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Introduction

Please give some thought to the difficulties being faced by property owners in the private rental sector.  

Investor’s who were encouraged by the Government, to put measures in place to look after themselves when they retire, entered the private rental market for long term investment.  

Purchasing properties on which they paid up to 9% stamp duty and providing good quality homes to 500,000 people.  These are long term investors and not speculators; their intention was to purchase property to provide for their future and that of their families.
When investing, investors factored the possibility that mortgage interest rates could increase together with periods of vacancy and routine maintenance costs, being aware that rents can go down as well as up (unlike the commercial rental sector).

Mortgage Interest Rates

20% of all mortgagees are on trackers and are in the lucky position that the decrease in rental income was accompanied by a decrease in their mortgage payments.  
80% of mortgagees are unfortunately not in the same position: the people with fixed term mortgages had no reductions and variable rates decreased slightly.  Unfortunately the banks did not pass on the full reductions in the ECB rates to buy to let investors and in some cases actually increased, resulting in their mortgage becoming more expensive, while rental income has significantly decreased.

Developers Flooding Market
As a result of the decline in the sales market, developers who cannot sell their properties are being forced by their financial institutions to rent in the short term.  This has resulted in flooding the market, increasing the supply of property available to let and reducing rents.  These developers are not long term investors and will sell as soon as the market improves and consequently should not be considered long term rental properties.  Short term properties are new and well designed and when tenants move into them, they may have left the traditional long term investors.  This in time may see the long term investor moving from the market and may create shortness of supply.  A move that should be discouraged before serious harm is caused to the traditional stock of rental accommodation.
Negative Equity
Most Buy to Let Investors who purchased property since 2004 are now in negative equity.   They cannot sell because the property is worth less than they borrowed.  This becomes a real problem when they cannot meet their repayments.  Buy to Let Investors came from a sector that had equity in their home properties and were encouraged by Financial Institutions with the offer of maximum loan facilities, to release that equity for the purchase of a second property.
Job Losses & Pay Cuts 

Unfortunately as a result of the difficulties in the economy as a whole, Buy to Let Investors have to also deal with other issues, such as reduction in their own income from paid employment and even  unemployment.  This limits the amount they have available to subsidise their rental property.     
Market Forces

Market forces have resulted in:- 

· Oversupply of property for rent

· Long vacant periods

· Reduced rents

· Reduced  incomes generally

· Negative equity
· ECB reductions not passed on
These problems were caused by market forces and are unavoidable, but if investors had only these matters to deal with, they would generally weather the storm.   Unfortunately, there are some investors who will lose their properties anyway.  Rental income is insufficient to cover their mortgage interest - a sad position - but that is part of the cycle of investment for the long term Buy to Let investor.

Government Intervention  

Refurbishment Relief Abolished

In July 2008, the interest relief allowable on monies borrowed for refurbishment was abolished.  

Building Energy Rating Certificates (BER)

The EU directive came in and any property rented from the 1st January 2009 has to have a BER Certificate at an approximate cost of €300 per unit.   

Housing Standards for Rented Houses Regulations 2008
New standards for rented accommodation were introduced in February this year and these involve additional costs to property owners in the private rental sector.  Pre 63 and older stock of properties will be particularly hard hit, with many owners in negative equity and unable to access funds from the banks.  Refurbishment relief was abolished.  A lot of these properties may end up in disrepair – owners can’t sell and cannot afford to refurbish.  This undoubtedly will result in homelessness as the stock of this type of affordable accommodation will dwindle.
Budgetary Measures 
Levies  2, 4, or  6%

Buy to Let Investors do not like these but do accept the necessity for them: these are at least fair because they targeted every business being on the profit of the investment.

Reduction of Mortgage to 75%

This is the cruellest blow of all - these investments were based on the full mortgage interest being offset against the rental income.   Instead, Buy to Let Investors are paying tax on an expense.  They have to pay the full 100% of mortgage interest payable to the banks.   This cut needs to be reversed.  These prudent investments were predicated on the knowledge that tax legislation never introduced a retrospective law.  
Reduction in Rent Supplement Payable

Rent supplement was reduced across the board even though property owners had already reduced rent, breaching contracts and the Residential Tenancies Act 2004.  This reduction artificially forced down rent; and is testament to rent control. 

