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Introduction

Landlords have been the subject of punitive policy 
changes since 2015. Since its introduction in April 
2016, the 3% stamp duty surcharge has hit  
buy to let property purchases, reducing the appeal 
of bricks and mortar among dinner-party landlords. 
The changes to mortgage tax allowance the  
following year hit investors’ confidence further.  

Now, many property investors are feeling the full 
impact. The January self-assessment tax deadline 
for the 2017/18 tax year was the first time many felt 
the squeeze on profits from the initial phase of the 
changes to mortgage interest tax allowance. Many 
professional landlords now operate within a limited 
company to mitigate these changes. For those that 
don’t, the squeeze will tighten. This tax year,  
individual landlords will be able to deduct just 50% 
of their mortgage interest, reducing to 0% by 2020 
– albeit with a tax credit of 20%.

As landlords acclimatise to higher tax bills eating 
into their returns, our research demonstrates that 
the pre-tax cost of running a property is increasing 
too – by an average of 5.6% in the last two years.  
In this context, it’s all the more important that  
prospective landlords fully understand the  
different moving financial parts and regional  
variation involved in property investment. 
 
Existing investors must also be able to manage 
their cost bases effectively too. The vast majority of 
landlords still turn a profit, but as the cost of doing 
business increases, many are seeking to trim their 
overheads to protect their margins. Others expect to 
increase rents. 

Alongside rising costs, the risk of further regulatory 
intervention remains, such as the idea of partial rent 
control, as mooted by the Mayor of London. He has 
no power to enact the change, but it shows that 
politicians still have their eyes on the sector. 

There’s nothing inherently wrong with light-touch 
regulation on rents and tenancies on its own.  
Inflation-linked rents for sitting tenants, for instance, 
would allow landlords to absorb higher costs. 
Longer tenancy lengths could be more frequently 
aligned to fixed-term mortgage products, to provide 
stability within the sector. If the Mayor advocates 
more heavy-handed rent control, dictating prices 
and preventing landlords from making a profit, the 
effect will be more detrimental. It could result in a 
reduction in the size or the standard of rented  
accommodation, as well as dwindling available 
stock on the market if greater numbers of London 
landlords exit. 

There’s also the bigger picture to consider.  
Landlords have had to absorb a significant amount 
of policy and taxation change, and the recent  
English Housing Survey¹ already points to the sector  
contracting slightly in 2017/18. Yet more regulation 
may prove to be a tipping point, reducing supply as 
well as the contribution property investors make to 
the economy. 

Within this research, as well as examining the  
average costs of running a property business, 
we also demonstrate the economic contribution 
landlords make through their spending at a  
national scale. 

¹gov.uk/government/statistics/english-housing-survey-2017-to-2018-headline-report
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Buy to let investment can be a lucrative long-term 
investment, but shouldn’t be considered as a licence 
to print money. Nowadays a landlord needs to run 
their property or portfolio as a business, requiring 
ongoing investment in time and money. This involves 
sourcing tenants, providing them with a continuous 
service (effectively customer service), and ensuring 
the quality of rental accommodation is suitable 
for the local market and sufficient to maintain the 
property’s value. 

While much of the work can be outsourced, this 
comes at a price that will reduce a landlord’s profit 
margin further; a margin that’s already under 
pressure from higher taxation. 55% of landlords 
surveyed in association with BVA BDRC have seen 
profitability reduced since the changes to the 
mortgage tax allowance and stamp duty surcharge 
were announced. For those with mortgage finance, 
the impact has been far greater; 75% of mortgaged 

Profit margins squeezed as property running 
costs climb 5.6% in last two years  

The annual cost of running the average rental property 
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²Previously published historic figures have been revised due to updates to underlying data

landlords report reduced profitability, compared to 
just 25% of those without gearing. 

That’s not to say profits have been eroded entirely. 
88% of landlords make a profit on their property, 
with just 4% making a loss. Even so, it’s even more 
important for landlords and prospective investors 
to understand the full range of costs involved in 
servicing the average rental property, how costs 
have changed in recent years and where they may 
be able to make savings. 

