PROPERTY FINANCE OPTIONS
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Property is the platinum investment but it requires money to get started and grow in it. A lack of capital to enter the property market for long been seen as the perceived 

major barrier to property investment. It has been used by unscrupulous property

training firms to amass wealth by deceiving people. The true is, you will need

to put down a deposit in order to buy a house. This may be waived by desperate

property firms looking for a quick sale. But this is more of a buy now pay later

scenario because you will have to pay more later.

There are clearly two main sources of raising capital for investment:

a. Using your own money

b. Using other peoples money (OPM)

a.  Using your own money 

Using your own money is often used by seasoned investors as a very small ratio

of total sum invested. The bulk of their invested funds is often borrowed.

There are two sources of your own money:

a. Private funds from earned income

b. Reinvested funds from profit or capital gains

 Advantages

a. Cheapest source of finance as there is no interest to pay

b. Easily accessible there is no waiting time involved and  projects

    can be embarked upon immediately.

c. Profits from property projects are fully yours. There is no need to share.

Disadvantages

a. You assume all the risks especially if things go wrong. You may stand

    to lose all you have.

b. A lack of control over the use of funds can easily lead to carelessness

    and imprudent use of financial resources.

Using other peoples money (OPM)

Many people are averse to borrowing money for investment purposes. Yet

they spend credit card funds on never ending consumer purchases. People

who borrow to expend on consumer items are destroying their future. Their 

future income is already compromised. But wise people borrow to fund

investments.

Advantages

a. Borrowed money is available in Billions of pounds. There is no shortage of

   borrowed money. In January 2003 about £18.6 billion was loaned out for

   mortgage purposes in the United Kingdom. If one mortgage firm turns you

   down many more are ready to accept you whether you have a good credit 

  record or not. Whether you have ccj’s or not against your name. The

  opportunities for this type of funding is limitless. Banks, Building Societies,

  Finance Houses and Loan Companies are able to meet your needs at varying

  interest rates.

b. The risk involved in the ownership of property is shared between your self

    and your creditors and therefore they have a right to foreclose on you and

    sell the properties to recover their money.

 Disadvantages

a. You need to search for suitable mortgage proposals at acceptable interest

    rates.

b. Interest payments may bite deeply into the profitability of any project hence

   you need to do your projections very well.

The two main sources of Other peoples money (OPM)  is:

a. Property Investment Syndicate

b. Borrowed Money

a. Property Investment Syndicate  [PIS]

A Property Investment Syndicate involves the pooling together of the financial

and management resources of a number of people ( ideally between 5-20) in a

property investment project. This project may be one off or continuous 

depending on the primary objective of the syndicate members. The legal structure

of syndicates must be agreed from the start. It could either be a partnership, a

cooperative or a limited liability company. Syndicate members may also be either working or sleeping members. Returns for each separate project would be split at

an agreed ratio.

Advantages

a. Access to a larger pool of funds from private sources with no interest liability.

    Where 10 people agree to become syndicate members and each contributing

    £5,000 you immediately have £50,000 as investment capital.

b. Access to restricted or specialised information. A pool of 10 members would

   have at its disposal a wide range of information tips about investment 

   opportunities and options.

c. Access to free labour. Working members may be able to donate time to ensure

    the  syndicate flourishes.

d. The risk of investment is spread amongst investors.

e. Ability to engage in bigger property projects than you otherwise could.

Disadvantages

a. No one person can claim full ownership. Ownership is shared

b. As a result profits also are shared. Even though the profitable idea was

    yours you share the profit with us whose contribution was only financial.

c. A legal agreement must be secured from the start and the various terms

    understood and agreed.

d. Conflicts with regard to distribution or compensation policies may arise

    where misconceptions or misinformation has occurred. It must be made

   clear that every investment proposal is fraught with risk and money can be

   lost.

b. Borrowed Money

This is where you will find the leverage you need to fulfil your investment 

Objectives. Without borrowed funds you can’t go very far in the business

world. By its very nature personal funds are restricted and committed especially

at the start of any business venture. The only other option is borrowing.

If you borrow with purpose and invest in appreciating assets such as property

you should do well. There is always an element of risk involved. No risk,

no profit. According to Inland Revenue figures, 1.59 million properties changed 

hands in England and Wales during 2002, the highest level since 1988. How did 

this happen? Through borrowed funds.

Main Methods of Borrowing Money

Short Term Finance

1. Credit Cards

Credit cards traditionally known for consumer expenditure can be used for

investment purposes. Ideally because of the high interest rate you should aim

to pay back within 6-12 months. Finance from credit cards and should be used mainly to pay for the deposit and other expenses such as valuation, solicitors, arrangement fees. Please ensure you pay back any sum borrowed within a year or two.

