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Executive Summary
The Royal Institution of Chartered Surveyors (RICS)
commissioned a public inquiry into the operation of the
valuation market in July 2013. Its previous research and
reports had demonstrated that the valuation market
was not functioning as it should and that a full inquiry
into every aspect of the market and consultation with
all its stakeholders, including members, lenders, panel
managers, and clients was essential if solutions were to
be found. This Report argues that problems were found to
exist in every aspect of the market, some of which were still
affected by the financial crisis and others arose from more
recently established practices.
Possible conflicts of interest between the various
stakeholders will have to be handled in such a way that the
market functions well in the interests of all concerned but
above all in the public interest. Shortages of valuers have

been revealed as the housing market recovers, due in part
to the fact that the risks and rewards for them are out of
kilter: professional indemnity insurance is still too expensive
and/or too difficult to obtain for valuers and prospective
buyers still pay for a ‘survey’ which is intended to be a
valuation for the lender but which does not provide them
with the information they need about the property they
wish to purchase.
The problems in the valuation market are multi-faceted.
They run deeper than might be supposed at a casual
glance, and cannot be solved by a single ‘silver bullet’.
The series of twelve recommendations are designed to
assist the development of a well-functioning market. They
require a co-ordinated response from the stakeholders to
achieve the objectives which are in their own interests and
the interests of the public.
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The Recommendations
Recommendation 1

Recommendation 5

Surveyors on Valuer Registration (VR) should be
obliged to report to RICS immediately on receiving a
formal notification of a negligence claim, rather than
just recording this in the annual return. Had this been
the procedure in the years following the credit crunch,
then RICS would have been aware of the full extent of
the problem. It might have been possible to set up an
Alternative Dispute Resolution Scheme to deal with at
least some of the claims received, thus encouraging
lenders and valuers to substantiate the claims and
counter claims. Surveyors should also report in the
annual return on the number of residential valuations
they have undertaken in the course of the year, changes
of employment in a firm of chartered surveyors or panel
management companies or if they are or have become
self-employed.

The Prudential Regulation Authority specifically
places the responsibility of assessing the value of
the property on the lender. Valuers should therefore
carefully examine the contract offered to them for the
valuation and its implications and seek to limit their
third party liability, bearing in mind that the valuation
of the property is at a particular point in time.

Recommendation 2
Lenders should instruct their solicitors to withdraw
notifications of claims (the ‘confetti’ letters). In many,
if not the overwhelming majority of cases, no further
action has been taken since the original letters were
received. The insurers have to regard these claims as
being open and, accordingly, must reserve for them.
If the lenders withdrew these claims, it would make
professional indemnity insurance easier to obtain at a
more reasonable price, perhaps enough to enable some
valuers to return to the market as residential valuers.

Recommendation 3
That the introduction of Valuation Specific Professional
Indemnity Insurance (VSPII) and Valuation Risk
Management (VRM) or equivalent contingent insurance
products should be carefully assessed and introduced,
with recognition by RICS.

Recommendation 4
VSPII requires property inspection data to be captured
on a portable electronic data device. This should have
a standard format for use by all lenders, which would
also allow free text to be used to capture any unusual
features of the property or any problematic aspect
which would affect the valuation. Electronic capture
of site notes would also offer an additional layer of
protection. It is acknowledged that portable devices
are already in use by some firms.
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Recommendation 6
That RICS should retain a register of all the panel
management companies and a list of staff surveyors
employed by the companies on an annual basis. The
register should also identify whether or not the company
only provides valuations for its parent company and
identify the nature of the company (lender or other)
or a number of lenders.

Recommendation 7
That panel management companies under the auspices
of RICS should set up a working group, including other
stakeholders, to develop a Code of Best Practice for
panel management. The working party should be set
up and should complete the process within a period
of three months. The full contents of the Code would
be a matter for panel managers to decide under the
guidance of RICS.

Recommendation 8
That all residential surveyors should develop their
understanding of Automated Valuation Models (AVMs)
so that they can select an appropriate AVM and ensure
that the appropriate policies are in place for its use.
RICS should hold training days/ seminars to ensure
that all residential surveyors understand AVMs so that
they are able to select an appropriate AVM and be able
to use an AVM in the most appropriate context for
their valuations.

rics.org/valuationinquiry

Recommendation 9
That the professional standards set out in the Red Book
be amended to include a requirement for the surveyor’s
valuation to be retained in a durable medium, one copy
of which will be retained by the creditor and another
copy held by the surveyor for a period of at least
six years.

Recommendation 10
One possibility might be to introduce the Home Report
in England and Wales. The Scottish Government
initiated a review in December 2013 of the way in
which the Home Report has performed in the first five
years of its operation, a review which was promised in
the legislation setting it up. Such a possibility should
only be considered after the completion of the review
in December, 2014 and after careful analysis of the
outcome and lessons learnt.

Recommendation 11
The recommendation is that the lender should pay
for the valuation report.

Recommendation 12
Marketing and communication of the valuation
profession as a career choice needs to be supported
by the RICS, Higher Education Institutes (HEIs) and
professionals from industry. This should include
communication to pre-university students about the
nature of the profession - residential in particular
– which is actively supported by the RICS and firms
through engagement with students and promotion of
the courses where appropriate. Without this support
it is possible that the reduced number of graduates
will persist and surveying related courses will be
consolidated further, diminishing options for students.
RICS should specify the level of valuation teaching
required in the remaining RICS accredited courses
in order for valuation education to remain at the
required level.

© RICS 2014
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1.0 Introduction
In September 2010, in view of the continuing instability in
many financial markets, the Royal Institution of Chartered
Surveyors (RICS) set up a Working Group to look into the
mounting concerns expressed by its membership about
the rising costs and availability of professional indemnity
insurance (PII) for secured lending in the UK. The Working
Group reported in October 2012, having made a series
of Recommendations, of which the most important from
the point of view of this Inquiry was for further research
to be conducted and consultation with its membership
and key stakeholders, including professional indemnity
insurers. The Report was followed by RICS Regulation
Guidance for members issued in 2013 and a seminar for
members and major stakeholders on May 9 2013 entitled:
‘PII: Is valuation as a professional service sustainable?’
The seminar was part of RICS’ continuing work to tackle a
complex set of issues, which continue to pose a significant
threat to the medium and long-term availability of valuation
services. The participants at the seminar requested the
creation of an independent Commission, which was
established on July 30 2013 with the following terms
of reference:
• The availability of valuers in the market willing and able
to undertake valuations.
• The level and transparency of fees paid in relation to
risk and reward and the potential impact of low fees
on standards.
• Whether the process for procuring valuations is fit for
the purpose.
• Challenges and availability and price of professional
indemnity insurance.
• How best to ensure the appropriate balance of risk
and reward to protect standards and to best serve
the public interest.
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The inquiry requested evidence from members of RICS,
lenders and insurers, other stakeholders and the public.
It received a large number of submissions from the
RICS’ membership and took evidence from all the major
players, including lenders, insurers, panel management
companies and both individual surveyors as well as
small to medium-sized firms. Much of the evidence
reinforced the analysis provided by the RICS Report on
Professional Indemnity Insurance for Valuations in the
UK that the real costs of handling alleged negligence
claims continues to have a serious impact on the cost
of obtaining professional indemnity insurance cover,
not just for firms which have received claims but for the
market as a whole. The report concluded that there is
a ‘dysfunctional relationship’ both between the current
valuation fees and the current PII costs, as well as
a further ‘dysfunctional relationship based on client
requirements over levels and assignment of liability and
the liabilities of valuers and their firms’. If valuation for
secured lending became an uninsurable activity, then this
would result in a reduction in public protection and an
increase in risk for the individual surveyors. The reasons
for these developments lie in the global financial crisis of
2008 and 2009 and its impact on the UK housing market
from 2007 onwards.
Both the analysis contained in this report and its
recommendations in particular have been considered
in the light of changes in the legislative and regulatory
framework since the financial crisis of 2008 and 2009.
In general, these changes are discussed where they are
relevant to the particular aspects of the valuation issues in
the text, but in particular the requirements of the Mortgage
Credit Directive, which is in the process of being finalised.
The text is as follows:

rics.org/valuationinquiry

Article 19 Property valuation
Member states shall ensure that reliable standards
for the valuation of residential immovable property for
mortgage lending purposes are developed within their
territory. Member states shall require creditors to ensure
that those standards are used where they carry out a
property valuation or to take reasonable steps to ensure
that those standards are applied where a valuation is
carried out by a third party. Where national authorities
are responsible for regulating independent appraisers
who carry out property valuations they shall ensure that
they comply with the national rules that comply with the
national rules that are in place.
Member states shall ensure that internal and external
appraisers conducting property valuations are
professionally competent and sufficiently independent
from the credit underwriting process so that they can
provide an independent and objective valuation, which
shall be documented in a durable medium and of which
a record shall be kept by the creditor.
Note 26
It is important to ensure that the residential immovable
property is appropriately valued before the conclusion
of the credit agreement and, in particular where the
valuation affects the residual obligation of the consumer
in the event of default. Member states should therefore
ensure that reliable valuation standards should take into
account internationally recognised valuation standards,
in particular those developed by the International
Valuation Standards Committee, the European Group
of Valuers’ Associations or the Royal Institution of
Chartered Surveyors.

Those internationally recognised valuation standards
contain high level principles which require creditors,
amongst others, to adopt and adhere to adequate
internal risk management and securities management
processes, which include sound appraisal processes,
to adopt appraisal standards and methods that lead
to realistic and substantiated property appraisals in
order to ensure that all appraisal reports are prepared
with appropriate professional skills and diligence and
that appraisers meet certain qualification requirements
and to maintain adequate appraisal documentation for
securities that is comprehensible and plausible. In this
regard it is desirable to ensure appropriate monitoring
of residential immovable property markets and for
the mechanisms in such provisions to be in line with
Directive 2013/36 EU of the European Parliament and
the Council of 26 June 2013 on access to the activity
of credit institutions and the prudential supervision of
credit institutions and investment firms. The provisions
of this Directive relating to property valuation standards
can be complied with for example through law or selfregulation.
This inquiry has demonstrated the complexity of the
problems surrounding property valuation for lending.
Owing to that complexity, it has not been possible to
find one single solution, which would ensure that the
market worked well for all the participants. The report
therefore proposes a range of recommendations,
which, if taken together and enacted together should
ensure that the market functions more effectively and
will no longer be described as dysfunctional.