The pre-tax cost of running a rental property has 
increased in recent years. Excluding mortgage costs 
landlords now spend £3,571 per year, up 5.6% from 
£3,382 two years ago.² This represents 33% of a 
landlord’s gross rental income, slightly up from 32% 
in 2017 as costs have risen slightly faster than rents. 
Over the past decade, average pre-tax costs per 
year have risen by £771, up 28%. 

£160

Utilities
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Property maintenance, repairs and servicing,  
are the largest running costs. A typical landlord  
invests £1,086 a year on these costs, up from 
£1,018 two years ago. Not all landlords face service 
charges or ground rents, but even after accounting 
for those that don’t, the typical outlay stands at 
£426 per year. Insurance premiums add an average 
of £149 per year, legal and accountancy fees 
£107, and licensing and registration a further £64; 
although costs will clearly vary depending on a 
landlord’s circumstances. 

The cost of void periods is tracking higher too, at 
around £528 per year. This is up from around £407
two years ago as a result of higher rents and longer 
void periods of around four weeks between tenants. 
Indeed, 38% of landlords experienced a void period 
in their portfolio in Q4 2018, up from 35% the 
previous year. Void periods are a landlord’s worst 
nightmare. 

Any time a property is unoccupied, it delivers no 
income, yet still generates running and finance 
costs. With average void periods costing an  
average of 4.9% of gross annual rental income, 
it usually makes financial sense for landlords to 
compromise on rents to reduce turnover and  
keep good-quality tenants for longer.

 

Key

Landlords’ pre-tax running costs 

Property upkeep (30%)

Letting agent fees (26%)

Voids (15%)

Service charges (11%)

Utilities (5%)

Insurance (4%)

Other (3%)

Legal / Accountancy (3%)

Licensing fees (2%)

Ground rent (1%)

Source: Kent Reliance, BVA BDRC 
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Ongoing running costs are just part of the financial 
equation investors must consider. There are also 
additional costs involved in starting or expanding 
a property portfolio. These costs have increased 
following the addition of a 3% stamp duty surcharge 
on second properties almost three years ago, along 
with higher house prices. Indeed, the stamp duty 
due on an average rental property purchased today 
stands at £9,845. This has risen by a shade over 
£500 (5.4%) in the past two years, following rising 
house prices. 

Without the additional surcharge, stamp duty 
would stand at £2,437.  In the last tax year, the 
surcharge raised an additional £1.9bn in revenues³ 
for the Treasury. Buy to let purchase activity has 
weakened as a result of higher taxation, however, 
and targeting landlords aggressively may prove 
fiscally counter-productive in the long term if 
the cumulative effect of the tax changes deters 
investment into the sector, or undermines landlords’ 
ability to invest in their properties and inject capital 
back into the economy.     

Stamp duty costs climb by 5.4%

Letting go of tenant fees?  

Letting agent and management fees are the second 
largest running cost landlords face. An average 
of £935 a year is spent on letting agent fees per 
property, after accounting for those landlords 
who don’t use letting agents. This figure may be 
set to climb. The ban on tenant fees levied by 
agents direct to renters will apply to all tenancies 
in England commencing from 1 June. While tenants 
will no doubt cheer at the development, reducing 
excessive charging, there could be a sting in the 
tail. Rather than see revenues fall, many letting 
agents may pass the costs on to landlords, who in 
turn will seek to recover their higher outlay from 
tenants in the form of higher rents where demand 
allows. It’s unlikely to make renting more affordable, 
simply turning an upfront cost into a higher ongoing 
monthly cost for many tenants.
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Landlords’ economic contribution climbs to 
£16.1bn as costs rise

Landlords play an important role in the country’s 
economy. They provide the necessary flexible 
housing our increasingly mobile workforce requires. 
Moreover, the private rented sector has also 
bridged the gap between supply and demand 
for housing, created by a lack of housebuilding 
and compounded by a lack of funding for social 
housing. In doing so, it provides accommodation 
for both those who elect to rent, and the legion of 
first-time buyers who cannot afford to buy. 

Landlords also make a significant – and increasing 
– economic contribution through their spending.  
In doing so, they provide revenues for support 
industries, creating and sustaining thousands 
of jobs, from builders and tradesmen through to 
accountants and letting agents. 

