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Property
Investment
an overview

Types of property
Investment
Buy to Let
Rent to Rent
HMO
Commercial Property
Flip/ Improve to Sell/ Improve to
let
Multiple Unit Blocks

What can it cost?
Auction fees
Mortgage interest costs
Mortgage fees- Valuation
and surveyor fees
Land Registry fees
Legal fees
Stamp duty
Buy-to-let insurance

Any additional costs?
Rental company fees
Maintenance and repair
costs
Council tax or business
rates (where not paid by
renter)
Ground rent if leasehold
(where not paid by
renter)
Corporation tax on any
profits generated
Buy-to-let insurance
Deep cleaning between
tenants
Vacant tenant periods

Once it's time to sell?
Capital gains tax
Estate agent fees
Legal costs

Realistically, what is
the return on property
investment?
It comes in two forms
Rental income (measured as
rental yield)
Price increases (capital
appreciation)

Rental Income
Rental yield is the rental income of a
property, divided by the value of the
property. It represents the annual
return on property investment before
factoring in any increases in property
value.
A typical landlord in the UK will earn
a net rental yield of between 1-5%
after costs. There is a huge variance
across regions and property types.
Student lets are consistently the
highest yielding category. Student
properties do however come with
greater risks, such damage from
unruly behaviour!

Top Tip
Consider your target market,
is there a large organisation,
such as a professional
company or sports acadamy
who will provide you with a
steady stream of tenants?

Rental Income
Be wary of brochures that quote
high yields such as 8%. This may
be referring to the gross rental
yield instead. Gross yield only
compares the rent to the price
and does not factor in expenses.
In other words, it measures the
revenue generated rather than
the profit seen by the investor.

Price Increases
Having established that rental
yields can be relatively low for
most properties, it will not
surprise you that price increases
have driven most of the returns
seen by investors in recent
decades.
House prices have increased
strongly in the last two decades,
producing windfalls for those
lucky enough to have invested
at the turn of the century.
Remember that much of the
increase can be attributed to
inflation which does not
represent a 'true' gain.

In Summary
The ‘conventional’ wisdom is
that property is a safe asset.
You may have heard the
phrase ‘safe as houses’ or
‘house prices can only ever
go up’.
Strictly speaking this is not
true as house prices can rise
or decrease like any market.
Although, on the whole the
trend is definately up.

Why up?
Many factors lead to this
being the case. In a recent
opinion poll amongst
property proffesionals,
scarcity in the market came
out as the biggest reason for
this shift.
Fundamentally, the UK
consistentently builds fewer
homes than it needs so the
supply is not met creating
scarcity in the market.

Is Property a ‘Safe’
Investment?
No one says that property isn't
expensive. Given that property
prices increases have far
outpaced wage increases over
the past few decades, it is no
wonder that the age of the
average first time buyer has
increased from 28 to 34 since
2007.
The shortage of homes creates
a market in which buyers chase
a limited supply of housing. In
this market, buyers must outbid
each other to secure a home.
This keeps prices at the edge of
affordability

Important to remember
It is important to remember
that supply and demand is
not the only factor. Economic
downturn can reduce prices,
despite no reduction in the
desires of buyers purchase a
new property.

The Risks of Leverage
The key reason why property appears to
deliver astonishing gains is that people
often invest with a combination of a small
deposit and a large mortgage.
This has the effect of ‘leveraging’ the
investment, which amplifies gains or
losses. Anyone could do the same with
shares, and experience huge returns if
the market moved favourably.
If the housing market turns against a
leveraged investor, the owner can
experience ‘negative equity’. This occurs
when the market price of the property has
fallen to the point where their deposit has
been wiped out.

Example:
You buy a £200,000 house in cash which
subsequently drops in value to £150,000.
You have suffered a 25% loss, but you
still have an asset worth £150,000.
Alternatively, you could have invested
with a mortgage. If you had a deposit of
£50,000, you would require a loan of
£150,000. If the same price drop
occurred, you would continue to owe
£150,000 on a house now worth
£150,000. Because the bank has the first
claim on the house, you have no asset
(or ‘equity’) left – your £50,000 deposit
has suffered a 100% loss.
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We hope that you found this guide
helpful.
The best time to start planning your
future is now...

Call us
0800 8620 840
Email us
contact@ptmortgagesltd.co.uk
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 mortgage is a loan secured against your home or
A
property. your home or property may be
repossessed if you do not keep up repayments on
your mortgage or any other debt secured on it.
Think carefully before securing other debts against
your home or property. the financial conduct
authority does not regulate most forms of buy to let
mortgage.
Prospect Tree Mortgages Ltd is an appointed
representative of TenetConnect Services Ltd, which
is authorised and regulated by the Financial
Conduct Authority. TenetConnect Services Ltd is
entered on the Financial Services Register
(www.fca.org.uk/register) under reference 150643.
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