© RICS 2014
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2.0 A Brief History of the UK Housing Market
since 2007
As a result of the unprecedented turmoil in the financial
markets, housing markets in much of the developed world
almost ceased to operate, as house prices plummeted and
credit dried up between 2008 and 2009. The Investment
Property Databank (IPD) All Property Total Return Index
for the UK fell by 28% between 2008 and 2009, and
Nationwide’s own Index showed that the average house
price fell by 14.7% in the same period. The downturn in
both the commercial and residential markets, together
with the limited availability of credit and tightened lending
criteria led to a dramatic fall in both transactions and
development activity. Between 2007 and 2009, property
related transactions fell by 50% and mortgage lending fell
by 60%.
There were signs of recovery in the housing market in
2010. House prices rose by 2.3% overall, between 2010
and 2012, continuing the pattern seen since May 2010.
House prices remained relatively stable during that period
across the UK, apart from Northern Ireland, where prices
continued to fall until the end of 2013. The increases in
house prices were driven by a 7.2% increase in London
as well as the increases in the South East and East
Midlands of 3.4% and 2.3% respectively. In 2013, the
continuing recovery was led by London with increases
of 12%, followed by the East Midlands at 4.8%, the West
Midlands at 4.7% and the South of England outside
London at 4.5%. 1
The number of residential housing transactions still has not
reached the 1.6m valued at £361bn in 2007. The number
of transactions fell to 792,530 in 2008, rose to 893,140 in
2009 and reached 930,280 in 2012-2013. 2
Obviously the fall in the number of transactions meant that
there was less demand for surveyors, resulting in some
panel management companies making their employee
surveyors redundant. The Council of Mortgage Lenders
(CML) concurs with this, stating that following the credit
crunch and the subsequent downturn in the housing
market, there was a rapid downsizing of the residential
sector. ’Those who remain are of an ageing demographic,
and there has not been a substantial programme to attract
new blood into the sector’. The ‘ageing demographic’
refers to the fact that many chartered surveyors are in their
mid to late fifties, but, given changes in life expectancy,
there is no reason why many in this age group should
not continue with their work until their late sixties or
longer, provided other factors in the market are improved
or changed.

1
2
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This, however, was not the only factor in the reduction
in the number of surveyors available for residential
valuations. The most important feature was the decision
taken by lenders to pursue surveyors with negligence
claims for valuations for homes that fell in value during
and after the credit crunch and have since been
repossessed. The lenders lost money on the homes that
were repossessed. A recent report, Fitch’s Residential
Property Value Analysis indicates the extent of the losses
suffered by lenders on the sale of repossessed properties.
The peak of repossessions occurred between 2008 and
2010 when the average discount on prices was 23% with
larger discounts on more highly valued properties (over
£500,000) of 29%. Properties in Scotland, Wales and
London were sold at the largest discounts with the speed
of the sale being one factor amongst others for the size
of the discount as lenders sought to remove possessed
properties from their books. New builds, flats and buy-tolet properties showed the largest discount but there were
no material differences for securitised properties.
The losses suffered by lenders on repossessions led to a
steep rise in negligence claims against valuers made by
lenders who had lost money on the sale of repossessed
properties. Many surveyors argue that the claims have
led to the shortage of surveyors to carry out valuations
for lending. Both the CML and the Building Societies
Association (BSA) refer to the perceived valuer shortages
which attracted much media attention during the summer
months in 2013. The CML acknowledges that many of
their members experienced delays linked to a shortage of
valuers willing and able to carry out mortgage valuations,
especially in London and the South East, where mortgage
lending activity has been strongest. The BSA agreed
that the valuer shortages have been especially acute in
the South, but there have been pockets of shortages
especially in urban areas. These have resulted in delays
in turn-around times with resulting delays in mortgage
offers. These delays have been mitigated by surveyors
working longer hours and over the weekends, but this is
not sustainable in the longer term.

See Appendix 1 for details of the changes in the housing market.
Source: HM Revenue & Customs UK Property Transactions Count-November 2013 (seasonally adjusted with a value of £40,000 and above.
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The ‘Confetti’ Letters
Extracts from surveyors’
written submissions
1. A small firm:
‘Litigation on three occasions against us for
alleged over-valuations have been defeated,
the third is almost defeated. The cost to us as
a small firm in terms of stress, worry, sleepless
nights etc is not possible to quantify. We gave
years of good service to various lenders and
they repay us with spurious claims from lawyers
on conditional fee arrangements.’
2. ‘Claims are often notified without the loss, if any,
being known.’
The following statistics provide an essential background to
an understanding of the so-called ‘confetti’ letters, that is,
the letters sent by solicitors acting on behalf of the lenders
to valuers as repossessions increased from 2008 onwards
and lenders did not receive the returns they expected from
the surveyors’ valuations. Most law firms are reluctant to
take on a case on the basis of a conditional fee agreement
(CFA), unless they have evidence to support the claim.
However, certain firms were prepared to take on cases
of dubious merit in the hopes that the defendant would
settle the claim to avoid the risk of having to pay not only
the claim but the uplifted costs and the ‘after–the-event’
insurance premium. Examples of the ‘confetti’ letters are
attached in Appendix 2.

The tables detailed at Appendix I show the number of
residential property transactions from 2006 onwards
which show high figures in 2006 and 2007 and a sharp
drop in the number of transactions between 2008 and
2012. CML estimates that between 2007 and 2012,
224,500 homes were repossessed, creating the losses
outlined above for lenders. Some estimates of the
numbers of confetti letters simply align the number
of letters with the number of repossessions. It is not,
however, possible to provide accurate figures, since
the number of claims has never been collated. A good
indication of the number of the notification of claims
is given by the experience of one panel management
company. The company received 12,000 such claims
in one afternoon in 2008, of which perhaps about a
hundred may have been legitimate claims. Small firms
probably received between 30 and 40 notifications each,
many of which still have not been pursued. Constant
references in the evidence received and the subsequent
difficulties for many firms in obtaining PII cover suggest
that the figure of 224,500 may well be close to the actual
number. Lenders saw the claims as a way to claw back
losses, finding the expenditure on lawyers still left them
with a substantial profit.

© RICS 2014
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Although it is difficult to quantify the numbers precisely,
it appears that the notified claims were much higher than
the total PII premiums. Annual premium income declined
between 2007 and 2011. In 2005, 2006 and 2007, the
income was £57.24m, £55.90m and £53.68m respectively.
In 2008, 2009, 2010 and 2011, premium income fell:
£49.10m, £47.38m, £41.76m and £38.88m, but recovered
slightly in 2012 at £41.88m. The net premium income for
2000 to 2012 is shown in Appendix 3. By the end of 2012,
the costs of all the claims are estimated to have reached
about £700m.
Despite the decline in the number of transactions between
2008 and 2012, the number of claims continued to rise.
It is not even possible to be clear about how many claims
made their way to court, but the figure could be between
5% and 10%, but the fact that such claims have been
made does not mean that negligence was involved.
The fact is that the majority of claims still have not been
pursued. Where claims have been pursued, the effects
can be devastating. One valuer explained that he received
a claim from a bank relating to 96 valuations.
A major problem in defending surveyors has been the lack
of clear documentary evidence to support the rationale
behind the valuation, such as a lack of notes relating to
the inspection or a lack of an analysis of the appropriate
comparables and a justification of those selected or the
completion of a form together with any further relevant
comments on the property. A surveyor may well be
required to turn around a valuation (that is, the inspection
plus the report) within three hours for a fee of £50. Given
such time constraints, it is unlikely that a surveyor will
have either the time or inclination to find appropriate
comparables. Should a negligence claim go to court,
a judge would be unlikely to be able to find sufficient
evidence to show that the surveyor took adequate time
and care to provide a proper valuation. RICS has recently
published a Guidance Note on Comparables to assist
surveyors following the claims.
However, given the increased activity in the housing
market, surveyors are not only being instructed to
carry out too many valuations in a day, but also to take
valuations out of area. A number of submissions from
valuers make that clear. Surveyors may not always
appreciate the risks involved in valuing residential property
outside their area or their specific expertise. One case
arising from the ‘confetti’ letters involved a valuer based
in Stoke who had valued a substantial residential property
in the Home Counties, a block of buy-to-let flats in
Merseyside and a mixed–use commercial property in
Manchester within a three month period. The problem
is that, faced with a shortage of surveyors, the same
practices are occurring as in the pre-crisis period.
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These are the issues affecting the residential mortgage
market. Other submissions make it clear that similar
issues arise in the commercial sector with the costs of
affordable professional indemnity insurance increasing to
such an extent that the continued availability of PII cover at
an affordable price cannot be taken for granted. A leading
commercial valuer admitted that many firms, including
their own firm, have sought to cut the costs of insurance
by extending the excess that they will pay in the event of
a claim.
The issue of unfair contract terms does arise with
residential mortgages, but this is particularly so in the case
of commercial properties. In most areas of commercial
activity, especially where there is high risk involved, it
is accepted that an agreement needs to be reached
between the client and the service provider on how
risks are to be shared in the event of a problem arising.
A comparison with major accounting firms shows that
these firms have capped liability at far lower levels than
have been achieved in the property sector. Accounting
firms do not accept the blanket extension of liability to
third parties at the outset of instruction. Some lenders do
accept liability caps, but in ways which do not in practice
provide any realistic cap. One leading firm reports that
one major lender operates a blanket liability cap of £25m
across all valuations up to that level, irrespective of the
amount of the valuation. Above this level, the lender will
generally require that the valuer accepts liability up to
the value of the property. Some lenders agree to caps
at the level of market value reported or the amount of
the loan. But this still means that a lender experiencing
losses would have the potential recourse to the valuer for
everything they have lent, subject to any legal limit.
The problem now facing the profession is the availability of
affordable professional indemnity insurance, since without
it, any firm would be unwilling to offer valuation services
and few lenders would regard the valuations as having
any real worth for them. Insurers may decide to stick with
the chartered surveyors in the hopes that they will never
have to face such an onslaught in the future. But if the
insurance market hardens, the ability to write this business
may disappear and the need for valuations may disappear.
The large volume of claims from the valuation sector,
almost entirely arising from lenders, substantially exceeds
the level of premium income they have received since
2000. The number of insurers and Lloyds syndicates
currently participating in the 2013/14 period is 45, but the
number of actual participants is less than that, probably
about eight insurers for the survey and valuation class of
risk. A number of firms have had to join RICS Assigned
Risk Pool, ranging from 16 in 2010: 3 in 2011: 12 in 2012
and 8 in 2013.

rics.org/valuationinquiry

Recommendation 1
Surveyors on Valuer Registration (VR) should be
obliged to report to RICS immediately on receiving a
formal notification of a negligence claim, rather than
just recording this in the annual return. Had this been
the procedure in the years following the credit crunch,
then RICS would have been aware of the full extent of
the problem. It might have been possible to set up an
Alternative Dispute Resolution Scheme to deal with at
least some of the claims received, thus encouraging
lenders and valuers to substantiate the claims and
counter claims. Surveyors should also report in the
annual return on the number of residential valuations
they have undertaken in the course of the year, changes
of employment in a firm of chartered surveyors or panel
management companies or if they are or have become
self-employed.

Recommendation 2
Lenders should instruct their solicitors to withdraw
notifications of claims (the ‘confetti’ letters). In many,
if not the overwhelming majority of cases, no further
action has been taken, since the original letters were
received. The insurers have to regard these claims as
being open and, accordingly, must reserve for them.
If the lenders withdrew these claims, it would make
professional indemnity insurance easier to obtain at a
more reasonable price, perhaps enough to enable some
valuers to return to the market as residential valuers.

© RICS 2014
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3.0 Professional
Indemnity Insurance

provide cover in accordance with the minimum wording.
It provides a broad liability cover, is written on a claims
made basis, and is required to cover, retrospectively,
all the work of the firm. If the firm ceases to trade, RICS
Regulation advises that cover should be in place for at
least six years.