Advantages

a. Easy access. There are no arrangement fees nor form filling. No further credit   

   checks. To secure property immediately you will need a credit card with limits 

    up to £20,000 or more. Try to build up a credit history and apply for increased  

   credit limit. Apply also for other credit cards. You can build up to £100,000 credit 

   limit on various credit cards. You will however need to be disciplined.

b. Time efficient.  Time is of the essence in property  investment. An inability to

    secure a deposit means you may lose a very profitable opportunity.

c. Unsecured lending. There is no security required in granting access to funds.

Disadvantages

a. High interest rates. Some credit card companies charge as high as 22% per annum

b. Limited credit lines. Credit cards rarely give beyond £15,000 per card.

c. Unsuitable for house purchase over the medium to long term.

2. Personal Loans

Personal loans have been a trap for many who have borrowed to finance an

expensive life style, a holiday, an event or a car purchase. However if used

wisely it can be a life saver. Access to short term funds between 1-5 years

is readily available subject to your credit history and repayment ability.

Ideally personal loans could be applied for deposit purposes or for renovating

the property before letting or selling it. Home improvement loans are perfect 

examples of this type of lending. The advantages/disadvantages are similar 

to that above.

Advantages

a. Easy access. There may be a small  fee and minimal form filling. 

   However access to funds is relatively fast. 

b. Fixed Interest rate- Interest rate is fixed throughout the term as such you 

   can make reasonable projections concerning repayment.

c. Time efficient.  Time is of the essence in property  investment. An inability to

    secure a deposit means you may lose a very profitable opportunity.

d. Unsecured lending. There is no security required in granting access to funds.

Disadvantages

a. High interest rates only when compared to mortgage rates. Some loan rates

   may be as low as 7.3% APR or as high as 18.9% APR

b. Limited Loan amount. Loan companies rarely give beyond £25,000 per

    application.

c. Limited Repayment Period. This is obviously self defined. Maximum time frame

    may be 5 years. However at times this can stretch to 10-15 years.

3. Bank Loans

Bank Loans can be obtained for consumer expenditure or for Business purposes.

Business Loans are much more difficult to obtain as you will need a business plan

and possible you will need to secure the loan with an acceptable collateral.

Personal loans are relative easier to obtain if you have run your bank account well.

Amounts available for lending may vary from £500 to £50,000 and  time spans are between1-15 years. Bank loans can be used to buy low price properties for immediate resale or alternatively it can be used as a deposit for higher valued properties.

Advantages

a. Fairly easy access. There may be a set up charge and minimal form filling. 

   However access to funds is relatively fast. 

b. Fixed Interest rate- Interest rate is fixed throughout the term as such you 

   can make reasonable projections concerning repayment. Variable rates 

  may also apply depending on the lender.

c. Time efficient.  Time is of the essence in property  investment. An inability to

    secure a deposit means you may lose a very profitable opportunity.

d. Unsecured lending. There is no security required in granting access to funds.

    For Business lending forever security may be required.

Disadvantages

a. High interest rates only when compared to mortgage rates. Some loan rates

   may be as low as 6.5% APR or as high as 18.9% APR

b. Higher Limit  Loan amount. Banks can give up to £500,000 as loan to businesses      

   and more but rarely give beyond £20,000 as a personal loan.

c. Limited Repayment Period. This is obviously self defined. Maximum time frame

    may be 5 years. However at times this can stretch to 10-15 years.

4. Overdraft

Overdraft finance by definition is a short term finance for Business running purposes.

Overdraft must be used with care as it can be recalled at very short notice. You can apply this source of finance to fund project running costs such as labour, materials,

legal fess etc until the project is completed and sold. At any rate a time frame for 

repayment of 6months should be assumed.

Advantages

a. Low Interest rate. You only pay for the credit you use

b. Time efficient
c. Convenience

Disadvantages

a. It can be recalled at any time.
b. Most used for funding expenses of running the business

5.  Mortgages

Mortgages are the doyen of property finance market. They purpose built, 

tailor made finance for the property investment market. Mortgage can be

used to finance any property on a medium to long term basis. ‘A Mortgage

is an advance of money for the purpose  of purchasing property in which 

the property itself is held by the lender as security for the debt.’

Types of Mortgages are as follows:

a. Repayment Mortgages- Suitable for Buy to let and private home ownership,

    medium to long term lending. Flexible mortgages are a variant of the above.

   Flexible Mortgages

  ‘Flexible Mortgages are essentially repayment mortgages but with, as the name

   suggests, an added degree of flexibility. A flexible mortgage is designed to

   enable you to make extra repayments when you have extra money and even miss

   them occasionally when you don’t. Interest is calculated on a daily basis rather

   on a monthly or annual basis hence a credit is recognised immediately and helps

   reduce the cost of borrowing. You can save tens of thousands of pounds if you   

  overpay over the period. Interest rate may be lower than the SVR and redemption

   penalties may not apply making this the best possible mortgage deal for the     

  property  entrepreneur. 

b. Interest Only Mortgages –Suitable for Buy to let or Buy to Sell Options,

    short term lending. If you intend to hold the property for a short period you

    may consider interest only mortgages.

c. Endownment, Pension, ISA Based Mortgages. Interest Only mortgages with

    with a repayment vehicle. Suitable mainly for private home ownership.

