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CHAPTER 1

How to avoid the Nol
landlord mistake

In this chapter:

» The big questions you need to ask yourself long before you
call any agents

» How you can use your property as a step towards your dream
lifestyle

» Six key points for a property business plan to get you where
you want to be.

What’s the biggest mistake new landlords make? Martina has
asked that question to many an expert, and here’s the resounding
answer: beginners don'’t think of their property as a business. For
accidental landlords who see their property as their home, the
shift is even harder. But to make a success of letting out your prop-
erty, that shift is essential.

Your rental property is probably one of your largest finan-
cial assets. Astoundingly, though, a representative survey of 500
buy-to-let owners by the investment franchise Platinum Property
Partners found that 93% of landlords have no five-year plan what-
soever for their properties.

In this section we help you change your mindset by thinking
about your product, target audience and competition. That will
enable you to make clear-headed decisions. What’s more, you can
then use your property as a stepping-stone to the lifestyle you
really want.
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Before you draw up your business plan, though, you need to
think about your goal. Why? Your plan is your map; your goal is your
destination. If you don’t know where you’re going, you may create
a map that takes you to the wrong place. Do you want to start a
new career? Retire with a nest egg? Spend life in a hammock? Your
plan will look quite different for each of those goals. One rental
property won't get you there, but it can become a big step towards
that goal if you act wisely.

At this point, you may be saying, ‘| didn’t choose to be a land-
lord; it sort of chose me. Should | really bother with these airy-fairy
questions? I’'m more worried about having my home looked after

- what if my garden dies or squatters move in? And where on earth
do | find a decent agent?’

We’'ll get to all that, but thinking about the bigger picture first
will open your eyes to new lifestyle possibilities. It will also help you
make better decisions on the smaller stuff, such as which tenants to
accept or whether you should revamp the kitchen. Without a goal,
you may end up not only wasting money on unnecessary works but
also wasting the opportunity to build the life you desire.

Income spinner traded for growth giver

Remember our ex-council flat near Wimbledon’s tennis
courts? It was the scene of the first (and only) candlelit dinner
that Daniel cooked in our dating days. Once we were married
and renting it out, it brought in more than £1,000 a month
in profit — paying our bills as Daniel launched Swift prop-
erty and funding our adventures from Patagonian glaciers to
private islands in the Med. Yet 10 years on, despite the fond
memories and tidy income, we sold it. Why? It didn’t meet our
goal anymore.

With a second baby on the way, we needed a plan to afford
a bigger London house by the time the kids outgrew their
shared bedroom.
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A rental property poised for capital growth - not income -
would help fund the leap up the ladder. After a lot of research,
we reinvested our Wimbledon gains in a period flat in Maida
Hill, an undervalued pocket on the northwestern fringe of
central London. The figures still stacked up: it yielded £400 a
month in profit. But, crucially for our goal, its value also rose
by nearly £100,000 a year - an annual growth rate of 16%,
compared to 6.7% for the ex-council flat.

Define your property goal

Long before you pick up the phone to any lettings agents, you
need to ask yourself some big questions: what is my dream life-
style? How much money do | need from my property to get there?
And by when do | want to achieve it?

A clear goal has three elements. It is:

1. Meaningful. To motivate you to action, your goal should
state your big ‘why’. For example, you might want to build up
a nest egg for retirement far into the future, or you're start-
ing a business and you need some money in the bank every
month. Our ‘why’ was to buy a London house big enough to
swing two kids in.

2. Specific. If your goal is too vague, you won’t know when
you’ve achieved it - this is where ‘| want to live comfortably’
falls short. You need to quantify how much you want to earn.

3. Timed. Deadlines make all the difference. Are you saving to
help your children on to the property ladder in a decade’s time,
or to pay their school fees from next year? Your approach for
each will be poles apart, as we’ll see in a moment.

In short, ‘| want a family house’ is a dream; ‘| want £100,000 in
equity from my rental flat to buy a bigger family house in three
years’ time’ is a goal.
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Do you need income or growth target?

Your goal will determine whether you need to focus on rental
income (for money in the bank every month) or long-term price
growth (for a lump sum one day).

If you are buying your first property, you can choose one suited
to your goals. But as an accidental landlord, you already have a
property - and it might not give you what you really want. Going
through the goal exercise will help you work out your next moves:
should you keep it, sell it, improve it or remortgage to buy another
just like it?

In the next chapter, we will look at how to measure income
and growth, so you can evaluate how your property performs. For
now, though, we want you to start thinking how you can use it as a
first step to set your course in any number of ways. Here are a few
examples to inspire you:

Executive parent.

