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Note by the Department of Trade and Industry

In accordance with section 83(3) and (3A) of the Fair Trading Act 1973, the Secretary of State has
excluded from the copics of the report, as laid before Parliament and as published, certain matters,
publication of which appears to the Secretary of State to be against the public interest, or which he
considers would not be in the public interest to disclose and which, in his opinion, would seriously and
prejudicially affect certain interests. The omission is indicated by a note in the text.
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1 Summary

1.1. On 6 May 1992 we were asked to examine the arrangements for residential mort-
gage valuations. Our terms of reference (see Appendix 1.1) direct us to investigate and
report on the possible existence of a monopoly situation in the supply of residential mort-
gage lending. We were, however, limited to examining agreements and practices relating
to the making or procuring of mortgage valuations and the making of charges, including
administration charges, in connection with these valuations.

1.2. There are more than 150 residential mortgage lenders in the UK. Since the 1980s
the long-established building societies have been joined as lenders by banks and central-
ized lenders; building societies themselves have been allowed to widen their activities
under the Building Societies Act 1986, for example into estate agency, insurance and
pensions, and are able to compete more freely for mortgage business. The structure of the
industry is competitive and home buyers who need a mortgage can choose from a wide
variety of mortgage packages.

1.3. Prudential responsibilities mean that virtually all lenders require a valuation when
lending on residential property. Building societies are required by law to have one in
writing, made by a competent valuer, in their possession before making an advance. Such
valuations are required not only for the initial purchase of a property but for remortgages
and for further advances.

1.4. Valuations traditionally were commissioned by lenders from independent
professional valuers, and most building societies operate panels of external valuers
approved by them as competent in terms of qualifications, local knowledge and
professional indemnity insurance cover. Most banks and centralized lenders also operate
panels but appear to have been more flexible than building societies in accepting valu-
ations from non-panel valuers. In recent years, larger building societies have increasingly
used valuers employed in-house or in subsidiary firms. The sharp fall in house prices in
the last three years has put residential mortgage valuations under particular scrutiny by
lenders and brought to light cases of fraud or negligence by valuers. All lenders have
reviewed, and in many cases tightened, their procedures for selecting and monitoring
valuers, as a result both of their own experiences of fraud and negligence and of pressure
from the Building Societies Commission (BSC), the police, and insurers.

1.5. We estimate that the total number of residential mortgage valuations carried out
has fallen from a peak of about 2.4 million in 1988 to 1.4 million in 1992. The fall in total
numbers of valuations required, the increasing reliance by some lenders on valuers
employed in-house or through subsidiaries, and moves generally to limit the size of panels
of approved valuers, have all led to a substantiai fall in the number of instructions to inde-
pendent valuers; single practitioners have found it particularly difficult to secure work
from lenders. Most of the complaints about lenders’ practices which gave rise to this
inquiry came from such independent valuers.



1.6. We have established the existence of a complex monopoly situation, ie that at least
a quarter of all residential mortgage lending is by lenders engaging in one or more of the
following practices:

— refusing to accept valuations by any competent valuer;

—requiring a prospective borrower to pay a set fee for the valuation based on a
national scale;

— paying external valuers a set fee based on a national scale established by the lender;
and

— requiring borrowers to pay fees which do not separately identify the fee for the
valuation from any administrative charges levied at the same time.

1.7. Lenders argued that, in order to satisfy their prudential responsibilities to establish
that security for the proposed loan was adequate, it was necessary for them to control the
selection of valuer and to be satisfied of his competence. They emphasized that the valu-
ation was their property, commissioned by them for their own purposes, and it was for
them, not the borrower, to make what arrangements they saw fit to obtain it.

1.8. However, borrowers are required to pay a fee to cover the cost of the valuation and
in recent years it has become standard practice for them to see the report. Over the last
decade a series of judgments have also established that in many circumstances the valuer
owes a duty of care to the borrower. Many borrowers seem to rely on the report as a
general guide to the acceptability of the property although some commission their own
structural survey or a homebuyers report (which is similar but less detailed}. We consider
that these features taken together establish a recognizable borrower’s interest in the
arrangements for carrying out the mortgage valuation.

1.9. We accept that lenders’ prudential responsibilities require them to be satisfied on
the competence of a valuer, ie his professional training, local knowledge and possession
of adequate professional indemnity insurance. In the absence at present of any authority
able and willing to certify competence it is not unreasonable for lenders to operate panels
and to contain costs by limiting numbers on these panels. We found no evidence that, as
at present operated, restriction of panels leads to poorer quality of valuations, that the use
of in-house valuers or valuers in subsidiary companies leads to lower standards of service
to borrowers, or that their use significantly increased the risk of conflicts of interest
arising. We consider that a lender shouid be free to employ such valuers as he sees fit.

1.10. We looked at the effect of lenders’ selection procedures and set fee scales on
levels of valuation charges to borrowers. Although it is difficult to disaggregate this sector
of lenders’ business, the information we obtained suggests that the largest lenders are
making modest margins overall on valuations. We are not satisfied that, if lenders’ fee
scales for borrowers and valuers were abolished or if borrowers were free to negotiate
their own charges with lenders or valuers, the general level of fees would fall. Nor do we
see any better way of setting charges than the present fee scales linked to property prices.

1.11. We consider therefore that the borrowers’ interests generally would not be
assisted by reducing the lenders’ control of valuation arrangements. We recognize, how-
ever, that this situation disadvantages the minority of borrowers who have selected their
own surveyor before making their mortgage application. If their chosen valuer is not on
the lenders’ panel they are likely either to have to abandon their choice or to pay the
lender separately for the valuation and thus incur additional expense. We consider that
the benefits that lenders’ control of valuations provide for depositors, borrowers and the



public generally in safeguarding loans and maintaining valuation standards outweigh these
disadvantages. But for those borrowers affected the disadvantages are serious. We there-
fore considered carefully whether some way could be found to introduce changes to
lenders’ present arrangements which would remove or lessen these disadvantages while
retaining lenders’ responsibility for control over selection. We considered a number of
suggestions but all have themselves major disadvantages and could not in practice be
combined with lenders’ ultimate responsibility for the valuation. We consider the best
guarantee that lenders will take a reasonable approach to borrowers’ requests lies in the
continuation of active competition between them and the borrower’s ability to shop
around between lenders. We therefore conclude that lenders’ practices in the selection of
valuers and the setting of fee scales for borrowers and valuers do not operate and may not
be expected to operate against the public interest.

1.12. We bore in mind throughout our consideration the different legal framework for
house purchase in Scotland and the different procedures operating there for providing
mortgages and mortgage valuations. None of these differences affected our findings, which
apply to the whole UK.

1.13. Finally, we examined the practice of many lenders of making administration
charges, paid by the borrower at the same time as the valuation fee. The existence and
size of these charges is not always made clear to the borrower. We see no grounds for
objecting in principle to such charges and consider that in a competitive situation it is for
lenders to decide how to recoup their costs. We think, however, that the borrower needs
to have information on the nature and size of the charge as an element which may affect
his final choice of mortgage package. He is more likely to examine critically the adminis-
tration charge than a valuation fee passed on by the lender. Not disclosing this infor-
mation distorts competition and increases the danger that borrowers will not select the
best mortgage offer for their needs.

1.14. We conclude therefore that the practice of not disclosing the existence and
amount of administration charges operates and may be expected to operate against the
public interest. We recommend that where lenders refer to valuation fees in their promo-
tional material, including that made available in response to nitial enquiries, and in mort-
gage application forms, they should be required to specify separately and clearly the
valuation fee and any administration charges levied in connection with this valuation fee.

1.15. We also point to difficulties for borrowers arising from the presentation of some
of the other information they need and draw attention in particular to shortcomings in the
APR (Annual Percentage Rate). We suggest the rules for calculating it should be
reviewed.



2 Background to the reference

2.1. This chapter considers earlier investigations by thc MMC of relevance, the geographic scope
of this reference, the legal and regulatory requirements specific to mortgage valuations and recent
initiatives on the housing market. Other aspects of the legal framework under which mortgage lending
is undertaken arc covered in Chapters 3, 4 and 5 where reference is madc to various scctions of the
Building Societies Act 1986, the Consumer Credit Act 1974, the Court & Legal Services Act 1950, the
Financial Services Act 1986 and the Restrictive Trade Practices Act 1976.

22. The MMC have in the past inquired into a number of services provided in connection with
the properly market. In 1977 they reported on the supply of surveyors’ scrvices' which included
properly valuations, property management, structural surveys of buildings, and in 1991 on the supply
of structural warranty services in rclation to ncw homes.” The report on surveyors’ services was one
of a series of reports by the MMC issued on professional services in the mid to late 1970s.

2.3. The 1977 inquiry report on the supply of surveyors’ services was limited to looking at the scale
fees system. At the time representative bodies (or surveyors recommended scales of fees for services
that their members might supply. Some scales were determined and issued by professional associ-
alions, some were negotiated with representative bodics of clients or public authorities and issued by
professional associations, and some werce issucd by bodies of clients. At that time the scale of fees for
building socicty valuations was negotiated between the two main valuers™ associations, the Royal
Institution of Chartered Surveyors (RICS) and the Incorporated Society of Valuers and Auctioneers
(ISVA), and the Building Socictics Association (BSA). Historically this approach had been in use
since 1945, A sample survey of surveyors by the MMC in the course of the 1977 inquiry indicated that
in the case of building socicty valuations the agreed scales were widely observed.

2.4, The MMC commented generally in their 1977 report that scales of fees restricted competition
if they influenced large numbers of suppliers of the services to charge prices which were not those
determined by free and open compctition, and that the public interest required that surveyors’ clients
should be able to obtain surveyors’ services of the quality and guantity they required at prices no
higher than necessary to elicit the required supplies. The gencral conclusion of the MMC was that
restrictions on fee competition should be removed. They recommended that the rules of the pro-
fessional associations should be amended to allow surveyors to quote freely for work and that scales
determined by the professional bodies alone should be abolished or subject to determination by an
independent committee. Fee scales negotiated with representative bodies of clients or public authori-
tics were exempt from the recommendation, provided that it was made clear that the scales were not
binding,

2.5. Against this background the MMC dealt separately with the recommended scale of fees for
building society valuations. They recognized features which at that time supported its retention: it was
negotiated and the BSA had the necessary expertise and bargaining strength, so that it appeared to
be doubtful whether the individual borrower could do better if he were required to negotiate a fec
on his own; the overall arrangements for valuation scrvices cnabled surveyors to provide a well-
defined service cconomically; and there were considerable administrative and other advantages for the

1 . . , . .
Surveyors’ Services: a report on the supply of surveyors’ services with reference to scale fees, HC 5, November 1977,

Structural warranty services in relation to new homes: a report on the existence or possible existence of a monapoly situation
in relaiion 1o the supply within the United Kingdom of structural warranty services in relation 10 new homes, Cm 1439, March
1991.



building societies and their borrowers from the existence of a recommended scale of fecs. But the
MMC were concerned that the arrangements for determining the scale by agrecment between the
professional associations and the BSA did not ensure that the interests of the borrower who paid the
charge were represented in setting the scale. They therefore concluded that the existence of the scale
did not operate against the public intcrest but that the arrangements for dectermining it might be
expected to do so. They therefore recommended that changes to the scale be subject to the approval
of the independent committee they had recommended for oversight of other professional fee scales.
The recommendation for an independent committee was not, however, implemented by the
Government,

2.6. With no prospect of the proposed arrangements to protect the borrower’s interest being
implemented, the Office of Fair Trading (OFT) gave notice of prospective action over the building
society valuation scales under the Restrictive Trade Practices Act 1976 (RTPA 1976). The OFT was
concerned that the centrally negotiated nature of the arrangements was a restriction contrary to the
public interest and action under the RTPA 1976 would enable this to be cxamined. The professional
associations therefore gave notice to the BSA of their withdrawal from the arrangement in 1982,
Neither the associations nor the BSA have since played a role in the setting of valuation fees which
is now done individually by the lenders. The current arrangements for setting valuation fees are
considered in detail in Chapter 5.

2.7. In making this current reference in May 1993, the OFT made clear that it had been made in
response to complaints from surveyors and borrowers over restrictions in the selection of surveyors
to carry out valuations and the cost of those valuations, The Director General of Fair Trading
(DGFT) commented that ‘T am concerned that lenders have little incentive to keep down the cost of
the scrvice, because the cost is passed on. And I am concerned that borrowers have little opportunity
to kcep down the charges they have to pay because of restrictions on their ability to shop around’.

The geographic scope of the reference

2.8. The present reference covers the supply of residential mortgage valuations in the wholc of the
UK, and in the course of carrying out this investigation the MMC noted that procedures for transfer-
ring residential property in Scotland are different from those in England, Wales and Northern Ireland.

2.9. In England, Wales and Northern Ircland an offer to purchase a property is almost always
made ‘subject to contract’ and becomes binding upon the parties only when contracts in the agrecd
form have been exchanged. (The main exception to this general rule is sale by auction when the
contract becomes binding upon acceptance of the highest bid.) The period before cxchange of
contracts provides the opportunity for the prospective borrower to arrange a mortgage and for a
valuation report to be prepared o satisly the lender as to the adequacy of the security being offered
for the loan.

2.10. In Scotland the prospective purchaser may note interest in the property with the vendor’s
solicitor as a first step. Any offer to the vendor must, however, be made by way of a formal letter
{almost always from the purchaser’s solicitor), This may contain conditions but has the status of a
valid offer, the acceptance of which would constitute a binding contract. Once the offer is accepted
(again by way of letter, usually from the vendor’s solicitor) a binding contract is created. Sometimes
the vendor’s solicitor may send a qualified acceptance to the purchaser’s solicitor containing additional
conditions, which has the status of a countcr-offer. When this has been accepted by the purchaser’s
solicitor a binding contract is likewise concluded. The prospective purchaser must therefore be satis-
fied before the initial written offer is made with the condition and value of the property and that he
is able to finance the purchase, with a mortgage if necessary.

2.11. Lenders in Scotland observe the same statutory and prudential requirements as apply else-
where in the UK and will thercfore require an acceptable mortgage valuation report before an offer
is made. Time pressures can, however, be great. Unlike the rest of the UK the valuation report is
thercfore usually commissioned at an early stage and frequently commissioned by intermediaries. The
role of intcrmediaries is discusscd in more detail in Chapter 3. Typically in Scotland the intermediary
will be the purchaser’s solicitor or the agency selling the property (usually in the cast of Scotland a



solicitor, more often in the west an estate agent). It is, however, usual for such intermediaries to have
agrecd with the lender beforehand which valuers will be acceptable for the valuation report. And while
the intermediary may initiate the report, it is usually completed as a report by the valuer to the lender,
often on the lender’s own particular form.

2.12. Whilst there was a different conveyancing system in Scotland the MMC noted that valuers
werc usually the same professionally qualified persons as carried out valuations in England and Wales,
that they operatcd to the same professional guidelines, and that they were subject to the same liabili-
ties in law.

The legal framework

2.13. Building societies are required by law to satisfy themselves that the security for loans they
make secured by a mortgage is adequate. Under section 13(1) of the Building Societies Act 1986 (the
1986 Act), they are required to make an assessment of the adequacy of the security on the basis of
a report by a competent person on the value of the property.! The 1986 Act does not specify who
should commission that valuation, the currency of the valuation, ic how up to date it is, or the identity
of the competent person conducting the valuation. In practice, directors of most socicties have inter-
preted this as meaning that the duty is not adequately discharged unless the decision as to the compe-
tence of the valuer selected to carry out the valuation, and the instruction of that valuer, is taken by
the society and not left to the borrower or intermediary.

2.14. Section 13(2) of the 1986 Act does, however, disqualify certain persons from making a valu-
ation report in certain circumstances. In particular section 13(2)(c) provides that where an advance
is to be made following a disposition of the property, any person having a financial interest in the
disposition and any director, other officer or employee of his or of an associated employer are
disqualified. Most societies, on legal advice, have interpreted this provision as disqualifying a valuer
directly employed by them valuing for mortgage purposes a property when the society is exercising
its own power of sale on the property in qucstion, normally as part of a repossession procedure, but
that valuers employed by the society may value and report on a property where the property is subject
to an existing mortgage in favour of the society. The scope of section 13(2) is subject to some differ-
ence of interpretation considered in more detail in Chapter 4.

2.15. Building socicties are also rcquired by section 45 of the 1986 Act to be prudent in their
conduct. The legislation sets out ‘criteria for prudent management’, one of the criteria being main-
tenance of arrangements for assessing the adequacy of securities for advances secured on property.
The BSC (see paragraphs 2.20 and 2.21) has issued a series of Prudential Notes which give guidance
on how these criteria can be met. A recent draft note put out for consultation (published 30 July
1993) stresses that societies can go some considerable way to combat serious fraud by having in place
‘robust systems’ for the selection of valucrs. It notes a number of fcatures which can be helpful—
cstablishing a panel who have been thoroughly vetted, making thorough checks of non-panel valuers
nominated by the borrower, and being especially wary of any valuations provided by a borrower. Tt
also acknowledges that some societies may prefer to make greater use of staff valuers. The final note
will depend on the results of the consultation exercise.

2.16. The 1986 Act applics only to building societies, not other lenders. Many other lenders also
observe prudential arrangements in connection with valuations prior to providing mortgages and the
Council of Mortgage Lenders (CML) also disseminates advice to its members on valuation arrange-
ments in its Mortgage Law and Practice Manual and its Mortgage Fraud Manual.

2.17. In carrying out the valuation of the security it was generally considercd until the early 1980s
that the valuer’s liability for negligence only cxtended as far as the lender to whom he was contrac-
tually bound. However, in the case of Yianni v Edwin Evans & Sons in 1981, the court established

'The 1986 Act uses the term ‘advances secured on Jand' and defines it in section 10(1). FPor simplicity’s sake the term
‘property’ is adopted here.

*[1981] 3 W L R 843.



that the valuer, instructed by a lender, may also owe a duty of care to the borrower. Yianni was
approved in the cases of Smith v Bush, and Harris v Wyre Forest District Council, decided by the
House of Lords in 1989.! The key test in these judgments was the extent to which it was foreseeable
that the intending mortgagor could be expected to rely on the valuation report. In Yianni the court
held that the applicant for a loan securcd on the property in question was almost certainly a person
of modest means who would not be expected to obtain an independent valuation; it was thercfore
reasonable for him to rely on the valuation as communicated to him in the building society’s offer.
In Smith and Harris, the House of Lords held that a valuer instructed to carry out a valuation of a
modest house owed a duty of care to the mortgagor to exercise reasonable skill and care in carrying
out the valuation if he was aware that the mortgagor was likely to rely on that valuation and not have
an independent survey; and that any disclaimer by a valuer of liability to the mortgagor would net be
fair and reasonable, within the meaning of the Unfair Contracts Terms Act 1977,

2.18. In his judgment on Smith v Bush Lord Griffiths commented that it must be remembered that
the decision was in respect of a dwelling house of modest value, in which situation it was widcly
recognized by surveyors that purchasers do in fact rely on their care and skill. He expressly reserved
his position in respect of valuations of quite different property, such as industrial property, large
blocks of flats or very expensive houses. In such cases he considered it may well be that the general
expectation of the behaviour of the purchaser was quite different. He observed that with very large
sums of money at stake prudence would seem to demand that the purchaser obtain his own structural
survey, and, in such circumstances, with very much larger sums of money at stake, it may be reason-
able for surveyors valuing on behalf of those who are providing the finance either to exclude or limit
their liability.?

2.19. Judgments in the Scottish Courts® have paralleled the decisions of the courts in England and
Wales in extending a similar duty of care by the valuer to the borrower.

The regulatory framework

2.20. Under the 1986 Act the BSC is charged with the supervision of the activities of building
socictics and has a duty to ‘promote the protection by each building society of the investments of its
sharcholders and depositors’ and ‘to promotc the financial stability of building societies generally’. Tt
does this by ensuring that the socictics conduct their business in accordance with the criteria of
prudent management in scction 45 of the 1986 Act. If a society does not do so, then the BSC is
cntitled to assumec that its investors may be at risk and this can be grounds for the use of the BSC’s
statutory powers.

2.21. Prudential criteria of particular relevance to valuation practices are the requirement to main-
tain requisite arrangements for assessing the adequacy of securities for advances secured on land, and
that the business is conducted with adequate professional skills.

2.22. The Building Socicties Ombudsman Scheme, established under the auspices of the 1986 Act,
provides a complaints service in respect of the activities of building societies. Its jurisdiction in respect
of societies’ provision of valuation services ts, however, extremely limited. The ombudsmen are not
able to consider any complaint that arose before the completion of a mortgage from any person who
did not already hold a mortgage with that society at the time the valuation was carried out and they
are further constrained in that they can consider only those complaints involving a valuer who is an
employee of the society.

2.23. All banks and building socictics also observe the Code of Banking which is aimed at setting
standards of behaviour and transparency for them to follow in their banking dealings with personal
customers. It is, however, directed at customer care rather than borrower protection.

'[1989] 2 W L R 790.
’[1989] 2 W L R 790 at 811C.

3Martin v Bell Ingram, 1986 SLT 575, Robbie v Graham & Sibbald, 1989 SLT 870.
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Other developments

2.24. As part of its response to the Government’s Citizen’s Charter initiative the Lord Chancellor’s
Department commissioned a study into what might be done to speed up and simplily the process of
buying and selling a house in England and Wales. Its report, based on research amongst the pro-
fessionals involved in the process, including solicitors, estate agents, surveyors and mortgage lenders,
was published on 13 July 1993 for public comment.

2.25. The report considered the costs and duration of the house-purchase process for the consumer.
For a typical transaction involving a £70,000 property, and involving just a straightforward purchase
rather than a concurrent sale of property, the most significant cost for the buyer was found to be
stamp duty. The basic mortgage valuation, on which most purchasers were said to rcly, accounted for
around 11 per cent of the buyer’s costs. Its production was not seen as an important source of delay
in the process. But an adverse report was often a cause for initial offers to purchasc to collapse, and
valuation reports providcd a basis for attempts to rencgotiate the purchase price at a later stage, a
frequent cause for delay.

2.26. The study therefore considered whether the seller should take on responsibility for a survey
which would enable information on the property to be available carlicr in the process. This scemed
to hold out promise of reducing delays and uncertainty in a significant proportion of transactions,
However, the report noted that there would be little hope of sellers providing these voluntarily, that
buyers might have difficulty trusting them, and that most lenders would not be prepared to rely on
them for the mortgage valuation. The lenders reiterated their strong resistance to sellers providing
the valuation in the course of this inquiry.
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Introduction

3.1. In this chapter, we consider the market for residential mortgage lending, and the associated
market for valuation scrvices, which is the main focus of this inquiry, as directed by our terms of
reference. We begin, in paragraphs 3.3 to 3.6, by reviewing briefly the demand for the purchase of
residential property as the primary source of demand for mortgage lending, and the associated valu-
ation services. We then, in paragraphs 3.7 to 3.18, examine the main types of mortgage lenders—
building socicties, high street banks and centralized lenders—as well as intermediaries operating in this
market; and the entry into and exit from the market that has occurred in recent years in paragraphs
3.19 to 3.21. The nature and complexity of mortgage products, and the way in which they arc priced,
are considered in paragraphs 3.22 to 3.25, and 3.26 to 3.36, respectively. Against this background, we
assess the nature and effectiveness of competition between mortgage lenders in paragraphs 3.37 to
3.48, and the scale of lending and market shares in paragraphs 3.49 to 3.52. We then move on to
evaluate the derived market for valuation services in terms of the nature of such services in
paragraphs 3.53 to 3.55 and the size of the market in paragraphs 3.56 to 3.61.

3.2. Within this chapter we also indicate briefly and where appropriate the views of the CML and
of lenders, particularly on competition in mortgage lending. Their views are summarized more fully
in Chapters 6 and 7 respectively.

Background: the demand for housing, mortgage and valuation services

3.3. Demand for mortgage finance derives more or less directly from the demand for housing and
the purchase of residential property. Home ownership, at more than 65 per cent of househoids, is
relatively high in the UK compared with many other countries (though it is lower in Scotland at
around 54 per cent). To part, this reflects the effects of past Government policics on housing, including



the legislation affecting the market for rented housing, the ‘right to buy’ policy, and the subsidies to
home ownership available, principally in the form of income tax relief on mortgage intcrest payments.
Although a proportion (around 10 per cent) of house-purchase transactions do not involve taking out
a mortgage, the great majority do. Currently, around 30 to 40 per cent of borrower demand, in terms
of both the number and value of transactions, comes from those buying a property for the first lime.
The rest is from existing home owners seeking a loan in order to move to a dilferent property; or to
remortgage an existing property, sometimes with a different lender; or (o take out a further advance
to an existing mortgage, often in order to carry out improvement work (o the property. These propor-
tions vary from year to year, and also from one lender (o another. Demand {rom new borrowers in
the early 1990s has been less than usual as a proportion of the total, for example, whilst demand for
remortgages has been, we were told, somewhat higher than in the 1980s. Lcaving aside the breakdown
between first-time buyers and others, about 75 to 80 per cent of total mortgage lending at present is
for the purposes of purchasing residential property, about 10 to 15 per cent is for remortgaging a
property, and the balance is accounted for by borrowers taking out a further advance. Lendcrs and
the CML told us that home owners move, and need as a consequence to refinance their mortgage
deb{, about every seven (o eight years or so, on average, in normal markct conditions, though the
average duration has been longer (up to ten years or so} during the recent recession.

34. Home purchase is usually the largest single capital investment made by consumers—the
average price of residential property is currcntly around £55,000 to £60,000 (see also Appendix
53.2)—and, accordingly, mortgage payments for home owners arc a major component of their house-
hold budgets. Demand for housing and mortgage finance largely follows the general cconomic eycle
and can be affected by various economic factors, including trends in real incomes and unemployment
levels, the level of and expectations about future trends in house prices, and the cost of mortgage
finance, particularly thc nominal interest rate; it is also influenced by demographic factors.

3.5. During the 1980s, housing demand expanded steadily in the first half of the decade, with the
number of housc-purchase transactions growing from around 1.25 million to around 1.75 million a
ycar, but then grew rapidly in the years 1986 to 1988, when, at the peak, over 2 million transactions
a ycar took place, according to published data available (sce Figure 3.1). House prices were also
increcasing rapidly in the period 1986 to 1988 (sce Figure 3.2), and rose to around five times the level
of average carnings, compared with the historical relationship of 3 to 3.5 times earnings. Subsequently,
when interest rates were increased sharply and the UK economy, particularly that of the South-East,
went into recession, the housing market slumped. The number of transactions fell in each of the years
1989 through to 1992, when the total was reduced to about 1.1 million. Over this period, housc prices
also declined not only in real terms, but also, for the first time in many ycars, in nominal terms (scc
Figurc 3.2). During this slump, around 200,000 homes were repossessed by lenders because borrowers
had defaulted on their mortgage loans; and mortgage payment arrcars rose sharply (sec Appendix
3.1). Because of the reduction in house prices, over 1 million home owners now owe more to lenders
than the resale value of their propertics, ic the so-called ‘negative equity’ phenomenon. Both housing
demand and house prices appear now to have stabilized, and there are some signs of a revival in resi-
dential property values, according to recent reports on the state of the market by Halifax Building
Society (Halifax) and Nationwidc Building Socicty (Nationwide), published in January 1994. Both
house prices and mortgage interest rates are relatively low compared with previous years, but demand
has been held back, partly because of the existence of negative equity, and partly because the economy
as a whole is still recovering from recession. In the longer term, demand from first-time buyers may
be limited by demographic factors, in particular the declining proportion of 25- to 30-year-olds in the
population. The trend in the amount of mortgage lending each year has naturally followed that of the
number of transactions and the trend in house prices. As shown later, in paragraph 3.49 and Table
3.1, new morlgage lending peaked at £75 billion in 1988, and has fallen since then to around
£54 billion in 1992. The CML estimated that it fell slightly further in 1993 to £53.4 billion.

3.6. As explained in more detail later, in paragraphs 3.22 to 3.25, morigage offers are relatively
complex because they usually include a number of different components, one of which is the fee for
the mortgage valuation of the property. As explained in paragraph 3.29 and Chapter 5, borrowers are
rcquired to pay for such a valuation when first applying for a mortgage and the fec paid often also
includes or is coupled with a charge for administration costs. As explainced in paragraphs 2.13 and 4.1,
building societies are required under the 1986 Act to have such a valuation available when making
their assessment of an application for a mortgage advance. Other lenders, such as banks and
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centralized lenders, also generally require a valuation for this purpose, though they arc not bound by
statute or other regulatory controls to do so. Regardless of the source of the mortgage loan, therefore,
borrowers do not have a choice over whether a valuation is undertaken. As explained in paragraphs
3.56 to 3.61, the total costs of such valuations and administration charges to borrowers in 1992 were
around £160 million and £40 million, respectively,

Mortgage lenders

3.7. For many years untii about 1980, almost all residential mortgage lending was provided by
building societies. Since then, most of the high street or commercial banks have entered the market
as lenders, as have a number of what are known as centralized lenders (which are mostly owned by
banking institutions) and also some insurance companies. Altogether, there are currently more than
150 such individual lenders operating in the UK, most of which are members of the CML. The 15
largest lenders account for over 70 per cent of total mortgage lending (see paragraph 3.50). In the
following paragraphs, we provide a brief review of each of these main categories of lender, focusing
particularly on building societies, which continue to be the main source of such lending.

Building societies

3.8. A Government Green Paper' published in 1984 outlined a number of proposals for changes
to the legislation governing building societies, and also provided a summary of both their historical
background and their more recent development. Building societies have a long history, beginning in
the 18th century. The carly 19th century saw the emergence of so-called ‘permanent’ societies which
borrowed money from savers—to whom they paid a rate of interest—and used the funds to provide
loans fo prospective home owners. The first major piece of legislation affecting building societies was
the Building Societies Act 1874. Although it was amended periodically, the basic structure of this legis-
lation remained largely intact for many years. The law was consolidated under the Building Societies
Act 1962 (the 1962 Act). At the turn of the century, there were over 2,000 societies, almost all locally
based. Since then, the number actively trading has steadily fallen to about 220 in 1981 and to 84 by
the end of 1993 (see paragraph 3.19). Although some societies, typically the smaller ones, remain
locally based, a number of them now operate cither regionally or on a national basis, and the larger
societies have become major financial institutions,

3.9. As regards their constitution and main functions, building societies are member-based or
‘mutual’ institutions. Under the 1962 Act, socicties were restricted in the range of financial services
that they could offer, their main function being the provision of mortgage lending for house purchase;
and the raising of moncy from members through interest-bearing savings accounts, ie through what
is gencrally known as the retail savings market. The 1986 Act introduced some major changes to the
range of financial services that societies could provide and also to their permitted means of financing
those services. In particular, socicties were legally empowered under the 1986 Act to provide banking,
life insurance and pensions services, and to acquire and operate estate agencies. Although conveyanc-
ing services were included in the 1986 Act as a permitted service, further (secondary) legislation would
have been required to grant societies full legal powers to provide such services: the necessary legisla-
tion has not been enacted. The 1986 Act also allowed societies to obtain up to 20 per cent of their
total funding from wholesale moncy markets. This limit on wholesale funds was subsequently raised
(in 1987) to 40 per cent, though socicties are also generally limited by the BSC (see paragraph 2.20)
to having no morc than 20 per cent of the value of their loans outstanding in the form of fixed-rate
mortgages (sce paragraphs 3.22 to 3.25). Societics were also permitted under the 1986 Act to convert
to PLC status, with the agreement of their members and confirmation by the BSC. The Dcreguiation
and Contracting Out Bill, presented to Parliament in January 1994, also contains two clauses (13 and
14) amending the 1986 Act which, if enacted, would extend the borrowing and lending powers of
societies.

lBui[a‘ing Societies: A New Framework, Cmnd 9316.
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3.10. Following the 1986 Act, and particularly in the period 1987 to 1990, many socictics greatly
expanded their range of activities and the services they provided. Scveral of the larger societies, inclu-
ding Halifax, Nationwidc and Woolwich Building Socicty (Woolwich), acquired a number of estate
agencies which in some instances also had surveying/mortgage valuation departments (see paragraphs
4.29 to 4.31). In rccent years, these departments have been consolidated into subsidiary companies.
The valuation arm of Halifax, for example, currently trades under the name of Colleys Professional
Services (Colleys); Nationwide’s valuation subsidiary company trades as Nationwide Surveyors; and
Woolwich’s trades as Ekins Surveyors. Largely because of the slump in the housing market in the
years 1989 to 1992 (see Figure 3.1), the major chains of estate agencies opcrated by socictics have not
been profitable aver recent years, and some have been sold off. Brief details of the largest cstatc
agencies arc included in Appendix 3.2. Some societies have also either acquired or set up life
insurance companics; and a number now offer banking services of various types, including the issuing
of cheque books and credit cards. The most recent example is Alliance & Leicester Building Society
{A&L), which announced in October 1993 that it was planning to offer banking services in the near
future.

3.11. Only one society, Abbey National, has converted to PLC status, and it is now authorized
under the Banking Act 1987 to provide banking scrvices. Nonetheless, as also explained in para-
graph 4.1, like building socicties, some 80 per cent of its assets arc ticd up in mortgages, and, conse-
quently, it told us that it compares itself more with building socicties than banks. In accord with this,
we lreat Abbey National for the purposes of our analysis as a building socicty, rather than as a high
street bank. Abbey National also acquired a chain of estate agencies in the late 1980s, which traded
under the name of Cornerstone and which included a surveying/valuing department. However,
Cornerstone was sold in August 1993, and Abbey National no longer owns any estate agencies or
subsidiary companies providing mortgage valuation services, though it does directly employ a number
of in-house valuers (see paragraph 4.30 and Table 4.2).

3.12. As a conscquence of these changes, building socictics now compete in a range of financial
service markets, including insurance, banking, and rctail investment products, though these are often
related to mortgages on residential property; sceured mortgage lending, together with the provision
of retail savings accounts, remains their primary business activity. Societies as a whole also continue
to be the main source of such lending, accounting (including Abbey National) for over 70 per cent
of the gross valuc of mortgages advanced in 1992 (see paragraph 3.51); and, accordingly, it is still the
case that most of the largest lenders are building societies. Many societies are, of course, familiar high
street names, the largest six in terms of their shares of the gross value of mortgages advanced in 1992
being Halifax, Abbey National, Nationwide, Woolwich, Leeds Permanent Building Society (Leeds) and
Cheltenham & Gloucester Building Socicty (C&G). These are also six of the seven largest mortgage
Ienders operating in the UK (see Table 3.1), the other being Barclays Bank plc (Barclays), which is
a high street bank.

High street banks and centralized lenders

3.13. Prior to 1980, high street or commercial banks had virtually no presence in the market for
mortgage lending. As explained in the 1984 Green Paper, the abolition of the so-called ‘corset
controls’ (supplementary special deposits schemes) in 1980 led to the entry of banks into this market
and for a time (in the carly 1980s) they took some 40 per cent of new mortgage business. By 1984 this
had fallen back to 25 per cent and their share has fluctuated since then. As new entrants, the banks,
particularly the larger ones, had the advantage of existing networks of branches, at which they could
promote and seil their mortgage products, though, in practice, much of their business, as with other
lenders, also comes from intermediarics. They are also, of course, companies with large financial
resources and have considerable expertisc in the supply of other financial products. Unlike building
socicties, however, their access to wholesale money markets for their funds is unrestricted. At times
of Jow interest rates, this may give them a competitive advantage relative to societies, particularly in
fixed-rate mortgage products, but this situation may be reversed during periods of high interest rates.
Aside from Abbey National (sce paragraph 3.11 above), the largest banking lenders in this market
include Barclays, National Westminster Bank (NatWest), Midiand Bank ple (Midland), Bank of
Scotland, TSB Bank ple (TSB) and Lloyds Bank Ple (Lloyds). These and other banks (excluding
Abbey National) accounted for around 23 per cent of the gross value of mortgages advanced in 1992
(scc paragraph 3.51).
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3.14. Centralized lenders, as the name implies, are mortgage-lending organizations that do not have
branch networks. They attract mortgage business predominantly through intermediarics and borrowers
contacting their centralized offices, often in response to media advertising. They are mostly owned by
banks or other financial institutions, including insurance companies. Mortgage Services Ltd
{Mortgages Services) is owned, for example, by a German bank; The Mortgage Corporation Group
Ltd 1s a subsidiary of Salomon Brothers Inc; and Mortgage Funding Corperation is owned by a
consortium of insurance and banking institutions, and managed by Kleinwort Benson Privale Bank
(Kleinwort Benson), a UK merchant bank. Centralized lenders first entercd the market for mortgage
lending in the UK in the mid to late 1980s. Notwithstanding the relatively low level of interest rates
and the resulting low cost of wholesale funds, some of them have become less active in the market
in recent years, particularly during the slump in the housing market. There are currently no central-
ized lenders amongst the 15 largest mortgage lenders (see Table 3.1). Centralized lenders along with
other miscellaneous financial institutions accounted for around 4 per cent of the gross value of
mortgages advanced in 1992 (see paragraph 3.51).

Insurance companies and other lenders

3.15. As mentioned above, some insurance companies participate in this market via ownership
interests in centralized lending organizations. Some also offer mortgage-lending products directly to
borrowers, but only on a small scale (ic they accounted for only around 1 per cent of the total lending
in 1992), albeit that they are large financial organizations in their own right. As with the centralized
lenders, insurance companics entered the market during the mid to late 1980s. A number of other
miscellaneous financial institutions also provide mortgage loans on a small scale.

Intermediaries

3.16. Intermediarics have played an increasingly important role in this market during the 1980s and
since. They include specialized mortgage brokers, many estate agencies, including those now owned
by some of the major building societies, surveying and property management {irms, some firms of
solicitors (particularly in Scotland), and general insurance brokers. Their function with regard to
mortgage lending is to advise on and provide essentially retail services {o prospeclive borrowcrs,
covering a range of different mortgage products available from different lenders. Insurance products
have been ‘brokered’ in much the same way for many years. Individual intermediaries vary in their
degree of independence [rom lenders and the range of mortgage products that they advisc on and sell.

3.17. Intermediaries introduce the business of borrowers to lenders, and such ‘introduced’ busincss
now accounts for around half of all mortgage lending in the UK outside Scotland, wherce the propor-
tion is higher at around three-quarters, reflecting the different procedures for house purchase that
apply there (sce Chapter 2). In some instances, intermediaries are paid commissions by the lenders
for introduced mortgage business, but they mostly cover their costs and carn a commercial profit
cither from commissions paid (by insurancc companies) on insurance products or by making a dircct
charge to borrowers.

3.18. Intermediaries may also have a role in appointing a surveyor to undertake a valuation for
mortgage purposes. This occurs mainly in Scotland, where it is morc the rule than the exception,
because of the different arrangements for house purchase: intermediaries’ selection of valuer is none-
theless limited to those valuers on the panel of the lender concerned (see paragraphs 2.8 to 2.12 and
4.19). In the UK apart from Scotland, most lenders will not now permit an intermediary Lo nominate
the valuer.

Entry into and exit from the mortgage-lending industry

3.19. The legal structure of building socicties as mutual institutions is a major constraint on hostile
take-overs by other institutions or companies. Nonetheless, they are able to merge with other socictics,
subject to the approval of their members and authority being given by the BSC. As mentioned earlier,
the total number of societies has fallen steadily over many years, mainly as the result of agreed
mergers between them. The two largest lenders, Halifax and Abbey National, are both the product
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of large-scale mergers, Halifax in 1928 and Abbey National in 1944, Since 1980, there have been some
170 such mergers (see Appendix 3.3), mainly between small and medium-sized socicties. Amongst the
more active in this process of industry consolidation have been Bradford & Bingley Building Society
{Bradford & Bingley), C&(, Northern Rock Building Society (Northern Rock), Birmingham
Midshires Building Society (Birmingham Midshires), and Britannia Building Society (Britannia).
Although many small societies have left the industry as a result, these medium-sized societies into
which the small ones have been absorbed now have greater resources and are more secure financially.
Neither Halifax nor Abbey National have merged with any others since 1980. Amongst the larger
mergers, A&L was formed in 1985; Nationwide and Anglia merged in 1987; and Woolwich and Town
& Country merged in 1992, A further 18 or so socicties have stopped trading since 1980, whilst only
two new societies have been formed in the same period (ie The Ecology Building Society and Kenton
& Middlesex Building Society). As a consequence of these many mergers and exits, the number of
building socicties actively trading has been reduced to 84 by the end of 1993

3.20. As was also mentioned earlier, most of the main high street banks entered the market in the
early 1980s following the easing of regulatory restrictions; and they have continued to offer mortgage
products for most of the time since then. However, there have been periods when banks have reduced
their mortgage activity. They have been particularly active and successful at times when the general
level of interest rates has been relatively low. Similarly, a number of centralized lenders entered the
market in the mid to late 1980s at a time when the demand for house purchase and mortgage finance
was exceptionally high. Since the slump in the market, some of these lenders have been far less active
in seeking new mortgage business and some have withdrawn from the market.

3.21. In summary there have been some major changes in the structure of the industry over the
last dozen vears. Many smaller socicties have left the industry through merger and a number of
substantial financial organizations have entered to become significant lenders in their own right. At
the same time, those building socicties remaining in the market have been able, following the
1986 Act, to expand and diversify the range of financial products they provide. Entry has taken place
mainly as a result of the removal of regulatory barriers in 1980, though the boom in demand in the
mid to late 1980s was alse a major factor in attracting new entrants. There are clearly costs to market
entry, particularly the potential sunk costs of establishing the necessary computer systems as well as
marketing and advertising costs, but these have not proved to be an effective barricr, at least for the
large financial institutions. As regards branch networks, the banks already had such networks in place
well before entry into this market, whilst centralized lenders have demonstrated that a physical
presence in the high street is not a necessary condition for successful entry. In part, this reflects the
greater importance of intermediaries in this market during the 1980s.

Mortgages and associated products

3.22. Mortgages are long-term loans to cover the cost of buying or developing residential proper-
tics, typically over a 25-year period, though they may, exceptionally, be arranged for shorter periods,
eg 5, 10 or 20 years. Mortgage products are relatively complex and are of various different typcs.
Traditionally in the UK, the main types of mortgage have been loans at variable rates, arranged either
on a repayment basis, where monthly payments cover both intercst and capital, or on an endowment
basis, whercby intcrest only is paid monthly and a life insurance policy is used as the means of paying
off the capital element of the loan at the end of the mortgage period. Up until the early 1980s, repay-
ment mortgages were the more popular in the UK and accounted for around three-quarters of all
mortgage lending, the balance being mainly endowment products. Since then, however, this position
has been reversed, with endowment mortgages now accounting for around 60 per cent of the market.
Part of this shift has bcen associated with the introduction, and increased popularity, of fixed-rate
mortgages, which generally, though not always, are of an endowment type. The banks and centralized
lenders in particular, but increasingly the building societies also, have tended to promote fixed-rate
mortgage products, especially at times when the general level of interest rates is relatively low. In
addition to these, various hybrid mortgage types have been introduced in recent years, including
capped or collared mortgages, mortgages linked to pension plans and other investment products, and
mortgages denominated in foreign currencies. We briefly review below the two main types of mort-
gage, and the three main types of interest repayment arrangements.
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Types of mortgage:

{a) Repayment: Monthly payments cover both interest on the loan and repayment of the capital
clement. The intercst component of the monthly payment declines steadily during the period of
the loan as the capital is paid off. Lifc insurance, in the form of mortgage protection policies,
is often linked as part of a package. Lenders (or intermediaries, as appropriate) may receive
commission on the sale of such policies. Interest rates may be variable or fixed (see below).

{(b) Endowment: Monthly payments cover only the interest on the loan, which is payable on the full
amount of the capital advanced for the full duration of the loan. A life insurance policy is taken
out, with payments by the borrower normally also made monthly, to pay off the capital element
at the end of the loan period. Lenders (or intermediaries, as appropriate) may reccive
commission on the sale of such policies. Early redemption or termination of the life insurance
componcnt may result in the loss of benefits to the borrower. Interest rates may be variable or
fixed (see below).

Interest arrangements:

(a) Fixed-rate: Some repayment products are available at a fixed rate of interest, but fixed-rate
products are more usually of an endowment type. With these products, the nominal interest rate
is fixed at the beginning of the loan for a specified period of typically two, threc or five years,
after which it often reverts to the variable rate prevailing at that time. Monthly payments arc
generally more certain than for variable rate products during the fixed-rate period. Redemption
or termination of the mortgage during the fixed-rate period usually incurs a penalty payment
cquivalent to between three and six months’ interest.

(b) Variable rate: Both repayment and endowment products are available at a variable rate of
interest. Under this type of arrangement, the lender may change, or vary, the rate of interest
actually charged to the borrower at any time during the full period of the loan. Interest rate
changes apply to all existing borrowers with the lender concerned. Monthly payments are
adjusted accordingly, though they can often be at a fixed amount for a period of 12 months.

(c) Capped/collared: These arc variants of fixed-ratc mortgages whercby the specified intercst rate
is variable but, for a fixed pcriod (two, three or five years, for example), it is subject to either
a maximum (ic it is ‘capped’); or a2 minimum rate (ic it is ‘collared’); or in some instances both.

3.23. In addition to the elements reviewed above, mortgage products often involve other linked
services and costs. Where, for example, the loan amounts to 75 per cent or more of the valuation of
the property, the lender needs to take out mortgage indemnity insurance, which is paid for by the
borrower; and which covers the lender for the excess in the event of loan default or repossession
occurring and the full amount of the loan not being repaid from the proceeds of the sale of the
property conccrned. Similarly, the borrower is sometimes required to take out buildings insurance as
a requircment of the mortgage loan. Other costs to borrowers include the legal costs incurred by the
lender in relation to the mortgage and also the cost of valuation services. These and other cost
clements arc considercd further in paragraphs 3.26 to 3.36.

3.24. The linking to the mortgage offer of associated financial products offered by a lender, for
example insurance products, pensions and the like, is subject to certain regulatory controls. Section
35 of the 1986 Act prohibited the formal linking of these other products to that of a mortgage loan,
but this section of the Act has not been brought into operation. Instead, a Code of Conduct was
agreed in 1987 between the BSA and the BSC under which building society lenders were permitted
to advertise and provide linked packages of products, but subject to the condition that each element
of the package was madc available and priced separately. Hence, by way of example, a building society
lender is currently allowed to offcr, say, a fixed-rate mortgage product where the borrower is required
to take out a buildings insurance product through that lender, but only if that type of mortgage and
that insurance arc availablc scparately and priced as separate products. Subject to that condition, the
lender is frec to set prices as it wishes.
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3.25. Additionally, provisions concerning the tying in of other products with mortgages are con-
tained in sections 104 to 107 of the Courts & Legal Services Act 1990 (CLSA 1990)). These provisions
have not been brought into operation, however, and are now being further considered under the
Department of Trade and Industry’s Deregulation Initiative. The DGFT, however, has recently raised
the question of whether and how far these provisions should now be implemented, either under the
CLSA 1990 or by means of regulations under the Consumer Credit Act 1974 (CCA 1974), designed
to achieve the same level of disclosure. This reflects his concerns about possible bias in the infor-
mation given by lenders to borrowers about ancillary services tied to mortgages.

Mortgage pricing

3.26. As explained above, most mortgages incorporate a number of different components, the costs
or prices of which are typically shown separately in lenders’ marketing literature (in illustrative form),
in any written quotations to prospective borrowers which are provided on request, and in lenders’
formal offer documents. In practice, most borrowers rarely request a written quotation prior to
making an application for a loan. They rely in most cases, therefore, on the illustrative figures given
in lenders’ literature, advice that may be given by lenders or intermediaries in interviews or consulta-
tions (including, in some cases, lenders’ illustrative quotations) and lenders’ formal offer documents.
To show the basic pricing structure, we set out below an example for a loan of a typical size (see also
Appendix 5.2, which gives details of the distribution of loans made in 1992 for different house price
bands) of the main elements that are usually specified by lenders, together with rounded values of
typical costs in order to show the orders of magnitude involved and how the different elements
comparc one with another. The example given is based on a composite of endowment mortgage
products, on variable terms, on offer from the largest lenders in August 1993 (when we collected the
information on prices and costs).

A numerical example of mortgage pricing
Mortgage product: A 25-year endowment mortgage (on variable terms) for £40,000 on a property

valued at £43,000 (ic a loan:value ratio of 93 per cent), with the nominal interest rate quoted being
7.99 per cent (August 1993).

Amounts payable:

1. Monthly payments (300 under a 25-year loan):
(a) interest payments (after taxrelief) ... .. ... .o oo il £215
(b) life insurance premilms . .. ... .. e e e £50

2. Once-only charges: (in order of payment)
A. Before completion:

i. Fee for property valuation .. ... .. .. e £100

il. Administration charge . ...... ... ... .. . L £35
B. At completion:

ii. Lender’slegal fees .. . .. ... . . L i £120

iv. Mortgage indemnity insurance fee . .......... .. .. . ... ... £580
C. After completion

viAceruedinterest .. ... e £120

vi. Cost of mortgage redemption . . ......... ... ... . .. .. £50
D. Total once-only charges (A+B+C) ....... .. ... ... L. £1,045

Overall cost:
1. Total oullay (interest + all once-only charges, after tax relief) .......... £80,000
2. Total amount payable (before tax relief) .. ......... ... ... ... ... £120,000
3. APR: 8.4 per cent

The numerical values shown are rounded and approximate rather than exact; and lenders’ literature
does not normally use this particular format. The various cost elements included are explained [urther
in paragraphs 3.27 to 3.36.
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3.27. For any given set of circumstances, of course, the amounts charged or payable vary to a
greater or lesser extent between different lenders. The variation between lenders tends to be larger
for the elements of cost relating to insurance (ie mortgage indemnity, life insurance, and also building
and contents insurance, if included} than the cost of accrued interest, the lender’s legal fees and
redemption fees, which generally differ as between different lenders by relatively small amounts,
Variations in valuation fees and administration charges, and trends in thesc charges in recent years,
are considered in detail in Chapter 5.

3.28. The costs to borrowers, both in total and for the individual components, also vary between
different mortgage products; they vary according to the individual circumstances of the property and
the borrower; and there may also be ‘special offers’ (to first-time buyers, for example) available from
different lenders (see paragraphs 3.43 and 5.27 to 5.29). In choosing a particular mortgage, horrowers
nced, therefore, to consider both which product is most suitable for them and which lender to use.
In seeking the lowest price or best offer available, borrowers need to compare:

(a) the initial costs (or ‘up-front’ payments), including valuation and administration charges;

(b) othcr ‘once-only’ charges, whether paid in advance or deducted from, or added to, the amount
of the mortgage loan; and

{c) the total monthly charges involved, which are payable over the full period of the mortgage
loan.

These cost elements will reflect:
(i) the total outlay, net of tax relief;
(if) the value of any ‘special offers’; and

(iii) the interest charge madc for credit, which is by far the largest individual clement of the
total costs of a mortgage, as spread over the duration of the loan.

3.29. Valuation fccs and any associated administration charge (and arrangement fecs, in the case
of fixed-rate products) are the first charges faced by borrowers and are payable as once-only charges
at the time the borrower makes an application for a mortgage loan. Once paid, they are rarely refund-
able. Valuation and administration charges, which are usually paid together as a single, overall sum,
are considered further in Chapter 5. The figures used in the example in paragraph 3.26 are the aver-
age charges of the seven largest lenders in 1993, Arrangement fees for fixed-rate products are a form
of administration charge which covers the costs to lenders of obtaining the neccssary funds from the
wholesale funds markct, which involves a financial commitment on their part, Such charges are typi-
cally around £200 to £250.

3.30. As shown in the example, legal fees incurred by the lender are also a once-only charge which
is payable by the borrower, but in this case on completion of the mortgage (ie at the point at which
the borrower formally takes up the lender’s offer of a loan). They arc usually coupled with the
borrower’s own legal expenses, because the same solicitor is generally used by both parties. Likewise,
the mortgage indemnity fee (see paragraph 3.23), if charged, is a once-only charge paid on completion
of the mortgage. Usually, it may be paid by the borrower cither as an up-front payment or as part
of the monthly payments, il the amount of the fee has been included as part of the total amount
borrowed. Its purpose is to provide insurance cover 1o the lender for part of any losses incurred in
the event of the borrower defaulting on repayments, and the lender not subsequently being able to
recover the full value of the loan through resale of the property, following repossession by the lender.
Lenders told us that around 20 to 30 per cent of borrowers are required to pay such a fee and that,
when charged, it is a significant clement of the costs to borrowers. It may range from £200 to £1,000,
the average being about £500, depending on the total size of the loan and the loan:value ratio.
Although the fee provides indemnity cover for the first ten years of the loan, if thc mortgage is
redeemed during that period borrowers are usually not able to reclaim any of the fee paid. Refunds
arc at the discretion of the insurer rather than of the lender concerned.
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3.31. Accrucd intcrest is the cost of interest on the loan arising in the period between receipt of
the loan by the borrower and the first interest payment. It is usually payable after completion, as part
of the first monthly payment. Although it does not usually vary significantly between lenders, it can
vary significantly (ic between near zero and £200, for a typical loan of around £40,000) depending on
the actual time period between receipt of the loan by the borrower and the first scheduled monthly
payment. Both interest charges and life insurance premiums are each normally paid for on a monthly
basis. For repayment mortgages, monthly payments include both interest and capital repayments, and
may also include a mortgage protection policy fee, which provides insurance cover to the borrower
in the event of his death. Redemption fees, on the other hand, are payable at the end of the mortgage
term, or whenever the loan is terminated, to cover the lender’s administration costs involved with
redeeming the mortgage loan.

3.32. Prior to complction of the mortgage, therefore, valuation and any associated administration
fees (and arrangement fees in the casc of fixed-rate products) are the main up-front charges arising
from the mortgage loan. In the example given above, the valuation and administration charge taken
together account for about 16 per cent of all mortgage-related charges paid by the borrower prior to
the first monthly payment following completion. If, on the other hand, up-front payment of a mortgage
indemnity fee were not required (ic because the loan was less than 75 per cent of the amount of the
valuation of the property, or the fee had been included in the amount borrowed), this figure would
be just over 50 per cent. As a proportion of the total costs (after tax relicf) over the full period of the
loan, however, they would amount to less than 0.5 per cent if a mortgage indemaity fee were paid,
and less than (.25 per cent if it were not.

3.33. As regards the calculation of charges for credit, the nominal interest rate (which was 7.99 per
cent in August 1993, for each of the seven largest lenders—see also paragraph 3.43) applies only to
the interest paid on the loan and, therefore, excludes the cost of any once-only charges, such as valu-
ation and administration charges, as well as the cost of any life and other insurance premia. By
contrast, the APR is, in principle, a superior measure of the total cost of credit, because it includes
a number of such once-only payments. It docs not, however, include all mortgage-related costs and
it has a number of other weaknesses which limit its usefulness when applied to mortgage products,
as cxplained in the next two paragraphs, It was because of the general complexity of credit charge
arrangements that the Government introduced, in 1980 (in SI 1980/51, under the terms of the
CCA 1974), regulations for the calculation of the APR, with the intention that it would enable
borrowers to compare more readily, and on a standardized basis, the cost of credit charged by
different lenders. All lending and loans, including mortgages, above £15,000 are beyond the ambit of
the CCA 1974 and arc tcchnically, therefore, unregulated. However, price quotations and advertising
which includes prices relating to loans, including mortgages, of any amount fall within the ambit of,
and are, therefore, subject to, the Advertising and Quotation Regulations 1989 (contained in ST 1989/
1125/6), under which all such advertising is required to include the APR calculated on the basis sel
out in the 1980 rcgulations (ic SI 1980/51).

3.34. Under these regulations, the APR quoted on mortgage products includes most of the once-
only charges made, including those for valuation and administration, arrangement fees, accrued
interest charges, legal charges, and any mortgage indemnity fee, il charged. Nonetheless, as presently
calculated, it is subject to a number of defects. It does not, for example, include some of the
important costs arising from a mortgage product, such as the moathly premiums for life insurance
attached to an endowment mortgage, any mortgage protection policy fees attached to a repayment
mortgage, or the potential costs of cancelling a fixed-rate product during the period over which the
interest rate is fixed. The way in which interest charges are calculated for the purposes of the APR
may also give results which are potentially misleading to borrowers. On mortgage products at variable
rates, the APR calculation assumes that the nominal interest rate at the time the mortgage is taken
out applies throughout the full term of the mortgage, which is usually 25 years. In practice, of course,
the nominal interest rate may change over time, which means that, other things being equal, the cost
of credit actually paid may well be different from that quoted. Moreover, following the decisions in
June 1993 in two cases in the Divisional Court (involving Abbey National and NatWest), the same
assumption is used for fixed-rate products, even though in practice the nominal interest rate reverts
to the then current variable rale at the end of the period during which the rate is fixed. As lenders
told us, this means that APRs quoted on fixed-rate products give a misleading low indication to
borrowers of the real cost of credit. To take an extreme example, a mortgage product which offered
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a nil rate of interest over the first six months only could Iegally be advertiscd as offering an APR of
near zero, whatever the actual rate of intcrest charged over the remaining 24 vears and six months.
As a further consequence, APRs do not provide borrowers with a meaningful basis for comparing the
costs of fixed-rate products with those of mortgage products with a variable interest rate.

3.35. A further weakness of the APR is that it is rclatively insensitive to changes in the level of up-
front costs, such as valuation charges. This is partly because it is calculated over the full tcrm of the
mortgage. In practice, as explained earlier, borrowers replace or refinance their mortgages every seven
or eight years, on average. Werce the APR to be calculated over this shorter period, up-front charges
would have a greater weight in the calculation. As a result, the APR would be higher than normally
quoted, and, other things being equal, differences between lenders in the size of up-front and other
once-only charges made would tend to be more fully transparent, An additional reason for the insensi-
tivity of the APR, as presently calculated, to up-front charges is that it is calculated and shown in
lenders’ advertising literature as a ‘truncated rate’ (or non-rounded rate), rather than a ‘rounded rate’,
which is also normally specified to only one decimal place. As a conscquence, two calculatcd APR
rates of, say, 13.09 and 13.00 per cent would both normally be quoted as 13.0 per cent. This reduces
the APR’s sensitivity to differences between lenders in up-front charges and also, therefore, to any
increases in charges made by an individual lender, Lenders provided calculations to us which showed,
for example, that for the nominal interest rate then prevailing, an increase in the valuation charge
from £100 to £175 would increasc the APR by about 0.02 percentage points and would not normally
result, therefore, in any change to the APR quoted to only one decimal place.

3.36. As many lenders point out in their mortgage marketing litcrature, in addition to these up-
front charges and the cost of mortgage credit, other costs to, and payments by, borrowers will also,
of course, arise from other aspects of the house-purchase process. Such costs may include those
incurred when looking for an appropriate property to purchase, cstatc agency fees (where a property
is being sold), the purchascr’s conveyancing and other legal costs, stamp duty, removal expenses, and
the costs of any redecoration or refurnishing of the property being purchased.

Competition in mortgage lending

3.37. For many years prior to 1980, there was virtually no price compelition between mortgage
lenders. Building socielies were effectively the only source of mortgage finance for most borrowers,
and as explaincd in the 1984 Green Paper, both mortgage interest and saving accounts rales were
‘cartelized’, ie they were fixed by agreement between societies at a given rate, such agrecments having
been specifically excmpted (under SI 1976/98) from the requirements of the RTPA 1976. In addition,
valuation charges to borrowers and the fees paid to valuers were cffcctively fixed by agreement
between the societies and the RICS. These agreements were not exempt {rom the requirements of
the RTPA 1976, Competition between building societies was, as a conscquence, restricted to non-
price-competitive factors such as service quality, the availability of funds and local accessibility, which
resulted, according to the Green Paper, in a proliferation of building socicty branches in the high
street and there was no clfective spur to improve cost efficiency.

3.38. These cartel arrangements were dismantled in the early 1980s and building socicties began
to compete more effectively both with each other and also with other lenders, principally the high
street banks, that had entered the market at that time. The agreements relating to valuation charges
and fces to valuers were abandoned in 1982 (sce paragraph 2.6). The agreements between building
socictics concerning interest rates were abandoned around the same time, though their exemption
from the RTPA 1976 was not withdrawn until 1986 (under SI 1986/2204). During the mid to late
1980s price competition was further strengthened by the entry of the centralized lenders (see para-
graph 3.14). Since then, they have cither withdrawn or greatly reduced their new lending, though the
banks appear recently to be showing renewed interest in expanding their market sharc. Lenders in
this new environment are able to exercise a degree of individnal discretion with regard to the timing
and scale of changes in nominal interest rates, but competition in general is greater now than it was
a decade ago.

3.39. The largest lenders told us that competition in this market was now intcnsc and that
borrowers had a wide choice of lender. There was also a far greater choice of individual mortgage
products than ever before, with several hundred available in the form of mortgages at both fixed and
variable interest rates, as well as various hybrid products. Entry barriers were low, they told us, as
evidenced by the successful entry and subsequent expansion of the high strect banks and centralized
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lenders. Other changes in the market in recent years had also led to greater competition between all
lenders and increased the risks that lenders faced. The slump in housing demand, for example, had
itself required lenders to compete more vigorously to maintain their share of a smaller market and
there was now a surplus of mortgage funds available (in contrast to the mortgage rationing of previous
years). Prices and charges by lenders were made fully transparent and the greater importance of inter-
mediaries in the market had increased the likelihood that lenders would lose market share unless they
offcred price-compctitive products. Morcover, they stated, borrowers had become generally better
informed and discerning than hitherto. As a result, lenders needed to promote their products more
actively and to ensure that they were offering good value for moncy, in order to attract business. A
particular featurc of the market in the past year was that borrowers had been searching around the
market, and switching between lenders il necessary, in order to refinance their mortgage debts at the
best rates available. The trend in house prices was also more uncertain now than previously, so that
lending and borrowing on the security of property was no longer a onc-way bet. Both the largest
lenders and the CML told us that, as a consequence of these developments, the commercial risks
facing mortgage lenders had greatly increased, as had the risks to lenders of fraud and negligence (sec
paragraphs 4.58 to 4.74).

3.40. Although there are, according to the information we have coliected, more than 150 individual
lenders in this markcet, the seven largest account for around half of all new lending, and the 15 largest
account lor nearly three-quarters. The average market share of those lenders outside the largest 15
was less than a quarter of 1 per cent, compared with the 15 per cent share in 1992 of Halifax and the
10 per cent share of Abbey National, these being the two largest lenders (see paragraph 3.50).
Additionally, whilst most of the 15 largest lenders operate throughout the UK, many of the smaller
lenders trade only in particular regions, and some only in local areas. The choice of lender for most
borrowers, therefore, is in practice far less than the total number of lenders operating, though in any
given locality the choice for borrowers is still considerable. Moreover, those borrowers who use the
services of intermediaries may have a still wider range of choice.

