
We all know of investment property as an asset class, but what about 
property renovation and development?  This too is a very interesting asset 

class.  A recently completed renovation project explains the investment 
returns available in the sector. 
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P 
roperty, like many things, goes in cycles.     
A classic example would be Victorian Villas 
which were originally built as high-quality 
homes for the well-off, in areas that would 
have been considered affluent.  Yet, a 

hundred years on and most such homes have 
deteriorated to the point where they are poorly 
maintained shared lodging houses.  Technically known 
as houses in multiple occupation (HMOs) where 
people, often on government benefits, live in a rented 
room with a shared kitchen and bathroom.  So, what 
was once an affluent area has now become rather 
rough – and possibly not the sort of place you would 
want your children to play near.  
 
But then, eventually, the tide starts to turn – as the 
pressure for owner-occupier homes continues and the 
prices in existing ‘good’ areas become too high for 
many.   
 
By now, these once grand houses need an awful lot of 
work to bring them back to a decent owner-occupier 
standard.   
 
A few brave souls decide to take on this challenge 
themselves, but it’s  mainly developers like ourselves 
who are able to buy them – at a price relative to their 
run down status – and put in the considerable 
investment required to bring them back to their former 
glory.  Not always straightforward as we will see 
shortly. 
 
Often, the resurrection is in the form of three or four 
modern flats for which the demand is high, rather than 
an eight or nine bedroom house for which the demand 
is very low in such areas. 
 
It is fairly rare that the numbers work as a single house 
renovation, and of course, it’s no small factor that the 
total value of three flats is usually higher than for a 
single large house.   Also, it is more expensive to 
redevelop into flats – so the amount of Senior Debt and 
Mezzanine Debt is higher too.  This creates more 
opportunity for investors – with interest rates of 7-9% 
and, occasionally, even more.   

 
Hastings Flats Project 
We spotted this property whilst doing our regular 
weekly ‘sweep’ of properties ‘in need of’ as the estate 
agents describe properties that need renovation.  It 
looked promising so I arranged to view it. 
 
A little research on our part showed that it had been for 
sale with another agent for quite some time at 
£300,000.  The new agent was advertising it at 
£250,000.   
 
It had been (rather badly) split into three units back in 
the 1980s and appeared to have been used as an 
HMO in recent years.  It was in a poor state of repair. 
One of the greatest skills of a developer is to estimate 
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what the refurbishment will cost and what price the 
development will actually sell for once completed.  As 
they say in this industry: “You make your profit when 
you buy, not when you sell.”   
 
So, the decision to buy is based purely on the finances 
using this simple formula:   
 
 +   Forecasted value of sales (GDV) 
      –   cost of works 
      –   required profit  
      –   legal plus buying and selling costs 
      –   the cost of finance  
 =   the maximum bid price. 
 
We modelled the profitability of turning the property into 
four flats instead of three, but in this case three was 
more profitable, and the maximum bid formula said 
£200,000.  Quite a distance below the £250,000 asking 
price, but as my property mentor taught me “If you’re 
not embarrassed by how low your offer is, it isn’t low 
enough!” 
 
Not surprisingly our offer of £200,000 was rejected and 
after a while we learned that a sale was in progress at 
£250,000.  “Did we want to increase our offer?” asked 
the agent.   That being our calculated maximum bid, 
the answer was a definite “No”.  Saying ‘No’ is a skill! 
 

A couple of months later, as expected, we had a call 
from the agent to say the £250,000 sale had “fallen out 
of bed”.  It was again available at £250,000.  Again, we 
bid £200,000 and, once more, our low offer was 
rejected.  
 
After three £250,000 sales had “fallen out of bed,” the 
agent finally phoned and said, “Phil it’s yours for 
£200,000 if you’re still interested”.   
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Although I was tempted to drop our bid to £150,000 at 
this point; in order to get the project underway, we 
agreed £200,000, briefed solicitors and prepared 
schedules of work against which builders would quote. 
 

Adding Value 
Naturally we had been planning to replace all of the 
kitchens and bathrooms to a high spec. for mid-market 
flats.   
 
We could add further value by creating large kitchen/
living rooms in the two smaller flats in the style 
preferred by current buyers. 
 
By turning the basement flat around entirely, it could 
be given two bedrooms instead of one where the living 
room had been.  The installation of French doors plus 
decking to the rear would create a true garden flat with 
the living room flowing out on to the decked garden. 
The building’s hillside location providing stunning 
views across Hastings’ rooftops and out to sea. 
 
The two upper units – a one bedroom flat and what 
would become a three bedroom ‘duplex’  
(encompassing the first and second floors) both had 
what Estate Agents like to call ‘sea-glimpses’ at the 
rear of the property.  Frankly, the views were nothing 
special. 
 
Showing my sketches to my business partner and 
discussing how we could perhaps add balconies to the 
upper units, he suggested a bolder approach.  “Why 
not rip the rear bay off completely and replace it with 
an all-glass tower that goes up an extra floor?  Then 
each flat can have a glass enclosed balcony and full 
sea views all year round.” 
 