Extracts from surveyors’
written submissions

The ‘claims made’ approach means that the cover held by
a firm in the current year applies to all claims made in that
year, regardless of when the valuation which is the subject
of the claim was carried out. In the past, this has worked
provided the firm renewed its PII cover annually and
maintains sufficient cover, then both the firms and clients
are protected. The difficulties and disadvantages of this
approach have emerged with a vengeance as a result of
the ‘confetti’ letters. It means that there is no clear way of
pricing risk and hence the cost of the required insurance
cover within the current year both for the firm and for any
specific valuations undertaken in that year.

‘The primary risk to valuers is of the subsequent PI
claim. The relationship between the fee paid and total
liability is such that a valuer can be sued for £5m, when
paid a fee of only £125. A cap on liability related to the
fee is desirable in order to contribute to a sustainable
industry’.
‘The work and costs involved in claims where the matter
is dropped after further investigation can be seen in the
following example: The company defending the case
and the expert on the other side had three meetings
with the expert and on each occasion moved closer to
the original valuation. Finally the claimant lender with
drew their claim on a ‘drop hands’ basis i.e. both sides
paid their own expenses. The company had to pay
£10,000 for legal expenses and a further internal cost
of £10,000 just to prove that the original valuation was
correct for a fee of £150 (including VAT).’
The written submissions from surveyors provide ample
evidence from the point of view of sole practitioners and
small to medium-sized firms of the difficulties in obtaining
affordable PII and in the lack of 15 years of run-off
cover for those firms. They also explain the discrepancy
between the number of residential valuers listed on
VR and the numbers actually engaged in residential
valuation, for which only estimates are given. One small
firm commented that RICS’s view that there are enough
residential valuers does not take account of what actually
happens. His firm has six registered valuers, but they only
carry out instructions from the corporate and business
banking arm of the bank which pays an adequate fee and
time to provide a professional report. Those who have
withdrawn from the residential valuation market explain
that they work for private clients or provide valuations for
divorce cases, probate and other valuation requirements
with less stress and risk. Many surveyors hope that since
six years have passed since so many of the letters were
issued that the Statute of Limitations will come to their
rescue, but it is not necessarily quite as simple as that as
the analysis of limitations in Appendix 4 shows.
The chief risk from the insurers’ point of view is claims
arising from professional negligence. RICS registered
firms, about 10,000 in the UK, have a general regulatory
requirement to have professional indemnity insurance.
Each member firm is required to buy a policy, usually
on an annual basis, in accordance with the approved
minimum wording set out by RICS. It must be provided
by a RICS listed insurer, that is, one who has agreed to
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As a result of the approach to PII cover, many small
firms have been unable to afford PII cover for mortgage
valuations and have turned to other work or have, in some
cases, left the market altogether. If lenders wish to bring
small firms and residential valuers back to the market,
then careful consideration must be given to the nature of
the valuation and the distribution of risk when faced with
losses, especially those arising from repossessions.
The first step is therefore to consider how the costs
of professional indemnity insurance can be reduced.
This, of course, may not be a matter for all firms, since
some of the larger residential valuation firms have set
up captive insurance schemes or cover their own risks.
Such arrangements pose potential risks to their clients,
more especially given the experience of the last few years,
when the cost of claims has run into many millions of
pounds. However, as the CML points out, this option is
also dependent on the ability of the valuation business to
continue to fund their arrangements from profits.
Since the PII market is not working effectively either for the
benefit of lenders or for surveyors, the time has come to
consider fresh approaches. These are needed to create
a more stable market and also one which would enable
small firms to re-enter the market on acceptable terms.
The BSA suggested that ‘it is worth exploring a new form
of per valuation insurance which would cover the valuation
rather than acting on a claims made basis. We note that
this type of insurance may be costly, but this must be
measured against likely future increases or otherwise
of ‘traditional’ PII premiums. We also note that it would
be more expensive to gain insurance for non-traditional
properties under this model, however, we do not think this
is a negative point as it would allow a more appropriate
fee to be charged to these types of properties, rather
than cross-subsidisation which happens at present.’ The
advantage from the point of view of the valuer is that if
they know how much the insurance costs per valuation,
they would then be in a better position to charge a fee
which provides a profit for them.
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The recommendation is that the options for oneoff, bespoke insurance, such as Valuation Specific
Professional Indemnity Insurance (VSPII) should be
thoroughly researched and adopted as the method of
providing cover for each individual valuation carried out
by a surveyor. It is, however, more than just a means
of reducing the price of PII since it would incorporate
risk management as part of the process. Taking the
VSPII as an example, the two elements - Valuation Risk
Management (VRM) and Valuation Specific Professional
Indemnity Insurance (VSPII) - could well be used in
the valuation of property for residential purposes. The
introduction of bespoke insurance like this would provide
an additional pool of valuers, who do not currently provide
secured valuation services to many lenders but who
have well-attested experience of surveying and valuing
residential properties. This will provide many additional
valuers, who would be accredited VSPII valuers and who
would pay per click PI insurance. Lenders would be able
to purchase VSPII or equivalent contingent insurance
products if firms chose to keep their existing PI insurance
in place to provide additional comfort that a standard
level is in place.

Recommendation 3
That the introduction of Valuation Specific Professional
Indemnity Insurance (VSPII) and Valuation Risk
Management (VRM) or equivalent contingent insurance
products should be carefully assessed and introduced,
with recognition by RICS.

Recommendation 4
VSPII requires property inspection data to be captured
on a portable electronic data device. This should have
a standard format for use by all lenders, which would
also allow free text to be used to capture any unusual
features of the property or any problematic aspect
which would affect the valuation. Electronic capture
of site notes would also offer an additional layer of
protection. It is acknowledged that portable devices
are already in use by some firms.
Attention must be given to the terms and conditions of
the valuation contracts. The RICS Report on Professional
Indemnity Insurance (PII) for Valuations in the UK points
out that ‘it is normally a requirement of being appointed to
any panel that valuations are undertaken under a contract
drawn up by the bank and that there is limited scope
for a valuer to amend the terms of a contract’. Between
2008 and 2012, the number of mortgage transactions
fell, leaving a situation in which surveyors either agreed
the terms or did not get the more limited work which was
available. RICS issued a guidance note in January 2013 on
Risk, Liability and Insurance in Valuation Work. Whilst the
guidance offers detailed and useful advice to its members,
some, perhaps, many were in the position of effectively
being unable to alter the terms of the contract, since if they
did not wish to carry out the survey on those terms, others
would. The key areas of claims against valuers are breach

of contract or claims in tort; that is, negligence, since the
contract is considered to have an implied term, that is, the
services provided by the professional will not fall below the
standards of skill and care expected from a reasonable
body of the professional’s peers: in other words, it is not
negligent. If a claim is made against a valuer and the claim
proceeds to court, the court will recognise that there is
subjectivity in valuation.
The courts therefore ask what were the maximum and
minimum valuations which could have been given by a
reasonable valuer in the actual valuer’s position. If the
court judges the valuer to have been negligent, the actual
valuation must have been negligent. Any mistakes made
by the surveyor increase the chances of the negligence
judgement.
The guidance also points out that valuers are increasingly
likely to be asked to allow third parties to rely on their
valuations, thus extending their liabilities. RICS strongly
advises its members not to allow such an extension, since
the valuer does not know the third party involved and who
may well look at the valuation in a different way and may
not hesitate to bring charges against the valuer even in
another jurisdiction. It is also the case that a third party
may not receive the valuation at the specific time and date
on which the property was valued.
A further increased risk includes unlimited or effectively
unlimited liability, being liable for the direct losses of
the lender (subject to the so-called SAAMCO cap
on damages, being the amount of the negligent
overvaluation). However, the contract may still be wide
enough to allow for the lender to claim damages for
other consequential losses such as the loss of profit. The
lenders have made it clear that they wish to retain such
clauses in contracts, which allow them to assign the
benefit of reliance on the valuation report to third parties
to whom they sell a bundle of loans constituting mortgage
backed securities. The lenders are particularly anxious to
retain third party risk in the context of securitisation.
If house prices in the UK remain at current levels or
continue to rise, which is very likely largely due to the
UK’s limited supply of housing and land, then external
funding such as residential mortgage-backed securities
will be required to fund the lending gap as retail deposits
are insufficient to meet demand. The attraction of
securitisation is that it is a cost-effective means of funding,
enabling the lender to generate immediate returns for
long-dated assets and the ability to secure AAA ratings.
During the 2000s decreasing returns in the financial
markets created the demand for the higher returns,
which securitized products provided. Between 2000
and 2007, the total amount of UK residential mortgage
backed securities (RMBSs) and covered bands rose from
£13bn to £275bn moving their share of funding from
2.5% of mortgage funding to 21.5%. The credit crunch
of 2007-2008 at first sharply reduced the issuance of
RMBSs, followed by substantial increases in 2008 due
to the Special Liquidity Scheme operated by the Bank of
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England. Issuing securities fell again in 2009 but began
to increase again in 2013. The CML rightly argues that
deposit funding alone will not meet this demand and
that wholesale funding has been driven by a shortfall in
deposits. Deposits lack the stability of the past, since
they are often there for short-term objectives (e.g. saving
for a holiday) or for a ‘rainy day’. Savers may also move
deposits from one bank to another to get better interest
rates. By contrast, RMBSs lock in funding for banks and
building societies.
It is therefore understandable that lenders should want
to retain third party liability. Investors in RMBSs consist
of a wide range of financial institutions, such as banks,
pension and insurance companies, structured investment
vehicles (SIVs), asset managers, hedge funds and central
banks. All professional investors are expected to carry out
their own due diligence. In fact, they have relied on rating
agencies and lawyers to assess the quality of the loans,
to confirm that the securitisation met with the regulatory
requirements and to manage the legal aspects of
the transaction.
Greater transparency is required at all levels to bring
about the desired revival in the market for mortgage
backed securities, especially RMBSs. Investors have
made it clear that they require improved disclosure,
stricter credit terms and simpler structures. The aim is
to deal with the deterioration in underwriting standards,
over-reliance on credit rating agencies and misjudgements
in liquidity risk. These aims are reflected in the new
regulatory requirements.
The Capital Requirements Regulation (CRR), setting
out requirements concerning retention of net economic
interest and other requirements, was issued on December
17, 2013 and came into force on January 1 2014. The
Regulation details the requirements set out in Articles
405,406, 408 and 409. The purpose of the regulation
is to facilitate the implementation of the 5% retention
requirements, that is, 5% of the assets they securitise
on an on-going basis, thereby increasing the originators’
‘skin in the game’, thus dealing with one of the key
shortcomings of securitisation. The European Banking
Authority details the initial and on-going disclosures
to investors regarding the level of the retention and all
other relevant data, including the credit quality and
performance of the underlying asset. Other issues to
be disclosed include the identity of the retainer, the
retention option chosen and the commitment to retain
an economic interest. The aim of retention is to align the
interests (or the risks) faced by the securitisation sponsors,
originators, original lenders and investors and to improve
the information flow between all such stakeholders.
The regulators consider that this will also incentivise
originators, issuers and investors to improve underwriting
standards and monitor for credit risk adequately.
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The Prudential Regulation Authority (PRA) and the
Financial Conduct Authority (FCA) already had in place
requirements to monitor property values. These are
set out in Section 3.4.66 of the Handbook. Given their
significance, they are quoted in full in this report:1. The requirements about monitoring of property
values are as follows:
• The value of the property must be monitored on a
frequent basis and at a minimum once every three
years for residential real estate.
• More frequent monitoring must be carried out where
the market as a whole is subject to significant changes
in conditions
• Statistical methods may be used to monitor the
value of the property and to identify property that
needs revaluation.
• The property valuation must be reviewed by an
independent valuer when information indicates that
the value of the property may have declined materially
relative to general market prices; and
• For loans exceeding E3million or more than 5% of the
capital resources of the firm, the property valuation
must be reviewed by an independent valuer at least
every three years.
2. For the purposes of (1) ‘independent’ valuer
means a person who possesses the necessary
qualifications, ability and experience to execute a
valuation and who is independent from the credit
decision process.
3.4.68
For the purposes of BIPRU 3.4.66 R (1) (a), the monitoring
of property values should be an inherent part of risk
managing and tracking the portfolio. The requirement to
monitor property values does not include the physical
assessment of each property in the portfolio.
It would appear that reliance on the rating agencies to
value the mortgage backed security will also require
greater caution than in the past. The credit rating
agencies played a significant role in the run-up to the
crisis with faulty ratings and flawed assumptions leading
to significant losses for the holders of securitised
products. The regulators are seeking improvements in
the transparency and disclosure requirements. The issue
of the competence of staff in the rating agencies should
also be addressed. These new regulatory requirements
partially negate the need for lenders to insist on openended third party liabilities in the contracts with surveyors.
When a lender securitises, he has to give warranties to the
issuing vehicle (and thence to the bond holders) about the
loans in the securitised pool.
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One of the key warranties is about the value of properties
and the loan to value of the loans within the pool, which
is what sets out the underlying capital structure of the
bond. The valuation at the date of the RBMS issuance
may be months or even years out-of-date but in the past
the lender’s warranty was about the valuation at the time
the property was valued, so they had to rely on that, if a
loss was incurred which exceeded expectations because
of a significant fall in property values. This is exactly what
happened during the financial crisis. The lender, as with
repossessions of the property would go back to the
original valuation and consider whether that was negligent
or not. The lenders were able to depend on the panel
managers to ensure that all the risks involved in obtaining
a valuation were properly managed. The lender used PII
cover as a proxy for counterparty risk, which increased
the PII costs for all valuers, even if they did not have any
successful claims against them. The rating agencies in
turn relied on the warranties given to them by the original
sponsor of the deal, assuming that the lender carried
out due diligence and management oversight, although
the rating agencies were focussed on credit risk, not
property risk. The detailed rules set out above places the
responsibility for providing current property valuations on
lenders, which it is now clearly their responsibility
to provide.