Increase in CAT & CGT

Investors were again targeted with the increase in both Capital Gains Tax and Capital Acquisition Tax by a staggering 20%.

Local Government (Charges) Act 2009

This legislation again directly targeted the private rental sector with investors paying €200 per dwelling even when they are in a loss making position, or cannot let their properties.   

Pre 63 house owners are struggling with this charge; it is unacceptable that they have to pay per bed-sit/unit. This cost to a property owner can be anything from €200 up to €2000 per house; this needs to be changed to a max of €400 for a house with two or more units.
As this is a tax, we have been advised that we cannot offset this as an expense.  This has the effect of doubling the cost to property owners.   It needs to be allowable as an expense.

Property Tax 
A property tax will be particularly difficult for Investors.  However, it should be pointed out that Council Tax in the U.K. is billed to and charged to the occupier of the property by the local authority providing the service; and in Wales, when a property is vacant, there is no tax due.  This is a fair system and if a property tax is to be introduced in Ireland, this model should be considered.    

Tenants in studio flats/self contained bedsits should not be disproportionately overburdened.

Ability to pay needs to be taken into consideration. 

Water Charges 

In examining the implications of any Water Charge, Pre 63 houses in multiple units of studio accommodation should not be exempt but there needs to be a reasonable approach to this, consistent with the amount of water likely to be used.  In any event, such a charge should be directly assessed on the tenant.  

Unearned Income 

Investing in property needs to be treated as a business.  It is currently unfair, anti-business, discriminatory and takes no account of the social and financial benefits to the State of having private rental properties available for those who are unable, or do not wish, to purchase their own accommodation.
Rental Income is in all instances treated as “unearned income” or passive income instead of earned income.   Many of the allowable tax deductions and tax relief available to other business are denied to landlords including pension relief.  

The Irish Property Owners Association sees no justification for the continuation of such a penal and outdated tax system for active property owners. The concept of passive or unearned income goes back to British Rule and does not reflect modern Ireland.  An individual who actively manages rental properties can hardly be described as not “earning” their living.  The modern active property owner deals with a variety of issues on a daily basis including:
· Sourcing new tenants to fill any vacancies as they arise.

· Dealing with troublesome tenants and the problems created by such individuals.

· Ensuring that the property is maintained to meet the rigorous standards which exist for residential lettings, including dealing with any repairs which may be urgently required.

· Ensuring proper records are maintained to meet their business obligations under various sections of legislation, including Taxes Acts and the Residential Tenancies Act 2004. 

Summary 

Government intervention in the property market in the last year on top of rent reductions and the over supply of property has resulted in a much higher proportion of property owners being unable to service their mortgages.  Investors who are currently surviving may not be able to survive next year as a result of the increased taxes, charges and the significant reduction in mortgage interest relief.
There are three times more property owners going through the courts for defaulting on their loans than three years ago.  Next year, it is likely to double.  

Items that need to be addressed now are:-

1. Reverse the cut in mortgage interest relief allowable - it should be and is a legitimate business expense.

2. Reinstate refurbishment relief – to encourage property owners to keep properties in good order.  Particular attention should be given to the older stock of rental accommodation which has to be repaired and maintained to comply with current standards and energy requirements.
3. Allow expenditure on energy efficiency in buildings to be offset as an expense resulting in the reduction of carbon output, decreasing tenant’s bills and providing employment.  It must be understood that tenants are the beneficiary of energy improvements.
4. Local Government Charges Act 2009 

a. Allow a block payment of €400 for a pre-63 house in two or more units. 

b. Where an investment is making a loss - exclude it from the payment of the charge.

5. Charges on the property, for all necessary services refuse, water etc. should be considered based on the ability to pay and ensuring that the user is liable for payment.
6. Change the way Revenue deals with rental income and consider the letting of property as a normal business with the normal business relief. 

7. Allow payments under the Charges Act 2009 to be offset as an expense.
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