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NOTE

As the leading trade body forresidential leasehold management,
TPlis also animportantresource forleaseholders. Our Advice

Notes cover arange of topics on the leasehold system to help
leaseholders understand their rights and responsibilities and
ultimately get the most out of living in their flat.




MANAGEMENT FEES

SUMMARY

As atrade associationformanaging agents, TPIdoesnot set,
recommend or give any guidance on fee levels ormarketratestoits
members.

There’snonorm orstandard management fee formanaging a block
of flats. The fee willdepend upon the size and type of property and
therange of servicesrequired.

However, TPlisvery keen thatits members act ethically when
negotiatingwith and charging fees to landlordsincluding Residents’
Management Companies (RMCs)and Rightto Manage companies
(RTMs).

Inthis Advice Note, we have set out what we believe is good practice

foragentswhenitcomestoagreeing management fees with their
clients.

What are management fees?

The management feesyou pay to
yourmanaging agent as a part of your
service chargesare the lifeblood of
those firms. They pay for the offices,
salaries, nationalinsurance, pensions
and training of staff; notto mention

Without management
fees, agents would have
nootherincometorun
theirbusinesses and
provide aservice.

computer systems, telephones, post,
stationery and otherthings that agents have to provide, includinga
profitelement.

Without management fees, agents would have no otherincome to
runtheirbusinessesand provide aservice.

Therest of yourservice chargeisusedto pay forthe services, repairs
andinsurancesrequired foryourbuilding.

Good practice

TPImembers agree to abide by the RICS Service Charge Residential
Management Code. Withregard to management fees, the Code
states:

° “Yourcharges must be reasonable forthe taskinvolvedand be
pre-agreedwith the client wheneverpossible. Where there
isaservice charge, basic fees are usually quoted as a fixed
feeratherthanas apercentage of outgoings orincome. This
methodis consideredto be preferable so thatleaseholders
canbudget fortheirannual expenditure. However, where the
lease specifies a different form of charging, the methodinthe
lease should be used by managing agents.”

° “Youshould give reasonable and adequate notice of any
increasesinchargesinaccordance with the terms of your
contract. If the charges are agreedto be subject toindexation,
theindextowhichthey arelinked should be agreedinadvance
inwriting.”

° You should make it clear what services you are proposing to
provide and at what cost, as well as the extent and limit of
any additional services available. You must not purposely
underestimate costs or provide leaseholders with misleading
estimates of future service charges.
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The RICS Code also sets out the duties or services that would
normally be covered by a standard management fee. Andit suggests
alist of otherduties and services thatagents would normally charge
foroverand above theirstandard annual fee. Any extra services and
theirfees should be made clearinthe management agreement.

Services and duties of agents

TPlhas adoptedasimilarapproachtothe RICS Code. We
recommend ourmembers agree two lists of services/duties

with their clients: onelist forduties to be done forthe standard
management fee; and the other for duties or services that will cost
extra.

Inpractice, agents willnormally propose anannual management
fee forthe whole development — not perflat. The fee perflatcan
be easily calculated by dividing the total management fee for the
development by the number of flatsin the building. Thiscanbe a
useful way to make comparisons between agents, butdifferences
inthe business model and services offeredinrelationto the
management fee quoted should also be borne in mind.

TPladvisesits membersto be clearintheirmanagement agreements
whetherthey willdeduct theirfees on certain dates, orwhetherfees
willonly be deducted with the express approval of the client. They
should also be clearonwhenand how feeswill be reviewed.

Fees as apercentage

BothTPland RICS believeit’s poor practice to use percentages as
abasisformanagement feesbecauseit establishesanimmediate
conflict of interest between the clientand agent. However, some
leasesdorequire the landlord to use percentages towork out fees
and soagents may have to follow that precedent.

Average fees per unit

Whereyou see feesreferred to as ‘perunit of accommodation’, this
means an average basic fee perflat.

Soifthe fee was £6000 for 30 units, the average would be £200 per
flat.

Thisdoesn’'tnecessarily mean that thisis how the average fee will
be chargedtoleaseholders though. That willbe determined by the
lease, which sometimes provide for different flats to pay a different
service charge percentage (if, forinstance, flats are differentin
sizetoone another,and percentages are calculatedonafloorarea
basis).

Major works, long term agreements and fees

It’'snormal practice foryourmanaging agent to charge additional
feesforhandling majorworks andlongterm agreements. This
includes carrying out the required consultation procedures under
section20 of the Landlord and Tenant Act 1985.

