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Market Update: HMO &
Multilet Investments

Mark Hempshell reports

atever else the current
Government might be
remembered for, reform of the

private rented sector (PRS) is fikely to be one
of them. Even with an impending election
further reforms have been proposed of late
with the announcement by John Healey,
Housing and Planning Minister, that
landlords wishing to create new HMO or
multilet properties will require planning
permission from this April Councils will also
receive new powers to licence and regulate
landlords in particular areas.

The moves are apparently intended to
control the spread of high concentrations of
shared rented homes where this is believed
to be creating problems for permanent
residents, such as anti-soclal behaviour, or
changing the character of an area
Proponents also claim the new rules will
protect tenants from poor conditions and
management by bad landlords

A Government consultation on how to
tackle this longstanding issue closed last
year. It attracted around 900 responses from
local authorities, residents associations,
universities, individuals, MPs. councillors
and campaign groups. Apparently 84% of
those who responded commented that
planning legislation should be amended
Locations that particularly highlighted
the issue included student areas such as
Nottingham, Southampton, Loughborough,
Leeds and Bristol but also other locations
such as Blackpool and Peterborough,
where HMOs are said to be impacting on
the local economy.

In view of the proposed new rules let us
review the broader pros and cons of
investing in HMO/multilet property at the
moment. Particularly since those who
proposed the legislation might not have
realised that this sector 8 much more
diverse than It might at first appear
Increasingly, this kind of property is not
only let to local housing allowance (LHA)
tenants or students, who might be expected
to be less than model residents. but to

professionals looking for good quality
accommodation in  good commuter
locations during the working week
Currently there are an estimated <400,000
HMOs in England alone

Firstly let us look at the advantages. Why
wouid an investor wish to operate in a
sector which is, apparently, so problematic?
There are a number of reasons. It may make
a large or particularly expensive property
easier o let. It can help to spread the risk,
minimising arrears. defaults and void
periods. It can also make more intensive use
of assets, Le. a three bedroomed property
can sometimes be let to four or five sharers.

However, it is the issue of yields which
interests most investors. Some very
impressive claims are made for HMO yields,
with figures of 10-20% or more being
suggested by many commentators. This
contrasts very favourably with yields from

| may only cover the cost of
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single property lets which, according to the
latest index from LSL Property Services,
were 4.8% on average at the end of 2009. A
survey by lettings website Spareroom
indicates that average whole property rents
in the UK have dropped significantly in the
last two years but room rents, particularly
those in university areas, have held up well in
worsening economic conditions - rising by
+5.6% since 2007 and +1.8% in 2009 alone.

There is little doubt demand for shared
accommodation has been and is likely tobe
strong over the coming years, An increasing
number of single person households.
transient and migrant workers and those on
stretched credit-crunch budgets has meant
that good quality shared accommodation is
not usually difficult to fill, Certainly, tenants
who are dependant on LHA may find
that, due to the LHA system, their benefit
shared
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accommodation in some areas. One survey
by Lioyds TSB suggests that the number of
single person households will increase by
2min the next ten years,

And what about the disadvantages of this
kind of investment? Obvious ones are, not in
the least, the rigours of HMO licensing as
introduced by the Housing Act 2004.
Landlords operating an HMO may need a
mandatory, discretionary or selective licence
from the local authority. The Housing
Health & Safety Rating System, Energy
Performance Certificates and the LHA
system have all added considerably to set up
and running costs in recent years. Layouts
and facilities provided must meet certain
minimum Standards, bearing in mind
that interpretations can vary from local
authority to local authority adding further
complications. The property must also
be maintained and managed to ensure
continuous compliance with these standards,
There is also more to consider than just the
property: The landlord must also be a 'fit and
proper person' to hold the licence.

Other possible cons that are often less
widely recognised are that there may also
be higher finance costs and difficulties, since

financing may come within the scope of a |

commercial mortgage. Some lenders have
also exited from this market in the last
couple of years. A special insurance policy
will be required, which is likely to be more
expensive than with a conventional let.

Although it is normally included as part of |

the rent, the landlord is also legally liable for
the property's Council Tax.

Legislation apart, a HMO will usually also
involve greater hands-on management time
and expense, with more potential for
problems to occur. [t is normally necessary
to have a nominated house manager who
must be readily contactable and available to
deal with problems at all times. As well as
the normal tasks involved in maintaining a
property stairways and passageways need
to be cleaned and maintained. Fire escapes,
extinguishers and alarms need to be
checked and maintained. Outside areas

need to be tidied and responsibility |

accepted for the disposal of refuse.
Furnishings will need to be provided and
wear and tear of these as well as the
building overall tends to be greater.

