1.  Introduction

During the last decade, involvement in the ‘Buy-to-Let’ market has grown significantly. This is an area of business, in which property is purchased purely for investment purposes.  Whilst it is an area that has traditionally been the domain of property investors, a whole new group of people have now become involved.  Some are reported to have invested in this market as a consequence of, and as an alternative to, unreliable pension plans.  Others simply switched to retreat from a downward trend in the stock market (Cave 2005).  According to the Chairman of the National Landlords Association (NLA), an organisation that protects and promotes the interests of private, residential sector landlords, there are some 700,000 individuals in the UK who now own residential property that they let (Salusbury 2005a).  This study will evaluate the opportunities and threats that arise for those individuals who, for whatever reason, have become involved in this business sector.  An assessment will be made of the resources and managerial skills required to build and maintain a ‘Buy-to-Let’ property portfolio.  

According to Thompson (2001), it is the achievement of sustainable competitive advantage that is crucial to the long-term success of any business.  Thompson argues that, by developing a strategy that allows the business to excel in areas that the competition will find difficult to replicate, competitive advantage can be maintained.  This research will therefore seek to analyse if and how landlords achieve and maintain competitive advantage.

Efforts will be made to establish, not only methods of profit generation, but also ways to achieve growth and the creation of sound property portfolios.  Attempts will be made to see if any particular segments of the market offer increased opportunity for growth and profit, and to assess whether this aim is reflected in the strategies of those involved.

Daley (2005) asserts that ‘Buy-to-Let’ should not be considered an investment so much as a business, pointing out that many individuals have invested in the property market with a strategy geared towards seeking quick profits.  He warns against this approach, arguing that it is more prudent to consider property investments as long-term commitments. These conflicting strategies will also be evaluated.  

There are various tools, models and academic theories that may be adapted to analyse the position of any Strategic Business Unit (SBU).  A SWOT analysis is used to summarise the key issues that affect the business environment and the strategic capability of a particular business.  This can be achieved by determining the strengths, weaknesses, opportunities and threats surrounding that business.  Here the author will utilise the SWOT framework in order to evaluate the data collated and to help determine the issues likely to impact on the development of a ‘Buy-to-Let’ investor’s strategy.

The aim of this research is to compare various property investment market segments, looking for opportunities within the Private Rented Sector (PRS).  Also, to explore strategies for risk minimisation, profit, growth and sustainability of competitive advantage.

In order to achieve this aim, these four key objectives have been identified:

· To investigate strategies that can be employed to build and maintain a property investment portfolio.

· To evaluate the strengths, weaknesses, opportunities and threats in the various ‘Buy-to-Let’ market segments.

· To evaluate the skills required to succeed in the business of private residential investment.

· To analyse different strategies that could be employed for achievement and sustainability of competitive advantage.

A literature review will be undertaken to establish current knowledge and understanding of the subject. In order to then achieve these objectives, this secondary data will be analysed in light of some detailed primary research.  The primary research will be undertaken with the aim of revealing how those involved in this business actually view and deal with the issues highlighted.  It will be necessary to primarily seek the views of landlords, however, as this investment process involves a variety of other professionals, their views will also be sought. Those persons most closely involved with this type of business include financiers, Government officers, accommodation officers and letting agents.  Representatives from these four professions will therefore also be interviewed, in addition to landlords, in order to add to the depth of understanding.  By taking account of this wider variety of perspectives, the author should then be well placed to evaluate the data and draw some meaningful conclusions.  

The original intention was to call upon a small circle of people, known to the author, who could contribute to the study.  However, when undertaking the literature review, it quickly became apparent that there were many individuals and companies, with expertise in the chosen study areas, who could readily be approached for an interview. 

One significant contact found was the NLA.  The wealth of experience readily available within this organisation resulted in the author subscribing to become a member.  This lead to involvement in landlord forum meetings held in Cardiff County Hall.  Also, by sheer chance and good fortune, a Landlords open day had been organised by Cardiff City Council during the research time frame. With speakers such as Judith Woodman (Deputy Leader of Cardiff Council), Edwina Hart (Welsh Assembly Member), together with seminars and the opportunity to meet key players in the industry, attendance at this event opened up a whole host of leads for the research to be undertaken.  In fact, with over 500 landlords and associated professionals involved in the event, this proved to be a welcome opportunity to meet with persons who would later play a part in the primary research survey.

It is recognised that, although some of the basic business principles may hold true in any part of the UK, there are bound to be some regional variations.  Swansea is the author’s home, place of study and area of interest.  It has been decided, therefore, to base the study on this geographical location.

Following on from the literature review, the author will discuss some of the possible research methodologies considered and explain how a choice was made.  The preferred option was to conduct a survey by way of telephone interviews.  The ‘results and analysis’ section therefore, is used to synthesise the data collated from that survey.  That primary data will then be analysed in light of the literature review in order to try and draw some broad theoretical conclusions.  

2.  
Literature Review

2.1
Recent History of the Private Rented Sector (PRS)

Following the Second World War, there was a gradual decline in the number of households accommodated in the PRS.  The Rent Act of 1965 made a vital distinction between furnished and unfurnished accommodation.  Maclennan (1978) described how the tenant of an unfurnished property had security of tenure as well as a controlled rent, overseen by rent officers.  Tenants of furnished properties, however, were subject to market-determined rents and were only entitled to a limited security of tenure.  The 1974 Rent Act made relatively few changes to the unfurnished lettings sector, but did significantly change the market framework for furnished lettings.  This furnished lettings market now came under similar controls to those of the unfurnished market.  Rent officers were able to assess ‘fair rents,’ and tenants’ security of tenure rights were extended.  Landlords, therefore, had less control over rents and reduced rights regarding the disposal of property.  Maclennan observed that, whilst the Rent Act of 1965 discouraged landlords from investing in the PRS, the 1974 Rent Act compounded this trend still further.  Gallent et al. (1998) observed that, particularly after 1979, Government housing policy in the UK tended to promote the virtues of home ownership at the expense of the various rental sectors.

However, this trend reversed in the late 1980’s when there was an upturn in the PRS market (Bramley and Pryce, 1999).  Kemp (1997), observed this decline and its reversal commenting that, during the 1980’s and 1990’s, both the Conservative and Labour Parties had expressed a desire to see this market succeed. 

It is a matter of debate as to what was the driving force behind this upturn in the PRS.  Kemp (1998) noted that it might appear that the Government’s attempt to encourage investment in this sector was successful, following on from its deregulation of rents in 1989. It was at this point that the Housing Act of 1988 allowed landlords to create assured shorthold tenancy agreement, providing tenancy periods for a minimum of six months, after which point the landlord had guaranteed right of repossession. However, Kemp noted that this theory was questionable, as the majority of tenancies prior to this legislation had been let outside of the regulatory framework anyway.  Crook et al. (1995) supported this element of doubt, based on the principle that one in ten PRS landlords became part of this supply group as a result of the ‘property slump’: during 1993-1994, these landlords had entered the lettings market unintentionally because they were either unable or unwilling to sell their property as a result of their negative equity position.

Carver and Martin (1987) noted that the student market in Manchester was not affected by this downturn in the market.  Their study revealed that the high yields produced from the student let market, actually shielded this sector from the decline seen in other areas of the PRS.  Carver and Martin established that landlords in this sector were more flexible and able to cope with changes in market conditions.  Indeed, should there be an increase in student demand for accommodation, then the PRS would quickly see investors purchasing property to fulfil this need.

In 1996 the ‘Buy-to-Let’ scheme was introduced.  According to the Association of Residential Letting Agents (ARLA) this scheme came about as a joint initiative between ARLA and several leading mortgage lenders including Birmingham Midshires, GMAC Residential Funding, NAT West Mortgage Services, Paragon Mortgages and The Mortgage Business (ARLA 2005a).  This initiative was designed to help private individuals to invest in property, without being penalised by mortgage surcharges or by having to pay commercial rates of interest.  Additionally, the ‘Buy-to-Let’ scheme would allow rental income to be taken into account by mortgage lenders when considering their lending criteria.  Previously, mortgage lenders had charged higher rates of interest than standard mortgages offered to owner-occupiers, as this type of investment was considered a commercial proposition.  Rental income had not previously been taken into account when assessing a borrower’s ability to meet mortgage payments.  ARLA present the view that lenders and housing professionals are now generally encouraging growth in the PRS, in an effort to bring it in line with other advanced economies.

Growth continued in the PRS in subsequent years. In fact, by the end of 2002, the Council of Mortgage Lenders (CML) recorded over 275 500 ‘Buy-to-Let’ mortgages being arranged in the UK (CML 2003). The rising student population had been a significant factor, with many landlords entering the market, via the ‘Buy-to-Let’ scheme, specifically to invest in this niche market (Rugg et al., 2000).

According to Market Watch (September 2004), the ‘Buy-to-Let’ mortgage market had grown six-fold over the previous five years.  Advances for ‘Buy-to-Let’ funding in 2003 totalled £19.3 billion, compared to £3.1 billion in 1999. In financial terms then, The ‘Buy-to-Let’ sector was consequently equivalent in size to just over 7 per cent of the residential mortgage market, compared to only 2.7 per cent in 1999.  In a later report from Market Watch (October 2004) good returns were said to have been achieved purely as a result of increased house prices.  Whilst rental income was reportedly weak, this had been well compensated for in the capital growth achieved.  Norwood and Graham (2005) quote figures sourced from the Office of the Deputy Prime Minister (ODPM) in relation to properties privately rented: by 2005, some 2.2 million properties now fell into this category, this may be compared to the 15.1 million owner-occupied homes.

According to ARLA (2005b), the increase in the PRS over recent years is directly related to the introduction of the Housing Act of 1988, when de-regulation of the rental market provided a legal framework beneficial to both landlords and tenants.  This increase is also credited to changing work patterns, which are said to have boosted culture change, with employees enjoying freedom to move around as employment dictates.  ARLA report that this shift in culture covers all age groups including, for example, young people waiting to buy their first home and couples awaiting employment opportunities.  As well as a growth in PRS landlord investment, so too have specialist-letting agents raised in number, helping to boost growth of the PRS still further.  

2.2
Government Policy

There has been a distinct lack of consensus on policy for the PRS.  In 1999, Government expressed the view that regulation should be geared towards problem areas within the sector, highlighting Houses in Multiple Occupation (HMOs) as an area in need of stringent regulation (DETR 1999).  Shelter, the voluntary housing sector campaign group, recommended that such regulation should be extended to the whole spectrum of the private rented sector and not just to this sub-sector (Shelter, 1999). On the other hand, Crook and Kemp (1999) concluded that the Government would need to introduce measures to enhance the image of the sector as a whole.  A code of practice would need to be in place, in order to improve management and maintenance of privately rented properties.  This would need to be directed at both private landlords and at agents acting on their behalves.  Codes would need to set out minimum standards.  

Difficulties faced by the policy makers are compounded further by the variation in landlord types.  Crook and Kemp (1996) identified that 55 per cent of landlords had less than ten lettings, and that about half of those had just one property.  This, for the policy maker, indicates an extremely problematic and diverse range of property owners.  Many of these landlords have become involved unintentionally and do not even consider themselves landlords at all – for example, those who became involved as a consequence of the negative equity trap (Bevan et al., 1995).  

Rugg and Rhodes (2003) argued that proposals surrounding regulation of the PRS would continue to attract opposition, as a result of the lack of clear understanding of the relationship between regulation and supply. The introduction of regulation by Government is usually associated with a downturn in investment in that particular sector.  The relationship between Government policy and regulation is however difficult to ascertain, particularly when one considers the growth in the PRS market during the 1990s: this was a period that saw the introduction of compulsory annual gas safety checks by a registered CORGI engineer for let properties, as well as stricter controls on the type of furnishings that could be used, in order to reduce risks associated with fire (Rugg and Rhodes 2003).

2.3
Public Perception of the Private Sector Landlord

Kemp (1987) identified landlords as a group that had suffered from stereotypical images, resulting from the folk memory of Peter Rachman.  Straw et al., (1994) supported that negative perception that private landlords were commonly portrayed as seedy characters who provided sub-standard accommodation at over-inflated rents with the sole purpose of making profit, often at the taxpayers expense, by cashing in on the Housing Benefit system. Kemp (1990) identified a number of strategies that had been used in an attempt to encourage larger investors into the sector.  However, the Rachman type image persisted, and, in a study by Bevan et al. (1995), an overwhelming majority of landlords surveyed, said that they felt that the public viewed them in a negative way.

2.4
Profile of the Private Sector Landlord

In order to establish the sort of market within which landlords compete, it is helpful to understand how and why individuals become involved in this type of business.  In 1997, Kemp and Rhodes undertook to answer this question.  Their research sampled addresses owned by PRS landlords in Scotland. Whilst the author was unable to find any similar studies having taken place in Swansea, it is still interesting to note the findings which may be reflected in other parts of the UK.  The study found that nearly half of those involved in the PRS had become so, unintentionally, as a result of their inheritance.  Of those addresses that had been purchased, three quarters of them had been bought with cash.  Only a quarter of those purchasing property were therefore gearing-up, and thus increasing the return on their investment and taking advantage of the tax-shield effects of having a mortgage.  Purchasers may not necessarily have been buying with the sole intention of letting the property out.  Some may, for example, have purchased with a view to living in the accommodation themselves or selling it on at a profit.  Many of the landlords surveyed did not consider their property as an investment from which they were likely to gain a financial return. 

McDowell (1978) recognised how landlords differ - even within the same market sector. He described two distinctly different landlord types that he called 'traditional' student market landlords and the 'entrepreneur' landlord.  The former, he said, was generally a small landlord with just one property to let (in fact, 69 per cent of student landlords were found to own just one investment property). This type of landlord had most likely been in the student rental market for a long time.  The entrepreneur type landlord was far more likely to have large portfolios of property and often operated in more than one location.  Groves et al. (2000) surveyed various locations and found than this type of landlord could be found in several cities around the UK (one of which was Cardiff).  This entrepreneurial landlord had mostly been driven by the opportunity to invest in a demand sector that had been growing in recent years.

In a study by Crook and Kemp (1996), research was undertaken into the types of investors found in the private residential market.  It was noted that this type of investment was not, like other sectors of the economy, dominated by the corporate sector.  It showed that about half of all private lettings were privately owned, although most landlords were not involved in this sector as their core business.   This was in line with previous findings by Crook et al. (1995). 

Kemp and Rhodes (1997) reported that 70 per cent of private landlords were found to be in full-time employment, and 20 per cent were retired.  Thus they were able to show that only a small proportion of private landlords utilised this type of investment as their main source of income.  Their analysis of portfolio size revealed that about a quarter of landlords owned just one letting, and about half of all landlords had less than 10 lettings.  There was, however a very wide range of portfolio sizes, with lettings ranging from 1 to 3000.  Property companies tended to hold the larger portfolios whilst private landlords were smaller investors: 90 per cent of private landlords had less than 50 properties, whilst about 60 per cent of property companies had 50 or more.

A survey was undertaken by ARLA (2005 c) to establish the profiles of PRS investors.  This research revealed that 54 per cent of all respondents had only one or two properties in their portfolio.  Only 9 per cent had more than ten properties.  The vast majority of landlords were planning to be involved for the long term, with 62 per cent stating that they intended to keep their properties for more than ten years before liquidising those assets.  Only 10 per cent intended to hold on to their properties for five years or less, and only a very small minority, just 1.5 per cent, considered holding on to their assets for less than two years.  Most residential landlords either became involved in order to achieve a combined yield from rental income and capital appreciation (47 per cent), or to create a nest egg for their long-term future (44 per cent).

