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DO MY BUY-TO-LET
NUMBERS ADD UP?

Rental yield and capital growth are the two key ways property investors
make money
Buy-to-let investors make money in two different ways, rental yield and capital growth. On a basic level,
landlords investing for the short-term should consider locations that could deliver high rental yields, while
landlords with a long-term view may want to prioritise regions or cities with historical capital gains and
steadily rising house prices.
There are no guarantees but it is possible for landlords to
secure both strong rental yields and good capital gains
over time. Rental yields and capital gains aren’t, however,
the only things to take into consideration when choosing
where to invest. Just as important is to take into account
tenant demand, how long rental properties are staying
on the market, and calculating the level of rent you can
realistically charge.

WHAT IS RENTAL YIELD?

London, as homes here are generally more affordable,
tenant demand is high and there is a good opportunity to
charge higher rents and secure reliable, long-term tenants.

GROSS RENTAL YIELD

Gross rental yield is based on the total amount your
tenants pay in rent. It’s calculated like this:
Total annual rent / Cost of property x 100 = Gross rental yield

Rental yield is the money you make from renting out a
property that you own. It’s calculated as a percentage
based on the total value of your property. You’ll see it
referred to in terms of gross rental yield and net rental
yield, so we’ll explain the difference between the two.

So, if the property cost £200,000, and you’re charging
£1,000 a month in rent:

Rental yields are typically at their highest in commuter
towns, particularly on the outskirts of major cities like

Net rental yield takes into account the costs of owning
the property.

£12,000 / £200,000 x 100 = 6% gross rental yield

NET RENTAL YIELD
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which are likely to experience rapidly rising prices in the
coming years. Or locations which have seen house prices
rise steadily over a number of years, seemingly impervious
to external factors.

These costs include:
n
n
n
n
n
n
n
n

Mortgage interest payments
Agent fees
Landlord insurance
Property taxes
Repairs and renovations
Decorating and furnishing
Cleaning
Periods in which the property in vacant

HOW CAN YOU ACHIEVE
GOOD CAPITAL GROWTH?

You can’t calculate capital growth before buying a property,
as you can’t predict how much you’ll sell the property for
in future. However, you should use your judgement to find
properties you think have good potential.

It’s calculated like this:
(Total annual rent – expenses) / Cost of property x 100 =
Net rental yield
So, if the property cost £200,000, and you’re charging
£1,000 a month in rent, but your monthly costs are £100
each month:
(£12,000-£1,200) / £200,000 x 100 = 5.4%

HOW DO YOU ACHIEVE A GOOD RENTAL YIELD?
As you can see, some of the factors you’ll need to
balance to achieve a good rental yield include: choosing
a property that renters will be willing to pay a significant
amount of rent for, negotiating a good deal on the
property purchase, and keeping your costs low.
Remember that it’s a balancing act. Focusing too much
on one factor can lower your rental yield. For example,
charging rent that is too high can result in longer
periods of vacancy, at a high cost. Neglecting repairs
and furnishing costs can bring down the rent you can
realistically charge.

WHAT IS CAPITAL GROWTH?

When you buy any asset and then sell it at a higher price,
the money you’ve made in doing so is capital growth.
So, if you buy something for £2 and sell it for £3, you’ve
made £1 in capital growth – not taking into account any
costs you’ve incurred in the process.
In the context of property, capital growth is the difference
between the price you pay for a property and the price you
sell that property for. Any profit you make on the sale of a
buy-to-let is known as the capital gain. If you are looking
for capital gains, you should consider up-and-coming areas

Factors that can influence how much capital growth
you make include how long you have the property for,
how much house prices rise in the area over that time,
and how much you’ve improved the property. Consider
areas where buyer demand is consistent or which have
been the beneficiary of recent or ongoing infrastructure
projects, for example Crossrail 1 or HS2.

IS RENTAL YIELD OR CAPITAL GROWTH
MORE IMPORTANT?

That depends on your reasons for investing. If you rely
on your property portfolio for your monthly income,
then rental yield will be very important to you. If you’re
investing over the long term – for example, to fund
your future retirement – capital growth may be more
important. For many investors, it’s a mixture of both. n

HELPING YOU AVOID THE PITFALLS OF
PROPERTY INVESTING

Rental yield and capital growth are the two key ways
property investors make money. Both can be highly
lucrative providing you know how to find them. But
even buying an investment property these days isn’t
safe as houses if you get it wrong. To discuss your
requirements or for more information please contact us.

THINK CAREFULLY BEFORE SECURING OTHER
DEBTS AGAINST YOUR HOME. YOUR HOME MAY BE
REPOSSESSED IF YOU DO NOT KEEP UP REPAYMENTS
ON YOUR MORTGAGE.
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