face or
aver tha phaona,

How we can help?

Searching the marke! yourself can b fime-consuming, but with our help, we can search
thousands of mortgages, Including exclusive deals and lenders that you wouldn't olherwise
have access o, We have regular contact with a wide range of lenders, same of whom you
may not @ven know exist! With our help, you won't have to search or contact each individual
lender in order {0 compare the mortgage terms and rates; we’ll do all that for you.

Thare is no guarantes that it will be possible to arrange continuous letting of the property,

nar that rental income will be sufficient te meet the cost of the moartgage.

Your preperty may be repossessed if you do not keep up repayments on your mertgage.

Thera will be a fee for mortgage advice. The actual amount you pay will depend upon your
clreumstances. The fee is up to 1% but a typleal fee s 0.3% of the amount Barrowed.
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Buy-to-let insurances

When you're a landlord, you need slightly different insurance to your
usual residential insurances. Some of these may be a requirement of
your lender, so it's important to know what each of them are.

Landlord building insurance

This will proted against any risks to the building that might resull in reptacement or repair
work e.g. subsidence, firg, burst pipes etc. This is often a must-have for many lenders.
Landlord contents insurance

Contents insurance for landlords, like for your home, is optional. It will cover you against

any foctures and fittings vou have supplied i.e. fridge, washing machine, carpets etc. not the
belongings your tenants put in the building. You can extend this o include accidental damage,
if you wish ko,

Portfolio insurance

If you own five or mare properties then this could be a good option. |1 enables you to cover
the buildings and contents (if you want it to) of all the properties you let out, under one policy.

Home emergency cover

This = an optional, exira insurance as an addition to the standard buildings insurance. It
can provide emergency assistance for the landlords, should you need certain services e.q.
plumbing and heating, roofing, drains and sewer blackages, lost keys, infestations etc

Rent guarantee

There may be times when your tenants can't make their rent payments. Rent guarantee
insurance will protect you from this loss, and will pay out the renl you are down by.
Legal expenses cover

This will provide you with legal protection should you need it for any of the following: property
damage, recovering rent arrears, repossassion, prosecution defence costs ete.
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FAQs and tips

s

What is the criteria for being a landlord?

The majority of lenders will require thal you already own your own home, In addition

to this, many also reguire that you earn at least £25 000 from a source not related 1o
letting but this does differ between lenders. A minimum deposit of nomally arcund 25%
of the property value would be raquired By most lendars,

Can | use my rental income as a form of income to purchase
another property?

Thiz iz dependant on your individual circumstances. |t often depends on whelher you
currently have a mordgage fo pay on yvour existing buy-io-let property, If you do, then
ultimately a lender will see this as debd that needs 0 be 1aken Into consideration. We
advise you speak to a mortgage adviser who will look at your individual circumstances
and advise on what your options are,

How do | know I'm sefting the rent at the right price?

Obviously you can do your own reésearch but the lender will also do their own chedks to
see whether vou have set your rent at the right price once they have carried out their
property valuation,

Can | raise capital on my own home to put down as a deposit on my
buy-to-let property ?

This s possible but t's best o speak (o 2 mortgage adviser who can ook at your
individual circumstance and run through your oplions,

Can | apply for a normal mortgage?
Mo, you have to apply for a buy-to-let morigage.

Should | take an inventory?

Inventorias are always waorth doirg as it's a good way to make a detaibed list of all the
contents and the condition of vour propeaity before the tenants move in. This gives you
a good starting point when there is a debate over any damage that might have coourred
during the tenancy perniod,

Continued Overleaf
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Will 1 be taxed on my rental incomea?

Az a landlord, you would ba taxed on the income you make through the rent payments
in line with your personal income tax liabiities. We recommend speaking to an
acoountant before purchasing your first property.

What is a House in Multiple Occupancy (HMO)7?

A property is classed as & HMO if there are more than three tenants living there who
aren’t members of the same family, Another indication is if there are shared facilities |,
kitchen, bathroom, foilet ete, Your cholce of lenders may be limited if you're renting out
a HMO, but your mortgages adviser will ba able to go through this with you. Councils can
alzo have individual rules around HMO, 50 i this is something you're considering, we
recommend you speak to your [ocal coungil.

Can | rent my property to a family member?

Most lenders restrict letting o family members as a condition of your mortgage., You
would normally need a specallst mongage in order to ket o family and would need 1o
speak o a morigage adviser about this for more information,
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