3.41. Howevcr, because of the complexity and multi-component nature of mortgage packages and
the associated credit terms, making clear and unambiguous price comparisons between different
products and lenders is far from casy for borrowers. Whilst the APR was intended as a simple and
comprehensive means of comparing the overall cost of credit, in practice it suffcrs from a number of
serious weaknesses, as explained in paragraphs 3.34 and 3.35, one of which is that it is insensitive to
variations between lenders in the level of once-only charges, such as valuation and administration
charges. Becausc of the requirements of the advertising regulations, lenders give promincnce in their
advertisements to the APR applying to their products, as evidenced by their media advertising, their
marketing litcraturc and the advertisements in the windows of their high street branches. Lenders told
us, however, that borrowers do not attach great importance to APRs on their own, and pay more
attention to the total monthly outlays involved, the amount of up-front charges and the basic or
nominal rate of interest payable,

3.42. On other aspects of price transparency, lenders’ mortgage marketing literature usually
includes a large amount of information on prices and charges relaling to mortgage loans. In many
cases, however, particularly in the newspaper and branch-window advertisements we have scen,
prominencc is given to the nominal interest rate and the APR. Much of the detail on, for example,
valuation charges, mortgage indemnity fees, and redemption fees under fixed-rate products are
consigned to footnotes which are often written in small print. Similarly, not all of the lenders’
brochures contain all the relevant information on charges. Sometimes, for example, separate brochures
are available giving details of valuation charges, and sometimes details are provided in explanatory
notes included at the end of marketing brochures, again often written in small print. There is also the
question of whether the information required by borrowers is always readily available (o them when
making initial enquiries at lenders” branches. Lenders’ commissions on insurance products are
currently not disclosed. Moreover, the amount charged to cover administration charges is not always
made clear by all lenders (see paragraphs 5.11 and 5.12). More generally, mortgage lending as such
is not subject to the Financial Services Act 1986 (FSA 1986), so that lendcers are not legally required
to give ‘Dest advice’ 1o consumers, with regard to mortgage products. Both the OFT and consumer
organizations (eg the Consumers’ Association) have publicly expressed concerns about the need for
greater price transparency and consumer protection in this market,

3.43. With regard to price competition, the basic or nominal interest rate charged by the main
lenders on their variable terms products is often identical. In August 1993, for example, when we
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collected information on prices and costs, and lenders’ advertising literature, it was 7.99 per cent for
all the largest lenders. These rates have subsequently been reduced, but different lenders’ rates arc
still either the same or al a similar level. An element of price competition that appears to have
become evident over the past year or so is that of ‘special offers’ by lenders, especially to first-time
buyers, in part no doubt reflecting the general reduction in the number of applications for mortgages
and the increased difficulty of attracting such borrowers. These special offers often include reduced
nominal interest rates for a limited period (cg for § or 12 months), and in some cases ‘free’ mortgage
valuations or a contribution towards their cost (sce paragraphs 5.27 to 5.29), or the waiving of the
arrangement fee for fixed-rate products. To an extent, such offers and special promotions appear to
reflect increased price competition in the market, and they may provide genuine savings to those
calegories of buyers that qualify. These offers rarely amount to ‘across-the-board’ discounting,
however, and therefore not all borrowers are able to bencfit. Often, for example, such offers are
limited to first-time buyers. Moreover, many special offers of which we have seen details require the
borrower to take other associated products supplied by the lender, particularly life insurance as part
of an cndowment product, or a mortgage protection policy for a repayment mortgage. Where such
linked products cost more than comparable products available elsewhere, the net savings to the
borrower may, in practice, be less than would appear to be the case at first sight.

3.44. Other forms of competition between lenders continues to be an important feature of this
market. As mentioned previously, a number of the major building socicties invested hcavily in the late
1980s in chains of estatc agencics, thereby greatly expanding their presence in the high street. To the
extent that these estate agencies acted as intcrmediaries and brokers for mortgage services, societies
effectively expanded their retail network and their potential for attracting mortgage business. In the
event, however, and perhaps largely due to the exceptional depth of the slump in demand, these estate
agency acquisitions do nol generally appear (o have been commercially successful, and some have now
been sold off.

3.45. Media advertising has also now become a more significant element of competition between
lenders in this market, a trend which is likely to have operated to the advantage of the larger lenders.
One large lender provided data to us (based on MEAL' data) showing that mortgage advertising
expenditure by building societies alone (ie excluding the banks and centralized lenders) had increased
from £6 million in 1987 to £37 million in 1990, and it had then trebled to £111 million in 1991.

3.46. As mentioned carlier, although mortgages are loans typically made for a period of 25 years,
borrowers on average tend to move house about every seven or eight ycars, at which time, therefore,
they have to pay off their cxisting mortgage and take a fresh advance on their new property. Such
borrowers, who account for around half the market, may often find it more convenient to stay with
their existing lender unless the service provided by that lender has proved unsatisfactory. Any such
‘borrower inertia’ may be reinforced by the existence of savings accounts with lenders. Nonetheless,
leaders told us that borrowers, whether moving house or simply refinancing their existing mortgage
debt, have increasingly tended in recent years to ‘shop around’ amongst different lenders, in order to
seek out the best priced mortgage product. As indicated earlier (see paragraph 3.3), some 10 to
15 per cent of current new lending is to borrowers switching lenders in the process of refinancing their
mortgages.

3.47. With regard to the nature and degree of risks involved, the value of mortgage lending is
secured against the value of property, ie payment default by borrowers can result in repossession of
the property by the lender. The security of mortgage lending is high, therefore, in comparison with
other forms of lending, such as unsecured lending, hence the lower interest rate on mortgage loans.
The risks associated with mortgage lending have, however, increased. Reduced activity in the housing
market and downward pressure on house prices in recent years have resulted in more than 1 million
home owners owing more to lenders than the resale value of their properties. Stable or falling priccs
mean that higher-risk loans (of up to 100 per cent) are less likely to be rescued by the elfects of house
price inflation than was the case in the early to mid-1980s. Repossessions and arrcars increased
sharply in the early 1990s, though they fell in 1993 (to under 60,000), and new arrears cases arc slow-
ing down, in part reflecting lower interest rales. As a result, problems {rom arrears are becoming
more manageable,

"Media Expenditure Analysis Limited.
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3.48. Moreover, as a matter of lending policy, lenders typically require borrowers to take out mort-
gage indemnity insurance, where the loan is for 75 per cent or more of the valuation of the property.
This effectively reduces further the risk faced by mortgage lenders, with the costs falling primarily on
borrowers. The risks of fraud and negligence by valuers occurring are relatively smail, but even an
individual case can result in significant costs to lenders: these risks and the incidence of fraud and
negligence are considered further in paragraphs 4.58 to 4.74. With regard to competitive risks, the
potential loss of business for individual lenders due to actions by competitors have probably increased
somewhat in recent years, as competition in general between lenders has become more active,
Nevertheless, despite the severity of the recent recession, the market currently appears to be poised
to resume its long-term growth trend. Building societies are, moreover, subject to prudential controls
by the BSC, which limits their exposure to certain types of risk. Lastly, we note that lenders’ overall
prolits on lending on residential property and associated services have remained healthy in recent
years, notwithstanding the exceptional severity of the recession.

Mortgage lending and market shares

3.49. We now turn to our assessment of, first, the size of the market for mortgage lending and the
market shares of different lenders (paragraphs 3.49 to 3.52); and secondly, of the market for valuation
services provided tn conncction with mortgage lending (paragraphs 3.53 to 3.61). In Tables 3.1 to 3.3
we set out, for three different measures of mortgage lending, the total value and volume of lending
in the years 1988 to 1992, and the market shares of the 15 largest lenders. Tn Table 3.1 we give data
on the total gross value of all new mortgages advanced, which includcs the total valuc of all mortgage
loans granted to first-time buyers of residential properties, to borrowers moving house and taking out
a new mortgage, to those remortgaging their property with either the same or a different lender, and
to existing borrowers taking out a further advance. It may also include mortgage indemnily fees where
these have been included in the total amount of the loan. We regard this as the measure, for which
data arc available, which most closely reflects our terms of reference (see Appendix 1.1). As shown
in the table, the total of such lending in 1988—the peak level of demand—was some £75 billion. In the
following two years, it was some 6 to 8 per cent lower at about £70 billion, but lending then declined
further, in 1991, to around £65 billion, which was 13 per cent below the 1988 peak. The following year
saw a further, and cven steeper, reduction to £54 billion, necarly 28 per cent below the 1988 level. The
CML estimated that gross new mortgage lending was some £53.4 billion in 1993.

TABLE 3.1 Lenders’ market shares based on the gross value of mortgages advanced

per cent

Lender 1988 71989 1980 1991 7992
Halifax 14.2 14.0 13.6 131 15.2
Abbey National 10.0 10.5 11.0 10.0 10.3
Nationwide 6.7 7.3 8.0 8.4 6.6
Barclays 50 2.2 25 4.1 6.2
Woolwich 47 38 5.1 47 47
Leeds 38 4.9 31 43 45
C&G 2.0 2.7 4.1 55 4.3
National & Provinciat 2.2 2.4 2.3 38 37
Natwest 25 2.0 1.8 2.1 3.6
Bank of Scotland 1.7 1.6 2.1 1.4 2.3
A&L 4.2 43 4.7 42 2.3
TSB 33 2.0 2.4 1.9 2.2
Britannia 2.5 2.1 2.1 2.3 2.0
Bristol & West 1.2 2.2 1.7 2.0 1.8
Lloyds 25 2.0 1.4 1.2 1.4
Qther 333 35.9 343 31.0 287
Total 100.0 100.0 100.0 100.0 100.0
Total {Em} 75,223 69,418 70,878 65,550 53,990
Index 100 g2 94 87 72

Source: MMC calculations based on data provided by the CML and mortgage lenders.

Note: | enders selected based on the customary industry ranking.

3.50. The table also shows that the two largest lenders, Halifax and Abbey National, accounted for
25.5 per cent of the total of such new mortgage lending in 1992, whilst the seven largest (Halifax,
Abbey National, Nationwide, Barclays, Woolwich, Lecds and C&G) accounted for just over 50 per
cent, and the 15 largest lenders for over 70 per cent. The market shares of individual lenders vary to
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some extent from year to year over the period 1988 to 1992, but the three largest—Halifax, Abbey
National and Nationwide—have remained in that position throughout this period. Below the top three,
while there is some variation from year to year, the rankings appear to be broadly stable. Treating
Abbey National for this purpose as a building society (see paragraph 3.11), ten of these 15 largest
lenders are building societies and five are banks. None of the centralized lenders are in the largest 15.

3.51. In 1992 building socicties as a whole (including Abbey National) accounted for over 70 per
cent of all such lending, high strect and other banks accounted for 23 per cent, and insurance
companies for 1 per cent. The balance of 4 per cent was made by centralized lenders and other finan-
cial institutions. Around 95 per cent of all such lending was for properties valued at not more than
£150,000 (see Appendix 5.2).

3.52. Table 3.2 gives figures for the total number of mortgages approved, and in Table 3.3 we give
market share figures, as at the end of 1992, bascd on the total value of mortgage loans outstanding,
which is the measure traditionally nsed by the mortgage lending industry. On both of these measures,
ic those in Tables 3.2 and 3.3, Halifax and Abbey National are the largest lenders, and together they
account for more than 25 per cent of the market.

TABLE 3.2 Lenders’ market shares based on the number of mortgages approved

per cent

Lender 1988 7989 1980 1991 1892
Halifax 16.4 16.6 13.9 15.0 16.1
Abbey National N/A N/A 129 12.8 13.1
National & Provincial N/A N/A N/A 9.1 7.6
Nationwide 9.3 6.7 9.2 8.1 7.2
NatWest 4.0 3.0 3.6 36 6.6
Leeds 5.1 6.8 4.1 6.0 6.7
Woolwich 55 4.8 58 53 5.7
Barclays 49 26 2.8 4.1 51
C&G N/A 1.8 37 3.5 3.3
AL 56 4.9 6.5 54 3.2
TSB 25 29 3.2 25 28
Bank of Scotland 1.6 1.2 1.0 1.2 2.7
Britannia 2.2 1.9 1.8 1.9 21
Lioyds N/A 1.8 1.4 1.4 20
Bristol & West N/A N/A 1.8 1.4 1.2
Other 43.0 44.9 28.2 18.7 15.3
Total 100.0 100.0 100.0 100.0 100.0
Total ('000) 1,623 1,246 1,161 1,038 879
Index 100 77 72 64 54

Source: MMC calculations based on data provided by the CML and mortgage lenders.

Note: Lenders selected based on the customary industry ranking.

TABLE 3.3 Lenders’ market shares based on the value of residential mortgage loans outstanding

1992
(vear end)
Lender %

Halifax 14.8
Abbey National 11.8
Nationwide 7.8
Woolwich 5.4
Leeds 4.3
A&L 3.9
C&G 3.7
Barclays 3.6
NatWest 3.5
Bradford & Bingley 2.9
National & Provincial 29
TSB 2.2
Britannia 2.1
Lloyds 1.9
Bristol & West 1.7
Midland 186
Other 25.8
Total 100.0
Total (£ bn) 340

Source: MMC calculations based cn industry data.
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Valuation services

3.53. In Chapter 4 we examine in detail the nature of mortgage valuations and related services, and
the policies of lenders on the use of valuers. The charges made for valuations and related services are
considered in Chapter 5, which also includes a financial assessment of the costs, revenues and profits
to the seven largest lenders arising from mortgage valuations. Here, we give oanly a brief account of
the main features of valuations and the charges made, and then provide an assessment of the size of
the market in terms of both volume and value.

Services and procedures

3.54. Valuations for mortgage-lending purposes are undertaken principally by professionally
qualificd valuers, who are usually members of the RICS and/or the ISVA. The valuation in most
instances broadly follows the guidelines sct out by the RICS/ISVA, with regard to procedures and
the scope of the valuation, and its primary purpose is to assess the open market value of the property.
Lenders usc this as the basis for cvaluating whether the property provides adequate security for the
loan being sought by the borrower, and the amount of the loan that they are prepared to offer.
Homebuyers reports (HBRs) and structural surveys (SSYs) provide a more detailed survey of the
condition of the property, and are oflten also combined with an assessment of open market value.
Mortgage valuations are required by the lender whenever the loan being sought is for the purposes
of cither purchasing residential property or refinancing an existing mortgage which is with a different
lender. A reinspection of the property may also sometimes be required by the lender, if the original
valualion inspection reveals that work is necessary to remedy defects in the property: the reinspection
is to ensure that the work has been carried out satisfactorily, When the loan is by way of a further
advance to an existing mortgage, a revaluation of the property is also usually required by the lender.

3.55. As explained in paragraph 5.1 and 5.7, borrowers are generally required by most lenders to
pay an up-front charge for the mortgage valuation at the time a loan is applied for. Where an HBR
or SSY is undertaken, the borrower is also usually required to pay the valuation fec, either separately
or as a compositec charge. Many lenders also charge an administration fee at the time of an
application for a loan, and this may be specified either as part of the valuation {ee or as a separately
identified charge. Reinspections also involve a charge which is paid by the borrower, In the case of
further advances also, a charge is made by the lender for any revaluation carried out. Charges for both
reingpections and revaluations are typically about hall that for a mortgage valuation (see paragraphs
5.23 to 5.26).

Volume and value of mortgage valuation work

3.56. Table 3.4 gives figures, for the years 1988 to 1992, for the total number of valuations, inclu-
ding those where the valuation was combined with an HBR or SSY, carried out on behalf of the seven
largest mortgage lenders, together with our estimates of the total number of such valuations [or all
lenders. As shown in the table, in 1988—the peak of demand for mortgage loans in recent years—some
2.4 million such valuations were undertaken. The total number fell in subsequent years to 1.4 million
in 1992, which was 40 per cent or so below the peak in 1988. On mosl occasions just a mortgage
valuation was carried out, ie it was not combined with an HBR or SSY. The data provided by three
of the largest lenders indicated that HBRs carried out where a valuation was also provided for the
lender account for around 10 to 15 per cent of all valuations. By contrast, SSYs where a valuation was
also provided accounted for less than a half of 1 per cent (see also paragraphs 3.60 and 4.11).
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TABLE 3.4 The total number of mortgage valuations* carried out on behalf of the seven largest lenders, 1988

to 1992
‘000
Lendsr 1988 1989 1890 1891 1992
Halifax N/A N/A 210 228 211
Abbey National N/A N/A 159 145 143
Nationwide 236 294 260 230 102
Barclays 69 27 29 44 39
Woolwich 107 59 73 62 S8
Leeds N/A 99 55 72 64
C&G> 13 102 90 100 97
Total N/A N/A 876 881 714
Industry totalt 2,386 2,191 1,685 1,694 1,373

Source: Mortgage ‘enders and MMC estimates.

*Including the number of HBRs and SSYs carried out where a valuation was provided.
tMMG estimates based on the market shares of the largest lenders of the total value of mortgage lending (see
Table 3.1).

3.57. The figures in Table 3.4 include all such valuations undertaken on behalf of lenders in
connection with applications for mortgage loans. In many cases, however, a loan was not subsequently
provided, either because the lender did not make an offer of a loan or because the borrower withdrew
the application, for whatever reason. The proportion of the total number of valuations where a loan
was not subsequently taken up varies between different lenders, and also, no doubt, from year to year
for any individual lender. For some, it has been as high as 30 per cent in some years, whilst others
estimated it at around 10 to 15 per cent. For half of the largest lenders, the ratc has been around
20 per cent in recent years, and this, we believe is probably a reasonable figure for the industry as a
whole.

3.58. With regard to total valucs of valuations, ic the total costs to borrowers and the total revenues
to lenders arising from such valuations, Table 3.5 gives figures for values for the years 1988 to 1992
for the seven largest lenders, together with our estimates for the industry as a whole. These figures
include the value of mortgage valuations undertaken, the valuation component of HBRs and SSYs
carried out where a valuation was also provided, and also the value of reinspections and revaluations.
Data on revenues arising from lenders’ charges for administration are not included (see para-
graph 3.61). As shown in the table, we estimate the total value of valuations in 1988 to have been
around £180 million. This fell to under £150 million in the following year, but it increased to over
£170 million in 1991, and then fell again to £156 million in 1992. The figure for 1992 is some 14 per
cent below that for 1988, compared with the 40 per cent or so reduction in the number of mortgage
valuations carricd out over the same period, reflecting the increases in valuation fees by these lenders
over this period (sce paragraph 5.19). For the seven largest lenders taken together, total revenucs
from valuation fees are about the same level as in 1990, the main exception being Nationwide, whose
revenues in 1992 werce significantly lower than in the previous year, reflecting a reduced rate of
mortgage lending and the fall in the number of valuations carried out on its behalf.
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TABLE 3.5 Total revenues from lenders’ charges for mortgage valuations carried out on behalf of the seven
largest lenders, 1988 to 1992

£000
Lender 1988 1988 7990 1991 1992

Halitax N/A N/A 21,857 24,209 24,358
Abbey National N/A N/A 16812 17,484 16,792
Nationwide 18,923 18,072 20,422 22,202 11,364
Barclays 4,900 2,000 2,100 3,400 5,100
Woolwich 9,770 5,668 7777 7141 7,067
Leeds N/A 9.934 5,195 8,008 7,804
C&G* 6,179 6.354 6,962 8,034 8,703
Total N/A N/A 81,125 90,578 81,188
Industry total 180,782 145,427 156,010 174,188 156,131

Source: Mortgage lenders and MMC estimates.

*Fees paid to panel valuers are assurmned to have been constant at £6 million for the years 1988 to 1992.

Notes:

1. Adjustments to the data have been made so as to include only the mortgage valuation component of HERs and
S8Ys.

2. 1988/89 industry aggregates are based on Natienwide, Barclays, Woaolwich and C&G; 1990/92 industry aggregates
are based on the top seven lenders.

3. N/A = not available.

3.59. With regard to the consumer perspective, we had planned to commission an interview survey
of consumers (or borrowers) in order to obtain information on valuations, HBRs and SSYs from the
point of view of individual borrowers who had paid for one or more of these in connection with a
purchase of residential property and taking out a mortgage loan. We initially undertook a pilot study,
during which particular difficultics were found in arranging interviews on this topic, cspecially with
younger property buyers. Morcover, some borrowers had difficulty recollecting accurately the
scquences of events, and what had taken place, in their dealings with lenders or intermediarics. These
dealings would have involved personal visits and phone calls, as well as written communications over
several weeks, Where figures were sought in the study, many borrowers were unable to provide all
the information requested, and they werc not able te recall details or supply documentation for the
purposes of clarification. We concluded from this that a larger exercise would also involve many of
these dilficulties, so that any findings which emerged might be unreliable and unsatisfactory for our
purposes, and we decided, therefore, not to proceed with a full-scale survey.

3.60. As cxplained in paragraph 4.16, we also obtained information on the market for valuations
from a study commissioned from an outside firm of consultants (see Appendix 4.4). This survey
collected information on the extent of panel membership, and on the proportion of residential work
obtained by surveyors as a rcsult of being on lenders’ panels. Some 80 per cent of the [irms in the
survey were on onc or more panels and, on average, these firms said that 49 per cent of their
residential work was commissioned via their panel membership. Hence, about half of their work was
commissioned independently of their panel membership, as was all of the work of the 20 per cent of
the firms in the sample which were not on lenders’ panels. Within the total of non-panel work noted
in the study, some 61 per cent comprised HBRs (on both houses and flats) and SSYs. Based on this
information, we estimate that the total value of such work in 1992 was around £160 million. This
would suggest that the proportion of homebuyers seeking further professional advice on the condition
of properties may be somewhat greater than indicated by the information from lenders, which was
considered in paragraph 3.56 (see also paragraph 4.11).

3.61. With regard to revenucs to lenders from charges to borrowers for administration, figures on
total revenues for the years 1988 to 1992 for the seven largest lenders, together with our estimates for
the industry as a whole, are given in Table 3.5. As there shown, total revenues for the industry were
around £33 million in 1988. They rose in the following year, then declined in 1990, but have since risen
substantially. In 1992 revenues to lenders from such administration charges were £40 million, which
was some 20 per cent higher than in 1988, notwithstanding the 40 per cent or so reduction in the
number of valuations. This reflects the increase in such charges made by lenders in recent years,
which arc considered in paragraphs 5.8 to 5.12, along with other charges made by lenders to
borrowcrs in connection with valuation work.
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TABLE 3.6 Total revenues from administrative charges made by the seven largest lenders in connection with
mortgage valuations, 1988 to 1992

£000

Lender 1988 1989 1890 1991 1982
Halifax N/A N/A 939 3,101 4,327
Abbey National N/A N/A 3,060 3,450 4,692
Nationwide 1,636 3,805 5,479 5,957 3,30¢
Barclays 0 0 0 0 0
Woolwich 76 38 63 59 1,195
Leeds N/A 1168 611 942 918
C&G 5,625 5,083 4,879 6,517 6361
Total N/A N/A 15,031 20,026 20,802
Industry total 33,350 40,573 28,906 38,512 40,004

Source: Mortgage lenders and MMC estimates.

Notes:

1. Revenues for 1988/89 are based on MMC calcuiations for all lenders.

2. Charges for 1990/92 are based on accounting data, apart from Woolwich and Leeds.

3.1988/89 industry aggregates are based on Nationwide, Barclays, Woolwich and C&G; 1990/92 industry aggregates
are based on the top seven lenders.

4. The data exclude revenues from charges by lenders in connection with further advances.

5. N/A = not available.
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4 Lenders’ practices relating to
valuation services
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4.1, We examine in this chapter the various practices of lenders relating to mortgage valuations
and associated property surveys on residential property, with emphasis on the two largest mortgage
lenders, Halifax and Abbey National (which together account for a quarter of the total market for
residential mortgage lending in the UK—see paragraph 3.50), and the next five largest lenders (e
Nationwide, Barclays, Woolwich, Leeds and C&G). These seven largest lenders taken together
account for around half of this market. As explained in paragraph 3.11, Abbey National is no longer
a building society, having converted to PLC status. Tt told us that it nevertheless compared itself more
with a building society than a bank. Accordingly, we treat Abbey National for the purposes of our
analysis as a building society, rather than as a bank. As explained in paragraphs 4.5 to 4.12, virtually
all lenders require a mortgage valuation, providing a professional assessment of the open market value
of the property, as a condition of granting a mortgage loan, which is, of course, secured against the
property concerned. Indeed, all building societies (but not other lenders) are bound by the 1986 Act,
sections 13 and 45 (see paragraph 2.13) to have such a valuation available when evaluating a mortgage
application. Valuations may be undertaken either on their own or at the same time as surveys of the
condition of the property, comprising usually either HBRs or more detailed SSYs (sec para-
graph 4.10). Valuers are mostly professionally qualified and suitably experienced surveyors who are
members of either the RICS (mostly in the General Practice Division) or the ISVA (see para-
graphs 4.13 to 4.16).

42. Lenders are not bound by statute or other regulation themselves to select the particular
surveyor who provides the valuation, but this is their practice in most cases, and ensurcs the
establishment of a contractual relationship with the valucr. Indeed, the major building society lenders
stressed to us that the selection of the valuer was a matter for lenders and not for borrowers (sce
paragraph 4.27). Some lenders, including some of the high street banks, may, however, allow
borrowers to choose the valuer, subject to various conditions to ensure that the person nominated to
carry out the valuation is acceptable to the lender. Lenders’ restrictions on both selection of the valuer
and the borrower’s permitted contact with the surveyor chosen are considered in paragraphs 4.17 to
4.28. A number of the largest lenders (eg Halifax, Abbey National and Nationwide) employ in-house
valuers or valucrs in subsidiary companies, or in some cases both, who undertake valuations, as weil
as using external valuers on their panels (ic lists of lender-approved valuers). Lenders’ use of these
different categories of surveyor, and the extent to which they allocate valuation work in favour of their
own surveyors, is reviewed in paragraphs 4.29 to 4.38.
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4.3. We then consider, in paragraphs 4.39 to 4.42, the evidence concerning so-called reciprocity,
ie where some lenders may make it a condition of appointment to their panels, or of the subsequent
allocation of valuation instructions, that valuers should introduce mortgage business to the lenders
concerned. We continue, in paragraphs 4.43 to 4.57, with an evaluation of possible conflicts of interest
arising where lenders choose to instruct their own valuers, and the CML guidance on improving
market transparency in order to obviate possible detriments to borrowers from potential conflicts of
interest. Finally, we consider, in paragraphs 4.58 to 4.75, the evidence on fraud and negligence by
mortgage valuers, the increased incidence of which appears to have been associated with the housing
market and lending boom of the late 1980s, and its implications for both valuation procedures and
the lenders’ stated desire to control the sclection and appointment of surveyors for mortgage valuation
purposes.

4.4. In this chapter we also indicate briefly and where appropriate the views of the CML, of
lenders, of valuers and other interested parties on particular practices, Their views are summarized
more fully in Chapters 6, 7 and 8 respectively.

Valuation and surveying services

Types of services: valuations, HBRs and SSYs

4.5. A mortgage valuation is essentiaily an assessment of the open market value of a property (see
paragraph 4.8), though the report always includes a brief description of any major defects in its
condition which may be apparent. HBRs and SSYs are more detailed assessments of the condition
of the property (see paragraph 4.10), and are frequently accompanied by a valuation for mortgage
purpases. A valuation is required whenever the loan is for the purchase of a property or a remortgage
with a different lender but on a property already owned. A reinspection may be required where re-
medial work to defects in the property arc necded: the further inspection is necessary to ensure that
the work has been carried out satisfactorily. Where the loan is for a further advance to a borrower
with an existing mortgage loan, a revaluation is often required. This involves an additional inspection,
which may often be undertaken by the same surveyor who carried out the initial valuation. The
emphasis of the inspection is on whether there has been any significant change in either the value or
condition of the property since the initial valuation.

4.6. Almost all lenders in this market require a mortgage valuation to be undertaken, both as a
prior condition to an offer of a loan being made and to assist in establishing the amount of the loan.
Not only are building societies required to have a written valuation available before granting a loan,
but they are also for the most part precluded under the 1986 Act from lending more than the total
value of the property being offered as security, and in practice 95 per cent is at the present time
usually the effective loan:value limit. For loans in excess of 75 per cent (or in some cases 80 per cent)
of the property value, lenders also typically require additional security in the form of mortgage indem-
nity insurance being taken out, which may add considerably to the cost to the borrower of the loan
(see paragraphs 3.23 and 3.30). A mortgage valuation involves an inspection of the property, by an
appropriately qualified property valuer (see paragraphs 4.13 to 4.16), to assess its open market value,
and this requires an examination of its condition to identily any major defects, or other factors, which
may affect its value. The principal actions and procedures that the surveyor is required to undertake
as parl of a valuation, and the definition of open market value, are set out in dctail in the RICS/ISVA
Guidance Notes for Valuers (see Appendix 4.1). In essence, the on-site inspection is limited to easily
visible and accessible parts of the property, and can normally be completed within 30 to 45 minutes.
Additional time is necessary, of course, to prepare the report. The valuer is required to assess the
property and its condition, having regard to the prices realized recently for other similar properties
in the local area. Hence, wherever possible, valuc 1s estimated on the basis of appropriate comparable
properties.

4.7. Many lenders, particularly the high street banks, centralized lenders and the smaller building
societies, require valuers to adhere strictly to the RICS/ISVA Guidance Notes in preparing valuations.
A number of the larger lenders (eg Halifax, Abbey National, Nationwide) use the RICS/ISVA
Guidance Notes as the main basis for valuation procedures, but also issue their own, often highly
detailed, guidance notes, which generally require valuers to use standardized phrases (which may differ
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from one lender to another) in describing the characteristics of the property and to pay special atten-
tion to particilar aspects of the assessment (eg signs of subsidence, possible damage from tree roots
etc). The seven largest lenders, as well as the CML, have emphasized to us that the quality and
consistency of valuation reports has been improved in recent years, partly as a consequence of requir-
ing the use of such guidance notes and partly because of their own monitering and auditing of valua-
tions provided. The valuation reports themselves are usually relatively brief, typically two pages, and
give a summary description of the main features of the property, any major defects (eg rising damp,
dry rot, structural movement ctc), a valuation figure and an estimate of rebuilding costs for insurance
purposes. The report will also indicate whether any retention should be made to allow for the cost
of any remedial work to defects in the property that may be necessary. Details of the comparators
used as the basis for estimating market value are not given, though they are recorded on file, An
example of a valuation for mortgage purposes provided by Halifax is shown in Appendix 4.2.

4.8. Asindicated in Appendix 4.1, open market value is taken to be the best price that could be
realized within a reasonable period of time (having regard to the nature of the property and the state
of the market}, but excluding the value of carpets, curtains etc that may be included in the purchase
price. Lenders and the RICS/ISVA have both emphasized to us that this is intended as an objective,
independent and professional assessment of rcalizable market value. For lenders, the open market
value would be the amount that they could expect to recoup, in similar market conditions, should the
borrower default on the loan, making repossession and subsequent resale necessary. The valuation
may sometimes differ from, and in particular might well be lower than, the proposed purchase price,
either because the buyer had a particular reason for wishing to buy the property, and was therefore
willing to pay a premium, or because the inclusion of carpets, curtains and other items in the sale
agreement had added to the price (or, indeed, because the purchaser is being asked to pay more than
the market value of comparable properties).

4.9. Most lenders require valuation reports to be completed on their own forms, which may
include the terms and conditions of engagement. This ensures that the information provided is of the
type and in the format desired by the lender, which makes easier the subsequent processing and
assessment of the loan application. The largest lenders told us that by commissioning the valuation
work, they establish a direct contractual link with the valuer which enables lenders either to take legal
action against the valuer (often, in practice, to make a claim against his professional indemnity
insurer), should there be evidence of negligence in the valuation. Since the early 1980s, and in particu-
lar as a result of the Yianni v Evans case (sec paragraph 2.17), it has been established that the valuer
may in many circumstances have a legal duty of care (in tort) to the borrower. This means that the
valuer has, or may have, a legal responsibility in such cases to the borrower (as well as to the lender)
to undertake a professionally competent inspection and valuation of the property. The basis for this
judgment was that in many cases the valuer could reasonably expect the borrower to rely on the valua-
tion being sound if the lender accepted it in making the loan, whether or not the borrower had sight
of the valuation, and independent of the fact that the borrower had paid a fee for it. As a result of
this duty of care, should the valuer fail to notice or report on any serious and obvious defects that may
have a material effect on the value of the property (eg evidence of subsidence, dry rot etc), he could
be sued for negligence by the borrower, in addition to his contractual liability to the lender.
Nonetheless, some lenders (eg Woolwich and Leeds) still disclaim, in their valuation reports, any
responsibility to the borrower for the contents of the report on the part of the lender or the valuer.
Woolwich told us that it does so to emphasize that the prospective borrower should obtain his own
survey and because it does not consider itself liable to the borrower for a valuation carried out by a
panel valuer. Many lenders, including Woolwich, indicate in their marketing literature that the
borrower should not rcly solely on the mortgage valuation report, and strongly advise that it is in his
own interests to commission a further survey, ie an HBR or SSY (see Appendix 4.5, which gives an
example from Abbey National).

4.10. A morigage valuation contains all the information on the property required by the lender in
order to decide on the size of the loan it will make and any conditions it will impose. By contrast,
HBRs and S8Ys are more detailed assessments of the condition of the property, commissioned in
most cases by, and carried out for the benefit of, the borrower, A site inspection for an SSY may take
four to five hours and a highly detailed report is usnally provided on all aspects of the building,
including its structural soundness, the condition of the roof, drainage systems, main services (power
and water), etc. The precise coverage of the survey is a matter for negotiation between the house
purchaser and the surveyor. Until the 1986 Act, building societies were not allowed to undertake SSYs
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(or HBRs). An HBR is an intermediate level of report which was first brought into being in the early
1980s. In terms of detail it falls somewhere between a valuation report and a full SSY. Typically, it
may require an on-site inspection taking about two hours for an average-sized property, and the
written report may consist of between six and ten pages (see Appendix 4.3, which gives an example
of an HBR provided by Nationwide). An HBR is more standardized than an SSY, and the RICS/
ISVA issue Guidance Notes outlining what is required of surveyors when it is prepared. Nonetheless,
HBR products offered by different lenders may differ in content to a greater or lesser extent, and they
are often given different names (eg Halifax’s ‘Scheme 2 Report’ and Abbey National’s ‘Report on
Condition and Value’ (RCV)). For both HBRs and $SYs, the inspection required and, therefore, the
survey work undertaken is more extensive than for a valuation only. As a consequence, the additional
work required to produce an assessment of market value is generally quite limited. Indeed, a number
of surveyors told us that, if commissioned to prepare an HBR or SSY, they would usually be willing
to provide a mortgage valuation at little or no extra charge. A number of the larger lenders, eg
Halifax, Abbey National and Nationwide, which employ their own valuers either in-house or in sub-
sidiary companies, often use those valuers to undertake both mortgage valuations and HBRs at the
same time, if requested to do so by borrowers. In some cases, those valuers may alse provide
combined SSYs and valuations, though more often a pancl surveyor will be used where an SSY is
required. The selection and use of valuers employed by lenders, panel and non-panel valuers is
considered further in paragraphs 4.29 to 4.38.

4.11. As explained above, valuations are undertaken for virtually all mortgage and remortgage
applications. Although lenders’ marketing literature often cxplicitly recommends or encourages
borrowers to have either an HBR or §SY carried out, only a minority of borrowers appear do so. The
CML estimated that only about 10 per cent of all borrowers commission their own survey, the
majority of which are HBRs. It told us that this figure is influenced by HBRs commissioned by
companics when they are relocating their employees. Typically, only 1 per cent or less of borrowers
commission a full SSY, and usually these are for older properties or where borrowers have reason
to suspect that there may be structural or other serious defects. Such a report is also more likely to
be obtained, lenders told us, where the borrower is contributing a high proportion of the purchase
price. Whilst such percentages may seem surprisingly small, these figures understate the actual propor-
tion commissioning additional surveys. Some groups of borrowers will have little need for such a
survey, including those who are purchasing a new or nearly new property which may be covered by
warranty arrangements, such as the National House Building Council or equivalent; those borrowers
who are refinancing an existing mortgage, which at present accounts for 10 to 15 per cent of all new
borrowing (sec paragraph 3.3); and those simply taking a further advance on an existing property.
Other information we obtained from the study we commissioned (paragraph 3.60) also suggests that
many HBRs and SSYs are carried out independently of lenders. The majority of purchasers, however,
do appear to rely primarily on the mortgage valuation report (which is now normally disclosed to
them) and their own assessment (or that of friends and relations) of the property’s condition, without
incurring the additional expense of an HBR or SSY.

4.12. As explained in paragraph 3.57, around one in five (ie 20 per cent) of all mortgage valuations
commissioned through lenders do not subsequently lead to a mortgage loan being taken up. In some
cases, this may be because the lender is not willing to grant the loan applied for, either because the
property offers inadequate security or the status or other enquiries in respect of the borrower do not
justify making the loan. More often, however, these aborted applications and valuations reflect a
breakdown in the purchase arrangements, with either the purchaser or the vendor pulling out of the
proposed sale. As explained in paragraph 4.26, it is rare that any subsequent purchasers are able to
use these existing valuations when laler seeking a mortgage loan for themselves.

Surveyors and valuers

4.13. Building societies are required by the 1986 Act (sections 13 and 45—see paragraph 2.13) to
have a valuation available that has been undertaken by a competent person, though the term
‘competent” is not itself defined explicitly in the Act. In practice, most societies, as well as most other
lenders, make it a condition of acceptability that valuers should:

fa) be suitably qualified, which generally means membership of either the RICS (mostly General
Practice Division) or the ISVA;
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(b) have at least two years’ post-qualification, professional experience;
(c) have adequate local knowledge of the arca in which they operate; and
(d) have adequate professional indemnity insurance cover.

Though not defined in the 1986 Act, a dcfinition corresponding to the above conditions is included
in the recent Leaschold Reform, Housing and Urban Development Act 1993 (section 13, sub-
section 7).

4.14. The RICS is the main qualifying and self-regulating, professional body for surveyors and
valuers (see Chapter 8). Its total membership increased significantly during the 1980s, partly as a
result of amalgamations between professional bodies, and also because more surveyors became quali-
fied in this period; it currently comprises nearly 70,000 chartered surveyors practising in a range of
specialisms. Of these, some 30,000 are in the General Practice Division, which has primary responsi-
bility for those RICS valuers either undergoing training, including that on valuation procedures, or
operating in both the residential and commercial property sectors. Most of these are employed in the
non-residential scctor on commercial property valuation work and management, by the Government,
by industrial or commercial companics, or by building or property companies. Although no reliable
statistics are available, the RICS estimated that there are possibly around 5,000 or so qualified
surveyors, including ISVA members, who currently undertake residential mortgage valuation or associ-
ated work, either as employees of mortgage lenders or in independent firms and companies. Details
of surveyors employed, either directly or indirectly, by the largest building society lenders are given
in paragraphs 4.29 to 4.31 and Table 4.2

4.15. The supply of valuers (predominantly surveyors) who are qualified to carry out such mortgage
valuations is highly fragmented, within scveral thousand independent firms. Some of these are sole
practitioners, many more are partnerships or larger firms providing valuation and surveying services,
and therc are also many qualified valuers employed by estate agency firms and by lenders themselves.
Some of the larger surveying firms and companies, including those owned by lenders, provide such
services on a national or near-national basis, whilst others operate either regionally or local to a parti-
cular area. In general, valuers of residential properties are widely dispersed throughout the UK,

4.16. Because information from other sources was limited, and in order to understand the provision
of valuation services better, we commissioned a study of firms of surveyors by a firm of outside
consultants (see paragraph 3.60). The sample included nearly 900 offices of surveyors who carry out
mortgage valuation work, HBRs and SSYs. A summary of the main findings of the study is at
Appendix 4.4. Amongst other things (see paragraphs 4.37, 438 and 4.41), the study confirmed that
the market for valuation services relating to residential properties is highly fragmented, with many
small firms and partnerships operating throughout the UK. On average, firms of surveyors in the
sample had an annual fee income on all types of residential work of around £100,000 or so, though
the turnover for sole practitioncrs was typically less, at around £60,000 a year. Panel commissions (ie
work arising from the valuers being on lenders’ panels) was found to be a major source of business
and income for many of them. Around two-thirds of firms of valuers are on the panels of up to ten
different lenders, though some (7 per cent) were on 50 or more pancls.

Selection of valuer

4.17. In this section, we consider the extent to which it is lenders rather than borrowers who
exercise control over the selection of valuer to undertake a mortgage valuation, whether on its own
or in combination with an HBR or SSY. Lenders indicate their general policy and approach to the
selection of valuers in their markcting literature, some of which deals specifically with valuation
services (eg Abbey National’s pamphlet on valuation services, shown in Appendix 4.5). The marketing
literature of many lenders often state cither in general terms that a valuer appointed by that lender
will undertake a valuation (eg as in the case of C&G); or that the valuer may be an in-house surveyor,
one employed in a subsidiary company of the lender or one from its approved panel (eg as in the case
of Halifax). On the mortgage application forms of most lenders, borrowers are neither requested nor
required to indicate any choice with regard to the selection of valuer, other than to accept one
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appointed by the lender concerned. In practice, however, some lenders may, as they told us, be more
flexible in certain circumstances than is indicated in their literature.

4.18. A summary of the degree of control exercised by the seven largest lenders is given in Table
4.1. As shown, with the cxception of Barclays and, to a limited extent, C&G, each of these lenders
selects or nominates the valuer to undertake a valuation when this is done on its own. Lenders also
require the valuers to provide the valuation report on the lenders’ own forms. These lenders also told
us that this ensured that they received the information necessary to suit their own lending policies and
internal systems of control. In the case of Barclays, the local branch manager in practice usually
selects the valuer, on the basis of his knowledge of suitable valuers operating in the local area. No
formal panel, either centralized or local, of valuers is used. Barclays told us, however, that it would
normally be willing to agree to the use of a valuer nominated by a borrower, at the discretion of the
branch manager, if the valuer so nominated was suitably qualified and otherwise acceptable. This
would normally arise in circumstances where the borrower was obtaining his own HBR or SSY. C&G
told us that it too would agree, in certain circumstances, to the use of a valuer selected by a borrower.

TABLE 4.1 Restrictions by the seven largest lenders on the choice of valuer

Lender 1* 2 3
Halifax Select Panel Panel
Abbey National Select Select Panel
Nationwide Select Panel Agree
Barclayst Select/Agree  Select/Agree  Select/Agree
Woolwich Select Select Panel
Leeds Select Select Agree
Ca&G Select/Agree  Panel/Agree Panel/Agree

Source: Mortgage tenders.

*Responses apply to the UK other than Scotland, where lenders generally accept valuers selected by intermediaries,
if the valuers so nominated are on the lender’s panel.

+in practice, Barclays usuzlly selects the valuer from one of those it uses regularly (it does not operate a panet), but
will accept a valuer nominated by a borrower, if suitable,

Key: (a} Questions put to mortgage lenders:
1. Do you select the valuer where just a mortgage valuation is involved?
2. What constraints do you place on the selection of a surveyor by a borrower to conduct an HBR {to include a
valuation acceptable to you)?
3. What constraints do you place on the selection of a surveyer by a borrower to conduct an SSY {to include a
valuation acceptable to you)?

(b) Responses:
Select: Selected by the lender (either in-house, subsidiary company or panel valuer).
Panel: Surveyor from lenders’ panel.
Agree: Lender has to agree to choice of surveyor made by the borrower or intermediary.

4.19. In the UK, apart from Scotland, it is also the case that most lenders will not now permit an
intermediary to nominate the valuer. In Scotland, however, because of the different arrangements and
procedures for house purchase (sec paragraphs 2.8 to 2.12), valuers are often chosen by such
intermediaries, though their range of choice is nonetheless limited to those valuers on the panel of
the lender concerned.

4.20. Wherce a borrower is refinancing an existing mortgage but arranging this with the same lender,
eg changing from a mortgage at a variable rate to a fixed-rate product, a revaluation may be required
by the lender. In these circumstances, it may be possible in some cases to use the valuer who carried
out the original valuation. If so, the borrower would be charged a revaluation fee, which is lower than
that for a new valuation. This is unlikely to be possible, however, where the borrower is switching to
a different lender, since most lenders in these circumstances require a new valuation to be undertaken
by a valuer of their choice, and charged for on the basis of their standard fee scales. Because of the
limited overlap between the panels of the seven largest lenders (see paragraph 4.34), the valuer who
carried out the original valuation may well not be on the panel of, or otherwise acceptable to, the new
lender.
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4.21. The majority of other lenders, including many building societies, control the selection of the
valuer in much the same way. A summary of this and other practices by a sample of mortgage lenders,
including the seven largest, is given in Appendix 4.6. As shown in the table, the Cumberland Building
Society and Buckinghamshire Building Society are amongst those societies that do not insist on selec-
ting the valuer, when a mortgage valuation only is commissioned. Likewise, some of the high street
banks, including Lloyds and NatWest as well as Clydesdale Bank PLC (whose business is mainly in
Scotland) and Citibank Trust Ltd, operate in a similar way to that of Barclays. This means in practice
that if the borrower expresses a wish to nominate a valuer when applying for a mortgage, the lender
will accept the nominee provided he is suitably qualified and otherwise acceptable to that particular
lender. A list of other lenders who we subsequently contacted, indicating which practices they adhere
to, is given in Appendix 4.7.

4.22, Where a valuation is to be undertaken at the same time as either an HBR or S§Y, the seven
largest lenders, again with the exception of Barclays, normally either select the valuer themselves or
limit the borrower’s choice to that of a panel valuer, as shown in Table 4.1. Where explicitly requested
by a borrower, however, some lenders permit a degree of choice. Leeds, for example, will accept a
combined valuation and SSY from a non-panel valuer who is suitably qualified and otherwise
acceptable. C&G does likewise where a valuation and an HBR (or SSY) are combined. Following
discussion with the OFT, the BSA issued guidance in 1979 (in its circular B82274, which is shown in
Appendix 4.8) to the effect that valuations combined with S§Ys (HBRs were not in being at that time)
from non-panel surveyors nominaled by borrowers should be considered for acceptance by building
society lenders. During the 1980s, however, many societies ceased to follow these guidelines, which
have, however, not been updated or revised since first issued.

4.23. Lenders have emphasized to us that these restrictions on the selection of valuer apply only
to the valuation component, though, in examining lenders’ marketing literature, one building society
made the commissioning of an HBR on any property which had been built pre-1914 a condition of
acceptance for one of its mortgage products. Borrowers are normally free to choose their surveyor
for an HBR or SSY on its own, but where they do so, and the surveyor chosen is not acceptable to
the lender as a provider of the valuation, they are still liable in most cases for a separate valuation
fee levied by the lender, as well as the cost of any survey they may have commissioned. Because this
involves two surveyors, each making a separate site visit, the overall cost will generally be higher than
if the same surveyor is used.

4.24. A further aspect of lenders’ control over the use of surveyors is that most of the largest
building society lenders, though not some of the banks, restrict borrowers’ access to the lender’s
nominated valuer, both before and during the valuation itself, and also, in most instances, after
completion of the report. As a result, borrowers are usually not able to discuss either the property
or the details of the valuation report directly with the valuer, though lenders told us that prospective
borrowers are permitted to contact the local branch at any stage, cither to offer views or to seck clari-
fication of the report. The major society lenders told us that these restrictions were necessary to
obviate the possibility of an informal contractual relationship developing between borrowers and
valuers; and also to limit any pressure that borrowers might bring to bear on valuers. Some lenders,
eg Abbey National, also restrict contact between borrowers and valuers when a combined valuation
and HBR is to be undertaken, basically for the same reasons. Lenders do not seek, however, and are
not able, to restrict contact between the two when a combined valuation and an SSY is to be carried
out, because the detail and scope of the survey has of necessity to be discussed and agreed between
the borrower and the surveyor.

4.25. In some cases, house purchasers may have commissioned an HBR or SSY, perhaps with a
mortgage valuation included, in the coursc of negotiating the purchase of a property and prior to an
application being made for a mortgage loan, However, the major building societies and most other
lenders will generally not accept for mortgage purposes any valuation included in such reports.
Nonethcless, some lenders, particularly the banks, may in some circumstances accept such prior
valuations, at their discretion. In such cases, they may require the valuation to be transcribed on to
their own documentation, and may also still charge the borrower a fee to cover administration costs.
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4.26. Similarly, most building societies will not normally accept an existing valuation that was
commissioned by another lender. Halifax, Abbey Natienal and Woolwich said that they only accept
valuations that they themselves have commissioned from their own in-house subsidiary company and
panel valuers, and that each new application requires a separate valuation. As indicated above, some
of the banks may in some circumstances be willing to accept prior valuations. Both Nationwide and
Leeds told us that they may accept prior valuations commissioned by other lenders, but only if the
surveyor had been one of their own subsidiary company valuers or one on their panel, and if the
valuation had been submitted on their own forms. As with the other major society lenders, they do
not accept previously commissioned valuations carried out by the staff or panel valuers of other
lenders.

4.27. In their evidence to us, neither the CML nor the great majority of the lenders contested that
these controls or restrictions on the selection of the valuer have been and are widely applied within
the morigage-lending industry. Indeed, they stressed to us that they regarded mortgage valuations as
being solely or primarily for the purposcs of the leader, to ensure that the property concerned offered
adequate security for the loan requested, even though the borrower, since the early 1980s, had
generally been given a copy of the report and a fee for the mortgage valuation was paid by the
borrower. Moreover, the largest lenders (and the CML) told us that by retaining control over the
selection of the valuer they were able to maintain and improve valuation standards and limit their
exposure to fraud and negligence by valuers (sce paragraphs 4.58 to 4.75, 6.16 to 6.18 and Chapter 7).

4.28. In contrast, bodies representing the interests of valuers, the RICS/ISVA and the Independent
Surveyors Association {ISA), as well as individual firms of surveyors, have expressed concern about
the restrictions currently imposed by lenders (see Chapter 8). They emphasized to us the need to
promote borrower choice, in order to ensure that borrowers receive the best possible professional
advice and to foster fair competition in the market for services amongst all suitably qualified and
competent surveyors, including those not currently on some lenders’ panels. The RICS told us that
it recognized that the problem of borrower choice only arises where HBRs and SSYs are
commissioncd when it is the borrower who is the client.

Use of in-house, subsidiary company and panel valuers

4.29. Some of the seven largest lenders have had their own, directly-employed, in-house valuers for
many years. Prior to 1986 these were relatively few in number, with the great majority of valuations
being undertaken by independent panel surveyors, and building societies were not allowed to carry
out HBRs or SSYs at that time (see paragraph 4.10). Since 1986, however, and most particularly since
the largest societies acquired a number of estate agencies, lenders’ employment and use of different
categories of valuer has changed significantly in a number of ways. Five of the seven largest lenders
(ic Halifax, Nationwide, Abbey National (until August 1993), Woolwich and Leeds) have recently
owned or now own subsidiary companies which provide valuation and associated survey services on
a national basis, both to their lender parent organizations and also to other lenders. The numbers of
in-house valuers directly employed by lenders has also increased in recent years, whilst the number
of firms on some lenders’ panels has been reduced. As a consequence of these changes, and also the
decline in the total number of valuations undertaken each year (sce paragraph 3.56), both the amount
and the proportion of valuation work done by panel valuers has fallen, and the corresponding share
of the work donc by in-house valucrs and the subsidiary companics of the largest lenders has risen.

4.30. Tablc 4.2 shows, for the period 1988 to 1993, the numbers of in-house valuers employed by
the seven largest lenders, those in subsidiary companies owned by them and the number of firms and
practices on their panels. As regards the first category, Barclays is the exception amongst the seven
largest lenders in not having any in-house surveyors (nor does it have any subsidiary companies
providing valuation services, or a formal panel). The other main lenders increased their employment
of in-house valuers in the period 1988 to 1991 from a total of around 400 to about 530. Since then,
the overall number has been reduced to around 360 in 1993; the main reason is that two of them,
Nationwide and Woolwich, rcorganized their valuers and moved all in-house valuers into their sub-
sidiary companies. For those of the largest lenders that have retained their in-house valuers the
numbers employed are much the same now as in 1991.
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TABLE 4.2 In-house, subsidiary company and panel valuers used by the seven largest lenders, 1988 to 1993

Lender 1988 1989 1990 1991 1992 1893
Halifax
In-house {staff) 24 72 89 86 119 119
Subsidiary (staff)* 140 194 231 228 252 262
Panei (firms) 639 738 794 777 770 741
(offices) 1,238 1,481 1,672 1,567 1,525 1,533
Abbey Nationaht
In-house (staff) 122 123 132 132 134 133
Subsidiary (staff) N/A N/A 88 95 87 82
Panel (firms) N/A N/A N/A N/A N/A N/A
(offices)t 1,400 1,400 1,400 900 900 885
Nationwide
In-house (staff) 120 116 118 133 0 0
Subsidiary (staff) N/A N/A 178 235 290 281
Panel {firms) 716 716 716 716 716 716
{offices) 1,242 1,242 1,242 1,242 1,242 1,242
Barclays No in-house valuers, or subsidiary companies providing
valuation services, and does not maintain a panel.
Woolwich§
In-house (staff} 72 75 75 73 73 0
Subsidiary (staff) 0 4 7 61 54 127
Panel {firms) 650 650 650 650 650 550
{offices) 1,300 1,300 1,300 1,300 1,300 1,300
Leeds
In-house (staff) 46 60 69 70 70 70
Subsidiary (staff) 60 53 48 43 41 39
Panel (firms) 547 568 537 559 581 591
(offices) N/A N/A N/A N/A N/A N/A
C&G
In-house (staff) 19 17 23 37 37 39
Subsidiary (staff) 1 2 4 5 o 0}
Panel (firms)q 600 600 600 416 430 384
{offices) N/A N/A N/A N/A N/A N/A

Source: Mortgage lenders.

*Data for 1990 to 1992 are Halifax’s best estimates.

tCornerstone was sold on 31 August 1993. Abbey National no longer has any subsidiary (staff) valuers.

$The figures given are the MMC's best estimates.

§Woolwich told us that it does not keep historical records of panel movements. It said that the size of the panel had
remained fairly constant between 1988 and 1893, and that its panel included around 3,500 individual valuers.

fIRecords of years prior to 1991 are not available, but C3G estimated that there were about 600 firms on its panel
at that time.

Note: N/A= not available.

4.31. The main expansion in numbers of valuers employed by these largest lenders has becen in their
subsidiary companies, i Colleys (Halifux), Cornerstone (Abbey National), Nationwide Survcyors
(Nationwide), Woolwich Surveying Services Ltd (Woolwich: trades under the name of Ekins
Surveyors) and PLUK (Leeds). In 1988 there were about 200 individual surveyors employed in such
subsidiary companies, mainly in Colleys (Halifax) and PLUK (Leeds)—see Table 4.2. Since then, other
lenders have acquired chains of estate agencies and associated valuers, and then established their own
subsidiary companies providing valuation services. By 1993 the total numbers of qualified valuers
employed had increased to nearly 800, but Abbey National sold off its Cornerstone subsidiary in
August 1993, with the effect that the total number of valuers employed in the subsidiary companies
of the largest lenders has been reduced to about 720.

4.32. With regard to panel valuers, the largest lenders were not able to provide accurate figures

for the numbers (or the identity) of panel firms in earlier years. The data were also limited to the
number of firms and in some cases to the number of individual offices appointed, because this is the
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basis on which lenders typically establish and maintain their panels. A number of firms of valuers told
us however (see paragraphs 8.53 to 8.58), that there had been a number of changes in recent years
in the operation of the panel system, Lenders have reduced the size of their panels; it was now almost
impossible for other valuers to gain admission to such panels; panel valuers were now getting a
reduced share of the more limited valuation work available, because lenders were discriminating in
the allocation of work in favour of their in-house and subsidiary companies’ valuers; and they were
finding that the system was now increasingly dominated by these subsidiary companies.

4.33. As regards the first of these claims, Nationwide and Woolwich told us that the size of their
panels had not changed significantly in recent years. Abbey National told us that it had carried out
a rationalization of its panel in the second half of 1991 and carly 1992, removing firms to which it was
not able to provide a meaningful supply of instructions given the decline in housing market activity
(and also a few others were removed for failure to provide a high-quality service). Halifax’s panel
increased in the late 1980s, but has been reduced since 1990 by around 7 per cent. That of Leeds
appears to have increased slightly in recent years, whilst that of C&G has been reduced more signifi-
cantly, from around 600 to ncarly 400. Other lenders (eg the centralized lenders and a number of
building societies) also told us that they had reduced their panels in recent years, but becaunse of the
limited information made available we were not able to estimate the overall effect. A number of the
larger lenders told us that there were ongoing costs, including those of training and monitoring,
involved with keeping valuers on their panels, and that with the downturn in overall demand they had
limited the size of their panels in the interests of cost efficiency as well as of prudential control.

4.34. The seven largest lenders gave us details of the individual firms on their pancls in 1993,
though in most cases they were not able to provide comparable information for earlier years. We
undertook an analysis of these panel lists to determine the extent of overlap or commonality between
them. From the data available, it was apparent that each of the main lenders includes on its panel
many of the offices of the subsidiary companies of the other main lenders. Thus Colleys, Nationwide
Surveyors, Woolwich Surveying Services (Ekins Surveyors), PLUK and also Cornerstone, which was
formerly owned by Abbey National, are all on the panels of the main lenders. With regard to other
firms of valuers, however, the extent of overlap of the panels of the largest lenders appeared to be
modest. We identified some 177 individual offices of these other valuation firms that were common
to the three largest lenders, ie Halifax, Abbey National and Nationwide, but these represented, in our
estimates, only around 5 per cent of the total of all firms (excluding the subsidiary companies of the
largest lenders).

4.35. On the question of whether it had become more difficult for valuers to gain appointment to
lenders’ panels, each of the largest lenders, excluding Barclays which does not operate a panel, told
us that it had made few new appointments to its panel since around 1990. This reflected, they said,
the downturn in market demand, the increased availability of in-house and subsidiary company valuers,
and the need to contain the costs of panel management. Reflecting this, around four out of five (80
to 90 per cent) of applications by valuers to join their panels were rejected by the largest lenders in
1992, A substantial proportion of the complaints put to us by valuers during our inquiry concerned
the difficulty they had experienced in getting appointed to lenders’ panels.

4.36. As explained above, a difficulty encountered by those valuers who were on the panels of
various lenders was that both the number of instructions and the share of valuation work had declined
during the recession, with a larger proportion going to the lenders’ in-house and subsidiary company
valuers. The largest lenders told us that on average around three-quarters of their panel were used
regularly and that they saw benefits from panel valuers undertaking valuations on a regular basis, since
this helped to maintain both professional standards and the valuers” familiarity with the changing
requirements of lenders. They also provided us with information for 1992 on the proportion of valu-
ation and combined valuation/HBR work undertaken by in-house valuers, those in subsidiary
companies and panel valuers, which is summarized in Table 4.3. This shows that, excluding Barclays,
around 26 per cent of valuation work, on a weighted average basis, was typically awarded to panel
valuers, and around 40 per cent of combined valuation/HBR work, the rest being done by in-house
valuers and those in the subsidiary companies of lenders. C&G puts all HBR and SSY work out to
external surveyors. In the case of Nationwide, however, some 95 per cent of all valuation and HBR
work is carried out by its subsidiary company, with only 5 per cent going to panel valuers. This reflects
the order of priority adopted by lenders in the allocation of work. Lenders, again with the exception
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of Barclays, told us that, unless there were conflicts of interest (see paragraphs 4.43 to 4.56) or other
difficulties (for example, of availability), or special circumstances (eg the valuation of country estates),
they would normally instruct in-house valuers where possible. If that were not possible, or if it was
more appropriate to do so, they would then instruct a valuer in their subsidiary companies. If that
were not possible, or it was more appropriate to do so, they would instruct a panel valuer. They
explained also that the order of priority might vary between different areas, since in some locations
they might not have either in-house or subsidiary company cover; and for SSYs, panel surveyors were
more commonly used than their own staff. Overall, however, lenders would seck to use their in-house
and subsidiary company valuation capacity as fully as possible, and to use panel valuers only where
necessary and appropriate. The lenders also explained that the large reduction in valuation work
required because of the downturn in housing demand since the peak of 1988/89 meant that it was
inevitable that panel valuers were now getting less work than previously.

TABLE 4.3 The proportion of the seven largest lenders’ valuation and combined HBR/valuation work carried out
by in-house valuers, those in subsidiary companies and panel valuers, 1992

per cent
Mortgage valuations HBRs /valuations
Lender In-house Subsidiary Panel In-house Subsidiary Pane/
Halifax 36 35 29 13 47 40
Abbey National* 69 8 23 45 18 37
Nationwide 0 95 5 0 g5 5
Barclayst 0 0 100 0 0 100
Woolwicht 0 86 14 0 52 48
Leeds§ 64 4 32 64 4 32
C&GT 37 0 63 0 ¢] 100

Source: Mortgage lenders.

*Abbey National sold its Cornerstone subsidiary in August 1993.

+Barclays has no in-house valuers or subsidiary companies providing valuation services and does not maintain a
panel.

tWoolwich now has no in-house surveyors; all valuation and HBR work is done through its E£kins Surveyors
subsidiary.

§Includes valuations and HBRs under ‘in-house’' and all three types of reports under ‘subsidiary’ and ‘panel’ headings.

Mincludes valuations under ‘in-house’ and all three types of reports under ‘panel' headings.

4.37. The study we commissioned (sce paragraph 4,16 and Appendix 4.4), also provided evidence
on the operation of the panel system, Qver 80 per cent of the sample said that they were on the panel
of at least one lender. Two-thirds of the total were on the panels of up to ten different lenders. The
average was as high as 18, because it was influenced by the fact that 7 per cent of respondents were
on 50 or more separate panels. Those on most panels tended to be the larger firms of surveyors,
including those owned by the largest lenders, which were often limited companies. As regards the type
of work commissioned, the study shows some clear differences between work commissioned as a result
of being on lenders’ panels (panel work) and that commissioned independently, which in most cases
would have been commissioned dircetly by individuals considering house purchase, usually with the
aid of a mortgage (see Appendix 4.4, Table 17). More than two-thirds of panel work was accounted
for by mortgage valuations on their own, most of the remaining work being HBRs and SSYs
combined with a valuation. In contrast, and as noted in paragraph 3.60, non-panel work is mostly
HBRs and SSYs, with or without a valuation, and only 17 per cent is accounted for by mortgage
valuations provided on their own. This is consistent with information provided by the largest lenders
(see paragraph 4.36 and Table 4.3). Moreover, panel work on valuations, HBRs and §SYs accounted
for around 40 per cent of all work involving residential properties, and over half of the total for those
surveyors on lenders’ panels. For 20 per cent of the sample, panel work accounted for more than
75 per cent of all residential work. This suggests that there is a rather limited amount of work
involving mortgage valuations alone which is available for those surveyors who are not on lenders’
panels,

4.38. In part reflecting this distribution, the study revealed (see Appendix 4.4, Table 12) a
substantial number of claims of work lost when prospective borrowers wanted a particular surveyor
to be used, but could not do so because the valuer was not on the appropriate panel, so that the
lender was unwilling to accept a valuation from him. Only 16 per cent of valuers in the sample said
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that they had lost no work in this way over the past 12 months. Over half of all firms of valuers, and
60 per cent of sole practitioners, claimed that they had lost up to 25 instructions in this period for this
reason. The average number per firm of valuers of commissions lost in this way was 39. With regard
to lenders’ discrimination in favour of their own in-house and subsidiary company valuers, almost two-
thirds of valuers on lenders’ panels said that the proportion of their work that had come from panel
commissions had decreased over the past year (see Appendix 4.4, Table 11).