2.5
Demand Groups

Heath and Kenyon (2000) showed that, whilst the vast majority of residential accommodation belonged to the owner-occupier, there was a whole host of demand groups that depended upon the PRS for their housing needs. These sub-groups included, for example, students and young single people, as well as households moving due to changes in employment circumstances.  Others demand groups, identified by Holman (2000) and Kemp and Keoghan (2001), included those suffering from relationship breakdowns and repossessions.  Rugg (1999) also showed how those groups unable to afford owner occupied status, but not considered high enough priority to have access to social housing, may also turn to the PRS.

Landlords may choose to target a particular segment of the rental market or to appeal to more than one demand group. Crook and Kemp (1996) researched landlord preference across the PRS as a whole.  They found that landlords did not generally relish the student market.  In fact, just 4 per cent stated that they preferred this sector of the market, whilst 24 per cent actually named students as their least preferred tenant category. However, those that did prefer students saw distinct advantages and adapted their arrangements specifically to accommodate this sector.

According to ARLA (2005 d), each geographical area is driven by its own special requirements and unique position in the marketplace.  For example, ARLA highlights the view that, over recent years, South Wales has been renowned for its levels of inward investment, which has had a positive impact on the PRS market.

2.6
Choice Of Property

The NLA (2004) identified a list of property types that the private investor can choose from.  This may, for example, include luxury flats and houses, family houses, small houses and flats suitable for young working couples and single people, student accommodation, bedsits or holiday accommodation. The NLA maintains that properties at the lower end of the market tend to produce a better return on the capital employed (ROCE).  However, this is usually coupled with less capital growth and is likely to incur higher management costs. Conversely, the higher priced properties tend to have lower yields, but better capital growth and lower management costs.  Location is considered to be all-important and must take close account of the target tenant sector’s likely requirements. The type of property considered suitable for the target tenant will vary according to the needs of those persons' particular circumstances.

The type of property required by the student sector is wide ranging.  According to Rugg et al. (2001), requirements are generally restricted to the need for furnished accommodation and the ability to share (to allow for student budget limits).  Whether the building is a two or three-bedroom terrace house, a maisonette, a flat, or house converted into flats, is largely insignificant to the student.  A whole range of property types will suit the student market, as long as it is in their desired location.  In fact, a study carried out in Brighton (McDowall, 1978) compared the property types used by students to those specified on the council waiting list for social housing.  Whilst the type of property used by students crossed a whole spectrum of sizes, some 80 per cent of families on the council waiting list specifically required two or three bedroom properties.  Additionally, it was noted that student requirements were minimal compared with families (who frequently required additional facilities to suit family life - such as the need to stay within school catchment areas or to have a garden.)

However, Rugg et al. (2001) also point out that students represent only one of a number of niche markets. They found that rental practices varied according to the tenant groups targeted by landlords.  That target group depended on various issues, such as demand, personal landlord preference, property location and property type.  For example, young professionals were found to prefer more expensive property types than students, so tended to be located away from the cheaper city centre areas that better suited the student market.  Well- paid professionals and international companies tended to rent properties in the more expensive areas that boasted luxury housing. Conversely, the cheaper areas dominated by low priced property were geared towards families on housing benefits.    Generally, landlords preferred to avoid renting to benefit claimants due to the delays experienced in payments being arranged.  This deterrent was overcome by some councils, who introduced schemes encouraging PRS landlords to make properties available to this sector.

According to ARLA (2005 e) property choice should ignore personal tastes and should avoid properties with potential maintenance problems or large gardens.  The additional costs incurred in such properties are, they say, unlikely to add rental value but likely to add problems for the landlord.  Careful research is also required when considering location, amenities and facilities for the target market sector.  For example, young professionals may be looking for restaurants, health clubs and sports facilities, whereas more senior tenants may require quieter surroundings and access to motorways for weekends away.  

When considering potential location demands, Cresswell (2005) points out that growth has seen a sudden and significant increase in Swansea, with many large homebuilders currently working on housing market developments.  Cresswell advises the ‘Buy-to-Let’ investor to get best value by avoiding an investment in these new developments.  He argues that by purchasing nearby older properties, the investor will still benefit from the growth and facilities in the new developments, but will be able to purchase at a lower price.

Whilst a property must be considered in light of its suitability for a particular demand type, it may not be necessary to restrict its use to any one such sector.  Indeed, by providing accommodation that is suitable to let to more than one sector, the investment becomes more flexible in its purpose. Research undertaken by Rugg et al. (2001) showed how, in St. Andrews, visitors complimented the well-established student market in the summer. This flexibility of purpose was reportedly the result of a well-established holiday market in that region, due primarily to the golfing facilities available to visitors.  Swansea has a well-established holiday market, with Gower attracting many visitors to its beautiful beaches and countryside.  This research will therefore seek to establish whether Swansea represents similar opportunities to those witnessed in St. Andrews.

2.7
Student Accommodation

Rugg et al. (2001) showed that each demand group has particular location that best suits its needs, and it is important that each target sector is catered for in geographical terms.  The most obvious example is for student accommodation to be close to the educational facility. 

Macintyre (2003) highlighted the increased importance attached to the provision of quality student housing.  Students are now seen as academic consumers shopping for the best educational package.  Additionally, according to Agron (1996), the expectation of students has increased year on year. Students have steadily become more demanding in their requirements and seek facilities such as computer points, laundries and gymnasiums.

Groves et al. (1999) showed that, in areas of high student demand, the local market could be distorted considerably.  This research highlighted how neighbourhoods could become neglected, dirty and overgrown as students failed to look after their homes.  Additionally, house prices would increase as a result of competition between landlord investors, which in turn would drive locals out of a market that becomes unaffordable.  Peacock (1999) found that other tenant groups were also adversely affected:  as properties were all targeted at the student market, this left others, usually households on low income and depending on benefits, without adequate supply for their housing needs.  Kenyon (1997) revealed how densely populated student areas could cause the erosion of stable communities.  

Research by Rugg et al. (2001) showed how some popular student accommodation areas (such as Cardiff) had become saturated by the activities of large-scale investors.  In areas of over supply, there is less competition between tenant groups, and whilst student lets are usually the preferred option for landlords, they may not rely on that market in these conditions.  Where demand is low therefore, it is commonplace to find families on low incomes renting in streets alongside students. However, high yields and flexibility seen in the student landlord sector has lead to the survival of this segment of the market when others have declined (Carver and Martin 1987).  

Rugg et al. (2001) also noted that, in areas of expensive housing and high rental demand, such as Islington and Kingston-upon-Thames, the reverse was actually true.  Landlords in these areas were easily able to rent out to young professionals, at higher rents, and these were their preferred tenants.  As a consequence, students were disadvantaged and often moved to outlying areas with good transport links to their Higher Education Institutions (HEIs). 

Hughs (1995) warned landlords, investing in the student sector, to be aware of the threat posed by universities aligning themselves with large-scale private developers. In this situation, private developers can benefit from a guaranteed market whilst universities become able to fund new student accommodation by refinancing existing property. This threat to the private residential landlord should not be under-estimated: according to Unite (2001) one company alone houses 16,000 students in 15 different British cities.

Despite these cautionary words, Toynbee and Walker (2001) assert that the demand for student accommodation is likely to increase, following a Government commitment to increase the number of school leavers that go on to some form of tertiary education to 50 per cent.

The University of Wales, Swansea, has recognised a need to expand in order to cater for its increasing numbers of staff and students (Davies 2005).  Two options for redeveloping around the existing site were being considered, alongside a third option to relocate the whole campus to a site in Llanelli.  This third option has since been excluded, with discussions now concentrating on development around the edge of the existing campus (Evans 2006).  

2.8
Management Requirements  

Rugg et al. (2001) undertook research into the management of PRS accommodation.  They found that, whilst management of the property may be undertaken either by the landlord or by an agent acting on the landlord's behalf, in either scenario, the management required considerable commitment.  This applies both in the short-term (to maintain the contract agreed between landlord and tenant), and in the long-term (to ensure the property retains its value and potential for capital growth).  Management of property maintenance and repair is directly linked to a reduction in void periods - which is key to maximising yields. Landlords (or agents acting on their behalf) will adapt their management style according to the type of property, the tenant and the nature of the market.  For example, the student market landlord may tailor the tenancy agreement to suit student demand - taking account of the fact that students may be away during the summer months, thus creating 9 or 10-month tenancy agreements to suit this market. 

2.9
The Use Of An Agent 

Whether or not to utilise the services of an agent is a decision for the investor landlord and will depend upon a variety of considerations.   

Kemp and Rhodes (1997) researched which types of landlords used an agent and why.  The advantage of utilising such a service included factors such as advertising vacancies, selecting tenants, arranging tenancies, rent negotiation, collecting rents and arrears, dealing with maintenance and repairs, and dealing with complaints.  Perhaps unsurprisingly, it was found that properties that were part of a large portfolio were more likely to be run by an agency than those belonging to the smaller investor.  

According to ARLA (2005 a) utilisation of the services of an ARLA member agent creates more confidence on the part of the lender.  So, if an ARLA member is involved in the property selection procedure, lenders are more likely to accept that a suitable property has been selected and that the purchase has accounted for local requirements and will provide a reasonably secure investment.   Bevan et al. (1995) however, held the view that it was not often possible to tell in advance whether or not tenants would pay the rent on time or keep the property in a good state of repair.   ARLA (2000a) again maintain that the involvement of an agent brings benefits, as a number of checks into the potential tenant’s record are carried out.  They say therefore, that tenant selection is considered to carry less risk, associated with poor tenant rent arrears and maintenance of the property, if selection involves the services of an ARLA member agent.  All of these benefits, they claim, enhance the credit worthiness of the investor.

2.10  Legislation

A survey was undertaken by the NLA (October/ November 2005) to seek the views of landlords in relation to the management of their lettings.  Government regulation was recorded as the greatest point of concern for 73 per cent of those surveyed.  The NLA considered this disquiet to be connected with current uncertainty about the Housing Act 2004, due to come into effect on 1st April 2006 in England, and during the summer of 2006 in Wales.  As announced by the Office of the Deputy Prime Minister (ODPM 2005), this legislation includes provisions to ensure that HMOs (those properties that have 5 or more tenants or 3 or more storeys) will need to be licenced by local authorities.  Additionally, local authorities will have some discretion to decide what is considered dangerous in any properties rented out to tenants.  Safety standards may therefore require modifications to be made to properties that had previously been considered acceptable. Rental deposits will either have to be placed in an authorised tenancy deposit scheme or be secured against a nominated insurance company.

According to the ODPM (2005) the introduction of this legislation is intended to create a healthy PRS as well as to protect the vulnerable.  However, it is seen by some as a step too far in favour of the tenant.  Chairman of the NLA (Salusbury 2005b) expressed the organisation’s concerns in a letter to The Times.  He pointed out that there were already in place, some 50 separate Acts of Parliament, giving rise to 70 regulatory instruments that affected lettings in the PRS of the UK.  He maintained that the Housing Act of 2004 would be hugely bureaucratic, unfair and excessively costly:

‘Thousands of landlords will have to apply for licences to continue operating.  We do not think that the long-term effects of this Act will achieve the Government’s aims of a healthy private-rented sector and helping the vulnerable.’

(Salusbury 2005b, P1).
Meanwhile however, there are already controls in place to give protection to both landlord and tenant: The Furniture and Furnishings (Fire Safety) Regulations 1988 places a responsibility on landlords to ensure that certain types of furniture or furnishings, such as beds and sofas, comply with fire safety regulations (DTI 2005).  One of the most significant of landlord duties relates to gas safety:  Under the Gas Safety (Installation and Use) Regulations 1998, landlords must ensure that gas appliances, fittings and flues provided for their tenants’ use are safe; this includes a requirement to have any installations checked each year by an inspector from the Confederation for the Registration of Gas Installers (CORGI 2005).  In January 2005 more stringent regulations came into force concerning electrical installations:  Building Regulation Part P, now dictates that almost all domestic electrical work must be carried out by a Government approved electrician (NICEIC 2005). 

2.11
Financial Structure of Property Investments

According to ARLA (2005 a), arrangements for ‘Buy-to-Let’ mortgages are very similar to standard mortgages for owner occupation.  There are the usual status checks, and loans can be arranged for terms of between five and forty-five years and for up to 85 per cent of the value of the property.  ‘Buy-to-Let’ mortgages vary significantly in design:  some are geared to the purchase of one property; others may be suited to the creation of a portfolio of about five properties.  Loans of £15,000 to £1,000,000 per investor are available.   The ‘Buy-to-Let’ initiative has allowed for rents achievable from an investment property to be taken into account by the lender.  ARLA state that gross rents need to be between 125 per cent and 150 per cent of the monthly mortgage payments, in order to receive the support of lenders.  

According to ARLA (2005 f), some lenders expect a number of investor landlords to consider significant gearing when building up a mini property portfolio.  This is in line with the assertions of Kemp and Rhodes (1997) who found that about a quarter of all PRS landlords geared up their investments.  ARLA also state that lenders achieve confidence in landlords who utilise insurances in their investments.  These may be in the form of rental guarantees and legal expenses cover.  Repayments of loans are flexible and may include capital and interest, interest only, endowment and pension or PEP linked, or a mix of them all.  ‘Buy-to-Let’ mortgages are usually arranged with the condition that tenancy agreements are drawn up as assured shorthold tenancies.  Additionally, most lenders will look at each application on a case- by- case basis.  

Norwood and Graham (2005) highlighted the findings of independent broker Charcol.  Charcol’s figures showed that 50 per cent of landlords with mortgages in the UK ‘Buy-to-Let’ sector relied on interest-only mortgages to fund their investments.  For these landlords, profit is adversely affected by any rise in interest rates (unless a fixed rate has been agreed in advance of any such rise).   This predicament is also highlighted by Market Watch (October 2004) where it is reported that there is growing doubt over the likelihood of future profits arising from both yields (as a result of rising base rates) and capital growth (due to uncertainty over future house prices).  This article highlights a Royal Institution of Chartered Surveyors (RICS) report, which states that the effect has been to deter new landlords from entering the ‘Buy-to-Let’ market, and for existing landlords to consider selling up.

Stern (2005), states that landlords frequently build up property portfolios by re-mortgaging rather than selling existing properties.  This allows access to profits made on increases in property values, without the need to pay Capital Gains Tax (CGT) at this point in time (although the liability remains).  This type of financial structure allows the landlord to continue receiving rental income from the original property, which may be used to pay off interest on that mortgage, whilst freeing up finance to purchase a new property.  The new property should again create rental income and capital growth. Interest payments on each property now create a tax shield, which is the most significant expense allowable against tax.  In fact, so useful is this tax shield, that some investors choose to increase ‘Buy-to-Let’ mortgages in order to free up funds to pay off a home mortgage (which would not benefit from any such tax relief). The amount of interest payments allowable, however, cannot exceed the original cost of the property. Stern does point out the inherent danger when increasing the mortgage on any investment for this purpose: 

‘Capital gains calculations do not take into account the value of the mortgage on the property.  So, if you have borrowed heavily against the value of a property, when you sell it you may only realise a small amount 

of cash.  Meanwhile, if your property has appreciated considerably, the amount of CGT you have to pay may greatly exceed your proceeds from the sale.’