Recommendation 5
The Prudential Regulation Authority specifically
places the responsibility of assessing the value of
the property on the lender. Valuers should therefore
carefully examine the contract offered to them for the
valuation and its implications and seek to limit their
third party liability, bearing in mind that the valuation
of the property is at a particular point in time.
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4.0 Risk and Reward
Extracts from surveyors’
written submissions:
‘The lender will often charge the borrower £300-£400
for a mortgage valuation, often described as a survey
by the mortgage broker, of which the valuer gets a fee
of £50-£75 with the lender taking the remainder for an
‘administration charge’. With regard to charges, lenders
and surveyors should not be able to hide behind a veil
of secrecy regarding fees.’
‘Last year I was approached to act for a panel for
residential mortgage work for between £40 and £59 for
a typical mortgage valuation. I was also told that they
could offer volume of work, but turned that down.’
The applicant for a mortgage is required to pay a fee
for the valuation, which is often misunderstood to be
a survey by consumers. All lenders have tiered rates,
charging higher fees for more expensive properties, but
the amount of the fee varies from one lender to another.
For a £250,000 property, the charges range from £197,
through £285 to £355 and at the highest price, £400. For
a £400,000 property, the charges start at £263, the next
bank charges £385, with the two highest charges being
£450 and £526 respectively.
Buyers are generally under the impression that they
pay the fee to the surveyor, but, in fact, part of the fee
is taken by the lender to cover administration costs,
and if the surveyor obtains their work through a panel
manager, which is usually the case, given the structure of
the market, then the panel manager takes the fee. Many
lenders regard the way in which the fee is distributed
between the lender, the valuer and the panel manager as
a commercial decision and do not reveal the way in which
the fee is divided between each of the companies involved
in the provision of a valuation.
The result is that valuers can receive a very small
proportion of the fee the borrower pays to the bank.
The range appears to be between £50 and a £100 per
valuation, out of which the surveyor often pays their own
travel costs and administration fees, such as the cost of
their office and the provision of the report. It is not being
suggested here that the valuer should expect payment for
such expenses from the lender or panel manager, but any
professional person would expect to be able to charge
fees to cover such expenses. The low fees are also are
often accompanied by requests for too many valuations
in a day, perhaps out of area as well and for a fast turnaround time. The fees are usually insufficient to enable the
surveyor to cover professional indemnity insurance costs.
Some surveyors admit that the low level of fees is partly
their responsibility to the extent that they tried to undercut
each other in order to obtain work in the years following
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the financial crisis. The effect of both the surveyors’
actions and the unintended consequences of the ‘confetti’
letters was a reduction in the number of surveyors to carry
out valuations as the market improved. It is not going to
be easy for lenders to play their part in tempting qualified
residential surveyors back into the market but raising the
level of fees will clearly play a significant role in making the
market function well again. Lenders require the valuation
report and are much more likely to obtain a high quality
report if the pay for it is adequate.
Submissions from the commercial sector indicated that in
that sector, the issue of litigation has not been as much
of a problem as it has been in the residential sector.
One firm indicated that they were able to handle the risk/
reward issue by agreeing the fee in advance with the client
before work begins. These agreements included liability
caps. However, commercial fees have fallen, whilst the
exposure to risks has increased. Valuations for secured
lending are usually undertaken for one or two lenders and
occasionally for a ‘mezzanine of lenders,’ making up the
capital raising group, where the reliance is extended to a
number of different lenders.
There are significant differences between commercial
and residential lenders, especially for large developments.
Commercial lenders correctly request periodic valuations
and a monitoring role, since the expenditure, rents and
yields may change over the period of construction. The
lender would commission such monitoring in order
to ensure the security of the asset against which the
loan is made and will encourage the client to pay for
such monitoring, although the client may well resist the
continuing costs. Commercial valuers would estimate their
fees at 0.1% of the capital value of the project, although
the complexity of the project, for example, an industrial
estate, may involve more work and valuers may seek to
adjust the fees accordingly. Liability caps have long been
agreed between the commercial valuer and the lender
and will be subject to negotiation in each case, but, as
one commercial valuer pointed out, the liability caps
are often set unreasonably high, as highlighted earlier
in this report. The cost of negligence claims, including
other professional fees such as legal fees, could run into
many millions of pounds. In this context, what constitutes
negligence claims are factual errors, such as a misreading
of the lease, leading to serious errors in estimating the
yields from the property or the failure to conduct adequate
research, which would have identified another similar
development in the area.
However, even for the large commercial firms, the risk/
reward ratio has also posed serious problems in recent
years. Much commercial property is directly or indirectly
owned by pension funds, insurance companies and
charities. The range of properties is, of course, extremely
wide, ranging from small and medium-sized enterprises
to large scale industrial or commercial developments.
Working capital is often secured against the commercial
properties owned by their own businesses; hence the
importance of the valuation. However, although the
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average fee per job is undoubtedly higher for commercial
valuations, the fee has to reflect the time involved in
undertaking the valuation and the risk attached to it.
The values reported in some commercial valuations
which a large commercial firm undertakes run into tens
and sometimes hundreds of millions of pounds. The
risk/reward ratio is quite possibly even worse in the
commercial sector than in the residential sector. For
example, a four figure fee would carry an exposure to risk
of a potential claim running into eight figures. The fee for
valuing a property worth £100million might typically be
around £40,000, representing an overall risk/reward ratio
of 2,500. It is very unlikely that any large commercial firm
has PII cover in excess of £100m, even though lenders
regularly ask firms to expose themselves to liability well
above this amount. A single large negligence claim could
be enough to cause a firm to go out of business. Despite
all these problems, some have argued that setting the fee
levels has to be left to the market, although some suggest
that the fees should be charged according to an hourly
rate to ensure that sufficient time is spent on the valuation.
The point was frequently made both in the commercial
and residential sector that where a lender goes out to
tender, the cheapest fee will be selected, even though by
selecting the cheapest option the quality of the report may
be compromised, because the valuer will not feel obliged
to conduct a thorough examination/assessment of the
valuation. Low fees may lead to mistakes, an increase in
PII costs and a decrease in overall standards, which may
damage the real estate market in the long term. Others
have held that the selection of the valuer is carried out
by the procurement department of the bank rather than
the credit risk department, and that the procurement
department is not aware of the potential risks of the
incorrect selection. Valuation quotes are typically not
considered in terms of quality and the implications of a
low fee as a consequence of the selection being made
by the procurement department. The head of valuations
at one bank explained the structure of valuations in their
firm, where the real estate company is separate from the
bank and does not undertake valuations for the bank.
As a double check on the valuation, it is first checked
by the Valuations Department, signed off by its head
and a director. However, these valuations are carried
out primarily for fund and portfolio valuation, rather than
secured lending.
It is recognised in the market that the risks surveyors
face are entirely disproportionate to the reward and that
the balance needs to be redressed. But as the market
continues to improve and even overheat, as some would
suggest, it may well appear that all the problems have
been resolved. However, the same problems will resurface
in a few years’ time so they need to be settled now.

volumes, which of itself leads to fiercer competition and
the lower fees which follow. In addition, as highlighted
in one submission, the ‘valuer market is dominated by a
small number of larger firms, and indeed many of these
work on behalf of lenders, often in a panel management
role, as they are geared towards volume lending
valuations. They have a powerful role in determining the
rates paid in the market, as typically it is these firms who
enter into a competitive tendering process to work for
a lender’.
The CML correctly points out that lenders are negotiating
from the position of a bulk user and are naturally seeking
the ‘best commercial outcome’. They point out that some
lenders charge an administration fee as part of the cost
and that of course they are subject to the FCA’s rules
which require that the fees they charge are ‘clear, fair and
not misleading’. The fees must be set out in the customer
‘Key Facts Illustration’, which includes the administration
charged by the lender and the valuation fee. The CML
acknowledges that some panel managers, who receive
the full valuation fee stated in the lender documentation,
take part of that fee for their own services, leaving little for
the valuer. Depending on the commercial arrangement
between the panel manager and the lender, this may
not be transparent to the lender, but it does result in the
valuer receiving a lower fee, but these transactions do
not breach any regulatory requirements. The CML also
adds that some lenders have observed that the range
of properties and locations across which residential
mortgage valuers operate, means that the level of fee,
which is often linked to the sales price of the property may
not fully reflect the work undertaken. They also recognise
that ‘this has the potential, although currently there is no
substantive evidence, to force valuers to compromise
on the standards and seek to mitigate lower fees e.g. by
increasing the number of valuations undertaken per day.’
The BSA agrees that the fees paid to valuers have been
driven down in the aftermath of the credit crunch and
expressed the hope that with a resurgence in the property
market, fees will increase. The BSA does not, however,
consider that an increase in fees alone is likely to tempt
qualified valuers back into the market, especially in view
of the likely increase in the costs of PII. With regard to
the pressures on surveyors to increase the number of
valuations undertaken in a day, the BSA comments that
‘time constraints are not an acceptable defence against
professional negligence and we believe that that regulated
professionals should only be accepting instructions for
which they are competent and have adequate time’.