Reciprocity

4.39. Reciprocity is a practice whereby some lenders may require valuers to introduce mortgage
business to them as a condition either of appointment to their panel or of receiving instructions to
undertake valuations. We were told that the latter may also involve the lender rationing the number
of instructions given in relation to the volume and value of business introduced, for example awarding
three instructions for cach borrower introduced. This has been a matter of concern for many years
both to the RICS and the ISVA and also to those valuers not able to introduce business, because, as
they see it, reciprocity results in a distortion of competition between valuers and unfair discrimination
against some groups of fully competent valuers, eg those not associated with intermediaries or estate
agencies.

4.40. The RICS, and others, told us that introduced business in general—though not necessarily
involving formalized reciprocity, and not necessarily by valuers—had long been a feature of this
market, and that overall it accounted for probably 40 to 50 per cent of all residential mortgage
lending. For some lenders the proportion of introduced business can be as high as 80 per cent, whilst
some other lenders (eg Barclays) do not accept any introduced business. We have also been told that
it is not unknown, often as a limited-period promotional campaign, for lenders (eg Nationwide) to pay
a commission to introducers, though Halifax and Abbey National, for example, both told us that they
do not pay such commissions. The RICS expressed concern to us that lenders in recent years, particu-
larly as their panels had been reduced or restricted, had begun to make reciprocity a condition of
entry to the panel and for securing valuation work. All the seven largest lenders told us, however, that
whilst some of their panel do introduce business to them, it accounted for only a small proportion of
the total, and they do not make reciprocity a condition either of appointment to their panels or of
receiving valuation instructions. C&G also stated that of its panel of around 400 valuers, three-
quarters of them did not introduce any busincss to it. By contrast, the RICS provided us with a
number of examples of letters to valuers from lenders which appear to indicate that at least some
lenders do make reciprocity a condition; and a number of individual valuers have also submitted
similar cvidence to us (see Chapter 8). Some lenders (eg Britannia) have told us that reciprocity has
been a feature of the market in the past, but this was no longer the case.

4.41. The study that we commissioned (see Appendix 4.4) also provided evidence on this issue.
Three-quarters of the sample who were on lenders’ panels said that they do not introduce new
business to the lenders concerned (as C&G said is the case with its panel). Of the quarter that do,
some 80 per cent introduced up to ten borrowers a year. Most valuers (ie over hall of the sample
respondents) said, however, that they were aware of lenders who expected to receive introductions
in exchange for providing valuation work. The average number of lenders quoted was 14. Of those
valuers who did introduce new business, about half of them considered that making these introduc-
tions was a necessary condition for inclusion on the panel. Of this last group (ie those who said that
introductions were nccessary), some three-quarters stated that they had lost business over the past
year because they were not able to introduce new business. This group, however, accounted for only
some 8§ per cent of the total number of valuers in the sample.

4.42. Tn recent years the OFT has also received complaints about and evidence of reciprocity, and
expressed concern to the CML, as has the RICS. Following discussions over several months during
1992 between the CML and the RICS, they issued an agreed ‘position statement’ in November of that
year, which states as follows:

In respect of the appointment of valuers to lending institutions’ valuation panels, it is agreed

that the lending institutions’ approach should be to make such appointments on the basis of
the ability of the valuer to provide the required inspection and valuation service competently,
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promptly and with the required professional indemnity insurance. In the event of there being
more valuers meeting the above criteria than the lending institution requires to cover the
subject area, that lending institution may take into account in making its selection the ability
of the valuer to introduce other business.

The CML and some of the largest lenders told us that, in practice, this permits lenders to use the
potential for introduced business as a ‘tie-breaker’ in deciding which valuers to appoint to their panels,
when there is an excess supply of suitable valuers wishing to join their panels, as has been the case
in recent years.

Conflicts of interest

4.43. As explained above, a mortgage valuation is intended to be an impartial and competent
assessment of the open market value of the property concerned. The RICS and others have suggested
to us that the independence or accuracy of a valuation may be threatened or undermined where a
valuer faces conflicts of interest. The RICS views a conflict of interest as arising in various
circumstances: where a valuer is unable to give full, proper and unbiased advice to a client because
he acts for another person or has other obligations or pressures that detract from, or affect, his
relationship with the client; or because conflicting duties are owed to different clients; or there is an
appearance that the valuer is profiting from his own position. Such potential conflicts are most likely
to arisc where the lender has some form of commercial or financial interest in the sale, which may
occur, for example, where the lender either owns the property (eg a repossessed home) or is the
selling agent and receiving some form of commission fee (ie when it owns the estate agency).

4.44. The 1986 Act, section 13, specifically disqualifies certain categories of person from making
a report on the value of the property in question. It disqualifies:

— building society staff who are engaged in assessing and approving the mortgage application;

— any person who has received a commission from the society for introducing the would-be
borrower;

— any person, and associated person, who has a financial interest in the disposition of the property;
and

— any person who receives a commission for introducing the parties to the property transaction.

4.45. Tt is generally accepted that section 13 precludes a valuer employed by a society or by its
subsidiary valuing a property for a new mortgage where the property concerned has been repossessed
by that society, and is being sold by it. But in the late 1980s the RICS became concerned that other
conflicts of interest for valuers may exist as a consequence of societies” involvement in estate agencies.
In January 1986 the RICS took legal advice on various situations that could arise and received the
following advice:

fa) an in-house surveyor would not be precluded from valuing where a society’s estate agency
subsidiary was conducting the sale;

(b) a valuer employed by one subsidiary would not be precluded from valuing where the sale was
being conducted by another subsidiary; and

{c) avaluer employed by a subsidiary of a society was precluded from acting where that subsidiary
was also selling the property on behalf of the building society, for example under its powers
of sale under a mortgage decd.

4.46. Lenders have always had to carry out a certain percentage of repossessions but the level
increased markedly in the early 1990s. For most of the 1980s, for example, total repossessions were
under 20,000 properties a year, but in 1991 this rose to some 75,000. The level in 1992 was not much
less, but repossessions in 1993 were down to under 60,000.
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4.47. The provision of estate agency services by building societies is a recent phenomenon, arising
only after societies were permitted by the 1986 Act to widen their activities in this way. A number of
lenders, eg Halifax, Abbey National, Nationwide (see paragraphs 3.10 and 3.11), have acquired large
chains of estate agents (and in some cases have later disposed of them).

4.48. There has been a difference of opinion over the interpretation of section 13(2) of the 1986
Act where a valuation report is to be made on a property in connection with a prospective loan where
the society in question is already the mortgagee to the vendor. The debate was initiated by legal
advice obtained by the RICS in Scotland in January 1987, which concluded that staff and subsidiary
company valuers would be precluded from valuing in those circumstances. The RICS in England took
further advice. This concluded that a society’s own employees were not precluded from carrying out
the valuation and preparing the report. The society only had the necessary financial interest when it
either owned the property outright, or some other security holder was exercising powers of sale under
a morlgage. This view has been contested, but the issue has yet to be dealt with in a court of law.

4.49. In 1987 an RICS working party was established to consider the question of conflicts of interest
in residential estate agency. The working party in its deliberations noted that a perceived conflict of
interest arose when a staff or subsidiary company valuer was valuing a property that was being sold
either through the estate agency arm of the building society which employs the staff valuer or through
a subsidiary of the parent organization. Tt considered the suggestion that there should be a prohibition
on staff and subsidiary company valuers taking instructions to value propertics which were being sold
through the estate agency arm of the parent organization which employs the valuer, but recommended
against it.

4.50. Following presentation of its initial report in 1990, the working party was asked to widen its
study and look into conflicts of interest generally. It was also asked to reconsider its views on a pro-
hibition on in-house and subsidiary company valuers,

4.51. The working party concluded that the RICS should opt for disclosurc rather than prohibition.
It considered the legal grounds for disqualification; it recognized that choice of valuer must rest with
the lender; it considered the pressure that might be exerted on a valuer and concluded that a panel
valuer could feel under similar pressure to enable transactions to go ahead, in order to sustain
continuing business, as in-house and subsidiary company valuers; it noted that a valuer who succumbs
to pressure and values to order would be dealt with severely under the RICS’s disciplinary rules; and
it noted that there was little evidence that members of the public complain about valuers’ lack of
independence.

4.52, The RICS’s rules are subject to scrutiny under the restrictive trade practices legislation and
it thercfore sought an informal view from the OFT. Whilst not wishing to prejudge his position the
DGFT commented that disclosure was better than prohibition. He advised that he started from a
presumption that prohibition tends to have anti-competitive effects, and went on to say that he would
need to be persuaded that there was a problem of such magnitude that prohibition was appropriate
despite its anti-competitive effects.

4.53, In the absence of such evidence the RICS concluded that it would be dilficult to persuade the
OFT that prohibition was in the public interest.

4.54, The RICS simultaneously raised with the CML the question of disclosure and the possibility
that if a borrower felt unhappy with the relationship of the valuer with the lender he could ask for
another valuer with a different relationship. The CML refused to agree to this but instead agreed to
a disclosure of relationship along the lines: ‘A valaation may be carried out by a valuer employed by
the lender, a valuer from a subsidiary company, or an independent panel valuer from the private
sector” The CML’s members were subsequently advised (see Appendix 4.9) to inform borrowers,
either in their marketing literature or on the mortgage application form, as they wished, that the
valuation might be carried out by an in-housc valuer, a valuer in a subsidiary company of the lender,
or an independent panel valuer. The CML further advised that promincnce should be given to the
notice to borrowers, and that it should not be a ‘small print’ exercise. We have examined the market-
ing literature and mortgage application {orms of a number of lenders and found that many comply
with the CML guidance. Halifax, Abbey National and Woolwich, for example, indicate clearly in their
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marketing literature that the valuation may be either from their in-house staff, from a subsidiary
company, or a panel surveyor. Nationwide, on the other hand, includes such information in the notes
to its mortgage application form. By contrast, it is on the valuation report that Leeds shows whether
it was carried out by one of its own valuers or a panel valuer. We note, however, that borrowers are
not positively requested or required to indicate that they have no objection to these arrangements.
Lenders told us that borrowers appear to be unconcerned about these arrangements and that
borrower complaints on this issue are rare.

4.55. In the course of this inquiry concern has been expressed to the MMC by members of the
public and individual surveyors (see Chapter 8) that lenders’ valuers might be subject to pressure from
lenders to be less than fully objective in their evaluation, leading to either undervaluations or, in some
circumstances, to overvaluations of properties. Undervaluations, for example, could in principle, at
least, work to a lender’s advantage if it wished to minimize risk by reducing its loan:value (equity)
ratio. It might also gain financially from an increased take-up of mortgage indemnity insurance.
Particularly in rccent years there have been a limited number of instances where borrowers have
claimed that valuers have undervalued the property, but this might reflect caution following the experi-
ences of the property boom. Alternatively, if the lender were acting also as the selling agent, it might
see advantage in a valuation that was not lower than the agreed purchase price, in order to minimize
the risk of the sale not going ahead and thereby increasing the chances of it receiving its commission
on the sale, as well as any commission that might arise from the sale of any associated insurance
products. All the largest lenders, however, told us that there would be no advantage to them from
either under or overvaluations: lenders’ primary interest is to have available a reliable valuation which
is free from any bias. They also told us that such under- or overvaluations by lenders would be in
contravention of the terms of the 1986 Act, and that, for valuers, such activity would be contrary to
their professional bodies’ code of conduclt.

4.56. The RICS told us that potcntial conflicts of interest was a difficult area to deal with but it
continues to have concerns. It stated that notwithstanding the lenders” gencral compliance with the
CML’s disclosure guidance, the matter was of such concern that it was being kept under review.,

4.57. As explained previously, those lenders employing valucrs in-house and within subsidiary
companies assign much of the work available to those valuers. Major society lenders (eg Halifax,
Woolwich and Leeds) told us that in doing so, they believe they comply fully with the requirements
of the 1986 Act.

Fraud and negligence

4.58. The nature and incidence of fraud and negligence in connection with the provision of mort-
gage valuations are difficult matters to address, at least partly because the evidence available is
inherently incomplete. Nevertheless, the subject is of particular importance to some of the central
issues in this inquiry. The largest lenders, for example, have emphasized to us that the main restric-
tions they apply to the selection of valuers are required largely as a matter of prudential control, in
order to limit their exposure to fraud and negligence, to accord with guidance under the BSC'’s
Prudential Notes {see paragraph 2.15) and that of some police fraud squads. One lender also told us
that those lenders who did not operate such controls tended to charge a higher rate of interest on
mortgage loans than those who do.

4.59. In this section, we deal first with the general nature of fraud and negligence in this area;
secondly, we look at the economic and other conditions which have led to an increase in such mal-
practice in recent years; and we then examine such quantitative and other evidence as is available,
mainly from the seven largest lenders.

4.60. In its widest sense, mortgage fraud encompasses a broad range of activities and practices
involving criminal deception for financial gain. Broadly, there are two main types, ie status fraud and
property-related fraud, as explained in a recent research report by Michael Clarke and also in a
section of the CML Mortgage Fraud Manual, shown in Appendix 4.10. According to Clarke, status
fraud is the most prevalent form. In many cases, this involves individual borrowers exaggerating their
true incomes when applying for a mortgage, possibly using forged documentation, in order to secure
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a larger loan than would otherwise be granted by ienders. Such borrowers may often have every inten-
tion of meeting their mortgage obligations and repaying the loan outstanding, and such cases usuaily
only come to light when something goes wrong (cg they become unemployed) and the borrowers
concerned find themselves unable to meet their monthly payments, Another important type of status
fraud arises where the borrower has no intention of using the property for his own residential
purposes, but instead lets out the property to rent-paying tenants. Again, the borrowers may have
every intention of meeting the repayment obligations, and the fraud involved in such cases may only
rarely become fully apparent, often as a result of unforeseen circumstances (for example, an Inland
Revenue investigation of the borrower, or complaints from tenants to a local authority}. Professional
fraud of this type in some cases involves multiple purchases of properties, with the borrower perhaps
using different identities, and applying for loans from a number of different lenders, or multiple
applications in respect of the same property.

4.61. Valuers are most likely to be involved in the second main type of fraud, ie that of property-
related fraud. Although such fraud might in principle involve an undervaluation of the property, by
far the more likely situation is where the property is wilfully overvalued, in order to secure a mortgage
loan in excess of the property’s true value. Some of the more extreme examples of which lenders have
given us details, for example, have been where the valuation given was substantially in excess of the
property’s realistic market value, eg the initial valuation was around £500,000, but the subsequent
revaluation or realized value following repossession only £100,000. Given this difference between the
initial valuation and the subsequent cstimate of market price, it is not hard to see that a fraudulent
borrower could make a substantial gain once the transaction had been completed simply by defaulting
on the mortgage obligations and absconding with the surplus, part of which would presumably be paid
to the valuer. In practice, to be fully successful, such frauds may often require either the solicitor or
others associated with the transaction to act as an accomplice, in order to prevent evidence of mal-
practice being exposed prior to completion of the deal.

4.62. Lenders told us, however, that in less extreme cases of valuation fraud, the detection and
substantiation of wrongdoing is far more complex. They suggested that some mortgage brokers, for
example, might wish to exert pressure on a valuer not to give a valuation that was lower than the
purchase price, in order to avoid endangering the sale and the brokers’ commission. The difference
between a fully objective valuation and that given in these circumstances might be rather modest, and
fraudulent behaviour would be difficult to establish. Indeed, both lenders and valuers acknowledge
that property valuation is at best a matter of professional judgment, and that different valuers may
often differ in their unbiased valuations. Moreover, they also acknowledge that in particular cases, to
distinguish adequately between a professional difference of judgment between unbiased valuers, and
professional negligence or deliberate fraud by the valuer, may be at best difficult and at worst
impossible.

4.63. Many of the instances of professional negligence on which lenders have provided details
appear to involve surveyors failing to notice and report on serious defects in the property, such as
evidence of dry rot or subsidence. The more serious the defects, the greater, of course, is the potential
effect on value. However, the distinction between gross negligence and fraud may be especially diffi-
cult to determine. In practice, lenders have found it extremely difficult to meet the high legal stan-
dards of proof in fraud cases and, as explained further below, few cases of valuation fraud have been
successfully prosecuted in recent years. Moreover, lenders are better able to recoup any losses
sustained by claiming for negligence against the valuer’s professional indemnity insurer than by
pursuing an action for fraud. As a consequence, there are many morc instances of alleged negligence
than of fraud.

4.64. Turning to the economic and other conditions which have led to an increase in allegations
and suspicions of such malpractice in recent years, it would appear from lenders’ evidence that prior
to 1988 the incidence of detected fraud directly associated with valuations was small, and that negli-
gent valuations were also a rather modest problem. In part, such evidence is misleading, as lenders
have told us, because rising house prices would be likely in any event to concecal potential cases of
fraud and negligence relating to overvaluations, But the housing boom of the late 1980s gave rise to
some exceptional conditions in the housing and associated mortgage lending markets. House prices,
for example, were rising very fast at that time, eg on occasions at an annual rate of up to 25 per cent,
and the number of transactions also rose in 1988 to a peak level of 2.4 million. Deregulation of the
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building socicties and other lenders in 1986 led to increased competition between lenders, which itself
fostered less strict borrowing conditions, such as less exacting checks on borrowers’ status and
incomes. Given these exceptional conditions, and particularly the high level of transactions, it is
perhaps not surprising that the total number of suspected and actual incidents of such malpractice
may have increased.

4.65. The subscquent deep slump in the housing market, in terms of both house prices and the
number of transactions, as well as the depth of the general economic recession and the increase in
unemployment, have exposed these problems. In these circumstances, evaluating whether or not the
valuation undertaken at the time was reasonable and competent would, in many cases, have been
extremely difficult, and establishing fraud or negligence even more so.

4.66. Lenders both large and small have stressed their concern to us that fraudulent and negligent
valuations are a significant problem for them, and that in the past the uncontrolled use of
mtcrmediaries and non-panel valuers led, mainly during the recent housing boom, to an increase in
the incidence of such malpractice. In normal market conditions, the seven largest lenders taken
together deal with over half a million valuations a year, and at the peak it would have been over a
million. For these lenders, the number of alleged or suspected cases of malpractice is of the order of
1,000 to 1,500, but these still account for only a small proportion, ie less than 0.25 per cent, of the
number of valuations carricd out in most ycars. As cxplained below, the number of cases where fraud
or negligence has actually been proved is far smaller. The largest lenders told us that this reflected
the difficulty of establishing such malpractice, that their controls had been effective in limiting its
incidence, and that the data they had provided to us excluded any direct actions taken by borrowers
against panel valuers, since lenders would not normally have information on such actions.

4.67. As regards the individual largest lenders, one told us that prior to the collapse of the housing
market, fraud and negligence had been negligible, but since then a number of cases had been revealed
because of the high level of repossessions. In 1992 no cases of fraud involving valuers had been
proved, but three cases of suspected fraud involving panel surveyors were currently under
investigation. A further 300 cases of suspected negligence were also being examined by this lender,
following repossession, of which 50 involved in-house and its subsidiary company valuers and 250
involved panel surveyors. As regards negligence cases against valuers, in 1992, where compensation
was paid, 15 cases were against in-house valuers, 8 against its subsidiary company, 12 concerned panel
valuers and 1 was against a non-pancl valuer. These figures exclude numerous claims settled directly
between panel valuers and borrowers where the lender was not directly involved in the settlement and,
therefore, does not hold statistical information.

4.68. Another of the largest lenders told us that it had strengthened its internal safeguards against
valuer fraud and negligence in recent years and that this had successfully limited its exposure to
malpractice. It also said that the number of suspected fraud cases had risen sharply in recent years,
In 1992 there were over 2,000 such cases, though it was not able to say how many of these involved
valuers and suspected malpractice in the valuation carried out. However, no cases of alleged fraud
have been brought to court by this lender in the period 1988 to 1993. In 1992 it pursued claims against
its panel valuers in some 24 cases of suspected negligence, almost all of which concerned repossessed
propertics, In some cases its claims have been dropped, and in others no settlement has vet been
reached, so it was not able to quantify the number of successful actions or the amounts recovered.
It also said that it had taken disciplinary action, in 1992, against four of its in-house valuers because
of suspected negligence; and that six cases were being pursued against valuers in its valuation
subsidiary. One of the cases against its in-house valuers involved a property that was initially valued
at £1.25 million: the subsequent revaluation was £0.75 million. All the other cases against its in-house
valuers and those in its subsidiary company involved properties initially valued at between £200,000
and £300,000. To date, settlements in its favour amount to £170,000.

4.69. Another lender told us that prior to 1988 fraud and negligence case were rare, Since then,
there had been, for panel valuers, three cases of proven ncgligence, no cases of proven fraud, eight
cases of suspected fraud, and 62 cases of suspected negligence. Over the same period, non-pancl
valuers had been involved in 1 case of proven fraud, 11 of proven negligence, 23 of suspected fraud
and about 100 cases of suspected negligence. In-house valuers had been involved in only three cases
of suspected negligence. It added that a further 400 cases of possible fraud or negligence were yet to
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be investigated; and that, although fraud cases were few in overall number, the average loss it suffered
was in excess of £100,000 for each property involved.

4.70. Another lender told us that since 1988 it had revised its internal procedures in order to
minimize its exposure to fraud and negligence. No cases of fraud had been proved, though it provided
details to us of two cases arising in 1992 which involved firms of valuers on its panel and which were
almost certainly fraudulent. One, for example, involved a forged signature; in the other, the individual
concerned was not a qualified valuer. In both cases, the initial valuation had been in the order of
nearly £0.5 million, whereas the subsequent revaluations—carried out some two years later—produced
a figure of about £100,000. There were also about 450 cases of suspected fraud in 1992, though it was
not able to say how many involved valuations. As regards suspected negligence, there were 64 cases
involving its in-house valuers, 255 cases involving valuers in its subsidiary company, 49 cases where
a panel valuer was involved and 1 case of a dubious valuation by a non-panel valuer.

4.71. Another lender told us that it had stopped accepting valuations from non-panel surveyors in
April 1990 because they appearcd to be giving rise to a disproportionately large number of
overvaluations. Fraud has not been proved in any instance, but it is at present taking legal action in
27 cases, involving 13 non-panel and 14 panel valuers. To date, out-of-court settlements totalling
£0.8 million have been agreed, of which £0.55 million was in rclation to cases involving non-panel
valucrs.

4.72. Another lender told us that it had no statistics available on instances of fraud and negligence
concerning residential mortgage valuations, though it did not consider such malpractice to be a serious
problem. Nonetheless, it said that there were probably several dozen such cascs currently under
investigation.

4,73. Another lender told us that it had experienced few cases of fraud in relation to valuation
rcports, though a handful of cases were currently being investigated. 1t has had more experience of
solicitor/conveyancer fraud and negligence, and in 1993 recovered some £2.1 million from the
Solicitors’ Indemnity and Compensation Fund in relation to fraud, dishonesty and negligence by panel
solicitors. In 1992 no cases of fraud or negligence were proved against valuers, though five cases of
suspected fraud (all of which involved suspected overvaluations) and two cases of suspected negligence
were being investigated. It also provided us with details of 13 claims of negligence against its in-house
valuers where it had settled the claims, most of which involved allegations that the valuers had failed
to identify serious defects in the property (eg dry rot). It was not able to provide comparable infor-
mation with regard to cither the valucrs in its subsidiary company or its pancl valuers. It commented,
however, that in its experience, claims of negligence were far more likely to involve panel valuers than
its in-house or subsidiary company valuers,

4.74. A number of lenders expressed concern that the valuers’ professional bodics (RICS/ISVA)
did not imposc sufficiently high standards of training and quality control on its members, which tended
to incrcasc the risk of negligence; and also that there was no indemnity fund to which they could turn
in cascs of fraud, as there was with solicitors, The RICS told us, however, that technical standards
were continuously being improved and that introducing such an indemaity fund was not a practical
possibility. The RICS also said that, in practice, very few of its surveyors—less than half a dozen in
recent years—had been struck off because of proven fraud; and that many of the lenders’ problems
with poor loans and the use of intermediarics reflected lax internal controls by lenders concerning
borrowers’ status, particularly during the housing boom of the late 1980s.

4.75. Lenders did not provide separate statistics on valuer malpractice in Scotland, though they

indicated that the numbers were proportionately rather less, mainly because the slump in house prices
had been less severe and, as a result, there were fewer repossessions.
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5 Lenders’ valuation and administration
charges

Contents
Paragraph
Introduction . ... ... ... e e e e 51
Valuation charges
General: costs and determination of charges . ............. ... .. .............. 53
Administration charges . . .. .. ... e e 58
Scale fees: the valuation component ............. ... ...t 513
Total fecs charged to borrowers for mortgage valuations and administration . .. ....... 521
Charges for HBRs and SSYs . ... ... i i e e e 5.30
Financial assessment
Introduction . . ... ... e e 533
Income from valuation activities . ........ ... .. ... ittt 5.56
Introduction

5.1. Virtually all lenders require prepayment for a mortgage valuation at the time the prospective
borrower applies for a loan, whether this is for buying a residential property, for the purposes of
refinancing an existing loan, or for a further advance. In paragraphs 5.3 to 5.7 we review the principal
costs associated with valuations and broadly how charges are determined. The payment made by the
borrower at the time of the application often includes both a valuation fee and an administration
charge, the composition, level and transparency of which we consider in paragraphs 5.8 to 5.12. By
far the main clement of cost involved in the valuation itself is that of employing the valuer who under-
takes the on-site inspection and valuation work, whether in the form of a fee paid to an external
valuer or the cost of employing an in-house or subsidiary company valuer. Lenders’ scales of charges
for the valuation component, which are usually set nationally and related to a range of house prices,
arc evaluated in paragraphs 5.13 to 5.20, In paragraphs 5.21 to 5.29 we provide details of lenders’ total
charges to borrowers for valuations and administration. These scale charges are also usually set
nationally and related to a range of house prices. We also look at lenders’ charges for revaluations,
and their use of promoticnal discounts off the standard valuation fee. Charges for HBRs and SSYs
arc considered in paragraphs 5.30 and 5.31. Lastly, we provide, in paragraphs 5.32 to 5.42, a financial
assessment of the revenues of the seven largest mortgage lenders from charges made for valuations
and administration, the costs incurred and the profits arising from the provision of valuation services.

5.2. As in Chapters 3 and 4, we also indicate in this chapter, briefly and where appropriate, the
views of the CML, lenders and other interested parties on various aspects of charges made. Their
views are summarized more fully in Chapters 6, 7 and 8 respectively.

Valuation charges
General: costs and determination of charges

5.3. When prospective borrowers apply for a mortgage loan, there arc three main processes or
stages involved, prior to completion of the mortgage. Each of these requires the use of resources and,
therefore, results in costs being incurred, falling mainly to the lender in the first instance. The three
stages are as follows:



(a} the prospective borrower is intervicwed, either by the lender or an intermediary, to determine
the broad details of the type of advance which is sought and its particular terms;

(b) the lender subsequently evaluates the application made, and most particularly the applicant’s
income and creditworthiness, to ensure that the loan is within the borrower’s ability to repay;
and

{c) a suitable valuation is generally carried out to ensure that the property concerned provides
adequate security for the advance.

At the interview stage, the main costs to lenders {or intermediaries) are those arising from the use
of branch staff and any associated office overheads. Where the interview does not subsequently lead
to a loan application being made—which may be the case for a significant proportion of the interviews
carried out—the costs are absorbed by the lender (or intermediary) concerned, since no charge is
normally levied in these circumstances. Where the borrower does go on to make an application for
a loan, the lender incurs office administration costs in stage (b), in the process of checking on the
borrower’s income and status.

5.4. The valuation itself—stage (c)—is usually carricd out at thc same time as the lender is
processing the borrower’s application. The main cost of the valuation is that of employing a valuer
to carry out the on-site inspection and prepare a valuation report (sec paragraphs 4.5 to 4.12). If an
in-house valuer is used or one employed in the lender’s subsidiary company, the cost arises from the
valuer’s salary and any associated employment and overhead costs, including the costs of professional
indemnity insurance. The average salary in 1993 of valuers employed by the largest lenders was
around £25,000 a year. If an external valuer is used, then the main cost involved is the fee paid to that
valuer, Lenders told us, however, that they also incur various other administrative costs which are
linked with valuations, eg costs arising in the course of instructing the valuer; in maintaining their
panels; in the provision of training to valuers; and in monitoring and auditing valuation reports carried
out by their in-house valuers, those in subsidiary companies and panct valuers. The costs incurred by
the seven largest lenders, which had risen in recent years, they told us, are considered further in para-
graphs 532 to 5.42.

5.5. With regard to the scale of fees paid to panel valuers and those charged to borrowers by
building society lenders for valuations, these were until the early 1980s fixed by agreement between
building societics and valuers under the auspices of the BSA (sce paragraphs 2.6 and 3.38). At that
time, few lenders made a charge for administration and the fee that borrowers paid was almost
invariably the amount that was passed on to the valuer concerned; most of these were external panel
valuers. The fee scales agrced within the BSA were, as now, set nationally and related to a range of
property price levels (eg £15,000, £20,000 etc). These fee scales applied to all building society lenders
and all valuers, and they were widely observed. There was no price competition in valuations,
therefore, either between lenders or between valuers.

5.6. As explained in paragraph 2.6, these arrangements were abandoned in the carly 1980s, and
since then, individual lenders have set their own scales of fees independently of other lenders and
without formal consultation with valuers or their representative bodies, the RICS and the ISVA.
Virtually all lenders continue, individually, to set scales of fees which, where appropriate, apply
nationally and which are related to specilied bands ol property prices (see paragraphs 5.13 to 5.20).
Since around the mid-1980s, many lenders have also introduced an additional charge to cover, wholly
or partly, their administration and other costs associated with the valuation and the processing of
mortgage applications. This administration charge is usually combined with the fee for the valuation
itself, though it is not in all cases separately identified in lenders” marketing literature, and the amount
of the charge is not always made clear to borrowers (sec paragraphs 5.11 and 5.12).

5.7. Most of the largest lenders told us that valuation services as a whole, and particularly in-house
valuers and their panels, are treated as a cost, rather than a profit, centre, though subsidiary
companies are natural profit centres in their own right. Charges for the valuation clement, they said,
are therefore determined largely by the underlying costs involved, particularly those of employing in-
house and external valuers, rather than by a requirement to earn a profit margin. Indeed, they told
us that when setting fees, their main concern was to maintain the quality of the valuation report rather
than to drive costs as low as possible. Some of the largest lenders told us that they were not aware
of any instances where pancl valuers had declined to accept valuations instructions because lenders’
fees were too low, As a result, although individually they have regard to the overall level of fees levied
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by other lenders, this was not in itself a major factor. An administration charge was also necessary,
they said, because around 20 per cent of all applications and valuations do not subsequently lead to
a loan being made. A charge was levied, therefore, to recoup some or all of the administrative costs
they incurred on failed or aborted applications. This recovery would not be possible if the charge were
to be rolled up in the loan itself. The largest lenders also stated that prepayment in the form of an
up-front charge was necessary in order to discourage frivolous applications, and fo ensure that the
valuation element of the cost was paid for in advance by the applicant concerned, rather than by
existing borrowers.

Administration charges

5.8. Many, though not all, lenders currently levy some form of charge to cover some or all of their
administration costs in respect of mortgage applications and valuations. Usually, it forms part of the
overall charge made for the mortgage valuation, which itself may be variously termed a valuation fee
or an application fee. We consider first the nature of the fees levied and the amounts charged in
recent years; and secondly, the extent to which such charges are made transparent to prospective
borrowers in lenders’ marketing literature. The seven largest lenders’ revenues from such adminis-
tration charges are considered in paragraph 3.61.

5.9. Until the mid-1980s, few lenders levied a charge for administration which was in addition to
that for the valuation, and where they did, the amount was relatively small. Since then, many lenders
have begun to impose such a charge, and the amount of the fee has increased significantly in recent
years. A summary of practices relating to administration charges, along with other practices, by all
the mortgage lenders from whom we collected information is given in Appendices 4.6 and 4.7,
Table 5.1 gives details of the charges made by the seven largest lenders, which together account for
about half of the market for residential mortgage lending (see paragraph 3.50). As shown in the table,
cach of these seven largest lenders, with the exception of Barclays, imposes some form of
administration charge. Halifax, Abbey National, Nationwide and C&G each make a charge to the
borrower which is additional to that for the valuation itself. Some of these lenders told us that this
charge was a contribution towards the costs of processing mortgage applications, as well as other
internal administration costs associated with the provision of valuation services. For Leeds and
Woolwich, the charge made is in the form of a deduction from the fee received from the borrower
before it is paid to panel valuers. C&G also imposes an additional annual lump sum charge on its
panel valuers (see the third footnote to Table 5.1).

TABLE 5.1 Administration fees or charges of the 15 largest mortgage lenders, 1988 to 1993

1988 1989 1990 1991 1992 1993
(a) The seven largest lenders

Halifax 2 2 5 15 25 25
Abbey National 3 3 20 25 40 50
Nationwide* 13 33 31 K3 45 45
Barclays — No administration fe¢ ——
Woolwicht 0 0 0 0 25 25
Leeds* 0 10 10 12 13 16
C&Gt 50 50 50 50 50 50
Average (£) 11 16 19 22 33 35
index {base of 1988 =100) 100 145 173 200 300 318
(b) Other lenders (charges for 1993 only)

National & Provincial £40

NatWest No administration fee

Bank of Scotland No administration fee

A&L £40

TSB No administration fee

Britannia £60

Bristo! & West £10-£20

Lloyds No administration fee

Source: Mortgage lenders.

*Administration charges for Nationwide and Leeds vary according to property values. The charges given are
unweighted averages for property value bands up to £150,000.

tWoolwich charged a fee of £10 for HBRs during 1988 to 1991. This was increased to £50 in April 1992.

3Since 1931 C&G has also levied an additional annual charge of £100 + VAT on its panel valuers to cover its costs
of maintaining the panel.
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5.10. As regards the form and amount of such charges, many lenders apply a flat rate charge of,
say, £25 or £50 per valuation, though in some cases, for example Nationwide and Leeds, the amount
varies, along with the fee for the valuation itself, with the value or purchase price of the property.
Table 5.1 gives details of charges for administration by the seven largest lenders in the years 1988 to
1993, together with the comparable charges levied in 1993 by the eight next largest lenders. Most of
the scven largest lenders have increased the level of their charges substantially over the period 1988
to 1993. For example, the charges made by Halifax and Abbey National have risen from under £5 in
1988, to £25 and £350 respectively in 1993. Over the same period, Nationwide’s average charge has
increased from £13 to £45; Woolwich introduced a charge £23 in 1992; and Leeds introduced such a
charge in 1989 at an average of £10, which has since risen to £16. That of C&G, on the other hand,
has remained constant at £50. Barclays, as well as some other banking lenders, including NatWest,
Bank of Scotland, TSB and Lloyds, do not levy a charge to cover their administration costs. On
average, thc administration component of charges by the scven largest lendcers has risen from £11 in
1988 to £35 in 1993.

5.11. Turning to the question of the transparency of such charges to prospective borrowers, we
examined the marketing litcrature of the 15 largest lenders, as well as of a number of others, in order
to determine whether the existence of the charge was made clear to applicants for a mortgage loan;
whether the amount was specified; and whether the nature of the administration or other costs being
charged for was made clear. A summary of our findings is given in Table 5.2, which shows that 10 of
the 15 largest lenders levy an administration charge of some sort. Of those ten Ienders, four of them
{Woolwich, Leeds, National & Provincial Building Socicty (N&P), and Bristol & West Building
Society (Bristol & West)) do not make clear that such a charge is being made, and six of them
(including the latter four named socictics) do not separately specify the amount of the charge. The
two largest lenders, Halifax and Abbey National, do, however, specify the amount (see Appendix 5.1
and Appendix 4.5, respectively). Halifax’s current literature also states, albeit in small print, that its
£25 fee is an administration charge. The cxistence and amount of such a charge has been included
in Halifax’s litcrature since its introduction in 1981, when valuation reports were first made available
to borrowers. Abbey National’s current literature, on the other hand, refers to a ‘mortgage set up fee’
of £50. This was first madc clear in its literaturc in October 1993,

TABLE 5.2 Lenders’ policies on administration charges

15 largest lenders 1 2 3 4 5
Halifax Y Y Y Y N
Abbey National Y Y Y Y N
Nationwide Y Y N Y N
Barclays N N/A N/A N/A N/A
Woolwich Y N N N N
Leeds Y N N N N
C&G Y Y Y N N
N&P Y N N N N
NatWest N N/A N/A N/A N/A
Bank of Scotland N N/A N/A N/A N/A
A&L Y Y N Y N
TSB N N/A N/A N/A N/A
Britannia Y Y Y Y N
Bristol & West Y N N N N
Lioyds N N/A N/A N/A N/A

Some other lenders*
Bradford & Bingley
Yorkshire

Kent Reliance

West Bromwich
Dunfermline

< XK=<
Z2Z<ZZ
Z2Z<ZZ
22222

Source: Mortgage lenders.

*Lenders identified as charging an administration fee but not specifying the amount in their marketing literature.
Key: Y=Yes; N=No; N/A Not applicable.

1. Does the lender impose a charge additional to a fee for the valuation per se (ie an application fee or
administration charge of some sort)?
Is the existence of that charge made clear to the borrower in the lender's marketing literature?
Is the amount of the charge specified in the lender’s literature?
Does the literature specify that the charge is to cover administration costs?
Does the literature specify what types of administrative or other costs are covered by the charge?

oo w
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5.12, More generally, six of the largest lenders and a number of other lenders (see Table 5.2),
which together account for more than 25 per cent of all residential mortgage lending, do not
separately identify in their marketing literature the amount of the charge being made for
administration. Moreover, six of the largest lenders (Abbey National, Woolwich, Leeds, C&G, N&P,
and Bristol & West) do not indicate clearly that the charge is to cover administration costs; and none
of the ten largest lenders that make such a charge specify or explain what types of administration costs
are being charged for.

Scale fees: the valuation component

5.13. As explained above, the overall charge levied by many lenders on prospective borrowers at
the time of a mortgage application includes and usually combines both (a) a fee for administration;
and (b) a fee for the valuation, which is the component of the charge that we consider in this section,
As it is net of any administrative costs or charges, this component constitutes the amount within the
total charge that the borrower pays for the valuation; and also the amount that is paid cither to an
external panel valuer, or to a lender’s subsidiary company. It is also the amount which is retained by
the lender, where the valuation is carried out by one of the lender’s in-house valuers. As will be
explained later (see paragraph 5.42), VAT is generally payable where an external valuer is used, but
not where an in-housc or subsidiary company valuer carries out the valuation. We start with the
general structure of such charges and their relationship to costs. We then look at the amounts charged
by the seven largest lenders and the trends in valuation charges in recent years. The selective use by
some lenders of promotional discounts from the standard fee is examined in paragraphs 5.27 to 5.29.
We then compare the fee scales of these largest lenders with the fees charged by independent valuers
for non-panel work, based on information contained in the study which we commissioned (see
Appendix 4.4).

5.14. With regard to the structure of such charges, they are in most instances related to specified
levels or ranges of purchase price, hence the use of the term ‘scale fee’. (Details of the distribution
of mortgage loans in the UK in 1992 by different house price bands are given in Appendix 5.2.)
Typically, one level of fee is set for properties where the purchase price is, say, up to £25,000; a higher
fee applies where the price is, say, between £25,000 to £50,000; and so on. For higher-valued proper-
tics where the purchase price is in excess of a given level (this varies between different lenders, but
is often around £250,000) the valuation fee is usually negotiable. The pricing intervals that define the
scale are not always precisely the same for all lenders, though the two largest lenders, Halifax and
Abbey National, use a similar scale based on price bands of £50,000, ie up to £50,000; then up to
£100,000; then up to £150,000 and so on (see Appendices 5.1 and 4.5). Each lender sets its own scale
of fees, which are typically reviewed each year, and these generally apply throughout the UK. For
national lenders such as Halifax and Abbey National, therefore, the valuation charge made for
properties of a given value (say £40,000) would be the same, wherever the property was located within
the UK. Many of the smaller lenders, however, operate in more limited regional or even local areas,
and their scale fees only apply within their own operational areas. A summary of practices relating
to the use of scale fees, and other practices, by all the mortgage lenders from whom we collected
information is given in Appendices 4.6 and 4.7.

5.15. The scale fee structure incorporates a number of features which tend to weaken or undermine
the relationship between the prices actually charged and the underlying costs of carrying out mortgage
valuations, and which may as a result involve an element of cross-subsidy between different borrowers,
With the use of national scales as currently applicd by lenders, for example, the fees charged wili vary
with regional differences in house prices rather than the underlying costs of the valuation services,
which are always provided on a local basis. Specifically, the valuation fee for a property of a given type
and size will often be greater in those regions such as, say, the South-East where house prices are
higher than the average, even though the time taken by the valuer will not, in principle, be different
(though the costs of professional indemnity insurance and other operating costs may be). Similarly,
because lenders’ scales are based on current property prices, the fees actually levied will tend to rise
whenever, as during most of the 1980s, there is general house price inflation. Correspondingly, the
rate of price deflation since 1989 has been much greater in the South-East compared with most other
parts of the UK. This, in practice, and other things being equal, will have led to greater changes over
recent years in the level of fees actually levied in the South-East, on a given property, than in other
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arcas of the UK. These changes in the fees levied will have had little or no systemic relationship to
the underlying costs of mortgage valuations.

5.16. Additionally, these scales are related strictly to property values alone and are independent,
therefore, of other characteristics of properties which may affect the time taken, or the degree of diffi-
culty involved in assessing their condition and market value. For example, the market value of a small,
two-bedroomed flat in central London might well be the same or similar to that of a substantial house
in, say, a remote rural area. The scale fee for valuation might also be the same, thercfore, cven
though the time necessary to assess the condition of the house in such a rural area may, in principle,
be greater than that required to value the flat in London. Moreover, lenders typically use wide value
bands or intervals in their fee scales, eg £50,000 for both Halifax and Abbey National. As a result,
properties at the upper and lower edges of a given value band, where the difference in value may be
up to £50,000, will attract the same valuation fee, even though the work involved may be greater for
the higher-valued property. A consequence of using a scale based on discrete steps, where the fee is
“higher one side of the step or interval level than the other, is that virtually identical properties either
side of a given step will attract a different level of valuation fee. House price inflation will also, of
course, have the effect of shifting some properties from just below a pricing interval to just above it,
thereby increasing the valuation fee, even though the costs of carrying out a valuation may not have
changed at that time,

5.17. The largest lenders told us, however, that setting valuation charges on the basis of a fixed
national scale related to property values had several advantages both to lenders and also to prospec-
tive borrowers, and that no alternative scheme offered a betier or fairer method. For lenders, this
approach to pricing avoided the potential complexities of setting charges by area, by type of property
(eg having separate fee scales for new and old properties), or by the amount of valuers’ time taken.
Regional variations in the costs of undertaking mortgage valuations were not considered to be signifi-
cant in themselves and these were in any event taken into account to some extent, albeit not precisely,
through the regional variations in house prices that exist for any given type of property. Thus a three-
bedroomed semi-detached house in the South-East, for example, would command a higher market
price than an identical property in, say, the North-West. As a result, the actual fee charged for a
valuation, and therefore the amount that was paid to a pancl valuer, for example, would tend in these
circumstances to be higher in the South-East, where labour costs were generally higher than
elsewhere. A further advantage of the system was seen by lenders to be greater ease of presentation
in their marketing literature. For borrowers, these pricing scales were simple and easy to understand,
lenders told us, with the effect that borrowers were able to determine the precise amount of the fee
before applying for a loan.

5.18. Turning now to the amounts actually charged by lenders for the valuation component of the
overall fee, Table 5.3 gives details of charges made by the seven largest lenders for each of the years
1988 to 1993, covering the main property value bands up to £150,000 corresponding to those used by
the lenders concerned. The table also shows the unweighted average fee charged by these lenders in
each year, the highest and lowest fees, and the range of fees for each value band. In 1993, for
example, the valuation component of Halifax’s fee for a property where the purchase price was
between £25,000 and £50,000 was £100. The corresponding average charge by these largest lenders
was £98: the fees varied between £113 (the highest) and £82 (the lowest), giving a fee range of £31.
With regard to the fecs for properties of different values, the average fee for properties with a value
at the lower end of the range of up to £25,000 was £88; at the other extreme, that for properties
valued between £125,000 and £150,000 was £165. We note that this valuation component of the fee
has varied between lenders by a significant amount in most years and for most value bands. The vari-
ation appears to be least, in most years, for the £25,000 to £50,000 band. For other bands, however,
the fees for different lenders has often varied by some 20 to 40 per cent around the average fee for
these lenders.
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TABLE 5.3 The valuation component of fees levied by the seven main mortgage lenders, 1988 to 1993

Property value bands, £000

25 50 75 100 125 150
1988
Halifax 55 75 90 100 115 125
Abbey National 59 74 89 99 117 129
Nationwide 55 70 80 S0 110 120
Barclays 58 78 95 108 - -
Woolwich 63 81 92 104 144 167
Leeds 61 76 92 104 121 132
C&G 50 75 75 100 100 125
Average (£) 57 76 88 101 118 133
Maximum (£) 63 81 95 108 144 167
Minimum (£) 50 70 75 90 100 120
Difference (max-min) (£) 13 11 20 18 44 47
1989
Halifax 55 75 90 100 115 125
Abbey National 59 74 89 99 117 129
Nationwide 60 70 80 90 110 120
Barclays 58 78 g5 108 - -
Woolwich 63 8t 92 104 144 167
Leeds 67 82 97 112 137 152
Ca&G 50 75 75 100 100 125
Average () 59 76 88 102 121 136
Maximum (£) 67 82 97 112 144 167
Minimum {€) 50 70 75 90 100 120
Difference {max-min) (£) 17 12 22 22 44 47
1990
Halifax 65 85 105 125 1585 155
Abbey National 65 75 92 104 128 140
Nationwide 65 70 80 90 110 120
Barclays 58 78 95 108 - -
Woolwich 65 84 95 108 146 167
Leeds 67 82 97 112 137 1562
C&G 75 75 75 100 100 125
Average (£) 66 78 91 107 129 143
Maximum (£) 75 85 105 125 155 167
Minimum (€) 58 70 75 90 100 120
Difference (max-min) (£) 17 15 30 35 55 47
1991
Halifax 70 ) 110 130 160 160
Abbey National 65 72 0 105 140 140
Nationwide 77 82 92 102 133 133
Barclays 59 80 98 110 - -
Woolwich 77 97 112 127 157 167
teeds 72 86 93 117 135 144
C&G 80 80 80 105 105 130
Average (£) 71 84 97 114 138 146
Maximum (£) 80 97 112 130 160 167
Minimum (£) 59 72 80 102 105 130
Difference {max-min) (£) 21 25 32 28 55 37
1992
Halifax 75 95 115 135 165 165
Abbey National 85 85 105 120 155 185
Nationwide 77 82 92 102 133 133
Barclays 70 a0 110 130 - -
Woalwich 78 28 116 134 164 168
Leeds 90 20 108 126 153 153
C&G 85 110 110 135 135 180
Average (£) 80 93 108 126 151 159
Maximum (£) 20 110 116 135 165 180
Minimum (£} 70 82 92 102 133 133
Difference {max-min) (£) 20 28 24 33 32 47
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Property value bands, £000

25 50 75 100 125 150
1393
Halifax 100 100 140 140 170 170
Abbey National 50 90 125 125 165 165
Nationwide 77 82 92 102 133 133
Barclays 70 90 110 130 160 160
Woolwich 78 58 118 138 168 168
Leeds 113 113 131 149 176 176
C&G 85 110 110 135 135 180
Average (£) 88 98 118 131 158 165
Maximum (£) 113 113 140 149 176 180
Minimum (£) 70 82 92 102 133 133
Difference (max-min): (£} 43 31 48 47 43 47

Source: Mortgage lenders and MMC calculations.

5.19. Table 5.4 shows the data on the seven largest lenders’ fees in index form, in order to show
the trend over time for different value bands. It also gives, for purposes of comparison, indices over
the same period, 1988 to 1993, for both the retail price index (RPI) and an Average Earnings Index
(AETI) for service industries, which measures the rate of wage inflation in those industries. As shown
in the table, the average charges levied by the seven largest lenders in all these main value bands have
risen at or above the gencral rate of inflation, but less than that of average carnings (in service
industries), except for the value band up to £25,000. We consider that the latter is a more appropriate
comparator than the RPI, because it more accurately measures wage inflation in employment compar-
able to that of valuers, and as stated carlier, valuers’ salaries or fee incomes are a major cost
component of valuations. In the £50,000 to £75,000 band, for example, lenders’ fees increased on
average by 35 per cent over this period, whilst the RPI and AET rose by 31 per cent and 39 per cent
respectively. We note that whereas fees have risen for most lenders, Nationwide has not increased its
fees for the valuation component since 1991. Woolwich’s fees actually decreased in 1993, but this was
because it imposed a levy in that year on external panel valuers’ fees, which it retains as a contribution
toward administration costs.

5.20. As mentioned carlicr, we commissioned a study of surveyors (see paragraphs 3.60 and 4.16),
the main findings of which are summarized in Appendix 4.4. The study provided information on the
fees, inclusive of VAT, charged in 1993 by independcnt valuers for mortgage valuations commissioned
other than through their membership of lenders’ panels, ie non-panel work. Results from the study
are reproduced in Table 5.5. This gives figures for the distribution across various fee levels of charges
made for such non-panel valuations, for four value levels, ie for properties where the purchase price
was £25,000, £50,000, £75,000 and £100,000 respectively. It also gives the average charge in 1993 for
the valuation component of the fees levied by the seven largest lenders (see also Table 3.3) and the
average and median charges for non-panel valuations. Although the average charges by the largest
lenders were similar at all price bands to the corresponding averages for non-pancl valuations, the
median level of charges for non-panel valuations was about £10 lower. The table also shows that, for
each of the valuc levels included, an unweighted average of around 60 per cent of the fees charged
for non-panel valuations in 1993 were fower than the corresponding average fee levied by the largest
lenders. Thus, for a property where the purchase price was £50,000, the average fee of the largest
lenders was £98. By comparison, for over one-fifth (ic morc than 20 per cent) of the sct fec quotations
for non-panel valuations in the study, the charge made was £80 or less, which was 17 per cent or more
below the average for the seven largest lenders. Correspondingly, around a third of such non-panel
valuations werce Icss than £85, which was 7 per cent or more below that of the largest lenders; and,
in total, over three-fifths were below the average of £98 charged by the largest Ienders. Where valuers
are prepared to offer a discount on set fees, actual fees charged would tend to be lower than those
shown in Table 3.5,

Total fees charged to borrowers for mortgage valuations and administration

5.21. We have considered separately the administration and the valuation components of lenders’
{ee scales for mortgage valuations. We now focus on the combined level of fees, which is what
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prospective borrowers are in most cases required by lenders to pay up-front when applying for a loan
to purchase a property or to refinance an existing mortgage, before a valuation is carried out and
before the lender evaluates the borrower’s application. We also consider lenders’ fees for revaluations,
which might be charged when borrowers seck a further advance to an existing mortgage loan (see
paragraphs 5.23 to 5.25); and examine the selective use by some lenders of promotional discounts off
the standard valuation fee (see paragraphs 5.27 to 5.29).

5.22. Table 5.6 gives details of the total amount of lenders’ standard fee scale charges for mortgage
valuations, including administration charges, in 1993, for both 14 of the largest mortgage lenders and
also a sample of 19 other lenders. These were included in the earlier analysis of lenders’ practices with
regard to the use of valuers, in paragraph 4.21 and Appendix 4.6. As indicatcd in Table 5.6, a wide
range of fees was charged by these 33 lenders for cach of the value bands included. For properties
up to a value of £50,000, for example, the highest charge (by C&G) was some £160; whilst the lowest
(by First National Bank plc (First National)) was only £58, and several other lenders charged under
£100. The fees charged by the largest lender, Halifax, were mostly at or above the average in the
sample. We note that the fees of virtually all lenders increase, though less than proportionately, with
the value or purchase price of the property; and that the average fees of the seven largest lenders are
10 per cent or more higher than for the sample as a whole,

TABLE 5.6 Total fees charged by mortgage lenders in 1993* for mortgage valuation including administration

charges
Value of the property, £7000
Lender 25 50 75 100 125 150 175 200 250 300 400 500
Hatifax 125 125 165 165 195 185 225 225 255 285 345 405
Abbey National 140 140 175 175 215 215 250 250 285 320 - -
Nationwide 100 120 140 160 190 190 220 220 250 290 355 415
Woolwich 100 120 140 160 190 190 220 220 250 275 330 390
Leeds 126 125 145 165 195 195 225 225 255 285 340 420
C&G 135 160 160 185 185 230 230 230 275 275 330 375
Barclays 70 80 110 130 160 160 160 180 220 250 - -
A&l 130 130 140 155 175 180 215 220 250 280 340 440
Bank of Scotland 100 100 110 130 170 170 210 210 250 300 400 -
N&P 126 1256 165 165 195 195 225 225 255 285 345 405
NatWest 71 85 109 129 165 188 223 247 306 365 483 601
Britannia 115 140 140 165 180 180 215 215 215 265 315 315
Bristol & West 110 140 140 160 190 180 230 230 270 310 380 450
Lloyds 110 130 130 160 190 180 220 220 278 335 - -
Yorkshire Bank 150 150 150 150 150 150 150 150 150 150 150 150
Yorkshire 100 120 140 160 180 180 220 220 250 280 340 400
Mercantile 85 105 125 150 180 210 240 260 - - - -
Bank of kkeland Home Mortgages 110 110 110 110 170 170 240 240 240 240 300 375
First National 58 58 86 115 144 173 201 230 288 335 460 575
BNP Mortgages 82 82 88 118 147 176 206 235 294 - - -
Cumberland 70 85 105 1256 135 135 150 150 - - - -
Kent Reliance 125 125 125 150 175 175 200 200 - - - -
Buckinghamshire 80 80 110 125 140 155 170 185 200 250 300 -
The Ecology 125 140 160 170 185 200 210 230 - - - -
The Mortgage Corporation 80 90 100 1256 125 160 160 210 250 - - -
Citibank 100 100 125 125 180 180 207 236 285 354 472 590
Household Mortgage Corpaoration 125 125 160 1680 195 185 230 230 265 300 - -
West Bromwich 120 140 160 190 190 220 220 250 300 300 - -
Northern Rock 115 130 150 150 180 180 - - - - - -
Ulster Bank 80 100 tO0 125 150 150 150 150 150 150 150 150
Royal Bank of Scotland 100 100 120 120 155 170 170 200 240 240 280 375
Tipton & Coseley 65 80 100 115 125 135 145 155 195 - - -
Dunfermiline 80 95 115 125 150 150 - - - - - -
Average of seven largest lenders 114 126 148 163 180 196 219 223 256 283 340 401
Maximum 140 1860 175 185 215 230 250 250 285 320 355 420
Minimum 70 90 110 130 160 160 160 190 220 250 330 375
Average of full sample 103 113 130 145 171 179 204 215 249 280 338 402
Maximum 150 160 175 190 215 230 250 260 306 365 483 601
Minimum 58 58 86 110 123 135 145 150 150 150 160 150

Source: Mortgage lenders.

*Charges as at August 1993,
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5.23. As explained above, when borrowers seek a further advance to an existing mortgage loan,
often for improvement work to the property, a revaluation charge is usually, though not always, made
by most lenders. If, for example, a valuation had been carried out recently, the lender might not
require a further valuation, and, accordingly, no charge would be made. Where the lender, at its
discretion, decides that a revaluation is required, it will normally arrange, where possible, for the
inspection to be carrted out by the same valuer that undertook the previous valuation. Where that is
the case, the inspection required would usually focus on any significant changes since the previous
valuation as to the value and condition of the property. Most lenders charge a fee in such circum-
stances which is lower than their standard fee for a first valuation.

5.24, Some of the largest lenders charge a flat rate fee of about £60 to £75 (mostly excluding any
administration charge) per revaluation, which is around a half to two-thirds of the average full valua-
tion fee for a property where the purchase price is £50,600. Those lenders which charged such a flat
rate fee in 1993 included Nationwide (£75, including a charge for administration: this was increased
to £85 in November 1993), Leeds (£63), and C&G (£60). For three others of the largest lenders, the
revaluation fees are ad valorem rather than flat rate, ie related to the size of the additional loan being
sought. Woolwich changed its fees during 1993. Prior to 1 September it charged £25 if the loan was
less than £2,500, and £75 for larger loans. Since then, its charges, including both administration and
the revaluation, have been 1 per cent of the amount of the further advance, subject to a minimum of
£50, for loans under £15,000. For larger loans, the fee is at a flat rate of £150. Halifax’s charges in
1993 were £65 against a loan of £10,000 or less. An extra £3 was charged for cach additional £5,000
of the loan up to £20,000, and thereafter an extra £5 for each additional £10,000. Where the further
advance was £30,000, for example, Halifax’s revaluation fee would have been £80. Likewise, Abbey
National charged £55 for a further advance of up to £10,000, and £70 for larger loans up to £25,000.
For loans greater than this, its charge was its standard valuation fee, less the £50 administration
charge. Barclays takes a slightly different approach to revaluation fees. No revaluation would be
needed and no charge would normally be made if the further advance did not increase the total
loan:value ratio to 80 per cent or above, thereby requiring mortgage indemnity insurance cover {sce
paragraph 3.23). If, on the other hand, the loan was expected to exceed this 80 per cent level, a
further valuation would be required and it would be charged for on the basis of Barclays’ standard
fee scale.

5.25. Some lenders include details of their revaluation charges in their marketing literature, in other
cases, borrowers are informed on request. Most lenders do not make available the revaluation report
to borrowers, though they may be informed of the amount of the valuation itself, In addition to these
revaluation charges, borrowers may face added costs if the further advance increases the loan:value
ratio to the point where the lender requires mortgage indemnity insurance cover to be taken out or
the amount of existing cover to be increased (see paragraph 3.23). We note also that borrowers face
a limited choice of lenders when taking out a further advance, since in most cases he will not be able
to switch to another lender without refinancing the entire mortgage loan.

5.26. As mentioned in paragraph 4.5, where a mortgage valuation has been carried out in respect
of an application for a loan a reinspection of the property may be required, by the lender, if remedial
work to defects in the property are needed. The reinspection is necessary to ensure that the work has
been carried out satisfactorily. Revenues from lenders’ charges for reinspections are included in the
data on the total value of valuation work given in paragraph 3.58. In this inquiry we did not collect
detailed information on the charges for reinspections made by individual lenders, though they
generally appear to be of the same order of magnitude as those made for revaluations.

5.27. With regard to promotional discounts, a number of lenders periodically offer reduced, and
in some cases nil, charges for valuations as a means of attracting mortgage business. Usually with such
offers, the fee or some proportion of it is refunded to the borrower on completion of the mortgage.
Refunds are not made, therefore, if the mortgage is not taken up. Other conditions are also often
attached: borrowers may be required, for example, to complete the mortgage before a given date to
qualify for the refund. Halifax told us that it occasionally offers, for a fixed period of time, free or
reduced price mortgage valnations as part of its marketing strategy. In 1993 Halifax offered a £200
cash refund to first-time buyers, and £250 cash plus a refund of the valuation fee of up to £405 to
other borrowers. Abbey National has used similar marketing promotions dirccted at particular cate-
gories of borrower in each of the last three years. Its ‘market mover’ discount schemes were available
from May to August 1991, April to June 1992, November 1992 to May 1993, and June to August 1993,
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Its most recent scheme offered a £200 cash refund (on completion of the mortgage) plus a free mort-
gage valuation to new borrowers, and to those wishing to refinance with Abbey National an existing
mortgage with another lender. A condition of the offer was that the loan could not exceed 75 per cent
of the valuation of the property.

5.28. Nationwidc told us that it occasionally offers discounted valuations in promotional schemes,
which are usually available for fixed and limited periods of time. It offered, during 1993, a refund on
completion of the mortgage of £275 to borrowers wishing to refinance with Nationwide their existing
mortgage with another lender. Existing Nationwide borrowers were offered a full refund of the valu-
ation fee, including the administration component, if they were moving house and took out a new
mortgage with Nationwide. C&G also offers special discount schemes from time to time as part of
its marketing programmes. In November 1993 it introduced its ‘action repay’ scheme, under which the
entire valuation and administration fee is refunded to borrowers on completion of the mortgage, and
which is available to all borrowers taking a variable rate mortgage product.

5.29. By contrast, Barclays and Woolwich have not used free or reduced valuation fees in any
promotional schemes in recent years. Woolwich told us, however, that it might do so in the {uture,
if it considered that such a scheme might attract a worthwhile volume of new mortgage business,

Charges for HBRs and SSYs

5.30. The nature of HBRs and SSYs, and lenders’ policies with regard to acceptance of any
associated valuations, are considered in Chapter 4. Where an HBR is carried out by a surveyor
nominated by the lender, the surveyor will usually also provide a mortgage valuation. Most firms of
surveyors are able to provide HBRs, but any associated mortgage valuation may not be accepted by
lenders if the surveyor is not on their approved panel. As with mortgage valuations, most lenders have
their own national fee scale which is related to different levels of purchase price, and which often
includes a charge for administration. The full scales of fees used by Halifax and Abbey National are
at Appendices 5.1 and 4.5 respectively: Halifax’s HBRs are known as ‘Scheme 2 Reports’ and Abbey
National’s as ‘Reports on Condition and Value’. Table 5.7 gives details of fees for HBRs by the seven
largest lenders in 1993, for a range of property values up to £150,000. Hence, for a property where
the purchase price was less than £25,000, for examplc, the average charge made by these lenders,
excluding Barclays, was £230; where the purchase price was between £50,000 and £75,000, the average
charge for an HBR was £292. For each of the value bands, the average charge by these lenders for
an HBR was about twice the cost of a mortgage valuation alone. Lenders’ charges for HBRs have
risen in recent years at a similar rate to that of mortgage valuations. The ISA gave us examples of
fee scales used by some of its members which showed fees for HBRs for a £50,000 property ranging
from £150 to £230 (inclusive of VAT), compared with the largest lenders’ comparable charges which
range from £194 to £260 (again, inclusive of VAT), the average charge being £238 (see Table 5.7).