‘I want to pay my children’s school fees and/or boost my income while
I build up my new business.’

Income or growth? Income - enough monthly rental profit to cover
the school fees and/or shortfall in the family budget.

Ideal property. High cash flow with tenancy management
outsourced, such as an ex-council flat or older new build in outer
London, or small houses within a mile’s commute of city centres
like Liverpool or Leeds.

Next steps. Renting out what used to be your starter home? This
might be a good fit as your target tenant will be yourself a few
years younger. A minor spruce-up might be all that’s needed, but if
those school fees are high, you could consider remortgaging down
the line to buy another income spinner.
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Grandlord.

‘I'm retired and want to add to my pension income.’

Income or growth? Mainly rental income, but it should be secure
with low maintenance to limit stress. To work out your profit target,
calculate your average monthly spend, add a 30% buffer and then
deduct your current income.

Ideal property. A high-quality, low-maintenance home with strong
rental demand, for example city-centre flats in Birmingham or
Manchester.

Next steps. If you've downsized and are now letting out your former
family home, you might want to sell this and buy something that
would let more easily and require less maintenance. Also, consider
longer tenancies for extra security.

Forward planner.

‘I want to create a nest egg for my children and/or build up extra
income to maintain my lifestyle when | retire one day.’

Income or growth? Long-term price growth, but with enough
income to cover your costs. Your growth target is whichever big
lump sum you want to cash in on far into the future. Time is on
your side, so you can afford to take more risks.

Ideal property. A wow property in an established area that will rise
in value, such as central London, Cambridge or Solihull.

Next steps. Make sure the rent covers your costs in the meantime
and set aside cash reserves. Avoid having too much debt on the
property, which would push up your monthly costs. If the place
then sits empty, you could be forced to sell your nest egg.

Second-stepper.
‘I can't yet afford my forever home, so need a leg up.’

Income or growth? Growth - and capital preservation. To calcu-
late your growth target, deduct the deposit that you'll need for
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your dream home from your current savings and equity. You can’t
afford to lose any money, so avoid risk.

Ideal property. A period property (older than 100 years) on the
edge of an attractive area, where prices are likely to rise because
of gentrification. Forthcoming transport links or big regeneration
projects nearby will have the same effect.

Next steps. Rather than just relying on market growth, work out
if you can add value with a makeover or extension. You could also
try solving a legal problem such as extending a short lease or
getting planning permission for works.

Fear not, we won't tell you to now silently recite your vision until
the universe comes into alignment. We won’t even ask you to stick
it on your bathroom mirror. But think about your goal and write it
down, so you can use it to guide your decisions about your property.

Create your business plan

Now that you know where you want to go, you can map out how
to get there. This involves creating a business plan. After all,
property is a business that can benefit from the same principles
as any other type of business.

Think about:

1. Your product. What are your property’s strengths and weak-
nesses?

2. Your target audience. Who is your ideal tenant? Would your
property attract them? How much demand is there in your
area from such tenants?

3. Your competition. How many similar properties to yours are
nearby? How does yours compare?

4. Your exit strategy. How long do you want to keep your prop-
erty? Do you intend to sell it, return to it or keep it and buy
more?

5. Your numbers. What should you budget for? Do your figures
stack up?
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6. Your team. Who will let and manage your property: yourself
or an agent? If you intend to self-manage, do you want to
outsource anything, such as repairs?

In the rest of this chapter, we’ll explore the first four points.

Running your numbers and choosing your management team are
more complex subjects, so we will cover those separately over the
next few chapters.

Analyse your product

Be honest about your property’s strengths and weaknesses. You
might not have bought it with renting in mind, so some factors
could make it harder to let, for example, if it’s far from public
transport or near a large council estate. Though you can’t change
its location, you can find ways to work around it. You can also
change its presentation if, say, it’s filled with too many personal
items or looking a tad tired (more of this later).

Rugby player scores despite location blight

Chris was keen to buy his first property and settled for a
small terraced house near a large housing estate and a local
nightclub. When he got married and moved abroad to play
professional rugby, he let out his home through Swift. The
council estate, it turned out, put off some would-be tenants.
However, by taking the following steps, Chris ensured that his
house never sat empty:

» He was realistic on the type of tenants he would attract.
A young family who worried about safety didn’t take it,
but a young couple and their brother - all new to the
country - liked that they could get more space for less
money
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» During viewings, all the facts were on hand to answer
questions upfront. The nightclub, for example, was going
to be turned into housing — improving the area

» Chris was flexible on the deposit, accepting a deposit paid

by a council scheme on the tenants’ behalf

» He was accommodating with furniture, buying a bed for
certain tenants, then getting rid of a desk for the next ones

» He allowed tenants to paint the house inside, as long as
they returned it to its original colours afterwards.

