Workman %

RICS Service Charge Residential
Management Code

(4th Edition)
 RESDENTIAL

The updated RICS Code marks a significant change in residential service charge
standards - incorporating changes driven by the Building Safety Act 2022 and the
Leasehold and Freehold Reform Act 2024 ("LAFRA 2024").

What does it mean:;

— Freeholders to be more involved, including approving year-end service charge
accounts.

- Updating the RICS code to include key elements of the Building Safety Act 2024.

— The Code itself has been elevated from a guidance note to a mandatory compliance
for RICS members.

— The updated Code now includes Social Housing.

— Declaration of Commissions by Managing Agents and Freeholders.
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Key Headings

Building Safety Act

The Building Safety Act 2022 introduced implied
terms for leases of higher-risk buildings relating to
building safety obligations, including recovery of
costs incurred on building safety matters as part of
the service charge. Costs incurred in relation to the
building safety measures are recoverable as
service charges unless they are excluded costs
under section 20F, subject to being reasonably
incurred in accordance with section 19 of the
Landlord and Tenant Act 1985.

The agreed level and frequency of services to be
provided and the level and structure of any fees
and expenses should be clearly documentedin a
written management agreement signed or
otherwise recorded.

Service Charge Budgets

Initial service charge budgets, in particular on new
developments, must be reflective of future costs.
Any deviation from steady-state costs should be
justified and explained to potential leaseholders
prior to purchase.

Landlords should ensure sufficient funds are
available during the year to meet the service
obligations in the lease. Without rights to collect
adequate advance funding, landlords may be
reluctant to forward funds. The lease may provide
for the cost of interest on borrowing to be
recoverable as part of the service charge, but in
some cases they will not, and landlords may want
to engage with leaseholders and apply to the FTT
to vary the leases instead.
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Planned Preventative Maintenance Plans &
Reserve Funds

All buildings should have a costed, long-term
planned preventative maintenance (PPM) plan that
reflects the age and condition of the building.

The level of reserve fund collection should be
informed by the PPM plan, which should be used
as the basis for projected income streams. This
should ensure that funds are available and work
can be undertaken in a timely manner when
required. Where there is no provision in the lease
enabling the landlord to hold monies in a reserve
fund, and there is insufficient support for lease
variations, leaseholders should be made fully
aware of the future service charge cost
implications so they can make their own long-term
saving provisions towards the estimated
expenditure.
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Service Charge Accounts - Approval

The service charge statement and/or accounts
should be approved by, or on behalf of, the
landlord. Where a lease specifies certification or
approval requirements, the approver should be the
appropriate person. Where the lease does not
contain anything, the approver should be the
landlord or an appropriately qualified, competent
person with experience in dealing with service
charges, and have professional care, diligence and
integrity. The status of this person should also be
made clear.

Ground Rent - Abolishment (LAFRA/RICS Code)

The updated code abolished ground rents of more
than a peppercorn on any new qualifying
residential long leases granted on or after 30 June
2022 and on the extended part of an informal lease
extension (a prohibited rent). These are now
referenced explicitly in the Code.

Landlords may be liable for a financial penalty if
found to have breached the provisions of the Act.
Agents will need to be aware of any requirements
for lease extensions.

Commissions & Renumerations

Leaseholders should be notified annually of any
remuneration, commission and other source of
income or other benefits received by the landlord
or the managing agent in connection with the
placing or managing of insurance or the provision
or procurement of services or utilities. The amount
or value of the income should be declared annually
with the year-end service charge
accounts/summary of expenditure and should be
proportional to the value of the service provided.

In accordance with FCA rules, any commissions
{or other remuneration) must be in line with a fair
value assessment that demonstrates the price the
leaseholders are paying for the insurance product
(including commissions) is reasonable compared
to the overall benefits they receive.
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If you would like to talk through what any of these
changes mean for your portfolio, or if you would like to
arrange a briefing, please get in touch with the Workman
Residential team:

Dallas Craik Caroline Burchell

Head of Residential Management Senior Residential Management
Telephone Telephone

+44 (0)7596 878 145 +44 (0)7512 301093

Email Email

dallas.craik@workman.co.uk caroline burchell@workman.co.uk
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