The lenders, as represented by the CML, agree that there
has been ‘downward pressure on valuation fees’ in the
residential space. The current low level of fees is partly
due to the effects of several years of low transaction
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5.0 The Role of
Panel Management
Companies
Extracts from surveyors’
written submissions
One panel manager confirmed the view that ‘if a valuer is
not on a panel then they will find it very difficult to obtain
mortgage valuation work.’
‘The panel management system brings little benefit for
the valuers, although the system appears to benefit the
lender, who takes a share of the valuation fee and the
panel manager who has a large fee with little risk.’
‘It cannot be in the interests of the consumer or RICS to
carry out valuations for panel companies often owned or
part-owned by the lenders because there is a very clear
risk that panels will ‘dump’ valuers who downgrade or
recommend refusals on too many properties.’
This is indeed linked to the issue of risk and reward as
lenders have been at pains to explain but the impact
of the role of panel managers is wider than that. The
development of panel management companies began
in the late 1980s with at least two companies claiming to
be the first: e.surv in 1987 as part of General Accident,
although it was not formally separated from the estate
agency division until 1992 to become e.surv in 1999 and
Shepherd Direct as Direct Valuation. These firms came
into existence as panel management companies as a
response to changes in the structure of the management
of mortgages by lenders. Decisions about the criteria and
amount of lending for mortgages became increasingly
centralised, breaking the relationship between branch
managers of banks and building societies and local
chartered surveyors. Many of the submissions from small
firms refer to the importance of this former relationship,
which is, of course, highly unlikely to return. This began
to change when lenders started to require reciprocation
as highlighted in one submission which comments
‘that is, lenders could only give valuation work to those
valuers who provided the lenders with borrowers. This
was compounded by the centralisation of the process of
appointing surveyors in the late 1980s and early 1990s,
which led to the current system of panel managers, who
are responsible for selecting local valuers, thus eliminating
the administrative costs for lenders’.
The lenders generally take the view that the advantage
of using panel management companies is that they can
rely on the companies not only to select experienced
and competent valuers, but also because they can
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rely on the companies to carry out due diligence and
audit services for the lender. Panel managers describe
their services in a variety of ways: risk management
and appointment services to the lender, and meeting
the specific requirements of the lender with whom they
work. One panel manager described their approach
to valuation, which requires consultants to use their
proprietary software. The valuer uses a specific IT
model using an IPad, which he is expected to complete
on site. The company has one system, which provides
potential comparables to which the valuer must add
his own, and provide a narrative. The underlying form
captures all the data required by lenders. The company
also uses Automated Valuation Models (AVMs) to identify
comparables and then provides a risk management tool
to identify valuations at a variance from the AVM figure.
The consultant surveyors are included in the panel’s
insurance cover. The panel manager maintains records
of the valuation, presumably with reference to the role
played by the AVMs in the final valuation.
In their submission, the BSA refers to the FCA’s Policy
Statement, ’Financial Crime: A Guide for Firms’, which
places a greater emphasis on managing panels of
professionals, including panels of valuers, conveyancers
and brokers. All of these have to be ‘subject to ongoing
review. Dormant third parties are identified’.
The Guidance also gives three examples of poor practice:
‘A lender lacks a clear definition of mortgage fraud,
undermining data protection and trend analysis. A
lender’s panel of valuers are too large to be manageable
and the lender does no work to identify dormant third
parties’. (Box 4.2 Mortgage Fraud-Lenders).
These examples of poor practice serve to illustrate
the details of the purpose of the general principles for
protecting firms from financial crimes including fraud. This
guidance will presumably alter the relationship between
panel managers and lenders, since they must conduct
regular reviews of the panel managers and can no longer
rely on panel managers to conduct audits for them. They
must examine the frequency and the ways in which panel
managers assess and audit the valuers. Having effectively
outsourced a process of ensuring that qualified valuers
carry out the process of valuation according to the Red
Book rules, lenders are required to be responsible for the
panel managers to whom they outsourced the process
which used to be carried out in-house.
Many would support the following view expressed by
John Bagshaw in the Mortgage Finance Gazette
‘Over the last 10 years, lenders have increasingly
become procurement driven in valuations and panel
management tenders. As a result, fees have often
been driven down to unsustainable levels. The result
has been an increasingly unsustainable position with
increasing costs and declining revenues’.
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The procurement departments are focussed on costs
and the speed with which the report would be delivered
rather than the quality of the work. Bagshaw argues that
the ‘need to increase valuation fees to reflect the drive
for quality and service must be embraced by lenders.
Procurement departments need to compute the value
to their businesses of the increased quality of reporting
and the service now being delivered. The industry is
also embracing the use of the latest fraud and risk
management software, all of which increases the unit
cost of production and delivery’.
Part of the article is plainly a request for larger fees to
be paid to the panel managers in the light of recent
improvements to the delivery of valuation.
The role of the panel managers is itself under question.
For example, the BSA agrees that ‘some independent
valuers have been removed from panels.’ Some lenders
agree that ‘many surveyors have been removed from
panels due to the slightest error’. The CML‘s submission
points out that many lenders do not use panel managers
in the current valuations market and some own surveying
firms. Some lenders use staff valuers as well as external
firms when instructing mortgage valuations, effectively
acting as their own panel managers. Some smaller lenders
typically building societies will instruct completely inhouse, although this is a very small part of the market.
The CML agrees, however, that the ‘dominant model is
the use of panel managers’. The advantage is that ‘panel
managers will also audit to provide quality assurance and
to work to agreed service levels, which allow the lender to
plan and manage risk, as well as achieve a measure of
consistency across the areas they lend’.
The panel management market is, however, collectively
dominated by three large companies: e.surv, Countrywide
and Connells, controlling 98% of lenders’ valuation work
(excluding local building society valuations). The leading
panel market companies are enmeshed in the property
market: Connells is owned by the Skipton Building Society
which also owns or has an interest in at least eight estate
agencies, two asset management companies and is also
a part owner of LMS, a company providing conveyancing
and remortgage services to lenders. Esurv, after leaving
Norwich Union, created LSL Property Services (estate
agencies, lettings, valuations, surveys and mortgage
advice) and subsequently acquired Reeds Rains estate
agency, St Trinity Asset Management, Homefact Property
and Templeton LPA (chartered surveyors). Colleys is a
wholly owned surveying service of the Bank of Scotland,
itself part of the Lloyds Banking Group while Shepherd
Direct is the overarching name for a group of companies,
including estate agency Century 21st and Direct Valuations.
Legal and General Surveying Services Ltd has only 23
staff surveyors, since its business model is based on
partnering with small valuation firms. Santander runs its
own panel.

The role of valuation within lending is intended to be
independent. It is primarily designed to assist lenders
when making specific lending decisions and also to
provide financial regulators with the required reassurance
that lenders are operating in a prudent manner. Some
respondents pointed out that conflicts of interest
inherently exist in different parts of the bank; for example,
loan initiation versus credit control and conflicts between
the borrower and the lender. The person procuring the
valuation may have a vested interest in ensuring that the
loan is granted. Commercial lenders, in particular, provide
the borrower (the customer) with the chance to select the
valuer, who may be the customer’s own retained valuer,
so that there is no independent selection process. The
cost of the valuation is passed on to the borrower, so that
the lowest price on offer is likely to be accepted. Lending
targets structures have strongly influenced individuals to
select valuations at the highest price and lowest cost. In
addition, lenders have taken the view that the valuation
on record is a ‘warranty’ against their lending. Further
more, the above description of the structure of most of
the panel management companies indicates that there
may be issues both of concentration within the market
and potential conflicts of interest within the groups of
companies of which panel managers are part.
The Mortgage Credit Directive, as indicated earlier,
makes a valuation a necessity before granting a loan.
Furthermore, the emphasis on the independence of the
valuer in the Mortgage Credit Directive means that this
may be a matter for the regulators, given the complex
relationships between estate agents, lenders and
surveyors as indicated above. Competition issues,
now part of the remit of the FCA, may also be examined
by the regulators.
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Recommendation 6
That RICS should maintain a register of all the panel
management companies and a list of staff surveyors
employed by the companies on an annual basis. The
register should also identify whether or not the company
only provides valuations for its parent company, and
identify the nature of the company (lender or other) or a
number of lenders.

Recommendation 7
That panel management companies, under the auspices
of RICS, should set up a working group, including other
stakeholders, to develop a Code of Best Practice for
panel management. The working party should be set
up and should complete the process within a period
of three months. The full contents of the Code would
be a matter for panel managers to decide under the
guidance of RICS.
Other matters for consideration and possible adoption
as part of the Code includes a standard approach to
auditing valuations. This work is currently undertaken by
the panel managers and the lenders’ procurement team,
which is unlikely to have the relevant expertise to carry
out such an audit. Service level agreements should
be treated in the same way, with the aim of providing
agreements which do not prejudice any party: lenders,
panel management companies, surveyors, and above
all, consumers.
The nature of the contract with the valuer should be
considered so that the implications of the very wide
contractual responsibilities, which are common, are fully
understood by the surveyor and ways of limiting such
liabilities should be found.
A standard approach to a firm’s complaints procedures
should also be agreed.
The Code should also ensure that the contract with
surveyors allows sufficient time to conduct a proper
internal and external inspection, and that it makes use of
the local knowledge and experience of the surveyor to
protect the interests of all parties.
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6.0 The Valuation
Process
For some, the shortage of residential surveyors and the
time taken to obtain a valuation at present strengthens
the argument that AVMs should replace the physical
inspection of the property by surveyors. These are
available and are already in use by large firms of chartered
surveyors as they provide their core ‘best practice’ part
of their comparables gathering and recording process.
They are designed to use one or more mathematical
techniques to provide an estimate of a property’s value at
a specific point in time by analysing values of comparable
properties. They can provide a ‘measure of confidence
in the accuracy of the result without human intervention
post-initiation.’
There are two leading AVMs currently in use in the UK:
the Rightmove Surveyor Comparable Tool (SCT) which
is used by about 2000 surveyors, and Hometrack.
Rightmove is accessed over the internet and does not
require any special software. The first step enables the
valuer to check the history and details of the property
before the inspection and all relevant local data, such
as the Land Registry data before identifying suitable
comparable sales and rental property evidence in
terms of proximity, similarity, certainty and a sufficiently
recent date. In addition, the valuer can take into account
information about each comparable, including the
property’s sales history, its rental history (if any), other
surveyors’ inspections and planning history. The latter may
be significant for listed buildings. The surveyor can also
search the full Rightmove data set for further information.
The market distribution is also taken into account. All of
the information may be used to produce the final SCT
report, which is then stored by Rightmove online in a
permanent archive, which can be retrieved by the surveyor
on demand.
The report is then benchmarked against the Rightmove
AVM, which involves a series of pre-agreed checks
against the relevant data and the identification of other risk
factors to ensure that these are taken into consideration.
It allows the ‘head office’ to review any cases where the
Rightcheck has raised an alert and, more generally to
audit the SCT and Rightcheck reports on line.
The above is one example of the way in which AVMs
operate. In its recent analysis of AVMs, RICS pointed
out that there are many types of AVMs which can be
used, such as property information (attribute data) and
capital value or rental data required for modelling. There
may be wide differences in their construction but all use
mathematical techniques, varying in complexity, to provide
estimates of property value.
Hometrack is one of the AVMs used by RICS members.
It estimates the value of the property based on various