Source: Kent Reliance

Growth in economic contributions

 
We’ve seen the extent of their pre-tax spending 
per property. Extrapolating this across the private 
rented sector, landlords contribute a total of £16.1bn 
each year without including financing costs. 

This has risen only slightly from two years ago, 
as higher costs per property have been balanced 
by a slight decrease in the size of the private 
rented sector, as the latest English Housing Survey 
suggests. The longer-term increase is more startling. 
Their combined contribution has nearly doubled 
from an estimated £8.5bn in 2009, with the PRS 
growing by a half, and costs per property climbing 
by more than a quarter over the period. 
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Property upkeep, maintenance and servicing spend 
represent landlords’ largest running costs across the 
PRS. Collectively, landlords spend £5.8bn on this, 
whether on builders, gardeners, cleaners, or indeed, 
in homeware shops. This is up some £250m from two 
years ago. 

Their next largest expenditure is on letting agent 
and management fees. Property investors do not 
universally use the services of letting agents or 
property managers. Many are able to source and 
vet tenants, or choose to directly manage properties 
themselves, reducing their cost base in exchange for 
investing more time. However, the six in ten landlords 
who do use letting agents and property managers 

Mortgage interest payments reach £11.2bn

The cost of financing the purchase of an investment 
property is distinct from the expenditure involved 
in maintaining a portfolio. Indeed, many landlords 
use leverage to access long-term capital gains on 
the full value of a property, or multiple properties, 
rather than on the initial sum invested. In doing so, 
many landlords also face finance costs on top of 
running and start-up costs. One third of properties 
within the PRS are mortgaged, although there’s 
significant variation among the loan to value 
of these. The value of interest paid on this debt   

Landlords’ economic contribution

stands at around £11.2bn, up from £10.2bn two 
years ago. This use of mortgage finance provides 
a source of revenue for brokers, lenders, and 
ultimately those service providers that support the 
mortgage industry. 

When added to the existing costs of expenditure 
of £16.1bn, this brings landlords’ total economic 
contribution to £27.3bn, up by £1.1bn in the last  
two years. 

spent a total of £5bn, compared to £4.7bn two 
years ago. Should landlords seek to reduce their 
overheads, or face higher fees from letting agents 
following the tenant fee ban, this figure may fall; 
more landlords may shop around or self-manage 
their properties. 

Investors spend a total of £567m on accountancy 
and legal fees, as well as £341m on licensing and 
registration costs. This creates an additional £908m 
of spending solely dependent on the PRS’ existence. 
An additional £2.3bn is spent on service charges 
and ground rents, £848m on utilities, £791m on 
insurance, and £618m on other associated costs of 
running a property.

Source: Kent Reliance, BVA BDRC 

Key
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Region Annual running costs Proportion of rental income

London  £6,455 31.3%

South East  £3,656 34.2%

East of England  £3,300 34.6%

South West  £3,055 34.4%

Scotland  £3,011 32.5%

East Midlands  £2,712 32.9%

West Midlands  £2,643 33.7%

Yorkshire and the Humber  £2,483 32.7%

North West  £2,475 32.6%

Wales  £2,129 39.0%

North East  £1,848 39.6%

Great Britain  £3,571 32.9%

The private rented sector varies drastically across 
Great Britain, with local and regional disparity 
in rents and property values. Average running 
costs reflect this. Our analysis of over 350 local, 
unitary and metropolitan authorities and counties 
demonstrates the stark geographical differences. 

London landlords have the highest running costs 
by a considerable distance (£6,455). However, they 

Spending variation across the country

Annual running costs by region

also have the highest rents in the country, and since 
several key costs are relatively fixed, and don’t differ 
significantly from region to region, they spend the 
smallest proportion of gross income (31%). 

