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Are service charges 
a necessary evil?
PW speaks to homeowners and experts to find out what 
they think about these recurring fees

W
e invest in prop-
erty to create an 
asset that will 
increase in value 

over the years. However, hid-
den fees and recurring costs 
can sometimes add consider-
ably to the cost of the prop-
erty, making it less attractive 
as a long-term investment. 
Among recurring costs, ser-
vice charges are usually the 
“bad guys”, not just in Dubai 
but all around the world. 

There is a persistent de-
bate about the necessity of 
this “evil”, given its good 
and bad effect on proper-
ty. While on the one hand 
service charges are neces-
sary to maintain common 
areas and amenities, on the 
other hand they can signifi-
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cantly impact rental yield  
and saleability.

PW speaks to experts, 
landlords and homeowners 
to find out ground realities 
about how the service charge 
has evolved. 

Fee or contribution?

A service charge is a fee 
paid by a property owner 
to either a developer or an 
owners’ association (OA), 
primarily for maintaining the 
common areas of a building 
or community, including in-
door and outdoor elements 
like corridors, elevators, 
landscaping, security, swim-

ming pools, etc. 
“[A service charge is] a 

periodic fee or expense that 
is required to keep a real es-
tate entity functioning,” ex-
plains Colin Dowall, Head 
of Property and Asset Man-
agement at JLL Middle East 
and North Africa. “These 
charges only pertain to the 
common areas, such as gar-
dens and hallways. Service 
charges benefit all occupiers 
by providing lighting in com-
mon areas, cleaning, refuse 
collection, window cleaning, 
security, staff costs, property 
management expenses, sink-
ing fund contributions and 

mechanical, electrical and 
plumbing maintenance.”

The service charge is de-
posited in the OA’s account 
as income of the building or 
community, says Srinivasan 
Krishnaswamy, Vice-Presi-
dent of Business Develop-
ment and Strategic Planning 
at Deyaar. “Additionally, a 
certain sum is allocated and 
kept aside as reserve fund for 
major long-term expenses 
that may arise out of general 
wear and tear of the building 
and related assets.”

Computation

While the fee is comput-
ed annually per square foot, 
payments are often made in 
installments. “It is an annual 
amount, however, in the vast 
majority of cases, the pay-
ments can be broken down 
into part payments through-
out the year,” says Paul Kelly, 
Operations Director of All-
sopp and Allsopp.

Consumers largely per-
ceive service charges as 
an add-on cost to property 
maintenance. While many 

are not clear about the vari-
ous components the fee in-
cludes, some owners say the 
fees are for “services we are 
not even using”. Further-
more, most people PW spoke 
to were not aware that waste 
removal from building sites 
was one of the services cov-
ered by the fee.

Is it part of the unit cost?

Experts clarify that ser-
vice charges are not a com-
ponent of the actual property 
price or valuation, and can-
not be a part of its profitabil-
ity. However, they do advise 
potential buyers to account 
for service charges as the 
annual maintenance cost for 
the upkeep of the property.

“A service charge is not 
a payment, so it cannot be 
classified as rent unless it is 
expressed as such in the red-
dendum of the lease,” says 
Dowall.  “Neither the land-
lord nor property manager 
is expected to profit from the 
service charges. Ideally, the 
service charge cost should 
be equivalent to the operat-
ing expenditure of the asset.” 

Despite a standardised 
definition for service charg-
es, there is a huge discrep-
ancy in fees across Dubai, 
depending on the develop-
ment or even type of prop-
erty within the same devel-
opment or community. The 
fees range from Dh78 per 
square foot for the Armani 
Residences in the Burj Khal-
ifa area, with an average of 
around Dh50 per square foot 
for the entire Downtown 
Dubai area, to around Dh6.5 
per square foot in areas such 
as International City.

Interestingly, while In-
ternational City enjoys the 
lowest service fee, industry 
reports indicate that it boasts 
the highest net yield of over 
8 per cent, compared with 5 
per cent in Downtown.

So why do service fees 
vary so much? The differ-
ence lies mainly in the type, 
quality and quantity of ser-
vices being offered, from 
security and landscaping 
to pool maintenance. For 
example, areas with multi-
ple swimming pools have a 
higher service charge ratio 
compared with those with 
one community pool. Simi-
larly, the scale of landscaping 
can directly impact the cost 
of maintaining the property, 
which would cover the num-
ber of gardeners, the quan-

tity of plants and watering 
requirements.

Benefits and drawbacks

Experts point out that the 
upkeep of general areas col-
lectively benefits everyone 
and is essential to extend-
ing the life of the building or 
community and the common 
assets enjoyed by all resi-
dents. Kelly says the main 
benefit of the service charge 
is that it “pays for clean, tidy 
and secure communities”.  

Sachin Bhardwaj, an 
apartment owner in Dubai 
Motor City, says service 
charges are necessary to 
maintain the quality of life 
that some communities offer. 
“It helps communities like 
Motor City offer a fantastic 
quality of life to its residents. 
The fact that Motor City is 
consistently being voted as 
the most popular community 
for the lifestyle it offers is 
primarily because of the way 
it is maintained.”

Consumer views are 
overall favorable, with most 
in agreement that service 
charges provide the neces-
sary funds for the mainte-
nance of their assets, while 
adding value from a commer-
cial perspective. “If a prop-
erty is in good condition, the 
value will be higher,” says 
Sathish Jeyakumar, owner of 
a two- bedroom apartment in 
Jumeirah Village Circle.