Identify your target audience

Which type of tenant is your property likely to attract? Who
would want to live in this location, with these nearby facilities
(for example, transport, schools or parks), in a property of this size,
style and layout?

It helps to profile your target audience so you can gear your
property towards their needs. For instance, if you would like to let
to a family but your property is a second-floor flat with no lift, the
stairs will put off anyone with a buggy. It would be wiser to aim
for young professionals and kit out the flat with simple, modern
furniture. This will make your place stand out from similar prop-
erties nearby.

Knowing your market will also help you decide which upgrades
to make (new kitchen or just a repaint?), as well as how to market
and dress the property.

Plus, you will be more prepared for any problems common to
your type of tenant. For example, you can educate young tenants
from the start that they have to put rinse aid in the dishwasher
instead of having to fix said dishwasher down the line.

Below is a table with a (very generalised) list of tenant types
and what they want. In Chapter 10 The dos and don’ts for six
tenant types’ we’ll look at most of these groups in more detail.
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Assess your competition

How many properties similar to yours are up for rent nearby?
Knowing how unique your property is for the area will help you
establish how best to differentiate and market it. For example, in
large new build developments a lot of flats with similar finishes
and floorplans can hit the rental market at the same time - driving
down rents. If youre buying, steer clear for this reason. But if you
already own such a flat, ensure that you furnish and present it so
it stands out from the crowd. Plus, in this scenario it’s particularly
important to get your pricing levels just right.

Flowers knock out new build competition

When Bruno bought his canal-side flat in Northolt, west
London, it was one of the first to be completed in its new
build development. Eight years on, he and Sally, his new wife,
left the country to study in America and put the two-bedroom
flat up for rent. By now, the development had become vast,
with dozens of similar flats on the rental market.

However, because Bruno chose his flat right at the start of the
development, it had one thing going for it: its garden right
beside the canal. Bruno and Sally worked hard to make their
garden look its best, planting bright flowers and waiting until
they were in full bloom before having it professionally photo-
graphed. They also included their stylish leather sofa and
decluttered the flat before viewings. It paid off: it let above
market rate and never stood empty.

Keep your exit strategy in mind

What is your long-term plan with your property? Do you want to
hold it? Sell it? Return to it? Your answer will steer your decisions.
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If you're planning to sell in the next few years, it makes sense
to avoid any major upgrades unless they will raise the sale price.
Instead, you will just keep the property ticking over. Ideally you
want to secure a top rent and not be too fussy about the tenant
type. Importantly, you will structure tenancy agreements so that
you can give notice when you need to.

However, if you intend to hold your property for many years,
it's much more critical to get the type of tenant who will look
after it and ideally stay longer term. This may mean accepting a
slightly lower rent. In the long run, it's usually more cost effec-
tive to tackle any maintenance problems proactively before they
become major issues.

Likewise, whether or not you plan to return to your property
will determine your choice of finishes: do you go for personal
preference or durability and wide appeal? You can justify those
hand-painted Moroccan bathroom tiles if it's going to be your
domain again; if not, your tenants might be happier with simple
white porcelain.

Sale chills boiler plans

Jenny and David had an inefficient old back boiler in their
1930s house, which landed their tenants with astronomical
energy bills. The unhappy tenants pushed for an efficient new
combi-boiler and the landlords got a number of quotes. Yet at
the same time the landlords decided to sell the house, so they
then opted to keep the existing boiler but give a goodwill
contribution towards the tenants’ energy costs. A new boiler
would have cost them around £5,000, but wouldn't have
increased their sale price.

You now know how to avoid the biggest mistake new landlords
make - shift from seeing your property as your home to seeing it
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as a business. By taking into account your product, target audience,
competition and exit strategy, you are well on your way to creating
a business plan - putting you a step ahead of more than half of
landlords who lack one altogether.

Crucially, though, you still need to do your sums and decide
who will manage your property. Over the rest of the ‘Plan’ section,
we will walk you through these aspects, starting with those all-im-
portant numbers (even if you find spreadsheets about as confusing
as what women see in Russell Brand).
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Who can you trust to look after your property?

How can you have peace of mind when letting it out
for the first time - especially if it's been your own home?

Plan
Property
People
Paperwork
Practicals

“A must read for any landlord wanting a step-by-step guide
on how to rent out and manage a property yourself. Full
of practical advice, tips and some humour along the way."

Jo Eccles, managing director of Sourcing Property and
weekly property columnist for The Metro newspaper
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