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before
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Interest is growing in the buy-to-let
market once more as rentsrise. Butdo
your research as a lot has changed since
the heady days of the property boom

he Irish property

market is beginning

0 look like a spend-

ing spree again, as

interest in real estate
has begun to expand based on
rising rents on both commercial
and residential assets - espe
cially in Dublin.

Almost inevitably, banks
have begun to push their buy -
- let mortgage products at
customers. While the banks are
imposing tougher qualification
conditions (most applicants
now have to have a minimum
€£100,000 annual income, for
exampie}, the buy - to-let mort -
gage market is still scarred by
the previous flurry of propery
invesring mania.

Banks have increased the
number of rent receivers to deal
with the buy-to-let sector, in
targe part w handle the huge
number of accounts in arrears.
The Central Bank reported to
wards the end of 2013 that more
than 20 per cent - or around
30,000 buy -to-let properties

were in arrears of more than
90 days, a rise on the previous
quarter’s figure.

Mevertheless, the artractive
ness of current vields, partic
ularly in Dublin, has led (o a
snapping up of investment
properties in Dublin and the
rest of the country.

The robustness of Dublin
vielkds is surprising, according
to John McCartney, director of

research at Savills lreland. He
said prices in Dublin have risen
more guickly than elsewhere in
the country, but this is a relative
figure, since prices had inidally
also fallen faster and lower than
other parts of Ireland. This, he
poinis out, means that Dubiin
house prices are still trading at
adiscount to national averages.
Since rental income is rising
quicker, this disparity of pur
chase price and potential rental
stream means vields in Dublin
are higher than in the rest of
the country,

Ronan Lyons of Daft said thai,
“writh a little homewaork if vou
pick the right area and right
property type, the gross vield
coutkd be double digirs, but it's
8 to 10 per cemt for a one-bed
or a two-bed in Dublin at the
moment’ .

Investors need to look closely
at the rer though, and not at
any potential capital apprecia-
tion of the asset. “Capital gains
are nice as a top up, but core
return has got 1o be the yvear
on-year return,” he said. Rental
returns, rather than an increase
in price, are “also going 1o be
the reason the person down
the road will buy it from vou'.

According to Lyons, average
rents are likely to stay stable at
least for the next few years. “ AL
the moement, rents have been
stabile o mostly rsing for nearly
four years,” he said. “It's a very
tight supply and s not clear

to me that there's any wells
of vacant properties around
Dublin.”

‘That is especially true in re-
lation to the most in-demand
properties - one and two-bed
roarm apariments in Dublin. For
those assets, the only major
source of insfability will come
from any new construction
projects, and Lyvons thinks it is
likely to be around three years
before anything new comeson
streant. *[There's] noteven the
planning permissions in place
yvet,” he said, predicting that
it could be at least 18 months
befare any change to the rental
prices takes place.



Publication: Sunday Business Post Your Money

Date: Sunday
Page: 6
Extract: 2 of 4

. January 19, 2014

Circulation; 38.293

Author: Barry

Whyte

Headline: Look before you leap

Still a long
road ahead
Outside Dublin, the market is
not quite so buoyant, but there
are still some bargains to be had,

According to Joe Brady of REA
Brady in Carrick -on-Shannon:
“I'm in Leitrim, Longford,
and Roscommon and frankly
speaking we're at the weaker
end of the country’s markets.”

Nevertheless, investors are
secing the investment potential
there, “The kind of investment

stock we've got down there -
small houses and apartments at
€30,000 o €70,000 - they 're
producing a net rent of €4,000
or €5, 000 a vear, and investors
are buying them with cash,”
he said.

As for buying with a mort -
gage, Brady believes that
“banks treat the buy-io-let
investors in the cities differently
than rural customers”. Where
a bank might offer someone a
mortgage for 50 per cent of the
investment outside Dublin, that
figure Is closer to 75 per cent in
the city or in other urban areas,
Brady said.