Conversely, landlords in the North East see a 
greater proportion of their rents consumed by fixed 
costs (40%), even though typical running costs total 
just £1,848.  
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10 most expensive areas Annual running costs Proportion of rental income

Kensington and Chelsea  £16,565 29.5%

Westminster  £13,027 29.8%

Camden  £10,593 30.1%

Hammersmith and Fulham  £9,504 30.3%

Islington  £8,648 30.5%

Richmond upon Thames  £8,589 30.5%

Wandsworth  £7,865 30.7%

Hackney  £7,447 30.9%

Haringey  £7,415 30.9%

Barnet  £7,355 30.9%

10 most expensive areas

Given the distance by which London is the region 
with the highest running costs, its boroughs 
dominate the tables. Kensington and Chelsea has 
the highest outlay in cash terms, with total average 
running costs of £16,565 per year, followed by 
Westminster (£13,027).                                          

Higher tenant expectations are clearly being 
catered for through increased spending on services. 
These two boroughs, however, are among those with 
the smallest spend as a proportion of rent, reflecting 
the significantly higher rents in these boroughs.

Source: Kent Reliance, ONS
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10 most expensive areas  
(excluding London)

Annual running costs Proportion of rental income

South Bucks  £6,499 31.5%

Elmbridge  £6,217 31.7%

Chiltern  £5,758 31.9%

Three Rivers  £5,411 31.9%

Mole Valley  £5,388 32.2%

St Albans  £5,263 32.0%

Windsor and Maidenhead  £5,259 32.3%

Tandridge  £5,035 32.5%

Waverley  £4,978 32.5%

City of Edinburgh  £4,873 29.7%

10 least expensive areas Annual running costs Proportion of rental income

Blaenau Gwent  £1,476 47.1%

Burnley  £1,552 40.2%

County Durham  £1,613 42.5%

Merthyr Tydfil  £1,645 44.0%

Middlesbrough  £1,652 41.9%

Hyndburn  £1,679 38.4%

Rhondda Cynon Taf  £1,681 43.5%

Hartlepool  £1,687 41.4%

Sunderland  £1,696 41.3%

Redcar and Cleveland  £1,718 41.0%

10 most expensive areas (excluding London)

10 least expensive areas

Excluding London, the South East dominates the list 
of most expensive areas to run a property. South 
Buckinghamshire is the most expensive in cash 
terms (£6,499), followed by Elmbridge and Chiltern.  

Blaenau Gwent is the cheapest area to run a 
property in Great Britain in cash terms, followed by 
Burnley and County Durham. These areas, typically 
with the lowest rents, also see a greater proportion 
of rent being eaten up by relatively fixed costs.                                  
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More than a third of landlords plan to cut 
spending as costs rise 

Faced with higher running costs, and larger tax bills, 
many landlords aren’t standing idle and allowing 
their margins to be eroded. Many plan to either 
raise rents to cover greater expenditure or to reduce 
their spending. This could have knock-on impacts 
for tenants – either a higher cost of accommodation 
or potentially reduced standard of accommodation. 

One in five landlords surveyed by BVA BDRC on 
behalf of Kent Reliance, plan to increase rents 
specifically to cover higher costs. Meanwhile, a 
further 36% have either already begun to cut the 
cost of running their portfolio or plan to do so in the 
near future. This is equivalent to around 900,000 

The % of landlords reviewing spending in each area

landlords cutting costs. Overall, a typical landlord 
reviewing their outlay would look to cut spending 
per property by around 6%. If this was replicated 
across the entire PRS, this would represent a drop  
of nearly £1bn. 

Expenditure on property improvements and 
maintenance is the main focus of landlords seeking 
to reduce their spending. 46% identified property 
upkeep and maintenance as an area where they 
expect to lower their outlay. Those that did, expect 
to reduce spending by an average of 19%, a cut of 
around £205 per year for the typical landlord.  
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Letting agent fees were identified by a quarter of 
landlords (24%). Those reviewing letting agent fees 
expected significant savings – an average of 30%. 
This would be a saving of around £281 per year. 
Should landlords’ letting agent fees climb once 
the tenant fee ban is introduced, we may see more 
landlords shop around to protect their margins, or 
consider self-managing their portfolio. Fixed costs 
such as utilities or legal and accountancy fees 
are clearly harder for landlords to trim, although 
one fifth are seeking to review their outlay on 
insurance costs. 

