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Market Intelligence

The net total return that can be
earned from a buy-to-let investment.

Welcome to our Spring 2015 market report.
In this edition, we respond to the pension
reforms by reviewing the latest trends in the
private rental sector and highlight the returns
that can be made from investing in property.
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Pension
reform

The pension system has been radically
transformed, meaning that anyone aged
55 years or over will, from April 2015,
be able to withdraw their pension and
spend it in different ways. People in this
category will no longer be required to
purchase annuities but will have the
option to withdraw their whole

pension pot.

The first 25% will be tax free and the
remaining 75% taxed at the marginal
rate. The government estimates that
around 18 million people will be
eligible to withdraw capital from
their pension pots.

Because there is no longer a requirement
to purchase annuities to provide an
income, many are expected to use lump
sums to invest in other, higher-yielding
alternatives. Buy-to-let property is one
option, providing not only an income
return, but also capital growth potential.
This report reviews

the UK’s private rental market to

assess the opportunities available to
private investors.

THE PRIVATE
RENTAL SECTOR

Private renting was the dominant form of tenure in the UK at the
beginning of the 20th century. The sector then contracted dramatically in
later decades with the growth in owner occupation and expansion of the
social housing sector. In 1951, over half of all dwellings were still privately
rented but by 1986 that had fallen to just 8.6%.

However, attitudes towards renting homes are changing again.
Deregulation in the 1980s and the emergence of buy-to-let mortgage
lending encouraged private investment, which boosted stock. More
recently, the spiralling costs of house purchasing, the lack of mortgage
availability during the credit crunch and demand for more flexible
living arrangements (not least from the expansion of the student
population and an increase in immigration) have boosted demand

for rented accommodation.

The private rental sector has gained credibility as a profitable asset class
and, along with private investors, is also beginning to attract considerable
attention from institutional investors. Over the last decade, the number
of properties being privately rented across the UK has doubled. The latest
figures from the Survey of English Housing report that 19% of dwellings
across England are now rented privately, the highest level since the early
1970s, with the sector looking set to continue its expansion.

As the sector has grown, so has the experience of Martin & Co. In the
last year alone, we have been instructed to let just under 12,000 rental
properties across our extensive network of offices and have carried out
over 125,000 tenant viewings.
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INVESTMENT IN THE
PRIVATE RENTAL MARKET

The rise in buy-to-let mortgages illustrates the steep
growth of the sector since the credit crunch. According to
the Council of Mortgage Lenders there were just 88,000
buy-to-let loans issued in 2009. However, by 2014, the
number of loans had more than doubled to just under
200,000, with £27.4 billion lent on buy-to-let properties.
With the pension reforms taking effect in April 2015,
investment is expected to rise further as people take
advantage of the returns offered by monthly rental income
and the prospect of longer-term capital growth from
property. The motivations of potential landlords, as well
as the amount of capital they have to invest, will determine
the most appropriate properties for each investor.

INCOME RETURNS FROM
PROPERTY INVESTMENT

While we examine the long-term capital growth from a
property compared to other asset classes later in the
report, here we analyse the annual income from rental
properties. Average incomes from annuities have fallen
since the Budget announcement on pension reform, and it
is unsurprising that many people are researching
alternative investments.

According to the Financial Times, the current average
annuity rate for a 55-year-old single person with a fund
value of £100,000, on a level basis with no guarantee is
just over £4,500 per annum. In many parts of the UK we
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have calculated that the average annual income
from rent alone can exceed the income expected
from such an annuity.

In order to compare a pension annuity income with the
income return from £100,000 invested in property, we
calculated typical rental income for flats across the UK.
Our calculations are based on the extensive sample of
flats being marketed across the Martin & Co network
for rent or for sale. We have included management
costs of 20% and mortgage costs, where necessary, on
a ten year interest-only term with the average variable
buy-to-let mortgage rate of 3.63% (Moneyfacts,
February 2015). We have excluded the London region
from this analysis, as average prices there would mean
that an equity investment of £100,000 would not be
enough to raise a buy-to-let mortgage.

Our analysis shows that in six out of the nine Martin
& Co regions (excluding London), net rental income
from property exceeds annual income from taking an
annuity. According to this, the best opportunities lie in
the Thames Valley, West England and South Wales,
where rental income could yield as much as 25% more
than an annuity. Moreover, although rental income is
lower than the return from an annuity in some
localities, this does not take into account potential for
capital growth, which could add considerably to the
total investment return. For instance, average house
prices in the Home Counties have risen by 40% in the
last decade, making it one of the stronger performing
regions of the last ten years for total returns.