We put in a planning application for the glass tower.  
There were objections from neighbours that we were 
able to successfully counter.  Although this addition 
would add £20,000 to the cost of works, we figured 

that having stunning rooftop and sea views would add 
some £100,000 to the project’s gross development 
value.  
 
We also reorganised the layout of the building so that 
each flat could have its own front door to the street – 
rather than having a shared hallway.  Home-owners 
much prefer to have their own private entrances and it 
also makes it easier to comply with highly important fire 
regulations. 
 

Victorian Money Pit 
These large Victorian homes, though solidly built, were 
often not actually well built.  Of course, building 
techniques were not as good way back then as they are 
today, so we always expect building renovation to cost 
a lot more than first inspection indicates.  Often 
problems only become apparent as you strip out the 
property and remove things. 
 
For this reason, they are often known as ‘Victorian 
Money Pits’.  This one was no exception.  I was to 
receive many phone calls from the building team on site 
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along the lines of; “Phil there’s something you need to 
see!” 
 
The first such call was in relation to a large diagonal 
crack in the brick wall where the ground floor kitchen 
had just been removed.   Cracks like that indicate 
subsidence which can be incredibly expensive to fix – 
hence the builder’s panic. 
 
 

 
 
Looking at the problem and going through a mental 
picture of the property layout, I couldn’t recall a wall 
below this floor in the basement – and upon inspection 
there was no indication of a beam to hold up this 
wall.  I got the builder to lift a couple of floorboards 
and, horror of horrors, the brick wall was only held up 
by a piece of 4” x 2” timber nailed to one of the joists –  
1980’s conversions often contain such challenges. 
 
 

The next question was: Does this wall go up all three 
floors to the roof?  If so that would be one heck of a 
weight of brickwork to re-support. 
 

 
Much to our relief, when we moved upstairs, not only 
were the upper walls ‘stud-work’ (wood and plaster), 
the floorboards were, thankfully, at right angles to the 
wall indicating that this wall was not supporting the floor 
joists. However, a few minutes later we realised that 
two tons of concrete hall floor was only held up by three 
joists! 
 
So, in the end, sorting this problem was relatively 
simple – rip the wall out and replace with new stud-
work, remove the concrete floor and replace with 
conventional wood floor. 
 
 

House of Horrors 
I won’t go into great detail on the other horrors 
uncovered, but we also had to deal with:  
 
 Chronic rising damp in the basement as well as 

penetrative damp in the upper floors during storms 
(due to the exposed position of the property 
combined with poor Victorian building practices). 

 
 All external underground sewer pipe junctions 

were cracked and all sewer pipes had to be 
replaced. 

 
 Woodworm in joists – chemical treatment needed. 
 
 Rotten joists on two floors.  (Due to a damaged flat 

roof not having been replaced and leaking badly 
for many years.) 

 
 Rotten timbers beneath what had appeared to be 

a sound main roof.  There was no point messing 
about trying to bodge this.  Far better, if slightly 
more expensive, to completely re-roof the  
building. 
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 Planned renovation of existing windows began to 
look much more complex and more expensive 
than budgeted.  We took the decision to replace 
25 windows with modern double glazed 
units.  More expensive than original plan, and 
needing an extra planning permission, but added 
significantly to the insulation and a much better 
EPC (energy performance certification) – which 
helps the sale and is far better for the new owners 
in terms of comfort and heating costs. 

 
 Replaced all internal doors with modern fire-spec 

ones after Building Control Inspector condemned 
the existing fire doors as not compliant to current 
standards and therefore couldn’t be re-used.  So 
we took the opportunity to fit designer oak doors 
and modern brushed chrome handles adding to 
the design-appeal. 

 
 Re-plastering throughout because it was easier in 

the end than patching up after all the other things. 

 
 Although not required by regulations on a 

renovation, we opted to add acoustic insulation 
between the flats to make them better for the new 
occupants. 

 

Normal Stuff 
Of course, all these ‘Money Pit’ items were in addition 
to the more normal ones you would expect on any 
renovation, such as: 
 
 Installing new designer-brand gloss cream 

kitchens with integrated appliances in each of the 
three flats.   

 

 Complete new central heating system in each flat 
comprising combi-boiler, all new pipework, new 
radiators and thermostatic valves. 

 

 New bathroom suites in each unit with modern’ 
bumpy-white’ tiles and inset mirrors.  Dual rain/
normal showers over baths in each flat. In the 
duplex, we moved the bathroom from the landing 
four flights of stairs below the bedrooms, to the top 
floor adjacent to the bedrooms. 

 

 Full rewiring for each flat with brushed chrome 
outlets with USB charging points in living rooms 
and bedrooms. 

 

 New gas, electricity and water supplies and meters 
for each flat.  (The road was dug up three separate 
times despite our efforts to get the utility 
companies to co-ordinate!) 
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  Before 
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Project Finance 
The project was funded with a combination of Senior 
Debt to the tune of 70% of the £200,000 purchase 
price from a commercial lender, secured by a first 
charge on the property, with the Mezzanine borrowing 
to fund the remaining 30% of the purchase price plus 
acquisition costs.  
 