(Stern 2005, P. 13)

Stern goes on to warn that selling other properties, to cover this loss and pay the resultant tax bill, could make the problem worse if those properties are similarly financed.  However, he also points out that prudent use of re-mortgaging can be a very useful tool in portfolio growth.  

2.12
Expected yields
Yield is calculated by comparing the annual gross rent received as a percentage of the cost of purchasing the property.  Clearly property prices vary according to type, as does rent received.  Each investment will therefore carry its own unique yield.

According to ARLA (2005 h) properties at the higher end of the value scale tend to have lower yields, although capital appreciation can be greater.  

Research undertaken by Paragon Mortgages (December 2005) concluded that terraced properties generate the highest yields, with a national average of 6.9 per cent.  This is followed by semi-detached properties at 6.7 per cent, detached properties at 6.1 per cent and flats at 5.7 per cent. This research also revealed an average overall return for the whole of England and Wales.  This figure takes account of capital appreciation as well as rent on property purchased.  For the 12 months to December 2005, this was recorded as 7.58 per cent.  During this period, average rental incomes were recorded as £9,954, average rental yields were 6.44 per cent, and average landlord property values were found to be £154,568.  In Wales, during the 12-month survey period, the average private residential investment property value was found to have risen from £120,368 to £136,384.  This represented an increase of £16,016 from the beginning of the period.  Average rental income was £8,335, giving a total gross return of £24, 351, which represents a return on initial investment of some 20.23 per cent.  Compared to the national average of 7.58 per cent, landlords in Wales therefore had a successful 12 months, beaten only by the North West region (24.26 per cent) and the North region (31.03 per cent). The knock on effect of this 13.31 per cent increase in average property value did show a 7.4 per cent decrease in rental yield, which now stood at 6.41 per cent.  This was because, despite an increase of 4.92 per cent in rental income – bringing rental income up to an average £8,745 - this increase had not kept pace with that of property values.

Research undertaken by McDowell (1978) noted that there were clear economic yield advantages to be achieved by letting to the student sector.  This was due to the fact that students would be willing to share facilities and thus have more persons living in a property than if the tenants formed a single household.  Collectively the students would pay more rent and increase the properties’ yield.  McDowell pointed out that this comes at a price, as students are less likely to care for the house or garden, and create more work for their landlords.  Most landlords however, are willing to tolerate this disadvantage in return for higher rental income.  Additionally, there is the benefit that students create a steady demand, rarely present landlords with repossession problems (due to the nature of their temporary accommodation requirements), and have the support of their HEIs - where advertising is undertaken and problems relating to individual students can be resolved.  

As reported by the NLA (October/ November 2005) the cost of student accommodation has risen considerably in recent years.  This claim is based on research undertaken by the National Union of Students.  The average rent paid for student accommodation was found to be £69 per week.  This average, however, varied significantly across the UK:  the highest prices of £79 being paid in London, whilst the University of Teeside had the lowest rents at £32.90. In Swansea, the University of Wales accommodation office quotes average rents to be £43.80 (University of Wales, Swansea 2006).

2.13
Void periods

In a survey undertaken by the NLA (October/ November 2005) it was clear that landlords considered void periods to be a prime concern in the running of their businesses.  Profits are adversely affected during these periods of no rental income, and landlords wanted to minimise them whenever possible.

According to ARLA (2005 g), potential returns are heavily dependent on the amount and length of void periods. The problem of long void periods can be caused by various factors including rent levels being pitched too high, standard of furnishings too low, or properties being selected in the wrong location for the particular demand group required.  Demand, according to ARLA, is generally strong for the right type of property, which is in the right place for the targeted sector of the market. 

According to ARLA (2005 c), the average void period for private rental sector properties, throughout the UK, is 27 days.  This conclusion was reached following research of landlords visiting the ARLA website.  The average length of a tenants’ continuous stay in the same property was found to be 16.9 months.  In a previous study (ARLA 2004 b), ARLA members quoted similar average void periods.  The overall average void rate coming out at 29 days per year.  

In a study of its members (ARLA 2004 b), it was established that 49 per cent of letting agents believed that there were now more rented residential properties available than there were tenants to fill them.  However, twenty six per cent believed that supply and demand was in balance and twenty four per cent suggested that there were more tenants in the marketplace than properties available for them.  Overall, figures suggested that there were more properties available than there were tenants to fill them. 

2.14
Taxation Issues

Income tax is charged on the rental profits a landlord makes, less allowable expenses. According to Nuttall (2005), these expenses would include revenue costs, such as regular maintenance, and costs likely to be repeated each time a new tenant moves in.  Capital costs such as the one off expenses connected with buying or improving a property cannot be offset against tax.  However, if the property is mortgaged, then the interest payments on the mortgage or other loans can be deducted against tax.  Costs for arranging loan finance are also tax deductible, although repayment of the capital or any redemption penalties are not.  Income tax is then calculated based on the investors total income, which will include, as well as rental profits, salary or income from other investments.  Should a loss be made on property investment in one tax year, this may be offset against other UK rental profits, or it may be carried forward to be offset against future UK rental profits.  

CGT is charged on profits made when the asset is sold, gifted or otherwise disposed of.  This tax is calculated on the difference between the purchase price and the selling price, less certain deductible allowances.  This difference is then subject to indexation allowance if the property was purchased before April 1998, and Taper Relief thereafter.  Both of these allowances were designed to compensate owners for the general trend of inflationary price increases.  Additionally, an annual personal allowance (currently £8,800.00) is also available.  This allowance could be doubled if the property was in joint names with a spouse.

Nuttall (2005) advises that some landlords manage their investment by the setting up of a company.  Whether this is likely to create benefit, is dependent upon each individual investor’s personal circumstances.  The main advantage is the lower tax rate payable on rental income, which currently stands at 19 per cent.  Shareholders can then draw dividends with no further tax to pay if they are basic-rate taxpayers.  However, there are also potential disadvantages associated with CGT and with the amount of administration involved, which has the effect of creating higher professional fees. 

2.15
Conclusion to the Literature Review

Private Residential investment, unlike other sectors of the economy, is not dominated by the corporate sector.  However, whilst private landlords play a major role in this field, many do not consider their property as an investment from which they are likely to gain a financial return.  In fact, a large proportion of these private landlords have entered this market unintentionally. That said, there is evidence of a growing niche student market, and this is a sector that has particularly attracted investment from the private sector landlord.

Private landlords do not generally let their property as a full-time occupation or consider this their core business. So, in a majority of cases, they are only involved in this business as an aside to their main income source.  Unlike their corporate counterparts then, they will not benefit from economies of scale.  This may however be achieved by utilising the services of an agent, although this frequently is not undertaken by the smaller private landlord.  

It has been established that not all private landlords are not in the market for investment purposes.  Many do not expect to receive a profit from their activities, hoping only to cover their costs of maintaining the property.   With the rapid growth seen in the ‘Buy-to-Let’ sector, and the increasing diversity in landlord type, it will be interesting to see if there is a change to the negative, stereotypical view of the landlord, that has tended to linger for so long. 

During this literature review it became apparent that there was a distinct lack of academic journals specifically catering for the ‘Buy-to-Let’ sector.  This could be due to the relatively new area of business that this sector now represents.  The author has therefore had to rely quite heavily on trade magazines dedicated to this topic. 

Also, it was noted that the review of current literature did not reveal much about the holiday let sector.  This is an area that will therefore be the subject of some primary research for the purposes of this study.

3.  Methodology

This study is based on an analysis of Private Residential Investment, with particular reference to the ‘Buy-to-Let’ sector in Swansea. 

3.1
Aims of Research

The aim of this research is to compare various property investment market segments, looking for opportunities within the PRS.  Also, to explore strategies for risk minimisation, profit, growth and sustainability of competitive advantage.

3.2 
Objectives of Research

The key objectives are:

1. To investigate strategies that can be employed to build and maintain a property investment portfolio.

2. To evaluate the strengths, weaknesses, opportunities and threats in the 

various ‘Buy-to-Let’ market segments.

3. To evaluate the skills required to succeed in the business of private residential investment.

4. To analyse different strategies that could be employed for achievement and sustainability of competitive advantage.

3.3
The Chosen Research Methods
A phenomenological paradigm was chosen as the most appropriate approach for use in this research.  This type of paradigm contrasts from the positivistic approach - the two of which may be considered as opposite extremes.  In fact, however, rather than being completely separate entities, Collis and Hussey (2003) described how the two contrasting paradigms can be considered as sitting at either end of a whole range of approaches.  This range of approaches may be referred to as a continuum.  As you move along the continuum, away from the features and assumptions of one paradigm, so the features and assumptions of the other paradigm gradually come into play.

The phenomenological type of approach, chosen for this proposal, has a number of identifiable features:  this type of research is undertaken ‘in the field’, rather than in, for example, a controlled experimental environment. The samples analysed are small in number: this is because the research is less about statistical analysis of large amounts of data, and more to do with qualitative information. This allows for theories that are constructed from the analysis to be rich and subjective. Because the data is open to subjective interpretation, rather than a mathematical type of evaluation, the consequential outcomes may be considered low in reliability but high in validity (Collis and Hussey, 2003).

This study is intended to create the opportunity for a clear understanding of how investors in the property market behave.  What are their reasons for the strategies they adopt?  What skills do they believe are required to enable them to achieve and sustain competitive advantage? In order to answer these questions, there will need to be a subjective human interpretation of the data collated. Rather than using the scientific and objective approach of the positivistic paradigm then, this phenomenological approach will give the freedom required for the author to evaluate survey responses and achieve an understanding of why those persons involved in this type of business behave in the way that they do.

It is recognised that the chosen method of research cannot produce an outcome that boasts the reliability of a scientifically measured study. However, in the context of this study, the richness of the data is considered to be valuable for the purpose of drawing meaningful conclusions. 

3.4
The Chosen Sampling Framework

The sample selected would ideally be from persons already involved in or connected to the property investment business in Swansea. This would predominantly be made up of persons with their own investment property, or portfolio of properties, in that area. However, it was recognised that it would be difficult to identify an adequate number of participants in such a small geographical location.  Also, by doing so, it would mean losing the opportunity to learn from those persons who operated outside of that area, albeit in the same type of business.  Some potential interviewees had been identified during the early part of the research process. These included landlords who were members of the NLA. However, it was clear that these persons may not necessarily reflect the landlord community as a whole – after all, they had all volunteered to subscribe to a professional organisation, so may therefore share some traits that were not found within circles of more independent landlords.  Effort would therefore need to be made to identify landlords in a more random way, in order to benefit from a more realistic cross section of landlord type.  This would hopefully lead to more validity when researching how and why landlords behave in the ways that they do.

Additionally, it was hoped that a snow balling technique would allow further interviewees to be found by reference from the initial interviews. This approach would prevent the danger of bias being introduced by the author ‘selecting’ participants. 

There were elements of this proposal that would require research into the views of people involved in the business who were not necessarily investors themselves. This would include, for example, letting agents, accommodation officers, Government officers and financial advisors. Interviews were to be conducted with experts in this field, either based in or servicing the South Wales area. It was anticipated that these persons would be identified by the landlord interviewees, or that their involvement may become apparent during the research process.

Whilst face-to-face interviews had been considered as an option, it soon became apparent that it would be more practical to conduct these interviews by telephone. It was hoped that at least 20-30 interviews could be secured, and this would prove particularly time-consuming and expensive if a large proportion of them were carried out in person.  Also, telephone based interviews could be invaluable in situations where information may otherwise be missed – if for example geography, office procedures or other commitments prevented such a one-to-one meeting from taking place.

A pilot survey was planned in order to test the format of the questioning technique proposed.  Two interviewees were identified for this role – they were persons known to the author who had an interest in the topic, but who would not be participating in the actual research study.  The pilot survey did lead to a revision of the order in which topics would be discussed, and to the addition of a final topic heading ‘ideas’, in order that any topics raised by the interviewee unexpectedly could be recorded here.

The survey was completed by undertaking 33 telephone interviews:  interviewee profiles of each category are listed in Appendix I.

3.5
The Chosen Research Techniques

Having decided to take a phenomenological approach, it follows that primary data would need to be collected by survey. This survey would need to be concentrated on a small but suitably representative group of people. The author’s preferred method of data collection was to conduct one to one interviews, either by telephone, or face to face.  This was considered the most effective way to establish a rapport with the interviewee. By having this opportunity to build an atmosphere of trust, it was considered most likely that the interviewee would offer rich and valuable information. Additionally, it was felt that this atmosphere would lend itself well to the open style of questioning technique thought to be most appropriate when exploring the detailed thoughts of interviewees. Questions were to be based on topic areas that could be expanded upon, rather than a list of prepared points that had to be covered. Topics would include areas such as:  reasons for being involved in this type of business, how portfolios have been built in the past and how competitive advantage may be achieved and sustained.  Indeed, following on from the open questions, there would need to be an opportunity to explore areas that the author was not necessarily expecting. For example, when asking questions about strategies to gain competitive advantage, the interviewee may have ideas and thoughts that had not previously been considered by the author.  

This point does also raise a confidentiality dilemma. Firstly, any information sought could be considered by the interviewee as a ‘trade secret’ that they would not necessarily wish to share. Alternatively, it could represent some aspect of their business that they would not wish to become common knowledge.  Both of these factors further evidence the benefits of the one-to-one interview technique proposed, as there is an opportunity to build in that element of trust required in an attempt to overcome such problems. 

It is also possible that ethical dilemmas could arise, for example, if an interview revealed some illegal or unethical business practice. In order to overcome this problem, there would be a policy not to pursue any such discussion. 

When conducting an in depth, open question type of interview, recording the outcomes may be problematic. It was decided, therefore, that the taking of brief notes would be the method adopted (to be agreed with the interviewees individually.) This technique would aid the flow of discussions and assist in the capture of rich data. Immediately upon completion of interviews, the notes would need to be reviewed and recorded whilst discussions were still fresh in the interviewer’s mind.  This would certainly be done before talking to anyone else, in order that an accurate reflection of the discussion could be recorded for later analysis.

Interviews would be undertaken at a time and place to suit the individual interviewees.  It was anticipated that most interviews would be conducted by telephone, with appointments being agreed in advance, in order that the interviewee was comfortable, relaxed and ready to discuss the topics required. 

It was planned therefore, that interviewees would receive a letter in advance, outlining the purpose of the research, detailing the topic areas to be discussed  - which differed with each category of interviewee - and requesting their assistance (see Appendix II).  However, the initial attempts to achieve this met with an unexpected response. The letter was circulated to 13 South Wales NLA member landlords requesting the opportunity to conduct an interview with them.  Even though the author was a fellow member of the NLA, the response was poor with just one interview being secured as a result of this letter.  A different tack was therefore taken.  The NLA has a national advice line that is manned by experienced landlords.  An attempt was made to interview some of those landlords instead by telephoning the NLA advice line and speaking with each of them personally.    This gave the author an opportunity to explain the purpose of the research and to give reassurances about matters such as confidentiality. This proved more successful with participants preferring to be interviewed straight away.  Six telephone interviews were secured in this way.  