Q3 Q1 Q3 Q1 Q3 Q1 Q3 Qi Q3
2012 2012 2013 2013 2014 2014

Annual net
rental income

£0 £6,000
R

em—

1 THAMES VALLEY,

W ENGLAND & S WALES
SCOTLAND
HERTFORDHSIRE,
BEDFORDSHIRE &
CAMBRIDGESHIRE

W N

(&

MIDLANDS
SOUTHERN REGION
ANNUAL PENSION
INCOME

8 NEENGLAND

~N O

10 S HOME COUNTIES

SOURCE: MARTIN & CO,
PENSION INCOME BASED
ON SINGLE LIFE, LEVEL,
NO GUARANTEE, AGE 55
AS AT MARCH 2015

RENTAL INCOME WILL BE
SUBJECT TO TAX

Numlber of
viewings

per properties
available

2009

2010

20mM - 3
2012 .4
2013 3
2014 6.6

SOURCE: MARTIN & CO

2 million+

3./%

125.6%

Households live in
privately rented
accommodation across

Martin & Co’s market
SOURCE: 2011 CENSUS

Rise in average rents
across GB since

beginning of 2011
SOURCE: ONS

Increase in number of
buy-to-let loans issued

between 2009 and 2014

SOURCE: COUNCIL OF
MORTGAGE LENDERS

Market Intelligence SPRING 2015 | 3



WHAT SHOULD
LANDLORDS INVEST IN?

Maximum rent
per month tenants
prepared to pay

UNDER £500
£500-£750

£1,000-£1,500

OVER £2,000

THAMES VALLEY,
W ENGLAND & S WALES
SOUTHERN REGION
S HOME COUNTIES
SCOTLAND

N WEST & N WALES
NE ENGLAND
LONDON

ESSEX, NORFOLK
& SUFFOLK

E & W MIDLANDS
HERTFORDHSIRE,
BEDFORDSHIRE &
CAMBRIDGESHIRE

6‘@ ONOUTRAWN

Minimum number
of bedrooms
required

1BEDROOM
2 BEDROOMS
3 BEDROOMS

1 HERTFORDHSIRE,
BEDFORDSHIRE &
CAMBRIDGESHIRE

FOR EXAMPLE
The maximum rmonthly
rent that 42% of tenants
looking for properties in
the Southern region are
prepared to pay is between
£750 and £1000.
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A property journey
through our regions

This section charts
the journey through
the Martin & Co
regions in terms of
a number of factors
including changes in
prices and average
gross yields.

The map itself shows
the change in prices
across the UK in

the last five years,
indicating the areas of
least and most growth.

5 YEAR CHANGE IN
AVERAGE PRICES

<0%
0%-10%

20%-30%
30% AND OVER

SOURCE: LAND REGISTRY,
REGISTERS OF SCOTLAND,
2001 AND 2011 CENSUS,
MARTIN & CO.

NB. PRS FIGURES ARE
BASED ON NUMBER OF
HOUSEHOLDS RENTING
THROUGH A PRIVATE
LANDLORD OR LETTING
AGENT.

REGIONAL TABLE FIGURES
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South East
Home Counties
Kent & East
Sussex, South
West Home
Counties Surrey
& West Sussex
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CAPITAL GROWTH AND TOTAL RETURNS

While annual income will be of primary importance to many Current values, if 17
private investors, capital growth potential may also be a strong £1°0,°0° had been
motivator when considering where to invest and, indeed, whether invested in housing 14

to invest in the UK's residential private rental sector at all. While 10 years ago 141 1
gains from property are not guaranteed, and prices can go up and 4
down, the long term trend for house prices across the UK is | LONDON £14 7

' 2 HERTFORDHIRE, 5
upwards. Over the past decade, according to analysis using data BEDFORDSHIRE & £134,o13

. . CAMBRIDGESHIRE
from the Land Registry and Registers of Scotland, total growth 2 SCOTLAND
in average residential prices across the Martin & Co regions has 4 S HOME COUNTIES
5 SOUTHERN REGION

ranged from 20.4% to 73.7%. Even over the past year, average
property prices in all the Martin & Co regions have risen. London
has led the way with over 10% growth but the region of
Hertfordshire, Bedfordshire and Cambridgeshire has also seen
a6.8% rise in average prices. Price growth in all regions in 2014
outperformed both CPI and the FTSE 100, which fell by -2.7%.