TABLE 6.7 The seven largest lenders’ charges for HBRs (including administration), 1993

Property value bands, £000

Lender 25 50 75 100 125 150
Halifax 250 250 330 330 380 380
Abbey National 260 260 335 335 395 395
Nationwide 194 194 235 266 317 317
Barclays ——— Negotiable with surveyor —
Woolwich 225 225 275 325 3758 375
Leeds 250 250 325 325 440 440
C&G 200 250 250 300 300 350

Average charge for HBR
(excluding Barclays) 230 238 292 314 368 376

Average charge for
mortgage valuation 114 126 148 163 190 196
{including administration)

Ratio of average HBR
to mortgage valuation 2.02 1.89 1.97 1.93 1.94 1.92

Source: Mortgage lenders.
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5.31. Few if any lenders have a scale of charges for 8SYs, because the coverage and depth of the
survey work is a matter for negotiation between the borrower who commissions the survey and the
surveyor who carrics it out. The cost is also dependent on the size, age and condition of the property.
From the examples we have seen, charges for S§Ys are often twice or more those for HBRs, ie typi-
cally in the range of £450 to £800, including the cost of the mortgage valuation. Some individual
surveyors told us that their charges for SSYs were substantially less than those of surveyors on
lenders’ panels,

5.32. Lenders’ restrictions on the use of non-panel surveyors undertaking SSYs combined with
mortgage valuations are considered in paragraphs 4.22 to 4.25. Where a valuer nominated by the
lender is used, many lenders (including Halifax and Abbey National) require the borrower to pay the
lender in advance their standard, overall fee for the valuation (including any charge for administra-
tion), and to negotiate separately with the surveyor over the cost of the survey work. The lender
subsequently pays the surveyor the mortgage valuation element of the overall fee.

Financial assessment

Introduction

5.33. Financial questionnaires were sent to the seven largest mortgage lenders and we set out below
a summary of the data received from these and their subsidiary companies providing valuation
services, ie Colleys (Halifax), Cornerstone {Abbey National), Nationwide Surveyors (Nationwide),
Ekins Surveyors (Woolwich) and PLUK (Leeds). The questionnaires to the lenders sought information
on the income, costs and profits arising from valuations undertaken by them in-house, by their
subsidiary companics and by external (mainly panel) valuers. The questionnaires to the subsidiary
companics sought similar information. Initially we asked all the lenders to provide us with information
on all their valuation activities including valuations for house purchase, refinancing and further
advances. In the event, all the lenders (excluding Barclays) included data on repossessions in the
results reported to us. Subsequently we asked all the lenders to provide us with information on
valuations for house purchase separately from other valuation activitics. Abbey National, Nationwide
and Woolwich were able to provide us with this information. Halifax provided us with substantially
the same information but did not exclude the costs of reinspections, revaluations, and repossessions
valuations. In this section, where aggregate resulis are shown, these exclude valuations for
repossessions and revaluations for Abbey National, Nationwide and Woolwich. For Halifax, they
include the costs of reinspections, revaluations and repossessions valuations. The individual results of
these four lenders are reported on these bases.

5.34. Each of the seven largest lenders organizes its mortgage valuation activities differently and,
although in this section we have dealt in aggregate with some of the information supplicd to us, the
bulk of it is summarized in Appendix 5.3 where we sct out individual factors affecting each company
and its subsidiary’s results. For control purposes all the lenders (except Barclays which has no in-
house valuers and passes all valuation fees collected directly to its external valuers) treat their mort-
gage valuation activities as cost centres {(or parts of cost centres). The responsibility for the efficient
running of these activities is usually that of the chief surveyor who, typically, secks, they told us, to
minimize the costs of the operations rather than to make a profit on them. The information we
obtained on costs relates to the valuation work arising in these cost centres and also overheads and
other costs arising in other departments allocated by the lenders to mortgage valuation work. So far
as the lenders are concerned, overheads and other costs (eg expenses of accommodation at branches
and at head office and sometimes computer and related expenses) tend not, as a matter of practice,
to be allocated to valuation activitics and are the responsibility of different departments. Further,
because the valuation activities and the income and costs of these activities of the lending
organizations are small in comparison with the rest of their business, the lenders do not produce
mformation on these activitics on a ‘stand-alone’ basis. One lender, for example, stated that ‘when
considering the financial information provided by the society it is important to be aware that no
accounts are prepared for valuation services as a matter of course, due to the relative size of the
valuation function as a proportion of the society’s total operation’. Consequently, the allocation of
non-direct costs o valuation work proved a source of difficulty for the lenders as did the division of
income and, particularly, costs between residential mortgage valuation work and other activities of the
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departments concerned. Also, one lender could not identify the division between the number of valu-
ations made by in-house employees, by the lender’s subsidiary and by its external (panel) valuers.
Accordingly, the analyses in this section are subject to the qualifications sct out above and the figures
taken as an indication, rather than an exact record, of the income, costs and profits arising from these
activities.

5.35. We decided not to undertake a survey of the income and cost profiles of external valuers. We
foresaw even greater difficulties, than the difficulties encountered in identifying lenders’” costs, in
secking lo segregate external valuers’ costs and returns on valuations of residential property from
those on their other activities. We did not consider that the exercise was likely to provide us with data
of sufficient quality to support conclusions or to justify the expense entailed.

Income from valuation activities

5.36. Set out in Table 5.8 is a summary of the income figures in respect of all valuations under-
taken by, or on behalf of, the seven largest lenders from 1990 to 1993. We have allocated company
data to the calendar year in which the major part of that company’s financial year falls. The financial
year ends for Halifax, Nationwide and Leeds on 31 January, 31 March and 30 September respectively.
The other four companies end their financial year on 31 December. Over the period, between 74 and
78 per cent of income arose from mortgage valuations alone (ic ‘stand-alone’ valuations which were
not undertaken at the same time as HBRs or $8Y5s).

TABLE 5.8 Income from valuation fees, HBRs, other valuation work including SSYs and administrative charges
collected by the seven largest lenders, 1990 to 1993

£000
1990 1591 1992 1993
estimated
Mortgage valuations 65,828 70532 68,004 78,641
HBRs (incorporating a mortgage
valuation) 15844 19472 17974 19,221
Sub-total 81,772 90,004 85,978 97,862
Other mortgage valuation work* 337 308 302 340
Total 82,109 90,312 86,280 98,202
Administrative charges 14,357 19,625 18,689 23,056
per cent
Mortgage valuations 80.3 781 78.8 80.1
HBRs (incorporating mortgage
valuations) 18.3 216 20.8 19.6
Sub-total 99.6 99.7 99.6 99.7
Other mortgage valuation work* 0.4 0.3 0.4 0.3
Total 100.0  100.0 100.0 100.0

Source: MMC from company data.

*Other mortgage valuation work' includes S8Ys which the respondents that undertake this type of work state is a
very smalt part of their total valuation work.

5.37. Set out in Table 5.9 is the income of the seven largest lenders from valuation fees broken
down between valuations carried out in-house, by subsidiary companies and by external valuers. The
table shows that external valuers have taken a progressively smaller percentage of the valuation
income of these lenders over the period under review. Their share has dropped from 39 per cent in
1990 to an estimated 30 per cent in 1993. We have not obtained similar figures for other lenders.
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TABLE 5.9 Income from all types of valuation services commissioned through the seven largest lenders broken
down by in-house, subsidiary company and external valuers, 1990 to 1593

£000
199¢ 1991 1992 1993
estimated
Total income 82,109 90,312 86,280 98,202
Percentages of which were per cent
undertaken by:
in-house employees 47.5 495 425 34.2
subsidiary firms 13.3 145 22.8 31.8
Sub-total for in-house and
subsidiary firms 80.8 64.0 65.3 70.3
External valuers 39.2 36.0 347 29.7
Total 100.0 100.0 100.0 100.0

Source: MMGC from company data.

5.38. In Table 510 we summarize the surpluses and deficits of the lenders as a percentage of all
income received from valuations and, in Table 5.11, the surpluses and deficits for in-house activity
only.

TABLE 5.10 Surpluses and deficits accruing to the seven iargest lenders as a percentage of the income received
by them from fees for all types of residential valuation undertaken by them or on their behalf, 1990

to 1993
per cent
1990 1991 1992 1993
estimated
Halifax [
Abbey National
g::ggxde Figures omitted.
Woolwich See note on page iv.
Leeds
C&G 1
Total 3.1 8.3 55 6.8

Source: MMG from company data.

TABLE 5.11 Surpluses and deficits accruing to the seven largest lenders as a percentage of the income received
by them from ftees for in-house residential valuations undertaken by them, 1990 to 1993

per cent
1990 1991 1992 1993
estimated
Halifax I
Abbey Nationat
Naticnwide Figures omitted.
Barclays See note on page iv.
Woolwich
|eeds
C&G ]
Total 7.3 17.7 18.2 21.4

Source: MMC from company data.

5.39. Taking the scven lenders together, they cover their costs of mortgage valuation work. Returns
are earncd mainly on work undertaken in-house. For 1992 the overall surplus for the seven largest
lenders for all valuations, and for in-house valuations alonc, was 5.5 per cent and 182 per cent
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respectively, but not much weight should be placed on these overall averages partly because the
comparison of these figures is affected by | * ]. These figures are
on the basis of total revenues received and exclude surpluses and deficits arising in their subsidiary
companies (which ultimately accrue to their lender parents). The range of results around these
averages is wide and they include Barclays which transfers all fees direct to outside valuers and report
no carnings, Looking at the spread of results for the individual lenders, for 1992 on all valuations
these range from a surplus of [ * ] per cent (] * ]) to a deficit of [ * ] per cent

a« * D

5.40. However, the overall results bring together two very different types of transaction, For
external valuers the lender acts primarily as a handling agent for the fee and itself determines both
the levels of valuation fees it collects from applicants and the amount it pays over to subsidiary
companics and external valuers. It is important therefore to distinguish between the information we
have obtained from lenders on the surpluses arising from each type of valuer and information on the
lenders’ results from all types of valuers taken together. On in-house valuations, the results for the
five lenders who undertook them ranged from [ * Jpercent ([ * Pto{ *]percent (( * ). The
variations in the rcsults reported to us can in part be attributed to at least two factors: first, as
explained in paragraph 5.34, the lenders told us that they do not look on their mortgage valuation
departments as profit centres, and sccondly, different bases of allocations of costs to these activities
have affected the levels of surplus and deficit reported. For instance, [ * |} applied four times as
many man-hours and related direct costs to preparing HBRs than to mortgage valuations only, result-
ing in reported losses on HBR work. In contrast, [ * ] assumed that the man-hours required to
carry out HBRs, in comparison with those required for valuations alone, were proportional to the fees
charged, ie that about twice as much time was required for an HBR as for a mortgage valuation. As
a consequence the surpluses or deficits arising for each type of valuation, as a percentage of income,
tended to be the same.

5.41. Table 5.12 sets out the surpluses and deficits of the subsidiary companies for all valuations
undertaken by them for their lending parent companies as a percentage of income received from their
parents. Despite this activity generally being part of a profit centre, this work remains a small part
of the total work of the firms concerned. Similar problems of cost allocation arose in the subsidiarics
as in their parent companies and the cost allocation basis choscn in any particular case could have
a disproportionate cffect on comparative rates of surplus or deficit. Again, as an example, there is a
significant diffcrence between the results of the subsidiaries of [ * Jand [ * |, because each
adopted the allocation basis of their respective parents. |

Details omitted. See note on page iv.
]

TABLE 5.12 Surpluses and deficits accruing to the subsidiaries of five* of the seven largest lenders as a
percentage of the income received by them for all residential valuations undertaken by them on
behalf of their parent companies, 1990 to 1993

per cent
1990 1991 1992 1993
estimated
Colleys {Halifax) [
Cor_nerst.one (Abbey Natroqal) ‘ Figures omitted.
Nationwide Surveyors (Nationwide) See note on page iv
Ekins Surveyors {Woolwich) )
PLUK (Leeds) 1
Total 28 13.6 1.4 8.7

Source: MMC from company data.

*Barclays does not have a subsidiary undertaking valuation work. C&G disposed of its subsidiary in 1991 and could
not provide us with information for the subsidiary’s results.

*Details omitted. See note on page iv.
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5.42. Another general aspect of financial returns from mortgage valuation work is the way that
VAT applies. Lending on the securily of residential property is an exempt transaction for VAT
purposes. Since valuing the property is part of the lending process this too is exempt. As a result the
lender does not charge VAT to the borrower and cannot recover VAT on any services or goods that
it purchases. This principle extends to any intra-group transaction so that valuations by subsidiary
companics are also exempt from VAT. However, where a valuation is carried out by an external
valuer, he has to meet the VAT charge out of the amount received from the lender. Borrowers pay
the same valuation fee whether or not the valuation is to be carried out by an external valuer. Some
lenders told us that in calculating the level of fees to borrowers they take into account an estimate
of the amount of VAT that they expect to have to bear where external valuers are to be used. For
them the process is one of spreading total valuation costs over all valuations. For six of the seven
lenders (but not including Barclays, which pays over all valuation fees it collects to its external valuers)
the fees reflect the VAT element that will be incurred if the valuation is undertaken by an external
valucr. Thus, where valuations are carried out in-house or by a subsidiary either the lender or the
subsidiary firm retains that part of the fee {the VAT element), which would be paid by an external
valuer if the valuation had been carried out by him. The result is that a component of the profit on
valuations carried out in-house or by subsidiary companies can be attributed to this. As a percentage
of the income received, this component is less than the full VAT imposition since, unlike VAT-
registered independent valuers, lenders and their subsidiaries are unable to recover VAT on those of
their inputs subject to VAT. We made only limited enquiries to identify more cxactly the advantage
accruing to lenders and their subsidiaries in respect of in-house valuations because of the way the
VAT system applics to mortgage valuations. From these enquiries it appeared that external valuers
which are registered for VAT can claim back about 20 per cent of the VAT they are liable to pay
HM Customs and Excise because of the extent of their inputs which bear VAT and which they can
recover, This reduces the apparent advantage enjoyed by lenders from a maximum of 14.9 per cent
(ic 17.5 as a percentage of 117.5—the full ‘VAT element’ as a percentage of the total fee charged to
borrowers) to about 12 per cent (ie 17.5 less 3.5 as a percentage of 117.5—the net VAT payable to
HM Customs and Excise as a percentage of the total fee charged).
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6.1. The CML is a national representative association for the mortgage-lending industry, and
membership is available to any institution which undertakes mortgage lending in the UK as part of
its business. As at 30 May 1993 there were 152 members and altogether the CML membecrship
accounts for about 95 per cent of all outstanding mortgage balances.

6.2. Building socictics account for 87 of the members of the CML. Banking institutions make up
another significant tranche of the membership including all four large clearing banks. Other members
are drawn from insurance companies and their subsidiaries, finance houses and the centralized mort-
gage lenders which developed in the mid-1980s. Organizations interested in the operation of the mort-
gage market such as legal and accountancy firms or residential asset management companies may also
be admitted as associates.

6.3. The CML has its origins in the BSA which, in turn, has its origins in the Building Societies
Protection Association established in 1869. In the deregularized financial markets of the mid to late
1980s building societies faced competition from new lenders entering the market for the first time and
from the banks which had entered the mortgage market in the carly 1980s. As a consequence the BSA
and others saw the need for a new, broader-based, representative body. This body was to opcrate
alongside the BSA which would continue to serve the specific interests of the building societies in
conncction with other aspects of their activity not directly concerned with mortgage lending. The CML
was established on 1 August 1989 as an unincorporated body. In its mission statement it pledged to
provide ‘a service to mortgage lending institutions by helping to establish a favourable operating
environment, by providing a forum for discussion on non-competitive issues, and by providing infor-
mation to assist them in their business’.
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6.4. The CML is directed by an Executive Committee whose composition is based on a
representative cross-section of the institutional sectors of the membership. There are currently
25 members who elect a Chairman and two Deputy Chairmen both for the CML and the Executive
Committee, each person to come from a different institutional sector of the membership. The CML
also has three standing subcommittees dealing with fraud prevention, secondary markets and statistics
and business information. In addition, there arc a number of specialist panels and working groups.
Amongst these is the valuation panel, the eight members of which are all Chief Valuation Surveyors
of their respective organization. The panel advises the CML on all issues relating to valuations. The
secretariat of the BSA provides all secretariat services to the CML.

6.5. The CML has no regulatory or disciplinary powers as such apart from the power to expel
members. Its Executive Committee provides guidance for the membership but it falls to the members
individually to decide whether they follow that guidance or not.

6.6. The CML has the following five objectives:

(a) to be a central representative body, to put the views of mortgage-lending institutions to
government departments and other relevant bodies;

(b) to be a research and statistical centre, to aggregate and publish statistics, and to provide
analysis on mortgage lending and other relevant market information;

{c) to be a technical centre providing commentary, guidance and advice on all legal, fiscal,
financial and other regulatory developments of relevance to mortgage lending;

(d) to provide a forum for the exchange of non-competitive information, including the subject of
mortgage fraud; and

{(e) to provide a focus for media relations stemming from (a) to (d).

6.7. At the start of the inquiry the members of the CML’s Executive Committee instructed the
CML to co-ordinate an industry response to the MMC on behalf of the membership and an advisory
group was sct up to oversee this work. At the same time the CML recognized that the MMC could
call for any information and evidence from individual lenders that it thought necessary, as in fact it
did, and that individual members might wish to make their own individual representations, as many
did. The MMC held two hearings with the Advisory Group and on both occasions detailed written
submissions were provided in advance.

6.8. Membership of the CML Advisory Group comprised the Chairman of the CML, representa-
tives drawn mainly from the largest building societies and staff of the CML.

The UK mortgage market

6.9. Inits initial submission to the MMC the CML drew attention in particular to the changes that
had taken place in the UK mortgage market, and to a number of other factors. These included the
effect of the recession on lenders, the valuation report as a lender’s means to satisfy itself as to the
adequacy of the security offered by a property and the availability of other reports for the borrower,
the need for a lender to control the provision of its valuation services, the influence of fraud on
lenders’ behaviour, and the competitive and cost influences on the charges for mortgage valuations
and associated administrative charges.

6.10. The CML explained that the UK mortgage market had changed significantly over the last 15
years. Formerly building societies had been forced to employ rationing devices to ensure that scarce
funds were allocated as fairly as possible between competing borrowers; there was little innovation
in the mortgage product and price competition was limited by the BSA’s recommended rates system,
The removal by the Government of remaining non-market controls on the banks in the carly 1980s
led them to enter the market in a significant way, competing with their own pricing strategies. Under
this competitive pressurc the BSA’s recommended rates system came to an end in 1983, The

67



mid-1980s saw the arrival of a number of centralized lenders operating without branch networks and
drawing funds, not from depositors, but from the wholesale money market. A wide range of institu-
tions, therefore, now competed to provide mortgage finance; mortgages were advertised extensively
in the media and the introduction of new products had become relatively common.

6.11, The CML explained that the late 1980s and early 1990s had been dilficult years for all UK
mortgage lenders; building societies” provisions for losses were low until the late 1980s, but in 1991
they had amounted to £1.2 billion and in 1992 to £1.8 billion. Much of this was due to the slump in
the residential property market rather than to problems with mortgage valuations. Imsurance
companies which provided mortgage indemnity guarantee insurance to lenders the CML said had also
suffered. Following large losses in recent years they had tightened up or substantially increased their
premiums and songht even tighter lending criteria. Some now placed restrictions on the acceptance
of mortgage valuations from valuers who were not on a lender’s approved panel.

Mortgage valuations

6.12. The CML emphasized that the fundamental characteristic of a mortgage was that the loan
was secured on the property which was pledged by the borrower, to the lender. Although only building
societies had a statutory duty before lending to satisfy themselves of the adequacy of the security
offered and to acquire a written valuation of that security, other lenders generally did so as a
prudential matter. The mortgage valuation report was therefore provided for the lender in the course
of the lender’s assessment of the adequacy of the security offered. In addition, the courts had decided
that valuers owed a duty of care to the borrower in tort. The CML said that, in applying for a mort-
gage, the borrower would normally be advised, initially by way of the lender’s literature but possibly
also during an interview, that the mortgage valuation report was for the lender’s purposes in assessing
security and that, if the borrower required a report on the structure and condition of the property,
he should commission an HBR, or a full SSY.

6.13. In the CML’s view the need to ensure the adequacy of their lenders’ security meant that it
was necessary for them to maintain control over the arrangements for obtaining accurate and honest
valuation reports. It pointed to the necd, in a competitive situation, for the lender to know that valu-
ation reports would be produced quickly and in a convenient format suitable for its own requirements,
that the lender needed to be satisfied as to the competence of the valuer and that the valuer was
properly insurcd against subsequent claims. The industry’s concerns over fraud and negligence had
also led a greater degree of control.

6.14, The CML said that lenders had employed staff valuers since before the Second World War
but that these teams of valuers had expanded substantially over the last six or seven years. Since the
1986 Act, societies had been able to sell surveying and valuation services and some had increased their
staff valuers for that reason, or incorporated subsidiaries offering these services to their parent or
other clients including other lenders. A further reason for the expansion of staff valuers was the need
to improve the quality and consistency of valuations and reports. The CML said that staff valuers also
had the advantage of providing immediate advice on property matters to the lender in accordance with
the lender’s specific requirements; they had access to a database of all the valuations carried out for
that lender. The proportion of work carried out by staff valuers would vary according to the state of
the property market. Lenders would aim to keep their staff valuers fully employed, using external
panel valuers to handle valuation instructions that could not be absorbed by the in-house valuers
which could more appropriately be done by panel members. Also pancl members were instructed if
a conflict of interest might otherwise exist. The proportion of valuations done in-house would tend
to fall in a buoyant market and rise in a depressed market.

6.15. The CML pointed out that most lenders operated panels of approved valuers, as opposed to
accepting valuation reports from any qualified valuers. By giving instructions only to firms and indi-
viduals whose competence had already been established, the lender was said greatly to increase its
ability to control mortgage valuations. It would, however, be inelficient for lenders to operate panels
which were larger than necessary to meet operational requirements. The CML explained that, whilst
there had been a shrinkage in the number of transactions, this had not necessarily resulted in all
lenders reducing the number of valuers on their panels; some of their members had reported
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increases, whilst others reported that the number of firms on their pancls were static. Lenders period-
ically reviewed their panels as part of a continuing process of managing their busincsses. Where panels
had been reduced, this might have been becausc of frand or negligence, reduction in operational
reguirements or mergers of firms of valuers.

Fraud and negligence

6.16. In guarding against fraud and negligence, the CML was clear that the lender must be able
to rely on the valuer’s competence and integrity, In the vast majority of cases the valuer would be the
only professional who actually saw the property to be mortgaged. During the peak of the property
boom towards the end of the 1980s, the volume of business being undertaken by lenders had enabled
unscrupulous valuers to take advantage of weakness in lending and conveyancing procedures. Many
examples of fraud did not come to light until some time later; property values fell and lenders suffered
losses on some of the properties concerned when they took possession and placed the mortgaged
properties on the open market,

6.17. The CML observed that the dividing line between fraud and negligence was thin. A valuer
would not be able to claim on his insurance if he had been fraudulent; consequently there had been
a tendency for lenders, when faced with a case which could be argued on the basis of fraud or
negligence, to argue that overvaluations had becen due to negligence which was easier to prove than
fraud. Insurers took a contrary view in resisting claims.

6.18. The CML said that there was statistical evidence that the incidence of both fraud and
negligence was higher where a pancl valuer was instructed as opposed to a staff valuer, and higher
still if a non-panel valuer was involved. The fact that using non-pancl valuers left lenders more vulner-
able had been acknowledged by the police, who had issued a ‘recommended code’ of lending practice,
reproduced at Appendix 6.1. Any lender which failed to follow that advice ran the risk of the police
being unwilling to investigate the reported fraud. The police had established, in a number of major
cities and regions, special units devoted to the investigation of mortgage fraud which, the CML
considered, was an indication of its importance.

Standards of valuation

6.19. The CML pointed to the industry’s long-running concern that the main professional bodies
representing valuers and surveyors, the RICS and the ISVA, were not able to guarantee that their
members complied with their respective rules on insurance cover and had insufficient sanctions against
those of their members who were either fraudulent or negligent. This contrasted with the Law Society,
which operated a compulsory indemnity and compensation fund. The CML said that there were many
examples of insurance arrangements for valuers proving to be worthless. One of the reasons for this
was that insurers avoided claims on which there had been material non-disclosure of facts. Another
reason was failure by some valuers to maintain their professional indemnity insurance cover. It was
therefore important for lenders to be sure that they were dealing with reputable valuers who main-
tained adequate insurance cover which was unlikely to be called into question. Lenders therefore
needed to exercise caution both when making appointments to their panels and also when accepting
individual valuations from valuers and surveyors with whose work they were not familiar.

Fees for valuation services and mortgage administration charges

6.20. On fees for mortgage valuations and associated administration charges the CML pointed out
that up until 1982 valuation fees were the subject of periodic negotiation between the BSA and the
two professional associations (the RICS and the ISVA) resulting in one national scale. In the present
situation, individual lenders set their own scales of fees for the valuers they used. CML evidence
demonstrated a wide range of fees being charged currently by lenders for mortgage valuation. Thig
reflected the varicty of practice which could be expected in a competitive market. Some lenders used
discounts from their valuation fees as a marketing tool, others competed by reducing other costs or
by offering incentives. Administration charges were levied partly as a result of the increased
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competition between lenders based upon the mortgage rate, partly as a result of the obvious increases
in the degree of formality and regulation associated with processing a mortgage application, and partly
in order to avoid cross-subsidy between successful applicants and those applicants (amounting to
between 20 and 30 per cent of all applicants) whose application had been processed but, for one
reason or another, had decided not to proceed. The growth of the adoption of an administration
charge was part of a general development toward identifying costs and charging them to those on
whose behalf they were incurred as opposed to spreading them across the ranks of those who took
out mortgages with any one lender.

6.21. The practice of requiring payment in anticipation of processing the application and the
valuation obviated any credit risks which would otherwise be associated with an application. There was
a growing trend toward multi-applications to many lenders (reflecting the competition in rates and
types of mortgage products) and it was quite common for applicants, in good faith and in pursuit of
the best mortgage arrangements for themselves, to accept the most favourable offer and abandon the
others. Advance payment ensured that there was no difficulty in recovering the costs incurred in such
applications. Not all lenders made an administration charge although the practice had become more
widespread in recent years. It reflected the growing costs to the lender of processing mortgage appli-
cations, with more emphasis on verifying the application. In addition a significant proportion of trans-
actions (on average, about 20 per cent) fell through, for one reason or another, before complction but
after valuation and after some administration costs had been incurred; requiring an initial payment
enabled the lender to make certain of recovering some of these costs. The level of charge would, how-
ever, rarely cover the full cost to the lender of processing the application. Lenders’ practice in making
these charges fully transparent to the borrower varied.

6.22. The CML acknowledged that the average valeation fee had risen from around £45 in 1983
to £117 in 1992, It said that much of this was because of inflation. If the figures were deflated by an
appropriate measure, for which it used the AEI, the real growth was shown to be from around £45
in 1983 to around £59 in 1992. The trend in real terms had been for the average fee to change little
between 1983 and 1985, then to rise in 1986 and 1987 before stabilizing again until 1990, and to
increase sharply in 1991 and 1992. The main reasons for the sharp increase were the increased
standards and greater detail being asked of valuers, the identification and inclusion of administration
charges and the sharp increase in the costs of professional indemnity cover faced by valuers. On the
first point, CML told us that over the period in question the naturc of a valuation had changed
significantly. As a result of the greater risks in the business of mortgage lending facing the lenders
from the onset of the housing recession in 1988, a more structured inspection was now rcquired by
most lenders covering more matters, in more detail. This might involve more cquipment required for
inspection, for example for dampness, and also, for some lenders, the provision of a photograph of
the property and evidence of ‘comparables’, that is, the transaction prices for similar homes. The CML
argued that higher standards of valuation were responsible for the bulk of the increases in the costs
of valuation. One yardstick of the extra cost of valuation was that the daily average number of valu-
ations which each valuer could undertake reasonably had fallen. For example, in the case of one of
the larger lenders the number had fallen from five to four.

The complex monopoly situation

6.23. In its response to the provisional finding by the MMC of a complex monopoly and the issues
that arose from that, the CML disputed that the conditions in section 7(2) of the Fair Trading Act
for the identification of a complex monopoly had been fulfilled. It argued that the MMC had not
shown that the practices they had identified prevented, restricted or distorted competition in connce-
tion with the supply of residential mortgage lending. The CML argued further that the state of compe-
tition in the market-place was very high and the market was very transparent. Moreover, the MMC,
in its vicw, had not recognized the difficulties which the hypothetical remedies put forward by the
MMC would have on the operation of the prudential policies of the lender.

(a) Limiting a prospective borrower’s choice of valuer by refusing to accept valuations by any
competent valuer

6.24. In relation to practice (g) the CML argued that a valuation was essential, either under the
provisions of section 13 of the 1986 Act, or in accordance with ordinary prudential mortgage Iending
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for the purposes of the lender assessing the adequacy of the security. Under section 13 of the 1986
Act, a statutory duty was placed on building societies to obtain valuations in a prudent manner. It had
never been contemplated that this duty could be discharged by allowing borrowers or intermediaries
to determine the choice or competence of valuers. As the borrower had never enjoyed the right to
a choice of valuer, the lender’s behaviour could not be held to affect competition. Borrowers were free
to choose and pay for a surveyor for their own purposes if they so wished.

(b) Discriminating in the allocation of valuation business in favour of valuers that are employed by
the lender, or associated firms or companies

6.25. On practice (b) the CML argued that individual lenders were entitled to make their own
judgment on how to obtain the services they requircd most economically and, where appropriate, to
use their own resources. Provided the undertaking was not in a dominant position, and effective
compelition existed between lenders, the practice did not prevent, restrict or distort competition. No
rational lender, it said, would seck to pay more than was necessary by using its own internal services
as opposed to better value valuation services supplied externally. Nor had the MMC revealed evidence
of a systematic policy of ‘discrimination’ in the procurement of valuation services by lenders. Some
lenders obtained all their valuation services externally, others obtained varying proportions of their
needs from valuers employed directly or indirectly by them. The CML therefore did not believe that
effects arose which were adverse to competition.

(¢) Requiring the prospective borrower to pay a set fee based on a national scale established by the
lender

6.26, With practice {¢) the CML explained that lenders typically offcred mortgages throughout the
UK on rates and conditions which did not differentiate between borrowers: there was no good reason
why administrative and valuation charges should be treated any differently. These conditions were
advertised nationally and could not be varied locally without administrative difficulty and exposing the
advertisers to sanctions for breaches of the financial and trading standards regulations. They brought
certainty at the stage of the application and convenience to borrowers and, provided lenders set indi-
vidual scales which could easily be compared by borrowers, competition would not be affected.

(d) Paying external valuers a set fee based on a national scale established by the lender

6.27. On practice (d) the CML saw nothing restrictive in individual lenders operating their own set
national scales for paying valuers. The cstablishment of a ‘price list’ on a national basis by buyers was
widespread and unexceptional, and there was no cvidence that lenders colluded in the setting of
national prices for valuation services. For some lenders the establishment of local charging scales
would be an administrative nightmare.

(e} Requiring prospective borrowers to pay fees in connection with valuation services which also
contain administrative charges for the valuation or for other services, and which are not separate-
ly identified

6.28. The CML suggested that the wording of the practice was unclear: was it the charging of a fee,
the ‘bundling’ of administration and valuation fees, or the failure to disclose the size of the
components which created an alleged anti-competitive effect? On the administration charge the CML
said that Ienders were entitled to charge for the service they offered prospective borrowers since they
would be incurring costs in providing that service. As many as 20 per cent of all mortgage applications
did not proceed to completion and, in the CML’s view, it would be wrong if the costs of those non-
completions were simply loaded on to existing borrowers. They saw no good reason why such a cross-
subsidy should be seen as acceptable.

6.29. In connection with the allegation of ‘bundling’ of charges the CML considered that the lender
was offering one service, the mortgage loan, and costs were incurred in the provision of that mortgage
loan, Tt was not clear why those costs had to be separated out; they would all be recoverable from the
borrower and how this was done was best left to the discretion of the lender. Moreover, there was
considerable variety of practice in the way lenders dealt with such charges. While the level of up-front
charges was clearly a factor in the borrower’s choice of lender, it was irrelevant to him whether the

71



components making up the up-front charges were separatcly specified. Many lenders did, in fact,
separate valuation fees and administration charges but this was a matter properly left to the discretion
of lenders.

6.30. Following the MMC’s amendment to their original provisional list of practices the CML
commented that it was pleased to see the deletions to the list of practices but repeated its earlier
concern that Parliament had deliberately left the definition of ‘competent valuer’ to the lender, and
that it had yet to be demonstrated that the suggested lack of transparency in charging affected
competition.

6.31. The CML commented generally on the issues identified by the MMC that it saw no adverse
effect arising from the current arrangements and conscquently saw no necessity for remedies to be
applied to lenders’ practices.

Issues

Selection of valuer

6.32. A number of the issues sprang from the question of the selection of the valuer. In
commenting on those issues the CML rciterated that the valuation report was required for the
lender’s purposes and it was imperative that lenders retained control of the valuation process, and
selected and instructed the valuer. If lenders were obliged to surrender control, the CML believed
lenders would have much less confidence in the valuation reports commissioned by others, especially
financial intermediaries, as establishing the adequacy of the lender’s security for the borrower’s loan.
It followed that other means would have to be adopted to restore the lenders’ confidence. This would
take many forms, for example higher provision for mortgage indemnity insurance, reduced percentage
loans and greater cfforts made to monitor the valuations commissioned by others (as in Scotland).
Any of those expedients would impose additional costs on the lenders and, therefore, on borrowers.

6.33. The present arrangements allowed the lender to make an informed choice of valuer and to
bargain over fees and the coverage of the valuation from a stronger commercial position than a
borrower. In the CML’s view the borrower had a primary intercst in sccuring an advance and could
have little or no interest in the adequacy of the lender’s security. The costs of selection, and the
valuation charge itself, wcre lower than would otherwise be the case. If those arrangements were
changed, borrowers would be unable to make informed choices of valuer and incapable of bargaining
on charges to the same degree and effectiveness as lenders. Such choices as would be made by
borrowers would be based upon an imperfect understanding of valuer quality. Valuers’ costs would
also increase, as they deployed more resources into marketing and advertising, and it was likely that
valuer concentration would increase, and therefore local borrower choice would diminish.

6.34. The CML suggcsted that it would be folly for the MMC to base recommendations on
assertions by a fcw aggricved valuers that valuation work could be conducted more cheaply by them,
cspecially given the concerns that lenders had over the quality of valuations and risks from fraud and
negligence.

6.35. The CML noted that no evidence had been presented by the MMC to show that excessive
profits were being made in the provision of valuation services and argued that lenders had no interest
in inflated valuation fees, whether the valuations were provided by panel members or by in-house
valuers. Borrowers were sensitive to differences between lenders in threshold charges, thus ensuring
that competitive pressures would keep down the price of valuations,

6.36. The CML maintained that limiting the number of approved valuers on a particular lender’s
list brought clear benefits. It allowed the lender 1o maintain a regular and close relationship with the
valuers, permitted the rapid accumulation of comparative data on house prices and greater accuracy
in valuations, and cnsured an appropriate understanding of the Iender’s specific requirements and
working practiccs. It also provided the lender with greater reassurance that the valuer had, and main-
tained, the requisite insurance to meet any legal claims and that he was unlikely to expose the lender
to {raud. Even without a panel the lender would still have only a limited number of instructions to
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distribute amongst valucrs; in a depressed market the expectations of some valuers would incvitably
be disappointed, The CML believed that the size of the panel and its composition was best left to the
lender to judge.

6.37. In response to the suggestion that borrowers were put te unnecessary expense by lenders
refusing to accept existing valuations by competent valuers, the CML acknowledged that lenders would
not normally accept a report prepared by someone not on their pancls. This would be for all the
prudential reasons already given. The lender would also incur expenses in satisfying itself that a non-
panel valuer was competent, of integrity and had adequate insurance arrangements. It believed there
would almost certainly be extra delays involved. However, where the report was by a valuer on the
lender’s own staff or by panel valuer, and was reasonably current, then, with few exceptions, lenders
would generally be prepared to accept it.

6.38. In the CML’s view, the lenders’ selection of valuer had not discouraged borrowers from
seeking their own more detailed reports. It said that many lenders positively advised borrowers to do
so and actively promoted HBRs and SSYs. The CML suggested that if lenders had not been promot-
ing these more detailed survey reports, hardly any of them would have been sold.

6.39. If persons other than lenders, for example intermediaries such as estate agents or brokers,
were able to sclect and instruct a valuer, the CML considered that the incidence of fraud and negli-
gence would undoubtedly increase. These bodies, with no interest in the adequacy of the lender’s
security, would be in a position to abuse their position. The CML said that all informed commentators
placed the actual fraud figure, notwithstanding the present arrangements, as very high,; in the absence
of the present guarantees and system for ensuring lenders’ control of valuations it would be higher
still. The policy of lenders in England and Wales not generally to accept valuations commissioned by
third parties was supported, and influenced, both by the police and the mortgage indemnity guarantee
insurers. Metropolitan Police advice to lenders was to use a panel valuer, while one of the major
mortgage indemnity guarantee insurers specified that an applicant’s or introducer’s suggested valuer
was not to be used.

6.40. The CML believed it would be wrong to assume that the Scotlish system of accepting mort-
gage valuations commissioned initially by third parties worked well and should be adopted gencrally
throughout the UK. The system worked reasonably well in Scotland because lenders made it work but
at some considerable additional cost to themselves. Experienced Scottish practitioners and lenders had
suggested to the CML that perceptions as to the desirability of the Scottish system might well be very
different had the Scottish market experienced the same degree of upheaval as that shown in England
over the last five years.

6.41. On the issuc that lenders’ control of the valuation process deprived borrowers of direct
contact between the borrower and the valuer, the CML pointed out that there was no evidence that
any legitimate interest borrowers might have in details arising from a valuatlion report was not
provided for by current practice. Lenders would be concerned about the possibility of borrowers seek-
ing to influence valuers on the level of valuation, Lenders were looking for a long-standing relation-
ship with their borrowers and were naturally anxious to maintain good relations and therefore took
responsibility for dealing with borrowers’ queries. Lenders believed they could provide a better service
if queries were routed through them. A further advantage of this procedure was that it avoided the
legal problem of valuers exposing themsclves to additional risks of liability in tort to the borrower;
generally professional indemnity insurers advised valuers not to enter into any communications with
borrowers. Ultimatcly, if borrowers were unsatisfied and continued to have concerns arising from a
lender’s valuation report, they could always commission another valuation or an HBR or SSY.

Valuation fees

6.42. The CML submitted that no scheme of charging was perfect. The overriding priority in cstab-
lishing methods of charging valuation fees for borrowers was that they be ascertainable in advance
and thus casily calculable by all concerned at the initial stage. Alternative bases existed such as
‘quantum meruit’, time costing or regional scales; but all these would lead to uncertainty, complexity
and the creation of difficulties in marketing mortgage products nationally, especially as mortgage
valuation costs were incorporated in the APR.
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6.43. The CML drew attention to the fact that in the MMC’s 1977 report on Surveyors’ Services,
on the question of scale fees, the Commission had not discussed the possibility that any regional
differences should be taken into account. Moreover, it was not obvious to the CML that the costs
borne by valuers did, in fact, differ markedly between regions. There was no simple association
between low house prices, low overheads and lower costs of valuation.

6.44. The CML did not agree that the use of a national scale by lenders for valuations deprived
borrowers of the ability to negotiate a lower price. The report was for the lender and lenders were
efficient purchasers of valuation services for their own purpose, which was to assess the adequacy of
the security offered by the borrower. Lenders were often able to offer borrowers cheaper packages
for combined mortgage valuations and HBRs if borrowers chose to take advantage of that option. If
the borrower required a structural survey the lender would generally be willing to assist by suggesting
surveyors who were also competent to carry out the valuation, giving the borrower the opportunity
to negotiate a lower price for the combination of valuation and SSY. The CML pointed out that not
all valuers were competent to survey a property and not all surveyors were competent to value a
property at all, or in a particular area. The CML said that lenders had no interest in inflating the costs
of valuations. Equally, lenders had a notion of the costs incurred in obtaining proper valuations and
were not necessarily attracted toward the promise of the lowest cost valuations which were, in their
view, often associated with substandard or inaccurate valuations of the security offered.

6.45. As regards convergence of valuation fees, the CML noted that its own evidence showed there
were still significant differences between the valuation fees charged by diffcrent lenders. If there were
to be a degree of convergence over time this was not surprising, It arose naturally as part of the
competitive process in the same way the lending interest rates themselves converged.

Reciprocity

6.46. The CML believed this issue had been elevated out of all proportion as a result of the lobby-
ing by disaffected valuers. Reciprocity was used as a critcrion for making appointments or giving
instructions only as a tie-breaker, when all other factors were equal. As such, it was unexceptional and
indecd normal in a variety of commercial settings. The CML reiterated that the overwhelming desire
of lenders was to have an accurate valuation. Reciprocity was therefore the last, rather than the first,
consideration lenders cmployed.

Conflicts of interest

6.47. On the issucs on conflicts of interest the CML emphasized that the valuer’s primary duty was
in contract to the lender. The lender’s overriding interest was in obtaining an accurate valuation. The
CML could not understand why any lender would wish to frustrate the giving of an advance by
encouraging an undervaluation if its lending criteria were otherwise satisfied. If the lender did not
wish to make an advance, all it had to do was to say so, and the borrower could go elsewhere. Nor
could the CML understand why lenders would be willing to be satisficd with the overvaluation of a
security. This would simply mean that the lenders’ security was inadequate with all the imprudence,
irregularity and illegality that implied. It pointed out that the lender’s valuation function, even {or
perhaps especially) when supplied in-house, was discharged independently of the loan function. The
CML said that lenders had a high reputation for straightforward bchaviour.

6.48. The CML dismissed the suggestion that conflicts of interest were increascd by the use of in-
house valuers, associated company valuers or panel members. In lenders’ experience, in-house valuers
were more independent than panel members as they were under no economic pressure to consider
future instructions or to facilitate a transaction which would not otherwise take place. Lenders ensured
that the various subsidiaries in their group structure werce kept and operated separately. Building
societies were careful to preserve the valuers’ ability to stand apart from the lending process itself,
given that criminal penalties could apply if they failed to give a proper valuation. With panel members
there was no evidence to show that the actual allocation of work to pancl members was influcnced
by a consideration of the level of mortgage introductions. Adequate security was at the heart of lend-
ing culture and the advent of wholly-owned estate agency chains had not changed this.
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Use of in-house valuers

6.49. With the concern that valuations conducted by in-house and subsidiaries’ valuers were exempt
from VAT but panel valuers attracted VAT, the CML argued that lenders simply employed a standard
scale charge irrespective of who conducted a valuation. Notwithstanding the apparent difference in
margin in the use of the two sources of valuation, the CML said that there was no evidence that the
selection of valuers was based upon the incidence of VAT, as opposed to operational requirements.

Transparency

6.50. On the suggestion that information on valuation and administration charges was withheld
from borrowers, the CML stated that the provisions of the CCA 1974 applied to such charges. This
ensured that the overall cost of valuation and administrative charges were made known to the
borrower. The component elements might not always be broken down and identified specifically, and
lenders’ practices varied. Faced with a total level of charges, the CML took the view that it was a
matter of indifference to borrowers how the charge was constituted as between valuation and adminis-
tration and the MMC had provided no evidence of any borrowers’ decisions being affected by lack
of information. It was the total charge which influenced borrowers and if one lender’s charge was too
high, irrespective of its composition, there were other lenders to which that borrower could turn.

CML response to RICS statement of views

6.51. At a late stage in the inquiry a meeting took place between the CML’s valuation panel and
the RICS. The statement of views from the RICS which emerged from that meeting was subsequently
seen by the CML and it strongly endorsed its contents {see paragraph 8.39).

Summary

6.52. In conclusion, the CML took the view that the current arrangements were beneficial. It was
essential for lenders to satisfy themselves of the adequacy of the security offered, and a valuation
conducted on their behalf, and independently of the borrower, was a key element in this. Lenders
were able to procure cheaper and better valuations than any borrower. If they lost this control, lenders
would require extra assurance that the security offered was adequate: this would inevitably mean
higher costs to borrowers. The existing arrangements met lenders’ needs, provided a high-quality
valuation for the lender (and, incidentally, the borrower) and, in confirming the value of the security,
reassured investors, regulators and the capital markets of the financial soundness of the lenders,
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7 Views of individual mortgage lenders
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Introduction

7.1. During the course of the inquiry the MMC held hearings with eight lenders, representative
of the largest building societies, banks and other lenders. In addition some lenders not seen by the
MMC submitted comments to the inquiry directly.

Halifax Building Society

7.2. Halifax is the world’s largest building society. In 1992 it had a 15 per cent market share of
the UK residential mortgage market. It operates out of over 700 branches throughout the UK and
has now expanded into Europe. Its subsidiary company, Halifax Estate Agencies Ltd, has 600 offices.
In 1990 it adopted the name of Colleys as the trading name of its survey and valuation division.
Valuers employed by Colleys also undertake work for other building societies, banks and other finan-
cial organizations. The volume of instructions undertaken for external clients in 1992 was some 56 per
cent of their annual workload. During 1992/93 Halifax commissioned in excess of 200,000 mortgage
valuation reports.
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7.3. Halifax said that changes in business practices relating to the commissioning of valuation
advice had to be seen against the background of the purchase by building socicties of estate agencies,
the effects of litigation against valuers that had occurred during the 1980s and the more definitive
information and advice on valuation now given by the professional institutions and required by Halifax.
These circumstances had led to building societies issuing detailed guidance to valuers and demanding
higher standards of them. There had been increased pressures by the professional indemnity insurers
as a result of the decline in the property market which had resulted in some valuers having difficulty
in obtaining cover.

7.4. The decline in house valucs since 1988 illustrated the importance of stringent procedures to
ensure that property offercd adequate security. The key issue for the lender was risk management.
Assessment of each advance was a legal and prudential requirement on the lender, and a valuation
was an essential part of this assessment. If the lender relinquished control of the valuation process,
Halifax’s recent experience showed that the risks associated with lending increased.

7.5. Halifax said that its policies and practices conformed with the law and were in the best
interests of its depositors and borrowers. Its policies were consistent with best business practice and
did not operate against the public interest. It reserved the right to decide for itself what precautions
it needed to take to assess the adequacy of the security offered for loans and whether it should select
and instruct the valuers upon whose reports it relied in making loan assessment decisions.

The complex monopoly situation

7.6. Halifax endorsed the views expressed by the CML on issues of jurisdiction. It did not consider
that its practices prevented, restricted or distorted competition and therefore no complex monopoly
situation existed. Nor did it believe that its practices were against the public interest. It acknowledged
that whilst its own requirements were fully met by the mortgage valuation report it commissioned on
its own behalf, its endeavours to encourage prospective borrowers to commission HBRs or S§Ys may
have led it to beccome identified with the need for, and provision of, such reports. Halifax had intro-
duced its triple-option scheme ‘Scheme 1, 2 and 3, to illustrate to borrowers the relative levels of
inspection and report and thus the limitations of the mortgage valuation and, as a service to introduce
customers to a surveyor given that few, if any, would have retained a surveyor. It was essential for
lenders to assess a borrowers’ security independcntly, frec from the influence of borrowers and
intermediaries.

Competition

7.7. Halifax said that the home loan market was highly competitive and likely to remain so.
Borrower choice was probably wider than it had ever been, Lenders had to be able to respond to
changes in market conditions, Interest rates and product range were likely to remain of paramount
interest, Market share, however, depended on remaining competitive in all areas. Failure to compete
effectively in any one area would lead to a fall in market share so there was a continuing need to
balance all factors, including valuation fees and practices and administration charges, in the light of
market conditions.

7.8. The entry of thc banks and centralized lcnders into the mortgage market had increased
competition, At different times since the mid-1980s they had accounted for significant percentages of
total annual mortgage lending. This had led to a loss of market share for the building societies,
particularly during the early period when the banks concentrated on large value mortgages. When
mortgage rates returned towards the level of wholesale money rates, building societies had regained
market share.

7.9. A borrower’s main consideration was the amount of loan that could be obtained and the cost
of the monthly repayment. In reccnt years, product range and interest rates had taken on increasing
importance and incentives related to up-front costs could be seen as orientated towards the marketing
of particular financial products, for example fixed-rate mortgages. On their own, such incentives might
be of little importance to the average borrower. Halifax did occasionally offer incentives such as
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waiving or reducing the valuation fee. It was not likely that, in isolation, a borrower would base his
choice on such incentives but if a lender did not offer an incentive and a competitor did, it was
necessary to react to the competitive threat or elsc lose business. The incentives were part of the
marketing mix and they assumed greater or less importance from time to time.

Selection of valuers

7.10. Halifax said that it reserved the right (o select the valuer for mortgage valuation purposes.
It was bound by statute to obtain such a report prior to making its decision on whether or not to
make an advance. This need was reinforced by the importance placed on adequacy of security by
credit-rating organizations and mortgage indemnity insurers. Its success in reducing risk was reflected
in its high credit rating and thus lower cost of capital. Experience showed that few customers were
concerned about the process of the lender satisfying itself that the security offered was adequate.
Equally borrowers were bound to be far less well informed than Halifax as to what it required from
a valuation report. Halifax said that if a borrower (or intermediary) were free to select a valuer of
his choice there would be a tendency for him to select the valuer on the basis of facilitating the trans-
action (and for the intermediary to receive a commission). Neither would have the paramount interest
of the lender in the adequacy of the security offered. If this were forced on the lenders, Halifax would
need to introduce further checks on valuations and extra audit procedures to reduce the increased
risk. This would increase administrative costs, put pressure on its credit rating and lengthen the time
before mortgage offers were made. Costs would increase throughout residential lending and there
would be no benefit accruing to anyone, least of all the borrower.

7.11. Halifax employed about 120 staff valuers and Colleys about 262. The benefits of employing
its own staff included direct control and management of properties held in its possession. The intro-
duction of staff valucrs’ expertisc into this area of work over the past two years had been a significant
factor in minimizing loss. Staff valuers were also reinforcing the training of panel valuers. 35 per cent
of valuations were undertaken by its own staff.

7.12. Halifax also used valuers chosen from a panel of external firms whose staff were chosen for
their competence and experience. The panels in England, Wales and Northern Ireland were reviewed
in 1989. Halifax said that the review was occasioned by its recent experiences of inaccurate, negligent
or fraudulent valuations and greater risks in the property market. The review gave Halifax the oppor-
tunity to remove valuers who were no longer practising and those who were unable or unwilling to
effect the necessary professional indemnity insurance cover. One hundred and sixty-seven firms had
their appointments terminated and of these 21 had complained to Halifax. The panel continued to
include a significant number of sole practitioners and smaller locally-bascd firms. The 1990 panel
review in Scotland resulted in the removal of 13 firms of which five had complained. Few members
had been admittcd to the panel since 1992 because of the large reduction in mortgage applications.

7.13. When allocating work where a choice of valuer was available, priority was given first to staff
valuers, secondly to Colleys and lastly to panel valuers. In all cases it was imperative that valuers had
sound proven local knowledge. Halifax prescribed the post-code areas within which all its valuers were
able to operate.

7.14. At one time Halifax had agreed to accept reports prepared by non-panel valuers. This facility
had been withdrawn in 1990 following an analysis of arrears and possession cases. The proportion of
problem cases that arose from such valuers had been disproportionate to the numbers involved.
Halifax was also aware that non-panel valuers were increasingly routed through intermediaries.

7.15. It would not be acceptable to Halifax for the borrower to choose the mortgage valuer. A
borrower could not be ¢xpected to be aware of the requirements of the lender, nor could he be relied
on not to try to influence his chosen valuer if he thought there was a risk that the valuer would report
in such a way that a purchasc might be in jcopardy.

7.16. If a customer had instructed a surveyor to undertake a private structural survey prior to an
approach to Halifax and the surveyor was not acceptable to Halifax, it would consider charging a
discounted fee for its own valuation report (subject to a copy of the original report being made
available). The report for mortgage purposes would be arranged through onc of its staff valuers,
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7.17. Halifax advised borrowers of the limitations of mortgage valuation reports and advised them
to commission HBRs or full S§Ys if they required additional assurance. There were many occasions,
however, when it might not be imprudent for a borrower to forego this safeguard. If the house were
new, for example built by an NHBC-registered builder and covered by an NHBC warranty, that and
a mortgage valuation report would normally be adequate assurance of the value and condition of the

property.

7.18. Halifax recognized that not all banks insisted on selecting the mortgage valuer. It said that
if a bank were content that the security offered was adequate as a result of factors such as the local
manager’s knowledge of the borrower, house prices in the area and the local reputation of the valuer,
so be it. It, however, did not enjoy these benefits and chose to reduce risk in other ways. The credit
risk of a known bank customer was probably lower than the average building society applicant and
a bank manager was likely to have full knowledge of a borrower’s financial situation. Building societics
handled a limited range of personal transactions and had far less knowledge of the financial and
personal affairs of their borrowers.

Standards of valuation

7.19. Halifax had taken measures to improve the professionalism of the valuers it used. This had
been achieved by:

(a) Establishing its own valuing group. Its staff not only carried out valuations but also monitored
and regulated the work undertaken by members of its panel. Staff valuers were better able to
function in this role as direct employeces because they were not seen by panel members as
direct competitors in the external market-place.

(b) Using professional valuers employed by Colleys and endorsing their quality.
(¢} Training valuers. Panel members were offered training courses to reach Halifax’s standards.

There was tight quality control by staff surveyors. This included sampling of reports, checking of key
controls, and senior staff periodically accompanying surveyors on site visits.

7.20. Halifax was concerned about the professional training of valuers. The RICS and other
professional organizations had been reluctant to become involved in some of its more progressive
ideas. It was not content to rely on the RICS as a body to train or judge the competence of any
valuer. In its opinion, the level of competence of the average valuer was low. Despite the depressed
market conditions for homes and therefore valuation services, there was a shortage of experienced
valuers. The retention of competent and experienced staff was seen as a priority.

7.21. Halifax considered that the level of professional indemnity insurance limits required by the
RICS was wholly inadequate. Tt required for its own panel valuers a minimum level of cover in the
sum of £500,000 for each and every claim, with the exception of the more distant parts of Scotland
and Northern Ireland where, upon application, a lower level was sometimes agreed. Halifax wanted
the RICS to make its guidelines on indemnity insurance mandatory and to ensurc that they were
observed.

Valuation fees

Fees charged to borrowers

7.22. Halifax said that the fecs it charged borrowers were fair. It would be most unlikely that a
borrower could negotiate a better fee and at the same time satisfy the lender’s requirements. It
operated a national scale of fees. This had clear benefits in terms of operational efficiency and
enabled fees to be collected at the application stage. The fees reflected the expertise of the valuer,
the time the task would take, and competition in the market. The feces were based on the purchase
price of the property but the range of property values across thc UK for broadly similar
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accommodation resulted in a range of fee payments which broadly reflected regional differences in
valuation costs. Valuers’ salaries were much the same everywhere in the UK. The work involved was
often disproportionate to the actual property value. Averaging out, through the use of a national scale,
was a fairer system. Halifax had no interest in maintaining an inefficient scale structure and kept the
position under review. It was satisfied that the present scheme was the least unsatisfactory and
cumbersome to operate.

7.23. Halifax did not favour a quantum meruit as a basis for payment, that is, calculated according
to individual circumstances, as this would bring uncertainty and possible confusion to both borrower
and valuer, If national scales were abandoned, the risk of non-payment would increase. This problem
had been observed in the private market for surveys and valuations.

Fees paid to valuers

7.24, There were dangers in making direct comparisons between lenders on fees alone in view of
the differences in the reports they required. The expertise required for residential valuations had
increased over the past few years.

7.25. The need for more detailed inspection meant that fewer valuations could be undertaken in
a given period. Halifax did not want to seec a situation arise in which, in order to maintain their
income, its valuers were forced to increase their workload and possibly prejudice the standard of their
work,

7.26. An indicator of the appropriateness of fee levels would be the profitability of the pancl
members and staff valuers. Halifax believed that profitability levels were modest and acceptabic.

7.27. Some valuers might offer discounted rates from time to time to win short-term business, but
this could put the long-term viability of the firm in question. This could leave the lender at risk. And
it might expose the borrower to a situation in which a legal remedy, should problems arise later,
would be of no value, especially in the absence of adequate, or any, mortgage indemnity protection.

7.28. The separate administration charges paid by borrowers to Halifax were not attributable to
the valuation process alone. Their universal application partially offset the burden of administrative
charges relating to abortive applications and resulted in keener mortgage rates. The costs of aborted
applications would otherwise fall on existing borrowers and members. It also reflected extra burdens
in the application process brought about by financial regulation, including the need to enhance the
procedure for obtaining references.

7.29. Halifax was opposed, on grounds of inefficiency, in equity and on cost, to the MMC’s hypo-
thetical remedy of a two-tier pricing system which would permit the total cost of administration and
valuation charges to be included in the amount of the loans made to new borrowers only. Also its
policy was not to refund fees in those cases where mortgage applications were cancelled.

Transparency

7.30. Halifax regularly reviewed its documentation so that it should be accessible to, and under-
stood by, its customers. At the initial interview with Halifax, the lender’s need for a valuation and the
type of valuation and survey reports available were explained to the customer, as was the need to pay
any administration charges appropriate to the type of mortgage required.

Reciprocity
7.31. Halifax said that the potential for reciprocity was an accepted part of normal business life.
Reciprocity had not, and did not, influence the enforcement of the controls Halifax used in respect

of panel management, including the geographical allocation of work. In the event of there being a
surplus of suitable valuers in an area, it might take into account the ability of a valuer to introduce
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other business as a tie-breaker. But, in practice, it was Halifax which was subject to pressures from
estate agents and intermediaries regarding their offers of introductions in return for valuation
instructions.

Conflicts of interest

7.32. Halifax accepted and incorporated within its codes of practice the recommendations on
conflict of interest made by the RICS and the CML. Iis internal guidance went beyond the RICS
requirements and had been in place prior to CML guidance. It included, inter alia, that lenders should
make clear to borrowers that in-house valuers, or those employed in subsidiaries, might be instructed.
It also issued guidance to pancl valuers on which instructions they might properly accept to aveid
actual or perceived conflicts.

7.33. Halifax’s policies, marketing documentation, and the alignment of its estate agency companies
did not raise any cause for concern. The management and control of its stafl valuers was wholly
separated from the departments which were involved in the loan assessment process. Its staff, and
those employed by Colleys, were statutorily prohibited from acting in valuations for mortgage
purposes of properties which Halifax had repossessed. However, they did play a leading role in recom-
mending the appropriate course of action in respect of the selection of the estate agent, the pricing
policy and marketing strategy.

7.34. Parliament had addressed the question of subsidiaries through the 1986 Act. This allowed
building societies to have subsidiaries and did not prohibit those subsidiaries from valuing property
to be mortgaged to the societies. In Halifax’s view there was no doubt that valuers acting on its behalf
worked only to provide accurate valuations for the building society for prudential/statutory and
business reasons and not to achieve the subsidiaries’ sales targets.

7.35. Halifax gave the borrower full dctails of the content of the valuation report including the
appropriate fee and other charges to be made. It believed it was the only lender to give the borrower
the name of the valuer and the firm for which he worked.

Use of in-house valuers

7.36, Halifax agreed that it could not recover the VAT paid to panel valuers and that it paid no
VAT in respect of in-house and subsidiary valuers. However, VAT incentives did not affect its choice
of valuers. It was neither necessary nor practicable to have a two-tier fee structure reflecting which
instructions were given to panel valuer and which were not. It was not possible to determine in
advance whether a valuation would be undertaken by a staff member or a panel valuer.

Fraud and negligence

7.37. Halifax said that it was sometimes difficult to distinguish between fraudulent and negligent
valuations. The worst excesses of overvaluation had occurred during the period when the property
market was enjoying a period of high inflation and were revealed when house prices fell. Steps it had
taken, in conjunction with other lenders and by itself in more recent years, had been instrumental in
reducing the risk of exposure to fraud.

Intermediaries

7.38. During the late 1980s, Halifax had been under pressure from intermediaries to accept the
valuer’s report as part of a package, and in these cases the valuer had been nominated by the
intermediary. The use of intermediaries brought increased risks of subverting the valuation process.
The majority of intermediaries operated within the statutery and regulatory framework but cases did
arise when short-term financial reward displaced customer interest.
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7.39. The growing influence of intermediaries had put additional pressure on Halifax to train and
develop its own staff. Halifax now took the initiative in dealing with prospective borrowers and there
was evidence of a reverse of the trend to use intermediarics or brokers. However, 63 per cent of its
mortgage applications in England, Wales and Northern Ireland arose from its own estate agency or
members of its introducers’ panel which had been established in December 1992. The BSC, as part
of its advice on prudential lending, had made a recommendation that the degree of the lender’s
business originating from intermediaries should be monitored.

7.40. The legal position in Scotland had enabled solicitors and other intermediaries to play a
dominant role in the property market, including the valuation process. Halifax accepted that in many
instances a valuation would have been prepared for the prospective purchaser before the identity of
the lender was known. Halifax’s response had been to heighten its controls and enhance its
monitoring. The Scottish conveyancing system operated in a smaller, less volatile, market than in other
parts of the UK and it would not be appropriate to consider its wider application.

Remedies

7.41. Halifax commented that it was wholly unacceptable that borrowers should be free to
commission mortgage valuations required by the society. Its underlying concerns about such freedom
were equally applicable to the suggestion that borrowers should be offered a choice of valuers from
the lender’s list. Borrowers’ choice was a fundamental threat to the objectivity of the valuations and
reports on which loan assessment decisions were based.

7.42. It would be perverse to require that all valuations should be obtained from valuers not
employed by the lender. Halifax would be denied access to the expertise of those surveyors best
placed to value and report on its behalf. Controls were in place to prevent conflicts of interest and
there was a total absence of any examples which suggested that borrowers or its own position had
been prejudiced.

7.43. In response to the suggestion that the panels should be opened to any suitably competent
valuer and that there should be a ban on the use of reciprocity, Halifax told us that no external
organization existed which had the capacity to maintain a satisfactory list of competent valuers for use
by lenders. Halifax made a major commitment to the administration and support of its panel (which,
in the difficult market conditions in recent years, had operated below capacity). Valuers were placed
on the panel through merit, and their ability to offer reciprocity was taken into account only as a
secondary factor. Reciprocity was less significant than might appear.