A decision was then made to talk to other landlords more closely connected with the Swansea lettings market.  Contact details were gained from Swansea HEI accommodation offices, from letting agents in the area, from referrals and from contacts made when attending a Cardiff City Landlords’ Forum open day.  A similar situation occurred with these landlords, with very limited response to letters sent, but a willingness to participate in an interview following a personal phone call.  This was also found to be the case with financiers, Government officers, accommodation officers and letting agents, all of whom responded positively and with interest following an unannounced phone call, rather than when pre-warned by letter – as originally intended.

For ease of later analysis, a template was drawn up in order that notes could be recorded using a standard structure.  As different topic areas had been used for each of the five differing interviewee types, so too was there a need for five differing templates for the notes (see Appendix III). 

As this technique was pursued and interviews conducted, notes were taken as planned and typed up immediately following each interview.  A total of 33 interviews were undertaken (see Appendix IV for one example of interview notes from each of the five interviewee categories). 

Interviews had followed a pattern to ensure that certain essential topic areas were covered.  However, to achieve maximum likelihood of capturing rich data, an informal discussion type interview, including predominantly open questions, had been used.  As a consequence, the records of interviews covered a wide range of topics in a fairly random order. So, having competed all the interviews, there was now a large amount of data available, but the current layout did not lend itself well to analysis.  There was a division of information based on the various different topic areas discussed, but these areas were not directly connected to the four objectives that this study had aimed to research. This information, therefore, was synthesised and recorded in bullet point format under each of the four objectives set.  Sub-headings that naturally emerged within those four objectives were also used when recording the data in this new format.  This method of recording enabled the author to produce a document (see results and analysis chapter) that could now be analysed in relation to each of the four objectives. 

3.6
The Research Paradigm

Robson (1993) states that, with qualitative data, unlike with quantitative data, there is no clear set of conventions for analysis that can be followed. In order to derive meaningful analysis from a survey there are, however, various accepted methods.  Collis and Hussey (2003) make reference to the main methods of analysing qualitative data. These they breakdown into quantifying and non-quantifying methods.  The data captured within this research is all about individuals’ opinions.  It is therefore regarded as rich in content, and unlikely to lend itself well to a quantitative analysis.  For this reason, a qualitative analysis is considered to be most appropriate.  There will be an element of subjectivity about this, and it is recognised that this type of approach is therefore inevitably prone to the introduction of bias.  In an attempt to minimise this weakness, efforts will be made to allow categories for analysis to emerge naturally once the data has been collected, rather than to organise categories based on any preconceived ideas on the part of the author.  

Collis and Hussey (2003) described the difference between the positivist paradigm and the phenomenological paradigm as two extremes, sitting at either end of a continuum.  It is useful to recognise where this research lies in that continuum in order to fully appreciate the type of results that may be achieved.  If, for example, a positivistic, scientific approach were to be taken, then the results may be considered to be highly reliable.  In this study however, the author intends to rely less on scientifically derived information, and more on subjective interpretation.  This then means that the research method sits much closer to the phenomenological (or social constructionist) end of the continuum than to the positivist extreme.  If some formality existed within the interpretation, for example if some numerical value was to be placed on the data collected, then that might pull the research method back towards the positivist end of the continuum.  However, in the author’s view, a numerical value would not be an appropriate form of measuring this type of data.  This again, therefore, sways the research firmly in the direction of a phenomenological paradigm.  In fact, if the continuum were to be considered in six parts, with part one representing a positivistic paradigm, and six representing a socially constructed paradigm, then the methodology used in this study may, in the authors view, be considered to sit at around part five on the continuum.

Easterby-Smith et al. (2002) took this positioning a step further.  They did so by producing a matrix.  Positivist and social constructionist would sit at either end of one axis, as described above.  But by then considering whether the analysis is to be undertaken from a position of involvement or detachment that too may be plotted on a continuum between two extremes.  Whilst again this point will always be open to interpretation, it does help create understanding of where the chosen paradigm might lie between the various extremes.  With this information then, the measure of reliability and validity credited to the analysis is more easily assessed.  The author has made every effort to remain detached and impartial during the research process.  However, as the research is being undertaken with some prior knowledge of the topic areas, it is not possible to claim complete detachment and impartiality.  For that reason, positioning would fall on the involvement side of the matrix.  Additionally however, the author did actually become a member of a professional body (the NLA) in order to gain access to valuable data.  As a consequence, interviews were carried out with landlords and professionals associated with this organisation.  This, then, pushes the study firmly into the ‘involved’ category.  Again, if this continuum was to represent a scale of one to six, with one at the detached end of the spectrum and six at the involved end, then, in the author’s view, this research would lie at about point five on that scale.  This involvement could arguably skew the results and so, for that reason, plans were made to attempt to overcome this weakness. The interviews were therefore arranged around what was considered to be a suitably representative sample of people from a variety of backgrounds, making sure that a reasonable proportion of them were not selected due to an association with the NLA.

An illustration of this matrix is given below, showing where, in the author’s view, the research paradigm for this study lies.

Detached

	
	 

	Positivist
	Social   Constructionist

             X


Involved

Matrix designed by Easterby-Smith et al.  (2002)

3.7
Reliability of the Research
This research was so heavily dependent upon the views, thoughts and experiences of others, that only a phenomenological approach was considered to be appropriate. Consequently, there was a risk that conclusions would lack reliability.  In an effort to overcome this, interviews were based around broad topic areas, upon which the participants would be asked to reflect on their views and experiences.  These topic areas were tested using a pilot study, in order to minimise the risk of pursuing irrelevant material or missing out on vital information.  

Some of the interviewees had no connection with the Swansea area.  In these cases, there could still be a valuable contribution albeit from a different geographical perspective.  Effort was made to collate data that either specifically related to Swansea or could be applied to it.  

Once analysed, if the outcomes reflected a complete contrast and contradiction in views, then indeed the reliability of this study would be questionable.  It was anticipated, however, that as interviewees would generally have learnt from their experiences, those strategies that produced success would tend to surface, whilst failed attempts would not.  If a theme of best practice was identified on several occasions, and by different individuals, then those outcomes may be considered reliable.  The primary research did in fact reveal differing viewpoints on a number of issues.  Whilst this broad cross section of opinions provided a useful representation of the choices available to investors, it also created the need for more subjectivity in the analysis, and the potential for reduced reliability in the conclusions.

3.8
Validity of the Research

This research was designed to reveal rich sources of information.  By undertaking careful analysis, meaningful outcomes, high in validity, should be produced.  There was always the risk that validity could be threatened by bias on the part of the person analysing the data.  This is particularly so in a qualitative analysis.  The author, with an awareness of this risk, has attempted to minimise its impact.  Miles and Huberman (1994) advocate that, whilst analysing data and attempting to capture the essence of an account, it is important to do so with vigilance about one’s own presuppositions.  It is this awareness that the author will strive for during in the interpretation of collected data.

3.9
Timescale for Research

A timetable was drawn up at the onset of the dissertation with the following target dates:

16th December 2005:  

Draft literature review completion.

30th January 2006:  

Completion of data collection 

                                      

and research methods chapter.

24th March 2006:  

          Draft submission of 

completed dissertation

12th May 2006:  


Final submission.

During the literature review stage, contact was established with the NLA.  Through this organisation it became apparent that a Landlord’s open day, organised by Cardiff City Council, would provide an excellent opportunity to enhance the planned primary research.  This meeting was to be held on 30 January and, as a consequence, a decision was made to extend the data collection deadline to mid February. Other planned deadlines remained the same.

4.  Results and Analysis

The aim of this study was to compare various property investment market segments, looking for opportunities within the PRS.  Also, to explore strategies for risk minimisation, profit, growth and sustainability of competitive advantage.  In order to achieve this aim, four key objectives were identified.

The following results are based on a synthesis of data collected during the survey.  As there has been a diverse range of responses, which mostly give opinions rather than the answer to a specific question, it would be difficult to illustrate these results in the form of graphs or tables.  Instead, the author has chosen to list the issues highlighted in bullet form.  The number of interviewees that raised a particular issue will also be included, in order to clarify whether the views expressed are those of an individual or more widely recognised.  The views of each of the five differing categories of interviewees have been included and collated under each of the four objectives, utilising subheadings that naturally emerged during the synthesis. Under some of these subheadings are views from all categories of interviewee, whilst others were only commented upon by a limited number of the categories.  The author has attempted to retrieve the most significant detail and attach to it an appropriate level of importance. Whilst efforts have been made to extrapolate information relevant to the four objectives, it must be accepted that there is an element of subjectivity about this exercise.

4.1  Objective 1:

To Investigate Strategies That Can Be

Employed To Build and Maintain a Property Investment Portfolio.

4.1.1

Financial Arrangements

Landlords

· Three landlords thought that the type of mortgage arrangements should depend upon individual investors’ preferences and personal circumstances.

· Five respondents considered fixing mortgage rates to be a sensible strategy to ensure peace of mind.

· Seeking and taking the cheapest available mortgage rate, rather than a fixed rate mortgage, was the best option, according to two landlords.

· One landlord advocated the use an offset mortgage on the home in order to give purchasing power and a place to deposit funds when not in use.

· Two respondents advised that, in order to maximise expediency of growth, landlords should always aim for 85% LTV, rather than providing deposits larger than required by lenders.

· One landlord suggested the strategy of building a buffer into the financial structure in order to mitigate risk.

· To grow a portfolio it is considered good practice to borrow against existing equity for further purchases.  This was an issue raised by seven landlords.

· Two respondents warned not to fixate on growth, as it was more important to take personal circumstances and preferences into consideration. 

· Two landlords stated that using equity for further purchases should only be done at a rate dependent upon the risk that the landlord was prepared to take.

· One landlord suggested that profits could be used to pay off the mortgage and thus increase future profit.

Financiers

· Two financiers advocated that investment structure should be based on personal decisions, pointing out that there are no ‘correct’ formulas.  Decisions should thus be made on a case-by-case basis.

· Two different respondents held the view that financial structure would be dependent upon the amount of risk an investor was prepared to take and how quickly a portfolio was to be built.

· One respondent advised that financial structure needed to stay within lending criteria if dependent upon a mortgage.

· One financier highlighted the fact that equity in existing property could be used to build a portfolio by re-mortgaging to access additional funds.

· One financier advised use of an offset mortgage on the landlord’s home loan.  Whilst an offset mortgage is not usually available on a ‘Buy-to-Let’ property, it is straightforward to raise this type of loan on a home, as long as the borrower earns over £25,000 and has a good credit history.  This can create an excess of available funds, which may be used for deposits.  If funds are surplus, they could then be placed back in the same account. This may effectively be considered as a cheap overdraft (although a slight premium is usually payable for this type of mortgage).

· One financier pointed out that lending criteria varies between lenders; for example, some will base lending criteria on each property, whilst others may do so on a portfolio average.  Additionally, lending limits will vary between companies.

· One respondent suggested that financial structure should include some contingency funding for unforeseen circumstances.

· One financier advised that finance was available for the purchase of holiday let properties; however, lending criteria was usually based on personal income rather than forecast rental income (as with ‘Buy-to-Let’ mortgages).

4.1.2

Property Purchase Decisions

Landlords

· Three landlords shared the view that, whilst capital growth was considered to be all-important, yield was also a significant consideration.

· Three other landlords held the view that yield was the all-important factor, with capital growth considered a bonus.

· One landlord had purchased an HMO as a going concern and, because the necessary work for certification had already been carried out, the cost was about £30, 000 over market price.  She considered it wise to purchase in this way, rather than having to spend time and money undertaking the work after purchasing a property when it was important to let it out as soon as possible to create an income stream.

Financiers

· One respondent suggested that purchasing property for the purpose of holiday lets was less common for investors.  This was said to be due to high valuation and legal fees and the usual need for a commercial mortgage.

· One financier warned that investors should avoid individuals or companies claiming to help investors build portfolios. Claims to negotiate ‘built in equity’ purchases were questionable as, if the value of a property was described as ‘the price at which a vendor and purchaser agree to exchange’, then ‘built in equity’ could simply mean that the property had been overvalued.

Letting Agents

· One agent advised against purchasing property in new build areas until they become aesthetically pleasing – usually after about 3 years.

· Another agent warned against buying in those new build areas that are heavily saturated by investors already.  Instead, he advised purchasing older properties, with more character, close to the area of heavy investment.  This would be beneficial as the property is likely to be less expensive but would still be subject to capital growth due to the proximity of the new investment.

· One respondent advocated the ‘tried and tested’ 2 or 3 bedroomed houses targeted at young professionals: that is, working individuals or couples in need of temporary accommodation due to the transient nature of their employment situation.

· One agent regarded newer properties to be beneficial, as they had a low maintenance requirement.

· One agent stated that, when making property purchase decisions, landlords should be aware that young couples would usually be able to afford rents of between £450 and £700 per month.

· One agent asserted that there would always be opportunities for landlords who bought quality accommodation in the right target areas.

· According to another agent, if yield was considered paramount, then the student market sector may be appropriate.  However, it was acknowledged that this could be a labour-intensive investment.

· One agent with some expertise in holiday lets, advised against purchasing specifically for the holiday market.  This view was based on the uncertainty over yield when compared with assured shorthold lets.  Most holiday-let properties were owned for a combination of reasons, such as a second home for the owner or an inheritance with sentimental reasons for wishing to retain it, meaning that yield was not necessarily a crucial factor.  Holiday lets could be combined with assured shorthold lets to students or professionals outside of the holiday season.  However, it was uncommon to find properties successfully let to students during the academic year and holidaymakers in the summer.  The most likely scenario was that voids would be long or, at very least, unpredictable. 

Accommodation Officers

· Three of the four accommodation officers interviewed stated that, if targeting the student market, landlords should not purchase property more that 10 minutes walk away from the HEI.

· One of those three respondents did acknowledge that, whilst students desire properties within ten minutes walk, post-graduates and staff might be prepared to look further afield.

· A hospital accommodation officer stated that it would be unwise for landlords to purchase specifically targeting hospital staff, as there is very little demand for PRS housing from this sector.  Both hospitals in Swansea already have adequate accommodation of their own to cater for those staff in need of rented property.

4.1.3

Yields

Landlords

· One landlord asserted that investors in PRS housing should be prepared for extremely low yields for the first couple of years of ownership and said that prospects generally increased thereafter.  This was supported by the example of a property perhaps yielding 4 per cent when first purchased and in need of some updating.  However, as the property is upgraded, as rents increase and voids reduce, the same property may create a yield of 5 or 6 per cent as it lets more readily and creates more rental income.

Agents

· One agent thought that a good second hand property was likely to give better yield than a new property.

· A holiday letting agent warned that investors should not purchase specifically for the holiday market sector.  This assertion was based on the view that yields are very unpredictable due to the high management costs involved and the inevitability of voids.

4.1.4

Capital Growth

Financiers

· One financier suggested that investors should not seek short-term profit, but should instead concentrate on covering costs in order to achieve capital growth in the longer-term.

· Another financier pointed out that growth was dependent upon each investor’s ability and aspirations. Speed of growth was said only to be stunted by lending criteria at any one time. 

Agents

· One agent advised that capital growth was likely to be better in older properties close to areas of new investment.

4.1.5

Taxation Issues

Landlords

· Nine of the seventeen landlords interviewed thought that it was important to employ a good tax consultant. 

· Two landlords felt that it was straightforward to fill in a tax return forms and preferred to do it themselves.

· Two landlords suggested that putting assets in trust for children was a sensible way to minimise CGT.

· One landlord advocated keeping meticulous records of capital expenditure, in order to offset against capital gains when selling.