SOURCE: LAND REGISTRY,
REGISTERS OF SCOTLAND

Annual net total returns from flats
compared to equities, bonds and inflation
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SOURCE: MARTIN & CO, LAND REGISTRY, REGISTERS OF SCOTLAND, ONS, FTSE
NB. NET TOTAL RETURN FIGURES ALLOW FOR 20% MANAGEMENT COSTS ON RENTAL
INCOME BUT DO NOT INCLUDE ANY ALLOWANCE FOR MORTGAGE PAYMENTS.
NET TOTAL RETURNS SHOW GOOD OTHER PROPERTIES ALSO OFFER
INVESTMENT POTENTIAL FOR FLATS ATTRACTIVE RATES OF RETURN
From a private investment perspective, this raises some interesting We chose to analyse the investment returns on flats because these
questions for potential landlords. While capital growth over the last form a large part of the UK's rental market and represent over half
decade has been strongest in London and the southern regions, some of the properties currently being marketed to let by Martin & Co.
commentators anticipate stronger growth outside of the prime However, there are also attractive rates of return from other property
markets of London, at least in the short term. types across the country and those looking to invest should take

advice from local property experts. For example, net annual total

In addition, it is important to consider the total return combining returns for terraced houses in the Essex, Norfolk and Suffolk, Southern
rental income and capital growth. We have calculated the net total Home Counties and Southern regions, were over 13%. Even in the
returns over the past year for flats currently being marketed across the North East, where returns on flats are the lowest of all our areas, net
Martin & Co network, assuming costs of 20% and factoring in the rise total returns for terraced houses reach an average of 11.2%.

in value using Land Registry and Registers of Scotland data. On this
basis, net annual total returns for flats across our network vary from
6.4% to 13.2%, all attractive rates of return.
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LANDLORDS SURVEY

In 2014, Martin & Co carried out a survey of just under 4,000
residential landlords across the country. This gave us an interesting
insight into the motivations and profile of existing landlords as well
as their future intentions. Responses were split between 56% of
landlords who own one investment property and the remaining
44% who had a larger portfolio with more than one property.

Interestingly, 31% of landlords first chose to invest in the rental
market in order to save for their retirement. A further 33% felt that
property investment offered better returns than savings interest rates.

Unsurprisingly, many landlords choose to invest in properties
close to their main residencies. Those owning just one property
(44% of landlords), purchase within 10 miles of their own home.
However, at the other end of the scale, 28% of landlords own a
property more than 100 miles away. Multi-property owners have
an even greater tendency to keep at least one property close to
home. Two-thirds of multi-property owners have their nearest
property within 10 miles of their home. However, just under a
third own a property more than 100 miles away.

Just under three-fifths of single property landlords are content to
just keep one rental property and are not looking to expand their
portfolios. However, almost two-fifths of landlords who currently
own more than one rental property are looking to increase their
portfolio in the future.

Over half of landlords’ greatest concern is the quality of tenants.
This highlights the need to employ an experienced and knowledgeable
lettings agent to manage your property, who will request full references
from potential tenants. Just 6% of landlords are mostly concerned
about yield potential, suggesting that the majority of landlords are
satisfied with the yield they are achieving on their properties.

Distance of properties FOR EXAMPLE
owned by property landlords

from main residence

44% of single property
landlords’ investment

Landlord survey results

Greatest concerns
for landlords

QUALITY OF TENANT
VOID PERIODS
PROPERTY DAMAGE

YIELD POTENTIAL

SOURCE: MARTIN & CO

Future intentions
of existing landlords
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Established in 1986, Martin & Co provides a
local letting and sales service with the backing
of a national brand and professional head
office support.

At Martin & Co we manage over 44,000
properties, and bring the wealth of knowledge
and expertise that we have gleaned from this
to each of our clients. We keep our finger on
the pulse of the local property market, with
offices throughout the UK ready to help you
let or rent a property, or buy or sell a home.

As a current or potential landlord, you can rest
assured that we know what keeps you awake
at night and that our service is built around
keeping properties fully let, minimising the
risk of rental arrears through state-of-the-art
credit checking, and using independent
first-class local tradesmen to keep a lid on
maintenance costs. We reject “call centre”
culture — all of our offices are based where
your property is located so we can keep a
close eye on things, just like you would if
you had the time.