7.44. Halifax was prepared in certain limited circumstances and at a valuer’s discretion to accept
a previous valuation undertaken on behalf of a lender only if it had been undertaken by a member
of Halifax’s panel. If so, the normal fee would be charged and a Halifax report would be completed
based on the previous report but cosuring that all the matters required or specific to Halifax were
covered. The valuer would have total discretion whether or not to carry out another full inspection.
A previous report commissioned by a borrower direct from a valuer would not be acceptable to
Halifax.

7.45. Halifax said that it might accept a valuation not yet carried out (but proposed or agreed
between a borrower and a valuer) if the borrower had commissioned a surveyor who was a Halifax
panel member to undertake a structural survey and subsequently requested that the same firm should
be instructed by the society for its mortgage valuation instruction.

7.46, Halifax fully supported the concept of transparency in respect of valuation fees and charges.
The fact that its administration charges were collected at the same time as the valuation fee should
not be taken to imply that they were wholly or directly related to the administration of the valuation
and survey service. The administration charges made a contribution towards all overheads involved
in the processing of applications which Halifax belicved to be equitable especially given that, for
Halifax, some 30 per cent of applications did not proceed to completion. There was consumer resis-
tance to high administration charges, whereas the valuation fee was known to be in respect of a valu-
ation and thercfore acceptable.
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7.47, Halifax saw problems with the suggestion that the valuation charge made at the outset should
be refunded in respect of all applications which become loans and included as part of the overall loan.
The disadvantages included the non-MIRAS (Mortgage Interest Relief at Source) eligibility of the fee,
the additional overall cost of the loan, the administrative complexity, and the likelihood that indemnity
insurers would not agree to cover that portion of the debt which represented the valuation fee. It was
also contrary to the desirable trend that costs should be identified and charged to those incurring
them and not bundled into the mortgage rate. Further, it scemed odd that monies should be paid to
Halifax and then paid back to the borrower, only to be recouped over the term of the loan.

7.48. Halifax was opposed to the suggestion that the cost of valuation should be absorbed in
general overheads for the following reasons:

(a) Tt would require an increase in the interest rate charged, the incidence of which would increase
the shorter the effective term of the loan.

(b) The report would be treated as a report prepared solely for the lender with the result that it
need not be disclosed to the borrower. He would have to commission his own HBR or SSY
if he required an assurance as to value, thus adding further to the time needed to complete
a house purchase.

Nationwide Building Society

7.49, Nationwide is one of the top seven lenders with around 7 per cent of the residential mortgage
market. In 1992 it instructed 102,000 valuations (mortgage and revaluation). Nationwide operates out
of 721 core retail and 303 estate agency branches throughout the UK.

7.50. As well as providing mortgage lending Nationwide also provides valuation services and estate
agency services. It expanded into estate agency in 1987 and operates a subsidiary company, Nationwide
Estate Agents. With the acquisition of estate agents Nationwide also inherited surveyors who were
formed into a professional services division of the estate agency subsidiary. Nationwide has also had
its own staff surveyors since 1930. On 1 April 1992 the staff surveying team were merged with the pro-
fessional services division of Nationwide Estate Agents and a new subsidiary company was formed
called Nationwide Surveyors. This company employs some 217 surveyors on mortgage valuations.

The complex monopoly situation

7.51. Nationwide noted the MMC’s provisional findings regarding the existence of a complex
monopoly situation and said that it fully supported the CML’s submission on jurisdiction and the
various practices. It also supported the points made by the CML on the issues and remedies identified.

7.52. On the practices, Nationwide pointed out that competition in the mortgage market was
unrestricted and the choice for the consumer was vast; that the lender was the client for the valuation;
that it was no more discriminatory to employ its own staff for valuations than for secretarial services
and employing its own staff ensured a superior service; that setting national scales was the fairest
approach to charging; and that a requirement for separate identification of administration charges
would be acceptable to them.

Competition

7.53. Nationwide considered that competition in the mortgage market was much greater now than
it had ever been, reflecting not only the large number of lenders active in the market but also the
broader product range. Borrowers looked at the overall picture, the interest rate, monthly repayments,
up-front costs and the service received, and lenders had to be competitive in all these, Nationwide
acknowledged that there was now a much greater degree of complexity in the choice facing borrowers.
But at the same time it was aware of considerable movement of borrowers between lenders and that
consumer loyalty to a particular lender was not as strong as it used to be.
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7.54. Nationwide saw the factors influencing its competitive position as price, product, promotion
and distribution (its branch network and the service it provided). Borrowers did shop around and it
had conducted consumer research which suggested that up-front costs, particularly valuation fees, did
not rank highly among factors which influenced a borrower’s choice. The main criterion was the
interest rate. In response to the shopping around, Nationwide had developed its quick quote system
so that a more accurate outline of the key elements of a proposed loan than a general leaflet could
be made available to the borrower at an earlier stage,

Selection of valuer

7.55. Nationwide referred to the statutory obligations on it, pointing out that section 45 of the 1986
Act stipulated criteria for prudent management, including the maintenance of arrangements for assess-
ing the adequacy of securities for advances. In its view the lender could not relinquish control of the
lending process, since the relationship was fundamental to prudential management. It believed that
the only way it could fulfil its statutory obligations was by means of a direct contract between itself
and the valuer.

7.56. Nationwide had severe reservations about borrowers instructing valuers direct. It had concerns
over the valuer being put under pressure to value to order, and had received evidence to support this
contention. It pointed out that there were in fact two separate transactions in the valuation process
and two parties with different interests. The lender wished to secure its loan prudentially against a
property valued by a professional valuer to its specific requirements. The borrower by contrast often
wished to buy at the agreed price without any delay or problems. He was often emotionally involved
in the transaction and influenced by how well the property had been marketed to him. His own finan-
cial interest in the property might be very small, if he were seeking to buy with the aid of a loan
whose amount was very close to the market value of the property. These two different interests were
only reconciled by a valuer acting on behalf of the lender, with a limited duty of care to the borrower,
It accepted, however, that some advertising, which referred to giving the borrower a free valuation
on his home, might leave some confusion in the borrower’s mind over who owned the valuation.

7.57. Nationwide could rely on the integrity of its approved panel and subsidiary staff. There would
be considerable extra costs involved in any move away from current arrangements. Nationwide would
need to be satisfied that the reports prepared were properly audited to ensure that these were
satisfactory. All additional costs would need to be passed on or reflected in interest rates; it
considered that this would be against the public’s best interest.

7.58. Nationwide did not consider that its control of the valuation process discouraged borrowers
from having more detailed reports. It encouraged borrowers to have much more detailed reports and
not to rely on the valuation, and made sure that all its valuers could offer the full range of survey
services.

7.59. Nationwide believed quality could only be achieved by having a panel of a manageable size.
It pointed out that it had not reduced the size of its panel (which stood in excess of 1,000 firms) over
the last few years. There was, however, an operational limit on the size of the panel and once it grew
beyond that it became a very costly burden on the society to administer, to monitor and to guard
against fraud. Any increased costs from this cause would need to be passed on to its borrowers, or
reflected in the interest rates charged. It did not consider that this would be in the public’s interest.

7.60. Nationwide did not believe that accepting another lender’s panel valuer would help since it
had its own specific requirements for valuations; for instance it required all its surveyors to carry out
an energy audit in properties on which HBRs were carried out.

7.61. Nationwide questioned whether in practice banks were more flexible than building societies
as had been suggested. Its own surveyors worked for all the major banks and were not aware of any
using an open panel approach. In its view branch bank managers effectively ran their own local panels.
Furthermore Nationwide valuers were advising banks in connection with claims against valuers; some
banks had lost substantial sums of money, perhaps because they had been too relaxed in the past.
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7.62. In Nationwide’s experience, requests from borrowers to accept existing valuation reports were
very rare. It needed to instruct a valuer directly to create the contractual relationship and to satisfy
its prudential concerns. It would be prepared to accept a previously prepared valuation by a valuer
on its panel if it was not more than one month old, but in all other circumstances such reports would
be unacceptable.

7.63. Nationwide did not consider that the borrower’s interests were adversely affected by the
lender imstructing the valuer, If the borrower wanted a more detailed report he could instruct a
surveyor to produce one. If he wanted clarification of a point in the courtesy copy of the valuation
report which he received, his query was routed through the lending branch. If there was a need for
the surveyor to speak to the borrower that could be arranged.

Valuation fees

7.64. Nationwide believed that because of the vast number of mortgage valuations the administrat-
ive burden of local fee scales would be too cumbersome, especially as fees were collected up-front
of the transaction. For a financial organization as large as Nationwide, it saw it as more cost-effective
to its customers to sct average application fees in relation to house price-bands. It did not sec that
setting regional variations, with the problems and the additional cost involved, would be in the best
interest of its customers. Nationwide also pointed out that there was quite a close correlation between
operational costs and property prices and this was reflected in the method of setting fees.

7.65. It did not see that operating its national scale of charges for valuations harmed those
borrowers who wished to commission their own SSY or HBR since it required Nationwide Surveyors
and all its panel firms to be able to offer the full range of survey services, Borrowers thus had the
opportunily to negotiate with the surveyors concerned and cost savings could be obtained by the
borrower on the overall cost by allowing the valuer to carry out both inspections at the same time,
It believed the combined cost was cheaper than going into the open market-place.

7.66. For a given level of quality, Nationwide did not see that valuation costs would be any lower,
There were valuers in the market-place who would carry out valuations at uneconomic prices because
of the state of the housing market, but at such heavily discounted prices it did not see that an
adequate quality of valuation could be maintained. Nationwide pointed out that it earned nothing on
valuations where panelled, while for valuations carried out by Nationwide surveyors the overall return
was less than 10 per cent.

7.67. Nationwide considered that the true increase in valuation fees had been quite small in recent
years. There had been a substantial amount of additional work required of its valuers, reflecting both
its own prudential interest, increasing professional guidance and to some extent liabilities to the
borrower imposed on the valuer by the courts. As an iliustration of the growth in workload
Nationwide pointed out that its in-house valuers, who used to be able to complete five full mortgage
valuations (plus two further advances) in a day, now only undertook four mortgage valuations (and
one further advance) a day. As to any convergence of valuation charges amongst lenders, Nationwide
pointed out that they varied considerably at the present time. It considered that some convergence
was inevitable since lenders’ charges were based on costs and their valuers followed standard
professional guidance.

Transparency

7.68. Nationwide believed in transparency of costs to customers and considered that its documen-
tation was clear in this respect in that it disclosed the existence and size of such charges. However,
it pointed out that in its experience borrowers chose lenders on the basis of interest rates and not
application fees.
Reciprocity

7.69. Nationwide made clear that reciprocity played no part in the placing of its own mortgage valu-
ation business. Its lending branches and outlets were separate from Nationwide Surveyors, which
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handled all instructions for valuations. Appointment of pane! surveyors by Nationwide Surveyors was
strictly on the basis of professional criteria and reciprocity of business would not have any effects on
membership of the panel or the continued supply of instructions to them. If a panel firm with which
it had established a relationship came to it with mortgage introductions, it would be prepared to
consider that business but it was not a requirement it had ever stipulated.

Conflicts of interest

7.70. On concerns over overvaluation or undervaluation, Nationwide pointed out that mortgage
valuations were governed by the RICS/ISVA guidance notes which were followed by all its subsidiary
company valuers and panel valuers. All that it asked for was a true reflection of open market value
(which was defined in the guidance notes) on which to base its lending decisions.

7.71. In its expericnce panel surveyors could on occasion be subjected to pressure to value to order
by brokers or intermediaries for fear of losing business; by comparison valuers in the lender’s sub-
sidiary company had simply to meet the lender’s requirements to satisfy section 13 of the 1986 Act.
It said that influencing a valuer to be generous or hard with valuations would be a criminal offence
under the 1986 Act, to which Nationwide would not be a party. It was not in its best interests to
influence a value up or down, as its overriding responsibility was to protect its depositors.

7.72. Nationwide complied with the disclosure guidelines on who might do the valuation agreed
with the RICS, and this was made clear in the mortgage application form. If a borrower then had
concerns it would try to accommodate him by using a panel valuer. Nationwide had had no complaints
in this area.

Use of in-house valuers

7.73. Commenting on the concern that the rules on VAT created an incentive to use in-house
rather than external valuers, Nationwide said that it did not consider that VAT was a material
consideration. The scalec fees were assessed without taking VAT into account, and the charge
remained the same to the borrower whether an in-house or external valuer was used. Nationwide
regarded the additional costs of VAT associated with using an external valuer as a cost that
Nationwide had to find from within its own resources. If lenders used external valuers exclusively the
overall cost would have to risc and it did not sce that this was in the borrower’s best interest.

7.74. Nationwide did not consider that the use of its own valuation staff gave rise to additional
conflicts of interest. Nationwide’s policy was to require valuations complying with professional associ-
ation guidance. If anything it believed that panel surveyors were more of a risk. Its own in-house
surveyors were kept totally independent from the rest of the organization.

Fraud and negligence

7.75. Nationwide registered that its processes were gearcd to minimize any impact of fraud and
negligence. It separated the valuation process from the assessment process and exercised strict quality
control over panel and Nationwide surveyors.

Intermediaries

7.76. Nationwide considered that quality and reliability would be suspect if intermediaries
commissioned valuations from non-panel surveyors. It needed to exercise prudential control over
valuers on panels to protect not only investors and borrowers, but ultimately the public at large.
Nationwide believed there was much evidence of intermediaries and estate agents influencing valuers
to value at price and to limit repair retentions to a minimum.
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7.77. In Scotland Nationwide still operated a pancl system to ensure that valuers were aware of its
requirements and it ensured that there was a direct contractual link between itself and the valuer by
having the report written on its own form. Its administrative costs in operating a wider panel in
Scotland were high and Nationwide Surveyors audited every report submitted by intermediaries.

Remedies

7.78. Nationwide said that approximately 20 per cent of mortgage applications were abortive and
unless application fees in connection with processing a mortgage application, which included the valu-
ation element, were collected up-front, the costs of borrowers who did not proceed to take an advance
would have to be recouped from its membership or other borrowers. Whilst there might be marketing
promotions which would give discounts or refunds of charges to new borrowers at particular times,
and whose cost was borne as a management expense, such promotions could not be sustained for
lengthy periods without impacting on the rate paid to the Society’s investors or the rate of interest
charged to its borrowers.

7.79. In conclusion Nationwide considered that the current arrangements had beneficial effects in
reducing overall costs through control of fraud, through customer care via its customer complaints
process, through a reduction in claims on valuers, and through ability to keep interest rates as low as
possible by using employees who were fully aware of lending policy and gnidelines.

Woolwich Building Society

7.80. Woolwich is the third largest building society and bas a 5.5 per cent share of the UK
residential mortgage market. In 1992 it gave instructions for 52,000 mortgage valuations.

7.81. In 1987 it established an estate agency subsidiary, Woolwich Property Services Ltd. In January
1993, following further acquisitions, including 190 estate agency branch oifices from Prudential
Property Services, it separated its estate agency and surveying businesses. All its former staff
surveyors, and those employed by Woolwich Property Services, are now employed by Woolwich
Surveying Services Ltd, which trades as Ekins Surveyors.

The complex monopoly situation

7.82. Woolwich supported the views expressed by the CML. It did not believe that the lenders or
organizations (of which it was one) that were referred to in the issues letier, or which were within the
terms of reference, so conducted their activities in a way which prevented, restricted or distorted
competition. It was also concerned that some of the remedies suggested by the MMC would be
against the public interest and could increase costs Lo ils members.

7.83. Woolwich said that there was a clear distinction between a valuation commissioned by it as
a prospective lender (and required under the 1986 Act) and any survey which might be commissioned
by a borrower. The purpose of a mortgage valuation was to ensure that there was sufficient security
for the funds which could be lent against the property. It was a valuation for the lender and not the
borrower.

7.84. It considered that self-interest lay behind some of the views expressed to the MMC by the
members of the valuation profession; they failed to acknowledge that it had been the severity of the
downturn in the housing market which had been the primary reason for the decline of valuation
opportunities.

Competition

7.85. Woolwich said that the impact of deregulation and the ensuing interest in rate-led competition
had been the main factors affccting the mortgage market over recent years. The market would remain
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highly competitive in the short term, especially in terms of rates and discounts, Fixed-rate lending
would continue to play a dominant role, Quality of service and the lender’s reputation and integrity
would assume greater importance in a borrower’s choice of lender.

7.86. The popularity of fixed-rate mortgages could disadvantage building societies which were
having to compete with banks which were not subject to the same financial limits on wholesale
funding, Centralized lenders were currently less of a competitive threat but their presence should not
be overlooked particularly if the housing market made a marked recovery. Woolwich’s approach had
been to offer potential borrowers a choice of competitively price fixed-rate and variable-rate mortgage
products. The quality and speed offered by its surveying subsidiary helped it to maintain its competi-
tive advantage.

7.87. Woolwich said that borrowers considered three cost-related matters when deciding on a parti-
cular lender. These were:

(a) the cost of the monthly repayment net of tax relief;
(b) the up-front costs of obtaining the mortgage including the valuation charge; and

(c) the basis on which the lender was able to vary the interest rates and monthly repayments
during the mortgage term.

The APR formed a basis of comparison between lenders’ products but was not generally understood
by borrowers. The valuation fee was not of sufficient size to affect the APR.

7.88. The 1986 Act had widened the powers of building societies and Woolwich had taken advan-
tage of this by offering additional surveying services to potential borrowers. In 1986 it had introduced
a scheme, known as the Woolwich Home Purchase Report, which provided for a report to be under-
taken specifically for the homebuyer. It also provided a limited in-house service of full SSYs.

7.89. It did not consider that the availability of these additional surveying services restricted
competition. Nor did they increase costs to borrowers, Woolwich would not normally accept a mort-
gage valuation report from a valuer who was not a member of its panel. But it was prepared to accede
to requests by borrowers to combine mortgage valuations with structural surveys undertaken by
surveyors not on its panel in certain circumstances. It would take into consideration the loan:value
ratio and whether the valuer was a member of a practice known to Woolwich Surveying Services.

7.90. Woolwich did not offer incentives to borrowers on valuation fees. It had always taken the view
that the benefits would not justify the substantial financial commitment involved. Tts view could change
if the experience of other lenders were to show that there were competitive advantages from such
offers.

Selection of valuer

7.91. Woolwich Surveying Services (Ekins Surveyors) employed about 130 staff valuers who also
acted as panel surveyors to other lenders. Mortgage valuations were their first priority. Additionally,
Woolwich used the services of a panel of external valuers.

7.92. Responsibility for allocating Woolwich’s valuation inspections rested with Ekins Surveyors.
If one of its staff valuers was not available, the instruction would be given to a local panel surveyor.
In 1992 Ekins Surveyors carried out 84 per cent of the mortgage valuations commissioned by the
society. The size of the panel had not been reduced in recent years. Seventy new applications to join
the panel were received in 1992, of which 60 were rejected because of lack of demand in the locality.

7.93. Both Ekins Surveyors and panel valuers operated within individually defined geographical

areas. Its controls were also mirrored by professional indemnity insurers who were imposing their own
requirements in the light of claims experience in recent years.
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7.94. Woolwich said that it required a new valuation report to be prepared in the case of each main
mortgage advance. It would not accept a report previously prepared for another prospective borrower.,
It acknowledged that there could be a situation, albeit unusual, when a valuer might not need to rein-
spect the property to prepare a report.

Standards of valuation

7.95. Ekins Surveyors and panel valuers were required to be Associates or Fellows of the RICS or
the ISVA with a minimum of two years’ post-qualification experience. In addition to meeting
Woolwich’s standards of competence, panel valuation firms were required to have professional indem-
nily insurance cover in the sum of £500,000. Ekins Surveyors staff all received training and their
performance was monitored on a regular basis. They also had responsibility for monitoring the work
of panel valuers.

7.96. Woolwich said that the work and responsibility undertaken by a valuer had grown as a result
of the following factors:

(a) the release to borrowers of a courtesy copy of the valuer’s report;
(b) the Courts’ decisions as to duty of care owed to the borrower;

(c) the Courts’ decisions as to the validity of disclaimer clauses;

(d) mortgage valuation guidelines published by the RICS and the ISVA;
(e) the detailed specific requirements of all lenders;

(f) the fall in property values resulting in losses to lenders and negligence claims against valuers;
and

(g) the attitude of professional indemnity insurers following the increase in claims in recent years.

7.97. The number of valuations carried out by most surveyors had decreased in recent years as a
direct consequence of the decline in demand for the work to be done and the increased standards and
responsibilities involved. This meant that fewer inspections were able to be undertaken in a given
period.

Valuation fees
7.98. Woolwich said that it did not seek a specific level of profitability from mortgage valuations
but expected to fully cover the costs associated with them.

Fees charged to borrowers

7.99. Woolwich charged according to a national scale of fees. It said that this was necessary because
of the size and scale of its operation. It also gave borrowers a figure against which to budget. It did
not levy administration charges per se although there was an element for administration built into the
overall charge.

7.100. It did not consider that there were any adverse effects on the borrower in being required
to pay for the valuation at the outset of the proposed transaction. It enabled a borrower to gauge the
competitivencss of the price and make an informed choice.
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Fees paid to valuers

7.101. Until 1992 its panel valuers were paid the whole of the fee which had been collected from
the borrower. But Ekins Surveyors now retained £25 as a contribution towards the time and cost
involved in dealing with panel matters.

7.102. Where an SSY had been commissioned by a borrower from an external valuer, the borrower
paid the valuation fee to Woolwich, which in turn paid the surveyor. The borrower negotiated, and
agreed direct with the surveyor, the separate additional payment to be made in respect of the SSY.

Transparency

7.103. Woolwich said that it had endorsed the practice which had developed within the industry of
disclosing the valuation report to the borrower, leaving him free to rely upon its contents or seek a
survey of his own. It acknowledged that this had led to some confusion over the purpose of the report.

7.104. A full breakdown of fee scales was shown in the information given to the borrower,
Woolwich also produced a guide to moving home which gave a breakdown of the different forms of
survey available, An individual leaflet was produced on valuation and survey. Its mortgage application
form advised borrowers that it was important that they should not rely on the valuation report in
deciding whether to proceed with the purchase. It recommended that they obtain their own more
detailed survey report on the condition and value of the property.

7.105. Its valuation report included a disclaimer concerning the limited nature of the report.
Woolwich recognized the existence of a duty of care to the borrower but said that this did not create
a contractual relationship between the valuer and the borrower in relation to the preparation of the
report.

Reciprocity

7.106. Woolwich said that it did not impose any requirement in respect of reciprocity. The over-
riding criterion used was the competence of the surveyor to carry out the valuation and the highest
percentage of valuations which had been carried out for it by any one firm in 1992 was approximately
3 per cent. 12 per cent of Woolwich’s mortgage business had been introduced by Woolwich Property
Services and 48 per cent by other intermediaries,

Conflicts of interest

7.107. Woolwich said that it had adopted the recommendations of the RICS and the CML on
possible conflicts of interest. There were no direct links between Woolwich Property Services Ltd and
Ekins Surveyors. Parliament had addressed the subject of conflict of interest in the 1986 Act and
Woolwich adhered to that statutory provision.

Fraud and negligence

7.108. Woolwich said that maintaining control of the valuation process was one of the most cffec-
tive methods of preventing mortgage fraud. It had not had much experience of fraud or suspected
fraud but was investigating some cases involving panel valuers where it believed the valuations had
been negligently prepared. Its experience of professional negligence and fraud had tended to centre
on solicitor and licensed conveyance fraud and negligence. It attributed the low numbers of cases
involving valuers to the strict requirements which applied under its present arrangements.

7.109. As a safeguard against fraud, Woolwich did not allow the borrower to discuss the valuation
directly with the valuer before it was undertaken.
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Intermediaries

7.110. Woolwich considered that there was a role for intermediarics. However, borrowers were able
to make their own decisions and often contacted several lenders before deciding which to choose.

7.111. In England and Wales, Woolwich did not normally accept valuations that were incorporated
within a mortgage application prepared by intermediaries as part of a package arrangement. It was
concerned about some of the practices and procedures which had become established in Scotland
because of the different legal system. Here, the valuer’s fee was normally paid by the introducer,
somelimes on a discounted basis, although often the valuer charged the lender a transcription fee.
Woolwich believed that this practice could raise the possibility of collusion between the valuer and
the introducer, It would accept a mortgage application through an introducer where the valuation had
already been commissioned from a panel valuer. The valuer would be required to complete a
Woolwich pro forma. Woolwich would not accept a valuation commissioned by an intermediary from
a valuer who was not on the Woolwich panel.

7.112. Woolwich paid a fec to Woolwich Property Services for cach completed mortgage
introduced. No commissions or other payments were made to any other intermediary.

Remedies

7.113. The suggestion that borrowers should be free to commission valuations from any suitable
qualified valuer was not acceptable. Woolwich was unable 1o delegate to the borrower its responsibility
of ensuring that the assessment of the valne of the security was accurate. To do so would be in breach
of the statutory provisions and against the criteria of good lending practice.

7.114. It would understand a recommendation by the MMC that adjustments should be made to
the fee scales to reflect a more localized assessment of the cost. In its view, however, this could lead
to an increase in some areas and a decrease in others which would cause confusion to the borrower
and lead to an increase in the cost of administration. Its preference was for fees to be standardized
on a flat-rate basis.

7.115. It did not believe that the use of national fee scales had led to charges to borrowers being
higher than would otherwise be the case. An element of its scale fee did comprise certain administrat-
ive costs. It had concluded that it would be in the interests of transparency for the size and nature of
that element to be disclosed.

7.116. Woolwich did not beligve it to be necessarily in the interest of a borrower to add the valu-
ation cost to the loan; it would result in interest accruing over that element of the advance,

7.117. Woolwich could see certain arguments for absorbing valuation costs into overheads but was
against the suggestion. Tt would lead to the costs being met by its members and depositors and give
encouragement to multiple or spurious applications. A scheme offering a refund only to borrowers
whose applications had proceeded would still incur costs to the lender. This would result in a reduced
level of profitability and at some point in time the consumer would have to pay.

7.118. Woolwich said that qualifications alone could not be the sole criterion for appointment to
the panel. Integrity, local knowledge, specialist expertise, adequate professional indemnity insurance
and competence all had to be considered. Its selection methods had ensured that its members, deposi-
tors and borrowers were as fully protected against fraud and negligence as possible.

7.119. Woolwich noted and shared the concerns of the RICS in Scotland and agreed with that body
its preference for the lender to issue instructions to the valuer.

7.120. Woolwich could not accept the suggestion that a valuation carried out in connection with
an earlier abortive mortgage application should be acceptable.
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Cheltenham & Gloucester Building Society

7.121. C&G is cne of the 15 largest lenders and has a 4.5 per cent share of the mortgage market.
In 1992 it commissioned about 80,000 mortgage valuations. In 1991 C&G disposed of its subsidiary
estate agency business, C&G Estate Agents, which had been established in 1988.

7.122. C&G said that it placed great emphasis on cost control. It concentrated on core investments
and mortgage markets. It had fewer branches than the majority of its competitors. Its assets had
increased threefold since 1988. This had been achieved chiefly through organic growth. Its cost:income
ratio was typically half that of its main competitors. Only 15 per cent of its borrowers were first-time
buyers, Most customers were primarily interested in purchasing good-quality propertics. At present
about 40 per cent of its business involved remortgages but this varied significantly depending on how
competitive its product was at a given time.

The complex monopoly situation

7.123. C&G did not accept that a complex monopoly existed, nor that it was one of the parties to
it. It noted that more valuers than members of the public had voiced concern to the MMC about the
present arrangements. It believed this was an attempt by some members of the profession to bring
about changes for their own financial advantage. It saw no need to change existing practices relating
to mortgage valuations. C&G supported the views expressed by the CML.

Competition

7.124. C&G said that banks and centralized lenders had rapidly gained market share in the 1980s
through their ability to raise funds more cheaply through the wholesale moncy markets. The decline
of centralized lenders had been almost as quick but it expected both to regain share.

7.125. C&G thought the main growth in competition in the next five years would be from non-
building-socicty lenders. New distribution channels would be opened and there would be an increase
in money-market-derived products such as fixed-rate mortgages. A successful lender needed a good
reputation, financial strength, a large distribution network and the ability to cope with complex
legislation.

7.126. The contraction in the mortgage market had increased competition resulting in greater
product ranges and lower rates. Some borrowers had moved between lenders to achieve more favour-
able interest rates while others were committed to one lender having accepted fixed-rate mortgages.
The market was still volatile.

7.127. C&G did not make general or life assurance product sales conditional upon obtaining a
mortgage. But other lenders insisted upon this requirement. Its policy was to maintain a competitive
product range of discounted and fixed-rate mortgages.

7.128. Lenders must be able to respond to market trends and not be constrained by overly prescrip-
tive regulation. C&G’s ability to respond to market changes and devclopments was a clear sign of a
healthy and openly competitive market. It anticipated that, as the mortgage market continued to
diminish, lenders would seek to offer more incentives and valuation services would become more
competitively priced.

7.129. Howcver, borrowers paid little attention to valuation fees which were viewed simply as a pre-
requisite for a mortgage. A borrower’s prime concern was the nominal interest rate and the cost of
his monthly repayments. Once these were satisfied, up-front costs then became a factor in his choice.
Sincc a High Court decision in 1993, comparing APRs across products or lenders had become a
lottery and not a genuine comparison of mortgage costs. Most applicants were more aware of headline
ratcs.
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7.130. Since 1992 C&G had been offering a cash-back incentive to all applicants who attended
interviews at a C&G branch. It was offering currently a refund of the application and valuation fees
for variable rate mortgages.

Selection of valuer

7.131. C&G said that it adopted an aggressive pricing policy and worked on narrow profit margins.
It could not afford to take risks in the assessment of the quality of its security. It was essential that
it retain control over the valuation process.

7.132. It employed about 40 in-house surveyors and used a panel of external valuers, many of whom
were cmployed by subsidiaries of other financial institutions and building societies. The panel was
reviewed annually. No one firm was given more than 5 per cent of its valuations. The appointment
of valuers to its panel was handled at Chief Office by its Chief Valuer but the choice of either panel
valucr or in-house valuer for a particular valuation was made at its local branch level.

7.133. In-house valuers were responsible for 40 per cent of C&G’s valuations and were given
priority over external valuers. This was seen as sound business practice. If market conditions were to
improve, its policy would be to increase the number of staff surveyors rather than extend its panel.
It would consider reports from non-panel valuers but such requests were rare. During 1993, 34 were
accepted and six rejected. A sole practitioner would be acceptable if it could be demonstrated that
he was well known in a locality and had a good reputation.

7.134. C&G accepted valuations undertaken on behalf of other lenders if the request were made
within a reasonable time-span and the valuer met its criteria. It would enter into its own contract with
the valuer concerned and would still require the borrower to pay the fee. The borrower was then free
to negotiate a discount directly with the valuer if he so wished.

7.135. Only about 6 per cent of its borrowers requested an HBR or an $S8Y.

Standards of valuation

7.136. C&G had reduced the content of its valuation report which was now more closely focused
on its requirements. Despite the brevity of the report, standards of inspection had been raised.
However, greater efficiencies in the processing of the reports had enabled valuers to maintain their
previous level of inspections. Borrowers were advised to seek HBRs or 8SYs if they required further
information.

7.137. C&G said that its criteria for the appointment of valuers were stricter than some other
lenders. Where non-panel valuers werc used, each onc was investigated scparately. No charge was
made for this service but this policy would need to be reviewed should the number of requests
increase substantially.

Valuation fees

Fees charged to borrowers

7.138. C&G used a nalional scale of valuation fees. It believed that this had resulted in significant
cost savings to the borrower. It was in a better position than the borrower to obtain an appropriate
rate, having discussed with the valuer the quality of service and standards that it required. Quality was
considered before price.

7.139. C&G’s valuation fee did not include an administration charge. A separate administration
chargc was made as a contribution towards the costs of a mortgage application. It was not convinced
that borrowers would find it more acceptable to pay higher fees for valuation reports rather than pay
a general administration charge. The trend was for all prices to be forced down to remain competitive.
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Fees paid to valuers

7.140. There was no consultation with the valuation profession on the level of fees but C&G might
send information on proposed changes to some valuers for their comments. Because of the differences
in property values across the country, C&G used a system of fee-banding, weighting regional price
differences against the complexity of the job,

7.141. The valuation fee was identified as a separate item and paid to the valuer without any
deduction. The savings in VAT which accrued when in-house valuers were used were put into its
general funds for the benefit of its members.

Transparency

7.142. C&G thought it likely that lenders had contributed to some borrowers’ confusion over the
status of the valuation through their failure to explain the purpose for which the valuation was
intended. A lender required a valuation to assess the risk on the security offered, but the borrower’s
main interest was the condition of the property. This conflict was the rcason for most complaints.

7.143. C&G said that there was ample information available describing the various products in the
mortgage market. Borrowers were sophisticaled and able to identify those products which were
uncompetitive. It was not difficult for them to compare the total up-front costs of all lenders. It
provided a detailed quotation to all its customers giving information on costs at all stages of the
application.

Reciprocity

7.144. C&G told us that it received less than 5 per cent of business from firms on its valuation
panel. Reciprocity was not a major consideration in the choice of valuer. In 1992, 75 per cent of
valuers on its panel did not introduce any business at all to the society. The only significance of
reciprocity was to act as a determinant of the choice between equally competent valuers in an area.

Conflicts of interest

7.145. During the time that C&G operated its own estate agency business it did not consider that
there had been any conflicts of interest. The estate agency subsidiary had placed more business with
other lenders than itself, possibly because the subsidiary dealt in the first-time buyers’ market for
which C&G did not have a product. It had reccived no complaints.

Intermediaries

7.146. C&G received a significant proportion of its business through intermediaries. This did not
pose undue problems but stricter controls were necessary on appraising business from this source.

7.147. In Scotland, the wider usc of intermediaries had led C&G to impose a more stringent
control procedure on valuation than applied in England and Wales. It operated a panel in Scotland
and would only accept rcports from valuers on that panel. The vaiuation report was sent to the C&G
branch and not to the intermediary.

Remedies
7.148. C&G noted the suggestion that valuation fees should be absorbed into general overheads.

It had recently introduced a scheme called ‘Action Repay’ which provided a refund of valuation fees
for successful applicants who chosc variable mortgages. The borrower was still required to pay the
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fee at the application stage but was given a refund if the application resulted in a completed mortgage.
C&G bore the costs of the scheme; they were not incorporated within the interest rate.

7.149. The suggestion that up-front costs should be absorbed into overheads was not welcomed.
It would result in successful applicants, existing borrowers and depositors subsidizing those whose
applications did not proceed. C&G preferred to operate its ‘Action Repay’ scheme.

Leeds Permanent Building Society

7.150. Leeds is one of the top seven lenders. It maintained that it did not conduct its affairs so as
to prevent, restrict or distort competition in the supply of residential mortgage lending. On the selec-
tion of valuer, Leeds submitted that prudential concerns and the needs of the 1986 Act dictated that
the lender should control all the procedures leading to an offer. The lender was the client for the
report and he required an impartial report. As a matter of courtesy, a copy of the report was disclosed
to borrowers but it had never been the intention that borrowers should base their decisions to
purchase on the strength of that report. Borrowers were always advised to consider obtaining a more
detailed report since the lender required far less information on which to base his particular decision
to lend. Leeds saw dangers in allowing borrowers to choose the valuer or for it to accept reports in
packaged business from intermediaries, illustrating the latter with a fraudulent case it had reported
to the police,

7.151. Leeds employed staff surveyors and did not consider that their use was discriminatory in the
provision of valuation services. The valuation was for the society and staff surveyors provided the best
possible quality and consistency of reporting, and an increase in the efficiency of processing loans. Fee
scales needed to reflect a requirement for high-quality reporting and maintenance of professional
standards. Its fce scales were competitive with those of other major lenders. The reduction of fees in
‘a free for all’ would increase pressures on surveying firms and put standards at risk. Increases in
insurance claims would increase premiums and many firms would go out of business, restricting the
choice available to lenders and to borrowers wanting more detailed surveys. Lecds said that it did not
make any charge within its fee scale which was not related to the valnation.

7.152. On the other issues, Leeds also said that no pressure was ever imposed by it on staff or
panel surveyors to influence valuations. The experience over recent years indicated that the
competence of many independent valuers was open to question, and that statistically the number of
surveyors and members of the public who had voiced concerns to the MMC were negligible.

Alliance & Leicester Building Society

7.153. A&L, one of the 15 largest lenders, did not consider that its arrangements operated or might
be expected to operate against the public interest. It pointed out that the valuation was for the
purpose of the society, and that to comply both with the 1986 Act and to provide a prudent approach
to lending it nceded to instruct a valuer of its choice. It had established criteria for competence, and
controlled the quality of the valuation service by using its own staff or staff in an associated company.
Where this was impossible it used the services of a panel whose members had been evaluated by its
staff and who were subject to specific controls. Borrowers were free to obtain a more detailed report
for their own purposes, and were recommended to do so. If it had to accept valuations obtained by
borrowers A&L would need to establish substantially enhanced control procedures which would add
to costs passed on to the customer.

7.154. A&L believed it was good business practice to establish an appropriate and uniform fee
scale for valuations. It was also the most efficient approach, and any attempt to regionalize fees would
increase administration costs which would feed into fees. It believed it needed to offer a competitive
rate of fees to obtain the services of appropriate valucrs and it took into account the comments made
by valuers providing those services. It collected an administrative charge of £40 with its valuation fee,
which partly covered the administrative costs of applications which aborted before a valuation was
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carried out, and partly contributed to the costs of the valuation arrangements. The charge was made
clear in its notes for applicants which the borrowers specifically acknowledged.

7.155. Commenting on other issues that had been raised, A&L said that the borrower’s freedom
of choice could not be inhibited by its arrangements since those arrangements were made for a report
solely for its own purposes. The borrower could make his own arrangements. Where a borrower
obtained an HBR or 8SY A&L would consider a valuation report from that valuer, but this was on
the basis that it only occurred exceptionally. A&L made clear that in the selection and use of a valuer,
taking into account a business connection between the firm of valuers and the society was very much
a secondary consideration after operational needs and quality criteria had been met. On conflicts of
interest, it stressed that its interest was in obtaining a proper valuation, bearing in mind the
professional guidance given to valuers. It did not seek to influence valuers in their valuation. A&L said
that in obtaining valuation reports it had to protect the interests of its membership. This was a
primary duty for its directors.

Britannia Building Society

7.156. Britannia, one of the 15 largest lenders, said that it had a duty to protect the interests of its
investors and members and indeed to act prudentially in all matters. In taking a property as security
for a mortgage it must therefore be absolutely certain that the valuation it received had been carried
out by a valuer who was more than ‘competent’ or ‘qualificd’; hence the need to carry out strict
vetting and auditing of procedures. The experiences of the 1980s and the early 1990s had led it to
tighten its control of its valuation function. Britannia had introduced a staff valuer network in 1992/93,
transferred responsibility for instructing the valuer out of the branch network to its staff valuers, and
reduced its panel membership in England and Wales from 1,000 surveying offices Lo just under 300.

7.157. Britannia pointed out that the valuation was commissioned for its needs under the 1986 Act
and that the selection by it assisted in combating fraudulent valuations and limiting losses that might
occur where valuers bowed to pressure to value-to-order. It saw the use of staff valuers as improving
the quality of reports produced and found that complaints were far more likely to occur with reports
from panel firms than staff valucrs. Britanma also found that limiting the size of the approved panel
had increased the quality of valuation services since those valuers knew the specific requirements of
the lender, received guidance, and were monitored. If an open panel were to be adopted this would
lead to additional costs: from higher instances of fraud; enhanced checking procedures and stafiing;
increased distribution of guidance; and the need for greater involvement by the professional bodies
in regulating their members for which there would be a cost. This additional cost would have to be
recovered through higher intercst ratcs to borrowers and lower rates for depositors. It pointed out
that in the present limited number of cases where it accepted a non-panel valuer report additional
guidance was involved which could result in lengthy exchanges of correspondence to clarify aspects
of the reports, possibly leading to delays in the house-purchasing process.

7.158. Britannia disclosed the limited nature and scope of the valuation report to its borrowers at
three separate stages in the lending process. It promoted to the borrower the option of a more
detailed survey and explained that commissioning it simultaneously with a valuation resulted in savings
to the borrower. Its fee scales for valuations had regard to the competitiveness of the market, as well
as reflecting the quality of report it required. Borrowers would compare mortgage packages so there
was an incentive to keep application fees (including the valuation fee element) competitive. The intro-
duction of administration charges as part of the application fee was a relatively new occurrence. In
its literature it made clear the breakdown between valuation and other charges. As to whether a fee
needed to be collected up-front, Britannia pointed to the need to meet the costs of abortive applica-
tions and possible complications over MIRAS claims if the fee were incorporated within the loan.

7.159. Britannia made clear that reciprocal business was not a criterion for panel membership. It
did not see that its selection of the valuer created contflicts of interest since both the interests of the
depositor and the borrower were best served by employing a valuer who had been vetted for
adequacy, competency, professionalism and service. On acceptance of prior valuations, Britannia would
be prepared to accept a report provided it was from a valuer on its panel and was within a reasonable
period of time,
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7.160. On the hypothetical remedies, Britannia’s general comment was that many of these would
negate the lenders’ control and monitoring procedures for commissioning valuations in compliance
with governing legislation. On specific remedics, it reiterated the points it had drawn attention to in
consideration of the issues.

Bristol & West Building Society

7.161. Bristol & West, one of the 15 largest lenders, considered that its current practices in regard
to valuation did not operate against the public interest. It believed the public interest was best met
by the lenders ensuring that prudential valuation and lending criteria were maintained. This protected
both its investors and its borrowers. Limiling the number of valuers on its approved lists, some of
which were previously in-house but were subsequently transferred into a Bristol & West associated
company, Hamptons Survey & Professional, had in its experience improved the quality of the valuation
reporis. To move (o accepting a report commissioned by borrowers would place considerable
additional costs on the society which would have to be borne by either the applicant or by all
borrowers. Bristol & West noted that there was no evidence to suggest that the vast majority of
borrowers had an interest in the particular valuer to be used. It was clear from its own experience that
exposure to fraudulent and grossly negligent valuations was considerably greater from sole prac-
titioners and non-panel valuers directly used by intermediaries; it no longer accepted either. Except
in Scotland it no longer accepted valuation reports commissioned by intermediaries. But in Scotland
the vast majority of valuation reports it accepted were commissioned from its approved panel of
valuers.

7.162. Nor did Bristol & West see that its arrangements disadvantaged borrowers. It actively
encouraged them to obtain a more detailed survey, pointed out the wisdom of combining this with
the valuation to reduce cost and believed the present Ievels of take-up of HBRs and SSYs were partly
as a direct result of its marketing these services. On its fee scales, it did not consider that its selection
of the valuer had led to higher charges and pointed out that the scale had not been revised since
January 1992, It received constant complaints from valuers that the fees were not high enough. It was
also its practice to disclose information about its valuation and administration charges in the
application process.

7.163. On other aspects of the sclection of valuer Bristol & West pointed out that reciprocal
busincss did not enter into its selection of panel valuers. On conflicts of interest, it explained that its
valucr, whether in-house or panel, was expected to comply not only with its notes but to guidance
issued by the professional associations. It therefore expected its valuers to be totally unbiased and
impartial. On accepting prior valuations, it would accept such a report provided it had been carried
out by one of its panel valuers, it was reasonably current and it could be assigned to the society.

7.164. With the hypothetical remedies Bristol & West reiterated points it had made on the issues
and concluded that it believed its current practices were reasonable.

Other building societies

The complex monopoly situation

7.165. Other building societics endorsed the comments made by the CML. The majority said that
they did not accept that current practices were against the public interest,

7.166. Societies drew attention in particular to the need to guard against fraud and negligence and
to prudential requirements. Among the many who stressed these points was Birmingham Midshires
Building Society which said that loss of control of the valuation process by the lender could give rise
to:

fa) collusion (between the valuer and the borrower), which it would be difficult to monitor and
detect;
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(b) the need for the lender to undertake additional investigation of the status of the valuer in
respect of his competence, integrity and negligence protection; and

(c) additional costs and delays involved in processing the mortgage.

7.167. Nottingham Imperial Building Society said that many professionals including valuers had an
interest in the granting of a mortgage loan. But only the lender (and to a lesser extent the borrower)
took the risks. The lender, therefore, had a duty to protect that risk, part of which was to ensure that
valuers were instructed directly. If lenders were prevented from controlling valuation instructions, then
in practice the other professionals were likely to seize the opportunity to recommend valuers. As a
mortgage applicant was usually unversed in such matters he might be anxious to receive such advice.

7.168. The Ecology Building Society said that it did not exist to make profits on a materialistic basis
but tried to serve its customers in the most economical manner. It believed the MMC should consider
the objectives of the different lenders when considering the issues. It did not believe the MMC ques-
tionnaire had been flexible enough to take account of its approach.

Competition

7.169. Most socicties said that it was the total cost of a mortgage that determined which mortgage
a borrower would choose rather than the breakdown of that cost.

Selection of valuer

7.170. Some societies did not now accept valuations undertaken by valuers selected by borrowers
or intermediaries. Most of them had accepted a borrower or intermediary’s choice of valuer in the
past but no longer did so. Some cited examples of difficulties they had experienced based on their own
expericnce.

7.171. Societies usually operated panels of valuers. Some said that they would accede to a request
by a borrower not to use their appointed valuer provided there was another suitably competent valuer
operating in the geographical location. Cumberland Building Society believed that allowing a borrower
to select the valuer could corrupt the valuation process. A borrower would be able to supply the
lender with the most favourable of a number of reports.

7.172. Kent Reliance Building Society said that it had followed the spirit of previous agreements
between the OFT and the BSA and subsequently had suffered losses due to the incompetence, or
worse, of valuers suggested by borrowers or introducers. In its view, most borrowers would not have
opinions on the choice of valuer. Where they did, it was possible that they had a vested interest. Some
societies were reluctant to use sole practitioners because of problems with professional indemnity
insurance.

7.173. Yorkshire Building Society said that it had imposed restrictions on the use of non-panel
valuers because of the administrative delays resulting from the necessary checks on professional
indemnity cover and other criteria and concerns regarding increased risk of fraud and default.

Standards of valuation

7.174. Northern Rock Building Society was concerned that there would be inadequate control over
the moritoring of standards and levels of professional indemnity insurance cover if lenders were not
able to control the valuation process. Scottish Building Society said that lenders would be reassured
if the MMC were to recommend that valuers should be regulated, insured by a common indemnity
policy and their valuations underwritten by a guarantee fund.
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Fees charged to borrowers

7.175. Most societies said that national fee scales minimized administrative effort and held costs
at a recasonable level. Northem Rock said that it would be difficult to meet current CCA 1974
regulations in the advertising of mortgages were it not to operate scale fees. If fees were not set
locally, the emphasis would be placed on price and not quality of service.

7.176. Almost all societies said that the absorption by lenders of the cost of valuations into general
overheads would penalize those borrowers whose applications succeeded and also depositors. The
costs involved would need to be paid for by someone and it was likely that this would be reflected in
interest rates. Scottish Building Sociefy said that the suggestion could lead to an increase in fees
because the competitive incentive to minimize a visible item would disappear. Some said that the pay-
ment of an initial fee by applicants prevented multiple and frivolous applications.

Fees paid to valuers

7.177. Hinckley and Rugby Building Society said that its panel of valuers was maintained at a size
to ensure that therc was compctition on the guality of service provided. It had received no approaches
from valuers prepared to undertake valuations at less than its national scale fee. The lack of compe-
tition on price indicated that the valuation fee was maintained at the right level.

Reciprocity

7.178. Most societies said that their primary concern was that valuations should be undertaken by
competent valuers. West Bromwich Building Society said that no firms had been removed from its
panel because of non-reciprocation of mortgage business. Hinckiey and Rughy Building Society believed
valuers sought to gain a share of its business by the use of reciprocal business because they were
unable to differentiate themselves to any extent by the reduction in fees chargeable. This was not to
anyone’s disadvantage. Yorkshire Building Society said that it had encountered valuers who had refused
to introduce any business unless they received valuation instructions. It found this unacceptable; it did
not appeint on the basis of reciprocity but of suitability,

7.179. Derbyshire Building Society said that continuing two-way business relationships were bound
to exist in a free market and it was not a practical option to seek to eradicate them. However, whilst
strongly supporting a lender’s right to select valuers for mortgage valuation instruction it did not
believe that reciprocation of business should be a principal consideration. 1t would support measures
which would give the public confidence that neither lenders nor valuers would make valuation instruc-
tion conditional on mortgage instruction or vice versa.

Fraud and negligence

7.180. Stroud & Swindon Building Society, whose executive vice-chairman was Chairman of the
Mortgage Fraud Prevention Committee of the CML, said that it had evidence that building societies
had suffered from widespread mortgage fraud in the late 1980s arising from fraudulent valuations
provided as part of packages recommended by intermediaries. As a result it would not now accept
valuations as part of a package arrangement.

Transparency

7.181. Almost all societies had no objections to improving the transparency of valuation charges
and some welcomed it. Northern Rock said that this was best practice and was the position it adopted.
Birmingham Midshires said that information on valuation and administration charges and conditions
should be readily available and transparent to the borrower, West Bromwich Building Society had no
objection to more transparency in principle, but said that it might find it difficult to detail the exact
administration charge as it operated varying scales for different panel firms. It suggested that detailing
an approximate administration charge would resolve this problem,
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7.182. Yorkshire Building Society said that it advised borrowers of the total valuation fee payable
but it did not advise borrowers of the cost of administration included in the valuation fee (such cost
being inherent in any valuation work). But it would be content to provide any detail in relation to the
charge being made to the borrower.

Conflicts of interest

7.183. West Bromwich Building Society said that where a property had been repossessed and was
now to be sold, it instructed a valuer from a firm not involved with the original possession valuation
to prepare a fresh valuation report. Staff valuers were never used in such cases.

Intermediaries

7.184. Scottish Building Society said that valuations commissioned by intermediaries required
additional inspection and investigation which increased costs for the lender.

Abbey National

7.185. Abbey National is the second largest mortgage lender with around 10 to 13 per cent of the
residential mortgage market. Its gross lending stood at £40.4 billion at the end of 1992 and in 1992
it instructed 143,000 valuations. Abbey National operates out of 678 branches throughout the UK
providing personal lending; savings and investments; insurance and life assurance. In 1989 it took
advantage of the freedom conferred by the 1986 Act to convert from a mutual society to a public
limited company in order to take advantage of the greater flexibility this conferred in the provision
of financial services. It is now an authorized institution under the Banking Act 1987 and subject, there-
fore, to regulation undcr that Act.

Mortgages

7.186. Abbey National told us that it provided an extensive and flexible mortgage service which,
combined with close control over the quality and level of lending, it considered formed the basis of
its success in this sector. It also provided a range of other loans, comprising home improvement loans,
secured and unsecured personal loans and overdrafts on current accounts, largely to existing
customers. Home improvement loans secured on property represented the main source of Abbey
National’s income from this sector.

7.187. As well as providing mortgage lending Abbey National used to provide residential estate
agency services. It expanded into estate agency in 1987 when it established Cornerstone, which it
subscquently sold in August 1993. Abbey National provides valuation services through its staff valuer
team of 135 valuers. Prior to its sale Cornerstone employed 82 valuers and carried out valuation work
for Abbey National and other lenders. Under terms ancillary to its disposal its relationship with Abbey
National is onc of preferred panel valuer, ic for a two-year period it will be given priority over other
panel firms in areas where it is on Abbey National’s panel.

The complex monopoly situation

7.188. Abbey National in its submissions expressed concerns about the MMC's provisional complex
monopoly finding and in particular what it considered to be limitations of the market analysis which
formed the basis of the provisional findings. Abbey National also told us that it did not believe lenders
should have been excluded from the provisional list of complex monopolists solely because they were
not currently lending. It pointed to the fact that because entry and exit to the market was relatively
easy, lenders not currently lending might re-enter the market at some time in the future, so it was
unfair that they could avoid the opprobrium of the label ‘complex monopolist’.
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7.189. Abbey National stressed that none of its activities acted to prevent, restrict or distort
competition in the reference market and that its activities operated in the public interest. Abbey
National considered that its activities in relation to the practices outlined by the MMC did not justify
inclusion in the list of parties to the provisional complex monopoly.

7.190. Abbey National said that borrowers were {ree to commission a property valuation, or, more
likely, a survey for their own purposes from any surveyor of their choice. The valuation for mortgage
purposes, however, was a service required by the lender and not the borrower. Abbey National
pointed out that, as recently as November 1991, the OFT had written to the CML recognizing ‘the
lender’s right to choose from whom to obtain that service or, of course, whether to provide it himself’,
The client/professional relationship for a mortgage valuation was therefore between Abbey National
and the valuer. There was no market distortion in this, since Abbey National pointed cut to the
borrower, on at least four occasions in the lending process, the advisability of obtaining more detailed
survey services concerning the property he was acquiring.

7.191. Dealing with the argument that because the borrower paid for the valuation he should have
a say in the arrangements made for it, Abbey National pointed out that in making such a charge it
was recovering a cost from the borrower of a service required to facilitate prudential lending to its
borrowers, in the same way that the costs of taking up credit references on the borrower were
recovered as part of the mortgage set-up fees charged to its customers.

7.192. It was also Abbey National’s view that it was, on the basis of its considerable experience in
procuring valuation services, best placed to select the valuer to be used for its mortgage valuation.
Abbey National supplied the MMC with a paper on the market failurc that could result from
borrowers exercising choice. Its view was that consumers would have highly imperfect information,
that the costs of ‘search’ for comparalive price and quality information were high and that valuers
could take advantage of this through price discrimination, that consumers would have little bargaining
power, and that barriers to entry would appear, meaning that existing suppliers of valuation services
would make it difficult for new entrants to appear.

7.193. On the suggestion that their practice in the allocation of mortgage valuation instructions
between surveyors was a cause of concern, Abbey National pointed out that the service was provided
for the lender, and that the lender had to operate objective standards, checks and safeguards in the
allocation of work. Furthermore, there were cost advantages for the company of having in-house
valuers and utilizing them as fully as possible. These cost advantages help keep fees charged to
borrowers as low as possible,

7.194. Abbey National told us that panel systems did not restrict or distort the way in which
mortgage lenders competed in connection with the supply of reference services (ie mortgage loans)
to borrowers. Tts freedom to determine who was on its panel, and from whom it would obtain valu-
ation services, was not restricted or distorted in any way by the manner in which other lenders
conducted their respective affairs. Accordingly, the ways in which it allocated mortgage valuation
instructions should not be regarded as conduct which could form the basis of a ‘complex monopoly
sitvation’.

7.193. Turning to the practicc of fec scales, Abbey National pointed out that adopting an
individualized cost-based approach to fees would be very complicated and would raise administrative
costs. It exercised the freedom to decide its own scales without any anti-competitive restrictions or
constraints such that it believed it was not a party to any ‘complex monopoly situation’. Tt considered
that the MMC’s findings in their 1977 report on surveyors scale fees still held, that is, that a scale
system was a reasonable, efficient and administratively simple way to operate. Overall Abbey National
believed the use of a scale systent ensured that charges to borrowers were lower than they would be
under an alternative system, given the relative negotiating and bargaining power of Abbey National
compared with that of an individual borrower.

7.196. On the practice of failing to identify for the borrower the amount of any administrative
charge made to him, Abbey National pointed to the wide variations in behaviour in the market-place,
the difficulty of easily drawing comparisons between lending institutions, and its own change of prac-
tice as a result of which the borrower is not told the amount of the charge which is now described
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as a ‘mortgage set-up fee’. Furthermore, there were wide variations in behaviour in the market-place,
making it difficult to draw comparisons between lending institutions. Abbey National said that it
informed prospective borrowers of the level of the ‘mortgage set-up fee’ and that the change in
terminology from ‘administration fee’ to ‘mortgage set-up fee’ was so as to improve the transparency
of the charge, given that it related solely to the costs of processing the mortgage application. Abbey
National pointed out that it had no objection to any recommendation made by the MMC that lenders
should be required to show administration charges separately from the valuation charge. However,
in so far as lenders may make an administration charge separately from any valuation charges, to
ensure a level playing field and assist comparisons for borrowers, such charges should be detailed
consistently across all lenders.

Competition

7.197. Abbey National emphasized the importance of understanding that the mortgage market was
highly competitive, so that any significant anti-competitive practices in respect of any part of the
mortgage package could not be sustained.

7.198. 1t pointed out that different customers would have different considerations in selecting a
mortgage product. Abbey National based its competitiveness on a range of factors: pricing, product
range and development, advertising, promotion and corporate image, and quality of service. Borrowers
tended to shop around by selecting three or four lenders from the wide range available and comparing
the packages they offered.

7.199, It tried to develop a strong corporate image in an attempt to ensure that it was one of the
lenders considered at this stage. To improve customer service it had invested heavily in its branch
network and computer technology and established a new unit offering advice and sales by telephone,
Abbey National Direct. Abbey National had also developed its contacts with intermediaries, who were
responsible for an increasing proportion of business, and had established Business Development Units
to meet their information and support needs.

7.200. Demand was, however, extremely sensitive to the costs of the mortgage package and price
competition remained a key factor, Abbey National estimated that a [ * | per cent reduction in the
mortgage rate would lead to a [ * ] per cent increase in mortgage market share. Borrowers attached
equal importance to the up-front costs of a mortgage, the monthly payments and how much they could
borrow.

7.201. Abbey National believed that the costs of scarch for mortgage finance were relatively small
due o a number of factors, such as lenders’ high street presence, lenders’ literature, frequent adver-
tissment of mortgage products and the presence of intermediaries who can undertake the search for
the prospective borrower.

7.202. As compelition intensified the lender had to compete across the whole range of the mort-
gage package. It was no longer enough for lenders to compete just on price, they also had to compete
on quality and on other elements of the mortgage package such as mortgage valuations.

7.203. In this context Abbey National drew attention to the large number of suppliers, the strong
price competition, the high degree of substitution in that prospective borrowers can obtain a mortgage
from a variety of different lenders, the strong competition on levels of service provided by lenders,
the low barriers and costs to entry and the frequent and varied promotional activity in the market.
This, it said, resulted in fluctuating inter- and intra-sector market shares for mortgage lenders,
Lenders therefore needed to constantly pay attention to competitiveness in all aspects of the
transaction.

7.204. It also drew attention to the results of customer research which suggested that up to 60 per
cent of borrowers were highly satisfied with the service provided by lenders. In its view this high level
of satisfaction provided a [urther measure of competition being effcctive in the mortgage market.

*Figures omitted. See note on page iv.
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Selection of valuer

7.205. A number of the issues related to the selection of valuer. Abbey National reiterated that the
mortgage valuation was for the lender’s purpose, not the borrower’s, and that for prudential reasons
it must have the right to commission the mortgage valuation of the property which was to be the
seeurity for the loan.

7.206. It pointed out that the borrower could commission his own independent survey for his own
purposes from any surveyor of his choice, but it would not be prudent for several reasons for Abbey
National to rely upon a valuation commissioned by him for its mortgage purposes. One of those
rcasons was the uncertainty as to what recourse (if any) in tort Abbey National would, in such circum-
stances, have against a valuer if negligent. This would also assume that it would be worth suing the
valuer and that he had adequate professional indemnity insurance. Moreover, if the valuer had acted
fraudulently then no such professional indemnity insurance would exist to mect such a claim. It was,
thercfore, advisable for the lender (or borrower) to ensure that it was able to rely upon a clear
contractual (rather than a questionable tortious) relationship with the valuer.

7.207. Further concerns would arise as to the influence that thc borrower or any intermediary
would have over any valuer instructed by him rather than by the lender: the lender’s likely unfamili-
arity with the valuer and his approach to valuation, uncertainty over the adequacy of his professional
indemnity insurance and the lack of any safeguards in the event of fraud by the valuer in the absence
of any professional indemnity against fraud by the RICS and the ISVA. These concerns would remain
even where the borrower’s valuer was prepared to agree (whether for valid consideration or at no
extra cost) to a direct contractual relationship with Abbey National.

7.208. Abbey National cited the experience of some centralized lenders and others to support the
need for tight prudential controls, pointing to the higher interest rates that such lenders were now
charging, It took the view that, if its controls were relaxed by allowing borrowers to commission its
mortgage valuations, the costs of mortgage indemnity insurance could rise. This could increase costs
to the borrower, while the mortgage-lending process would be delayed and become more costly due
to the need for lenders to check on the soundness of the valuers and their reports.

7.209. Abbey National questioned the suggestion that if the borrower could actually select the
valuer this would automatically lead to lower valuation charges. Borrowers did not have the same
bargaining power to deal with valuers as had Abbey National. Moreover, Abbey National was
concerned that a lower price might be at the expense of quality. Borrowers generally had highly
imperfect knowledge of the market for valuation services, coming into the market only once every five
years on average. All valuers were not of equal competence and the professional bodies did not
monitor insurance requirements nor competence, which was why Abbey National itself needed to
restrict its valuation service to certain approved valuers. It was not in Abbey National’s interest to
charge borrowers high valuation fees, since it faced competitive pressure from other lenders and in
order to compete effectively must offer good valuc across all clements of the mortgage package.

7.2160. Furthermore, it feared that the outcome of lenders giving up the responsibility for instructing
valucrs would not be the borrowers taking on the role but that third partics such as estate agents, who
had an interest in the sale of the property, would move into the void left by the lender. This would
raise serious conflict of interest problems and would be contrary to the interests of borrowers. There
were, therefore, risks to the quality and integrity of the service offered.

7.211. Abbey National believed that limiting the number of approved valuers on its panels was
beneficial both in terms of the quality and the price of mortgage valuation services, thus enabling it
to keep down the costs to the borrower. There was a limit to the number of mortgage valuers which
a lender was able to supervise effectively and administer cconomically. There was a close correlation
between the volume of work and the size of the panel, and to preserve the quality of its mortgage
valuation service it believed it was essential that valuers worked with a regular flow of instructions in
order that they may be familiar with the details of and any changes to Abbey National’s specific
requirements as regards its mortgage valuations. If business incrcased so that the standard, guality
and speed of service were affected it would consider increasing the size of the panel.
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7.212. In reply to the suggestion that some of the other banks might, in operating lending to
residential purchasers, have a more flexible approach to the selection of valucr, Abbey National
suggested that these banks tended to have an ongoing business relationship with their clientele, so
based their asscssment of risk more on the customer’s creditworthiness. Moreover, local bank branch
managers sometimes enjoyed a significant degree of autonomy such that the decision to accept a
valuer by a local branch manager might well be from some kind of informal panel. The risk manage-
ment perspective also might well be different, as banks had a much smaller proportion of their assets
tied up in mortgages than building societies and Abbey National.

7.213. As to the suggestion that lenders should accept existing valuation reports from any compe-
tent valuer, Abbey National pointed to the prudential risks, the guestion of how ‘competent’ would
be defined and how would an appropriate period of time between the original valuation and accept-
ance by a lender be defined.

