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Project Background & Objectives

ω2007 ς2008: Options for Change study carried out by 2 other 
LBS MBA Students

ςKey Message: Enforce the Code

ω2008 ς2009: The industry faces twin shocks of the credit 
crunch and economic downturn

ωCurrent research commissioned by Property Solutions to:

ςEvaluate the crisis impact 

ςHighlight changes that have occurred since the last study

ςReview service charge issues and identify options to reduce conflict of 
interest
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Interviews

In-depth interviews lasting 1-2 hrs

All stakeholders fairly represented
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Impact of Crisis

1. Balance of power has shifted from 
landlords to tenants

2. More Dialogue between 

landlords & tenants (retail)

Å Landlords interested to ensure 

ǘŜƴŀƴǘǎ ŘƻƴΩǘ Ǝƻ ōǳǎǘ

Å Else, risk empty floors and pay 

empty rates

άCƻŎǳǎ ƻƴ ǎŜǊǾƛŎŜ ŎƘŀǊƎŜǎ Ƙŀǎ ōŜŜƴ 

intensified... there is a lot more 

ǎŎǊǳǘƛƴȅ ƻƴ ǎŜǊǾƛŎŜ ŎƘŀǊƎŜǎ ƴƻǿΦέ

All stakeholders in agreement
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Changes in Past 12 Months

1. Better Code awareness and signs of better adherence

ςά¢ƘŜǊŜ ŀǇǇŜŀǊǎ ǘƻ ōŜ ƳƻǊŜ ŎƻƳǇƭƛŀƴŎŜ ςƳƻǊŜ Ŏŀǳǘƛƻǳǎ ŜȅŜǎέ

ςά¢ƘŜǊŜ Ƙŀǎ ōŜŜƴ ōŜǘǘŜǊ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ŀƴŘ ǘǊŀƴǎǇŀǊŜƴŎȅ ŘǳŜ ǘƻ ǘƘŜ /ƻŘŜΦΦΦέ

2. Increased tenant landlord disputes

Stake-holders 
agree that 

disputes have 
increased



Changes in Past 12 Months (Cont)

3. Service Charges have moved up the priority of occupiers

Stake-holders 
agree that service 

charges have 
become more 
important in 

recent months
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Key Service Charge Issues & Options

1. [ŜŀǎŜǎ ŘƻƴΩǘ ǎǘŀǘŜ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ǘƘŜ /ƻŘŜ ϧ ǘƘŜ /ƻŘŜ Ƙŀǎ ƴƻ ǘŜŜǘƘ 

άaŀƴȅ ƭŜŀǎŜǎ ŀǊŜ ƻƭŘ ŀƴŘ ŀǊŜ ƎƻǾŜǊƴŜŘ ōȅ ƻƭŘ ǇǊƻǾƛǎƛƻƴǎ ǿƘŜƴ ǘƘŜ ƳŀǊƪŜǘ ǿŀǎ ƳƻǊŜ ōǳƻȅŀƴǘΦΦΦ 
¢ƘŜǊŜ ǿŀǎ ƭŜǎǎ ŦƻŎǳǎ ƻƴ ǎŜǊǾƛŎŜ ŎƘŀǊƎŜ ƛǎǎǳŜǎ ŀƴŘ ƳƻǊŜ ƻƴ ƎŜǘǘƛƴƎ ǘƘŜ ŘŜŀƭ ŘƻƴŜΦέ

ά¢ƘŜ /ƻŘŜ Ƙŀǎ ƴƻ ǘŜŜǘƘ ŀǘ ŀƭƭΦΦΦ ƴƻ occupiersǎƛǘ ƛƴ Ǉƻǎƛǘƛƻƴ ƻŦ ǇƻǿŜǊ ƛƴ ǘƘŜ wL/{Φέ

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

άL ŀƳ ǿŀǊȅ ƻŦ ƭŜƎƛǎƭŀǘƛƻƴ ōǳǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŎƻǳƭŘ ǘŀƪŜ ǘƘŜ ƭŜŀǎŜ /ƻŘŜ ŀƴŘ ǘǊŀƴǎƭŀǘŜ ƛǘ ǘƻ мл 
ǊŜŎƻƳƳŜƴŘŀǘƛƻƴǎ ŀƴŘ ƳŀƪŜ ƛǘ ƭŜƎƛǎƭŀǘƛƻƴΦΦΦ ƴƻǘ ƴƛǘ ǇƛŎƪƛƴƎ ŘŜǘŀƛƭέ



Key Service Charge Issues & Options (Cont)

ςHowever, strong feelings against legislation:

Stake-holders 
generally 
against 

legislation

άLǘ ƛǎ ƭƛƪŜ ǳǎƛƴƎ ŀ ǎƭŜŘƎŜ ƘŀƳƳŜǊ ǘƻ ŎǊŀŎƪ ŀ ƴǳǘέ

ά¢ƘŜ ǊŜǎƛŘŜƴǘƛŀƭ ƭŜƎƛǎƭŀǘƛƻƴ ƛǎ ŀ ŘƻƎΩǎ ōǊŜŀƪŦŀǎǘέ



Key Service Charge Issues & Options (Cont)
Proposal 2:  A 3-pronged approach by the RICS