Outside of the underlying costs involved in 
maintaining a property portfolio, remortgaging is 
clearly a key area of focus. Nearly a third (29%) 
of landlords surveyed hope to cut their outlay on 
mortgage interest payments, by an average of 23%.

Property improvements are undertaken by choice 
by landlords, often to add value to a property 
or increase the rental income it delivers. For this 
reason, we don’t include it in typical running costs. 
Nonetheless, it was identified as the second most 
likely area to face cuts (38%), and landlords thought 
they could save an average of 35% a year on their 
current expenditure. This would have a significant 
impact on the amount landlords currently spend 
with support industries, such as builders, plumbers, 
electricians, etc.
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Conclusion

The political discourse around landlords has been  
one-sided and resulted in taxation and regulatory 
changes that have hit hard in recent years; 
increasing taxes at a time when running costs have 
also been rising. The net result has been to deter 
investment, especially from amateur landlords, 
from the market, thereby undermining the supply of 
property, or pushing up rents. 

This does little to resolve the underlying problems 
within the housing market – namely ongoing 
undersupply of property across all tenures and the 
affordability problems this brings. 

It also overlooks the important role landlords 
play in the economy. Not only do they provide 
accommodation for the country’s growing 
population and workforce, but they make a direct 
contribution to the economy to the tune of £16.1bn 
on running and maintaining their properties. 

However well intentioned, policy changes that 
increase the cost and complexity of being a 
landlord don’t benefit tenants; quite the opposite. 
Landlords will seek to protect their margins, whether 
cutting their spending on elements like property 

maintenance and improvements, or seek to absorb 
higher costs through higher rents.  

Most housing policies have caused distortions in 
the market, without increasing supply. Help to 
Buy, for instance, has been widely acknowledged 
in assisting house price rises since its launch. And 
within the PRS, interfering with the business model 
for landlords is already reducing supply and will 
increase rents in the long term. Headline-grabbing 
policies are certainly attractive to politicians, but 
simply don’t achieve the underlying improvements 
the market needs, as we’ve often reported on. 

After several years of turbulence, with running 
costs and tax costs rising, it’s important that the 
private rented sector is able to see a period of policy 
stability. Changes to mortgage interest tax relief 
are still working their way through, and the ban 
on tenant fees has yet to come into force. We still 
see the commitment of large-scale professional 
landlords, who are able to turn a long-term profit, 
in spite of rising costs. Any further intervention 
may cause these landlords to flee the market too, 
deepening the housing crisis rather than tackling it. 
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Methodology

All data referring to the size of the PRS, rental 
income and house prices been taken from Kent 
Reliance’s Buy to Let Britain research series, which is 
based on detailed analysis of ONS data, alongside 
rental data from LSL, Citylets, BVA BDRC and the 
Registers of Scotland. Due to data limitations, local 
authorities are assumed to have the same yield as 
the regions they are situated in.  

Average mortgage costs are based on the 
calculation of total gearing of PRS (18%), and 
applied to individual properties to account for 
landlords without mortgages. All mortgages are 
assumed to be interest-only for the purpose of this 
report, with average rate calculated by analysis of 
Moneyfacts data. Void rates are based on research 
undertaken by ARLA, and excluded from the 
national economic contribution figures.

Letting agent fees have been taken from a modal 
average following desktop research of mid-tier 
letting agent charging models, and weighted to 
account for the proportion of landlords that do not 
use letting agents. This figure conservatively doesn’t 
incorporate additional fees and charges applied 
outside management and letting services. 

To calculate the growth in total spending by 
investors across the PRS, the research team has 
conservatively assumed that costs have risen in line 
with rents since 2009.

Unless otherwise stated, all other data refers to 
a BVA BDRC survey of 494 property investors 
(January 2019). 2017 is based upon a BVA BDRC 
survey of 657 property investors (January 2017).  
The research was conducted by Teamspirit for  
Kent Reliance.
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Whilst care is taken in the compilation of the Buy to Let Britain 
research series, no representations or assurances are made as to its 
accuracy or completeness.

Kent Reliance is the owner or the licensee of all intellectual property 
rights in this report, and in the material herein. All related rights 
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contributors) as the authors of content in this report must always 
be acknowledged.
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