The cost of works and professional fees were provided 
by three loans from private investors.  These 
Mezzanine loans were taken out in tranches as the 
project required funding. 
 
So how did the development turn out? 
 
This is probably best shown in photos …. all in all, a 
fairly stunning transformation – and as the developer, 
a really good feeling that a poor old heap, on its last 
legs, has been brought back to life as three high 
quality homes! 
 

 
 

Project Profit and Loss 
So, we have seen that the final development looked 
really good, but how did the figures look in the final 
account?  
 

Selling prices 
3 bed duplex flat   £265,000 
1 bed flat selling   £140,000 
2 bed garden flat   £190,000 
Sale of ‘ground rents’  £  17,000 
Gross Development Value £612,000 
 
Purchase    £200,000 
 
So, Value Added   £412,000 
 
Costs 
Cost of works   £220,000 
Other operational costs  £  30,000 
Legal costs and agency fees £  17,000 
Total Project Costs   £267,000 
 
Profit      £145,000 
(before finance costs) 
 

So, after all of the flats were sold there was an 
net profit of some £145,000 to be distributed 
between the Senior and Mezzanine debt 
providers and ourselves the developers, with 
roughly 50% going to the funders and 50% to the 
developers.   
 
 

How Development Finance Works 

 

Is Development For You? 
Well I certainly wouldn’t recommend you get involved 
directly unless you have significant experience and 
then right team of experts alongside you.  I did my first 
renovation at the age of 18 and have been learning 
ever since.  
 
But cycling your investment money in and out of 
development projects – typically from 8 to 15 months – 
with an experienced developer can bring returns of 7% 
to 9% and sometimes even more.  
 
Most developments are done “using other people’s 
money”.   
 
Given the amounts of cash required for each 
development project, most developers would be unable 
to undertake more than one or two projects 
concurrently.  That simply wouldn’t make for a viable 
business.  Instead, developers share the profit with a 
variety of institutional and private investors in such a 
way that it is a profitable venture for all parties.  
 
There are a number of different classes of debt or 
investment: 
 
1. Senior Debt – Most developments fall outside of 

the scope of simple, cheap, products such as Buy-
to-Let mortgages.  Instead, commercial mortgage 
products or bridging loans are frequently used to 
provide between 60% to 75% of the purchase 
price.  

 
This obviously leaves a shortfall of 25-40% of the 
purchase price to find. This is usually funded by: 

 
2. Mezzanine Finance – Mezzanine finance is used 

to cover the shortfall of the purchase price 
together with acquisition costs such as stamp duty 
land tax (SDLT) and legal expenses. 

 
Mezzanine is usually provided by private investors 
– often high net-worth individuals and families – 
looking for a much higher return on their capital 
than the High Street banks can provide. 
 
Private Mezzanine investors can expect to receive 
from 7% to 9% per annum interest, sometimes 
more.  This certainly beats the 1-2% available 
from banks, savings accounts and ISAs – though 
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of course your risk appetite has to be a little 
higher.  Interest is generally rolled-up to the end 
of the project and repaid out of the sales 
proceeds. 
 
Depending on the nature of the development, 
private investor Mezzanine finance are often used 
to cover the Cost of Works.  In other cases, 
particularly new-build developments, the Cost of 
Works would be covered by: 

 
3. Development Finance – For larger projects, the 

developer may supplement the Mezzanine 
finance used to purchase the building or land with 
Development Finance loans to cover the Cost of 
Works.  Development Finance can be less 
expensive than Mezzanine and there has been a 
growing number of smaller lenders entering this 
space of late. 

 
That said, developers like ourselves are always 
happy to work with private investors on this phase 
of project finance.  

 
4. Joint Venture Finance – Another option exists 

for what the government describes as 
‘sophisticated investors’.  

 
If an investor earns at least £100,000 a year or 
has at least £250,000 in assets, not including their 
home, they qualify as a high-net-worth investor. 

 

Even if they don’t have such resources, investors 
can 'self-certify' as sophisticated if they have been 
a member of a business angel organisation, have 
more than one investment in an unlisted 
company, have worked in the private equity 
sector, or have been a director of a company with 
a turnover of £1 million or more. 
 
For such investors, it is possible to become 
involved in property developments as a profit-
sharing Joint Venture partner.  
 
One or more Joint Venture (JV) funding partners 
put forward all the required finance (apart, 
perhaps, for some Senior Debt) and are rewarded 
with a percentage of the project profit after all 
costs. 
 
Profit percentages vary from say 20% to 50% of 
the project profit and typically could represent a 
20-25% return on the JV partners’ money.  
 
Naturally though, the final profit is dependent 
upon the quality of the project budgeting and 
project management – so undertaking thorough 
Due Diligence is very important. 
 

Interested in Development Investing? 
If you’re interested in funding development projects 
please contact the author for further information at 

phil@turtleproperties.co.uk 
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