7.214. On the question of contract between the valuer and the borrower, it stated that it did not
allow direct contact between the valuer and the borrower to discuss the valuation report commissioned
for Abbcy National’s own mortgage purposes. This avoided problems of advice given outside contract.
This, it said, was in the borrower’s and lender’s best interests but if points of clarification arose they
encouraged the borrower to speak to his local Abbey National branch staff.

Valuation fees

7.215. Abbey National was concerned by any suggestion that lenders’ scales gave risc to higher
charges to borrowers. It did not accept that there were massive regional variations in surveyors’ costs,
pointing out that it employed valuers throughout the UK. In setting its own scales it had regard to
its own costs and, with considerable cost reductions in recent years, was only now covering its costs
with the valuation and mortgage sct-up fees charged. Any move away from national scales towards
setting price according to the circumstances of an individual property would complicate matters and
raise administrative costs lcading to higher average charges to borrowers.

7.216. Abbey National told us that its national scale ol charges to borrowers for valuations did not
operate to deprive borrowers of a better price or to raise the total cost to borrowers when mortgage
valuations were combined with a morc detailed survey. Should a borrower wish to have a structural
survey Abbey National advised the borrower of a suitable panel firm which could also carry out the
mortgage valuation, enabling the borrower to negotiate direct with the valuer for a lower fee for the
survey. Abbey National did not make an overall profit on its valuation services; the aim in setting the
level of its valuation fees was to broadly recover the costs it incurred.

7.217. Abbey National had carried out its own analysis of trends in valuation fees using as an index
the costs associated with the survey and mortgage-lending process. It drew the conclusion that fees
had increased very much in line with these costs. After making allowances for discounts paid to
borrowers under Mortgage Movers promotions, its average valuation fees had increased by only
[*] per cent between 1990 and 1992, less than the rate of gencral inflation. As to any convergence
of lenders’ charges, Abbey National poiated out that this could well be evidence of the high degree
of competition in the market-place.

7.218. Abbey National suggested that the MMC’s analysis of valuation fees was suspect in that the
MMC had considered only scale fees and not the actual fees charged by lenders. It did not, therefore,
consider the impact of changes in house prices or refunds made to borrowers under promotions such
as Abbey National’s Mortgage Mover promotions.

Transparency

7.219. Abbey National pointed out that in its literature it presented administrative charges clearly
and did not withhold information on charges from borrowers, The fact that there was an administra-
tion fee, its amount and that it covered general administration costs associated with the mortgage
application were now all made clear to borrowers.

*Figure omitted. See note on page iv.
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Reciprocity

7.220. Abbey National made clear that reciprocity was not a condition for its use of particular
surveyors. Such a policy would be seen by it as potentially jeopardizing the quality of the valuation
and the prudential control provided to it by the valuation service.

Conflicts of interest

7.221. Dealing with concerns that there could be conflicts of interest for the valuer carrying out the
valuation, leading to either overvaluation or undervaluation of property, Abbey National took the view
that lenders required a realistic, well-substantiated valuation which did not obstruct sound mortgage
business and which did not jeopardize prudential control. Abbey National said that it had written to
all staff and panel valuers in 1991, informing them of this fact. It pointed to the structural separation
of its valuation services from the local branch network, and to the responsibility branch managers had
for ensuring the quality of Abbey National’s mortgage book. It therefore did not accept any allegation
that it would apply pressure on its valuers to undervalue or overvalue. Furthermore, Abbey National
had specific guidclines of its own regarding actual conflicts of interest and how they should be
handled.

Use of in-house valuers

7222, Abbey National had employed in-house valuers since 1935 and did not consider that the use
of staff surveyors led to higher valuation charges or gave rise to any ‘complex monopoly situation’. It
indicated a number of measures it had introduced to control and reduce the costs of its survey oper-
ations, for example a major project to introduce new information technology systems which would lead
to a reduction in administrative costs and time savings. As a result it believed the cost of valuations
carried out by staff surveyors was lower than the cost of obtaining valuations from external firms. Nor
did it see that any conflicts of interest for valuers referred to above were increased by the use of staff
surveyors,

7.223. With regard to the concern that the rules on VAT created an incentive to use in-house
rather than external valuers, Abbey National pointed out that the implications of the VAT rules were
taken into account from a global perspective in setting its scale charges, to the overall benefit of all
its borrowers. The alternative would be two-tier charging with external valuers becoming a less attract-
ive proposition.

Fraud and negligence

7.224. Abbcy National said that when deciding whether to grant a mortgage advance it was
necessary to assess the degree of both credit risk and asset risk associatcd with the loan. Credit risk
it asscssed by looking at the borrower’s income and outgoings, savings, previous tenure, length of time
in employment etc. Assct risk it assessed by commissioning a valuation for mortgage purposes on the

property.
7.225, On its experience of fraud and negligence, Abbey National considered that it had been rela-
tively fortunate because of the controls it had in place. Without the control on valuations it exerted

it believed it would have faced considerably greater losses in recent years.

7.226. 1t pointed to the BSC draft note on Prudential Lending of June 1993 {see paragraph 2.15)
and the views of the police in support of its policies with respect to prudential control.

Intermediaries

7.227. Abbey National made clear that it would not want the system prevailing in Scotland, whereby
intermediaries commissioned many of the valuations, replicated in England and Wales. Abbey
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National pointed out that the market in Scotland was fundamentally different from that south of the
border.

7.228. Abbey National was concerned by the power or influence held by intermediaries in the
Scottish market. Often they were solicitors who dealt with the housing transaction and also with the
mortgage funding. Also in many instances they instructed the surveyor on behalf of the borrower, so
the borrower did not in fact exercise any choice in Scotland.

7.229. The higher costs of quality controls and incidence of fraud in Scotland as a result of valu-
ations being commissioned by third parties were in its view distinct disadvantages. The levels of
prudential control, measured by the amount of time spent by its surveyor checking valuations, were
about four times higher in Scotland than in England and Wales.

Remedies

7.230. Abbey National did not see that removing the up-front nature of the valuation fee or requir-
ing the lender to absorb the cost were preferable to the current sitvation. It did not consider that it
would lead to more borrowers commissioning any more detailed surveys, it might diminish the duty
of care owed to the borrower, it would not add to transparency and it meant that frivolous and abort-
ive applications would be paid for by Abbey National’s existing customers.

7.231. In conclusion Abbey National maintained that it did not conduct its affairs in a manner
which restricted or distorted competition between mortgage lenders or in a way that justificd the label
‘complex monopolist’. If, contrary to its views, the MMC were to conclude that Abbey National was
a complex monopolist, it contended that its behaviour did not operate contrary to the public interest,
but rather in its favour.

Barclays Bank

7.232. Barclays has loaned money for mortgages since 1980, in part through its branch network and
in part through its centralized lending division, Barclays Direct. In 1992 its gross lending for residential
properties in 1992 was £2.36 billion and its share of the UK residential mortgage market was about
6 per cent. Mortgage valuations totalled 39,000.

7.233. Barclays pointed out that it did not itself operate a panel of valuers in connection with its
granting of loans for residential purposes. It agreed with the views put forward by the CML in general
but added some comments of its own about the market.

Competition

7.234. Barclays said that it had firmly established its position in the highly competitive mortgage
market and intended to retain it. Its reputation and wide network of branches enabled it to compete
effectively. Tts policy was to concentrate on retaining cxisting customers and attracting first-time
buyers. The majority of its borrowers were existing current account customers.

7.235. One of the chief concerns of a borrower was the cost of the monthly mortgage repayment.
The high interest rates of the early 1990s had led to the popularity of fixed-rate mortgages. There had
been some evidence of customers choosing high street lenders in preference to the smaller building
societies. Further increases in fixed-rate mortgages could lcad some lenders into difficulties and
prevent new lenders from entering the market.

7.236. A customer considering a mortgage offer had two main concerns: the competitiveness of the
mortgage interest rate, and the size of the monthly repayment. The APR was intended to be a recog-
nizable and fair way of making comparisons and could not be faulted in technical terms. However,
most borrowers, and some within the industry, had little or no understanding of the concept.
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Selection of valuer

7.237. Barclays said that it obtained valuations for its own purposes to ensure that a property was
acceptable as security for the mortgage advance. Customers were provided with a copy of the
valuation.

7.238. 1t did not employ in-house valuers. Its branch managers were responsible for selecting a suit-
able valuer, Their broad experience and regular contact with the local business community gave them
an advantage over local managers of other types of lender in assessing suitability. Basic conditions had
to be fulfilled. A valuer had to be a member of the RICS or the ISVA and be in private practice with
appropriate professional indemnity insurance, However, provided that these criteria were met, it would
allow the borrower to decide on the choice of valuer, If a valugr was unknown to the bank, it would
enquire about his suitability.

7.239. Barclays was not interested in competing with external firms by employing in-house valuers.
Tt was likely that a chosen valuer might be a customer, or potential customer, of the bank. It had no
objection to sole practitioners. It could understand the reasons that had led other lenders to establish
panels of valuers and might have done so itself had it not had such an extensive branch network with
the associated benefits of sound, local knowledge. Barclays Direct had, however, used a panel.

7.240. Customers were advised to have HBRs or SSYs undertaken if they had any doubts about
the properties they intended to purchase. In practice, however, few did so. Where a customer did
commission an HBR from an acceptable valuer, a mortgage valuation was appended. The borrower
and the surveyor negotiated the fee for the combincd report. Barclays considered that the surveyor
was not likely to be influenced by the borrower’s views on the valuation, because the surveyor would
have entered into a contract with Barclays. The valuation report which was sent directly to the bank
established Barclays’ contractual rights.

7.241. Tt would consider a valuation report prepared for a previous mortgage application to
Barclays provided that the valuation was not more than three months old. In this case, there would
be no additional cost to the borrower. It would not, however, rely on a valuation carried out for
another lender. But, provided that the valuer met its criteria, it would request him to carry out a
further mortgage valuation for Barclays and, if possible, negotiate a lower fee.

Standards of valuation

7.242. Barclays was generally content with the monitoring and quality enforcement standards of the
RICS and the ISVA but not with their speed of response when problems arose. However, it attached
importance to valuers maintaining ‘run-off’ cover after they had ceased to practise. It was concerned
that the RICS did not make this a requirecment for practice. It would also have liked the surveyors’
professional bodies to operate a compensation scheme.

7.243. There could be many reasons for a branch manager deciding not to continue to use a par-
ticular firm of valuers. Probably the commonest reasons were failure to comply with acceptable service
standards, such as unacceptable delay in producing reports, and doubts about professional
competence. Controls excreised by local managers should ensure that firms had sufficient professional
indemnity insurance cover.

Valuation fees

7.244. Barclays applied a national scale of valuation fees charged to borrowers. The charge
collected was passed in full to the valuer. Fees had been increased last in 1991. The present level was
about right, enabling the bank to obtain a service from valuers which fully met its needs. Some lenders

had increased their fees above the rate of inflation, probably to recover overheads.

7.245. Barclays’ branch managers did not have the discretion to agree fees locally. This would be
administratively inconvenient and run counter to the bank’s philosophy of retaining central control
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over pricing policies. Administration charges were made on some types of loan but none were added
to the cost of valuation.

7.246. Barclays’ customer research indicated that in customers’ minds the size of valuation fees was
secondary to the offer of a competitive mortgage rate. It had considered providing incentives on valu-
ation fees but had not found it necessary.

7.247. It was not in favour of adding the valuation fee to the mortgage repayment. The effect of
this suggestion would be that only those customers who proceeded with loans would bear the charges.
Additionally tax problems could arise. There was a limit on the amount of fees the Inland Revenue
would allow to be added on to a loan to qualify for MIRAS. If this limit were exceeded, the lender
would need to establish a second loan account covering valuation fees.

Reciprocity

7.248. Barclays said that it did not instruct valuers on the basis that they provided reciprocal
business.

Fraud

7.249. Barclays said that there was probably more fraud perpetrated in connection with the valu-
ation than in relation to other aspects of the mortgage application. But it had found that the incidence
of fraud on the valuation of domestic propertics was low probably because of its system of local
control and monitoring and the fact that many of its borrowers were customers of the bank. Frand
might have been more prevalent when house prices were increasing rapidly but Barclays considered
that it was still essential to maintain rigorous controls.

7.250. Barclays maintained a database for fraud prevention purposes and arranged to obtain audit
valuations on a random basis at the bank’s cost.

Intermediaries

7.251. Barclays said that intermediaries were a powerful force in the market-place. Tt preferred to
deal with its customers directly as it was a better use of capital resources at the present time. In May
1993 it decided not to accept any further business through Barclays Direct, partly because of its
cxperience of bad debt, but chiefly because it preferred to lend money to its customers through its
branch network rather than give insurance companics the benefit of developing relationships with its
customers.

Lloyds Bank

7.252. Lloyds is one of the 15 largest lenders in the UK. It entered the mortgage market in 1979,
the first of the major clearing banks to do so. In 1982 it established an associated estate agency
company, Black Horse Agencies {(BHA) (a subsidiary of its life assurance company, Lloyds Abbey
Life). In 1992 its gross lending for residential mortgages was £760 million, representing a market share
of about 2 per cent. In the same year 19,500 valuations were carried out on its behalf. Lioyds joined
the CML in December 1993.

7.253. Lloyds said that mortgage valuation was important to both the lender and the borrower. The
lender needed confirmation that its security was protected and the borrower wanted reassurance that
the property was suitable for mortgage purposes.
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Competition

7.254. Most of Lloyds’ borrowers were existing customers. The increased use of fixed-term mort-
gages had widened its customer base, including borrowers who had moved their mortgages from other
lenders. Lloyds said that mortgages were a standard product; it was pricing and packaging that created
competition, Incentives offered by lenders could disguise the truc costs of a mortgage and it was diffi-
cult for borrowers to make an informed choice.

7.255. Lloyds said that the APR was not widely understood; the average borrower was more
concerned with the monthly mortgage repayment. Use of the APR should assist in indicating different
rates to customers during highly-discounted short periods but problems arose because there were two
acceptable methods of quoting the rate,

7.256. Tt did not believe that the level of up-front payments influenced prospective borrowers in
their choice of lender. However, it was necessary for Lloyds to offer incentives from time to time, to
remain competitive and to ensurc that its customers were not disadvantaged.

Selection of valuer

7.257. Lloyds did not employ its own valuers directly, nor did it operate a panel of external valuers.
40 per cent of its valuations were undertaken by valuers employed by BHA. In most cases the
borrower was content to leave the choice of valuer to Lloyds. But, if a borrower preferred to use his
own valucr, Lloyds had no objection provided the person chosen was competent. It was important that
the valuer should respond quickly. Lioyds belicved its present arrangements worked satisfactorily.

Standards of valuation

7.258. Lloyds said that its branch managers normally would know the local valuers and be able to
judge their competence. But Lloyds could aiways obtain views on a valuer’s reliability and acceptability
from other sources (for example, BHA).

7.259. Lloyds had experienced few problems with the professional standard of valuers. It believed
valuers now tended to be more cautious. One of the most common complaints from customers was
that valuations were understated. It did not ask valuers about their professional indemnity cover, Tt
believed the disclaimers and qualifiers on most valuation reports would deter a borrower contemplat-
ing legal action against a valuer for negligence. Lloyds’ experience of inaccurate valuations linked to
fraud was minimal. It believed dishonest introducers or legal advisers were often involved in such
cases.

Valuation fees

7.260. Lloyds applied a national scale of valuation fees. An external valuer recovered the whole fee
charged to the borrower. For valuations undertaken by BHA valuers, borrowers were charged the
appropriate scalc fee but Lloyds itself was charged an internal discounted rate. The difference between
what the borrower paid Lloyds and what Lloyds paid to BHA was retained by its branches. Its fee
levels reflected information about other lenders’ charges and from BHA. Lloyds charged a commit-
ment fee to borrowers who opted for fixed-term mortgages, but no administration charge was made
in connection with mortgage valuations.

Transparency

7.261. Lloyds believed lenders should not absorb valuation fees into overheads and the constituent
costs of a mortgage, including the valuation fee, should be quoted separately. It noted that the Courts
and Legal Services Bill would require banks to be more transparent in their dealings with customers.
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The Code of Banking Practice required banks to disclose the fees for services they provided.
Borrowers were told about Lioyds’ national fee scales but not about the discounted rate that BHA
valuers’ charged it.

Reciprocity

7.262. Lloyds believed it was inevitable that relationships between its branch management and
valuers known to them would be of mutual benefit. But it had no arrangements which required
reciprocity.

Conflicts of interest

7.263. Lloyds had robust safeguards against conflicts of interest. In cases of repossession it strove
to meet its duty of care to the former owner. BHA Asset Management Unit handled most repossessed
properties but independent valuers inspected them. The selling agent would be asked to recommend
a price. The valuation report and all other information was then considered by Lloyds’ Corporate
Client Unit, which told the selling agent the price to ask. The Estate Agents Act required all offers
to be submitted to Lloyds, and if they were lower than the independent valuation it might seck further
valuation. At all times Lloyds represented the former owner. The objective of the selling agent and
itself was to obtain the maximum price available. There had been no substantiated allegations that
Lloyds or BHA had joinily failed in their duty of care to the borrower to obtain the best price for the

property.

Fraud

7.264. Lloyds thought it was less at risk from fraud than some other lenders because it knew its
customers better. It maintained an internal audit team which exchanged information with other
lenders and was in regular contact with the police.

Intermediaries

7.265. In 1992 Lloyds received about 4 per cent of its mortgage business through BHA. Tt did not
accept introductions from any other intermediaries. ’

Remedies

7.266. Lloyds said that it would respond positively if the MMC recommended that the internal
commission element of its valuation fee should be transparent when associatcd valuers were used.

7.267. Lloyds thought the suggestion that the valuation costs could be added to the loan was
reasonable provided the borrower did not losc tax relief obtained through MIRAS. Tt already allowed
its branch managers the discretion to add certain fees to the loan when MIRAS limits were not
affected. This was particularly helpful for customers who were in a ‘negative equity’ situation.

National Westminster Bank Group

7.268. NatWest, one of the 15 largest lenders, provides mortgage lending through its branch
network, but mainly through its subsidiary National Westminster Home Loans Ltd. It expressed
surprise at any suggestion that the way it conducted its valuation arrangement prevented, restricted
or distorted competition in the supply of residential mortgage lending. NatWest commented that the
valuation report was central to its assessment process, its need to assess the adequacy of the property
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as security for the loan being sought. Tts experience had shown that this area of the lending process
was particularly vulnerable to fraudulent activity. In line with recommendations from both the police
and the Law Society it had therefore introduced a valuation panel. However, it would consider accept-
ing reports undertaken by ‘non-pancl valuers’ and in practice only a small minority of such requests
were turned down.

7.269. In the selection of valuer, NatWest pointed out that it had no staff or associated company
valuers, the size of its comprehensive panel (in excess of 1,500) ensuring that effectively it did not limit
borrowers’ choice although it would limit the numbers of valuers in any one particular area to facili-
tate monitoring and good service, It was usually willing to accept the use of a non-panel valuer, It
opcrated a scale of fees for valuations of properties up to £200,000, But its perception was that the
majority of its borrowers took comfort from having a known fee, and avoiding the necessity of stress-
ful negotiation with the valuer (given that the borrower actually paid the valuer the payment, albeit
that the payment was routed through NatWest). It therefore protected the borrower from unscrupu-
lous firms. At the same time the scale of fees had not been revised since 1986 and the scale fee paid
by the borrower was what the valuer received. There were no ‘hidden’ fees and NatWest did not make
any administration charge for the valuation.

7.270. NatWest said that it always encouraged the borrower to obtain an HBR or SSY. If a
borrower was having a2 more detailed survey then the cost of providing the valuation report for
NatWest’s purposes could be wrapped up in the overall negotiation between the valuer and the
borrower direct. It did not see conflicts of intercst as a problem since the valuers were independent.
It it foresaw that conflict of interest might arise it would not instruct that valuer. Nor did it see
reciprocity as an issue since it did not make the ability to provide reciprocal business a condition for
joining its panel.

7.271. NatWest believed the benefits of having a national scale were that it helped to keep fees
down and that the use of a panel of valuers ensured quality and consistency of reports which was of
benefit to the borrower who received a copy of the report. NatWest commented on hypothetical reme-
dies that it must have some control over the nomination and instruction of the valuer both to protect
itself and the borrower, by for instance ensuring that the valuer had suitable indemnity cover. Much
of its practicc was in linc with the hypothetical remedies, that is, it allowed scope for a borrower to
cxercise choice and it was transparent over charges, It did, however, consider that accepting every
potentially suitable valuer on to its panel would in practice be unmanageable in terms of monitoring
and ensuring quality of service to itself and its borrowers. NatWest doubted whether it was practicable
to require all administration charges levied in the valuation fee to relate solely to the cost of the valu-
ation service, since it doubted that all organizations could distinguish the costs involved. Nor did it
see merit in the suggestions that horrowers could have the valuation fee rolled into the loan or that
valuation fees be absorbed into general overheads.

Bank of Scotland

7.272. Bank of Scotland, one of the 15 largest lenders, operates in the mortgage market via its
branches in Scotland and a centralized service, Centrebank, in England and Wales. It interpreted the
concerns raised as principally applying to the activities of Centrebank, and its response therefore
focused on Centrebank. Tt considered that in looking to protect its shareholders’ interests it had to
adopt appropriate policies for valuation arrangements, but saw no material disadvantage to its
customers. Centrebank operated with a restricted panel of valuers of three main firms with eight other
firms to handle any extra work and had no in-house valuers. Its decision to operate in this way was
driven by a neced to establish consistency in valuation reports, a nced for control given that it was
‘lending at a dislance’, and concern over the increasing incidence of fraud and negligence in recent
times. It was also concerned over problems with ensuring that professional indemnity insurance cover
was there to meet any claims and considered that the most prudent strategy was to use a small
number of large national firms which it could check economically.

7.273. Centrebank saw no disadvantage to borrowers in its arrangements. Its valuation fec scales
had been and remained competitive with industry norms and it doubted that a borrower could obtain
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a significant advantage by instructing the valuer himself. It would accept a prior valuation report at
a nominal fee provided the valuer was on its panel and the valuer was agreeable to transcribing the
report on to its stationery. It made clear to borrowers the limitations of a valuation report and, if an
applicant wanted an HBR or SSY, it encouraged direct contact with its valuer so that the overall cost
could be negotiated. Centrebank was transparent over the valuation fee, publishing its fee scale. There
was a 12.5 per cent deduction made to the sums passed on to the main panel of valuers representing
the cost of collecting the fees on behalf of the valuers and administering the collection account service,
but it did not consider this disadvantaged the prospective borrower. It was satisfied that a restricted
panel system did not prejudice the price of a valuation and that it enhanced the quality of reporting.
It considered that the requirement for the valuation fee to be paid at the outset was necessary in case
the borrower decided not to proceed with the transaction.

7.274, On other aspects of the selection of valuer Centrebank said that it did not practise reci-
procity (acknowledging that such a practice would possibly be interpreted as restricting choice of
lender), and that at no time would a valuer be encouraged by it to arrive at a valuation in a manner
which conflicted with his duty of care to the borrower. It did not see why commissioning of valuations
by intermediaries should necessarily affect quality or reliability, providing appropriate safeguards were
takcn on the risks of fraud and negligence.

7.275. Centrebank saw the beneficial effects for the public in the efforts of lenders to reduce the
levels of fraud and ncgligence. It commented on the hypothetical remedies that it would be difficult
to draft and enforce legislation which forced lenders to use valuers in whom they had no confidence
and/or to prevent the use of in-house valuers. Either move it saw as restricting competition, It also
commented that valuers might help themselves by creating a stronger, more representative body that
would stand behind its weaker members, particularly in terms of training and indemnity.

TSB Bank

7.276. TSB, one of the 15 largest lenders, noted the provisional finding of a complex monopoly and
indicated that it supported the CML'’s submission on this. TSB arranges its valuation service through
its subsidiary company, TSB Property Services (which handles around 15 per cent of its valuations in
England and Wales), and valuer panels for Scotland and for England and Wales. The latter had only
been in existence since 1993. Suspected and proven fraud and negligence had had a material cffect
on its current procedures and it highlighted the experience of its direct lending subsidiary, Mortgage
Express, and its branch network prior to the establishment of a panel in England and Wales.

7.277. TSB considered that its arrangements had beneficial effects in that: a limited panel facilitated
quality and control; knowledge of its lending policy prevented abortive costs on properties unlikely
to be acceptable to it; it could ensure, through control of the report that the borrower was aware al
the earliest opportunity of any factors that might affcct the granting of a mortgage; and the risk of
fraud and negligence would be reduced through the controls applied to a finite panel membership.

7.278. 1t did not see that its procedures disadvantaged the borrower. TSB would consider any
request from borrowers on the valuer to be used. It encouraged borrowers to consider an HBR or
SSY and to minimize costs it recommended they be conducted by the same valuer as for the valuation,
it belicved that individual contracting was more likely to result in an increase in charges compared
with the estimated fee it provided to borrowers, and was actively considering a national scale of
charges. It was transparent over likely fees in the quotation it provided to borrowers.

7.279. On other aspects of the selection of valuer, it did not as a policy consider the appointment
of firms to its panel on the basis of reciprocal business, and it endorsed the statement of reciprocal
business agreed with the RICS. On conflicts of interest, it pointed to the professional guidance notes
from the RICS and commented that its own internal audit procedures on valuers could be expected
to ensure compliance. TSB would consider prior reports from a valucr on its panel list and transcribed
to its own form,
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7.280. With the hypothetical remedies identified, TSB commented on proposals to allow the
borrower more say, that it would be reluctant to see choice left to the borrower to select any suitable
valuer considering that a suitable valuer would need to be defined and that it would involve TSB in
introducing checks which would extend time-scales and increase costs, It had no objections in principle
to a borrower selecting from an approved list but noted that borrowers would have little meaningful
information on which to basc their choice, and that administration costs would increase. It saw exclud-
ing in-house and associated valuers as denying borrowers a comprehensive choice of service and
undermining competitive benefits accruing to those lenders with in-house staff. While in principle it
had no objection to accepting any suitably competent valuer on its panel, it pointed out that there
were practical limitations from the point of view of control and cost to the size of the panel. TSB
supported proposals for transparency in charging and for confining any administration element in a
valuation fee solely to costs of administering the valuation service. It saw any proposals for rolling up
the valuation cost in the loan or absorbing it in general overheads as commercial matters for the indi-
vidual lender.

Other banks

7.281. The chief points made by other banks which offered loans for residential mortgages were
similar to those expressed by the larger lenders. Most commented on the contractual relationship
between the valuer and the lender. Some reinforced the point that this did not prevent the borrower
from entering into a separatc arrangement with a valuer for other types of survey. Others said that
a valuer’s membership of the RICS or the ISVA did not automatically guarantee his competence.

7.282. Bank of Ireland Home Morigages Ltd (Bol) said that it would be disturbed if the MMC did
not interpret the statutory obligations placed upon building socicties to obtain valuations on property
offered for security as also placing an obligation on them to instruct valuers. Building socicties were
expected to act prudently and Bol believed this should include their ability to control valuations under-
taken on their behalf. Bol, although not bound by the statute, had a duty of care to its sharcholders.
This included the prevention of a possible compromise of the validity of a valuation by the influence
of a borrower.

7.283. Bol said that it was an indictment of the surveyors’ professional institutions that they were
not able to verify the competence and standards of their members engaged in mortgage valuation. Tt
was left to the lenders to adjudicate on competence and this could only be achieved by developing a
proven panel of appointed valuers who were closely monitored by appropriate formal auditing
procedures. Not all valuers able to undertake HBRs or SSYs had the competence to report on the
value of a property to a lender; not all valuers could be relied upon to ceasc valuing when their
professional indemnity insurance cover ceased.

7.284. Banque Paribas was concerned that there would be a lowering of standards due to lack of
control if borrowers were responsible for instructing mortgage valuations. This would increase the risk
to the lender of frandulent and negligent valuations. A lender would find it difficult to take legal
action against a valuer for negligent work in the absence of a contractual rclationship being estab-
lished between itself and the valuer. Banque Paribas believed it would be necessary for the lender to
determine the geographical limits within which the valuer operated. It said that the costs of borrowing
were likely to increase if valuation fees had to be absorbed in general overheads. Lenders would need
to maintain their profit margins and would need to reflect additional costs, probably increasing the
mortgage rate payable as a result.

7.285. Western Trust & Savings Ltd, part of the Manulife Group, said that there was ample compe-
tition in the mortgage market. It found unacceptable the suggestion that borrowers should be free to
commission valuations directly because of the potential for fraud on an individual basis or collusion
on a wider scale. It would consider acceptling a previous valuation report that had been undertaken
for itself but valuations previously undertaken for other lenders or commissioned by borrowers were
open to fraud and were unacceptable.

113



The Mortgage Corporation Ltd

7.286. The Mortgage Corporation Ltd (TMC) is a centralized lender (sce paragraph 3.14). It has
been operating in the UK mortgage market since 1986. TMC said that it was concerned about only
two issues arising from the issues letter. The first, and most important, was the potential loss ofits
right to select a valuer. The mortgage valuation was for the sole purpose of the lender so that he
might determine whether the property represented adequate security for the proposed loan. Secondly,
TMC believed it should not be precluded from operating a national scale of fees.

7.287. TMC said that borrowers were most interested in the interest rate when selecting a lender.
The increase in remortgages that had occurred in the late 1980s had encouraged borrowers to
consider new lenders, Centralized lenders, who financed their operations through the wholesale money
markets, had taken market share from the building societiecs when interest rates were low because
they did not have obligations to depositors. But they had been disadvantaged when interest rates rose.

7.288. TMC had no in-house surveyors or associated companies. It operated only through an exter-
nal panel of valuers. Since 1991 it had reduced the size of its panel to excrcise greater control over
the quality of valuation reports. The panel currently consisted of 18 firms, most with multiple
branches, TMC now exercised closer control over its valuers. Most of its panel firms operated nation-
wide but it did not rule out small independent firms, Valuers were permitted only to undertake
inspections in geographical locations with which they were familiar. TMC said it was unlikely that it
would accept a borrower’s choice of valuer even if the valuer were a panel member.

7.289. TMC said that it was understandable that lenders used their own staff in preference to exter-
nal valuers. Centralized lenders, who did not have this capacity, were more susceptible to fraud and
negligence. It was probably true that centralized lenders were more active in pursuing recovery actions
against valuers than other lenders.

7.290. Prior to 1991 TMC had accepted packaged business and it was its experience that sometimes
business links between an intermediary and a valuer had led to a higher incidence of poorer-quality
valuation reports.

7.291. TMC said that the RICS arrangements for monitoring the professional indemnity insurance
status of valuers was highly unsatisfactory. In TMC’s experience, thc RICS was not able to confirm
whether or not a particular member firm had insurance cover despite the fact that RICS rules
required a valuer to have a minimum level of cover and six years ‘run-off.

7.292. All firms on its pancl were required to carry professional indemnity insurance cover. It was
concerncd about the increasing number of cases where insurance cover was no longer in force at the
time a claim for negligence against a valuer was made. The RICS had suggested that some lenders
had acted irresponsibly by putting valuation firms on notice. TMC had categorically refuted this.
However, in any event it was required by its own indemnity insurers to show that it was exercising
adequate control.

7.293. TMC operated a national scale of valuation fees. It was opposed to any suggestion that
individual fee arrangements should be introduced because of the administrative implications. It also
believed a national scale was to the borrower’s advantage; the lender was able to negotiate lower
rates. TMC identified its valuation fee separately from administration charges and all fees were
disclosed to the borrower. It paid the valuer the whole of the valuation fee that was charged to the
borrower.

7.294. It set its fee levels by reference to those of its competitors. But the recent upward revision
in its fees had come about as a result of representations from its pancl members who had said that
an increase was nccessary to cnsure that guality was maintained.

7.295. TMC said that valuation fraud was more prevalent on remortgages. In some instances inter-
mediaries had introduced borrowers to valuers who were prepared to collude with the borrowers to
support the loan . It was likely that the valuers in question were seeking to ensure further business
from the intermediary concerned.
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7.296. There were two main categories of negligence. One was where a valuer overvalued a
property by failing to notice significant faults. More often the negligence stemmed from a wrong
assessment of the market and a failure to check upon comparable properties.

Mortgage Trust Ltd

7.297. Mortgage Trust Ltd, a subsidiary of Skandinaviska Enskila Banken, now limited its own
lending to the provision of further advances in the residential mortgage market. It used a limited panel
of valuers so that it could control the guality of valuations and ensure that all valuers had current
professional indemnity insurance cover. It now charged borrowers an arrangement fee which included
the cost of the valuation when arranging loans for third parties.

Household Mortgage Corporation plc

7.298. Household Mortgage Corporation ple (HMC) was concerned that, by the MMC taking
comments only from the larger lenders, the extent of fraud and negligence was likely to have been
seriously understated. The larger lenders had either staff surveyors and/or subsidiary organizations
providing valuation services and as such there was likely to be an unwillingness for those lenders to
recognize negligence by their staff valuers or subsidiaries which did not apply when external, indepen-
dent firms were used. HMC’s experience was that whilst the absolute Ievel of fraud or negligence
might be relatively low, the losses sustained could be substantial. HMC believed lenders should not
be forced to accept valuations commissioned by borrowers. It was also opposed to absorbing valuation
fees into overheads.

7.299. HMC had not found operating in Scotland difficult despite the difference in practices
surrounding house purchase. It believed that any requirement to define the separate clements in an
application fee would be artificial. It would impinge upon the commercial sensitivity of the lender’s
negotiations on fees with valuers.

The National Home Loans Corporation plc

7.300. The National Home Loans Corporation plc (NHLY’s chicf point conccrned the lack of
consistent standards of competence amongst valuers. NHL withdrew from new lending in 1991. Over
the last two years, when many repossessions had occurred, it had suffered significant losses following
the resale of the most propertics. It said that the poor standard of valuations undertaken at the time
the original mortgage had been granted was a major factor in the level of the loss incurred. Fraud and
negligence had played a part but by far the largest proportion of problems uncovered had been due
to the lack of competence of the valuer. NHL had since reviewed its policy on the use of valuers. The
fact that the RICS would not accept a role in monitoring the competence of its members had
influenced this decision. It now relied on an in-house team of valuers for advice on its existing book
of mortgages together with a tightly controlled panel. Experience had shown that a lender would be
irresponsible to make a loan decision on the advice received from an unknown surveyor. It would not
consider such a suggestion until the RICS and the ISVA improved the monitoring and training of their
members, many of whom had had no specific training in mortgage valuations.

UCB Home Loans Corporation Ltd
7.301. UCB Home Loans Corporation Ltd (UCB) said that it had investigated over 200 cases of

suspected mortgage fraud in the past four years. It had never encountered pressure by lenders on
valuers to influcnce the outcome of a valuation. But it had heard of many cases in which borrowers
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and intermediarics had sought to have valuations increased to enable borrowers to obtain the loans
they required. UCB said that the level of fees paid to valuers was barely enough for valuers to make
a profit. It did not consider that it would be prudent to accept valuations from a borrower but
considered that improvements could be made to the procedures applicable when a borrower required
a combined survey and valuation report. UCB emphasized that the valuation was obtained to assist
the lender to assess the risk before agreeing to make a loan.

Co-operative Insurance Society Ltd

7.302. Co-operative Insurance Society Ltd {CIS) said that it conducted its residential mortgage
business through its 7,000 agents who operated from 224 district offices throughout the UK. It oper-
ated a panel of valuers. It believed the risk of collusion between borrower and valuer would increase
if a borrower were able to sclect the valuer. It said that it must retain control of the valuation to
protect the funds of its policy-holders to whom it owed a duty of care. It would consider adding a
valuer to its panel at a borrower’s request if the valuer satisfied its criteria.

7.303. CIS said that valuation fees were competitive because of the large number of lenders in the
market-place. It used a national scale of fees which had been established with the members of its
panel. Its fees were lower than those charged by many of its competitors; they were also lower than
the level of fees which would be charged to a borrower if he negotiated directly with a valuer. Its
agents discussed valuation fees with borrowers at the time the mortgage application form was
completed. CIS requested valuers who undertook combined SSYs and mortgage valuation reports to
ensure that valuation fees were taken into account when the costs were being negotiated with
borrowers. It favoured administration charges being separately identified from valuation fees. It said
that this would have the effect of making the lender accountable and would stimulate competition.
It did not levy a separate administration charge within its valuation fee or elsewhere.

Sun Life of Canada Home Loans Ltd

7.304. Sun Life of Canada Home Loans Ltd was concerned about the role of the intermediary. It
said that pressures arose from:

(a) intermediaries regularly using a particular valuer so that the valuer became dependent upon
this source of introduction;

(b) potential vendors who selected from a group of competing estate agents on the basis of the
highest indicated price, and the agent, with his vested interest in the price, instructing a

dependent valuer when an offer was accepted; and

(c) borrowers being directed to valuers from estate agents or other intermediaries with a financial
interest in the transaction completing,

It was less than satisfied with the way in which it was able to manage the valuation process under the
Scottish system and was currently reviewing its position.
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Representative bodies
Incorporated Society of Valuers and Auctioneers

8.1. The ISVA has about 7,500 members of which there are 4,500 corporate members. Most have
reccived the training needed to carry out mortgage valuations. The ISVA estimated that between 1,200
and 1,500 of its members were engaged in mortgage valuation for residential properties as their
principal activity.

8.2. The ISVA drew attention to a number of points of concern. The chief concern was over the
lack of choice for the consumer. It accepted that any client should have the right to choose his or her
professional adviser. Consequently, it was quite reasonable that lending institutions should select
valuers for their panels provided the reasons for selection were on the grounds of local knowledge,
expertise and the necessary professional indemnity cover. However, it was equally right in the Society’s
view that the consumer should be able to choose his own professional adviser, most particularly in the
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casc of the commissioning of an HBR or SSY. If the consumer had more choice to enable him to
choose his own surveyor or valuer to complete the HBR, this service would be more competitively
priced. It would then be simpler for the lending institution’s valuation form to be completed along
with this HBR for a nominal fec. This would achicve a substantial saving for the consumer by
comparison with the likely totals payable if separate valuers had to be instructed for the mortgage
valuation on the one hand and the HBR/SSY on the other.

8.3. The ISVA said that fee arrangements laid down by lending institutions were not totally clear
to prospective borrowers. Whilst in most cases written litcrature available to prospective borrowers
might be quite clear, it was apparent that staff in the offices of lending institutions frequently asked
for a valuation fee although in fact part of this was actually an administration fec to the lending insti-
tution and was not paid to the valuer.

8.4. Some lending institutions expected staff valuers to cover wide areas where their personal
expericnce and access to comparable valuation evidence was limited, even though there were in most
cases competent, qualified valuers with local experience available, often already on the lending insti-
tution’s pancl,

8.5. The ISVA accepted that in many cases reciprocal arrangements reflected a normal commer-
cial situation but was particularly concerned when reciprocity effectively denied instructions to locally-
based valners with relevant local experience and expertise and necessary professional indemnity. The
growing influence of national chains of surveyors and valuers, many linked to or wholly owned by the
lending institutions, mcant that local panel valuers were seldom, or in some cases never, used, Most
panel valuers had provided cxcellent scrvice over many ycars and obviously had a greater degree of
experience and local knowledge that the conglomerate organizations which were replacing them,
mainly for commercial rather than professional reasons.

8.6. The ISVA believed that sole practitioners were being unreasonably excluded from lenders’
panels. The suggestion that smaller organizations were more prone to fraud and, furthermore more
likely to value the security incorrectly was, in its view, without foundation; the ISVA had, for many
years, sct standards of examinations and training for its members which should ensure the competence
of both the independent members and those who worked for large organizations on morigage
valuations. Opportunitics for fraud werc greatly reduced by compliance with its mandatory members’
accounts rules and professional indemnity requirements, which were monitored annually.

8.7. The ISVA said that conflicts of interest could arise when a single company owned both an
estate agency and a survey and valuation department; this was of particular concern if the company
was also a lending institution.

8.8. During considerations of the public interest issues the ISVA gave further evidence. Tt accepted
that a lender should choose his valuer for mortgage valuations. It was the arrangements for carrying
out the other type of work, ie HBRs and SSYs, with which the ISVA was mainly concerned. However,
it saw little prospect of widening the panels and accepted that the lenders should have the right to
choose who was on them. But within that framework the public should have a choice of surveyor to
provide an HBR or SSY, with an associated valuation that would satisfy the lender. The ISVA said
that it had tried to promote a common valuation form acceptable to all lenders for many years but
without success. In view of the concerns over adequate insurance being in place for valuers, the ISVA
was actively considering the issue of run-off cover. It had not itself experienced many problems in this
area but acknowledged that it was of serious concern to lenders. The ISVA saw as unlikely a compen-
sation fund for survcyors along the lines of that operated by The Law Society. It was a subject of
constant debate but the resourcing cntailed would be a problem for its membership. Given that, the
ISVA understood the desire by lenders to operate their own controls. It noted, however, that very few
major losses for lenders had not been covered by insurance. It was cspecially concerned with the
consequences of fraud and negligence for smaller clients and the public.
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Independent Surveyors’ Association

8.9. The ISA was formed in QOctober 1992 by a number of surveyors who were concerned at devel-
opments in mortgage valuation practices. Current membership consisted of some 300 firms, totalling
in the region of 500 individuals. About half of the member firms are sole principals. The ISA
considered that the building societies by virtue of their market domination (and particularly the large
national societies} were able to dictate the choice of valuer to consumers who they would use as
valuers, the level of fees that would be applied and to a lesser extent the package that the purchaser
would accept. This substantially restricted the purchaser’s freedom of choice even before the effects
of inherent conflicts of interest and possible dubious practices within the system were taken into
account,

8.10. Valuers were not accepted by lenders on the basis of compcetence, expertise or competitive-
ness but simply on whether they were on the building socicties panels’ or, more commonly, because
they were in fact staff surveyors. The present system operated against the consumer’s interest in terms
of choice. The cost paid by the borrower was open to abuse; building societies acted only as inter-
mediaries between purchaser and valuer where valuation fees were concerned, as the full cost was
recovered from the purchaser and as such could only be partly involved in the choice of surveyor, the
consumer also being entitled to choice as the person actually paying the fee.

8.11. In particular the ISA drew attention to the following concerns:

(a) The present system prevented prospective purchasers oblaining independent advice by
restricting the choice of surveyor and often by requiring the mortgage valuation to be carried
out by a staff surveyor who had no direct contact whatsoever with the purchaser. It was often
the case that the purchaser was not allowed to know the name of the surveyor who actually
carried out the inspection.

{b) Prospective purchasers were not advised of suitable available options for the types of survey
that were available. This might be partly through ignorance on the part of the building society
staff but was also in some cases a result of deliberate policy by the building socicties.

(¢) Many mortgage lenders did not abide by their own regulation BSA 2274 which recommended
them to accept valuation reports by suitably qualified valuers where that valuer had already
carried out an independent private report for the purchaser. Qut of 22 building societies polled
by the ISA, nine had said that they would nol accept any report from a surveyor who was not
on their panel, two stated that they would be a little more flexible if an SSY (not an HBR) had
been independently carried out, but only three said that they would be prepared uncondition-
ally to accept non-panel surveyors’ reports. The remaining ten had indicated that there would
be some flexibility. The failure of building societies to implement BSA 2274 had led to
duplication of fees. Where a prospective buyer had instructed and obtained an independent
survey and valuation from the surveyor of his choice, he was often then required by the
building society to pay a second mortgage valuation fee so that an additional valuation would
be carried out. This was unreasonable and worked against the consumer interest.

{d) There was no incentive for mortgage lenders to keep down costs, as they passed on the survey-
ing fee directly to the prospective purchaser through their scales of charges plus any adminis-
tration fee which they added on, acting simply as an intermediary.

e} As most building socictics employed staff surveyors, they were effectively setting their own
scales of charges so as (o pay high fees to their own staff surveyors {or to their own subsidiary
companies of surveyors and valuers) at the expense of the house purchaser. A poll of members
of the ISA had indicated that in a number of cases, the mortgage valuation scale fee payable
by the borrower (either to the panel or staff surveyor) was as high as the charge that many
independent surveyors would make for carrying out an HBR and valuation.

(f) Valuers were often instructed on the basis of reciprocal business and not on a basis of
competence.
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(g) The present system was rife with potential conflicts of interest. The situation could arise where
a building society acting as mortgagee in possession could instruct its own estate agency firm
to sell the property; the purchaser would then be advised by an in-house financial services
adviser, the mortgage valuation could be carried out by a subsidiary firm of surveyors and the
building society would also issue instructions to the solicitor; the latter would probably be the
only independent in the whole transaction. Where building societies sold properties through
their estate agency subsidiaries and those properties were valued by their surveying subsidiaries
or staff valuers, the system was open to abuse.

(h) A number of valuation firms did not abide by the RICS Valuation Guidance Notes, in particu-
lar the provisions relating to valuation outside geographical areas. Whilst the problem was not
restricted to building society staff valuers or subsidiary surveyors, this was an arca where there
were particular problems within the building society valuation organizations, particularly where
applying holiday cover, etc.

(i) The usc of limited panels of surveyors and the refusal to accept reports from surveyors who
were not on those panels, and in particular the refusal to accept reports from sole prac-
titioners, ruled out a substantial body of surveying expertise. Many small independent firms
were run by well-qualified, very experienced surveyors, and if building societies refused to
accept reports from these surveyors then that experience was denied to the purchaser.

{j) The restriction of valuers to a small panel could lead to those pancls of valuers over-
influencing the market, and might bring about a possibility that mortgage lenders could dictate
the attitude of their valuers according to fund availability. The large building socictics, by virtue
of their domination of the residential market, could wield considerable influence over it.

8.12. The ISA said that in the short time since its formation, it had received complaints from the
public, its own members and other interested parties, varying in format and detail. Many members
had indicated that they had had some difficulties in getting the public to make written complaints,
House purchasers often felt very aggrieved at the time they experienced delays and encountered extra
costs when trying to expedite a house purchase but, at a later date after the purchase and mortgage
had been completed, they were content to let the matter rest. However, ISA members had on
frequent occasions indicated that their clients had not wanted to make too much of a fuss for fear of
upsetting their mortgage lenders and in some way prejudicing their financial status. Some firms of
independent surveyors had expressed a similar view in that they did not wish to be seen to be openly
criticizing building societies and other mortgage lenders’ practices, this being an indication of the
amount of influence many of the larger lending institutions appeared to wicld in the current cconomic
climate.

8.13. However, the ISA had gathered a good number of complaints in a very short time-scale.
Many of the complaints dealt with recurring themes and certain patterns had emerged, and were often
interlinked. Complaints generally dcalt with one or more of the following problems:

(a) a restriction of the consumer’s choice of a valuer/surveyor, particularly where the consumer
(as potential house purchaser) had commissioned, or wished to commission, a more detailed
report than the mortgage valuation (eg an RICS HBR or a detailed SSY);

(b) unnecessarily high fees and/or duplication of fees payable in connection with valuation and
survey reports, usually as a result of (a) above;

(¢c) hidden administration fees levied by mortgage lenders, often within published ‘valuation fee
scales’ making the fee payable for a valuation and/or survey report appear higher than the fee

which is actually paid to the valuer or surveyor;

(d) misreprescntation (either deliberate or accidental) by mortgage lenders’ staff over the
adequacy of the different types of report—mortgage valuation, HBR and SSY;

(e) appointments of valuers and surveyors’ appointments to mortgage lenders’ panels of valuers
being terminated or restrictions on such appointments being made, the mortgage lender usually
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requiring reciprocation of mortgage business as a condition of a panel appointment or, in some
cases, even payment for the privilege of being given a panel appointment;

{f) conflicts of interest and suggestions of improper (even fraudulent) behaviour within large
corporate groups of estate agency/surveying firms having parent financial institutions; and

(g) valuers undertaking mortgage valuation work in areas where they did not have sufficient local
knowledge, contrary to the guidance given in the Mortgage Valuation Guidance Notes issued
by the RICS and the ISVA.

Royal Institution of Chartered Surveyors

8.14, The RICS is the main qualifying and self-regulating professional body for valuers. It comprises
nearly 70,000 Chartered Surveyors practising in a wide range of specialist arcas. Of the total, some
30,000 practise in the division that covers valuation expertise, whether in the residential or commercial
market sectors. A large proportion of these are in private practice firms, both large and small, either
as partners or directors or as employees with considerable involvement in residential and valuation
matters. Valuers are also employed by building socicties and other lenders. Entry to the profession
is now generally through a degree with an additional two-year mandatory period of relevant, struc-
tured and assessed practical training and experience.

8.15. In its initial submission the RICS identified four areas of concern:

(a) reduction in panel appointments;

(b) lenders providing business to surveyors in return for reciprocal introductions;
(c) lack of transparency in charges; and

(d) impartiality of advice and the potential for conflicts of interest.

8.16. Over the last three years the RICS had received numerous complaints from its members
which confirmed the trend by lenders to reduce the size of their panels. Complaints were received
from members practising in small and large firms where they had had their panel appointments
cancelled. In other cases panel appointments had not been cancelled but some of the surveyors on
the panel had either received no instructions or at most only a minimal number.

8.17. There were a number of consequences of the reduction in the size of panels. Whilst a reduc-
tion in panels might have little consequence if the service was a service for the lenders only and was
paid for by them, this was no longer the case. The service of a valuer now fulfilled a dual purpose
since the report was now provided to the prospective borrower and as a result of case law the valuer
usually now owed a duty of care to the purchaser in the tort of negligence.

8.18. An area of current potential difficulty was where a borrower might wish not to rely only on
the valuation commissioned by the lender butl decided that he or she would like a more detailed
report of their own on the property in the form of an HBR (which would have a valuation as part of
the report) or an SSY. In both cases there were likely to be efficiencies and cost savings if the valu-
ation service for the lender were to be provided by the same surveyor. The problems arose where the
borrower instructed a surveyor before seeing the lender, or where, after the lender commissioned a
report from a surveyor, the borrower was unhappy with the choice from his own viewpoint. In both
cases the borrower might face increased costs if the lender refused to accept the mortgage valuation
from the valuer commissioned by the borrower.

8.19. If the surveyor selected by the borrower was not on the pancl of the particular lender, even
if the surveyor could satisfy the lender’s criteria, a number of lenders refused to permit the surveyor
to provide the valuation. The prospective borrower, if he decided to go ahead and obtain more
detailed advice, then had to pay the additional fec for the valuation without being able to benefit from
any price economy that there might be for carrying out a joint service, ic a mortgage valuation plus
an HBR or SSY.

121



8.20. The RICS believed that if the trend to reduce panels were to continue, there was a danger
that a private sector residential valuation service (ie valuations carried out by those other than staff
valuers) might not be viable, thereby depriving the public of independent sources of advice where they
wished to have more detailed advice other than rely on the valuation only provided for the lender and
no measure against which to judge in-house scrvice.

8.21. The RICS said that the secking and the provision of reciprocal mortgage business was, and
had been for many years, part of the commercial business world. Estate agents and surveyors had
introduced mortgage applicants to lenders for a long time and a procurement fee might have been
charged as a result. More common, however, had been the normal business and professional relation-
ship of mutual and reciprocal understanding between a local estate agent or surveyor and a local
building society manager. Such arrangements had existed for many years and the RICS saw no diffi-
culty with these.

8.22. In recent years, however, the RICS has been provided with clear evidence that at least some
lenders appeared to have made the provision of reciprocal mortgage business a condition of firms
being placed on their pancls and, once on the panel, a condition of issuing continuing instructions for
valuation work. Although, when challenged, this had often been denied, the RICS had received
comments to the contrary from members and had rcason to believe that this practice was now
common,

8.23. Tt was the conditional nature of these arrangements that concerned the RICS. They were
likely to exclude competent surveyors who were able to assess both the condition and value of the
property. The ultimate effect on members of the public was that they were then obliged to pay an
additional fee that might not be charged at all, or might be significantly reduced, if lenders were
prepared to accept their valuations (subject to the individuals having adequate professional indemnity
insurance, local knowledge and being competent to undertake the valuation based on the lender’s own
particular requirements and the prior agreement of the lender having been obtained).

8.24, The RICS had sought to agree with the CML a statement to the effect that lenders should,
in principle, accept more detailed inspection reports commissioned by a purchaser provided the agree-
ment of the lender was obtained in advance. This would enable the lender to check, in advance, those
matters upon which it would wish to be satisfied. The grounds on which the lender might decline to
accept a report would be inadequate professional indemnity insurance cover, lack of competence or
local knowledge. 1t considered, initially at least, that lenders could cater for their legitimate concerns
by operating, in addition to panel valucrs under their strict control, a system of approved valuers,
accredited perhaps by the professional bodies concerned, from whom the public might obtain more
detailed advice and whose advice on valuation would be acceptable to lenders. The RICS was willing
to play an important role in this process from the regulatory point of view whilst recognizing that the
special requirements of lenders varied considerably.

8.25. In the event the RICS was not able to achieve agreement with the CML on a statement relat-
ing to the acceptability of more detailed reports which prospective purchasers required. It was in this
area where the RICS believed the public’s right to choose for more detailed survey work its adviser,
at a price that properly reflected the degree of competition in the market, was being unduly restricted
and was therefore against the public interest.

8.26. A further area of concern related to the lack of transparency in the way in which some
lenders charged for services. The RICS said that in some instances lenders were making a hidden
administrative charge, or were having valuations carricd out at a discount to lenders’ published scales,
but without, in either case, this being disclosed to the borrower. These charges were hidden within
the so-called ‘valuation fee’ which the purchaser had to pay. This lack of transparency meant that the
borrower believed that the fee he or she was paying was the cost of the professional time which was
being devoted to the valuation. It followed that the borrower might believe the lender to be commis-
sioning a more detailed report than was actually the case. There was therefore a danger that the
borrower would place more reliance on it than was prudent.

8.27. Although many lenders made it clear in their litcrature that a separate identifiable but inclus-
ive administrative fee was being charged, this might not always be apparent at the point when the
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borrower paid. Nor was it always made clear at this point how much of the charge related to the valu-
ation with the result that there were abuses of the system which were not in the interests of the
public.

8.28. The RICS had received information about instances where full scale fees as laid down by the
lenders were being charged for valuations but the lender had imposed a lower fee upon the valuer,
and the difference was then retained by the lender or, more often, the broker. The difference
appeared to range between £30 and £100 in most cases. This might represent an overhead of 50 per
cent or more in many cases.

8.29. The RICS saw a number of reasons why the potential for conflicts of interest, which might
jeopardize the purchaser’s position, was likely to arise in the house-purchase process. These included:

(a) the desire of owners of residential estate agency practices, whatever the size of firm, to
package a number of different services together within the same related transaction. Often
these were aimed at different clients or customers. These services now included agency,
valuation and survey and financial services;

(b) the acquisition by the financial conglomerates of residential estate agency practices leading to
a greater concentration of offices under a single ownership. The build-up of major chains of
estate agency offices increased the likelithood that different, and potentially conflicting, services,
linked within the same related transaction and offered within the same corporate identity,
would be more widespread; and

{c) that, in the main, the client or customer would have little or no specialist knowledge and might
be unaware of the possibility of conflicts of intcrest arising; this differed from the position in
the commercial property sector where the client usually had a greater awareness of the issues.
It was important, therefore, that not only should such clients and customers be protected but
that they should clearly be seen to be protected. The RICS believed the reason for the smail
number of complaints from the public was a result of lack of appreciation of the relationships
involved and the potential for conflicts of interest.

8.30. An RICS Working Party had published a major report on the subject in June 1991. This
recognized that it might appear that staff valuers and group valuers' fclt under the greater pressure
because lenders and financial intermediaries might be anxious to lend or arrange for the lending of
money on mortgage, ot to provide some other financial services connected with the transaction, or
because the selling agent might be anxious to make a sale, Panel valuers, however, could feel under
similar pressure to overvalue or to produce biased reports or not to reject propertics for mortgage
if they were to remain on the lender’s panel, at a time when some lenders were reducing their use
of panel valuers and seeking to retain their share of the lending market.

8.31. The RICS Working Party had proposed to the CML that at the time that a mortgage applhi-
cation was made, the lender should explain carefully the types of valuer that might be used and their
relationship, if any, with the lender. If the borrower felt unhappy with that relationship, he or she
could then ask to have another type of valuer. In the event the CML would not accept this pointing
out that, in strict law, there was no conflict of interest and that section 13(2) of the 1986 Act did not
prevent a staff valuer, or a valuer employed by an estate agency subsidiary, from valuing a property
being sold by an agent owned by the same lender. The CML therefore refused to implement the RICS
suggestion.

8.32. Instead the CML agreed to suggest to its members that they should tell borrowers, where
relevant, that they might use staff valuers, group valuers or a panel valuer in order to value property
by issuing information on the following lines: ‘A valuation may be carried out by a valuer employed
by [the member], a valuer from a subsidiary company, or by an independent panel valuer from the
private sector.’ )

'For example, one who is employed by a subsidiary of the parent organization that owns the estate agency and who may
or may not be the lending source for the mortgage.
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8.33. The phrase would be included in the lender’s mortgage documentation. There was no specific
agrecment where it should be inserted in the documentation; that would be for each lender to decide.
It might, for example, be placed on the mortgage application form, It was agreed, however, that a
degree of prominence should be given to the notice—ie it should not be hidden in “small print’.

8.34. In addition the Working Party had recommended strengthening RICS rules on conflicts of
interest to require members not only to disclose the facts to the client in a conflict of interest situation
but to advise him to take independent advice; to require a degree of separation between functions
which might give rise to conflicts of interest; if the required separation was not achieved, making it
a disciplinary offence to offer services giving rise to a conflict of interest without disclosure. This was
now enshrined in the Institution’s code of conduct implementing the recommendations of the RICS
Working Party.

8.35. The RICS was aware of a few cases where both staff and panel valuers had been brought
under pressure to provide a valuation of property or a ‘gloss” on a report which would prevent the
property being valued from being turned down as unsuitable security upon which to lend money by
way of a mortgage. The cases involved instances where the lender was in possession of the property
and where the property was being sold through the estate agency arm of the lender.

8.36. Subsequently, at the time the MMC were considering public interest issnes, the RICS gave
further evidence. It said that on further discussion its views had hardened. Tt now felt that there was
only one clear solution to resolve all the issues of concern to the RICS. This solution would be one
which left the lender to commission and pay for the valuation that it needed for its purposes. The
lenders’ statutory obligations and prudential approach to lending meant that it was right that the
choice of valuer should be for the lender. This had always been the RICS’s view. As the valuation was
undertaken to meet lenders’ requirements, the RICS saw the cost as a straightforward administrative
expense, comparable to offices or staff salaries, which should be borne by the lender as an incidental
overhead. This would help remove some of the confusion in borrowers’ minds over the purpose of
the report and its limitations. The RICS also suggested that the borrower should consequently no
longer receive a copy of the report. The borrower would then not be lulled into a false sense of
security, through having paid for and received a report which was not intended for his purposes. The
RICS hoped this would lead to more borrowers commissioning HBRs or $8Ys which would give them
the fuller information on a property, tailored to mect the needs they required as appropriate
protection. In this connection the RICS drew attention to a survey carried out by the Consumers’
Association which had suggested that one in five of HBRs or S$SYs carried out for housebuyers
revealed significant defects.

8.37. On the selection of the valuer by the lender, the RICS commented that it had never wished
as an institution to try to determine the size or composition of panels that lending institutions might
have in any area. What it wished to see was proper criteria for determining membership. It did have
a concern over the impact of decisions on size of panels for the future in that there was a danger that
the base of practising valuers would become too narrow. The RICS had reflected further on the idea
of an approved list of valuers for mortgage valuations drawn up by a peer group of RICS members
and had moved away from this to a preference for separating and clarifying the two parties’ interests
set out in the preceding paragraph. It recognized the problems in how an approved list would be
selected to meet lenders’ individual requirements and that it would be difficult to exclude any appro-
priately qualified member. The RICS said that the question of whether it ought to judge the continu-
ing competence of its own members other than through education standards and a requircment on
members to undertake continuing development was one of continuing dcbate in the Institution.
Recently its General Council had concluded that competence could be handled under existing powers
rather than through new powers being added to its constitution. Work to take this forward continued
within the RICS.

8.38. On the insurance concerns raised by lenders, the RICS acknowledged that, in the absence of
the ability of the Institution to monitor all competence and guarantee insurance cover, it was under-
standable for the lenders to want to rely on their own controls, particularly since the lenders’ require-
ments might differ in some respects from those of the Institution’s. The RICS was looking at ways
of improving the current situation such as working with the insurance market on run-off cover, rather
than establish a compensation fund along the lines of that established by The Law Socicty.
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8.39. In the final stages of the inquiry the President of the RICS wrote to the MMC setting out the
Institution’s views on a number of issues which formed the subject matter of the inquiry. The letter
was written following a meeting between the President and representatives of the CML’s Valuation
Panel and its contents have been strongly endorsed by the CML. It reiterated its views that the client
for the mortgage valuation was the lender, that the client for the services should pay for its
commissioning, that reciprocity was acceptable as a tie-breaker for panel appointments and that there
should be absolute transparency where any charge was made on the borrower. The statement also
developed further proposals to ensure that the distinction between the interests of lender and
borrower was recognized by proposing that where a mortgage valuation and a more detailed report,
such as an HBR or SS8Y, was involved the two services should be the subject of separate instructions
and conditions of engagement, even where the same valuer was involved (see paragraph 6.51).

8.40. The RICS made clear that it continued to have concerns on the consequences of reducing the
size of panels, the use of reciprocity by lenders as the primary and conditional factor in placing
business and on the potential for conflicts of interest inherent in the bringing together in one group
the provision of mortgage finance, house sales, valuation and financial services.

Representatives of Scottish surveyors

8.41. Representatives of the RICS in Scotland expressed concern at the practice in Scotland of
intermediarics commissioning valuations. As a consequence of the Scottish system for house purchase,
it was a long-standing practice for intermediaries, usually solicitors, acting for the purchasers to
commission valuations on their behalf. The Financial Services Act 1986 had led to a substantial growth
in financial intcrimediaries and to the practice of ‘mortgage packaging’ under which the lender received
from intermediaries, usually estate agents or mortgage brokers, completed mortgage applications with
supporting valuations and references. Much of this business was introduced to brokers by sources with
an interest in the sale of the property, either directly or indirectly, and significant numbers of instruc-
tions for residential mortgage valuations were being received from those with an interest in the salc
and also involved in the provision of mortgages and other services to the purchaser.