However, the most com-
mon complaint of residents 
is that they often end up pay-
ing more than what they get 
in return. This can be true 
to occupiers who might not 
be using certain facilities. 
Kelly cautions that residents 
unhappy with the charges 
could potentially create 
much bigger service issues. 
“When this happens, it re-
sults in people withholding 
payments, which results in 
contractors not being paid 
and, therefore, work not be-
ing done,” says Paul.

However OAs that take 
on the responsibility of bal-
ancing funds and services 
hold the key to this problem. 
“The best example I have 
seen of this is in Victory 
Heights, where the owners 
control the budgets for eve-
rything, have full authority 
over contractors and service 
providers and can make sure 
that they are getting value 
for money.,” says Kelly. “The 
OA in Victory Heights will 
quite often waive the fourth 
quarter service charge pay-
ments if they already have 
sufficient funds. I’m person-
ally not aware of any other 
community where this hap-
pens, but it should be what 
all communities aim for.” n
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An OA’s  tough task
Collecting service charges can be difficult for any 
owners’ association, but homebuyers also need to pay 
attention to this important detail

T
he owners’ associa-
tion (OA) is the heart 
of a jointly owned 
property (strata). 

In addition to enforcing the 
rules and regulations, its 
main function is to manage, 
operate and maintain the 
common areas of the proper-
ty. The primary means to ac-
complish this is through the 
collection of service charges 
from unit owners. In Dubai, 
this is no easy task. Some 
owners do not understand 
the necessity of paying the 
charges and some simply do 
not have the funds to pay in 
a timely manner. Yet, service 
charges serve a very impor-
tant purpose.

Types of funds

Dubai’s Real Estate Reg-
ulatory Agency (Rera) re-
quires all OAs to establish 
two funds — an administra-
tive (general) fund and a 
reserve (sinking) fund. The 
general fund is for daily com-
mon area maintenance, utili-
ties, management, insurance 
premiums, master commu-
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nity charges and other recur-
ring expenses.

Reserve funds are for 
capital expenditures; those 
that do not occur on a regu-
lar basis. Reserve funds cover 
repair, renovation or replace-
ment of the roof, windows, 
balconies, parking areas, el-
evator equipment, fire-safety 
systems, mechanical equip-
ment, A/C systems, pools, 
gym equipment, lobbies, 
stairwells and other common 
elements of the property.

Reserve funds

The law requires OAs 
to prepare a yearly budget, 
with the general fund for a 
one-year period, and the re-
serve fund for a minimum of 
10 years. The reserve fund 
should be based on an inde-
pendent, third-party reserve 
study of the costs to renew 
or replace the common ele-
ments. However, the recom-
mendations of these reserve 
studies are not always imple-
mented.

There is well-founded 
concern that many OAs of 
buildings constructed during 
the real estate boom do not 
have adequate reserve funds 

for major maintenance and 
repairs necessary in the next 
five to 10 years. To cover re-
quired repairs that were not 
budgeted for, it may become 
necessary to levy a “spe-
cial service charge” against 
owners. This fee could be in 
the order of a few thousand 
dirhams and may have to be 
paid in one lump sum to re-
solve the issues.

Owners should address 
this issue with the OA or 
developer to ensure that ad-
equate reserves are in place.

Unpaid service charges

What happens when an 
owner does not pay service 
charges? As per the Jointly 
Owned Property Law, an OA 
may file a lawsuit against the 
unit owner for the balance of 
the unpaid service charges, 
and impose a penalty of 12 
per cent per year calculated 
on a daily basis, until the out-
standing amount is paid in 
full. It is, however, illegal for 
utility services to be discon-
nected due to service charge 
arrears. If it does occur, a po-
lice report should be filed. If 
the occupant of the unit is a 
tenant, a claim may also be 

registered at the Rental Dis-
putes Centre.

As most OAs have yet 
to be officially registered 
through the Dubai Land 
Department (DLD), many 
developers continue to 
manage the collection of 
services charges. In recent 
years, there have been sev-
eral legally questionable 
incidents where develop-
ers have disconnected utili-
ties due to unpaid balances. 
Many of those affected were 
unit owners who had just 
purchased the unit. They 
were informed that the A/C 
was disconnected due to 
service charges that had not 
been paid by the previous 
owner. The current owners 
questioned their liability for 
charges incurred prior to 
their ownership. Under the 
law, service charge arrears 
create a lien (charge) that at-
taches to the unit itself, and 
not to the individual unit 
owner, thereby putting the 
pressure on the buyer to set-
tle the outstanding fees.

As is standard in Dubai, 
a no-objection certificate 
(NOC) must be obtained 
from the developer, stating 
that there are no outstanding 
amounts owed by the seller, 
prior to the property title 
transfer to the buyer. How-
ever, there are times when 
unpaid amounts go unno-
ticed by the developer. If this 
is the case, the current own-
er may be liable to pay those 
balances. Therefore, it is ex-
tremely important for buyers 
to conduct due diligence be-
fore the transfer takes place.

Buyer due diligence

When purchasing a prop-
erty, a buyer may check a pro-
ject’s service charges on the 
Service Charge Index section 
of the DLD website (www.
dubailand.gov.ae). When 
a community or project is 
entered, the index displays 
the total amount of service 
charges per square foot, as 
well as a breakdown of how 
the money is allocated. n
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✚	 While the fees are used for building maintenance such as cleaning common areas, it is il-
legal for the OA to disconnect utility services to a unit with service charge arrears


