
Part 2 - Leasehold Reform: . 

Background 

It has long been recognised that the leasehold system of tenure has many drawbacks for the nearly two 
million long-term residential occupiers of flats and houses. Many experience severe difficulties with their 
landlords which, in the Government’s words, range "from neglect of their obligations under the lease to 
outright exploitation". Government has been attempting to improve the position since 1967. As not all 
leaseholders will be able to convert to the new Commonhold, these reforms are intended to improve their 
position. The Act contains a number of new rights. 

Right to manage 

Whilst the Act gives the qualifying leaseholders the right to manage their block through a ‘Right to 
manage’ company it also includes safeguards to protect the legitimate interests of the landlord and any 
other occupiers of the building, such as tenants on short residential leases and commercial occupiers. 

The Act will substantially affect the present management of many properties and the changes include:- 

• giving leaseholders a new no-fault right to manage their block of flats without the need for 
compensation;  

• defining the corporate body which will take over management (this will be a private company 
limited by guarantee) and will be known as a RTM company;  

• defining the eligibility criteria which will be similar to the revised criteria for collective 
enfranchisement;  

• setting out the procedures for exercising the right to manage;  
• setting out the functions and responsibilities of the managing body when the right is exercised;  
• providing for safeguards for the landlord’s continuing interest;  
• providing for pre-existing management contracts when the right to manage has been exercised;  
• providing dispute resolution procedures; and  
• providing for the termination of the right to manage where the body fails to manage the property 

properly, or no longer wishes to exercise the right or becomes insolvent.  

Collective enfranchisement by tenants of flats 

Since 1993, flat owners have been given the right to buy the freehold of their block as a group – a process 
known as ‘collective enfranchisement’. The present Act removes the requirements that at least two thirds of 
the leaseholders of the block must participate and that at least half the participating group must have lived 
in their flats for the previous 12 months or for a period of three years in the last ten. The new two years as a 
‘qualifying tenant’ will mean that landlords who have purchased a leasehold property as an investment and 
are letting rather than occupying the property will be able to participate in this enfranchisement. 

The Act also abolishes the low rent test in the relatively small number of situations where it applies and, 
more importantly, increases the proportion of the building that can be occupied for non-residential purposes 
from 10% to 25%. This will mean that a property of a shop and three flats can benefit from this change. It 
also reduces the scope of the exemption for certain resident landlords. 

To safeguard and improve the rights of existing leaseholders the Act will:- 

• amend the rules for collective enfranchisement under the 1993 Act;  
• require that a company limited by guarantee be used to own the building;  



• simplify the eligibility criteria, particularly the abolition of the residence test and the requirement 
for at least two thirds of the leaseholders to participate;  

• amend the procedures for exercising the right;  
• give every qualifying leaseholder the right to join the company and participate in the 

enfranchisement and  
• clarify and simplify the details of the valuation arrangements.  

New leases for tenants of flats 

To apply to purchase a new lease the previous rule that the leaseholder must have lived in the flat for the 
last three years, or for periods totalling three years in the last ten, is replaced by a requirement that they 
must have held a lease for at least two years. Where a leaseholder dies but would have been eligible to buy 
a new lease when they died their rights are transferred to their personal representatives for a period of one 
year after the grant of probate or letters of administration. 

For existing tenants the Act will:- 

• make consequential changes to the rules for the right to a new lease of a flat under the 1993 Act 
reflecting the changes to the rules for collective enfranchisement and  

• give leaseholders who have extended their leases under the 1967 Act the right to buy their freehold 
and to security of tenure at the end of the lease.  

Leasehold house 

The changes previously mentioned regarding collective enfranchisement and new leases are applied to 
leasehold houses. This is by way of amendments to the 1967 Act. 

For those in leasehold houses the Act will:- 

• make consequential changes to the rules for the right of leaseholders to buy the freehold of their 
houses or to extend their lease under the 1967 Act reflecting the changes to the rules for flats;  

• change the procedure for buying the freehold of houses where the landlord cannot be found into 
line with the law in relation to flats; and  

• provide a right for those who do not buy the freehold to become entitled to an assured tenancy 
under Part 1 of the Housing Act 1988 when their lease expires.  

Other provisions about leases 

The other provisions of the Act are principally concerned with charges and leasehold valuation tribunals 
(LVTs) and there are provisions:- 

• to strengthen the protection of leaseholders against the demanding of unfair charges;  
• to extend the definition of service charge to include the cost of improvements;  
• to simplify and strengthen the existing consultation requirements;  
• to simplify and strengthen the existing requirements covering accounting for and safeguarding 

service charge monies;  
• to introduce the right to challenge the reasonableness of one off charges not recovered through the 

service charge (‘administrative charges’);  
• to give LVTs jurisdiction to hear any dispute over liability to pay service charges and the 

reasonableness of the charge or the works or services involved;  
• to extend the scope of the right to apply to a LVT for the appointment of a manager under Part 2 

of the 1987 Act;  



• to extend and clarify the grounds for applying for lease variations under Part 4 of the 1987 Act and 
to transfer the jurisdiction to LVTs;  

• to provide that action cannot be taken to forfeit a long lease for non payment of ground rent unless 
that sum has been demanded for the landlord; and that forfeiture action cannot be taken on any 
other ground unless the validity of that ground has first been established;  

• to apply existing and new rights in respect of service charges, administration charges and 
protection against forfeiture to tenants of the Crown;  

• to consolidate and rationalise the existing provisions governing the constitution and procedures of 
LVTs and to amend them;  

• to require permission for appeals against determinations of LVTs to the Lands Tribunal and  
• to implement the recommendations of the Financial Management and Policy Review covering the 

work of the LVTs.  