analytical methodologies and data elements, including
comparable sale prices, home characteristics and
historical property price appreciation. The principal
elements are an estimate of the current market value, an
indication of the confidence level or probable accuracy
of the result and estimated value range. The accuracy
of the valuation will vary depending on a range of
factors, including how similar the property in question
is to other properties in that location and how much
property turnover there has been in the area. At present,
Hometrack is mostly used for remortgage valuations,
providing a low cost alternative form of valuation for low
LTV loans, estimating 40% of the remortgage valuations.
The data used for the model is derived from the Royal
Mail’s address file, which has 27 million records, 23 to
24 millions of which are residential. This combined with
data from the Ordinance Survey and sales data from the
Land Registry together with survey data from physical
inspections, derived from 70% of all surveys undertaken,
is added. Socio-demographic data is used together with
postcode area and census data, covering affluence,
type of property, potential condition, and social housing
percentages amongst other data. Each month the data
is bench marked. The AVM is compared with surveyor
valuations and analysed for bias, outright errors and the
number of times a valuation is 10%-20% out. A continuous
programme of research is carried out to improve the
model and to test the reliability of the confidence level.
Ultimately the model relies on surveyors’ valuations, using
a large sample so that any bias can be ‘washed out’.
For remortgages, the AVM relies on the original property
valuation, since the valuer has inspected the property and
reported its condition. In the future, Hometrack expressed
the desire to move into purchase valuations, if lenders
were willing to accept Hometrack’s AVM.
Other models are in the process of being developed in
the USA, specifically the hedonic pricing model, which
is being used extensively. The basic assumption of the
model is that the price of the property is determined
by the characteristics of the house, such as the size,
appearance, features and its condition and characteristics
of the surrounding neighbourhood, such as transportation,
school catchment area, busy roads, flight paths, and the
proximity of social housing, shopping, parks and other
amenities. The model is used to estimate the extent
to which each factor affects the price of the property.
It is, however, difficult to identify the characteristics of
a neighbourhood, which could alter the value of two
otherwise similar properties separated by two streets.
In some urban areas in the UK, that could mean that
only one of the properties was in the catchment area of
a popular and respected secondary school. Adaptations
of the model are currently underway with a view to
further refinement.
The characteristics of the neighbourhood have a
significant effect on the value of the property. A wellqualified and experienced local surveyor would know
the effect of such characteristics on the value of the
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property and the demands for properties in certain areas.
It is both the comparables and the internal and external
inspection of the state of the property, which form the
basis of the value of the property. The FCA Handbook
sets out the criteria for the use of AVMs, which should
only be used in the context of clear and well-considered
policies, bearing in mind that the ‘property must be valued
by an independent valuer at or less than market value’.
The Handbook also points out in BSOCS 2.2.8 under
Automatic Valuation Models, that all AVMs have estimation
errors and that there are strengths and weaknesses of
various AVMs, most of which are better suited to urban
areas with many similar properties. AVMs should not be
used to value non-domestic properties.

reports and that their failure to do so, disadvantaged them
in the court cases or insurance settlements. The use of
hand held devices, recording the outcome of the survey
together with the comparables and the reason for their
selection will ease the burden of administration. Retention
of records should simply be good business practice,
but as this has not always been the case, it should be
an additional Red Book requirement. The record should
cover the policies regarding the use of the AVM, such
as controls to exclude ‘value shopping‘ when more than
one AVM is used for the same property; performance
criteria and the potential confidence score which would be
considered to be the maximum risk level for certain types
of property, location or loan to value.

However, these regulations do not apply to surveyors but
the use of AVMs may well be part of the contract with
the surveyor. It is therefore important for surveyors to
understand the way in which AVMs operate and to learn
how to apply due diligence to an AVM. This is contained
in the RICS recently published RICS Information Paper,
Automated Valuation Models, December 2013, which
includes, as the first step, setting minimum performance
criteria for a model, before and independently of the
validation process.

Recommendation 8

The requirement to maintain good records will shortly
become a regulatory requirement. The Red Book sets
out in detail the minimum content of the valuation reports
but does not actually state that the report must be kept
for any particular length of time. The Mortgage Credit
Directive actually states that the report should be kept in a
durable medium and retained by the creditor. However, it
is both clear that some surveyors have not kept adequate
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That all residential surveyors should develop their
understanding of Automated Valuation Models (AVMs)
so that they can select an appropriate AVM and ensure
that the appropriate policies are in place for its use.
RICS should hold training days/ seminars to ensure
that all residential surveyors understand AVMs so that
they are able to select an appropriate AVM and be able
to use an AVM in the most appropriate context for
their valuations.

Recommendation 9
That the professional standards set out in the Red
Book be amended to include a requirement for the
surveyor’s valuation to be retained in a durable
medium, one copy of which will be retained by the
creditor and another copy held by the surveyor for
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a period of at least six years.

7.0 The Consumer
and Valuations
The applicant for a mortgage is required to pay a fee for
the valuation, which is often described as a ‘survey’ by
consumers and for which they pay a fee to the surveyor,
so that it is not surprising that the customer assumes that
it is for their benefit as well. Lenders have emphasised the
point that the valuation is for their purposes.
The CML’s submission points out that ‘lenders procure
the valuation for a specific purpose: to inform a secured
lending decision, as required by the regulators.
The lender will require that the valuer is independent,
and conflicts of interests are avoided, and the valuer/
borrower engagement in that sense should be
minimised. There is no obligation on the lender to
provide a copy of the valuation to the borrower,
although many do. Lenders are required to provide the
valuation figure in the Key Facts Illustration provided to
every borrower.’
Lenders find that customer understanding of the
differences between a mortgage valuation and a more
in-depth survey does vary, despite efforts on the part of
lenders to explain the limitations of the mortgage valuation
in consumer literature. The CML considers that some form
of consumer education could be under taken by RICS.
The BSA concurs:
There is a ‘great deal of confusion surrounding the
purpose and client of the mortgage valuation. The
valuation is commissioned by and produced on behalf
of the lender to ensure that the property is a suitable
security for the loan they are considering advancing.
The mortgage valuation report is often provided to
the consumer either in full or in part, however many
consumers do not differentiate between this and a
survey which is produced on their behalf. More must be
done to educate consumers on the difference between
the mortgage valuation and the various types of survey.’
Lenders also report that few customers commission their
own in-depth structural survey, probably because many
consider they have already paid a few hundred pounds
for the survey and the cost of another survey would be an
inhibiting factor. Consumers are also unaware of the fact
that the fee they pay is in fact shared between the lender,
the valuer and (in most cases) the panel manager. In the
interests of transparency, the administration charges for
the lender and the commission paid to the panel manager
should be stated in the Key Facts information.
For many potential buyers the costs of a survey are
quite significant at an expensive time. However if the
lender pays for the valuation, buyers could then be
encouraged to have a survey of the property, focussed
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on the condition of the property, at whatever level of
survey the buyers choose and for which they will pay.
This has the advantage of clarifying the status of the
survey commissioned by the lender so that the potential
buyers are aware that the survey is not for them but for
assessing the value of the property as a security for the
loan. There would then be no need for efforts to educate
the public, which have not been successful so far, and no
need to provide a breakdown of the fees for the surveyor,
panel manager and the lender.

Recommendation 10

The approach to survey and valuation is very different in
Scotland. A valuation of the property is included in the
single survey part of the Home Report. Since December
1st, 2008, the seller has to provide and pay for the Home
Report. This is divided into three sections, the first part of
which consists of a home condition report and a valuation.
It also contains an audit of the property for people with
special needs. The second and third parts consist of an
energy efficiency report and a property report. The latter
is a questionnaire which the seller completes, providing
a buyer with a range of information about the property,
such as the council tax rate bands and any alterations
made to the property. The single survey will also contain
a Generic Mortgage Valuation (GMV) which can be used
by the purchaser to take to their lender for the valuation
of the property for the purposes of providing a mortgage,
even though the lender has not commissioned it. At
introduction, the Scottish Government announced that
a review of the operation of the Home Report would take
place after five years. This is now taking place and will be
completed at the end of 2014.

Recommendation 11
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One possibility might be to introduce the Home Report
in England and Wales. The Scottish Government
initiated a review in December 2013 of the way in which
the Home Report has performed in the five years of its
operation, a review which was promised in the legislation
setting it up. Such a possibility should only be considered
after the completion of the review in December 2014 and
after careful analysis of the outcome and lessons learnt.

The recommendation is that the lender should pay for
the valuation report.
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8.0 The Future of
the Profession
As outlined in previous sections there are a variety of
reasons why the availability of valuers, residential in
particular, for mortgage lending has decreased over the
past few years. These factors also affect the attractiveness
of valuation as a career option to young professionals.
With the average age of a valuer in the mid-50s, unless
more graduates start to enter the profession the number
of active valuers is set to decline further as many existing
valuers look towards retirement. In order to ensure the
long-term sustainability of the valuation profession steps
need to be made to address issues which are standing in
the way of young professionals choosing valuation as a
career option.

Pathway to qualification
Given the risks involved for valuers there is a clear need to
ensure that those entering the valuation profession have
the knowledge and capability to undertake valuations
competently and to the required standard. While the
established pathway to MRICS qualification means
that any new entrants to the profession would normally
take approximately five years to qualify, it is important
that qualification standards are not dumbed-down by a
shortening of this process, simply to resolve the problem
of a lack of entrants to the profession in the short term.
If this were to happen it would have a direct impact on
the quality of market knowledge and expertise offered by
valuers, and would only further the perception of valuation
as a commodity while building up potential problems for
the next fall in the property cycle.

Alternative entry via Assoc RICS
In recent years RICS has introduced a new pathway to
qualification via the AssocRICS route. This provides new
entrants with specialist knowledge in a narrow field and
can speed up the time to qualification. In some instances
this may be an appropriate route to gain qualification more
quickly, allowing new entrants to start undertaking fee
earning work earlier in their career. However submissions
to the Commission suggest that valuers should ultimately
seek to become full RICS members in order to ensure
standards are maintained across the profession and that
new entrants are given the breadth of knowledge and
training needed. The pathways to qualification should
uphold standards and ensure young professionals are
equipped with the knowledge and skills required to create
a sustainable career in valuation.
In the commercial sector valuers are very much seen as
providing advice to lenders in addition to a valuation figure,
but in the residential sector, the market knowledge and

expertise surrounding a valuation is often undervalued.
As such the narrower focus of the AssocRICS pathway
to qualification tends to be used more in the residential
sector and a wide take up of this pathway would be likely
to fuel further the misconception surrounding residential
valuation’s added value.