· One landlord highlighted the advantage of owning property jointly with a partner to utilise both annual exemption allowances when selling.

· Four landlords recommended keeping all receipts and records meticulously in order to claim all available allowances.

· Four landlords highlighted that maximum allowable CGT relief is usually achieved after about ten years.

· Three landlords said that decisions on when to buy and sell should be based on a holistic strategy, not just on tax minimisation.

Financiers

· One financier said that it was important to always use a good tax consultant.

· Another respondent said that strategic plans should be based on all factors, not just on the tax implications.

· One financier advised ownership of properties in joint names with a partner, in order to maximise annual allowances for the purpose of CGT.

4.1.6

Acquisition to Sale

Landlords

· Eight landlords advised that investments should be held for at least ten years in order to reap maximum benefit.

Financiers

· Advice from an accountant included an awareness that, after having held a property for ten years, taper relief would have been maximised.  However, whilst this might be a consideration, it should not be a trigger for sale as tax issues should be secondary, and decisions should depend on other more important factors.
4.2 Objective 2:

To Evaluate The Strengths, 

Weaknesses, Opportunities and Threats 

In the Various ‘Buy-to-Let’ Market Segments.

4.2.1

Strengths

Landlords

· Two landlords considered that spreading risk, by the creation of a diverse portfolio, was a strength that they had brought to their business.

· Three landlords thought that the high yields produced from student lets was a strength.

· Another three landlords said that one or two bedroomed flats let well, as long as location was correct.

· One landlord, who purchased freehold Victorian houses, saw these types of investments as a strength on the basis that they had been there for a hundred years and would be fine for another fifty.

· One landlord considered buying close to home a strength on the grounds that it was pointless building travel into the equation.

· Ten of those seventeen landlords interviewed commented that, whilst yield was minimal, the strength was in steady capital growth.

· Four landlords considered pensionable security to be a strength.

· One landlord commented that, whilst yield had varied significantly over the years, capital growth had always remained a reliable strength.

· One landlord noted that agents were very busy and thought this was an indication of a strong, healthy PRS. 

· Three respondents held the view that prospects were good for those involved in the medium to long term (one pointing out that this held true, even for those involved during the housing market downturn of the late 1980’s).

· One landlord thought that fewer landlords would be willing to become involved in the HMO sector, due to increased regulation, following the 2004 Housing Act.  This was considered a strength for those landlords who had already reached the required standard and would soon have less competition.

· One landlord stated that he had a passion for his business, which placed him in a position of strength because of the positive way he was thus able to approach all issues.

· One landlord claimed a strength of his business lay in his mortgage arrangements:  he used an offset mortgage on his home, which provided a contingency for unforeseen circumstance.

· One landlord suggested that membership of a professional association, such as the NLA, was a strength.  (Whilst this may be the case, it is worthy of note that this landlord was an NLA member, so may have been biased in this view).

Government Officers

· One local Government Officer stated that councils considered landlords as an asset, because they provided low cost accommodation.  This support could be considered a strength to investor landlords.

Financiers

· One financier stated that those landlords who had a long-term commitment to their investments had a built in strength.  This view was supported by a reflection on how, whilst yield had tended to vary over time, long-term prospects for capital growth had always been reliable - even following downturns in the housing market.

Agents

· One agent thought that landlords created a strength simply by employing an agent to act for them.  This view was based on the argument that only an agent could really be emotionally detached from the property.  (This was the view of an agent and may therefore be considered biased).

· Another respondent pointed out that agents were generally more thorough with tenant history checks and thus brought strength to the business.

· One agent thought that a particular strength lay within the professional lettings sector. This assertion was based on the view that this type of investment generally produced moderate yields, good capital growth and minimal workloads.

4.2.2

Weaknesses

Landlords

· One landlord considered the moral responsibility of having to look after the health, safety and well being of tenants to be a weakness. 

· Another landlord considered the amount of regulation associated with HMOs represented a weakness for this particular sector.

· Five respondents specifically highlighted those tenants on housing benefit as representing a potential weakness for landlords.

· Two of these five landlords considered that the weakness presented by housing benefit claimants arose due to the likelihood of financial disputes with local authorities.

· Two landlords singled out student tenants as most likely to represent a weakness.

· Another two landlords thought that holiday lets were the most likely to create a weakness in the business, primarily due to the higher running costs attached to this sector.  One of those landlords also held the view that this type of let was too labour intensive for most landlords.

· Three landlords considered that weakness was likely to arise when property was purchased in the wrong location for the target sector.

· One landlord thought that there was a weakness inherent in new student builds managed by the private sector.  This was attributed to the fact that capital growth of these types of property was an unknown quantity at this early stage of such a new initiative.

· One landlord considered yield to represent a weakness for the investor.  This theory was based on the view that yield had varied significantly over the years (whereas capital growth had always been good in the long term).

· Two respondents highlighted the Housing Act 2004 as a weakness on the grounds that it would create the need for landlords to incur additional expenditure.

Government Officers

· One Government Officer pointed out that those properties requiring a licence under the Housing Act 2004 would also be subject to a charge for that provision (cost yet to be confirmed in Swansea).

· One Government Officer stated that some landlords might see the new legislation as a weakness for them, as licensable properties would require an increased burden of responsibility for them (such as evidence of good management as well as more rigorous health, safety and maintenance provisions).

4.2.3

Opportunities

Landlords

· One respondent advised that HMO landlords should work closely with their local authorities in order to create opportunity.

· Another landlord thought that new student builds, managed by the private sector, were an initiative that could potentially create good yields.

· One landlord advocated choosing properties that have some character or individuality about them, on the basis that they rent more easily.

· Two landlords stated that, in their experience, foreign students could make extremely good tenants.

· One landlord suggested that there was the opportunity of avoiding the problems associated with licencing requirements by targeting families, young professionals and people on the move as it was possible to cater for these sectors without falling into the HMO category.

· Two respondents advised aiming for two bedroomed terraced houses or three bedroomed semi-detached houses, on the grounds that this type of property had performed well for many years.

· One landlord commented on a shortage of housing, stating that this provided opportunity, as there would be an increased reliance on the PRS.

· Two landlords viewed the student market as one that presented opportunities due to expanding student numbers.

· One landlord considered opportunity to be directly linked to correct property selection.  

· According to one landlord, with final salary pensions diminishing, the PRS offers an opportunity for pensionable security.

· Two landlords thought that the Housing Act 2004 would create opportunities for responsible landlords, who would have less competition as poor landlords left the marketplace.

· By concentrating advertising efforts in the locality of property, one landlord considered that he was increasing his opportunity to reduce voids.

· One landlord advocated utilising the services of companies who negotiate purchases on behalves of landlords.  However, this did come with a warning to be aware of deals that were not as good as they were claimed to be.

· One landlord advised that opportunity was created by finding a niche and staying with a particular market segment. By doing so, this was said to lead to some expertise in that sector, and the ability to enjoy economies of scale.

Government Officers

· One Government Officer highlighted the availability of grants for HMOs.  These were given to encourage landlords to provide accommodation that was above legal minimum requirements.

· Two Government Officers noted that Swansea City Council ran an accreditation scheme.  This was said to give landlords market advantage over their competitors.  This was particularly so with the student market sector, where accommodation offices gave accredited properties better advertising support than non-accredited properties.

· One landlord quoted the grant aid (available for fire regulation work following the service of a notice) to be a benefit that landlords can enjoy. It was noted however, that whilst this could be considered an opportunity, grants only provided partial funding and landlords might still be required to go to considerable expense.

· Another grant, highlighted by one of the respondents, was for improving security and insulation.  Again this was an opportunity to receive partial funding from the Council. 

· Two respondents commented that Central Government and the Welsh Assembly both required that local authorities must work with PRS landlords to raise standards. As landlords are therefore considered partners, this could be seen as a time of opportunity and support from regulators.  This was said to be the case across all PRS market segments.

Agents

· One agent pointed out that, by choosing a sector which fits in with strategy, opportunity for success is maximised.  For example, the student sector may be chosen if a high yield strategy is desired, or professional lets if aiming for capital growth and less management commitment.

· One agent advised targeting professionals in need of good quality, short-term lets.  This was said to be a market sector that provided opportunity for reasonable yield and capital growth without too much labour commitment.

· One agent stated that there was steady demand for PRS lets in the right location.

· One agent stated that opportunity was enhanced by employing an agent, as they have better marketing coverage than the private landlord.

· Another agent pointed out that there was an opportunity for those landlords with larger portfolios (say 3 or more) to negotiate a reduced agency management fee.

Accommodation Officers

· One respondent highlighted an opportunity as the high demand for two bedroomed properties within walking distance of the University of Wales, Swansea.

· One accommodation officer highlighted the fact that, by charging students summer rent retainers, it was possible for landlords to reduce voids.  He went on to point out that this practice was becoming increasingly commonplace.  It meant that landlords were able to produce some yield from their investment, during student holidays, without the need to turn to the holiday lettings market.  He maintained that students had grown to expect this, and that it was becoming increasingly popular amongst landlords - who were pleased to be able to maintain yields without the extra effort required to organise short-term holiday lets between academic years.

· A University of Wales, Swansea accommodation officer quoted the potential increase in student numbers as an opportunity for the PRS landlord (although the University was building some additional student accommodation of its own to cater for the increase).

4.2.4

Threats

Landlords

· Four landlords commented that student lets could create a lot of work for owners.  Additionally, increasing regulations could compound this threat still further.

· One landlord considered one and two bedroomed flats to be currently under threat, in many areas, due to over supplied markets.

· Another landlord observed that an inherent threat was the ever-changing business environment.  This meant that a strength or opportunity one year could easily change to a weakness or threat at another point in time.

· One respondent considered a permanent threat to exist, due to the uncertainty over house prices and mortgage rates that could fluctuate at any time.

· Another landlord highlighted the threat of owning an investment property that was difficult to sell when required. This should always be considered therefore when purchasing a property.

· One respondent considered apartments with lifts to represent a threat due to the high maintenance charges.

Government Officers

· A potential threat to the PRS landlord could be the need to adhere to fire regulation work following the service of a notice.  Although part funding may be provided by the council, one Government officer pointed out that there was usually still considerable expense to the landlord.

· The Housing Act of 2004 is designed to raise standards in the PRS, across the board, regardless of house type.  As the Act has not yet been implemented, there are a number of unknowns and variables yet to become apparent.  One Government officer stated that this uncertainty might be considered a threat by some.

Financiers

· According to one financier, long-term investment prospects in the PRS are as good as they have ever been.  However, this respondent pointed out that, for those investors wishing to make quick profits, there is always the threat of uncertainty about how the market will perform over a shorter period of time.

Agents

· One agent warned that HMOs and social housing represented a threat to the PRS investor, due to the potential aggravation and high landlord workload requirements.

· Another agent pointed out that the Housing Act of 2004 would represent a threat to those landlords who already had the most problematic properties, i.e. HMOs.

Accommodation Officers

· One accommodation officer advised that the University of Wales, Swansea, was planning to build approximately 200 student accommodation units.  This could be considered a threat to landlords targeting this market sector, although the new accommodation is, according to that respondent, intended for meeting the needs of increasing student numbers rather than replacing the need for PRS properties.  This respondent was unable to comment on the reports that the University was considering moving the whole campus to Llanelli.

4.3 Objective 3:

To Evaluate the Skills Required in Order to Succeed 

in the Business of Private Residential Investment.

4.3.1

Managerial Skills
Landlords

· Three landlords advised that ability to co-ordinate those involved (such as tradesmen, financial advisors, tenants and agents), was an essential requirement of any PRS investor.

· One landlord highlighted the need for good day-to-day management skills.

· Another respondent thought that it was important for landlords to be scrupulous with finances.

· One landlord noted good marketing skills as an important requirement.

· Two landlords stated that it was unwise for a landlord to try and manage too many properties whilst in full-time employment.  An investor in this situation would benefit from an agent’s assistance in maintaining business efficiency.

· Three landlords quoted efficient administration skills as an essential requirement.

· Five landlords said that investors needed to be capable of ensuring that their properties were well maintained.

4.3.2

Communication Skills

Landlords

· Two landlords stated that an ability to quickly resolve disputes was required.

· Seven landlords highlighted the need to be able to create good relationships with tenants.

· Two landlords simply quoted ‘good communication skills’ as an essential requirement.

· Another two respondents referred to the need for good negotiation skills.

· Diplomacy was a required skill according to one landlord.

· An ability and desire to build good relations with others involved in the letting process, was highlighted by one respondent.

4.3.3

Depth of Knowledge

Landlords

· Four landlords said that an understanding of legal issues was essential.

· A different four respondents said that an ability to recognise suitable properties for the target market was of crucial importance.

· One landlord talked of the need to fully understand financial structures and options available to investors. 

· One landlord thought that membership of a professional association was a distinct advantage for landlords as this provided a knowledge base support network.

4.4 Objective 4:

To Analyse Different Strategies 

That May Be Employed to 

Achieve and Sustain Competitive Advantage.

4.4.1

Investment Decisions

Landlords

· One landlord considered self-belief to play an important role.  His view was that if you believed in a strategy, you should be prepared to take the risk as, in his experience, it frequently paid off.

· Another landlord advised that it was essential to find a niche and to stick with it.  By taking this approach, he maintained that it was possible to become an expert in that field and enjoy economies of scale.

Financiers

· One financier also held the view that landlord investors should find a niche that suited them and stick with it.

· Conversely, another financier advised spreading the risk by creating a diverse portfolio.  He argued that this was safer than becoming completely dependent on one market sector and would also serve to provide a more interesting business for the investor.

4.4.2

Financial Arrangements

Landlords

· One landlord advocated the use an offset mortgage.  By raising this type of loan on his home (as this type of loan was not usually available on an investment property) a landlord could use the excess funds as a contingency for unforeseen circumstances.

· Another landlord also supported the use of an offset mortgage.  In this case however, the view was held on the grounds that it could give the investor purchasing power with flexibility (such as an ability to buy at auction).

· One landlord thought that competitive advantage could be achieved by using the services of those companies who negotiate purchases on behalf of landlords, just charging an introductory fee. This was said to give the opportunity of good purchasing deals, although there was a warning to be aware that not all such firms operated with integrity.

4.4.3

Property Purchase Decisions

Landlords

· One landlord stated that it was possible to gain advantage over competitors by ensuring that HMOs have en-suite bedrooms.

· Another respondent advised liaison with Housing Associations, regarding social housing requirements, to find market segment opportunities.

· One landlord emphasised the necessity to purchase the right property type for the target market.  By doing so more carefully than competitors, so advantage could be achieved.

· Another landlord repeated the advice about avoidance of over subscribed areas.  By doing so, it was possible to place yourself in a better position than those that had followed the crowd.

· Be sure to buy a property suitable for resale in the future.  This advice came from a landlord who was pointing out the need to remain flexible and able to readily sell or move investments about as circumstances dictate.

· One landlord highlighted the importance of careful research before purchasing, in order to ensure that any property was suitable for its intended purpose. 

· Another landlord advocated a strategy that he employed to create advantageous yields.  He had achieved this by buying houses with two reception rooms and converting one into a bedroom.

Agents

· One agent advised always purchasing properties that have good parking and easy access.

· The same agent also advised that any purchase should be made with tenants’ requirements primarily in mind.  (It was still considered important to ensure that any property could easily be resold too).

