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Reserve Funds - How They Work and Why They Matter

If youliveinaflat, you willusually pay a service
charge. This covers the cost of maintaining shared
parts of the building and grounds, including window
cleaning, lawn care, communal doorrepairs, and
otherroutine services and facilities.

Your service charge may also contain a contribution
toreserve funds. These are funds set aside, usually
inannualincrements, forlarge items of future
expenditure. Forexample, your building may
containalift. [t willbe maintained on an annual basis,
but may have alifespan of 30 years, and willneed
replacement at some stage. Areserve fund willbe
setup to make incremental payments towards that
large item of future expenditure.

Example

Ablock of ten fiats has a lift with areplacement
cost of £90,000 every 30 years. Eachresident
contributes £300 each year toreserve funds.
In 30 years, there is apot of money - £90,000
- whichisusedtoreplace thelift. If a flat has
changedhands during that period, each
resident willhave made a contribution.

Considerthe same scenario without areserve
fund.

After 30 years, eachresident owning a flat
at that time would have to make a one-off
payment of £9,000.

Whetheryourblock of flats has areserve fund will
depend onwhetherthereis provisionforonein
yourlease. If the lease says nothing about reserve
funds, the building owner—whether a third-party
freeholderorleaseholders managing the block
themselves—may decide to create one, but the
lease would need to be varied first. Altering leases
has costs associated withit and usually would
require unanimity amongst allleaseholders, whichis
sometimes not easy to achieve.

Reserve funds can be specific, fora particularitem
of future expenditure, and also sometimes referred
to as sinking funds. Or, they can be general, and
rolling, to make provision forarange of future large
expenditure items, such as carpets, orinternal or
external decoration.

Reserve funds and your managing agent

Your property manageris well placed to advise on
reserve funds. If the lease compels areserve fund
inyourblock, your property manageris obliged to
follow what the lease says. As well as permitting
reserve funds, the lease may lay down conditions
ontheiruse, forexample, what they canand cannot
be spenton, and other conditions on how they are
raised andinvested. Your property manager will
again have to follow what the lease stipulates.

Property managers must also be mindful of their
professional standards, whatis known as the

The Codeis approved by the Housing Secretary of
State under Section 87 of the Leasehold Reform,
Housing and Urban Development Act1993.If a
property manager does not follow the Code they
could find they are unable to defend theiractionsin
a Court orTribunal hearing.

Good property managers will therefore be familiar
with the Code, and where they do not followit, they
willwant to be able to explainwhy theiractions
depart fromwhatis considered good practice.

If they discuss oradvise leaseholders onreserve
fundsitis therefore the property managerfollowing
good practice andreassuring themselves that
residents know the pros and cons of reserve funds,
and consequences of making provision forreserve
funds, ornot. The latest edition of the Code stresses
that aproperty manager should make leaseholders
aware of future costimplications where alease
doesnot provide forareserve fund.

Onreserve funds, the Code stipulates...

Itis..considered goodpractice to holdreserve
funds where leases permitit. If the lease says the
landlord ‘must’set up a fund, then this must be
done. Neglecting to have a fund when the lease
requires one could be deemedto be abreach of the
terms of the lease.

Service charges should only everbe collected
and/orretained at the end of the financial yearin
accordance with contractual lease provisions.
Where there is no contractual provision for service
chargesto be collected orretained towards costs
to beincurredinthe future, landlords should
considerengaging with the leaseholders to seek
sufficient support foran application to the First Tier
Tribunal to vary the leases.


https://www.rics.org/content/dam/ricsglobal/documents/standards/Service-Charge-Residential-Management-Code_4th-edition.pdf
https://www.rics.org/content/dam/ricsglobal/documents/standards/Service-Charge-Residential-Management-Code_4th-edition.pdf
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Where thereis no provisioninthe leases enabling
the landlord to hold moniesinareserve fund, and
thereisinsufficient support forlease variations, you
should make leaseholders fully aware of the future
service charge costimplications so they can make
theirownlong-term saving provisions towards the
estimated expenditure.

Planned Preventative Maintenance
(PPM) plan

Another phrase your property manager may use

is planned preventative maintenance (PPM) plan.
The amount set aside forreserve funds should

not be a figure just plucked out of thin airbut have
some basis. Reserve funds should reflect future
majorworks, cyclical works, and replacements. All
buildings should have a costedlong-term planned
preventative maintenance (PPM) plan thatreflects
the age and condition of the building and its
upkeep. The PPMplan should predict theincome
streams that ensure funds are available, so that
works canbe undertakeninatimely mannerwhen
required.

APPM planmay require expertinput toimprove
itsaccuracy, such as a surveyor’'s assessment
of abuilding element’s condition and the likely
timeframe foritsreplacement.