Disclaimer: This report has been prepared in good faith on the basis of

calculations that rely on a set of assumptions that will vary considerably between

geographical regions and over time. They illustrate hypothetical examples of
returns that may be possible under the given set of assumptions, however no
warranty is given as to the accuracy or completeness of information contained
in this report. Accordingly, this report is for general information purposes only
and no liability is accepted by Martin & Co (UK) Ltd, its associates, employees,
directors and representatives for any negligence in relation to the information,

forecasts, figures or conclusions contained in this Report or for any loss, damage,

or consequence whatsoever, arising from any action taken based on its content.
This report does not constitute and must not be treated as investment advice
or guidance and users should always obtain independent professional advice
before making any investment decision. The content is strictly copyright and
reproduction of the whole or part of it in any form is prohibited without the
express prior written permission of Martin & Co (UK) Ltd.

Date of publication: April 2015
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East Midlands &
West Midlands

Beeston « Birmingham Harborne
+ Birmingham Kings Heath -
Birmingham Longbridge «
Chesterfield - Coalville
Coventry « Derby -
Gainsborough « Grantham -
Hinckley - Ilkeston «
Leamington Spa « Leicester *
Lincoln - Loughborough -
Mansfield - Mountsorrel -
Newark « Nottingham City *
Nottingham Hucknall - Rugby -
Shrewsbury « Solihull + Sutton
Coldfield - Tamworth - Telford +
Wolverhampton « Worksop

London

Balham « Beckenham - Brentford
+ Camden + Caterham - Chelsea
+ Croydon - Crystal Palace -«
Ealing - Enfield - Fitzrovia -
Islington « Kew Bridge *

London Bridge - London
Riverside « Loughton « Romford
+ Ruislip - Staines - Stratford «
Sutton « Twickenham -
Wanstead « Wimbledon

South East Home
Counties (Kent
and East Sussex) &
South West Home
Counties (Surrey
and West Sussex)

Ashford « Brighton  Burgess
Hill - Canterbury « Crawley -
Dover « Eastbourne -
Folkestone + Leatherhead -
Littlehampton « Maidstone «
Medway - Reigate - Tonbridge,
Tunbridge Wells « Uckfield,
Walton on Thames + Worthing

EsseXx, Norfolk
& Suffolk

Bury St Edmunds - Cambridge *
Chelmsford « Colchester «

Diss « Ely « Harlow - Ipswich «
Norwich « Southend-on-Sea *
Stowmarket

Hertfordshire,
Bedfordshire &
Cambridgeshire

Bedford « High Wycombe -
Milton Keynes « Northampton «
St Albans - Stamford
Stevenage + Welwyn

North West &
North Wales

Biddulph - Blackpool « Chester «
Crewe - Lancaster - Liverpool
South « Macclesfield «
Manchester Central «
Manchester Chorlton «
Manchester Prestwich ¢
Newcastle under Lyme -
Nantwich « Preston « Rochdale -
Stafford - Stockport « Stoke on
Trent « Widnes « Wilmslow «
Wirral Bebington « Wirral
Moreton

Southern Region

Aldershot + Andover -
Basingstoke « Bognor Regis *
Bournemouth « Camberley +
Chichester « Gosport + Guildford
+ Maidenhead - New Milton +
Petersfield « Poole « Portsmouth
+ Reading « Reading Caversham -
Ringwood - Salisbury + Slough *
Southampton City *
Southampton Woolston «
Weymouth « Winchester -
Woking

North East
England

Beverley « Doncaster -
Guisborough « Harrogate *
Huddersfield « Leeds City
Leeds Garforth « Leeds
Horsforth « Newcastle upon
Tyne « Pontefract « Rotherham
- Saltaire - Sheffield City «
Sheffield Hillsborough «

South Shields « Sunderland -
Wakefield - Whitley Bay - York

Scotland

Aberdeen + Ayr - Bathgate «
Cupar * Dundee « Dunfermline
+ East Kilbride - Glasgow City -
Glasgow Shawlands + Glasgow
West End « Inverness « Kinross
+ Kirkcaldy - Leith « Paisley -
Stirling

Thames Valley &
West of England
& South Wales

Abingdon « Banbury - Bath -
Bristol Kingswood « Cardiff «
Cheltenham - Chippenham +
Cirencester - Cwmbran «
Exeter « Falmouth « Gloucester
+ Merthyr Tydfil - Newport
Oxford + Swindon « Taunton «
Truro « Westbury « Witney +
Worcester + Yeovil

ARLA, LONDON RENTAL
STANDARDS, PROPERTY
OMBUDSMAN, NAEA (TBC)

27,000

1 million

94%
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7 minutes

Number of tenants on
Martin & Co’s books
actively searching for
properties in 2015

Number of tenants
registered with
Martin & Co over
the last decade

of our landlord
clients said they
would recommend us

we sell or let a
property every
7 minutes in the UK