Accommodation Officers

· One of the accommodation officers considered the Swansea City accreditation scheme to be worthwhile, specifically to gain market advantage over competitors.

4.4.4

Management of property

Landlords

· One landlord advised that, with DSS tenants, it was important to carry out meticulous checks regarding their entitlement to allowances.  This was an area that some landlords failed to properly address.

· Another landlord advised ensuring that a provision for quarterly inspections was written into tenancy agreements.

· One landlord pointed out the advantage of concentrating advertising efforts in the locality of any property.

· One respondent suggested taking up a British Gas three star contract, or similar.  Maintenance issues, such as plumbing, electrical or gas installation repairs could then be quickly and easily resolved at a known, pre-agreed cost.  This was helpful to tenants who were likely to be attracted to properties covered in this way.

Government Officers

· One Government Officer recommended that landlords register their involvement in the PRS with their local authority.  By adhering to regulations they could then enjoy their investments without hassle from regulators. Membership of the Swansea Landlord Forum, chaired by Swansea City Council, was quoted as a prime example.  Again, by taking this route, it was said to give advantage to landlords over their competitors, who may have to become involved in unexpected dealings with regulators. 

4.4.5

Use of an Agent

Landlords

· Whilst some agents may argue that they are able to help investors gain competitive advantage, this is not a view held by all landlords.  In fact, 12 of those landlords interviewed felt that, on the whole, there was no benefit from using an agent to manage their properties. They argued that landlords are frequently more capable (or interested) than an employed agent.  Five landlords did concede, however, that an agent would be of use if an owner simply did not have time to manage their properties.  One landlord also pointed out that this may be essential if the landlord lived a distance away from the properties.  

· Two landlords advised that agents were particularly well placed to find tenants.  Even if a decision was made to self-manage properties, these landlords felt that they were in a stronger position by employing an agent for this type of tenant introduction service.

· One landlord, preferring to manage his own properties, did still advocate the use of an agent for very expensive properties.  He said that tenants in this sector generally wanted to deal with an agent rather than a private landlord.  By following this strategy, an investor was able to gain advantage over landlords wishing to self-manage to this sector.

Agents

· One agent pointed out that some corporate clients will only deal with ARLA managed properties from contracts to bond returns. 

· Another agent advised that landlords with larger portfolios (say 3 or more) might be able to negotiate a reduced management fee and so operate at a cheaper rate to competitors.

4.4.6

Minimisation of Voids

Landlords

· Four landlords advised that, by undertaking careful research prior to purchase, it was possible to minimise voids and so gain advantage over competitors. 

· Another method to reduce voids, according to three of the respondents, was to advertise early whenever a tenant gives notice.

· Two landlords advocated regular maintenance to reduce voids.

· Another two advised to give the customer what they want to entice them to stay for longer.

· One landlord advised remaining flexible to furnishing requirements of tenants.  For example, by providing furniture but being prepared to store it if unwanted.

· Another respondent thought that inclusive rents should be considered when it was desirable to tenants, again to encourage them to stay for longer.

Government Officers

· Two of the Government Officers interviewed considered that voids could be reduced by signing up to accreditation schemes.  This would assure tenants that the property was of a high standard and properly managed.

Agents

· One agent advised that the use of an agent could reduce voids by early, professional marketing of properties between tenants.

· Two agents pointed out the need to furnish properties according to likely tenant needs.  For example, one and two bedroomed properties that are targeted at transient tenants may require fully furnishing, whilst larger properties may need to be flexible, dependent upon individual demands.

· One agent stated that the key to reducing voids was to give tenants what they wanted.

· Another agent advised neutrally decorating and furnishing properties, so that no sector of the targeted market was deterred from the property.

Accommodation Officers

· One accommodation officer stated that an agreed summer retainer fee, for student lets, could help landlords to create a partial income during HEI holidays.  He maintained that this was a procedure that was becoming increasingly commonplace and accepted by all involved.

5.  
Conclusion and Recommendations

5.1 
Achievement of Objectives

In an attempt to gain a clearer insight into the primary and secondary data, a further synthesis of that information is now necessary.  In this section, therefore, the author analyses the ‘results’ recorded in the previous chapter.  This time, however, the data will be evaluated in light of the literature review in order to achieve a fuller understanding of what has been learnt from the entire research process.  In order to draw clear and useful conclusions, it will be necessary to retrieve the most significant detail gained from the research study.  Inevitably, as this relies on a subjective interpretation of what actually represents the key issues, the reliability of these conclusions could be flawed.  Effort will therefore be made to capture the essence of the account, with vigilance about the author’s own presuppositions, as advocated by Miles and Huberman (1994).

As with the ‘results’ section, conclusions are recorded under each of the four set objectives.  Those subheadings that emerged during the initial analysis will be therefore be utilised once again, in order to break the objectives down into the key areas.  This method of analysis will clearly show that the objectives have been achieved.

5.2
Objective 1

To Investigate Strategies that can be Employed 

to Build and Maintain a Property Investment Portfolio.

5.2.1

Financial Arrangements

Borrowing against equity in existing property, to secure further mortgages, is commonplace and an accepted portfolio building practice.  All interviewees held this view, which was supported by Stern (2005) who also pointed out the tax shield benefits of using this financial structure.  

In order to maximise expediency of growth, deposits may be kept to a minimum, and high gearing used, to allow the maximum numbers of properties to be purchased.  That said, the speed at which purchases take place should be directly dependent upon the risk that investors are prepared to take.  It was accepted that there are no standard formulas and that these types of investment decisions are entirely dependent upon personal circumstances, preferences, and attitude to risk.

Similarly, with a whole host of mortgage arrangement choices, no best practice was identified.  Offset mortgages on home loans can give flexibility and provide a buffer for unforeseen circumstances.  This type of mortgage however, is not usually available with ‘Buy-to-Let’ purchases.  These ‘Buy-to-Let’ type loans are restricted by a lending criteria which, although varying to a degree, generally stand at a maximum loan of 85 per cent of the property value, with a minimum of 125 per cent gross rental income over mortgage repayments required.  Norwood and Graham (2005) stated that 50 percent of landlords in the UK ‘Buy-

to-Let’ sector rely on interest only mortgages to fund their investments, however, it seems that personal preference is once again the prime factor in these decisions.  

5.2.2

Property Purchase Decisions

Some PRS investment opportunities attract a great deal of interest from property investors.  As a general rule, it is considered wise to avoid purchases in areas already heavily saturated by investment activity.  If there is new investment in an area, it is more advantageous to purchase properties close by that are cheaper but still likely to benefit from enhanced capital growth resulting from their proximity to areas of inward investment.  This view from landlords and agents was also supported by Cresswell (2005).  

However, in an effort to avoid the burden of heavy maintenance problems, newer properties can be advantageous:  small two and three bedroomed houses are particularly favoured.  

It would be unwise to purchase property specifically targeting hospital staff in Swansea, as their demand for PRS accommodation is extremely low.  

If yield is considered paramount then the student market sector may be attractive to some investors - although this type of investment can be labour intensive.  It is crucial with student lets to purchase properties within walking distance of students’ HEI’s.  

Holiday lets are not popular ‘Buy-to-Let’ investments due, in part, to the high valuation and legal fees and the usual requirement for a commercial mortgage to be taken out. The literature review revealed that, in St. Andrews, the holiday market complimented the student market in the summer (Rugg et al.  2001).  However, primary research interviews with a student accommodation officer and a holiday letting agent suggested that this was not mirrored in the Swansea area.  Whilst some properties in and around Swansea were let to students during the academic year and holidaymakers in the summer, this scenario was not commonplace.  This was thought to be due to the students’ willingness to pay a retainer rent to hold their accommodation for the following academic year, and to the fact that the holiday lettings market could be labour-intensive and unpredictable.  

There are those in the market place willing to advise on purchase decisions and negotiate deals on behalf of investors and, whilst this can provide a useful introduction, buyers should be aware of unscrupulous companies involved in this business.

With such varying views being proposed, it became clear that purchase decisions are very much dependent upon each individual investor’s strategy and personal preferences.  
5.2.3

Yields

With ‘Buy-to-Let’ the aim is usually geared towards capital growth.  It must be anticipated that:

· Yields will be low for the first couple of years of ownership at least.

· Second hand properties generally produce better yields than newer properties.

· Holiday lets are particularly unpredictable with regard to yields. 

· Higher value properties tend to have lower yields than smaller properties. ARLA (2005h) 

· Yields currently stand at between 4 and 7 per cent, with terraced houses generally performing the best (Jones 2004b).

5.2.4

Capital Growth

As this is the key area that landlords are attracted to, it is commonplace for landlords to seek only to cover costs rather than to expect a monthly income from their investments.  

Older properties are considered more likely to generate capital growth - particularly in areas close to new investment.

5.2.5

Taxation Issues

Whilst it is possible for investors to deal with their own taxation issues, it is the majority view that a good tax consultant is essential.  

In order to achieve best advantage from a perspective of the taxation position, the following methods may be used:

· Meticulous record keeping of maintenance and other allowable expenditure for annual tax returns. 

· Detailed records and receipts of capital expenditure for CGT purposes.

· Joint ownership of property to ensure both partners’ annual exemption allowances are utilised when selling investment property.

· Utilisation of mortgage interest payments as a tax shield, by ensuring maximum borrowing is against investment properties in preference to home loans. This advice from financiers was also supported by Stern (2005). 

Regarding CGT, maximum relief is usually achieved after about ten years ownership.  However, there is a consensus of opinion that taxation issues should not lead the strategy but should be a secondary consideration.

Some landlords may consider managing their investments by the setting up of a company (Nuttall 2005).  However, this is uncommon as benefits are frequently outweighed by the burden of other legal obligations.  In fact, none of those landlords interviewed had pursued this option  - even those with portfolios in excess of twenty properties.

5.2.6

Acquisition to Sale

In order to gain best advantage from a taxation point of view and from income generation, investments should be held for more than ten years.  This was the view of all landlords interviewed and was one that was reflected in surveys undertaken by ARLA (2005c) and Jones (2004a).

5.3
  Objective 2

To Evaluate the Strengths, Weaknesses, Opportunities 

and Threats in the Various ‘Buy-to-Let’ Market Segments
5.3.1

Strengths

In any business, attempts should be made to maximise benefits derived from the strengths.  The following list represents those areas that investors should be particularly aware of in order to maximise their potential for success:

· Smaller properties generally give a better ROCE – a consensus view from the survey, supported by the NLA (2004).

· High yields can be achieved by investing in the student market sector – a consensus view from the survey, supported by Carver and Martin (1978).

· A diverse portfolio of property can reduce risk. 

· An offset mortgage on a home loan will give flexibility and can provide a contingency fund.

· It can be helpful to employ an agent who will be emotionally detached from the property.  This is particularly so if landlords live away or simply do not have the time to manage this aspect themselves.

· South Wales is currently benefiting from inward investment (ARLA 2005d).

· Recent years have seen a cultural shift in favour of renting (ARLA 2005b).  

In the business of ‘Buy-to-Let’, a key strength is the likelihood of good capital growth.  This is therefore attractive to investors seeking long-term profits.  However, strategy decisions are really, once again, a matter of choice to individual investors who must decide whether their priority lies with higher yields, ease of management or capital growth.

5.3.2

Weaknesses

In any business weaknesses should be identified.  By doing so, efforts can then be concentrated on minimising the negative impact and, where possible, turning them around to create strengths.

Weaknesses identified, that landlords should be aware of, are listed as follows:

· The Housing Act of 2004 will create the need for landlords involved in the HMO market sector to incur additional expenditure.  This is due to increasing regulations and the requirement for higher standards and better facilities for tenants.
· Properties tenanted to benefit claimants can be subject to administrative, maintenance and financial difficulties - an issue raised by landlords and supported by Rugg et al. (2001).  

· Landlords investing in the student market sector frequently face stiff competition in areas that have been saturated by the activities of large-scale investors - a view from landlords, supported by Rugg et al. (2001).

· The student market sector can be labour-intensive for landlords on those occasions when tenants neglect the property and surrounding area.  This was an issue highlighted by landlords and supported by Mc Dowall (1978), Crook and Kemp (1996) and Groves et al. (1999).

· HMOs and student lets can create similar administrative and day-to-day management problems. Unless seeking high yields as a priority, these types of property are best avoided.  

· Holiday lets may represent a weakness in any portfolio due to the required high levels of management input and unpredictability of yields.

In fact, if seeking high yields or short-term profits, then the ‘Buy-to-Let’ market may be considered inherently weak.  This is a view expressed by all surveyed and supported by the NLA (2004).  

5.3.3

Opportunities

Opportunities should be identified and utilised to maximum effect.  In order to create benefit to the investor, there needs to be a strong awareness of those potential opportunities, so that they may be exploited whenever possible. Areas of potential opportunity, identified by the research, included the following:

· Local authorities have a part to play in PRS accommodation.  By working closely with regulators, landlords can enjoy trouble free letting.

· Student numbers are increasing (Toynbee and Walker 2001).  As demand increases, so too will the opportunities available to investors.  In fact, if the Labour Government target of 50 per cent of school leavers going on to some form of tertiary education comes to fruition, this will create a massive increase in demand for student accommodation.

· The traditional high labour costs associated with the student sector may be reversed.  This is attributed to the new-build student accommodation, managed by the private sector, that is becoming a popular HEI initiative.  

· The Housing Act of 2004 may reduce competition as poorer landlords are forced out of the marketplace due to their existing properties falling below the required standards.  

· There is a landlord accreditation scheme in Swansea that will give market advantage to those landlords accredited.

· Lenders are encouraged by Government to support growth in the PRS, to bring the UK into line with other advanced economies (ARLA 2005a)  
· There are numerous demand groups and market segments for the PRS investor to consider and choose from (Heath and Kenyon 2000, NLA 2004).

· For investors wishing to maximise yields and enjoy the support of HEI accommodation offices, the student market sector represents opportunity (Mc Dowall 1978, Rugg et al. 2001). 
5.3.4

Threats
Landlords need to have an awareness of the threats that surround their investments.  As a result of this awareness, efforts can then be made to avoid problems before they occur and make best use of the limited available resources.  Threats identified during the research included the following key issues:

· Properties subject to high maintenance charges or heavy maintenance requirements.

· The uncertainty and risk that has always been attached to the property market.

· The Housing Act of 2004, which is yet to be enforced in Wales, as its impact is still subject to uncertainty (NLA 2005): licensing costs to landlords and local authority interpretation of the new legislation is still to be announced.

· The fierce competition within the student market sectors both from landlord investors and from the threat posed by universities aligning themselves with large-scale private developers (Hughes 1995).  Also, the uncertainty surrounding future plans for the University of Wales, Swansea, following reports that it has outgrown the existing site. 

· The continued perception that landlords suffer from a poor image, despite Government attempts to support this type of investor (Crooke and Kemp 1999, Bevan et al.  1995).
5.4
Objective 3

To Evaluate the Skills Required in Order 

to Succeed in the Business of Private Residential Investment

In order to succeed as a landlord, there are some crucial skills that are required.

The key areas identified by the research are recorded under the following headings:

5.4.1

Managerial Skills

Landlords agreed that it was paramount to be able to ensure properties were properly maintained.  This view was supported by Rugg et al. (2001) who pointed out that capital growth also depended on this.  Also important was an ability to co-ordinate the activities of all those involved in the business such as tradesmen, agents, regulators and financial advisors.  General managerial capability, including good marketing skills, financial awareness and the ability to budget resources, were also identified as key management requirements.  