Reserve funds should be comprehensive and cover
every item of future majorworks, cyclical works, and
replacements. Having areserve for decoration, but
nothing for other majoritems e.g. lift, carpet, roof,
roadway, etc. would be insufficient.

Can the contributiontoreserve
funds change?

Mostleases do not seta specificamount of reserve
funds to set aside. The level of contributions

should bereviewed annually as part of the budget-
setting process. There may be scope to decrease
payments if reserve funds are predicted to
overprovide orincrease paymentsif they look like
they willunderprovide. It will vary depending on
building complexity, age, condition, and the relative
size of existing funds held.

Are my reserve funds safe?

Flat owners will naturally have concerns about
potentially large sums of theirmoney being held by
third parties. However, the law dictates that such
funds must be heldinTrust accounts (Section 42

of the Landlord and Tenant Act 1987). The reserve/
sinking funds should be heldinaninterest-bearing
accountand bering-fenced from any day-to-day
service charge monies.

Why are reserve funds regarded as
good practice?

The earlierexampleillustrates why reserve funds are
regarded as good practice. Most peoplereceive
regularincome, rather than one-off windfalls.
Smalleramounts savedregularly are easier for
people’sincome to absorb, ratherthanlarger
amounts atirregularintervals. Having to find alarge
amount of moneyinashortamount of time, such
asthe £9,000 in our example, can cause significant
stress and anxiety. Timingis also anissue. You may
beillorinfirmand need aworking lift. If the full funds
have to be raised from scratch that takes time, whilst
theliftis out of order. Reserve funds will normally
allow for quickerresolution.
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Saving forlarger expenditure itemsviareserve
fundsis also thought to be fairer. Inmost blocks
of flats people willcome and go, as they buy and
sell flatsin the block. Reserve funds help to share
the load of paying forlarge items of expenditure
amongst residents. Returning to our lift example,
somebody livingin one of the flats for three years
will pay a proportionate £900. Somebody that
has lived there forall 30 years and benefitted from
thelift for the duration will pay the full £9,000.
Somebodywho has just moved in will pay nothing,
ratherthan £9,000 if there was noreserve fund, for
expenditure they have gained no benefit from.

Aflatisnotonly ahome, butformany people
their main asset. Making proper provision forits
maintenance is therefore prudentin terms of
keepingandenhancingitsvalue. Aflatinablock
with aleakyroof, threadbare carpets, oralift that
does notwork will be more difficultto sellandis
unlikely to achieveits best sales price.

Mortgage lenders will also take a keeninterestinthe
status of reserve funds on purchase of aflat. They
too have aninterestin maintaining the value of your
asset assecurity fortheirloan.

Lenders will also want to ensure that the purchaser
of aflatis able to afford any service charge
payments as they falldue. Most borrowers are more
likely to be able to afford a monthly contribution
ratherthan a one-off large amount.

The relationship between service charges and
reserve fundsisimportant. Reducing the annual
service charge by limiting contributions to
reserve funds may appear attractive in the short
term, but it can create an artificialimpression

of affordability. Forexample, purchasers may
buy fiats on the basis that the service charge

is £1,000 peryear, when the true cost would

be £2,000 peryearif proper provision were
made for future works. This can cause stress
and anxiety when flat owners later discover

that what appeared to be an affordable service
chargeis, inreality, unaffordable. Without
adequate reserve fund provision, the likely
alternativeis a building that gradually falls into
disrepair. Building owners, whether freeholders
orresident-led organisations, therefore
sometimes must make difficult decisions that
balance current affordability with the long-term
needs of the building.

Newly built flats

If you are buying a newly built flat, it may seem
that future expenditure on majorworks is a distant
prospect, butitis generally advisable to start
making provision forreserve funds as soon as
possible. The soonerareserve fundis established
the more years there willbe to save and the lower
the annual contribution.

Thereis sometimes temptation for builders to
minimise the service charges that residents will pay
onanew block. Suppressing the service charge
will superficially make the flat a more attractive
purchase to prospective buyers. Often, also, when
ablockisrunbyitsresidents, the handing over of
the service charge account by the developer will
only take place once thelast flatis sold. Onlarge
developments that may be years after the first flat
was sold. Itisimportant that proper provisionis
made forreserve fundsinthose early yearswhen
the developerisin control of the service charge
account.
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Itis difficult to predict some expenditureitemsin
anew block of flats as there willbe no history on
which to base estimates. However, itisregarded

as good practice inthe development sector by

the New Homes Quality Board, and its Code, that
developers are transparent on service chargeitems,
including reserve funds, at point of reservation

and pre-contract of anew flat’'s sale. The New
Homes Quality Code states that a developershould
provide a prospective buyerwith:

Estimated amounts of any additional costs that
the developerknows orexpects will arise directly
fromthe sale, such as management fees, event fees
and othercharges. This information must bring to
the customer’s attention any service charges that
may increase orbe chargedinthe future as more
facilities become available or sinking fund charges
that may be introduced forrepairs ormaintenance.
If the developer does not know the actual value of
costs orcharges, they must give the customeran
indicative costs schedule without including the
values.