The house manager must also accept
responsibility for the overall security of the
property. Even in well managed properties

due to increased noise, rubbish, traffic and
possible anti-social behaviour. If not
handled correctly, the landlord could be
held partly responsible,

The new regulations will introduce a
further burden - the need to seek planning

permission for a new usage class when |

setting up an HMO or multilet property for
the first time. Properties which have an
established use as a HMO/multilet will be
excluded - although the term ‘established
use' has not as yet been defined. Of course,
it should be remembered that planning
permission and building regulations
consent is still required in any case when
converting or extending an existing
building. These regulations are likely to be
more complex and expensive to comply
with for HMOs even excluding the new
rules. However, what is particularly
significant about the new regulations is that
they will, perhaps, impact most of all on
landlords operating on a smaller scale with
properties let to as few as three sharers.
Those operating larger HMOs/multilets
will, for the most part, have factored in these
additional costs for some time.

‘ ‘These regulations are
likely to be more complex
and expensive to comply with
for HMOs even excluding the

new rules , ,

Next let us look at how the new rules
might affect what, in many cases, is a fine
balance between an attractive and a
not-so-attractive investment. To Some

extent this is guesswork, but it is useful to |

consider what the implications for investors
and landlords might be.

It may be that the new rules will prevent
or simply discourage further, especially
new, investors from entering the
HMO/multilet market. In that case it may

reduce the supply of this sort of |
| market is not great in Leeds but in

accommodation in some areas, pushing up
occupancy levels, rents and yields for those
already in the market who do not need to
seek planning permission. It may also
increase capital values, for those already
owning or wishing to purchase an HMO.

On the other hand it could mean that
some investors decide to avoid this sector,

complaints from neighbours are morelikely | or even divest themselves of some

than with a conventional rented property |

properties. This could be particularly the
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case at the smaller end of the market with,
for example, properties suitable for
occupation by as few as three sharers which
may have been let on one tenancy. Yields
could be reduced where the property is only
now available for single family occupation,
and capital values affected.

Some of the implications of the new rules
could be much wider than those who
proposed them  anticipated,  with
implications not just for investors and
landlords but for local residents, who they
are intended to benefit, as well. While
students, transient and migrant workers and
even professionals do bring with them a
number of problems they also bring money
and a sense of vibrancy to an area as well -
factors which often attract other tenants
and property buyers to an area too, If they
are no longer welcome, while the area will
no doubt become quieter, the impact on the
local economy could be significant. That
could have implications not only for
HMO/multilet investors but for other
investors and owner occupiers too,

Lastly it needs to be remembered that this
legislation is designed to be used in areas
having a high concentration of shared
accommodation. But the Rugg Review found
that just 59 council wards (0.7%) out of 8,000
had more than 10% of houses occupied by
students. Areas where the concentration of
HMO/multilets is low or moderate might be
scarcely affected at all. Some existing and
would-be HMO/multilet investors might
seek to invest in these areas instead.

Steve Bolton is a founding partner of
Platinum Property Partners, a leading
provider of high quality, low cost shared
accommodation, with HMO properties
owned in more than 52 towns and citiesby a
network of franchise partners, He offers us
his opinion on this market at the moment.

He says: "The HMO/multilet market right
now is segmented into a number of areas:
Student HMOs, bedsits/scummy bottom
end HMO properties, professional let
HMOs etc. However, we tend to avoid
generalisations. For example, the student

Southampton it is strong.

“Professional letting, which is what we
specialise in, is a very strong sector almost
all over the UK, Cardiff being a noticeable
exception. However, rents on professionally
let HMOs dropped in 2008-09 due to
developers and investors flooding the
market with one and two bed flats which
caused a downward pressure on rents. »
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Gross Yields from 12% to /28% are being achieved!

HMO Planning Law Change Presents Investors with
a Fantastic Opportunity to Profit from Property

It is not often that property investors have cause to celebrate when new legislation is announced. In
what many believe to be an already over-regulated industry, it is refreshing to see legislation that
presents sophisticated investors with a unique opportunity to make significant profits in the HMO
sector.

Find out more about PPP’s Best in Class Property Investing Strategies by requesting a FREE place on
our Discovery Day, which includes a 'behind the scenes’ tour of properties in a
PPP HMO portfolio. Places are limited and subject to qualification. PLATINUM

PROPERTY
Call 0845 293 2877 quoting PIN02/10 for your FREE copy of PPP’s | | ASTNEF?S
Property Investing Guide. www.platinumpropertypartners.net
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Site at: -
e . Calver Avenue, North
Tenant Eviction Wingfield, Chesterfield.

Guide Price:

£300,000 - This is ane of 51
Former Tenant Tracing £350,000. s

commercial lots being
offered for sale by

Rent Arrears Collection

Fixed Fees from £39.00 ot a—
- < - u Outline Planning Consent “*uite, SUFC, Bramall
Nationwide Service granted for seventeen Lane, Shefficld

houses 7 :
To receive the on-line

m Established residential i . e
i i i area 1o the south of catalogue each mon
Free, No Obligation Advice Ao e o et banons

m Dxisting access road for further details

08707 66 22 88

info@landlordassist.co.uk

Mark fenkinson & son |
!
CHARTERED SURVEYORS, VALUERS AND AUCTIONLERS
B Norfolh Wow, off Fargate, Shellield $) 2PA 0114 278 0151
’

iy wiww markpeakinson.co.uk (\,)nl(.s