Mortgage Interest Rates

Five main types as follows:

a. Variable Rate Mortgages- This is linked to the Bank of England Base Rate.

    Most lenders charge 1.25% above Bank of England Base Rate on their SVR

    mortgages.  (best for property investors)

b. Fixed Rate Mortgages- Interest rate is fixed regardless of prevailing base rate

    for a specified period minimum of 2 years. (not ideal for property investors)

c. Discounted Rate Mortgages-rate paid less than lender’s SVR for a specified    

    period.   (not ideal for investors)

4. Capped Rate Mortgages

     A combination of variable and fixed rate with the rate of interest varying 

     between an upper ‘cap’ and lower  ‘collar’ (suitable in some cases)

5. Cashback Morgages

Provides a sum in return for your choice of property. Use with care as the

situation of negative equity may easily arise.

Mortgage Options to raise finance

a. Mortgage of Property you are purchasing

b. Remortgaging your home and releasing equity

‘Remortgaging accounted for more than half of all new home loans during January 

2003 for the first time on record.

New figures from the Council of Mortgage Lenders showed £9.6 billion was advanced for remortgaging during the month, making up 52% of total lending.

But overall lending showed a slight seasonal dip, with a total of £18.6 billion advanced, the lowest figure since June 2002 and down from £19.4 billion the previous month.

Mortgages for house purchase reached £6.7 billion during January, accounting for only 40% of total lending, the lowest proportion on record.’   (www.ananova.com)

c. Mortgaging or Remortgaging properties in your portfolio.

Your ultimate objective is to find a mixture of the above finance options

that will ensure the most cost effective lending for your portfolio.

Specialised Mortgages

Status and Non Status Mortgages

A Status mortgage applies when you meet the lenders criteria which include:

a. Full time employed or self employed with three years account.

b. Total amount does not exceed 3.5 times your income

c.Required mortgage does not exceed 95% of the valuation of the property

A non Status Mortgage applies where these conditions cannot be satisfied. Many

of them are for self certification where no proof of income is required. Mortgages may be available at 100% of the value of the property. These type of mortgage will

attract a higher rate of interest.

Commercial Mortgages

A commercial mortgage is a mortgage for the purchase of commercial

property such as shops, offices, factories, churches, pubs etc

Buy to Let Mortgages 

But to let are specialised mortgages designed to cover the purchase of

houses and flats for letting purposes.

    Conditions

· Rental income should at least 130 per cent of monthly mortgage repayments.

· Maximum portfolio of properties not exceeding five properties or £500,000

· The borrowers earned income may or may not be considered depending on 

the lender

· A minimum valuation may apply some lenders will not lend below £40,000

property value.

· A choice of repayment methods is available

· Flexible mortgage packages are available.

· A first legal charge on the property will be made to secure the loan

· A choice of mortgage interest rates is available

· Early redemption charges may apply depending on package chosen

· You are not restricted to Buy to Let mortgages you can take ordinary

mortgage but you will require lenders permission to let it out.

One Account Mortgages

One Account Motgages was first introduced by Virgin Finance is fast gaining ground as one of the most cost effective mortgages. This mortgage package allows you to 

take a mortgage out from your saving account and make regular savingsto reduce the outstanding mortgage on a daily basis, this is another variant of the flexible mortgage. You can borrow more up to the value of your property by issuing a cheque. This avoids the set up charge and lag involved in taking out a loan.

Private Mortgages

This includes persons who may have a relationship with you and are therefore

prepared to lend you money with the property forming the security for the loan.

Any solicitor can draw up a special mortgage deed.

Guaranteed Mortgage is an in-principle decision which means you can purchase

property subject to valuation by pre-approval.

Getting the Best Mortgage Deals

a. Mortgage Brokers

b. Internet-www.moneyfacts.co.uk

                  www.thisismoney.co.uk
               www.moneyworld.co.uk
               www.houseweb.co.uk
               www.moneysupermarket.com
c. Banks and Building Societies

d. Insurance and Pension Companies

e. Telephone and Internet Banks

f. Finance House and Credit Companies

g. Local Authorities

h. Financial Sector Employers              

i. Builders- Part exchange property

j. Private Mortgage

GRANTS

Grants are free money and do not need to be repaid if you met all conditions.

Grant money is traditionally used to repair or renovate run down property

in run down areas or regeneration areas and the best source for such

grants is your local authority.

The following types of grants are available under  Parts 1 and 4 of the Housing

Grants, Construction and Regeneration Act 1996:

· Housing Renovation Grants

· Common Parts Grants

· HMO Grants

· Disabled Facilities Grants

· Home Repair Assistance

· Home Repair Assistance

· Group Repair Schemes

· Relocation Grants

For more information contact:

Department of the Environment, Transport and the Regions

DETR Free Literature

PO Box 236

Wetherby West Yorkshire

LS23 7NB

Tel: 0870 122 6236  Fax: 0870 122 6237
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