842. The RICS in Scotland was concerned that such conflicts of interest might lead to undue
pressure on surveyors (o provide compliant advice and drew the MMC's attention to a report by a
Mortgage Packaging Working Party of the General Practice Division of the RICS in Scotland,
prepared in February 1992, which listed a number of cxamples of such pressure:

{a) requests to provide a compliant valuation and report which would not frustrate the sale of the
property involved;

(b) statements to valuers intimating that the level of valuation was of crucial importance, particu-
larly in cases involving new houses, the sale of property on a fixed-price basis and transactions
where 100 per cent mortgages were concerned;

(c) the termination of business from an intermediary, either temporarily or permanently, after the
submission of a report, the terms of which were unacceptable to the instructing source;

(d) the dismissal of firms of valuers, from the panels of estate agents and mortgage brokers, for
failing to provide reports and valuations which met the wishes of estate agents and mortgage
brokers; and

(e) insistence by intermediaries on preferred valuers being included on lenders’ panels.

8.43. The report pointed out that RICS Insurance Services had reported a rise in the incidence of
claims involving overvaluation and that fraud had been alleged in some instances. A study of mortgage
fraud by Birmingham University had identified intermediarics as being a problem. Lothian and
Borders and Strathclyde Police had also advised lenders not to accept valuations presented to them
by intermediaries.
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8.44. The Working Party report recommended that a residential mortgage valuation should not be
commissioned by agents referred to sell the property, or by mortgage brokers in the direct employ-
ment of the selling agents or an associated company. It suggested that the best way forward might be
for all mortgage valuations to be instructed directly by lenders.

Other representative bodies

Architects and Surveyors Institute

8.45. The Architects and Surveyors Institute (ASI) represents both architects and surveyors and has
a total membership of approximately 6,000. The ASI complained that the BSA and the CML were
directing their members to accept only those valuations submitted by members of the RICS or the
ISVA, and in doing so were setting a standard which effectively permitted them to be the accreditation
agencies for professional qualifications. By encouraging their members to accept valuations from only
two professional bodies, the BSA and the CML were implying that no other professional was com-
petent to carry out the exercise. The ASI stated that its code of conduct which governed members’
professional behaviour insisted that members only operated within the discipline in which they were
qualified and, in the case of mortgage valuations, within a specified geographical arca where their
experience had been established.

8.46. The ASI said that it was significant that the restrictions placed on its members had become
much more evident following the entry of building socicties into estate agency and property surveying,
thereby limiting an applicant’s access to independent advice. Prospective borrowers had lost their right
of choice; they could not choose their own valuer who might be locally-based and familiar with the
area, thus having the best opportunity to assess a property’s worth. If lenders would not consider valu-
ations or surveys already prepared by surveyors nominated by borrowers, it was likely that borrowers
would incur additional expense by having to pay for a separate report by the lender’s chosen surveyor.
Borrowers were required to pay the lender’s valuation fee and, in some cases, an administration fee
in advance. And this had to be paid to a iender which might also be acting for the vendor and
providing the mortgage for the purchaser, The ASI said that under those circumstances conflicts of
interest arose which acted against the public good, and despite the abolition of the old set fee scales,
prospective borrowers had no opportunity to ‘shop around’ for the best deal.

8.47. The ASI said that it had evidence of local building society managers indicating acceptance
of survey reports and applications for finance only if the valuer could offer reciprocal business. The
fact that sometimes young and relatively inexperienced branch managers uscd rectprocal business as
a condition for admission to a valuation pancl had caused the ASI great concern, It stressed that
valuers should be accepted for their professional ability, and not for their ability to provide reciprocal
business.

Royal Institute of British Architects

8.48. The Royal Institute of British Architects (RIBA) said that it had received numcrous
complaints from long-established practising members that valuations made during the course of S8Ys
were often not accepted by building societies. It was the RTBA’s view that many of its members were
competent, through a combination of experience and local knowledge, to value residential properties,
and this was evidenced by the RIBA’s publication of standard valuation forms for architects’ use and
the availability of professional indemnity insurance to cover the liability involved in making a valuation.
Many experienced and competent valuers were effectively excluded from undertaking valuation
business because they were not employed by building societies or their subsidiaries, or because they
could not offer reciprocal business.

8.49. The RIBA said that the present system was unfair to the housebuying public. In some cases
building societics were charging a more than nominal administration fee, to the benefit of the society.
Borrowers were obliged (o pay scale fees agreed by the building societies, and there was no scope to
seck alternative fees from other valuers. This was less important in respect of valuations, but could
be significant in the case of HBRs, particularly on larger properties.
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8.50. The RIBA believed the present system could be improved if cach town (or appropriate
geographical arca) were to maintain a list of valuers who were competent, having regard to their
qualification, experience and insurability, to value residential properties in that area. Such lists would
be prepared by independent regional committees comprising representatives of the RIBA, the RICS,
the ISVA, lenders and consumer organizations. Lenders would be obliged to accept valuations under-
taken by any valuer on the list within the designated arca. On applying for a morigage, borrowers
would be given a list of the approved valuers covering the area within which the subject property was
Jocated. This would give borrowers the freedom to use a valuer of their own choice with whom they
could make their own arrangements.

Chartered Institute of Building

8.51. The Chartered Institute of Building expressed concern that Chartered Surveyors essentially
had a monopoly of residential mortgage valuations and SSYs and that other suitably qualified and
experienced professionals were not accepted by building societies to carry out such work. The Institute
argued that professionally qualified Chartered Builders with professional indemnity insurance and
suitable experience should have equal opportunity to be employed for S§Ys and valuations of domestic
property in connection with residential mortgages.

Royal Incorporation of Architects in Scotland

8.52. The Royal Incorporation of Architects in Scotland recorded concern that, while Chartered
Architects, particularly in areas outwith the urban central belt of Scotland, had in the past undertaken
property valuation work, lenders had in recent years increasingly developed policies which excluded
thecm. The Incorporation would support moves to open this area of the market to Chartered
Architects,

Surveyors and valuers

8.53. Eighty-two firms in the surveying and valuing professions wrote to the MMC voicing concerns
with the current arrangements for the provision of valuation services.

8.54. Well over half the complaints related to the restrictions being placed on the consumer’s
freedom to choose a surveyor. Often this was allied with the complaint that a surveyor had found that
he had not been accepted for a lender’s panel of surveyors, or that his pancl appointment had been
terminated, or instructions to value property were no longer forthcoming. This could happen after
years of service to a lender. Two firms stated that they had been on one particular lender’s panel for
decades but then found in the early 1990s that they were no longer sent valuation instructions.

8.55. There was a widespread belief among surveyors that the cause of this was a demand by
lenders that, in return for being placed on a panel and given valuation instructions, a surveyor should
provide reciprocal business in the form of mortgage introductions; almost half the correspondents
mentioned reciprocity as a cause for concern, One correspondent cited various ratios of business
required; these ranged from one valuation instruction in return for one mortgage introduction to six
instructions for each mortgage introduced. There was also concern that firms with a sole principal
were being discriminated against. About a quarter of the letters received were from correspondents
who identified themselves as sole principals. Some correspondents were concerned that reciprocity
involved more than a mutual exchange of business between surveyors and lenders for their mutunal
benefit and that independent surveyors were being effectively squeezed out of the market by lenders
appointing one another’s estate agency/surveying firms to panels and channelling valuation work to
them,

8.56. Correspondents generally believed that restrictions on consumers’ choice of surveyor led to
consumers incurring higher costs than necessary. Correspondents cited examples where they could
provide an HBR or SSY together with a valuation more cheaply than the lender’s nominee or where
their client was faced with an additional fee for having a separate valuation report done. Some

127



indicated that they could carry out a valuation alone more cheaply than the valuer selected by the
lender while others commented that there was no incentive on lenders to keep down fees. There was
also concern that lenders were discouraging consumers from having more detailed surveys done by
quoting excessive estimates of their costs to consumers.

8.57. The majority of correspondents believed that the move away from independent firms had
affected the quality of valuations provided. The main complaint was that in-house valuers were
inspecting properties in areas in which, it was suggested, they were not familiar, and therefore did not
have the adequate local knowledge professionally required. One correspondent cited a lender’s
nominee from the Home Counties being sent to value a property in central London; another cited
valuers travelling from North London, North Kent and Dorset to value property in the extreme south-
west of Surrey. Correspondents were also often concerned that quality was being affected by the use
of in-house and corporate surveyors who were inexperienced rather than the experienced local
surveyors who had been carrying out such work for many years. Some surveyors cited a propensity
by such valuers to seek unnecessary specialist reports on matters which they themselves would expect
to cover in a report or to make unrealistically critical comments about perceived structural faults. All
of these, it was said, could frustrate house-purchase transactions or add to their cost.

8.58. Over one-quarter of correspondents were concerned that the growth of conglomerates carry-
ing out mortgage lending, house sales and surveying created conflicts of interest which were likely to
inhibit the duty of care which they believed surveyors owed to the borrower, It was suggested that the
borrower needed reliable independent advice and several correspondents criticized subsidiaries of
lenders for not making clear to the borrower that they were not independent agencies. One correspon-
dent, commenting on conflict of interest, gave an example of a case in which, as a panel surveyor for
a lender, he had advised an applicant against a purchase, the applicant had then turned to the lender’s
associated surveyors and the mortgage had gone ahead.

Estate agents

National Association of Estate Agents

8.59. The National Association of Estate Agents (the Association) identified three main areas of
concern:

fa) the appointment of panels of surveyors by lending institutions and the fact that membership
of the panels was sustained through the volume of new business introduced by the surveyors;

{(b) clients being forced to employ the services of surveyors from appointed pancls; and

(c) the practice of lending institutions retaining part of the valuation fee as an administration
charge.

8.60. The Association accepted that lenders should be free to decide who they appointed to their
panels, provided there were no restrictive practices. Panel appointments were often limited to valuers
who were able to offer reciprocal business. The refusal by some lenders to accept surveys or valu-
ations carried out by non-panel valuers was clearly restrictive. Where a client had chosen to use an
independent surveyor who was suitably qualified and had professional indemnity insurance, the
Association believed it was wrong in principle that the client should have to pay an additional fee to
the lender for the duplicate work involved. If lenders chose not to accept valuations or reports carricd
out by independent surveyors, and insisted instead on using panel members, then the lenders should
bear any additional costs.

8.61. The Association stated that it had developed a Certificate in Estate Agency in the expectation
that it would be recognized and widely accepted by lenders. While professional work should be under-
taken by those suitably qualified, the Association argued that valuations could be undertaken by those
qualified by experience. It was common practice for panel valuers to seek advice on the value of
properties from members of the Association in areas where the surveyors did not have local
knowledge.
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Individual estate agents

8.62. Four estate agents wrote to us about the current arrangements. One commented that
surveyors were attempting to determine the market price of propertics with the effect that many sales
were being lost by totally unrealistic undervaluations. Another said that clients should be allowed to
select a surveyor of their choice as this would enable them to negotiate fees rather than having to
accept the fixed fees demanded by lenders. A third believed lenders should value properties purely
for their own purposes, using valuers of their own choice (and at their expense) leaving the client free
to choose his own surveyor at his own expense. The vendor of a property should be able to
commission a valuation for mortgage purposes, at his own expense, from an independent and suitably
qualified surveyor. The valuation would then be utilized and relied upon by potential clients and
lenders for a set period of three or six months. To prevent any conflict of interest, the surveyor should
not thereafter be allowed to act as an cstate agent in the sale. A fourth agent considered that surveys
(not valuations) should be carried out by suitably qualificd and insured surveyors and the report relied
upon by all parties, ie the vendor, borrower and lender. Valuations should be undertaken by similarly
qualified surveyors chosen by the lender but able to be relied upon also by the borrower.

Regulatory bodies

Building Societies Commission

8.63. The BSC explained that its general functions under the 1986 Act were ‘to promote the protec-
tion by each building society of the investments of its shareholders and depositors’ and ‘to promote
the financial stability of building societies generally’. It needed to be satisfied that the directors and
other officers of building socictics conducted their busincss in accordance with the criteria of prudent
management specified in section 45 of the 1986 Act; in particular, the criterion that the requisite
arrangements must be maintained for assessing the adequacy of securities for advances secured on
land. The Act required the person making the assessment to have furnished to him a written report
on the valuation of the land made by a competent person.

8.64. The BSC said that the statutory requirements meant that societies had a duty to be satisfied
that the valuations they obtained for their purposes were made by competent persons in whom they
could have confidence. It would be imprudent, and in breach of law, for a society to accept a valuation
made by a person of whom it had no knowledge. It noted that too many frauds had recently been per-
petrated on lenders who had accepted valuations provided by borrowers’ nominees. Societies generally,
therefore, had close relations with firms on their panels as providers of valuations in accordance with
the statutory requirements. Some of the firms also acted as agents for the collection of retail funds
and mortgage repayments, and as intermediaries providing mortgage business. The BSC had encour-
aged societies to keep the performance of intermediaries under review, and not to use the services
of those which had consistently referred poor-quality business. These arrangements, therefore, tended
to promote the protection of investors’ funds by securing reliable valuations and good-quality assets
in conformity with the duties of directors and the BSC’s prudential guidance.

Office of the Building Societies Ombudsmen

8.65. The Office of the Building Societies Ombudsmen pointed out that many complaints connected
with mortgage valuations were outside its terms of reference. It could not recall having received any
complaints that the practices of building societies had limited the freedom of housebuyers who wanted
more detailed reports in nominating their own surveyor. Nor had it dealt with any cases where it was
alleged that a society was unwilling to accept, for valuation purposes, surveys already carried out for
a potential borrower.

Legal profession
The Law Society

8.66. The Law Society said that it had no evidence of significant numbers of complaints about
valuers’ fees, but that if there were dissatisfaction, it would not necessarily expect complaints to be
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made to its members or to itself. The Law Society was aware that members of the public tended to
have difficulty in distinguishing between the role of a valuer providing services to a lender, and that
of a surveyor, who may be the same person, providing services to a borrower, It was not uncommon
for misapprehensions about this to lead to annoyance or resentment when a borrower, or prospective
borrower, discovered the nature of a valuer’s report. Some of the complaints about the level of
valuers’ fees might have derived from borrowers’ reactions on discovering that a separate, and
additional, fee had to be paid in order to obtain a surveyor’s structural report. Anything which could
be done to educate prospective borrowers in this respect was desirable.

8.67. The Law Society emphasized that, although lenders should clearly apply objective and justifi-
able criteria in deciding which valuers they were willing to instruct, it was important to bear in mind
the general principle that lenders should be entitled to be selective, within reason, in choosing. Thus,
any criteria which they applied should not unduly limit a borrower’s choice; nor should they unneces-
sarily restrict competition, on the grounds of price in particular, between valuers. However, the
valuer’s function was a responsible one, which, if not carried out conscientiously and scrupulously,
could expose a lender to considerable risk. In The Law Society’s view, therefore, the criteria which
should apply related to standards of skill, care and integrity. Lenders were entitled to refuse to accept
services which did not reach the standards which were set. The criteria should not be based on the
amount of business which the valuer’s firm might introduce to the lender, nor on the size of the
valuer’s firm.

8.68. Furthermore, it was of considerable concern to The Law Society that lenders should exercise
proper care in sclecting valuers to act for them. Mortgage-related fraud had given rise to significant
losses by lenders in recent years. In a number of frauds, lack of care by the lender in making a choice
of valuer had, in its view, made an important contribution to the ability to exccute the fraud, a deliber-
ate overvaluation of the property involved being a typical feature.

8.69. The Law Society said that, to its knowledge, in several cases of fraud a solicitor had also been
involved, sometimes having negligently failed to exercise adequate vigilance, and sometimes also
involved in the dishonesty. As valuers were not covered by indemnity and compensation arrangements
to anywhere near the level of solicitors, The Law Society’s indemnity and compensation funds had
often been called on to meet the major proportion of the lender’s claim in respect of its loss. Its
indemnity fund covered claims arising out of the negligence of all solicitors, and the dishonesty of
those in partnerships (broadly speaking), while its compensation fund, which was a fund of last resort,
existed to meet valid claims against solicitors which could not be met by indemnity insurance, for
example claims due to dishonesty against sole practitioners. It was The Law Society’s aim so far as
possible to ensure that those who used the services of solicitors were compensated in the event of loss
caused, or contributed to, by a solicitor.

8.70. The claim which the two funds had had to meet had imposed a substantial burden on the
profession, to the extent of millions of pounds. So long as the Society continued to have more
generous arrangements than others for the compensation of those who had suffered loss, it was inevit-
able that it might be called upon to pay a major and disproportionate part of the cost of a default in
which a valuer or surveyor was involved, if a solicitor had also in any way contributed to the default.
It did not seek to change this but would therefore oppose any changes to lenders’ arrangements which
were likely to increase the risk of fraud by valuers or surveyors. Tt seemed to The Law Society that
to restrict the ability of a lender to select its own valuers and surveyors would be likely to increase
that risk.

8.71. The Law Society told us that it had been reviewing ways of reducing claims on its
Compensation Fund. To reduce the risk of fraud, it would be sensible for a lender not to instruct a
valuer recommended by the borrower or one which the lender had been led to instruct by the
borrower; so that any valuation should be carried out by a valuer of the lender’s choice.

8.72. The Law Socicty would therefore be unhappy if the MMC made rccommendations which
prevented it, in the event of a claim, from considering whether certain common sense prudential
measures had been implemented by lenders. The result might well be a further increase in mortgage
fraud and consequent claims on its funds, the cost of which would eventually impact on the house-
buying public.
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Individual firms of solicitors

8.73. Two firms of solicitors commented on the current arrangements. The first said that lenders
had consistently refused to accept valuations carried out for other lenders, and in some cases they had
instructed the same valuer who then charged another fee. This was not related to the date of the valu-
ation but purely a matter of policy on the part of the lenders. The second firm commented that there
was an undoubted tendency to pursue self-interest in house valuations, whether directly on behalf of
the clients through suggesting inflated prices as being oblainable, or by virtue of payment on a scale
related to the sale price. In this system of self-interest there were a limited number of estate agents
all valuing each other’s sale properties, and it was clear that this would encourage valuers to support
cach other and each other’s valuations when carrying out what was intended to be an independent
survey/valuation exercise. The effect was to create an artificial spiral of increasing house prices to the
benefit of all interested partics whether through insurance commission levels, estate agency fee levels
or levels of leading business,

The police

Metropolitan Police

8.74. The Metropolitan Police Company Fraud Department (Fraud Department) formed a squad
in 1989 to combat the growing problem of mortgage fraud. In view of the number of reported
instances of suspected fraud the Fraud Department had found it necessary to prioritize its atlention
to cases involving solicitors. Other cases were dealt with by local police stations. Resource consider-
ations led it to limit its enquiries to those sufficient to substantiate prosecution of the main offenders,
and to target only the main participants. If a prosecution was brought then any others involved would
be prosecuted alongside the solicitor,

8.75. The Fraud Department said that, in the ycar since the CML guidclines on mortgage fraud
had been issued, therc had been a 34 per cent reduction in reported fraud. This it considered could
be due to a number of factors: fewer mortgage advances, lenders being more careful in checking
applications, lenders being aware that police would only attach a low priority to investigating cases
where the guidelines had becn breached, or lenders recognizing that failure to comply with the guide-
lines might prejudice any civil action against either the borrower or any negligent professional. The
defence would be that failure to observe the guidelines was reckless.

8.76. It was the view of the investigators within the Fraud Department, and a vicw shared by other
Fraud Squads, that lenders must be able to secure their loan by having a trusted professional valuation
completed at the time of the advance. The Fraud Department considered that this could only be
achieved by each lender selecting individuals or companics to protect his interest, ic by establishing
a panel, which all might apply to join but which would be selccted by that lender. Any other situation
would not secure the lender’s interest and, in the case of building socictics, their statutory duty to
safeguard the interests of its depositor. The Fraud Department therefore supported the pancl system.

Strathclyde Police

8.77. Strathclyde Police told us that it had regular meetings with banks and building socicty liaison
groups, The Law Society of Scotland and the Glasgow and District Valuers’ Association and the
common theme it pursued was to encourage all the links in the mortgage chain to conduct rigorous
checks and to tighten their procedures. It pointed out that the Procurator Fiscal at Glasgow had made
clear that he would not pursue a criminal case of fraud if the element of deception was one which
might reasonably have been expected to have been detected by the lender during the assessment of
the mortgage application. If the panel system was thought restrictive, and the lender’s right to impose
it was removed, then the Strathclyde Police believed some form of guarantee would be required to
protect the lender {rom dishonest or incorrect valuations.
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8.78. Commenting on statistics on morigage fraud in recent years the Strathclyde Police made the
point that the nature of mortgage fraud enquiries was such that the investigations tended to be spread
over several years in many cases and often came to light a considerable time after being perpetrated
on the lenders. In 1991 it had reported nine cases involving alleged mortgage fraud to the Procurator
Fiscal involving 34 charges of fraud and attempted fraud to the sum of £1.4 million. Five of the
charges, all occurring in the same fraud case, involved alleged false valuations being submitted in
support of mortgage applications and the funds obtained amounted to £276,000. The same surveyor
was involved in four out of the five instances of false valuations. In the other instance of false valu-
ation, a surveyor on a lender’s panel was asked to transcribe on to his firm’s letterhead a completed
valuation from a colleague in another firm, in order that it could be submitted to that lender. In 1992
Strathclyde Police had reported five cases involving alleged mortgage fraud to the Procurator Fiscal
involving 28 charges of fraud and attempted fraud, to the sum of £1.8 million. The most significant
case in 1992, accounting for £1.2 million, involved a firm of intermediaries preparing allegedly fraudu-
lent mortgage packages and presenting them to building societies.

Consumer bodies

Consumers’ Association

8.79. The Consumers’ Association (CA) considered that there was a lack of transparency in the
function of mortgage valuations and in the operation of the market. While mortgage valuations were
paid for by borrowers, it was not clear that the valuations were primarily for the benefit of the
lenders. It was also not apparent why many lenders would accept valuations only from those valuers
whom they had chosen. Also, despite the fact that borrowers paid for the valuations, most large
lenders would not allow borrowers to choose any suitably qualified surveyor. Instead, the valuer was
either chosen from the lender’s panel or was employed by the lender. Entry to a panel might depend
on the valuer’s ability to provide reciprocal business. CA said that consumers also lost out if staff/
panel valuers had limited local knowledge. An unrealistically low valuation could mean that the
lender’s mortgage offer was too low for the prospective buyer to be able to afford to buy.

National Association of Citizens Advice Bureaux

8.80. The National Association of Citizens Advice Bureaux welcomed the inquiry but did not make
any specific comments. Evidence obtained by the Association relating to the purchase of property
indicated that there had been little or no concern expressed by members of the public about house
valuations.

National Consumer Council

8.81. The National Consumer Council did not make any representations in response to our invi-
tation to comment,

Members of the public

8.82. Thirty-eight members of the public wrote to the MMC voicing concerns about the current
arrangements for the provision of valuation services. Lack of [reedom to nominate the surveyor to
conduct the valuation was a grievance mentioned by half the complainants. This was usually tied to
a belief that this had led to increased cost either through having to use the lender’s nominee or
through incurring the cost of the lender’s valuation in addition to any survey and/or valuation work
they had themselves commissioned.

8.83. Correspondents were mystified why on occasions a valuation by a surveyor acceptable to one

lender was not also acceptable to other lenders. In one case a valuation carried out by a valuer
employed by a subsidiary of another building society was not acceptable. One correspondent,
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commenting.on costs, cited a situation in which his solicitor was able to arrange a cheaper valuation
by directly instructing the same surveyor who had been nominated by the lender. Another correspon-
dent thought the lender should pay for the valuation. One angry correspondent thanked a lender for
proving how expensive and stressful buying property can be.

8.84. Another key theme was criticism of the quality of the service. Over a quarter of complaints
alleged that lenders’ valuers had undervalued property. Complaints on undervaluation came not only
from potential vendors but also from purchasers who had been faced with increased costs by having
to pay for mortgage indemnity cover required by the lender, because the loan required amounted to
a larger proportion of the value of the property than they had expected. Similar complaints were made
by borrowers wanting to remortgage to take advantage of mortgage products. In one remortgage case
the correspondent cited the same firm of surveyors as having within seven days given one valuation
to him as the potential seller and a lower valuation by 25 per cent to the proposed lender. Others
guestioned the adequacy of the valuer’s analysis of ‘comparators’ (ic the prices of comparable proper-
ties), the cursory nature of the surveyor’s visit and the lack of local knowledge of the surveyor chosen.
One correspondent raised the converse situation where a surveyor overvalued the property, allegedly
at the behest of the lender’s estate agency arm which was selling the property, thereby forcing the
borrower to pay more. Two other correspondents were concerned that they were unable to approach
the surveyor for clarification on the valuation that had been undertaken and for which they had paid.
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The mortgage and valuation markets

The residential mortgage lending market

9.1. Most residential mortgage lending is for the purchase of residential property, but the market
also includes remortgages, ie the refinancing of existing mortgage loans, which may involve the
borrower switching from one lender to another, and further advances secured on the borrower’s exist-
ing property. We estimate that currently almost four-fifths of total advances arec made in connection
with the purchase of a property, with remortgages accounting for over half of the remainder and
further advances for probably less than 10 per cent of the total.

9.2. There are more than 150 lenders currently providing residential mortgages. We estimate that
in 1992 the gross value of new lending on residential property was £54 billion. The seven largest
lenders account for about half of new residential mortgage lending and the 15 largest for almost three-
quarters; other lenders range from substantial lenders operating throughout the country to some small
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building socicties operating regionally or even locally. There are three main types of lender: building
socicties, banks, and the centralized lenders. The greater part of lending, over 70 per cent of new
lending in 1992, was provided by building societies,’ the traditional suppliers of residential mortgages.
Following the loosening of controls on their lending in 1980, the banks entered the market in the early
1980s and quickly took a substantial share of business, through both their branch networks and
intermediaries. Within a short period the banks had 40 per cent of new lending, although this level
was not maintained (see paragraph 3.13). Banks draw funds mainly from the wholesale money
markets, and have been particularly successful in times of low interest rates. The centralized lenders,
who entered the market during the mid to late 1980s, also draw their funds from the wholesale money
markets and attract business primarily through intermediaries. Many have withdrawn from the market
altogether or cut back operations in the more difficult conditions of the last few years.

9.3. The entry of these new lenders was accompanied by the relaxation of controls on building
socictics under the Building Societies Act 1986 (the 1986 Act) which allowed them to provide banking,
life insurance and pension services, structural surveys (SSYs) and homebuyers reports (HBRs) for
borrowers, and to establish and acquire estate agencies. Controls on their sources of funds, which had
meant that most funds were raised from depositors and rationed to borrowers, were also relaxed,
Currently building societies can obtain up to 40 per cent of funds from wholesale money markets.?
The changes in the market were accompanied by a large number of mergers of building societies,
totalling 170 in the last ten years or so; the Council of Mortgage Lenders (CML) told us that currently
84 remain as active lenders (see paragraph 3.19).

9.4. These changes have had major effects in the market. The range of mortgage products avail-
able has increased. The borrower now has a wide choice between different kinds of endowment and
repayment mortgages, available at fixed or variable rates. The recent decline in the housing market,
accompanied by continuing availability of funds for lending, has intensified competition betwecen
lenders. There has been some switching by borrowers between lenders in search of better terms and
a number of lenders have been actively seeking this business.

9.5. Most lenders tend to quote the same or a very similar basic interest rate. There is, however,
a range of differing packages available featuring the different types of mortgage and a variety of
special inducements, for example interest rate discounts or a contribution to the borrower’s costs,
which will be offered for a limited period or to particular classes of borrower. The costs incurred by
the borrower in securing the mortgage include not only the valuation fee but lenders’ legal costs and,
where the loan:value ratio is high, a substantial mortgage indemnity premium. Many building societies
charge an administration fece as a contribution to their costs, and where a fixed-rate mortgage is
negotiated, an arrangement fee may also be charged at the point when the funds are booked by the
lender. While some of these costs can be included in the mortgage advance and thus in the monthly
payment, and others settled on complction, the valuation fee is traditionally paid by the borrower
when he submits his application form and before any mortgage offer is made. The more recently
introduced administration charge is also usually levied at this point. We describe these fees and
charges, which have to be incurred by the borrower before he knows whether the mortgage trans-
action will proceed, as up-front costs.

9.6. Buying a home and taking out a mortgage to finance it involve some of the most important
financial decisions in the borrower’s life. He needs not only to make appropriate financial arrange-
ments but to satisfy himself that he has made a sound purchase; we discuss the role of the valuation
in reassuring him on this aspect later (sec paragraph 9.49). Until the market changes described above
there was little choice of product and the chief hurdle for the borrower was to be accepted by a build-
ing soctety. Today, in choosing a mortgage a borrower is faced with a variety of lenders and a far
wider range of products than in the past. He is provided with a great deal of information on terms
and costs, including the up-front costs described above. These costs are included in the APR (Annual
Percentage Rate) which all lenders are required to quote under Consumer Credit legislation (see
paragraph 3.33). The APR, however, although it may be well-suited to shorter-term credit trans-
actions, is less informative when applied to long-term mortgage transactions. Given the way in which

'For the purposes of this chapter we group Abbey National ple (Abbey National) with building societies rather than banks
or other lenders (see paragraph 3.11).

“There are proposals in the Deregulation and Contracting Out Bill, published on 20 January 1994, for relaxing this limit.
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the relevant legislation has been interpreted, for example on truncated rates and fixed-rate mortgages,
the APR is now of even less use to borrowers. There was general agreement on these points among
those who gave evidence to us on the subject. Moreover, regulation under the Financial Services Act
1986 does not extend to mortgage lending as such; for example, there is no obligation, as there is on
insurance or pensions, to offer best advice.

9.7. Given the range of products and the amount of information available about them, many
consumers prefer to rely on intermediaries, who are now responsible for over half of the business
coming to some major lenders. The evidence from a number of lenders, however, and observation of
shop window, newspaper and other forms of advertising, including pamphlets, suggest that most of
those borrowers who do go direct to a particular lender will nowadays obtain initial information from
a number of others. Borrowers examine the packages offered by the individual lenders and are princi-
pally concerned with the monthly outgoings on the mortgage, the interest rate, whether it is fixed or
variable, and the size of any up-front payments; the first of these is generally the most important.
While lenders are required to state costs to borrowers, the extent to which they break these costs
down and the way the information is presented will vary.

9.8. Tt is clear, therefore, that the recent changes in the residential mortgage market have
promoted active competition between lenders offering mortgages. This does not mean, however, that
this competition is always fully effective. The range of factors to be taken into account by the
borrower is particularly complex and, as indicated above and referred to in more detail in para-
graph 3.41, the information he receives is not always presented in the most useful way to help him.

The valuation market

9.9. We now consider the valuation market. The cost of the valuation—the arrangements for which
are the main subject of our inquiry—is likely to be an element in a borrower’s calculations but not a
major one; it is only part of the costs which the borrower will have to meet before the transaction is
completed. Some lenders, however, now see the valuation as an element in the mortgage offer on
which it is worth offering rebates as an incentive to attract potential borrowers. The cost of, and the
arrangements for, the valuation will also be a factor for those borrowers who have already decided
on, or commissioned a survey of, the property and who hope to save money by having their selected
surveyor accepted also to provide the valuation.

9.10. A valuation report is essentially a professional assessment of the open market value of the
property, to provide reassurance to the lender that the advance is adequately secured. It will take
account of information on values of comparable properties and will note any major observable defects
in the property which may affect its value. The lender may require these to be put right as a condition
of making the loan (and this may lead to a reinspection by the valuer). More detailed assessments of
the condition of the property are available to the borrower through an SSY which should give him
a full picture of the condition of the property, or an HBR, which is a less detailed and less expensive
report in a form drawn up by the Royal Institution of Chartered Surveyors (RICS) to encourage more
borrowers to opt for their own advice (see paragraph 4.10). In broad terms an HBR, including a valu-
ation, can be expected to cost about twice as much as a valuation carried out on its own and an SSY
(again including the valuation) twice as much again.

9.11. On the basis of information provided by the seven largest lenders we estimate the total cost
to borrowers of valuations carried out for all lenders in 1992 at £160 million. Other information we
collected through a survey (see paragraph 3.60) suggested that the total value of all valuations carried
out for lenders and other clients, together with the value of HBRs and SSYs commissioned, whether
carricd out with a valuation or separately, may have been twice as much as this figure.

9.12. Virtually all lenders require a valuation when they are lending on residential property. It is
one of the two key elements in the decision to grant a mortgage, the other being the applicant’s status
(ie income and creditworthiness}. There is a statutory requirement on building socicties that before
making an advance they satisly themselves on the security for the advance and for that purpose have
in their possession a written valuation made by a competent valuer. The requirement, currently in
section 13 of the 1986 Act, is longstanding. While there is no comparable statutory obligation on other
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lenders such as banks and centralized lenders, virtually all follow the same practice. The statutory
obligation requires only that the person carrying out the assessment of the security of the advance be
in possession of a valuation. Building societies, however, and other lenders regard it as essential that
they establish a contractual relationship with the valuer by directly commissioning the valuation
themselves and all retain the final say over the selection of the valuer. He will virtually always be
cither an in-house surveyor (or one employed by a subsidiary) or one drawn from a panel of approved
surveyors established by the lender. Lenders have been under pressure to maintain strict controls by
outside bodies including the Building Societics Commission (BSC), The Law Society and police fraud
squads, and by their indemnity insurers, The views of these bodies have been taken into account in
the guidelines issued by the CML to its members.

9.13. In Scotland, in part as a result of the different housebuying system, most mortgage appli-
cations are packaged by intermediaries who make arrangements for the valuation, but the surveyor
is almost always from the lender’s panel. A contract is established between lender and surveyor before
the final arrangements for the mortgage are made.

9.14. Until the early 1980s the valuation report was not shown to the borrower and he was not
considered to have a legally recognizable interest in its contents. However, as a result of a series of
cases from 1981 onwards,' the courts have established a duty of care by the valuer to the borrower
in respect of his report in cases where it is foreseeable that the borrower will rely on it. In the first
of these cases (the Yianni case) the court took into account that the house concerned was at the lower
end of the market, purchased by a person of modest means who would be expected to rely on the
building society’s valuation, for which he had paid, and not to obtain independent advice. The extent
to which purchasers of more expensive properties or in different circumstances might benefit from
a duty of care on the part of the valuer remains untested.

9.15. Shortly after the Yianni case Abbey National decided to disclose valuation reports to
borrowers, Other lenders followed suit. It has now become normal practice for them to pass copies
of valuation reports to the borrower, Most lenders’ reports now contain more information about the
condition of the property than the earlier undisclosed ones.

9.16. While the lender commissions the valuation, it is for the borrower to negotiate the terms and
conditions for any SSY or HBR he may require and commission it directly from the surveyor.
(However, at least one lender requires a prospective borrower to commission an HBR on pre-1914
property.) As noted above, such a fuller report is usually combined with the valuation. In the majority
of cases the borrower will be content to commission his more detailed report from the same surveyor
as the lender has selected for the valuation. Where, however, he wishes to use a surveyor who is not
included on that lender’s panel and the lender will not accept his choice of surveyor, he will either
have to abandon his choice or pay separately for the lender’s valuation, thus incurring additional cost.

9.17. Lenders normally require that the person carrying out a valuation for them be a member of
either the RICS or the Incorporated Society of Valuers and Auctioneers (ISVA), have a minimum
of two years’ cxperience, and possess local knowledge of the area where he is carrying out the valu-
ation, which will cover both comparative prices and local planning or physical conditions which may
affect the value of the properties. Where independent valuers are employed they must satisfy the
lender that they have adequate professional indemnity cover.

9.18. As noted in paragraph 9.12, valuations are provided to lenders by three main groups:
(a) in-house employees of the lender who provide valuations solely for it;

(b) valuers in a subsidiary company who may work both for the controlling lender and for other
lenders; and

(c) external surveyors, who are usually on the panel of the lender commissioning the valuation.

Yianni v Edwin Evans & Sons [1981] 3WLR843; Smith v Bush and Harris v Wyre District Commission [1989] 2WLR790.
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9.19. Until the mid-1980s almost all valuations were undertaken by external surveyors. Since 1986,
when lenders were allowed to buy and run estate agencies and to provide SSYs and HBRs, they have
made increasing use of valuers in subsidiary companics then acquired, which often provide a national
chain of surveying and valuation offices. The use of surveyors directly employed in-house has also
increased; these staff, however, do not usually provide S§Ys. Apart from Barclays Bank plc (Barclays),
which has no in-house or associated surveyors, and Cheltenham & Gloucester Building Society, the
other five of the seven largest lenders from whom we sought information now carry out the great
majority of their valuations through in-house or subsidiary company surveyors. It appears, however,
that other lenders still continue to rely more on external valuers.

9.20. At the same time the number of surveyors grew rapidly through the 1980s and, although
reliable statistics are not available, the RICS estimates that currently about 5,000 of the 30,000
members in its General Practice Division undertake mortgage valuations or associated work, of whom
about 1,150 are employed directly or indirectly by the seven largest lenders.

9.21. These changes, combined with the fall in total valuations required, have led to a reduction
in numbers on panels and a further continuing decling in the volume of business going to non-panel
valuers,! In addition, lenders have been increasingly reluctant to use sole practitioners or smail
partnerships, because of the perceived additional risk on any claims arising, and this group of
surveyors appear to have been hit particularly hard by the cut-backs (see the views of the ISVA, the
ISA and individual surveyors in Chapter 8).

9,22, While lenders have always been aware of the possibility of frand and negligence in relation
to valuations, the boom in the late 1980s followed by the fall in prices and an increase in repossessions
brought to light a number of cases, some of which might otherwise have remained undiscovered.
Proven cases of fraud are few; however, it is often difficult to draw a clear line between fraud and
negligence and it may be more cffective to pursue a case as one of negligence. Evidence from the
seven largest lenders suggested that in this recent period they had between 1,000 and 1,500 cases of
suspected fraud and negligence. While the numbers are small in relation to the number of valuations
carried out for these lenders each year they are large enough to explain the increased attention being
given by lenders to precautions against both fraud and negligence.

9.23. Until 1982 an industry-wide national scale for payments to valuers, based on property values,
was negotiated between the RICS, the ISVA and the Building Socicties Association (BSA); the
arrangements were abandoned in the face of possible action by the Office of Fair Trading (OFT).
Since then the fees coliected from borrowers and paid to independent valuers have been set by the
individual lenders. While they are still set by reference to scales based on property values, as shown
in paragraph 5.18 fee scales may now differ significantly between lenders. In many cases the fee
charged to the borrower will include an administration charge which may or may not be separately
specified. When allowance is made for these the range of charges made for the valuation itself can
vary by 20 per cent or more around the average.

9.24. Information from the scven largest lenders suggests that over the last five years the level of
fees to borrowers has risen faster than inflation or earnings (see paragraph 5.19) although the lenders
suggested that this was in part the effect of court decisions, leading to higher standards and more
detailed reports.

The monopoly situation

9.25. Under the terms of reference made by the Director General of Fair Trading and dated 6 May
1993 (sce Appendix 1.1) we are required to investigate and report on whether a monopoly situation
exists in relation to the supply in the UK of services consisting of the lending of money on the security
of any residential property (residential mortgage lending). In so doing we are required to limit our
consideration to agreements and practices relating to the making or procuring of mortgage valuations
and the making of charges, including administration or other charges, to borrowers in connection with
such valuations. We have first to consider whether a monopoly situation exists and, if so, by virtue of

LAn external valuer who is not on the panel of the lender commissioning the valuation. Such a valuer may well be a panel
valuer for other lenders.
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which provisions of sections 6 to 8 of the Fair Trading Act 1973 (the Act), and in favour of what
person or persons the situation exists. If we identify such a situation we have to consider whether any
steps (by way of uncompetitive practices or otherwise) are being taken by that person or persons to
exploif or maintain the situation, whether any actions or omissions by them are attributable to the
situation and, finally, whether any facts found in pursuance of our investigations operate, or may be
expected to operate, against the public interest.

9.26. Under the provisions of sections 7(1)(c) and 7(2) of the Act a complex monopoly situation
is taken to exist when at least one-guarter of all the services of a particular description in the UK are
supplied by, or to members of, one and the same group, consisting of two or more persons (not being
a group of interconnected bodies corporate) who, whether voluntarily or not, and whether by agree-
ment or not, so conduct their respective affairs as in any way to prevent, restrict or distort competition
in connection with the supply of these services.

9.27. In Scptember 1993 we notified 41 residential mortgage lenders, and subsequently notified
almost a hundred further lenders, that we had provisionally concluded that a complex monopoly situ-
ation existed in relation to the supply of residential mortgage lending, in that these lenders were
members of a group who appeared to conduct their affairs so as to prevent, restrict or distort compe-
tition in connection with the supply of residential mortgage lending, in that they engaged in one or
more of the following practices:

(a) limiting a prospective borrower’s choice of valuer by refusing to accept valuations by any
competent valuer;

(b) discriminating in the allocation of valuation business in favour of valuers that are employed
by the lender, or associated firms or companies;

(¢} requiring the prospective borrower to pay a set fee based on a national scale established by
the lender;

(d) paying external valuers a set fee based on a national scale established by the lender; and

(e) requiring prospective borrowers to pay fees in connection with valuation services which also
contain administrative charges for the valuation or for other services, and which are not
separately identified,

9.28. We also informed these lenders of the provisional finding that this monopoly situation existed
in their favour,

9.29. In commenting on the provisional finding, a number of lenders and the CML argued that the
practices had no anti-competitive effects and that there was therefore no complex monopoly situation.
They drew attention to the strength of competition in the mortgage lending market and to the fact
that the valuation report was the property of the lender, secured by him for his own purpose, with,
in their view, no recognizable borrower’s interest in the selection of valucr.

9.30. In relation to practice (a), they argued that a statutory responsibility was placed on building
societies to obtain a valuation and that it had never been contemplated that any choice should rest
with the borrower. As the borrower had never enjoyed the right to a choice of valuer the lenders’
behaviour could not be held to affect competition. Borrowers were free to choose and pay for a
surveyor for their own purposes if they so wished.

9.31. On practice (b), it was argued that individual lenders were entitled to make their own
judgment how most economically to obtain the services they required and, where appropriate, to use
their own resources and again no adverse competitive effects would arise.

9.32. On practices {c) and (d), it was argued that the use by individual lenders of set national scales
for charging borrowers and paying valuers brought convenience and certainty to borrowers and,
provided lenders set individual scales and these were made known to borrowers, competition would
not be affected. Price lists were established by buyers on a national basis for many products and
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generally accepted without challenge, and a pricing policy which discriminated on the basis of
borrower or locality would obviously attract a finding that it prevented, restricted or distorted
competition.

9.33. On practice (¢), the CML argued that, while the level of up-front charges was a factor in the
borrower’s choice of lender, it was irrelevant to his choice of lender whether the components of up-
front charges were separately specified.

9.34. A number of lenders pointed to the desirable effects of practices (a) to (d).

9.35. We reviewed our findings in the light of the various comments and further information
submitted. As a result we simplified practice (@) to read ‘refusing to accept valuations by any
competent valuer’, We removed practice (b), although the use of in-house and subsidiary valuers
remained, as an aspect of selection of valuers (practice (a)), a matter for examination as possibly
raising public interest issues for the inquiry. We also slightly reworded practice (e) to read ‘requiring
prospective borrowers to pay fees in connection with valuation services which do not separately
identify any administration charges levied in connection with or incorporated in the fee’ to make clear
that the restriction or distortion of competition provisionally identified was based on lack of
transparency, ie the withholding of information.

9.36. In relation to practice (@) as revised, lenders’ refusal to accept any competent surveyor as a
provider of valuations, means that competent surveyors who might otherwise receive business are
deprived of the opportunity to compete. A lender’s refusal to accept the borrower’s nomination, where
he wishes to use his own choice of surveyor to carry out an SSY or HBR and to provide at the same
time a valuation, can lead the latter to incur extra expense. To avoid this cost the borrower may be
influenced to agree to instruct a surveyor whose valuation will be acceptable to the lender. These
constraints distort competition in the provision of valuations and thus in connection with the supply
of the reference services of residential mortgage lending. Moreover, to the extent that the borrower
attaches importance in selecting a lender to being able to nominate the valuer, the failure of lenders
to offer such a choice also distorts competition directly in the supply of residential mortgage lending,

9.37. In considering practices (¢} and (d), we interpret national scales as those applied by lenders
to mortgage transactions within their normal area of operation. Smaller societies will only apply their
scales within a limited area. The use of set fees to borrowers based on a national scale established
by the individual lender (practice (c)) results in fees to the individual borrower that do not necessarily
reflect the cost of the individual valuation or take account of variations in the cost of valuations, either
between regions or between properties of the same value. In combination with practice (a) the prac-
tice deprives individual borrowers of any opportunity to benefit from lower costs and fees that might
otherwise be available and thus distorts the basis on which lenders compete to supply valuations to
the borrower in connection with the supply of the reference services.

9.38. The lenders’ practice of using their individual national fee scales to pay valuers (practice (d))
deprives surveyors of the opportunity of competing on price for valuation business. In combination
with practice (a) it deprives many qualified surveyors of any opportunity of competing for valuation
business from a large number of individual lenders. It therefore distorts competition in the supply of
valuation services and thus distorts competition in connection with the supply of the reference services.

9.39. Requiring a borrower to pay a fee for the valuation which contains an unidentified amount
for administration fees (practice {e)) deprives the borrower of information on the composition of an
important component of the mortgage offer. Competition is distorted or restricted if borrowers have
access to unequal or misleading information about the different mortgage packages available to them.
The borrower knows that a valuation fee is charged for a specific professional service and in many
cases this fee will be passed to an independent professional. He is likely to examine more critically
the size of, and the reasons for, any administration charge levied and to look at the alternatives
offered by other lenders particularly since, if the information is made available, he will find that many
lenders make no such charges, Without information on the existence and amount of the administrative
charge, he will be unaware, or may gain a misleading impression, of the clement of the up-front
payment required of him that is a true valuation charge. He is thereby prevented from making an
adequately informed assessment of the lender’s package and the competitive process is thereby
distorted.
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9.40. As set out in paragraph 3.50, the seven largest suppliers of residential mortgage lending
accounted in 1992 for over 50 per cent of the gross value of all new residential mortgage lending. On
the basis of the evidence sct out in Appendix 4.6 it appears that all these lenders conduct their affairs
in one or more of the ways described above. On the basis of the evidence set out in Appendices 4.6
and 4.7 it appears that most other lenders also conduct their affairs in one or more of the ways
described. We therefore conclude that a monopoly situation exists by virtue of sections 7(1)(c) and
(2) of the Act (a complex monopoly) in that the 129 lenders listed in Appendix 9.1 (being members
of one and the same group for the purpose of these provisions) supply at least one-quarter of the
residential mortgage lending supplied in the UK and, as set out in that appendix, each engages in one
or more of the following practices:

— refusing to accept valuations by any competent valuer (practice (a) as revised);

— requiring the prospective borrower to pay a set fee based on a national scale established by the
lender (practice (c)};

— paying extcrnal valuers a set fee based on a national scale established by the lender (practice
(d)); and

— requiring prospective borrowers to pay fees in connection with valuation services which do not
separately identify any administrative charges levied in connection with or incorporated in the
fee (practice (¢}, as revised).

9.41. We have also concluded that the monopoly situation exists in favour of the lenders listed in
Appendix 9.1. The appendix lists all the major lenders, together with a large number of other lenders.
We accept that, given the large number of lenders and their different channels of operation, there may
be some other small lenders engaging in one or more of the practices whom we have not identified.
If so, however, such lenders do not play any significant role in this market and we took account of this
commercial reality in coming to our conclusion.

9.42. We stress that the finding that a practice restricts, distorts or prevents competition, in the
terms of section 7 of the Act, carries no implication that the practice in itself has any adverse or bene-
ficial effects. Considerations of this kind arise in the discussion of the public interest, which we now
address.

The public interest

9.43, Having found that a complex monopoly situation exists we are now required by our terms of
reference to consider whether any steps (by way of uncompetitive practices or otherwise) are being
taken by any of the persons in whose favour the complex monopoly situation exists, for the purposes
of cxploiting or maintaining that situation, and whether any action or omission on the part of those
persons is attributable to the existence of that situation. Finally, we are required to consider whether
any facts found in pursuancc of our investigation operate, or may be expected to operate, against the
public interest. We first, in paragraphs 9.44 to 9.69, set out the issues in relation to the various prac-
tices identified above, and then in paragraphs 9.70 to 9.111 we address the above questions and assess
the public interest.

The selection of valuer

9.44. Practice (a) relates to the selection of valuers by lenders. One of the main reasons for this
inquiry was complaints to the OFT from valuers that lenders were refusing to give them valuation
business, cither by excluding them from the lender’s panel, or by refusing to accept them on a
borrower’s nomination. Almost all lenders operate panels of approved valuers for specified geographic
arcas who they consider have adequate competence and local knowledge. The extent to which lenders
restrict choice to the approved panel varies. Some of the larger building societies adhere rigidly to
their rule that valuations from external surveyors are only acceptable if made by panel valuers. Others,
including most of the banks and centralized lenders, are preparcd to consider a valuation by a
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surveyor nominated by the borrower who is not on their panel, subject to satisfactory checks on
competence, particularly in cases where the borrower may already have commissioned an S8Y or
HEBR from that surveyor before making a firm offer or seeking a loan. Over the last few years the
number of valuations has fallen sharply through the recession; lenders have made increasing use of
in-house valuers and valuers in subsidiary companies and some panels have been cut back. At the
same time pressure from surveyors secking work has increased. Sole practitioners and small firms
have found it particularly difficult to gain admission to or be retained by lenders on their panels and
have expressed their concerns throughout the inquiry.

The lender’s interest in selection

9.45. Lenders represented strongly Lo us, both through the CML and individually, that the valuation
report belonged to them and not to the borrower. It was required for their purposes, to determine
whether the property was adequate security for the proposed loan, and any borrower interest was
incidental. The selection of the valuer and the standards of valuation required were therefore for the
individual fender to determine,

9.46. Lenders told us that standards of valuation required had become more rigorous for two
reasons. First, the establishment by the courts over the last decade of a valuer’s duty of care to the
borrower had led to more detail being provided in reports. Secondly, the experience of rapidly falling
house prices in the late 1980s, after a long period of price inflation which had masked problems, had
brought to light a number of unsatisfactory valuations, due either to fraud or more often negligence.
Although small as a proportion of total valuations, these had led to significant losses and increased
insurance costs and had caused much concern to lenders. This experience had led lenders to improve
their valuation procedures and devote more resources Lo vetting valuers’ competence. To accept valu-
ations from a wider range of valuers would increase lenders’ costs in training and monitoring valuers,
which would have to be passed on to borrowers through increased charges.

9.47. In addition, lenders said that experience of fraud and negligence had shown that valuers’
professional indemnity insurance cover was sometimes inadequate. While the RICS required members
to carry professional indemnity insurance cover, including ‘run-off insurance (to cover claims arising
after the valuer has retired from practice), the RICS relied on self-certification to check that this was
in place. Once a valuer had retired, or a firm had been wound up, there was no way of ensuring that
‘run-off’ cover was maintained for claims which could take some years to come to light. Lenders
therefore saw some advantage in relying on established firms which might reasonably be seen as more
likely to stay in business than sole practitioners. A further consideration was that fraud by a sole
practitioner, unlike negligence, could not be covered by his insurance. Nor had the RICS established
a compensation scheme of the kind run by, for example, The Law Socicty, to meet claims arising from
fraud or negligence by its members in cases where individual firms or their insurers were unable to
meet their obligations. Lenders therefore felt obliged to protect their interests and to keep down their
own mortgage indemnity premiums by adopting a selective approach to valuer approval and
thoroughly vetting those whom they accepted.

9.48. We accept that without lender controls there would be increased opportunities for both fraud
and negligence. The removal of such opportunities benefits lenders, depositors and borrowers and the
public interest generally. Equally, however, we think that such dangers should not be used as a justifi-
cation for any or all restrictions lenders might choosc to introduce, if adequate protection of their
interests might reasonably be expected from less stringent restrictions on selection.

The borrower’s interest

9.49. The borrower’s interest in the valuation may at first sight appear the same as that of the
lender since both have an interest in knowing the market value of the property. There are, however,
important differences. The lender is interested only in satisfying himself that the property represents
adequate security for the loan he contemplates making. The borrower may also reasonably expect a
valuation to provide reassurance that the property is worth what he proposes to pay for it, should he
wish to resell. But the borrower also appears in many cases ctfectively to rely on the valuation to give
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him a general reassurance on the condition of the property, eg that it is free from major defects.
Evidence from lenders, and detailed figures from some of the largest lenders, suggested that only a
small proportion, perhaps 10 to 15 per cent or so, of borrowers take out a further HBR or 85Y on
the property. It is at first sight surprising that this proportion is not larger, given the serious
consequences of major defects in a property and an earlier survey suggesting that one in five more
detailed inspections reveal significant defects (see paragraph 8.36). There may be a number of
explanations. First, our own study (see paragraph 3.61) suggests that the proportion indicated by
lenders above may be an underestimate of the numbers taking their own advice. Secondly, some
borrowers switching lenders or taking out a further loan will already be familiar with the condition
of the property and will not need a further survey, while those buying newly-built properties are
usually protected at least against major structural defect for the first ten years by the National House
Building Council or an equivalent guarantee, Finally, the proportion may be an indication of the extent
to which borrowers still think their interests are fully covered by the lender’s valuation report. Even
allowing for these factors, however, it is clear that only a minority of those who could benefit from
further advice commission it, In spite of the frequent warnings in lenders’ literature that valuations
are prepared for their own purposes and not for the borrower’s, there may well still be some
confusion in the borrower’s mind, strengthened by the fact that he pays for the valuation, about the
extent to which he is entitled to rely on it. Recent court decisions,' by recognizing a degree of
borrower interest and a duty of care to him, together with lenders’ policy of disclosing reports to
borrowers, have probably strengthened the borrower’s inclination to rely on the lender’s report.

9.50. Tn practice therefore the majority of borrowers appear content to rely on the lender’s valu-
ation and on its choice of valuer. Many of the minority who do decide to commission an $SY or HBR
will already be in discussion with the prospective lender and will make a choice from the lender’s
panel for a combined survey or report and valuation. However, a number of instances were drawn to
our attention where the borrower had cither already commissioned a survey or report before submit-
ting a mortgage application or wished to use a surveyor alrcady known to him by reputation or past
experience. In such cascs, if the lender refuses to accept a mortgage valuation from that surveyor the
borrower finds hc has to pay two separate fees and his costs are significantly increased.

The cost of valuations

9.51. It was also argued by many surveyors that the lenders’ refusal to accept a wider range of
valuers deprived consumers of the benefit of the lower prices that surveyors not on their panels were
prepared to charge for composite reports. In the course of the inquiry we received complaints from
surveyors about individual cases where they had quoted for composite reports and then lost the
business, and where the charges of the lender’s approved valuer were claimed to be substantially
higher (see paragraph 5.30). We collected information through our own survey about the charges for
independently commissioned valuations, and compared these with the seven largest lenders’ charges
(see paragraph 5.20). There was a wide dispersion of charges but the average of larger lenders’
charges appeared higher at all levels of property prices than the median figure for valuers’ quotations
for independently commissioned work, by approximately £10 on average. For valuing a house in the
£25,000 to £50,000 price bracket, one in five of the fees quoted by valuers were at least £20 less than
the fee charged by the lender, Qur information on levels of total charges, ie including administration
charges, collected from a wider selection of lenders suggests that the charges of the seven largest
lenders tend to be higher than those of smaller lenders (see paragraph 5.22). This may to some extent
reflect their need as national lenders for more detailed and therefore costly checking procedures. We
therefore think it unlikely that, on average, quotations by surveyors for independently commissioned
work are significantly lower than lenders’ charges.

9.52. We noted that valuation charges had risen over the last five years faster than either the retail
price or earnings indices. Lenders, however, linked this to the fuller inspection and more detailed
reports now being prepared; some produced evidence of the consequential decline in numbers of valu-
ations carried out per day.

'See paragraph 2.17.
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9.53. We looked at the profitability of valuation business to the seven largest lenders. As explained
in paragraph 5.33, there are difficulties in trying to isolate the results of this comparatively small part
of lenders’ business, which they do not separately account for, and the different accounting treatment
of lenders make aggregation difficult. There are also problems in trying to produce an overall measure
of profitability for an activity where some fees are transferred directly to third parties and others set
against work in-house. Subject to these reservations the information collected suggests that overall
modest margins are being made, mainly due to returns on in-house valuations. Part of this, however,
was due to the treatment for VAT purposes of lenders’ valuation activitics, a matter to which we
return later, in paragraphs 9.59 and 9.80.

Acceptance of earlier valuations

9.54. We received complaints, mainly from valuers rather than borrowers themselves, that the latter
are put to unnecessary expense because, where an earlier prospective transaction has been frustrated,
lenders are unwilling to accept a valuation recently made on the property which may have been
prepared either for the same borrower or for a different prospective borrower. We were given esti-
mates (sce paragraph 3.57) that about 20 per cent of applications fail to result in a completed
mortgage and in most of these cases a valuation will have been carried out. Lenders’ practice varies:
some will only accept valuations already carried out for them; others will in certain circumstances
accept valuations carried out for other lenders. Tn this respect banks appear more flexible than build-
ing societics. Because of past experience, however, all lenders tend to be wary of earlier valuations
carricd out for the seller or the prospective borrower rather than commissioned by a lender.

9.55. It was suggested by some surveyors that lenders should be prepared to accept any valuation
carried out for another lender within a set preceding period, say one month or six weeks previously.
Some lenders told us that they were ready to consider such requests from borrowers. Where they had
commissioned a valuation for a transaction that did not then take place and another borrower
contacted them, or where two prospective borrowers were trying to buy the same house, they would
normally offer a reduction to the unsuccessful purchaser, All lenders insisted, however, that they must
retain the ultimate responsibility for deciding when an earlicr valuation was acceptable. They would
not be prepared automatically to accept a valuation acceptable to another lender whose standards or
coverage of the valuation form might be different; some of the largest lenders would not necessarily
accept valuations prepared for another equally large lender. Nor did lenders think it possible to lay
down set time periods within which an earlier valuation should remain acceptable.

Reciprocal business

9.56. We received complaints from individual surveyors that valuers were appointed to lenders’
panels, and valuation instructions were allocated, on the basis of the valuer’s ability and willingness
to provide reciprocal mortgage introductions. The RICS also expressed strong concern about the prac-
tice and submitted a dossier of evidence from members on its extent. Our own survey of surveyors
(see paragraph 4.41) suggested that most were aware of the practice, and that a significant minority
provided introductions or considered that they had lost business as a result of failure to do so. Some
Ienders told us that reciprocity played no part in their choice. Most, however, told us that, while this
factor did not determine their selection of valuer, nonetheless if all the essential criteria of
professional competence, local knowledge etc were satisfied, this was a factor which could be taken
into account. While the RICS condemns the practice of choosing valuers purely on grounds of reci-
procity, it has agreed a joint statement with the CML which accepts that, in considering appointments
to its panel, reciprocity may be used by a lender as a determining factor in choosing between equally
suitable valuers.

Use of in-house valuers
9.57. While some building societies have employed their own valuers for many years, until the 1986

Act most valuations were carried out by external surveyors. Since then the numbers of in-house
valuers employed have grown and some major lenders now have subsidiary companies which carry

144



out valuations both for them and for others. Information from the seven largest lenders suggested that
(excluding Barclays which has no in-house valuers) about three-quarters of their valuations are now
commissioned in-house or from associated valuers. A number of independent surveyors expressed
concern that increasing use of in-house valuers was a major factor in the decline of business going
to them, thus depriving borrowers of a source of well-qualified advice. It was claimed that in-house
surveyors frequently had less local knowledge than the independent valuer and were less able to
comment on structural matters. They therefore tended to call for additional technical advice, involving
the borrower in further expense. Concern was also expressed by the professional bodies and individual
surveyors about the potential for conflicts of interest arising and this is discussed further below.

9.58. Lenders argued that the extent to which in-house valuers were used was a matter of commer-
cial judgment. They denied that their staff were less well-qualified and claimed that because they were
trained specifically to meet the needs of the individual lender the guality of their reports was often
higher. Given their wish to make full use of in-house valuers economically it was inevitable that the
proportion of work carried out in-house rose when total numbers of valuations fell, as in the recent
recession.

9.59. As indicated in paragraph 9.53, the financial information we collected from the seven largest
lenders suggests, subject to the qualifications there indicated, that their returns on valuations, which
vary widely between lenders, are earned on in-house valuations. A contributory factor here is the
different treatment for VAT purposes of valuations carried out in-house or by subsidiary valuers as
compared with those carried out for the lender by other valuers. External valuers liable for VAT have
to charge and account for at the 17.5 per cent rate on the valuations they carry out for lenders, and
this has to be allowed for in the level of fees set by lenders. The provision of loan finance and associ-
atcd costs, however, including the provision of valuations in-house or by subsidiaries, are exempted
from VAT. A standard fee is charged to borrowers, irrespective of whether the valuation is carried
out by an independent valuer or not, and, even allowing for the fact that lenders, unlike independent
valuers, cannot reclaim VAT paid on inputs, a financial benefit arises for the lender from using in-
house or subsidiary valuers (see paragraph 5.42).

Conflicts of interest

9.60. The RICS, as well as individual valuers, drew our attention to the potential for conflicts of
interest where lenders have a dircct or indirect commercial interest in the sale of the property on
which the mortgage is being sought, which might lead to pressure on the valuers to value to order,
so that a property transaction might proceed. The potential scope for such pressures had grown with
the increasing ownership by lenders of estate agents and the extension of their activities to other
financial arcas such as banking, life assurance and pensions which provided a wider range of profit
opportunities from the transaction.

9.61. There are statutory constraints in the 1986 Act which prevent building socictics using as a
valuer ‘any person having a financial interest in the disposition of the [property]’. These provisions,
which were enacted before the great increase in the use of in-house or subsidiary valuers, preclude
the use of in-house valuers or of valuers in associated companies to value for a mortgage advance
properties repossessed by the lenders. Legal advice has been sought by the RICS on other circum-
stances in which lenders might be deemed to have an interest which precluded valuation by their
employees, and there has been some difference of view. It is generally accepted, however, that in those
other circumstances in-house valuers or thosc in other subsidiaries can legally value where an agent
within the same corporate group is selling the property.

9.62. The RICS put to the CML in 1991 the proposal that the lenders should explain the types of
valuer that might be used and their relationship with the lender, allowing the borrower, if concerned,
to ask for another type of valuer. The CML rejected this proposal; it did, however, advise lenders to
make clear to borrowers that in-house or associated valuers may be used without suggesting that
borrowers had any choice in the matter,

9.63. Lenders told us that their overriding interest was in a good-quality valuation and that it would
not be in their interests to allow pressures on valuers to adjust valuations to arise which would lead
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to unreliable valuations. They followed the CML guidance in one form or another and told borrowers
that in-house or subsidiary valuers might be used but they had found that borrowers did not appear
concerned by the problem.