1. Give teeth to the Code:Promote from Guidance 

Note to Practice Statement 

άwL/{ ŎƻǳƭŘ Ǉƭŀȅ ƘŀǊŘŜǊ ōŀƭƭ ǿƛǘƘ ƳŜƳōŜǊǎ ƴƻǘ 

ŦƻƭƭƻǿƛƴƎ ǘƘŜ /ƻŘŜΦέ

2. Enforce Compliance:RICS and Law Society agree 

that all commercial leases state compliance with the 

Code 

3. Mandate dual duty:RICS mandates managing agents 

to owe equal duty of care to both landlords and 

tenants



Key Service Charge Issues & Options (Cont)

2. ά.ǊƻƪŜƴέ ƴŀǘǳǊŜ ƻŦ ƛƴŘǳǎǘǊȅ

ά¢ƘŜ ƛƴŘǳǎǘǊȅ ƛǎ ōǊƻƪŜƴΗέ

ς Tenants bear inappropriate burden of financial risk

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

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

Proposal: Ask for an all-inclusive rent option (with SLAs)

άLǘ ǿƻǳƭŘ ōŜ ƎƻƻŘ ƛŦ ǘŜƴŀƴǘǎ ƘŀǾŜ ŀ ŎƘƻƛŎŜ ōŜǘǿŜŜƴ ŀƭƭ ƛƴŎƭǳǎƛǾŜ ǊŜƴǘ ŀƴŘ ǘƘŜ ƴƻǊƳŀƭ 
ŀǇǇǊƻŀŎƘΦέ

άYŜȅ ƛǎ ǘƘŀǘ ǘƘŜ ǇǊƛŎŜ ŦƻǊ ǘƘŜ Ǌƛǎƪ ƛǎ ƴƻǘ ǘƻƻ ƘƛƎƘΦέ



Key Service Charge Issues & Options (Cont)

3. Landlord/Managing Agent issues

ς Perception amongst many occupiers that:

ω{ŜǊǾƛŎŜ ŎƘŀǊƎŜǎ ŘƻƴΩǘ ǇǊƻǾƛŘŜ ǾŀƭǳŜ ŦƻǊ ƳƻƴŜȅ

ωThere is insufficient transparency/communication

ωThere is lack of trust towards landlords and managing agents

ςManaging agents are not incentivised or measured to perform better

άώ{ŜǊǾƛŎŜ ŎƘŀǊƎŜǎ ŀǊŜϐ ǾŜǊȅ poorly administered. Costs are higher than need to be because 
no rigour is implemented in procurement of services... 

ά¢ƘŜǊŜ ƛǎƴΩǘ ŜƴƻǳƎƘ ŎƭŀǊƛǘȅ ŀƴŘ ŎƻƳƳǳƴƛŎŀǘƛƻƴΦΦΦ It is a boiling point in landlord and tenant 
ǊŜƭŀǘƛƻƴǎƘƛǇǎΦέ



Key Service Charge Issues & Options (Cont)

Disconnect on provision of value for 
money

¢Ŝƴŀƴǘǎ ŘƻƴΩǘ ǘǊǳǎǘ ǘƘŜƛǊ ƭŀƴŘƭƻǊŘ ŀƴŘ 
managing agent



Key Service Charge Issues & Options (Cont)
Proposal: Improved processes & performance

a. More/better communication with tenants

άWǳǎǘ ŀǎƪƛƴƎ ΨǿƻǳƭŘ ȅƻǳ ōŜ ƘŀǇǇȅ ǿƛǘƘ ǘƘŀǘΩ ǿƻǳƭŘ Ǝƻ ŀ ƭƻƴƎ ǿŀȅΦέ

ά±ƛǎƛōƭŜ ǎŎƘŜŘǳƭƛƴƎ ƻŦ Ŏƻǎǘǎ ŀƴŘ ǿƻǊƪ ǿƻǳƭŘ ōŜ ƘƛƎƘƭȅ ōŜƴŜŦƛŎƛŀƭΦ Lǘ ǿƻǳƭŘ ǿƻǊƪ ǘƻ 

ŜǾŜǊȅƻƴŜΩǎ ŀŘǾŀƴǘŀƎŜΦέ

b. Understand consequence of shorter leases and advantages of providing 

better value for money and flexibility 

.ŜǘǘŜǊ ǘŜƴŀƴǘ ǊŜǘŜƴǘƛƻƴ Ҧ [ƻǿŜǊ Ŏƻǎǘǎ Ҧ IƛƎƘŜǊ ǇǊƻŦƛǘǎ

άIƛƎƘ ǎŜǊǾƛŎŜ ŎƘŀǊƎŜǎ ƳŀƪŜ ŀ ōǳƛƭŘƛƴƎ ƭŜǎǎ ŀǘǘǊŀŎǘƛǾŜ ǘƻ ǘŜƴŀƴǘǎ ςtherefore it is in the 