Training
Graduate valuation training positions which support the
Assessment of Professional Competence (APC) have
been particularly limited in recent years, as traditional
training opportunities with providers such as the
Valuation Office Agency (VOA) and in-house lenders’
valuation teams no longer take on substantial numbers.
A consultation submission suggests those graduates
who are interested in a career in residential property are
also more likely to work for developers or social housing
organisations than seek to become a specialist residential
valuer, not least because these opportunities tend to
offer better remuneration. As the market has started to
become more active there are increasing opportunities
for graduates to qualify in valuation, particularly through
panel management firms, which are increasing their
training provisions through the use of the AssocRICS
pathway. Over all, however, there are fewer training
opportunities for graduates in valuation when compared
with other surveying disciplines. A range of submissions
to the Commission suggest those that are available tend
to be less attractive to graduates given the issues with
remuneration, liability and the type of work undertaken.
Residential valuation firms and some commercial valuation
firms now employ valuers on a homeworking basis. This
does not provide a viable environment for training as
valuation requires particularly close supervision of trainees
and it may not be attractive to young professionals to be
working in such isolation. Gaining a year out placement
or graduate training role in a valuation position will also
often involve low level activity due to clients’, Professional
Indemnity Insurance (PII) and Valuer Registration (VR)
requirements. Compared to the opportunity to gain
individual work and benefit from higher remuneration
in other surveying sectors, young professionals often
overlook valuation as a career choice as a result. The
restrictions imposed by clients, PII and VR on valuation
trainees from undertaking fee earning work results in
a much higher cost and risk to employers providing
valuation training. While larger firms may be able to fund
valuation training and provide a more attractive training
package with rotations in different departments, this
alone cannot ensure sufficient numbers of valuers for a
sustainable profession. As such more support for Small
and Medium Sized Enterprises (SMEs) to provide training
opportunities for graduates would help enable longterm sustainability in the valuation profession and the
development of local valuation expertise across
the country.
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Valuer Registration
Valuer Registration (VR) sets out an approach to raise
confidence in the delivery of valuation advice and reinforce
the highest professional standards in property valuation.
It aims to assure the quality of valuations, raise the
credibility of valuers and provide clients with a clearly
identifiable designation for the best regulated and
qualified professionals in the field.
While the majority of submissions to the Commission
in principle approve of VR as a ‘kitemark’ of quality,
questions were raised as to the rigour of VR. Consultation
respondents also called for moves to tighten the
enrolment process and ensure that the competence
of members was sufficiently challenged.

Looking further ahead to issues of sustainability - from
flooding and microgeneration to external insulation and
sealed buildings - it is clear that valuers increasingly
need to be aware of the impact these technologies can
have, both positive and negative. Whether or not these
technologies impact on value today, valuers should be
able to identify these features and record them in order
to build up comparable data. It is therefore critical that
new entrants to the profession are aware of sustainability
issues and the implications they can have.

Knowledge & Skills

University courses

There is concern that new entrants to residential valuation
are lacking the breadth of knowledge that is required
for a sustainable career in the valuation profession. This
breadth of knowledge that underpins a valuer’s expertise
is important for upholding professional standards and
ensuring added value for consumers and lenders. New
entrants need to have not only valuation expertise but also
good knowledge of property construction and pathology
in order to pick up any issues which are likely to impact on
value. Gaining breadth of knowledge in this area will also
enable young professionals to offer other services such
as survey work and advice to private clients. The ability
of new entrants to the profession to carry out a wider
range of services will enable them to adapt to changes in
market demand for services and therefore to maintain a
sustainable career in the residential valuation sector.

In order to become MRICS qualified, in most instances
valuers are required to complete an RICS accredited
degree. The provision of surveying courses in the UK
means that valuation graduates are most often recruited
from real estate courses, which tend to be commercially
focused. More recently employers looking to train new
valuers via the AssocRICS route have sought to recruit
graduates from building surveying as well as real estate
courses and a couple of employers are known to have
recently taken on over 50 graduates via this pathway.
There are currently limited HEI RICS accredited courses
dedicated to residential pathways in the UK. This lack of
educational provision in the residential sector is likely to
have had an impact on the career choices of graduates,
leading to a reduced number of graduates seeking to
enter the residential sector.

In addition to the required property knowledge, young
professionals also need to develop a range of ‘softer
skills’. Business management and communication skills
are very important in the commercial sector where
valuers have to understand a range of business risks,
for example those associated with a let property. These
skills are also important for professionals working in
the residential sector where SMEs predominate, with
many valuers running their own businesses. This was
highlighted in several submissions and should be a key
consideration for Higher Education Institutes (HEIs) when
developing surveying courses. By developing scenariobased assessment and collaborating with professionals
in practice, HEIs should seek to ensure students are
supported in developing their communication and
business skills through real-life situations. This requires
both HEIs and industry to take a proactive approach to
creating greater connections between education and
business practice.

Across all RICS accredited courses student intakes are
at their lowest since 2005 – 30% below peak levels highlighting the lack of graduates that will be entering
the real estate sector as a whole over the next few years.
Submissions to the Commission highlighted concerns
about student recruitment for surveying courses.
Numerous surveying courses have been consolidated as
a result of the fall in student application numbers, creating
a much less benign financial environment within the HEI
sector which is raising concerns about the future viability
of such programmes. Indeed, the Construction Industry
Council (CIC) has commissioned research to investigate
the perceived threats to the built environment education
sector with a view to requesting Government to provide
vulnerable and protected status for such programmes.

Recent developments in Information Technology (IT)
services to the valuation profession, such as comparable
tools and tablet computers, provide opportunities both
to potentially reduce the risks with valuations and to
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improve the speed at which they can be carried out. In
addition, submissions suggest IT options help to change
perceptions of the profession by young professionals to a
more tech-savvy career with the prospect of new ways
of working.
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The lack of employment prospects for graduates in the
real estate sector was a significant driver in the reduction
of student applications to surveying courses.
This coincided with the increase in tuition fees from
around £1,000 to just over £3,000 in 2006 and then again
to a maximum of £9,000 in 2012. Full-time students and
the employers of part-time students have found it harder
to afford Higher Education fees, where this applies,
particularly during the tough economic climate and
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universities continue to struggle to recruit students on to
surveying courses. In addition, universities are increasingly
setting tougher entry requirements raising the entry bar to
surveying courses.
If a sustainable valuation profession is to be ensured it
is essential that further support is given to HEIs by RICS
and professionals in industry to promote the valuation
profession. In particular evidence suggests that students
on undergraduate and masters courses lack detailed
understanding about surveying career paths before they
start university. Therefore improved communication to
both pre-university students and their careers advisors
about the profession and its specialities would help attract
more students into the sector and to valuation in particular.
In 2012 the RICS accredited the first Higher Education
(HE) Residential Property course. Two further HEIs are
expected to start running similar residential property
courses in the coming academic year. However, the
number of applications to this course is low, which is
suggested to be as a result of a lack of support and
promotion. This presents a key opportunity for the
residential valuation profession to raise the overall profile
of residential surveying as a career option and boost the
number of graduates choosing valuation as a career.

provides valuable local knowledge and expertise to
clients. If issues with fees and PII can also be addressed,
valuation will become an attractive career, enticing
back current registered valuers and attracting young
professionals to choose valuation as a career.

Recommendation 12
Marketing and communication of the valuation
profession as a career choice needs to be supported
by the RICS, Higher Education Institutes (HEIs) and
professionals from industry. This should include
communication to pre-university students about the
nature of the profession - residential in particular
– which is actively supported by the RICS and firms
through engagement with students and promotion of
the courses where appropriate. Without this support
it is possible that the reduced number of graduates
will persist and surveying related courses will be
consolidated further, diminishing options for students.
RICS should specify the level of valuation teaching
required in the remaining RICS accredited courses
in order for valuation education to remain at the
required level.

The reduced number of students on surveying related
courses over recent years is now impacting on the
number of graduates in the sector and those becoming
MRICS or AssocRICS. While the market is picking up
for graduate employment with an increasing demand for
graduate valuers, the effect of this demand on the number
of surveying related graduates in the market will take
several years to come through.

Attractiveness of the profession
as a career
Given the issues over pay, liability and career prospects in
the residential valuation sector, it is clear why only 22% of
surveying students study a residential or valuation course,
which then drops further at the APC final assessment
stage where only 9% of applicants have chosen a
residential or valuation route. Evidence submitted to the
Commission suggests that valuation is not viewed by
graduates as a primary career option. Long hours, low
pay, high stress and high liability means that the majority
of valuers would not recommend a career in residential
valuation to young professionals. Often other professions
within the real estate sector are viewed as more exciting,
and as such more work needs to be done to promote the
benefits of a career in residential valuation. Submissions
also noted however that valuation can be interesting and
varied. Some submissions suggested that commercial
valuation offered more potential in terms of personal
reward and intellectual challenge, as clients place greater
value on the expertise of commercial valuers.
Much needs to be done in terms of re-branding residential
valuation as a professional, highly skilled service which
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9.0 Conclusions
The market problems outlined in this report make it quite
clear that it is still dysfunctional and will remain so unless
urgent action is taken. Not only is the housing market in
the process of recovery, but the regulatory environment
is changing as well. The role of the independent valuer is
now seen as essential for credit risk management, and
is more clearly defined in regulation than ever before.
They are part of the whole process of ensuring that the
financial crisis of 2008/9 does not happen again. It is
therefore incumbent on all the stakeholders in this market
to act together for the public interest and the aim of the
recommendations in this report are designed to assist in
that process.
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Appendix 1
ONS house prices at mortgage completion stage, all houses, UK regions, £, not seasonally adjusted
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0
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4,092
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7,563
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0

7,828

9,028

-
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-

11,333

9,610
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11,133

7,921
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7,875
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13,328