5.4.2

Communication Skills
Good communication and negotiation skills were considered essential, as was diplomacy and the ability to build effective relationships – a view expressed by landlords and supported by Rugg et al. (2001).  

5.4.3

Depth of knowledge

An ability to properly research and evaluate investment opportunities was identified.  Also, the need to understand the legalities surrounding PRS letting and the variety of financial structures available, in order that appropriate investment decisions could be made.

5.5  Objective 4

To Analyse Different Strategies that may be 

Employed to Achieve and Sustain Competitive Advantage

In order to maximise investment potential, landlords need to create and maintain competitive advantage.  This research has revealed ways in which this may be achieved.  Once again, efforts have been made to capture the most significant findings. 

5.5.1

Investment Decisions 

There are no formulas or rules to follow, apart from adhering to those criteria laid down by lenders.  Decisions about when and how much to invest are dependent upon numerous variables.  The most significant of those factors are the individual investor’s personal preferences and level of risk with which they are comfortable. 
5.5.2

Financial Arrangements

Borrowing against existing equity is common practice.  By utilising an offset mortgage landlords may be able to gain competitive advantage, even over those with access to more funds.  This comes about as a result of the flexibility created and ability to access capital at short notice.  This could be useful if a quick purchase was desired or the need to place a deposit on a property purchased at auction.

5.5.3

Property Purchase Decisions

It is not clear from the research whether investors should seek to find a niche and stick with it or aim for a diverse portfolio across different market segments. It may be wise, therefore, for each investor to purchase the type of property that they feel comfortable with and which is likely to suit their own interests and capabilities.

There are risks associated with using a third party to advise or negotiate potential property purchases.  However, if investors are prudent and take good advice, advantage can be gained by purchasing properties through a third party. 

Any purchase decisions require careful research and to achieve advantage over competitors, property should be purchased:

· In areas that are not already oversubscribed.

· That are of the type that may easily be re-sold.

· That are well suited to the target market. 

· With tenant requirements in mind (such as good parking and ease of access).

· With low maintenance requirements.

· Ensuring potential for Council Accreditation.

Emotional detachment is required In order to achieve these criteria; investors must avoid undue influence arising from personal tastes (ARLA 2005e, Rugg et al. 2001).

5.5.4

Management of Property

Effective management of investment properties will help landlords to gain advantage over their competitors.  Useful tools to achieve this effect may include:

· Membership of a professional organisation that supports the welfare of PRS landlords.  

· Use of British Gas Three Star Maintenance Contracts or similar.  

· Advertising strategically to ensure best chance of attracting the targeted market sector.

 5.5.5

Use of an Agent
There is no necessity to use an agent.  In fact, competitive advantage may be achieved by landlords managing their own investments.  By doing so, owners are able to be certain that their tenants are properly catered for.  However, if landlords are too busy to ensure such quality of management, or too far away to make this reasonably practicable, then the reverse may be true.  

Agents should be used when letting expensive properties, as corporate clients usually prefer to deal with ARLA agents rather than PRS landlords.  

Landlords with large portfolios may be able to use economies of scale to reduce management fees and gain competitive advantage.  Agents claimed that landlords with large portfolios are most likely to use their services (a view supported by Kemp and Rhodes 1997). 

5.5.6

Minimisation of Voids

By minimising voids landlords can enhance their financial advantage.  Methods to achieve this include providing the most attractive experience for tenants.  Survey data, supported by Rugg et al. (2001), Agron (1996) and ARLA (2005e), revealed that, in order to achieve competitive advantage in this way, the following issues should be considered:

· Effort should be made to provide specifically for customer requirements

· There should be flexibility with regard to furnishing requirements.

· There should be regular and routine maintenance of property.

· Early advertising should take place once existing tenants give notice.

· Advantage should be taken of landlord accreditation schemes.

· Neutral furnishing and decorating should be undertaken to avoid deterring any sector of the market. 

· Careful research should be carried out prior to purchase.

5.6  Limitations

During the literature review, attempts were made to source information from articles in refereed journals.  The author did have access to an online business resource.  This ‘Athens’ account provided a gateway to various business databases, such as ‘Ebsco Business Source Premier’, ‘Assia’ and ‘Zetoc’, which contained thousands of scholarly business journals and articles.  Despite this, the author had difficulty finding academic articles relating to ‘Buy-to-Let’ investment.  Library staff were consulted and some related articles were eventually discovered.  However, there was still a distinct lack of refereed journals found and the author did have to rely on some less academic trade magazines. 

This research has not been able to ascertain the future demand for PRS student accommodation in Swansea.  There is a view that student numbers are likely to increase (Toynbee and Walker 2001), however there are no guarantees.  If student numbers do not increase as anticipated, then there may be an oversupply to this sector as a result of preparations for that eventuality.  Therefore, whilst the forecast increase in student numbers has been described as a potential opportunity for the PRS landlord, it could also represent a threat. Additionally, until a firm decision is made about future expansion plans for the University, the uncertainty surrounding the Swansea student market sector is further compounded.

Another weakness of this study may be attributed to the small number of people surveyed. There was a concern that the reliability of any conclusions reached may be questionable if there were conflicting opinions.  Although there was broad agreement on most of the important issues, several topics did actually attract differing viewpoints.  Also, due to the qualitative nature of this study, the author had to use a subjective interpretation when there was a lack of consensus on a topic.  This research was not therefore able to generate any certainty about investment strategy.  Instead, it was limited to revealing the types of issues that investors should consider when making investment decisions.   

5.7 Recommendations for Further Research

5.7.1

A  PESTEL Analysis

The SWOT framework was used to determine key internal and external issues affecting the business environment.  Also, it provided a framework on which to consider how strategy could be developed, according to existing capability, taking account of some of the constraints and risks involved.  In future research, it would be useful to undertake a further analysis using the PESTEL Framework.  This would involve looking at the political, economic, social, technological, environmental and legal influences that affect the business of ‘Buy-to-Let’ investment.  This could produce a clearer insight into the competitive environment in which PRS investors operate.  This information could then be used as a further tool, in order that the PRS investor could be better placed to consider the choices available in light of the risks and constraints imposed by the main external environmental factors.  

5.7.2

Porter’s Five Forces Framework

This research also considered ways in which competitive advantage could be achieved and maintained.  This analysis could be taken a stage further by using the five forces framework (Porter 1980).  This would involve taking a SBU such as the ‘provision of student accommodation’ or ‘holiday lets’ and identifying the sources of competition in that sector.  The five forces identified by Porter were:

1. The threat of potential entrants. 

2. The threat of substitutes.

3. The bargaining power of buyers. 

4. The bargaining power of suppliers. 

5. Competitive rivalry.  

By identifying the impact of these differing forces on each SBU, the investor would again increase the knowledge base on which decisions and choices could be made.

5.7.3

Gearing of Investments

Gearing of investments is a major consideration for any ‘Buy-to-Let’ investor.  A heavily geared investment has the potential to create excellent returns.  However, this advantage must be weighed against the additional risks attached to highly geared investments (see Appendix V for an analysis of the effects of gearing).  Although this issue was raised with interviewees, the subject was not explored in any depth. This topic is a key factor in any property investment decision and is therefore considered to be worthy of further research.

5.7.4

The Effects of Demographics
Supply and demand is another issue that dramatically affects the ‘Buy-to-Let’ investment market.  By studying the make up of a country’s population, looking at trends such as births, divorce rates and employment, forecasts about likely future demand for PRS accommodation become possible.  Again this would be a useful topic for further research, providing investors with more information on which to base decisions.

5.8 Recommendations to ‘Buy-to-Let’ Investors

Swansea has a large student population, holiday visitors, two hospitals, and is currently subject to high levels of inward investment.  Whilst this does represent opportunity for the ‘Buy-to-Let’ investor, careful research into the issues surrounding each potential market sector should be undertaken prior to any investment decisions being made.  Those decisions must take account of a variety of factors, which will differ for each investor.  For example, an early consideration might be the desired outcome:  is the purpose to create a monthly income, or is it to create long-term financial security?  If a high yield is considered important, then this must be weighed up against the likelihood of additional maintenance and managerial commitment for that type of property.      

The financial structure of investments will again depend upon personal circumstances, although it is commonplace and accepted practice to borrow against existing equity.  A key strength is to build in the ability to remain flexible.  This financial flexibility can provide a buffer for unforeseen circumstances, and can also ensure that the investor is well placed to grasp new opportunities as they arise.  There does need to be an awareness of taxation issues, although these factors should be considered secondary and should not drive the strategy.

Investors should arrange their finances to take account that, for the first years of ownership, yield may only cover costs.  Also, the possibility of voids, poor tenants, rent arrears and property maintenance requirements should all be included in the calculations.  Thereafter, annual profit is still not likely to be significant as it is capital growth that creates the prime benefit. ‘Buy-to-Let’ should therefore be considered a long-term investment, and properties should be held for about ten years to maximise benefit.  

When managing property investments, flexibility is once again a key strength.  For example, by being able to adjust to each tenant’s individual requirements, so it may be possible to gain advantage over competitors.   Investors may wish to utilise the services of a letting agent.  However, this will depend on each investor’s attitude, personal circumstances, capability and the type of property being let.   

Legislation may be considered as a threat by some, however, by fully adhering to regulations, landlords can actually gain advantage over their competitors.  This is achieved when enhanced standards of accommodation have the effect of reducing void periods and maximising rental income.  In fact, if there are incentive schemes available, such as the Swansea Council Accreditation Scheme, it may prove advantageous to become involved in these initiatives.

Careful research and informed judgements are therefore required with all investment decisions.  There is no ‘correct’ strategy, but instead an ever-changing variety of issues that need to be considered with each investment.  The only certainty uncovered, was that the challenges and opportunities found in the differing market sectors are all unique.  It is for the individual investor to decide which challenges they relish, the level of risk that they are prepared to take, and to create a strategy tailored to suit their own requirements, aspirations and personal ambitions.
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7.  Appendices

Appendix I

Profile of Interviewees

Landlords

6
NLA member PRS landlords. 

5 
HEI PRS landlords (identified through HEI accommodation lists). 

4
PRS landlords met at Cardiff City Council Landlord’s Forum Open day. 

3
PRS landlords (identified through referrals identified during the research).            

Government Officers

1
PRS Local Authority Housing Officer.

1
PRS Local Authority Tenancy Relations Officer.

1
PRS Local Authority HMO Officer.

Agents

2
Residential Letting Agents. 

1
Holiday Letting Agent.

Accommodation Officers

1
Hospital Accommodation Officer.

3
HEI Accommodation Officers.

Financiers

2
Independent Financial Advisors (IFA).

2
Mortgage Sales Advisors.

1
Accountant.

Appendix II

Letter to Interviewees plus Five Differing Attachments

30th January 2006.

Dear

Re:  MASTERS OF BUSINESS ADMINISTRATION (MBA) DISSERTATION

I am undertaking an MBA qualification at the Swansea Business School, University of Wales, and would be extremely grateful for your assistance.

The final part of this postgraduate degree programme requires the submission of a dissertation.  My research for this piece of work is based on an analysis of private residential investment and a study of the ‘Buy-to-Let’ sector.

In an effort to better understand this area of business, I hope to discuss some related topics with persons experienced in this sector.

I have attached to this letter a list of broad topic areas that I hope to explore, and would be most grateful to have the opportunity to discuss them briefly with you.  The whole process should take no more than ten minutes and would be in strict confidence.

If you are willing, then I could telephone at a time convenient to you, sometime over the next few days.  My intention is simply to make notes of our discussion and base my analysis on the results, without the need to name those persons who have contributed to the study.

Thank you for taking the time to consider this request.

Yours sincerely.

__________________________________



Romain de Kerckhove

Encs.

PRIVATE RESIDENTIAL INVESTMENT
Survey topic areas for discussion with landlords.

MBA dissertation research.

· Which market segments do you target?

· Do you use a letting agent?

· What skills are required to be a successful landlord?

· How did you become involved in the private rented sector?

· Do you have an investment strategy for the next year, five years, ten years or longer?

Romain de Kerckhove

Swansea Business School

University of Wales, Swansea.

PRIVATE RESIDENTIAL INVESTMENT

Survey topic areas for discussion with letting agents.

MBA dissertation research.

· Why should landlords use an agent?

· What type of client utilises your services?

· Which segments of the market would you recommend targeting?

· What do you anticipate to be the effect of the Housing Act (2004)?

Romain de Kerckhove

Swansea Business School

University of Wales, Swansea.

PRIVATE RESIDENTIAL INVESTMENT

Survey topic areas for discussion with 

Accommodation officers.

MBA dissertation research.

· Why should landlords use an agent?

· What type of client utilises your services?

· Which segments of the market would you recommend targeting?

· What do you anticipate to be the effect of the Housing Act (2004)?

Romain de Kerckhove

Swansea Business School

University of Wales, Swansea.

PRIVATE RESIDENTIAL INVESTMENT

Survey topic areas for discussion with financiers.

MBA dissertation research.

· Would you have a preference for which market segments are targeted by those investors that you support?

· Do you think landlords should always use the services of an agent to manage their investments?

· What sort of gearing ratios should investors aim for?

· Do you consider that the prospects for the private rented sector landlord are healthy?

· What key points should investors consider when devising strategies for growth, profit and tax planning?

Romain de Kerckhove

Swansea Business School

University of Wales, Swansea.

PRIVATE RESIDENTIAL INVESTMENT

Survey topic areas for discussion with Government Officers.

MBA dissertation research.
· How do you think the Housing Act (2004) will affect the private rented sector?

· Which areas of the private rented sector are to be encouraged and why?

· What is the perception of the private rented sector landlord?

· Should landlords always utilise the services of an agent?

Romain de Kerckhove

Swansea Business School

University of Wales, Swansea.

Appendix III

Templates for Notes of Interviews 

For Each of Five Interviewee Categories

1. Landlord Interview Notes 

(Date: ……………………………)

Landlord Details

Market Segments

Housing Benefit

Student Lettings

HMOs

Property Type

Management

Skills Required

Use of Agent

Minimisation of Voids

Motivation

How You Became Involved 

Portfolio Details

Yield 

Capital Growth

Future of PRS

Legislation

Housing Act 2004

Government Policy

Finance

Tax

Capital Gains Tax

Type of Mortgage

Strategy for Growth

Acquisition to Sale

Ideas

2. Financiers Interview Notes 

(Date:…………………………...)

Financier Details

Investment Structure
Growth Strategy

Tax Liability

Capital Gains Tax Liability

Acquisition to Sale

Prospects for Private Residential Investment 

Ideas

3. Agents Interview Notes 

(Date:………………………..)

Agents Details

Market Segments

Location

Property Types

Supply and Demand

Why Use an Agent?

Legislation

Ideas

4. Accommodation Officer Interview Notes 

(Date:………………………..)

Agents Details

Market Segments

Location

Property Types

Supply and Demand

Why Use an Agent?

Legislation

Ideas

5. Government Officers Interview Notes 

(Dates:……………………………………..…..)

Government Officers Details

Market Segments

Incentives for Landlords

Legislation

Perception of Private Rented Sector Landlords (PRS)

Use of Agents

Ideas

Appendix IV

Interview Notes Samples:

One From Each of the Five Interviewee Categories

Landlord Interview Notes 

(Date: 17th February 2006).