Commissions
The RICS Code states that “insurance commissions and all other

sources ofincome to the managing agent arising out of the
management should be declaredto the clientand to tenants.”
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The RICS Code doesnot say
when the declaration should
be made but TPlis clearthat
this should also be part of the
managementagreementand
shouldbe declared before the
contractis signed by the client
andthe agent.

TPlencouragesitsmembers
tobe openandtransparent
oncommissionsaswellas
allsourcesofincome froma
managementinstruction, and
the following extracthasbeen
takenfromparagraph 2.3 of the
TPIStandards:

The Annual Declaration

is defined as “Anannual
declaration In Writing made with
the Service Charge Accounts.”

The Managing Agent:

a) MustmakeanAnnual
Declarationto the Client
andLeaseholders,
identifying all sources of
income andrelatedincome
orotherbenefitsit has
receivedinrelationto the
Service Chargeincluding
insurance fees, interest,
Associated Companies
andin-house service
providers;

b) Itisbestpractice to make
anAnnual Declaration
tothe Clientandto
Leaseholders, identifying
allamounts ofincome and
relatedincome orother
benefitsinrelationto the
Service Chargeincluding
insurance fees, interest,
Associated Companies
andin-house service
providers.

Management handovers and
fees

TPlencourages healthy
competitionbetweenagents
and competitive feelevels are
part of any normal business
activity.

If anagentistaking overthe
management of adevelopment
fromanotheragent, we

believe that caution should
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be exercised. In particular, the new agent needs to be aware of any
disputes overunpaidfees, and whether therelevantdocuments
andfunds are available to allow them to manage the development
effectively.

Thenew agent should always ask theirclient to allow themto
contact the previous agent before completing the handover. This
will allow themto gatherenoughinformationto ascertain whether
the proposed fees are sufficient for the future management of the
block.

TPlalso believes thatagents should consider charging a one-off
fee forthe work involved with handing overthe management of a
development, and with setting-up new management.

It’s ethically wrong foran agent to undercut a previous management
feeif they know they can’t devote the staff and otherresources to
deliverthe promised services at the proposed price.

Disputes about management fees

You're quite entitled to dispute the fees charged by youragenteven
if they’re setoutinthe management agreement. You should ask to
seethe details that form the basis forthe charges and the level of
service being provided.

If youragentischarging feesthatdon’t match up with the
management agreement, thenyou should ask fora fulland detailed
explanation of thereasons for the difference.

The law and management fees

Any management fee charged by alandlordunderalongresidential
leaseis subject to the definitionunders.19 of the Landlord and
TenantAct1985.

Leaseholders canchallenge thereasonableness and payabilty of
any service charge before a Tribunal.

Administration charges

The definition of management fees used by Tribunals only covers the
provision of services, majorworks andlong termagreements.

Otherfeessuchasthose chargedforalterations, subletting,
registering assignments and deeds of covenants are classed as
administration charges. Yourmanaging agent should agree those
withyou as part of the management agreement. Administration
chargescanalsobe challenged at Tribunals.

There’sno ‘standard’ management fee forablock of flats. The
amount willdepend upon the size and type of your property and the
range of servicesyourequire.

Managing agents should always act ethically when negotiating

and charging theirfees. Spendingalittle time brushingup ongood
practice will standyouin good stead when agreeing amanagement
fee withyouragent.
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Furtherinformation

° You canfind out more about the Royal Institution of Chartered
Surveyors andthe RICS Service Charge Residential
Management Code by visiting: www.rics.org.

° You canfind out more about the TPl Consumer Charterand
Standards by visiting: www.tpi.org.uk.
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Note:
Whilstevery efforthasbeenmade to ensure the accuracy of the information containedin this
TPIAdvisory Note, itmust be emphasised thatbecauseTPlhasno control overthe precise

The Property Institute
3rdFloor,2-4 St George's Road

Wimbledon circumstancesinwhichitwillbeused,TPI, its officers,employees and members canacceptno
London liability arising out of its use, whether by members of TPl or otherwise.
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The TPIAdvisory Noteis of a general nature only and makes no attempt to state orconformto legal
requirements; compliance withthese mustbe theindividualuser’'s ownresponsibility and therefore

Tel 02079782607 itmay be appropriate to seekindependent advice.

info@tpi.org.uk
www.tpi.org.uk
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