1978

0

11,582

12,671

-

19,786

-

15,279

13,858

-

15,776

11,539

14,600

17,193

15,432

1979

0

14,517

16,017

-

26,467

-

20,129

17,728

-

20,493

14,718

17,464

20,604

19,955

1980

0

17,790

19,798

-

32,277

-

25,130

21,029

-

24,962

17,563

20,028

22,894

24,188

1981

0

19,961

21,362

-

33,277

-

25,934

21,955

-

26,310

19,056

21,911

22,253

25,518

1982

0

20,068

22,035

-

33,762

-

26,863

22,312

-

26,859

20,110

23,373

23,169

26,147

1983

0

22,594

24,467

-

38,087

-

29,653

24,184

-

29,954

22,129

26,237

24,954

29,267

1984

0

24,017

26,770

-

44,219

-

31,915

25,866

-

32,949

23,007

27,839

25,870

31,928

1985

0

25,440

28,785

-

50,352

-

35,181

27,128

-

35,945

24,764

29,441

27,702

34,831

1986

25,396

27,753

31,587

46,312

61,326

53,591

40,459

29,651

-

41,436

26,344

31,043

29,533

39,668

1987

27,717

30,101

35,693

56,312

76,538

64,978

47,494

33,805

-

48,591

29,222

33,267

31,448

46,228

1988

30,752

35,459

45,767

74,545

94,162

84,861

63,677

45,163

-

61,909

35,166

35,917

32,552

58,045
70,211

1989

39,812

49,489

59,584

84,699

102,218

98,507

77,046

59,226

-

74,507

47,795

42,394

34,207

1990

44,632

53,852

59,669

76,929

100,347

90,373

69,803

60,231

-

73,217

49,828

47,225

36,164

69,308

1991

45,882

56,060

58,178

73,237

96,333

86,307

67,569

60,231

-

71,680

49,130

51,192

38,768

68,337

1992

47,801

55,091

56,984

67,929

86,499

80,342

63,800

58,545

-

68,385

48,582

53,411

39,455

65,773

1993

49,408

55,629

55,373

65,467

85,094

76,637

61,217

57,702

-

66,188

49,080

55,395

41,047

64,109

1994

50,742

54,739

56,591

66,383

89,519

79,855

63,115

57,990

-

67,976

49,718

56,004

42,648

65,712

1995

48,766

54,850

56,702

67,300

90,370

80,162

63,727

59,548

-

68,373

48,786

56,613

47,614

66,161
68,533

1996

50,396

56,519

59,803

69,788

92,923

84,377

66,359

61,221

-

70,755

50,946

58,331

51,719

1997

53,855

59,523

62,406

78,168

106,793

93,343

71,808

64,914

-

77,573

53,890

61,710

57,465

74,944

1998

55,782

61,526

68,054

88,773

122,535

108,134

79,766

69,877

-

86,442

56,443

65,200

63,581

83,150

1999

60,130

65,309

70,712

96,302

151,212

120,703

88,887

75,358

67,698

96,900

60,909

66,695

69,779

92,702

2000

62,699

68,535

78,464

113,127

178,442

144,153

103,518

85,110

72,359

111,594

64,246

68,689

77,414

105,973

2001

65,268

73,709

86,991

126,286

197,248

159,021

117,108

92,611

79,128

122,382

71,854

71,625

85,295

114,884

2002

77,225

89,118

108,698

154,109

216,819

185,231

144,595

112,633

92,210

143,166

86,529

80,876

94,120

134,373
155,485

2003

94,590

107,325

133,215

181,494

236,477

213,115

170,560

132,898

108,956

165,834

104,140

92,006

102,348

2004

121,260

131,279

151,340

197,187

257,266

227,726

191,426

154,758

133,647

184,987

130,647

110,266

109,184

172,788

2005

131,814

143,281

159,294

204,215

266,328

233,070

199,230

163,945

146,111

193,097

145,825

124,390

129,580

183,966
192,648

2006

139,481

152,595

162,543

211,337

281,438

240,655

207,018

169,854

152,606

200,697

154,627

139,080

159,637

2007

148,107

163,583

172,486

231,089

329,191

266,968

224,503

178,412

162,021

221,247

165,196

159,157

230,431

213,807

2008

144,528

159,253

166,079

228,737

331,454

265,829

218,281

172,059

157,685

218,327

160,482

161,782

211,854

211,388

2009

133,643

147,815

151,775

208,168

301,025

242,304

199,978

159,847

146,575

200,022

147,325

157,586

178,536

194,235

2010

137,356

152,319

161,003

226,916

335,020

265,937

214,802

169,457

152,398

215,824

150,816

166,371

161,775

208,629

2011

138,980

153,093

162,463

235,043

352,545

272,643

215,886

170,210

152,744

222,729

150,120

171,390

145,483

215,071

2012

143,313

161,396

169,239

246,871

388,049

288,817

224,332

177,886

159,291

238,874

156,070

179,446

131,265

230,358

Notes:

The figures are adjusted to reflect changes in the mix of properties mortgaged and show annual % change.
Up until 2002 Q2 based on ‘old’ quarterly 5% mix-adjusted series. From 2002 Q2 onwards figures are based
		 on simple averages of the ‘new’ monthly mix-adjusted series.
3
Figures for England between Oct 10 to May 11 have been revised due to a data resubmission.
1

2

Source: Office for National Statistics, Survey of Mortgage Lenders
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HM Revenue and Customs residential property transactions valued over £40,000
1

2

3

4

5

6

Not seasonally adjusted
Period

England

Wales

England
& Wales

Scotland

Northern
Ireland

UK

000s

000s

000s

000s

000s

000s

2006

1,405

71

1,476

144

50

1,670

2007

1,362

68

1,430

147

37

1,614

2008

751

39

790

96

14

900

2009

735

36

772

72

15

858

2010

761

37

798

73

14

886

2011

762

38

800

71

14

885

2012

804

39

843

74

16

932

2013

395

19

414

37

8

459

(Jan-Jun)

Notes:

From July 2009 the count of Land Transaction Return forms for each month is based on the date the transaction is completed.
From April 2008 figures are based on transactions over £40,000. Data for 2006 and 2007 have been back revised.
3
Figures prior to 2005 come from the Survey of Property Transactions which provides annual estimates of numbers, values and
		 types of property transactions in England and Wales.
1

2

Source: HM Revenue & Customs

© RICS 2014

33

Balancing Risk and Reward: Recommendations for a Sustainable Valuation Profession in the UK

Stock of dwellings by tenure, United Kingdom
1
End
Period

2

Owner
Owner
occupied occupied

3

4

5

6

7

8

9

Private
rented

Private
rented

HA
rented

HA
rented

Public
rented

Public
rented

Total
stock

000s

% of
total

000s

Owning
with
mortgage

Owning
outright

6,305
6,296
6,114
5,995
5,921
5,839
5,738
5,612
5,415
5,225
5,136

29
29
28
27
26
26
25
24
23
22
22

19,468
19,697
19,915
20,119
20,360
20,616
20,871
21,051
21,253
21,448
21,595
21,767
21,966
22,174
22,383
22,606
22,837
23,080
23,305
23,510
23,550

32
35
39
42

25
25
25
24

5,046
4,923
4,795
4,651
4,521
4,421
4,282
4,120
3,919
3,682
3,540
3,162
2,986
2,800
2,704
2,584
2,415
2,355
2,326
2,256

21
21
20
19
18
18
17
16
16
14
14
12
11
11
10
10
9
9
9
8

23,763
23,946
24,136
24,339
24,528
24,721
24,914
25,095
25,281
25,470
25,618
25,798
25,985
26,197
26,419
26,656
26,911
27,109
27,272
27,418

42
42
42
42
42
42
42
42
41
41
41
40
40
40
39
38
37
36
35
33

25
25
25
25
26
26
27
27
28
28
29
29
30
30
30
30
31
31
31
31

000s

% of
total

000s

% of
total

000s

% of
total

1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992

12,442
12,627
13,010
13,334
13,637
13,983
14,363
14,779
15,205
15,490
15,692
15,894

58
58
59
60
61
62
63
64
65
66
67
67

2,378
2,357
2,342
2,329
2,292
2,227
2,161
2,098
2,090
2,149
2,011
2,078

11
11
11
11
10
10
9
9
9
9
9
9

473
488
501
517
534
556
574
591
595
645
711
743

2
2
2
2
2
2
3
3
3
3
3
3

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

16,060
16,240
16,425
16,563
16,769
17,016
17,290
17,505
17,703
17,851
17,766
18,021
18,142
18,105
18,167
18,118
17,998
17,877
17,746

67
67
67
68
68
68
69
69
70
70
69
69
69
69
68
67
66
66
65

2,141
2,205
2,276
2,354
2,384
2,393
2,351
2,382
2,447
2,515
2,901
2,937
3,114
3,405
3,602
3,938
4,225
4,477
4,722

9
9
9
10
10
10
9
9
10
10
11
11
12
13
14
15
16
16
17

822
896
989
1,092
1,147
1,220
1,335
1,475
1,637
1,712
1,967
2,039
2,140
2,205
2,303
2,440
2,531
2,591
2,694

3
4
4
4
5
5
5
6
6
7
8
8
8
8
9
9
9
10
10

10

11

% of all
% of all
households households

Notes: 1 Figures in column 10 and 11 are based on tenure of head of household and are not, therefore, directly comparable with data in columns 1 to 9,
		 which are based on dwellings.
2
From 2003 the figures for owner-occupied and the private rental sector have been produced using a new improved methodology.
		 For details of the New method for splitting the private tenures, visit www.communities.gov.uk
Source: Department for Communties and Local Government
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Appendix 3
RICS Members net PII premium income at regulated level 2000-2012

Year

Income (million)

2000

£20.77

2001

£29.64

2002

£41.17

2003

£52.50

2004

£67.39

2005

£57.24

2006

£55.90

2007

£53.68

2008

£49.10

2009

£47.38

2010

£41.76

2011

£38.88

2012

£41.88

Source: RIMAS
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Appendix 4
Limitation of action for claims against valuers
As we reach the 6th anniversary of the height of the
property market, when conditions for potential
overvaluations were at their greatest, so the issue of
limitation is now coming to the fore in valuation claims.
Claimants are increasingly issuing protective proceedings,
or seeking to enter into standstill agreements.
The following is a brief summary of the position on
limitation for claims against valuers:
• The limitation period for a claim in contract will expire
6 years after the date of breach i.e. the date of the
valuation report.
• The limitation period for a claim in tort will expire 6
years after the claimant suffers ‘relevant’ damage as a
result of relying on the valuation report.
• For a purchaser, that will be the date upon which
he purchases a property that is worth less than he
thought.
• For a lender, that will be the date upon which the value
of the rights acquired under the loan transaction,
namely the true value of the property plus the value of
the borrower’s covenant, become worth less than the
amount of money advanced to the borrower, plus the
interest accruing on the loan, at a proper rate.
• Where the value of the property and the borrower’s
covenant is worth more than the value of the loan
plus interest, the lender will have suffered no damage
and no cause of action will have accrued. Arguably,
only when the borrower defaults will the cause of
action accrue.

• For loans to sub-prime borrowers and SPVs, the
borrower’s covenant is highly likely to have been
worthless from the start, so unless the property was
still worth more than the loan, then the cause of action
would have accrued at the date of the loan.
• Under section 14A of the Limitation Act 1980, a
claimant can bring a claim in negligence up to 3 years
after the date on which he has the knowledge required
to bring a claim against the defendant (subject to a
long-stop of 15 years).
• The test is when the claimant became aware of the
‘relevant’ damage, in order to bring a claim. Knowing
that the market has fallen, so that the property will be
worth less than the valuer’s advice, does not start time
running under section 14A. The claimant must have
knowledge that the original advice was wrong.
• For a claim relating to a securitised loan, the cause of
action in contract will accrue at the same date as the
cause of action for the loan originator. For a claim in
tort, however, the cause of action will not accrue until
the date of securitisation, at the earliest. In effect, the
limitation period for a claim in tort will be extended by
the period between origination and securitisation.
In summary, whilst a claim for breach of contract will be
time-barred after 6 years from the date of valuation, a
claim in tort may have a much longer lifespan.

Alexandra Anderson
RPC LLP
alexandra.anderson@rpc.co.uk.
020 3060 6499
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