Landlord Details

London Landlord and NLA Advisor (5)

Market Segments

Housing Benefit

I avoid this market.  Don’t touch DSS with a bargepole.

Student Lettings

This can create good yields but is not an area I would advocate due to the work involved.  That said, foreign students could make extremely good tenants.

HMO’s

The benefits are outweighed by the work involved and regulations that have to be adhered to.

Property Type

I buy freehold Victorian houses.  I believe that if they have been there for a hundred years then they will be fine for another fifty.

I do also have some lease hold flats, which I think, are a good buy.

Management

Skills Required

Negotiation skills and diplomacy.  

Treat tenants as customers give them what they want and there is consequently a low turnover.  Whatever skills are required a new landlord will have learnt 99% of them within the first two years of experience.

Use of Agent

I don’t think it is necessary.  I advertise in Loot, on the Internet and by word of mouth.  In fact, it is so simple I am considering setting up a letting agency.  In eight years I have had just three emergencies to deal with so this does not create a burden on me.  I would be wasting money paying an agent to be on standby for this eventuality.  If I am abroad I have a reliable friend who is available to deal with my business.

Minimisation of Voids

Treat the tenant as a customer.

I use the “blue wall” theory i.e.:  if a property is not letting, ask prospective tenants why they are not interested.  If it is because they want blue walls, then paint the walls blue.  In reality it is usually satellite or Internet access that they require.  My “blue wall” theory has resulted in voids of more than two weeks being very uncommon.
Motivation

How You Became Involved 

I met my partner; we each had a property and decided to rent one out.  It was so easy that I decided to repeat the process.  

I enjoy the work.  Good long-term investment.  I like property and I am addicted to buying property.  I have a passion for what I do.

Portfolio Details

I started in 1998 and I now have twenty-two properties.

Yield 

Is not the be all and end all and frequently works conversely to capital growth so a good yielding property may have poor capital growth and vice versa.

Capital Growth

This is essential for re-mortgaging purposes.  Don’t plan for short-term capital growth - be prepared to wait.

Future of PRS

Good, people say that I started at the right time.  I think that is nonsense anytime is a good time to start.  The future looks bright.

Legislation

Housing Act 2004

Don’t get hung up on the legislation, just work within the law and there is no problem.

Government Policy

No need to plan your life around this.  What will be will be.

Finance

Tax

Essential to employ a good tax consultant.

Capital Gains Tax

Always take advice.

Type of Mortgage

I am not sure about this, I leave it all to my wife.  You see my interest is property law and her strength is with accounts.  Together we make a good team.

Strategy for Growth

The best-laid plans are of little use, they are rarely used, and I have never had a strategy beyond the next twelve months.  Everything depends what is happening in the market or in your life from one year to the next.  I intended to have ten houses by now but somehow I have twenty-two.

In order to grow a portfolio, borrow the maximum amount on each property.  This way you keep your deposit to a minimum so, if you have released £60K buy two properties using £30K deposit on each rather than one of the same type of properties using £60K deposit.  This does create more risk but if you have a buffer then you mitigate this risk.

Acquisition to Sale
Mine is a buy and hold strategy.  Why would you sell if you were staying in business?  I shall keep properties for twenty years at least and would only consider selling to retire.  I do know that some landlords only hold for about ten years, as hereafter mitigation of CGT liability doesn’t increase.

Ideas

Don’t plan for short-term capital growth - be prepared to wait.

Buy properties in a small area, my target is to reach any property within thirty minutes.  

Provide furniture in case tenants require but be prepared to store it if it is not wanted.

Avoid holiday lets, as they are too labour intensive.  I don’t know any landlords that tackle this market.  

Buy a Victorian house with two reception rooms and turn one of the reception rooms into a bedroom.  

Enjoy: if you find you are losing sleep over it, and don’t like the risk, then this is the wrong business for you and you shouldn’t invest.

Financiers Interview Notes 

(Date:  16th February 2006).

Financier Details

Mortgage Broker (3) 

Investment Structure
Only invest what you are prepared to risk.  Strategy will be dependent on how quickly you require a portfolio to be built.  

There are no hard and fast rules and consideration should be on a case-by-case basis.  

Growth Strategy

A good strategy can often involve using an offset mortgage on your home.  The excess may be used as deposits for further properties.  For example, if your home mortgage is £130K you could take out a £250K offset mortgage.  The £120K may be held on account in case it is needed.  If you sell a property meanwhile, then you can park the money in this offset account.  This is effectively a cheap overdraft although you will pay a slight premium for an offset mortgage.  

If a landlord earns over £25K and has a good credit history, authorisation is easily achieved for an offset mortgage (although you cannot use an offset mortgage on a buy to let property).  

Tax Liability

You must talk to a tax advisor.

Sometimes figures will support selling a property; other times a hold strategy.  Decisions will be based on other factors as well as tax. 

Capital Gains Tax Liability

Decisions must be based on a whole host of issues, although maximum relief is usually achieved after about ten years.  

Acquisition to Sale

Decisions must be based on a whole host of issues, although maximum relief is usually achieved after about ten years.  

Prospects for Private Residential Investment 

Three years ago you would expect a 10% yield, now 6% yield is considered reasonable.  

History has continually shown good growth for the medium to longer investor.  Even in the late eighties and early nineties, when there was a blip, those landlords who rode the storm recovered well.  

Ideas

You can segment your target market in twenty ways or more.  Some specialise in HMO’s, others students, others new houses for students.  Personally, I prefer to spread the risk with a diverse portfolio.  This creates confidence and is more interesting.

Holiday lets are uncommon for investors, not least of all because it requires a commercial mortgage.  Also valuations and legal fees are very high.  Investors occasionally consider this strategy, as purchase price can be low and yields high.  

An agent isn’t a necessity.  Many landlords manage their own properties.  That said, a good agent is worth his weight in gold.

Avoid charlatans such as inside track; these companies have caused many landlords to fail.  There are some similar companies who act as agents in order for landlords to buy off plan and some of these work with integrity.  

Government Officers Interview Notes 

(Dates:  22nd February 2006).

Government Officers Details

HMO Officer (3) 
Market Segments

The council does not encourage or discourage any market segments.  However, support is given for all sectors in an effort to ensure standards improve across the board.  

Incentives for Landlords

Grant aid is available for accredited properties up to a maximum of £3,000 and for non-accredited properties up to a maximum of £1,500 this financial support is available for fire regulation work following the service of a notice.  The grant aid department will usually provide this funding and the landlord must pay the rest.  It is worth noting however, that this still leaves considerable expense for landlords, as the fire detection alone in a three storey HMO would cost about £2,500.  

There is a landlord accreditation scheme.  Landlords must provide the council with a gas safety certificate, electricity certificate and must install mains connected fire alarms.  Certification is only required for HMO’s although it is good practice for landlords to work to the same standards for non HMO’s by providing the council with the same type of evidence.  A file will then be held to this effect.  

Legislation

HMO Officers are still undergoing training so it is difficult to assess the implications at this stage.  

Target is to ensure that all landlords at least meet regulations.  However, we do encourage higher standards still and always seek full compliance.

At the moment HMO landlords must pay £60 per room per year to register properties with five or more tenants in Uplands or Castle ward areas.  This is all set to change with the 2004 Act and new prices will be introduced for mandatory licencing.

Perception of Private Rented Sector Landlords (PRS)

Landlords are considered to be colleagues working in the same industry towards common goals.  Swansea City Council organises landlord fairs specifically to nurture this important relationship.

Use of Agents

This is entirely up to the landlord and the council only need to be sure that the property is properly managed regardless of whom by.

It is important that the landlord has given contact details to the council in case of an emergency or a complaint/defect at the property.

Ideas

Landlords that go that extra mile to create good standard accommodation, perhaps including facilities such as internet access, shower, washing machines etc are looked upon more favourably by tenants and can therefore reduce voids (although there are always some students who may simply look for low rents regardless of even whether property is registered with the council).

The Swansea HMO department has two part time initial visit inspectors, two works in progress officers and one technician.  

By paying £150, HMO landlords can receive a schedule of work required (including costs) to bring properties up to HMO standards.

Agents Interview Notes 

(Date: 26th February 2006).

Agents Details

Mumbles Letting Agent, Swansea (4)

Market Segments

Segment targeted is entirely at the discretion of landlords, the important factor being correct property selection for that market.

Location

I always advocate Swansea West.

I would avoid the Marina at least until it becomes more aesthetically pleasing – maybe in 30-36 months time.

Property Types

One-bedroom apartments should be furnished, as should large (say five bedroom properties), as tenants for this market are usually transient owning just a duvet.

Two to three bedroom properties attract a variety of tenants so a decision on furnished or unfurnished is landlord personal preference. I would say tenants are about 50/50.

Property types are therefore completely dependent on target market.  
Supply and Demand

Generally the market is good for investors at present. 

We are busy as an agency and this is an indication that the PRS market is healthy.

Why Use an Agent?

Agents will market more widely than a landlord could and get better coverage.

Corporate clients will sometimes only deal with ARLA managed properties from contracts to bond return.  

Reduction in workload for landlords, particularly if landlord has three or four properties when management can interfere too much with landlords other commitments.

Helps keep voids to a minimum.  Letting agents should achieve 11 out of 12 months in the first year and 51 weeks per year thereafter (providing property is suitable).

If, for example, landlords live outside of Wales.

Large, expensive houses often attract clients that would only deal with an agent.

If landlord has property portfolio of three or more, then agents may consider a reduced management fee.

Legislation

I expect the 2004 Act will put a few landlords out of business.  We can expect to see raised standards of PRS properties.  

Ideas

Give tenants what they want – this is crucial.

Buy primarily with tenants’ requirements in mind.  Secondarily, but still crucial, is the re-saleability of the property.

I would advise to stick with the tried and tested two to three bedroom terraced, neutrally decorated and furnished, low maintenance (newer the better) properties when building a portfolio.

Off road parking is important – more so with three bedroomed properties than with two bedrooms.  

Accommodation Officer Interview Notes 
(Date: 24th March 2006).

Accommodation Officer Details

University Accommodation Officer (5)

Market Segments

Of course we only deal with students, postgraduates and university staff.

Location
Students prefer to live in Uplands or Brynmill so that they are close to the university and to town.  Mumbles used to be popular but generally students these days prefer to be in walking distance from the university.

Mumbles and the Marina can be quite popular with post grads and with staff.

Property Types

By far the post popular are two bedroomed properties.  Having said that, we have four, five, six, seven, eight and even nine bedroomed properties on our books and they do let well.  I think the reason there is a demand for these larger properties is simply that there are only a few of them so those that want to live together, only have a few properties to choose from.  

Supply and Demand

There is certainly a demand for PRS accommodation.  Some students actually prefer to live off campus.  We have about 300 properties on our books and generally they all let out successfully.

Why Use an Agent?

Some landlords prefer to use an agent.  We don’t insist on it as long as the property is properly managed.  We manage our own university accommodation and we do manage some private sector properties.  These properties aren’t owned by the university but perhaps by landlords who live away.  We will only manage properties that have an accreditation certificate.  We will charge for this service dependent upon the type of property, size, area and number of properties in the portfolio. Negotiation is on a case-by-case basis.

Legislation

We are still waiting to get advice from the local authority on the Housing Act 2004.  There is likely to be some change, but we don’t yet know the finer detail, which I believe is being considered by the Welsh Assembly at the moment.

Ideas

It is important that we work closely with landlords as we need them and they need us. 

Landlords should seriously consider applying for Swansea City Council accreditation.  Accredited properties will demand higher rent and some students specifically look for these properties.  We push these properties in our marketing before the non-accredited properties.  

Houses with five or more tenants in the Castle Ward area currently need to be registered with the council.  This registration does not automatically give access to accreditation, which is a separate issue over and above registration.

Landlords like to avoid voids during July and August and it is commonplace for students to be charged a retainer (i.e.: half rent) during the summer.  This gives the students entitlement to store their possessions and visit the premises from time to time during the summer.  This works well and both landlords and students seem happy with the arrangements.  Consequently, most student properties are not rented to holiday makers during the summer months.
The University is planning to build more student accommodation on campus; there will be about 200 units.  This should not affect the demand for PRS accommodation as the reason for new build is due to the anticipated increase in student numbers.
Appendix V

An Illustration of the Effects 

Of Gearing Property Investments

An investor has £25,000 available to invest.  Using a LTV ratio of 75 per cent, a mortgage loan of £75,000 could be taken out, in order to purchase a property for £100,000.

If the mortgage interest rate was fixed at 5 per cent, and the mortgage was arranged on an interest only basis, then the monthly repayments would be £312.50.  For ease of illustration, it may be assumed that the rental income was equal to the monthly mortgage payments and that there were no maintenance costs, expenses or void periods to take into account.  Effectively then, the investor would neither gain a profit nor incur any expenses on this transaction.

After five years, the property value has increased to £125,000.  This represents a 25 per cent increase in property value over that period.  Again for illustration purposes, if the tax liability, purchase and selling costs are ignored, the investor can be seen to have made a clear profit of £25,000.  Whilst this represents a 25 per cent increase on the property value, the effects of gearing actually increase the benefit to the investor who now has £50,000.  This, compared to his initial investment of £25,000, represents a 100 per cent increase.  Gearing has therefore accounted for a 25 per cent growth in the asset value creating a 100 per cent growth in the original investment.  

Had the investor had £100,000 to invest, and purchased this property for cash, then, in the absence of gearing, a return of just 25 per cent on that capital would have been achieved.  However, if a cash purchase had been made, then the investor would have avoided the £312.50 monthly mortgage payments.  As the same amount was assumed to have been received in rental income, this would have generated an additional income of £18,750 over the five-year period.  Again, for illustrative purposes, this ignores the possibility of voids or changing rental income.  In this case then, when added to the £25,000 house price increase, the investor would have made a total profit before expenses of £43,750.  However, had the original investment of £100,000 been used to make four purchases, each with a £75,000 mortgage, then gearing would have enhanced the performance of this investment once again:  at the end of the five-year period, the total value of the four properties would have been £500,000.  After paying back the four £75,000 loans, this would have left the investor with £200,000.  Once again therefore, the geared investment has achieved significantly higher returns.

Whilst this illustration clearly shows the potential positive effects of gearing, in reality there are other factors that would come into play.  For example, the rental income may have been in excess of the monthly mortgage repayments, particularly if the rent had increased over that five-year period, which would have increased the investor’s return.  The reverse is also true:  if the rental income did not cover the mortgage payments, for example due to voids or increased interest rates, then this would have reduced the potential profit available to the investor.  Profit would also be affected by maintenance costs, the charges associated with purchasing and selling the property, income tax and CGT.

There are also potential negative effects associated with gearing an investment.  For example, if the same investment scenario was applied during a downturn in the housing market, then the highly geared investor would be disadvantaged.  The four properties purchased for £100,000 each, using four £25,000 deposits, may have decreased in value by 10 per cent.  Each would now be worth just £90, 000.  If all were then sold for a total of £360,000, and the four £75,000 mortgages repaid, this would leave the investor with £60, 000 remaining.  This reflects a 40 per cent loss on the original investment following 10 per cent loss in asset value.  Had that original £100,000 been used to purchase just one property, without gearing the investment, then that property would now be worth £90,000, representing a 10 per cent loss instead.

It may be seen, therefore, that whilst gearing increases the potential for higher gains, it also increases the risk associated with that investment.  

PAGE  
84

