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Event fees on retirement homes:
how might regulation help?
Nicholas Roberts and Annabelle Allen summarise a recent report on event fees which recommends
increased regulation.
More and more people each year are turning
to specialist retirement homes that can meet the
needs of the 55+ population. Typically, a resident
will purchase a long lease (over 99 years) in return for
a capital sum. What is more unusual about retirement
housing is that these long leases can require the owner
to pay "event fees" (also known as transfer fees and
exit fees) when certain events occur. These events
will typically include sales, lettings and change
in occupancy of the home and are usually paid at the
end of a person's occupation.

The OFT investigation

Although the are advantages for leaseholders, these fees
can come as a surprise and, as the Law Commission has
reported, often leave leaseholders frustrated because they
have not understood the costings. The amount charged as
an event fee varies – it is usually expressed as a percentage
of the purchase price and can vary from 1% to 30%.
The fees can run into tens of thousands of pounds.

The Law Commission's recommendations

The event fee may be payable to the freeholder,
the developer, the operator or the managing agent
or it may go to a sinking fund used for the maintenance
of the development.
The fees have several justifications and benefits for
the consumer. They may be used to cover some of the
landlord's costs for providing services (including the
extra care and support services found in retirement
homes) or the fees might be used to contribute to or
cover the costs of improving the property. The fees
benefit consumers in that they offer deferred payment
of the increased managment costs for providing these
added services or costs, making the much needed
specialist properties more affordable, especially to the
asset rich but cash poor older population.

In 2013, the then OFT investigated the use of event
fees. Although recognising the need for the fees,
the OFT found them to be potentially unfair. It found
that the fees were often unexpected and might not
be disclosed to a buyer until a late stage of the purchase.
This means that the buyer may not appreciate the
financial implications of the fees. Moreover, the fees
were very wide-ranging and could include payment for
changes in occupation such as a carer or spouse moving
in as well as mortgaging or subletting the property.
In light of the investigation, the Law Commission has
called for greater transparency in their recent report.
They have recommended change through a new code
of practice (published in September 2016) which would
bind landlords and, if breached, would render the event
fee unenforceable. Incorporating this code into the
Consumer Rights Act 2015 would allow residents who
enter new leases to enforce the code directly against
the landlord as a landlord would be bound by the code
regardless of whether or not they had signed up to it.
Landlords of existing leases would be bound if they
subscribed to the code.
The reforms would:
–– Limit the circumstances in which fees are charged
to sale, subletting, and change of occupancy where
the resident has died or the property is no longer the
resident’s only or principle home. A spouse or carer
moving in would not trigger an event fee.
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–– Cap the fees for subletting or changing occupancy.
The cap would be no higher than 10% of the total
event fee payable on the sale of a property.
–– Require guidance to be issued by landlords at the
beginning of a purchase to indicate the likely amount
of the fee, how it is calculated, who receives it and
what the resident will receive in exchange.

What does this mean for landlords?
This proposed new regulation, providing standardised,
transparent information could remove the lack
of clarity surrounding event fees. Maintaining the
use of event fees, rather than banning them outright,
would continue to allow the resident to defer payment
and would preserve an essential part of the landlord’s
economic model.
However, the proposed changes have the potential
to result in losses for the landlord. By not being able
to charge fees when a carer moves in, for example,
the landlord could be faced with double the occupancy,
service and maintenance costs without being able
to recover them. This may put pressure on the
communal services and facilities which are there for the
overall benefit of the tenants. Moreover, the prescribed
cap may not reflect the landlord’s actual costs.
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Nonetheless, the proposed new regulation may
go some way towards removing the current media
stigma attached to event fees and may be an important
step in encouraging growth within this market.
We now await the government’s response.
A copy of the report can be found at
www.lawcom.gov.uk
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