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Change we can dll believe in

Project Background & Objectives

w 2007¢ 2008: Options for Change study carried out by 2 other
LBS MBA Students

¢ Key Message: Enforce the Code

w 2008¢ 2009: The industry faces twin shocks of the credit
crunch and economic downturn

w Current research commissioned by Property Solutions to:
¢ Evaluate the crisis impact
¢ Highlight changes that have occurred since the last study

¢ Review service charge issues and identify options to reduce conflict of
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Change we can dll believe in

Interviews
3
Tenants 7
Managing Agents 11
7
5
Totals 33

*ronsultants, media, laywers, IPD

In-depth interviews lasting-2 hrs

All stakeholders fairly represented
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Change we can dll believe in

Impact of Crisis

1. Balance of power has shifted from 2. More Dialogue between
landlords to tenants landlords & tenants (retail)
The financial crisis has given more power to tenants A LandIOrdS interested to ensure
I m Overall Average l] é y I y l] é‘ I\:’Q 2 y Q l:I
= Others A Else, risk empty floors and pay
::.ql:iagmgggm empty rates

m Landlords

H Tenants

GC20dza 2y aSNIJA (
intensified... there is a lot more
< Strongly Disagree I Strongly Agree > é C) N\HZL,I A y é 2 y. é é N\I

Dt

All stakeholders in agreement
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Changes in Past 12 Months

1. Better Code awareness and signs of better adherence
C A¢KSNB | LIISI NBE (gYDNB YRINGI O2dvd ) S & §&
C A¢CKSNBE KIFa 0SSy o0SUGSNI O2YYdzyAOF (1A 2
2. Increased tenant landlord disputes

Service charge disputes have increased in last
12 months

m Owverall Average

m Others

Stakeholders
agree that
disputes have
increased

m RICS
m Manzaging Agents
M Landlords

B Tenants
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Change we can dll believe in

Changes in Past 12 Months (Cont)

3. Service Charges have moved up the priority of occupiers

Service charges have become more importantto my
firm in the past 12 months

m Overall Average

Stakeholders
agree that service
charges have
become more
important in
recent months

mOthers

HRICS

m Managing Agents
m Landlords

M Tenants

Strongly Disagree Strongly Agree
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1. [ SIFaSa R2y QU adlidS O2YLIX AlIyOS gA0K

Galye t£SlIFrasSa NS 2fR IYyR INB I20SNYySR o8
CKSNE 4l a ftSaa F20dza 2y aSNBAOS OKI NHS A
GCKS / 2RS Kl & geBupiér S ST KAV ILIRAA ODPDYY2TF LI2§

Proposal 1High level legislation (i.e. key rules that override all leases) need
if Code not enforced

aL Y 6FNB 2F tS3
NEO2YYSYRIFUOAZ2Y & |

NJU')>
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y ®
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Change we can dll believe in

— e

Key Service Charge Issues & Options (Cont)

¢ However, strong feelings against legislation:

Best option for change in the industryis legislation
m Overall Average
m Others Stakeholders
mEICS
B Managing Agents genera”y
m Landlords agaInSt
= renans legislation
o 1 2 3 4 5 & 7 8 g 140
e | S
- Strongly Disagree | Strongly Agree -
GLO A& tA1S dzaAy3a | &at SRAIS KIFYYSNI (2
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e

Key Service Charge Issues & Option(Cont)

Proposal 2:A 3pronged approach by the RICS

1. Give teeth to the Codd?romote from Guidance
Note to Practice Statement

Ensure all

awL/ { O2dzZ R LX & KINRS e

T2ttt 26Ay3 GKS | 2RS®E with the code
2. Enforce Complianc&ICS and Law Society agree o CORE
that all commercial leases state compliance with ISSUES
WITHOUT

Code LEGISLATION

Ensure
managing
Give teethto agents owe

3. Mandate dual dutyRICS mandates managing age

to owe equal duty of care to both landlords and the code o
tenants tenants
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Change we can dll believe in

—~—

Key Service Charge Issues & Options (Cont)
2.. N21SY¢€ VIGdz2NE 2F Ay Rdza i NEB
KS AYRdAzAGNE A& ONR]SYHE
¢ Tenants bear inappropriate burden of financial risk

¢ Tenants not in the property business, but take both risk of own industry and
of commercial property

¢ Issue more important given shortening leases and confusion with sinking
funds / depreciation charges

Proposal:Ask for an alinclusive rent option (with SLAS)

GLG g2dd R 0SS 3I22R AF G4Sylyda KIFI @S | OK2AO

I LILIN2 | OK ¢

GYSe A& GKFO GKS LINAOS FT2NJ GKS NARA] Aa y2
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Change we can dll believe in

Key Service Charge Issues & Options (Cont)

3. Landlord/Managing Agent issues

¢ Perception amongst many occupiers that:
w{ SNBAOS OKIFINHS&a R2y Qi LINRPROYARS @I ftdzsS ¥
w There is insufficient transparency/communication

w There is lack of trust towards landlords and managing agents

¢ Managing agents are not incentivised or measured to perform better

dw{ SNIWA OS O gdorNHdsmistdradBoBts areShigier than need to lirecause

no rigour is implemented in procurement of services...