Transparency

Itisamatter of good practice that any PPM plan
and projected levels of reserve fund contributions
should be made available to allleaseholders on
request and to any prospective purchasersupon
resale.

Possible changes to legislation

Thisinformation note explains the current position
onreserve funds. Insummer 2025, the Government
consulted onwhetherto make reserve funds
mandatory in blocks of flats, which would override
lease terms. The consultation considered whether
any requirement should apply only to new leases
orto existing ones as well. The outcomeis notyet
known. If the Government decides to proceed,
new legislation willbe needed and may take several
years tocomeinto force.

The Government also plans tointroduce
commonhold as anewer form of flat ownership, and
its proposalsinclude requiring reserve funds.

Disputes and complaints

If you think you have received bad advice or

poor service from a property manager, you

have the option of using the services of an
ombudsman. Property managers are required by
law to be members of anombudsman service.
The two ombudsman services that cover property
managers are and

If youwant to contest the contributionyou are
making to service charges, includingreserve
funds, thatis probably a court matter,and thereis
aspecialist court for such disputes, the


https://www.propertyredress.co.uk/
https://www.tpos.co.uk/
https://www.tpos.co.uk/
https://www.gov.uk/courts-tribunals/first-tier-tribunal-property-chamber
https://www.gov.uk/courts-tribunals/first-tier-tribunal-property-chamber
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Some frequently asked questions

What if the reserve fund hasn’t been properly maintained?

Askyourfreeholder, landlord, ormanaging agent to provide a Planned Preventative Maintenance Plan so
thatyou can see exactly what needs to bereplaced and when.

What if contributions have been collected but the fundis stillinadequate?

If youand your neighbours agree that the fundis too low, you canrequest that reasonable, incremental

increases be added to your annual service charge.

What if my reserve fund contributions look inflated?

If you believe yourlandlordis demanding unreasonable orunnecessary contributions to inflate the
reserve fund, you can challenge the charges. You can seek free advice through the
or make an applicationto a First-tier Tribunal (Property Chamber) to determine what is

reasonable.

What if there was no disclosure at the point of purchase of your flat?

If you were not told about unfunded major works or the state of reserve funds was omitted during
conveyancing, you may have legalrecourse against the seller for misrepresentation, or your solicitor for

professional negligence.

Further information:

LEASE is a Government-funded provider of free
advice toleaseholders:

Itis currently voluntary for developers to follow
the New Homes Quality Code and you would need
to check whether the developeryou are usingis
amember of the New Homes Quality Board. The
Government has legislative powers to mandate
developerstojoinaNewHomes Ombudsman at
some pointinthe future.

The Tribunal hears service charge disputes,
including reserve fundissues.

Property Redressis one of two ombudsman
services that property managers are obliged to
belongto by law.

The RICS Codeis approved by the Housing
Secretary of State as a statement of professional
standards and good practice.ltcanbe usedin
evidenceincourttoillustrate whethera property
manageris following good practice. Aproperty
manager candepart fromthe Code but mustbe
able to explain why they took alternative action.

The Property Ombudsmanis one of two
ombudsman services that property managers are
obligedto belongto by law.

Thisinformation note is published by the professional body for property managers,

The Property Institute:


https://www.lease-advice.org/
https://www.lease-advice.org/
https://www.lease-advice.org/
https://www.nhqb.org.uk/wp-content/uploads/2026/02/New-Homes-Quality-Code-V2-March-2026.pdf
https://www.nhqb.org.uk/wp-content/uploads/2026/02/New-Homes-Quality-Code-V2-March-2026.pdf
https://www.gov.uk/courts-tribunals/first-tier-tribunal-property-chamber
https://www.gov.uk/courts-tribunals/first-tier-tribunal-property-chamber
https://www.propertyredress.co.uk/
https://www.rics.org/content/dam/ricsglobal/documents/standards/Service-Charge-Residential-Management-Code_4th-edition.pdf
https://www.rics.org/content/dam/ricsglobal/documents/standards/Service-Charge-Residential-Management-Code_4th-edition.pdf
https://www.rics.org/content/dam/ricsglobal/documents/standards/Service-Charge-Residential-Management-Code_4th-edition.pdf
https://www.tpos.co.uk/
https://www.tpi.org.uk/
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