This is leaving the market
open (o the cash buyer and
helping to create a two-tier
marker. “Invesiors are buying
this stwif at a third of the costof
construcion, in some cases,’”
Brady said. “If you're buying
in a town where there's a good
lot of cccupancy, and vou're
gecting it at a third the cost of
putting it there, then youw’ll get
capital appreciation oo, " Brady
said, adding that it was a good
bargain.

According 1o Ken Murray
of the Association of Expert

Mortgage Advisers. buy -to
let is in “its infancy in terms
of a rerurning sector™, “That's
not 1o say property isn't being
bought, but a lotof that is being
done in cash.™

For invesiors who want
o invest in a rental property
and think they want to do that

through borrowing, he advis-
es that the “rate at which they
borrow will be diHerent |as)
there 15, and always has been, a
premium for buy - o-let mort -

This means there'll be a
slightly higher repayment than
anormal residential mortgage.

They'll also need to have a
substantial deposit. “You're
looking on average al having
b bring 20 1o 25 per cent of the
purchase price. Most lenders
would be expecting that level,™
Murray said. :

He also emphasises the im
portance of research. “Make
sure the property itself is in the
right location from a rental per
spective and that your home-
work is done. Do vour research
on rent,” he sald.

Fven with serious research,
the investment is not without
its risks. “You always have to
factor in a number of circum
stances,”” Murray said. “One is
the tenant. Are they poing to be
the tenant you hope they will
be? Will they move in and look
after the property, pay the rent
on lime, and pay the relevant
hills?

“Another is unoccupancy
periods. You've got 1o be pre-
pared that although rent is very
strong at the moment, will it
always be? Whar if you aren't
able to rent the place for mar
ket demand reasons or if you
have a burst pipe and have to
move the lenants oul for a few
months? Even if the rent isn't
coming in, the morgage srill
has to be paid.™

Job
description:
landlord

When all that's done, there's
still the work of being a land-
lord, according to Margaret Mc
Cormack of the Privare Resi
dential Tenancies Board.

For starters, anyone getting
a buy-to-let morigage needs
to be aware of the tax implica-
tions. “When vou bormow tobuy
a property vou're paying back
interest and capital,” she said.

“MNew landlords need toun-
derstand thar if they” ne bormow
ing they can only offset 75 per
cent of that interest as an ex
pense. And they are not allowed
to offset any of the capital.”

Rent, for 1ax purposes, will
be regarded as profit, meaning
imvestors face incometax, PRSI
and the unversal social charge.
The property will have to be
registered with the Private Res
idential Tenancies Board too,
and the place will have o be
insured. Landlords can offset
someof the cost of maintaining
the property, but not yet the
lncal property tax.

Some banks have recently
cut their rates totry and attract
more people totheir buy -to-let
maortgages. But most property
experts advise thai such mort -
gages still carry substantial risk.

Rank of Ireland last year cut
its rate to 4.99 per cent variable
and requires investors to have
minimum annual earnings of
€100, 000, Ulster Bank points
out in its promodonal material
that the amount the aspiring
landlord can borrow is not
reliant on the amount of rent
their property has the potential
10 generate, " We also take inio
accourt any disposable income
YOuU may have 1o p up your
monthly repayments,” the
banl’s website staies,
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According (o Lyvons, leverage
is alwavs risky. “If you're golng
down the road of leverage o
invest, you should ask if vou
would do this to buy shares?™
He points out that a single prop-
erty is a heavily concentrated
risk, from both local issues such
as flooding and broader market
issues. “Ifyou want general ex
posure, investin a real estate in
vestment must [Reit],” he said,

Nevertheless, the potential
for returms is there. “Talk to i
nancial advisers, do the maths,
and if gross yield is, say, 12 per
cent and cost of capital is much
lowerthanthat, then mayhe the
numbers stack up for you,"” he
said, “particularty if vou have a
good deposit.”

oo

Outside
Dublin, the
market is

not quite so
buoyant,

but there are
still some
bargains tobe
had



Publication: Sunday Business Post Your Money
Date: Sunday, January 19, 2014

Page: 6

Extract: 4 of 4

Circulation: 38.293

Author: Barry Whyte

Headline: Look before you leap