G¢CKEAPQG Sy2dzaK Of I NAltisé bdilifgpoinDig lndlday andténank 2
NEEtI A2y aKALA PE
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Change we can dll believe in

Key Service Charge Issues & Options (Cont)

Trust

B "l trust my managing agent"

B "l trust my landlorg”

a 1 2 3 4 3 6 7 g ] 10
.l | e

Strongly Disagree | Strongly Agree

et

¢ Bisgdnneét an piedsidriolivalleNdlzd G G KSA NI f F Yy Rf 2 NR
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Key Service Charge Issues & Options (Cont)

Proposal Improved processes & performance

a. More/better communication with tenants
Gwdzald FailAy3d Wg22dZ R @2dz 6S KIFLILER 6AGK 0
GxAaAot s ééK@ﬁgdzf Ay3 27 Oz2alta YR 62N ¢
SOSNE2YySQa I ROIYyGlF3ISdpE

b. Understand consequence of shorter leases and advantages of providing
better value for money and flexibility
. SU0SNI 0SYyFyld NBUGSYGA2Y H [26SN Ozada T
G AAK aSNIAOS OKINHBHS& YI | Sctherefordzkis iRthe/ 3§
AYOUSNBad 2F GKS fFyRE2NR G2 (1SSLI G6KSaS
GLG A& YdzOK OKSIFLISNI G2 NBIOFAY + OGSyl vyl
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Change we can dll believe in

Key Service Charge Issues & Options (Cont)

Proposal Improved processes & performance (Cont)

c. Use better processes and systems to ensure timely reconciliation of costs
GwSO2yOAfALGAR2ZY A& y2G Ffslea GAYSEe& od
time: 1) to keep tenants happy, 2) to avoid disputes a long way down the line, 3) it is
y20 3J22R 02 KIFI@S ASNBAOS OKIFNHS&a 2dziadl

d. Incentive system for managing agents to reward good performance and
penalise bad performance

e. Landlords and managing agents work together/harder to drive costs down
(e.g. Making a distinction between life expectancy and condition)

G. 2Af SNB R2y Qi & dzRR Sqat28y SaiiA2YLS ag AINGQSAeY I | Ady
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Change we can dll believe in

Key Service Charge Issues & Options (Cont)

4. Tenant issues

¢ alyeée OGSylyta y2ad adzFFAOASyGfte (1y2g
seek professional advice early enough

¢ No leadership among office tenants to give them a common voice

¢ Service charges not a priority for tenants in good times
G¢CSYlFyda INB dzLd G2 aA3dy F2N GKAy3Ia az2 o6 Ke

Proposal:.Leadership & education

¢ A tenant organisation to fight for tenant rights

¢ Treat service charges seriougliRead the RICS Occupiers Guide
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Change we can dll believe in

Key Service Charge Issues & Options (Cont)

5. Benchmarking issues

¢ / dINNBY (i o0SYOKYFNJ & oh{/!'w g [ 2dz3F¢f
coverageg largest one only covers 5% of the market

¢ Also not sufficiently granular to cater for services, size, location, etc.
GPPPIKSNE Ada || 0SYRSyOé Ay GKS YI NJ
2PSNJ UKS G2L) ¢AU0K GKS YSaal 3S¢

Proposal: Improved benchmarking
¢ Better coverage, integrity, transparency and granularity

¢ RICS is idealganisationto partner with one of existing benchmarks or
set up new one
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Conclusion & Recommendations

w Changes needed in this industry or tenants may be right about legislation
being the best option

Best option for change in the industry is legislation

m Overall Average
W Others

mERICS

B Managing Agents
m Landlords

W Tenants

0 1 2 3 4 3 ] 7 g ] 10
.l | e

Strongly Disagree | Strongly Agree
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Conclusion & Recommendations (Cont)

w In Summary:
1. 3-Pronged approach by RICS
2. An allinclusive rent option
3. Enhanced tenant knowledge and tenarganisation
4. Enhanced communication & processes by landlords & managing agents
5. Enhanced benchmarking
w RICS is the best organisation to drive key changes required in the industr
GLO Aa&a GKS NRtS 2F wL/ { (2 SyadzZNB ¢
dK2dzZ R SyadzNB RAAASYAYFOA2Y (KNPRdzAF

Sponsore d by %PROPERTY

managing service charges