ƛƴǘŜǊŜǎǘ ƻŦ ǘƘŜ ƭŀƴŘƭƻǊŘ ǘƻ ƪŜŜǇ ǘƘŜǎŜ Řƻǿƴέ

άLǘ ƛǎ ƳǳŎƘ ŎƘŜŀǇŜǊ ǘƻ ǊŜǘŀƛƴ ŀ ǘŜƴŀƴǘ ǘƘŀƴ ǘƻ Ǝƻ ƻǳǘ ŀƴŘ ŦƛƴŘ ŀ ƴŜǿ ƻƴŜέ



Key Service Charge Issues & Options (Cont)
Proposal: Improved processes & performance (Cont)

c. Use better processes and systems to ensure timely reconciliation of costs 

άwŜŎƻƴŎƛƭƛŀǘƛƻƴ ƛǎ ƴƻǘ ŀƭǿŀȅǎ ǘƛƳŜƭȅ ōǳǘ ǘƘŜǊŜ ƛǎ ŜǾŜǊȅ ƛƴŎŜƴǘƛǾŜ ŦƻǊ ŀ ƭŀƴŘƭƻǊŘ ǘƻ Řƻ ƛǘ ƻƴ 

time: 1) to keep tenants happy, 2) to avoid disputes a long way down the line, 3) it is 

ƴƻǘ ƎƻƻŘ ǘƻ ƘŀǾŜ ǎŜǊǾƛŎŜ ŎƘŀǊƎŜǎ ƻǳǘǎǘŀƴŘƛƴƎ ǿƘŜƴ ǎŜƭƭƛƴƎ ŀ ōǳƛƭŘƛƴƎΦΦΦέ

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)

ά.ƻƛƭŜǊǎ ŘƻƴΩǘ ǎǳŘŘŜƴƭȅ ǎǘƻǇ ǿƻǊƪƛƴƎ ƛƴ мр ȅŜŀǊǎ ςǎƻƳŜǘƛƳŜǎ ǘƘŜȅ ƭŀǎǘ ŦƻǊ нрέ



Key Service Charge Issues & Options (Cont)

4. Tenant issues

ς aŀƴȅ ǘŜƴŀƴǘǎ ƴƻǘ ǎǳŦŦƛŎƛŜƴǘƭȅ ƪƴƻǿƭŜŘƎŜŀōƭŜ ƛƴ ǎŜǊǾƛŎŜ ŎƘŀǊƎŜǎ ŀƴŘ ŘƻƴΩǘ 
seek professional advice early enough

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

ς Service charges not a priority for tenants in good times

ά¢Ŝƴŀƴǘǎ ŀǊŜ ǳǇ ǘƻ ǎƛƎƴ ŦƻǊ ǘƘƛƴƎǎ ǎƻ ǿƘȅ ǎƘƻǳƭŘ ƭŀƴŘƭƻǊŘǎ ŎƘŀƴƎŜΚέ

Proposal: Leadership & education 

ς A tenant organisation to fight for tenant rights

ς Treat service charges seriously ςRead the RICS Occupiers Guide



Key Service Charge Issues & Options (Cont)

5. Benchmarking issues

ς /ǳǊǊŜƴǘ ōŜƴŎƘƳŀǊƪǎ όh{/!w ϧ [ƻǳƎƘōƻǊƻǳƎƘύ ŘƻƴΩǘ ƘŀǾŜ ǎǳŦŦƛŎƛŜƴǘ 

coverage ςlargest one only covers 5% of the market

ς Also not sufficiently granular to cater for services, size, location, etc.

άΦΦΦǘƘŜǊŜ ƛǎ ŀ ǘŜƴŘŜƴŎȅ ƛƴ ǘƘŜ ƳŀǊƪŜǘ ǘƻ ƻǾŜǊŘǊŀƳŀǘƛȊŜ ǘƻ ŀǘǘǊŀŎǘ ŀǘǘŜƴǘƛƻƴΦΦΦ ōŜ 

ƻǾŜǊ ǘƘŜ ǘƻǇ ǿƛǘƘ ǘƘŜ ƳŜǎǎŀƎŜέ

Proposal:  Improved benchmarking

ς Better coverage, integrity, transparency and granularity

ς RICS is ideal organisationto partner with one of existing benchmarks or 
set up new one 
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Conclusion & Recommendations

ω Changes needed in this industry or tenants may be right about legislation 

being the best option



Conclusion & Recommendations (Cont)

ω In Summary:

1. 3-Pronged approach by RICS

2. An all-inclusive rent option

3. Enhanced tenant knowledge and tenant organisation

4. Enhanced communication & processes by landlords  & managing agents

5. Enhanced benchmarking

ω RICS is the best organisation to drive key changes required in the industry:

άLǘ ƛǎ ǘƘŜ ǊƻƭŜ ƻŦ wL/{ ǘƻ ŜƴǎǳǊŜ ōŜǎǘ ǇǊŀŎǘƛŎŜΦΦΦ !ǎ wL/{ Ƙŀǎ Ƴŀƴȅ ƳŜƳōŜǊǎ ǘƘƛǎ 

ǎƘƻǳƭŘ ŜƴǎǳǊŜ ŘƛǎǎŜƳƛƴŀǘƛƻƴ ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ ǎȅǎǘŜƳέ