Lenders’ use of scale charges to borrowers

9.64. Virtually all lenders use a set scale of charges payable by the borrower for valuations, linked
to the purchase price of the property. The level and spread of these charges is discussed in para-
graph 5.22. The valuation fee charged may include an administration charge towards the general
administration costs associated with granting the mortgage. While some lenders make clear the exis-
tence and size of the administration clement, others do not and the effects of this practice are
discussed further in paragraphs 9.109 and 9.110.

9.65. These scales, and the scales for payments to valuers discussed in the following section, stem
from the original industry-wide scale for payments to valuers negotiated between the RICS and the
BSA. All lenders now have their own individual scales but all still use a set scale linked to property
prices although the actual amounts charged differ.

9.66. Lenders’ scale fees clearly involve cross-subsidy between borrowers since the amount of work
involved in a valuation may be largely unrelated to the price of the property. For example, an expen-
sive new property on an estate may involve far less work for the valuer than an older city property
or a character cottage in the country. Morcover, the large lenders’ scales, which apply throughout the
country, take no account of variations in valuation costs between different regions.

9.67. The lenders argued that the borrower above all required clear information on the up-front
charge that he had to pay. To attempt to charge on thc amount of work involved or by the hour would
be administratively complex and the latter might lead to inefficiency. While larger lenders might be
able to operate local or regional scales this would introduce complexity and would create difficulties
in the marketing of mortgage offers, which was usually done on a national basis. Lenders argued,
moreover, that cost differences between regions were not a major factor and since they tended to be
reflected in house price levels, the linkage of the fee to the house purchase price provided a rough
adjustment which accommodated such regional variations.

9.68. We also received a number of complaints from valuers that if given the opportunity they were
prepared to offer borrowers lower fees than lenders’ current scales for valuations, either for valuations
on their own or provided with an HBR or SSY. The lenders argued that their bargaining strength vis-
4-vis surveyors enabled them Lo keep fees below those which the average borrower would be able te
negotiate. As indicated in paragraph 9.51, there is some evidence that lenders’ charges to borrowers
tend on average to be a little above those quoted by independent surveyors. However, the range of
individual quotations can be large.

Lenders’ scale fees to valuers

9.69. Most lenders establish set fee scales for payment to valuers which, like their valuation charges
to borrowers, are linked to the selling price of the property; indeed many lenders simply pass on to
the valuer the valuation fee received from the borrower. The level of fees is set by the lender without
negotiation, although representations are received from valuers, and occasionally from the RICS, on
the level of fees. Lenders told us that in sctting fees they took into account the fees charged by other
lenders and the need to set their own at the level necessary 1o secure the quality of valuations
required; where in-house valuers were employed fees were set to cover costs, and in some cases to
achieve targeted margins. We received no direct complaints from pane! valuers about the level of fees
offered and we heard of no work being refused on the grounds that fees were too low. Although inde-
pendent valuers criticized lenders’ fees as being too high, we were told of no offers by non-panel
valuers to try to secure work or a place on the panel by offering to accept lower fees. However, they
may have been influenced by the attitude of lenders, who told us that they would be wary of offers
to work at cut rates in case standards were compromised; lenders considered that their bargaining
power, accompanied by the need to compete with other lenders on fees to borrowers, enabled them
to set competitive fee levels to the benefit of borrowers.
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Assessment

General effects of selection on borrowers

9.70. The various featurcs of the arrangements for valuations made by lenders discussed in the
preceding paragraphs are all aspects of the arrangements made by lenders which involve the selection
of valuers from the pool of those competent to carry out the work. We accept that the prudential
responsibilities of lenders to their depositors, which for building societies are set out in section 45 of
the 1986 Act (see paragraph 2.14), require them to retain the ultimate responsibility for selecting the
valuer in any particular instance. In so doing they take into account their own circumstances and the
balance of costs and benefits in deciding what principles of selection to follow. We have, however, to
consider whether lenders’ selection practices and charging arrangements operate in a way which has
effects adverse to the public interest in respect of the consumer in his role as borrower.

9.71. There is clearly a borrower’s interest to be taken into account, first at the general level and
secondly in specific cases. First, the lender’s practice of requiring the borrower to pay for the valu-
ation, together with the valuer’s duty of care to the borrower in many cases, established by the courts,
gives the borrower a recognizable interest in the choice of valuer. Lenders’ selection, combined with
their practices in setting fee scales, also determines the prices paid by borrowers for valuations. There
is thus a general borrower interest in the choice in so far as this affects the price and the quality of
the valuation. Secondly, there is the interest of those borrowers who wish to commission their own
survey advice by way of an HBR or SSY and hope to lessen the combined costs of valuation and
survey by having their own personal choice of surveyor accepted to carry out both. We look first at
the general aspects.

9.72. Lenders’ prudential responsibility requires them first and foremost to be satisfied on the
valuer’s competence. It is generally accepted that to be regarded as competent and acceptable a valuer
must have professional training, experience, local knowledge and adequate professional indemnity
cover. There is at present no outside agency or professional body which checks whether surveyors
meet all these tests, nor any power, apart from the ultimate sanction of expulsion from the
professional body, to require valuers to carry adequate professional indemnity cover; nor is there any
professional compensation scheme to provide run-off cover. The lender’s responsibility can therefore
only be met by satisfying itself by its own investigation that the individual surveyor whose valuation
it accepts meets the necessary standards. In such circumstances we consider that it is not unreasonable
for lenders to limit the costs of administering and checking such procedures by operating a panel of
approved valuers and for each lender to limit its panel to the number it considers appropriate to give
it adequate coverage geographically and by type of property.

9.73. We have considered whether the restrictions on panel appointments operate in a way which
leads to higher costs or poorer service to consumers, bearing in mind particularly the interests of
those borrowers who wish to have a say in the choice of valuer. We have noted criticisms by indepen-
dent surveyors that some in-house valuers and even panel valuers lack local knowledge of the areas
they work in. The lenders explained to us their systems for controlling the areas in which their valuers
work and for monitoring the quality of their reports. Given the large number of valuations
commissioned there will inevitably be some individual cases of poor-quality reports and examples of
these were given to us. We were satisfied, however, that the valuers used by lenders, whether
employed in-house or in subsidiary companies or on panels, are generally competent, and that the
arrangements result in reports that are satisfactory for the lenders’ purposes.

9.74. While all lenders appear to use broadly the same tests of competence, they differ in their will-
ingness to accept sole practitioners as valuers and to consider requests for use of a surveyor not on
their own panel. On both of these aspects building societies tend to take a more restrictive approach
than banks and centralized lenders.

9.75. The reluctance to accept sole practitioners arises from the lenders’ concern over possibilities
of fraud and negligence. There may be concerns that if a sole practitioner has to meet claims for
negligence or gets into other difficulties he is less likely to be able to maintain cover than a larger
firm. He may have problems in maintaining run-off cover to meet liabilities arising after he retires
and his insurance cannot cover fraud by him. We think it reasonable, however, that lenders should
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take account of both factors in establishing a panel, and that it is for the individual lender to decide
how much weight to put on these dangers.

9.76. In practice, there is a broad distinction between building societies' and banks, both in the
way they draw up their panels and in their willingness to accept valuers who are not on their panels.
The banks tend to leave grecater discretion to local managers to select panel valuers and to vet
requests for use of non-panel valuers, which they are usually prepared to entertain. Building socicties
usually insist on their own choice of surveyor where a valuation alone is required but will often be
prepared to accept a borrower’s choice, where he has selected a surveyor for an SSY or HBR,
provided the choice is already on the lender’s panel; a non-panel valuer is not usually acceptable. The
more flexible attitude of some banks can be attributed to the wider local knowledge their managers
usually possess, which puts them in a better position to exercise flexibility and, as some banks
suggested, to their information about their account-holders’ income and status,

9.77. We reccived few direct complaints from borrowers although there were numbers from
surveyors who had lost business. Some borrowers may alrcady have been aware of the lenders’ atti-
tudes and arranged their affairs accordingly; others may have been able to take advantage of the more
flexible attitude of, for example, some banks. However, it seems reasonable to assume that most
borrowers have no complaint about their inability to choose the valuer and thus do not find the
different levels of restriction operated by lenders a practical constraint. As noted, we found no
evidence that the quality of valuation was currently affected.

Use of in-house valuers

9.78. One aspect of selection of valuers by lenders is the use of in-house or subsidiary valuers.
When the 1986 Act was passed most valuations were carried out by independent professionals and
the increasing use of in-house valuers or valuers in a subsidiary company is one of the biggest changes
in recent years in the arrangements for valuations. This use of in-house valuers was criticized primarily
on grounds of potential conflicts of interest, particularly where the lender was involved in the sale of
the property through an estatc agent or other subsidiary. Conflicts of interest are considered in more
detail in the following section (paragraphs 9.102 to 9.105). We notc, however, the RICS view that it
is difficult to draw a distinction between the potential conflicts of interest faced by in-house or associ-
ated valuers and those faced by panel valuers. We are not satisfied that potential conflicts of interest
have in practice led to major problems in this area. Some external valuers also, however, criticized
the quality of work of in-house valuers. As already stated in paragraph 9.73, we do not believe that
their work is generally inadequate.

9.79. We have therefore not found evidence that the extent to which such staff are used leads to
lower standards of service to borrowers nor that their use significantly increases the risks of any
potential conflicts of interest arising, Those lenders we questioned follow the CML advice to inform
borrowers that in-house or subsidiary valuers may be used; we have not found any evidence that this
is a matter which concerns any significant number of borrowers. We consider that a lender should be
frec to employ in-house valuers or valuers in subsidiary companies where this seems to it an efficient
way of conducting business and likely to assist in the control of standards of valuation,

9.80. We have identified an anomaly whereby valuations done in-house or by subsidiaries are not
subject to VAT (see paragraph 9.59). We asked lenders whether in this situation it was feasible for
the benefit to be passed on to borrowers. Lenders responded that when the charge is collected from
borrowers it will usually not be known whether the valuation will be carried out in-house. Lenders
assured us that the VAT position was not a factor in allocating individual instructions and suggested
that a two-tier structure of fees would itself tend to create a bias against using panel valuers.

9.81. On the evidence available to us this difference in VAT treatment of valuations does not result
in excess profits to lenders (see paragraph 9.53). Whilc it may not influence the allocation of indi-
vidual instructions, it does provide a general incentive to the maintenance of in-house valuation tcams.

'For the purposes of this chapter we group Abbey National with the building societies (see paragraphs 3.11 and 9.2).
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Tt arises, however, from the requirements of EC law and will apply equally to the provision of other
services that the lender has a choice between buying-in or providing in-house, for example legal
advice. We do not see it as an issue that can be tackled in isolation in the context of this inquiry.

Charges to borrowers

9.82. We considered whether, if borrowers had a greater say in the choice of valuer and were able
to negotiate fees directly, they might secure lower prices. As stated earlier (see paragraph 9.51), the
survey we carried out of fees quoted by independent valuers suggested that these varied widely but
that the majority were slightly below the scale fees charged by the seven largest lenders and unlikely
to be significantly below those set by lenders taken as a whole. The majority of the seven largest
lenders’ valuation work is at present carried out in-house and even if borrowers had greater influence
on choice it is likely that most of these would continue to accept an in-house valuation, bearing in
mind that were the valuation negligent the borrower would then have direct recourse against the
lender. Of those prepared to shop around some probably would benefit from lower prices but the
admittedly himited evidence before us docs not suggest that the benefit would be significant. Any such
benefits would probably be offset to some extent by lenders’ charges for checking the valuations
provided.

9.83. Lenders are likely also to have a stronger bargaining position on fees than borrowers, and
in practice most lenders set their fees without discussion with valuers. The incentive to keep charges
down may be weaker for a lender who has a high proportion of in-house work and may see this as
an additional source of carnings but, provided competition is fully effective, sufficient incentives will
exist to keep charges down. Although the largest lenders’ profits on in-house valuations taken as a
whole at present appcar healthy, their returns overall on valuations are modest. We do not consider
that these financial results could be relied on to support the view that charges for valuations are
excessive.

9.84. We then considered the effect on prices to borrowers of the lenders’ use of national fee
scales. As discussed in paragraph 9.66, such fee scales cannot hope to mirror at all accurately either
the resource cost of the individual valuation or variations in costs between different regions. There
are, however, advantages to the borrower in knowing the fee he will have to pay at an early stage in
the mortgage transaction. Regional scales could be established at some administrative cost Lo lenders;
they would remove part, but not all, of existing cross-subsidy between borrowers and there is no
reason to think the average fec would fall. The greater part of the largest lenders’ valuation work is
carried out in-house or through subsidiaries; to negotiate individual fees on a work or time basis
would create considerable additional costs for these larger lending organizations. As long as lenders
choose valuers it is not reasonable to expect them to abandon the negotiation of fees for panel valuers
to the borrower. When account is taken of higher cost of administration for lenders it is difficult to
be certain whether the general level of fees would fall except perhaps in depressed market conditions
of the kind recently experienced. On balance we do not think there is evidence that as a result of the
present system of national fee scales prices generally are higher than they would otherwise be.

9.85. We also considered whether the lenders’ use of national scales for paying panel valuers
disadvantaged borrowers. The effects on price are a direct reflection of the effects of the parallel
scales for borrowers which we have already considered. The main concern must be that the use of
such scales, combined with restricted panels, increases the difficulty for a new valuer in gaining entry
to the panel, even if competent in all respects. In a more competitive situation such a valuer would
be able to seek business by offering his services for a lower fee. In itself the fee scale does not
formally preclude this action but lenders told us that they had received no such approaches and a
number made clear that they would be suspicious of the motives for such an approach. Awareness
of this attitude may itself discourage valuers from attempting to compete on price. There may be
some loss of opportunities for recently qualified surveyors to enter through this route but, given the
alternative opportunities for entry through existing panel firms and lenders’ own organizations, we do
not think borrowers will be disadvantaged in this respect by the continuation of lenders’ national
scales.

149



Effects of selection on individual borrowers

9.86. We now consider the second more specific borrower interest identified in paragraph 9.71. The
present situation disadvantages those borrowers who for good reasons wish their chosen surveyor to
be instructed for the valuation, and in particular those who have already commissioned an SSY or
HBR from a surveyor who would be prepared to quote for a combined report. As noted in para-
graph 9,77, we reccived few direct complaints from borrowers but there were a number, purportedly
on their behalf, from surveyors who had wished to act for them. It is difficult to estimate what propor-
tion this reflects of the considerable numbers of borrowers who commission such reports, but who
ar¢ themselves, as pointed out in paragraph 9.49, a minority of borrowers who might benefit from
them.

9.87. We have set out above the benefits which arise from lenders’ control of valuations, in fulfilling
their prudential responsibilities, maintaining the quality of valuations and guarding against fraud and
negligence. We consider that the benefits these provide for depositors, borrowers themselves and the
public interest generally outweigh the disadvantages to particular borrowers outlined above that result
from these controls. However, we recognize that for some of these borrowers the disadvantages may
be serious. We therefore considered carefully whether some way could be found to introduce changes
to lenders’ present arrangements which would remove or lessen the disadvantages, while retaining the
lenders’ ultimate responsibility for selection. We had in mind that, were such changes feasible, we
would need to consider whether the present arrangements were against the public interest to the
extent that they did not incorporate these changes. We looked at a number of possibilities.

9.88. It was suggested to us at one stage that the RICS should co-operate with lenders in widening
the numbers of acceptable valuers by drawing up a list of approved valuers selected by peer group
review, It seems likely, however, that valuers could only reasonably be excluded from such a list on
clear evidence of incompetence, and it would still be necessary for lenders in the light of their
prudential responsibilities to approve the selection. The RICS itself acknowledged that in present
circumstances it would be difficult for it to select valuers in this way to establish a wider but still
restricted panel.

9.89. Moreover, even if large numbers of additional valuers were approved by lenders the total of
valuations they commissioned would not thereby be increased; it would be spread more widely, with
each valuer probably doing a smaller number of valuations for each lender, thus losing the advantages
of a steady flow of instructions from the individual lender to the panellist. We noted in this context
the RICS comment that it would normally expect a valuer to carry out sufficient volume of work to
establish experience and meet the client’s particular requirements. We did not therefore consider that
this approach ought to be pursued.

9.90. Another possibility we examined was to require lenders to accept valuations from surveyors
who were on the pancls of other lenders, It may seem at first sight unreasonable for a major lender
to refuse to aceept a valuer acceptable to another reputable lender whose vetting procedures appear
equally stringent. A lender may, however, have justifiable doubts about the vetting procedures of some
other lenders and it is not casy to see how a line could be drawn between the acceptable and the
unacceptable,

9.91. We next considered whether, in a case where a borrower has already selected a surveyor to
carry out an HBR or SSY for him, the lender should be required to consider the suitability of that
surveyor to provide the valuation required against its usual standards (ie professional qualifications,
local knowledge, professional indemnity insurance). Such a procedure was recommended to its
members in 1979 by the BSA in its Circular No 2274 (see paragraph 4.22) but does not now appear
to be generally foliowed. While some lenders continue to do so others will only consider a valuer who
is already on their panel. The BSC in its draft Prudential Note on Lending (currently under discus-
sion) advises lenders to make thorough checks if a borrower asks a society to use a valuer not on the
panel and to be especially wary if the borrower provides a completed valuation. Clearly these are safe-
guards all lenders should consider.

9.92. We recognize that vetting a borrower’s choscn surveyor would involve some administrative
costs to the lender. Building socicties already operate a system in relation to property insurance,
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where the borrower may secure his own insurance cover but the society has to be satisfied that the
terms of the cover are adequate and that the insurer is generally acceptable and may levy a charge
to meet the costs of scrutinizing the insurance offered. The costs of verifying the standing of an indi-
vidual surveyor might well be higher than those involved in assessing an insurance company.
Moreover, while the lender might be required to consider the borrowers’ nomination the ultimate
responsibility for selection would still have to remain with the lender. It would be difficult to lay down
guidance on when scrutiny should lead to acceptance without curtailing this responsibility and raising
some issues of liability,

9.93. We also considercd whether the problem might be dealt with by requiring lenders to cease
charging borrowers for valuations and to meet the costs of valuations as part of their general
overheads. This would leave the borrower free to make whatever arrangements he wished for his own
survey or valuation advice. The current practice of lenders requiring borrowers to pay for the valu-
ation commissioned by the lender arose from the situation where this was seen as a fee for pro-
fessiona! services which the lender passed directly to an independent surveyor. If the borrower no
longer pays, the costs of valuation will still have to be met, either as an administrative charge to the
borrower or absorbed into the lender’s general administrative costs and recouped as it thought fit. In
the latter case new borrowers would be receiving a cross-subsidy at the expense of existing borrowers
or depositors. A significant proportion, perhaps 20 per cent, of all valuations are not followed by a
completed mortgage transaction and it would be unfair for these costs to be borne either by other
borrowers, existing borrowers or depositors. We recognize that the costs have to be borne at some
point in the business and that, as we discuss later, it would be unreasonable to prevent lenders
charging administration fees to borrowers to cover the costs of an application. It seems unlikely there-
fore that the change would have any practical benefit.

9.94. The limitations which lenders place on acceptance of valuations carried out carlier on a
property are a particular aspect of the selection of valuers which may disadvantage individual bor-
rowers. Again it seems to us impossible to lay down general rules for the circumstances in which
lenders should accept such valuations provided for other lenders, or the time within which they should
be regarded as valid.

9.95. The best guarantee that lenders will take a reasonable approach to borrowers’ requests lies
in active competition in this aspect of the lending market, Lenders’ approaches to valuation arrange-
ments vary and some are prepared to be a good deal more flexible than others in accepting a
borrower’s nomination. Borrowers seriously concerned by the issue and not satisfied by the response
from their initial choice of lender have the opportunity to seek a competitive mortgage package from
another lender. Those who have already commissioned a survey and are concerned about additional
costs or who wish an earlier valuation to be accepted may, for example, find some of the lending
banks, who place more reliance on the judgment of their local managers, more willing to accommo-
date them.

Conclusions on effects of selection on borrowers

9.96. We have identified in paragraph 9.87 the clear advantages of the prudential and other controls
exercised by lenders to ensure the quality of the valuation provided, which we recognize require that
lenders retain ultimate control over the choice of valuer. We have not found that the present arrange-
ments for selection, combined with the use of fee scales, result in higher prices for valuations for
borrowers generally. They do, however, directly disadvantage the minority of borrowers who wish to
exercise their own choice of surveyor to provide an HBR or SSY, by requiring them either to pay for
a separate valuation as well, or to abandon their initial choice of surveyor. We consider that the bene-
fits that lenders’ controls provide for depositors, for borrowers themselves, and for the public interest
generally, outweigh the disadvantages that may result for these borrowers. As explained in para-
graph 9.87, we have examined various ways in which these disadvantages might be overcome but
consider that it would be neither practicable nor desirable to attempt to remove the disadvantages we
have identified by regulating lenders’ arrangements. We have reached the view that it is in fact not
feasible to combine such regulation with the principle of ultimate discretion for the lender.
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9.97. We conclude therefore that the lenders’ refusal to accept valuations from any competent
valuer, the use of panels of selected valuers, and the use of set national scales for charging borrowers
and paying valuers are all steps taken by lenders to maintain the complex monopoly situation. We
further conclude, however, that for the reasons set out above they are not facts which operate or may
be expected to operate against the public interest.

9.98. Our consideration of the issues set out above has, however, suggested specific ways in which
lenders could themselves go some way to meet borrowers’ interests without prejudicing their pruden-
tial control. We suggest that the CML should examine the BSA Circular No 2274 (see paragraph 9.91)
and consider reissuing a revised version under its name, to take account of subsequent changes,
including advice on prudential safeguards and the introduction of HBRs. It would also be helpful if
those lenders which operate panels of valuers were to indicate, in their initial discussions with
borrowers, that only certain valuers are acceptable to that individual lender to carry out its valuation
and therefore able to provide a joint SSY or HBR and valuation. The borrower who wishes to
commission an HBR or SSY can then take this information into account in selecting the surveyor to
carry out the work.

Associated issues

9.99. We considered two related aspects of selection which were drawn to our attention but which
did not arise directly in the preceding assessment: first, the importance of reciprocity in the selection
of panel valuers and allocation of business to them, and secondly, the problem of conflicts of interest.

Reciprocity

9.100. The application of reciprocity by some lenders results in some well-qualified valuers failing
to get business, but this would only be a matter of general concern if those who received the business
were less well qualified and were providing a lower standard of service, The RICS has accepted in
discussions with the CML that, other things being equal, the availability of reciprocal business may
be used to direct business between equally qualified and competent valuers. There have been criti-
cisms from other surveyors of the work of surveyors used by lenders and in particular that such
surveyors have been valuing out of area and were thus ill-informed about the local housing market;
these criticisms related primarily to in-house and subsidiary valuers, There is no firm evidence that
lenders have been employing less competent or poorly-qualified valuers in order to acquire reciprocal
business. Rather the situation appears to be one where the decline in total instructions has led some
lenders to be more selective within the pool of qualified and competent valuers,

9.101. We conclude that the use of reciprocity by lenders as a factor in selecting panel valuers is
a step taken to maintain the complex monopoly situation, but we further conclude that it is not a fact
which operates or may be expected to operate against the public interest.

Conflicts of interest

9.102. The RICS drew our attention to its concerns over the conflicts of interest that arose from
lenders’ ability now to combine mortgage lending with other activities, in particular the ownership of
estate agencies and numbers of surveyors, and in this context registered its concerns about the
position of in-house valuers. There is clearly potential for conflicts of interest to arise. We take the
lenders’ argument about their overriding interest in a sound valuation. However, the most likely effect
that might be expected from pressure on a valuer, from an estate agent wanting to make a sale or a
branch manager hoping to make a loan, is a modest shading of a valuation within an acceptable range
of opinion rather than a seriously defective estimate. Given the existence of mortgage indemnity
insurance, this is unlikely to undermine the lender’s interest. It may, however, involve significant extra
expense for the borrower and may also harm the vendor’s interest. We received evidence of a limited
number of cases where valuations appeared to have been influenced. However, this is an extremely
difficult area to test, given that valuations are ultimately a matter of judgment, and even significant
variations between different valuations of the same property have been regarded in court cases as not
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necessarily open to challenge. We are not satisfied that this potential conflict of interest has in practice
led to major problems which would affect our conclusions. Nor is it apparent that a valuer employed
in-house or by a subsidiary is substantially more vulnerable to pressure arising from a conflict of
interest within his organization than is a panel valuer to the pressure arising from his reliance on the
lender for a steady flow of work,

9.103. The RICS was, however, concerned about pressures on all valuers, including independents,
and thought that the potential adverse effects were exacerbated by borrowers’ ignorance of the issues
and their apparent confusion over the extent to which they could rely for their own purposes on the
lenders’ valuations. The RICS criticized the lenders’ practice of requiring borrowers to pay for the
valuation when the mortgage application is made as contributing to borrowers’ confusion over the
purpose of the valuation report and thus indirectly discouraging them from commissioning their own
HBRs or S§Ys, which it would be in their interest to obtain.

9.104. The RICS therefore urged two changes to achieve greater transparency and choice for
borrowers, First, it suggested that the borrower should not only be informed whether an in-house or
indcpendent valuer was to be used by the lender but be given a say in the choice between them. On
the suggestion that borrowers should be given a say in the decision on whether an in-house or
independent valuer was to be used, we have already set out in paragraph 9.79 our view that lenders
should be free to use in-house or subsidiary valuers where they wish to do so. We consider that they
should be capable of identifying situations where these valuers might be thought open te such conflicts
and taking steps to avoid them. Moreover to establish such a right for borrowers would not be consist-
ent with the principle of lender control which we have earlier recognized.

9.103. Secondly, the RICS also urged that to increase his awareness the borrower should no longer
be required to pay for the valuation. The lender should do so and to clarify the position further should
no longer disclose the valuation report to the borrower, who would then be lelt under no misappre-
hension as to the ownership of the report and encouraged to seck his own professional advice. We
have already discussed in paragraph 9.93 the proposal that borrowers should not pay for the valuation
and the reasons that persuaded us not to adopt it. Moreover, even if the borrower were no longer to
be required to pay for the valuation, we do not think that lenders would wish to ‘turn back the clock’
by withholding the valuation report from a borrower; or that, if they were to do so, this would in
practice lessen the borrower’s reliance on the report. Given the tenor of the court decisions referred
to carlier (see paragraph 9.14), withholding the report would not appear likely to affect the duty of
care thereby established. At the time when reports were not disclosed only a minority of borrowers
took out independent advice and, even if the report were not disclosed, the borrower would normally
infer that a valuation adequate for mortgage purposes guaranteed that the property was sound, since
he would still have to be informed of major defects which affected the size of mortgage or retentions.
We would not sec merit in arrangements which would deprive borrowers of information they at
present receive and influcnce them towards further expenditure, without clearer evidence that the
majority who at prcsent manage without independent advice are suffering harm. We therefore do not
regard this as a practicable proposal, nor do we see that it would bring clear benefits for borrowers.
However, we think that lenders should continue to make clear in their litcrature the distinction
between their valuation and independent advice and to encourage borrowers to consider the options
available by offering a choice of acceptable professionals.

Scotland

9.106. We have borne in mind throughout our consideration of valuer selection the different legal
framework for house purchase in Scotland from that in the rest of the UK and the different arrange-
ments that have developed there for providing mortgages. In particular we noted the widespread use
of intermediaries to handle the buying transaction, including the arranging of the mortgage and in the
commissioning of the valuation. We concluded, however, that none of these diffcrences affected our
findings, which apply to the whole UK.
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Administration charges to borrowers

9.107. In recent years many lenders have begun to levy, or have increased, administration charges
to meet part at least of their costs in arranging mortgages. These are sometimes charged separately.
The usual practice, however, among building societies is to collect the charge from the borrower with
the valuation fee. Information given to borrowers about the composition of the sum collected from
them at that stage varies widely. Some lenders, including the two largest, Halifax Building Society and
Abbey National, make clear in their literature that an administration fee is charged and state the
amount. Others, however, state that there is an administration fee levied but do not disclose its
amount. There are a number of lenders who do not disclose the existence of the charge nor its
amount. Finally, some lenders make a deduction from the valuation fee passed to external valuers to
cover their adminstration costs. Both these last practices leave the borrower under the incorrect
impression that the up-front charge he pays is solely for carrying out the valuation,

Conclusions on administration charges

9.108. We see no grounds for objecting in principle to administration charges. In a competitive situ-
ation it is for the lender to decide how to recoup his costs, and if he decides to do so at least in part
by up-front charges, this is a factor that the borrower can take into account in selecting his preferred
source of mortgage funds. Some lenders suggested that all that concerned the borrower and all that
needs therefore to be disclosed to him is the total of up-front charges. We consider, however, that the
borrower will attach importance to the nature of the charges. We were told, for example, by one of
the largest lenders that while borrowers recognize the need to pay valuation charges, which many still
see as a professional fee passed on by the lender, there is greater consumer resistance to paying
administration charges; this severely limits the proportion of lenders’ costs that can be recouped in
this way. This indicates that the borrower should have this information as one of the elements which
may affect his final choice of mortgage package. The borrower is more likely to examine critically the
reasons for, and the size of, any administration charge levied and to look at the alternatives offered
by other lenders particularly since, if the information is made available, he will find that many lenders
make no such charge. If the information on the existence and amount of administration charges is not
made available to him he is prevented from making these assessments. There is also a danger that
a borrower who pays a substantial charge labelled as a valuation fee, of which only part is passed on
to the surveyor, may assume that he is getting a fuller report than is in fact the case or may make
distorted comparisons with other lenders’ valuation fees. There is a further advantage in a separate
identification of the level of valuation fee, since it is only through transparency of the fees actually
being charged for those professional services that changes in their levels and those of administration
charges can be monitored.

9.109. All borrowers need to have clear information on this, as on other aspects of the mortgage
package, if they are to make fully informed choices in connection with what is probably the largest
single financial commitment undertaken by most individuals. As we have pointed out earlier, we
expect competition in the mortgage market to provide the best protection for consumers against any
disadvantages of the present valuation arrangements. But if such competition is to work effectively,
as we have already noted in paragraph 9.39, the consumer must have full information on the up-front
charges he will have to meet and the breakdown of these between valuation and administration
charges. Not disclosing such information distorts competition and increases the likelihood that
borrowers will not select the best mortgage offer for their needs.

9.110. We find, therefore, that the practice by some lenders (sce Appendix 9.1 for the lenders
involved) of not disclosing the existence and amount of administration charges levied with the valu-
ation fee is a step taken to exploit the complex monopoly situation and a fact which operates and may
be expected to operate against the public interest with the adverse effects set out above in para-
graphs 9.108 and 9.109.

9.111. We have not identilicd any action or omission attributable to the existence of the complex
monopoly situation,
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Recommendation

9.112. We are required by section 54(3) of the Act to consider what action (if any) should be taken
for the purpose of remedying or preventing the adverse effects we have identified and may, if we think
fit, make recommendations as to such action.

9.113. We recommend that in order to remedy the adverse effects identified above all lenders
should be required, where reference is made to a fee to be paid by the borrower in connection with
the provision of a valuation in any promotional material, including that made available in response
to initial enquiries from prospective borrowers and in their mortgage application forms, to specify
separately and clearly the amount of any fee relating to the acquisition of the valuation and any other
administration charge made in connection with this valuation fee. The amount of the valuation fee to
be specified should be the fee that would be paid by the lender to an external valuer carrying out the
vatuation,

9.114. Our recommendation relates only to the need for greater information to be provided in
relation to valuation and administration charges. In our discussion of the mortgage lending market
in paragraph 9.8 we have drawn attention to some difficultics for borrowers arising from the presenta-
tion of some of the information they need. The main problem is that of shortcomings in the APR (see
paragraph 9.6). While this rate should in principle provide a clear indication to the borrower of the
cost of credit and of the relative competitiveness of different lenders, (he way it is currently calculated,
taking account of recent court rulings, means that it is no longer useful for that purpose. We suggest
that the application to mortgage lending of the Regulations made under the Consumer Credit Act
1974, which set out the rules for calculating APRs, should be reviewed, in particular the arrangements
for calculating APR on fixed-rate mortgages and for quoting truncated rates.

9.115. We have concluded above that, with the exception of some lenders’ practice of failing to
disclose administration charges levied with or within valuation fees, lenders’ practices in commission-
ing and charging for valuations do not operate against the public interest. We have recognized that
it is not possible to combine freedom for borrowers to select valuers with the lenders’ ultimate
responsibility for the valuation, which is in the interests of borrowers, lenders and depositors alike.
Control must therefore remain with the lenders. We have, however, drawn attention to the position
of borrowers for whom the lack of choice creates difficulties and can lead to extra expense, concerns
about whose problems led to the present inquiry. We have made two suggestions in paragraph 9.98
designed to help these borrowers and we hope that lenders will give careful consideration to these.

9.116. We have also pointed out that some lenders are able, for various reasons, to be more flexible
in their willingness to meet borrower wishes on selection, and we would cxpect in a competitive
situation that such lenders would find it in their interests to make their attitude on valuations known
to such borrowers. It is for the borrower who is concerned about the choice of valuer to shop around
to find the lender who offers the best package to meet his needs, taking account of any special

concerns he may have about the valuation. We would expect implementation of our recommendations
for greater transparency of charges to help him to do so.

D G GOYDER (Chairman)
C M BLIGHT
R O DAVIES
D J MORRIS
A ROBINSON
A J NIEDUSZYNSKI (Secretary)

4 February 1994
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Glossary

In this report the expressions and abbreviations listed below have the meanings given here. They may
have other meanings in other contexts. For the sake of simplicity only, the masculine pronoun has
been used throughout the report in referring to borrowers, valuers and other persons. In every case
the feminine pronoun would be equally applicable.

Accrued interest

Administration charge

APR

Arrangement fee

Borrower

Broker
BSA
BSC

Building society

Centralized lender

CML

Complex monopoly

The amount of interest on a mortgage loan which arises in the
period between receipt of the amount of the loan by the borrower
and the date of the first regular interest payment due on it,

The charge to a borrower by a lender for the administration of a
mortgage application. It may include a proportion of the lender’s
costs in processing the mortgage valuation.

Annual Percentage Rate. The annual cost of financial charges for
credit expressed, in a property transaction, as the interest on the
total of the mortgage loan and certain other charges (including
the valuation fee and the administration charge) but excluding
life insurance premiums attached to endowment mortgages or
mortgage protection policy fees attached to repayment mortgages.

Fee charged to a borrower by a lender for arranging a fixed-rate
mortgage, to meet the costs incurred by a lender in securing
finance from the wholesale money markets.

A person who borrows money from a lender on mortgage;
includes prospective borrowers.

See intermediary.
Building Socicties Association.
Building Societies Commission.

A mutual institution, regulated under the Building Societics Act
1986, established for the purpose of lending money on the
security of freehold or leasehold property; largely financed by
money obtained from the members’ retail savings accounts; but
also able to borrow in the wholesale money markets and to pro-
vide other financial and property services.

Lending organization which does not operate via a network of
branches,

Council of Mortgage Lenders.

At least 25 per cent of goods or services of any description
supplied in the UK (or in a defined part of it) is supplied by or
to (in the case of services, by or for) persons or companies who
are members of a group (not being an interconnected group of
companies) who, whether voluntarily or not, by agreement or
otherwise, conduct their respective affairs in such a way as to
prevent, restrict or distort competition in connection with the
production or supply of such goods or the supply of such services;
the goods or services concerned need not necessarily be supplied
by or to (or for) every member of such a group. See further
paragraph 9.42,
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Conveyancing

Endowment mortgage

Estate agent

First-time buyer

Fixed-rate mortgage

HBR

Homebuyer’s report

Indemnity insurance

Interest rate

Intermediary

Introducer
ISVA

Lender

Loan

Loan:value ratio

MIG

MIRAS

Mortgage

Engaging in the legal process of transferring the ownership of a
property from the vendor to the purchaser.

A mortgage loan which will be repaid through the proceeds of a
maturing life insurance policy. The loan is discharged on the
maturity of the policy. The interest (on the full value of the loan)
is paid at prescribed intervals during the period of the loan.

A person normally acting on behalf of a vendor in the sale of
residential property. May also act as an intermediary.

A borrower buying a property for the first time.

A mortgage on which the nominal interest rate is fixed for a
specified period.

See homebuyer’s report.

A report on the condition of a property (houses and flats) which
a borrower may commission from a surveyor, normally following
guidclines promulgated by the RICS and which often includes a
valuation of the property. The report is similar but less detailed
than a structural survey.

See professional indemnity insurance and mortgage indemnity
insurance.

The proportion of a sum of money that, over a specified period
of time, is paid by the borrower to the lender as the consideration
for its loan. See nominal interest rate, APR, fixed-rate mortgage
and variable rate mortgage.

An adviser on the provision of retail mortgage products who
introduces borrowers to lenders. He may act independently (in
which case he may charge the borrower a fee) or he may act on
behalf of a lender, who may pay him a commission. Usually he
will earn commission from the sale of insurance products.

See intermediary.

Incorporated Society of Valuers and Auctioneers.

An organization which lends money to a borrower on a mortgage
to purchase a property or for the purposes of remortgaging an
existing property.

Sec mortgage,

The ratio of mortgage debt to the estimated current value of a
property.

Mortgage indemnity guarantce. Sce mortgage indemnity insur-
ance.

Mortgage Interest Relief at Source. The administrative
arrangement for implementing mortgage interest tax relief.

A loan made under the terms of a legal agreement which includes

a pledge of the borrower’s ownership of the property to the
lender as collateral security.
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Mortgage indemnity fee

Mortgage indemnityinsurance

Mortgage loan
Mortgage valuation

Negative equity

Nominal interest rate

Panel

Professional indemnity

insurance

Rate of interest

Remortgage

Repayment mortgage

Repossession

RICS

Scale fee

Societies

S8Y

Structural survey

Surveyor

Transparency

‘Up-front’ payments

See mortgage indemnity insurance.

Insurance policy covering the lender which it may require a bor-
rower to pay for on high loan:value ratio loans. In the event of
the sale of the property not being sufficient to rcpay the loan, the
insurance company will pay part or all of the differcnce.

See mortgage.

Sec valuation.

The amount by which the mortgage on a property exceeds the
property’s market value.

The annual amount of interest due expressed as a percentage of
the loan outstanding.

A list of valuers approved by a lender (but not in its direct
employ) for the purposes of undcrtaking valuations.

Insurance paid for by a valuer to cover claims for compensation
arising from professional negligence.

See interest rate,

A loan against the security of residential property which the
borrower already owns.

Mortgage on which periodic payments (usually monthly) cover
interest and loan repayment.

Action by the lender to take ownership and control of a property
on which the borrower has defaulted on his mortgage loan repay-
ments.

Royal Institution of Chartered Surveyors.

A set of charges for valuation services related to different house
price bands.

Sce building societies.
See structural survey.
Report commissioned by a borrower from a surveyor on the
condition of a property and which often includes a valuation of

the property. More detailed than a homebuyer’s report.

A member of the RICS/ISVA who may undcrtake mortgage
valuations, HBRs, S8Ys and other survey work.

The degree to which individual charges made by the lender are
advertiscd or made known to borrowers.

The initial payment made by a borrower prior to completion of
the mortgage including valuation fees and any administration
charge.

158



Valuation

Valuation fee

Yaluer

Variable rate mortgage

The assessment of the open market value of a property, used by
a lender to determine the level of security against which a
mortgage loan is granted.

The fee charged by a lender to a borrower for the cost of a
valuation.

A person who undertakes mortgage valuations. Most valuers are
qualified as surveyors, and members of the RICS/ISVA.

Mortgage loan on which the nominal interest rate may be varied.
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APPENDIX 1.1
(referred to in paragraphs 1.1, 3.49 and 9.25)

Conduct of the inquiry

1. On 6 May 1993 the OFT sent the MMC the following reference:
The Director General of Fair Trading, in exercise of his powers under section 47(1) and (2),
49(1) and 50(1) of the Fair Trading Act 1973 (‘the Act’), hereby refers to the Monopolies and
Mergers Commission the matter of the existence or possible existence of a monopoly situation
in relation to the supply in the United Kingdom of services consisting of the lending of money
on the security of any residential property.

The Commission shall investigate and report on the question whether a monopoly situation
exists in relation to such supply and, if so:

{a) by virtue of which provisions of sections 6 to 8 of the Act that monopoly situation is to be
taken to exist;

(k) in favour of what person or persons that monopoly situation exists;

(c) whether any steps (by way of uncompetitive practices or otherwise) are being taken by that
person or those persons for the purpose of exploiting or maintaining thc monopoly
situation and, if so, by what uncompetitive practices or in what other way;

fd) whether any action or omission on the part of that person or those persons is attributable
to the existence of the monopoly situation and, if so, what action or omission and in what
way 1t is so attributable; and

{e) whether any facts found by the Commission in pursuance of their investigations under the
preceding provisions of this paragraph operate, or may be expccted to operate, against the
public interest.

The Commission shall, in investigating and reporting upon this reference, limit consideration to
agreements and practices relating to the making or procuring of mortgage valuations and the
making of charges, including administration or other charges, to borrowers in connection with
such valuations.

In this reference:

‘mortgage valuation’ means a valuation (whether or not contained in a report or survey)
of residential property undertaken in connection with an application for a securcd loan.

The Commission shall report on this reference within a period ending on 5 February 1994,
(Signed) BRYAN CARSBERG
6 May 1993 Director General of Fair Trading
2. The questions in the reference are answered in the following paragraphs of the report:
whether a monopoly situation exists: paragraph 9.40;
(a}) paragraph 9.40;
(b) paragraph 9.41;

(c¢) paragraph 9.110;
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(d) paragraph 9.111; and
(e) paragraphs 9.97, 9.101 and 9.110.

3. The composition of thc group of members responsible for the inquiry and report is indicated
in the list of members in the preface.

4. Notices inviting interested parties to submit evidence to the MMC were placed in: Daily Mail,
The Daily Telegraph, Estates Gazette and Law Society Gazette.

5. Written and oral evidence was provided by the CML, building societies, banks, other mortgage
lenders and by professional bodies representing surveyors, valuers and architects. Evidence was also
received from individual firms of surveyors and valuers; from estate agents and their representative
association; from regulatory bodies, The Law Society, the Metropolitan and Strathclyde Police Fraud
Squads, the Consumers’ Association and members of the public.

6. During the course of our inquiry members and staff of the MMC visited Abbey National’s
Mortgage Centre at Coventry. Members of staff also visited a number of other mortgage lenders.

7. In September 1993 and at various later dates, on the basis of the information made available
to us in response to questionnaires, we informed certain building societies, banks and other mortgage
lenders of our provisional conclusion that a complex monopoly situation, as defined in section 6(1)(c)
and (2) of the Fair Trading Act 1973, existed in their favour. All of these parties were advised of the
issues which we might have to consider when assessing the effects of the complex monopoly situation
on the public interest and were invited to give their views.

8. We held two hearings with the CML and one each with Abbey National, Barclays, C&G,
Halifax, Lloyds, Nationwide, TMC and Woolwich. The RICS and the ISVA each attended two
hearings; the ISA and a firm of independent surveyors each attended one hearing. We also held
hearings in Scotland with representatives of the RICS, the BSA Committee for Scotland, the Royal
Incorporation of Architects in Scotland, and The Law Society of Scotland.

9. Some of the evidence we received during our inquiry was of a commercially confidential nature
and our report contains only such information as we consider necessary for a proper understanding
of our conclusions.

10. We wish to record our appreciation of all those who submitted evidence in writing, responded

to our information requests, attended formal hearings or meetings with the MMC or otherwise helped
with our inquiry.
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APPENDIX 32
(referred to in paragraph 3.10)

Estate agencies owned by mortgage lenders and others

No of Change Profit/(loss)
offices (no of offices) £m
Estate agency {end of 1992) 19917 1891 7992
Halifax Property Services 550 -30 [
Royal Life Estates 517 -50
Hambro Countrywide 473 7
Black Horse Agencies {Lloyds) 393 -4 Figures
GA Property Services 390 -50 omitted.
Cornerstone (Abbey National) 355 -39 See note
Nationwide Estate Agents 303 -69 on page iv.
Legal & General 264 -26
Woolwich Property Services 257 -55
Connell (Scottish Widows) 172 _ -3 o 1
Total 3,674 -333 (126.1)  (142.4)

Source: A mortgage lender.
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Year

1980

1981

1982

APPENDIX 3.3
(referred to in paragraph 3.19)

Mergers between building societies, 1980 to 1993

Aequiring society

Northern Rock

South of England (to form London & South of England)

Grainger {to form Newcastle)
Anglia

City & Metropolitan
Ramsbury

Bradford & Bingley
Peterborough

Britannia

Cheshire

North of England

Britannia
Sunderiand & Shields
Cheshire

Dunfermline

Bradford & Bingley

Market Harborough

London & South of England
Midshires

London Grosvenor
Paddington
Northern Rock

Eastbourne Mutual
Country

Huddersfield & Bradford (to form Yorkshire)

Cheshire

Darlington
Midshires

Bridgewater (to form Birmingham & Bridgewater)

Northern Rock
Provincial
Metrogas

Britannia

Eastbourne Mutual
Bradford & Bingley

Skipton
Scottish
Mid-Sussex
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Society taken over

Lancastrian

Walker & Byker Industrial Permanent

London Goldhawk
Newcastie upon Tyne
Qakleat

Premier Permanent

St Martins le Grand Permanent Benefit

Spread Eagle
Stamford
Stoke-on-Trent
Summers
Tyne

Aifreton

Anchor

Ashton Stamford

Sandbach

Edinburgh & Paisley

Hyde

Kettering Permanent Benefit
Kingston

Margam

Pontardulais

Cfficial & General

Peckham Permanent
Pioneer

Stockport & County Permanent
Rye Benefit

Westminster

West Yorkshire

Accrington Savings
Leigh Permanent

Wigan

Advance

Banner

Liverpool

Birmingham

Blyth & Morpeth
Kilmarnock

Shields & Washington
Burnley

City & District Permanent
Queen Victoria Street
Denton

Driffield

Over Darwen

Wellington (Somerset} and District
Dorking

Hearts of Qak & Enfield
Saddleworth

Swansea Park Permanent
Target

Ctley

Strathclyde

Sydenham



Year

1983

1984

1985

1986

Acquiring society

London & South of England (to form Anglia)
Britannia

Coventry Economic {to form Coventry)
Woolwich
Sunderiand & Shields

Bradford & Bingley

Nottingham

Northern Rock

Ridgeway (to form North Wilts Ridgeway)
Hinckley (to form Hinckley and Rugby)
Midshires

Mercantile

Scottish

Leicester
Bradford & Bingley

C&G

Anglia

Midshires
Chatham Reliance
Woolwich

Cheisea

Leicester {to form A&L)
Peterborough

Stroud

Sun

Principality
Sussex Mutual
Bradford & Bingley

Northern Rock

N&P

Scottish

Woolwich

Sunderland & Shields
C&G

Ramsbtiry

Woolwich
West of England

Peterborough (to form Norwich & Peterborough}

Midshires

Midshires (to form Birmingham Midshires)
Birmingham Midshires

Middleton (to form Lancastrian)

Universal

Sunderland & Shields (to form North of England)

Britannia

Herne Bay (to form Kent Reliance)
Sussex County

Bradford & Bingley
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Society faken over

Anglia

Colne

Welsh Economic
Caventry Provident
Grangemouth
Hadrian

Shields Commaercial
Horsham

Housing and General
Padiham

Stockport Mersey
United Provinces
London Commercial
Musselburgh

North Wiits Equitable
Rugby Provident
Severn

Tynemouth Victoria

Banffshire
Permanent Scottish
Boston & Skirbeck
Clapham Permanent
Dover & Folkestone
Glamorgan
Cotswold

Country

Ealing & Acton

Kent & Canterbury Permanent Benefit

London Grosvenor
New Cross
Marble Arch

Aliiance

Argyle

Bristol Economic
British

Economic
Enterprise

Old England
Chatham

Citizens Regency
Forresters
Hibernian
Merseyside
Hartlepoo! & District
Manchester Unity of Odd Fellows
South Shields Sun Permanent
Haslemere

Huntly

North Kent

South Durham
Walthamn Abbey
Western Counties

Property Owners
Bideford

Norwich

Metrogas

Birmingham & Bridgwater
King Edward

Tyldesley

North East Globe

North of England
Blackheath

Chatham Reliance
Mitcham and Metropolian
Stanley



Year

1987

1988

1989

1990

1991

1992

1993

Acquiring society

West of England
Ca&G

Bradford & Bingley

Anglia {to form Nationwide Anglia)
Nationwide Anglia

Birmingham Midshires

Cheshunt
Northern Rock

Stroud (to form Stroud & Swindon)
C&G

Cheshunt
Chelsea
Woolwich

West of England
Heart of England

Wessex (to form Portman Wessex)

West of England {to form Regency & West of England)
Saffron Walden & Essex

C&G

Bradford & Bingley

C&G

Sussex County {to form Southdown)
Regency & West of England (to form Portman)
Stroud & Swindon

Bristol & West
Britannia
C&G

Bradford & Bingley

Yorkshire

C&G

Narthern Rock
Woolwich

Leeds Permanent

Northern Rock
Bradford & Bingley
C&G

Portman

Society taken over

Paddington

Cardiff

London Permanent
Colchester
Chilterns
Nationwide

City of Derry
Harrow

Hemel Hempstead
Civil Service

Thrift

Wishaw Investment
United Kingdom
Swindon Permanent

Bolton

Essex Equitable

Aid to Thrift

City of London
Gateway

North Wilts Ridgeway
Rowley Regis
Kidderminster Equitable

Portman
Regency

Herts & Essex
Bury St Edmunds

Louth Mablethorpe & Sutton
Sheffield

Walthamstow

Peckham

Guardian

Bedford

Eastbourne Mutual

Portman Wessex

Frome Selwood Permanent

Cheshnut
Mornington
Bedford Crown
Portsmouth
Leamington Spa
Hampshire
Hendon

The Haywards Heath
Mid-Sussex
Lancastrian

Town & Gountry
Southdown

Surrey
Bexhill-on-Sea
Heart of England
St Pancras

Total number of mergers compieted in 1980 to 1993 (year-end) = 170, of which:

Bradford & Bingley 25
C&G 16
Northern Rock 15
Birmingham Midshires 12
Britannia 10

Total 78
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APPENDIX 3.4
(referred fo in paragraph 3.60)

Overall value of the market for mortgage valuations
and other residential valuations, HBRs and SSYs

1. A significant proportion of valuations for mortgage purposes are made cither as part of HBRs
or SSYs, and we have not found it possible to separate out amounts attributable to valuation from
within these. However, we have made an estimate of the overall size of the residential valuation and
surveying market, putting together information concerning lenders’ own in-house teams, their subsi-
diary valuation companies, and external surveyors and valuers, most of whom will be included on one
or more lender’s panels of valuers. Our estimate is based on information received directly from
lenders, and on the results of our sample survey of surveyors and valuers, Besides valuations and
surveys carried out in anticipation of purchasing residential property, the overall market for residential
valuations and surveys includes work in connection with remortgages, probate, capital gains tax,
divorce settlements, housing association work, council tax valuations, and investment valuations.

2. The NOP survey (described in Appendix 4.4) provided information on numbers of panel instruc-
tions received in the coursce of a year, the proportions of residential work by value coming from panel
instructions, turnover of residential survey and valuation work, and types of instructions received.

3. The overall value of the valuation and survey market is estimated at about £330 million in 1992,
as shown in the following table. Apart from the figures in the first row of the table, the other elements
of the table are estimatcd as explained in the following two paragraphs, in order to arrive at the broad
orders of magnitude involved.

TABLE 1 Estimated overall value of mortgage valuations and other valuations/HBR/SSY market, 1992
£ miflion

Value of mortgage valuation and other valuations/
HBRs/5SYs carried out by:

Subs/
In-house panel Non-panel

staff firms firms Total

In-house /panel work
~Top seven lenders* 37 53 - 90
—Other ienders 10 _73 - _83
Total in-house/pane! work 47 126 - 173
Independent commissions - 131 25 156
Total 47 257 25 329

Source: MMC estimates based on data from lenders and NOP estimates {(grossed).

*Excluding Barclays, which uses only external valuers; valuations for Barclays are included in the estimates for
independent commissions.

Note: Totals may include a small elerment of double counting, eg where a subsidiary carries out work on behalf of
a lender which is not its own parent, and the commission has passed through the accounts of both.

4. Figures for the top seven lenders are derived from those in paragraphs 4.20 to 4.31. The aggre-
gate for other lenders’ in-house staff is based on information supplied by lenders. The remaining
element of work carried out for other lenders is imputed, by scaling up valuation and survey work
carried out for applicants for loans with the top seven, using the implied scaling factor in Table 3.5.

5. In the NOP survey, the results suggested that, on average, just under half of the combined work
of those on panels came as a result of panel membership, suggesting, in conjunction with the figures
in the top half of the table, the figure of £131 million shown for independent work for this group. On
the basis of the figures given in the NOP survey for turnover of non-panel firms, it is estimated that
in the industry as a whole, non-panel firms had a turnover of approximately £25 million in 1992,
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APPENDIX 4.1

(referred to in paragraphs 4.6 and 4.5)

RICS/ISVA guidance notes on mortgage valuations

GUIDANCE NOTES FOR VALUERS ON THE
VALUATION AND INSPECTION OF RESIDEN-
TIAL PROPERTY FOR MORTGAGE PURPOSES
ON BEHALF OF BUILDING SOCIETIES, BANKS
AND OTHER LENDERS.

These Notes are for the guidance of valuers and
apply to inspections carried out on or after 1 June
1992 and, in respect of such inspections, supersede
previous published guidance. The Council of
Mortgage Lenders and the Building Societies
Association were consulted during the production
of these notes.
L

1. The Valuer’s Roles

1.1  The roles of the Valuer, who must have
knowledge of and experience in the valuation
of the residential property in the particular
locality, are:

1.1.1 to advise the lender as to the open
market value (not a forced sale valu-
ation) (see section 4.4} at the date of

inspection;

to advise the Lender as to the nature
of the property (see section 4) and
any factors likely materially to affect
its valuc;

1.1.3 if required by the Lender, to provide
an assessment of the estimated cur-
rent reinstatement cost in its present
form (unless otherwise stated) for
insurance purposes including garage,
outbuildings, site clearance and pro-
fessional fees, excluding VAT (except

on fees).

12 The Valuer should not make a recommenda-
tion as to the amount or percentage of mort-
gage advance or as to the length of the mort-
gage term. Nor is it the Valuer’s responsibi-
lity to give advice as to the suitability of the
property ‘for second mortgage purposes’.

.

2. The Valuer’s Inspection

Subject te the Valuer’s judgement, a visual
inspection is undertaken of so much of the
exterior and interior of the property as is
accessible to the Valuer without undue diffi-
culty. Accordingly it is to include all that
part of the property which is visible whilst
standing at ground level within the bound-
aries of the site and adjacent public/
communal areas and whilst standing at the
various floor levels, as follows:
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21

22

23

24

25

26

Main Building—External

Roof coverings, chimneys, parapets, gutters,
walls, windows, doors, pipes, wood or metal-
work, paintwork, damp proof curses, air
bricks and ground levels.

Main Building—Internal

221 Parts not readily accessible or visible
are not inspected, and furniture and
effects arc not moved, nor floor
coverings lifted.

22.2 Subject to reasonable accessibility, the
roof space is inspected only to the
extent visible from the access hatch,
without entering it.

223 Ceilings, walls, load bearers and floor
surfaces are inspected except where
covered or obscured. Readings
should be taken with a moisture
meter for rising dampness.

224 Cellars are inspected to the extent
that they are reasonably accessible,
but under floor wvoids are not
inspected.

Services

The Valuer is to identify whether or not
there are gas, clectricity, central hcating,
plumbing and drainage scrvices. Testing of
services is nof undertaken.

Outbuildings

Garages and other buildings of substantial
permancnt construction, and any structure(s)
attached to the dwelling are inspected.

Site

The inspection should include the general
state of boundaries, structures, drives, paths,
retaining wall and the proximity of trees only
to the extent that they are likely materially to
affect the property’s value.

Neighbouring properties

The nature, use and apparent state of repair
of neighbeuring properties in the immediate
vicinity considered only to the extent that
they may materially affect the value of the
subject property.



2.7

31

32

33

34

33

Flats, maisonettes or similar units forming
part of larger building or group of related
buildings

The above provisions apply, but herc ‘Main
Building’ mcans the building containing the
proposed security but not including other
building physically attached to it.

271 Main Building—External: The ex-
terior of the proposed security and
sufficient of the remainder of the
Main Building to ascertain its general
state of repair.

272 Main Building—Internal: The interior

of the proposed security, the commu-

nal entrance areas within the Main

Building from which the proposed

security takes access and the commu-

nal area on the floor(s) of the pro-
posed security. The roof space will
only be inspected (as defined in para-
graph 2.2.2) where access is directly
available from within the subject flat.

2.7.3 Ouwutbuildings: Garaging, car parking,

other buildings (excluding sports com-

plexes) of permanent construction and
any other structures attachcd to the

Main Building or which serve the

proposed security.

|

The Valuer’s Report

Subject to covering the matters referred to in
section 1 above, reporting should be confined
strictly to answering questions raised by the
Lender.

If it is suspected that hidden defects exist
which could have a material affect on the
value of the property, the Valuer should so
advise and recommend more extensive inves-
tigation by the intending Borrower prior to
entering into a legal commitment to purchase
or, in the case of a re-mortgage, as a pre-
condition of the mortgage advance. It may
be appropriate in exceptional circumstances
to defer making a valuation until the results
of the further investigations are known.

If it is not reasonably possible to carry out
any substantial part of the inspection (see
section 2 above) this should be stated.

Any obvious evidence of serious disrepair to
the property or obvious potential hazard to it
should be reported, as should any other
matters likely materially to affect the value.

Where the Valuer relies on information
provided, this should be indicated in the
Report as also should the source of that
information.
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36

37

38

39

310

311

41

The Lender should be informed of the exist-
ence of any apparently recent significant
alterations and extensions so as to alert the
lender’s legal adviser to any enquiries to be
made.

Where the proposed security is part of a
building comprising flats or maisonettes, the
Valuer’s Report should identify any apparent
deficiencies in the management and/or main-
tenance arrangements observed during the
inspection which materially affect the value.

Where the apparent sharing of drives, paths,
or other areas might affect the value of the
subject property, the Valuer should inform
the Lender.

The form of construction should be reported,
and where non-traditional the Valuer should
advise accordingly, stating the type of con-
struction and the source of this information
if it is not apparent from the inspection.

Where the Valuer decides to report a necess-
ity for works to be carried out to a property
as a condition of any advancc and the Valuer
identifies the property as being;

3.10.1 of architectural or historic interest, or
listed as such; or

3.10.2 in a conscrvation area; or
3.10.3 of unusual construction

the Valuer should advise that a person with
appropriate specialist knowledge be asked to
give advice as to the appropriate works
unless, cxceptionally, the Valuer believes
he/she is competent to give advice which if
adopted would not be dctrimental to the
property’s architectural or historic integrity,
its future structural condition or conservation
of the building fabric.

In the case of new properties or conversions
where the Valuer is obliged to base the valu-
ation upon drawings and a specification, this
fact should be stated in the Report.

||
The Valuation

Unless it is made apparent by an express
statement in the Report the Valuer will have
made the following assumptions and will
have been under no duty to have verified
these assumptions;

4.1.1 that vacant possession is provided,

4.1.2  that planning permission and statutory
approvals for the buildings and for
their use, including any extensions or
alterations, have bcen obtained;



4,13 that no deleterious or hazardous
materials or techniques have been
used;

414 that the property is not subject to any
unusual or especially onerous restric-
tions, encumbrances or outgoings and
that good title can be shown;

415 that the property and its value are
unaffected by any matters which
would be revealed by inspection of
the Contaminated Uses Land Register
or by a Local Search (or their equival-
ent in Scotland and Northern Ireland)
and replies to the usual enquiries, or
by a Statutory Notice and that neither
the property, nor its condition, nor its
use, nor its intended use, is or will be
unlawful;

4.1.6 that an inspection of those parts
which have not been inspected or a
survey inspection would not reveal
material defects or cause the Valuer
to alter the valuation materially;
41.7 that the property is connected to main
services which are available on normal
terms;

418 that sewers, main services and the
roads giving access to the property
have been adopted;

that in the case of a new property the
construction of which has not been
completed, the construction will be
satisfactorily completed,

4.1.10 that in the case of a newly constructed
property, the builder is a registered
member of the NHBC or equivalent
and has registered the subject prop-
erty in accordance with the scheme
concerned; and

4.1.11 that where the proposed security is
part of a building comprising flats or
maisonettes, unless instructed or
otherwise aware to the contrary, the
cost of repairs and maintenance to the
building and grounds are shared
proportionately between all the flats
and maisonettes forming part of the
block, and that there are no onerous
liabilities cutstanding.

Among the relevant factors to be taken into
account in the valuation are:

42.1 the tenure of the interest to be
offered as security, and if known the
terms of any tenancies to which that
interest is subject;
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43

44

6.1

422 the age, type, accommodation, siting,
amenities, fixtures and features of the
property and other significant environ-
mental factors within the locality; and
423 the apparent general state of and
liability for repair, the construction
and apparent major defects; liability
to subsidence, flooding, and/or other
risks. (Particular care is needed with

non-traditional construction).

Unless otherwise instructed any development
value is to be excluded from the open market
valuation and the Valuer will not include any
element of value attributable to furnishings,
removable fittings and sales incentives of any
description when arriving at an opinion of
the value. Portable and temporary structures
are to be excluded also.

The definition of ‘open market value’ is the
best price at which the sale of an interest in
the property might reasonably be expected to
have been completed unconditionally for cash
consideration at the date of the valuation
assuming:
4.4.1 a willing seller;
442 that, prior to the date of valuation,
there had been a reasonable period
(having regard to the nature of the
property and the state of the market)
for the proper marketing of the inter-
est, for the agreement of price and
terms and for the completion of the
sale;
4.4.3 that the state of the market, level of
values and other circumstances were,
on any earlier assumed date of
exchange of contracts, the same as on
the date of valuation; and
4.4.4 that no account is taken of any addi-
tional bid by a purchaser with a
special interest.

|

Valuation for Insurance Purposes

In assessing the current reinstatement cost
(see paragraph 1.1.3) the Valuer should have
regard to the ABI/BCIS House Rebuilding
Cost Index.

The Valuer’s Record of Inspection and
Valuation

The Valuer is advised to make and retain
legible notes and to his/her findings and,
particularly, the limits of the inspection and
the circumstances under which it was carried
out.
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The Valuer is advised to keep a record of the
comparable transactions and/or valuations to
which he/she has had regard in arriving at
his/her valuation.

.

The Variation of Instructions
All mortgage valuations should be in accord-

ance with these Guidance Notes unless vari-
ations are notified to the Valuer in writing.

MODEL CONDITIONS OF ENGAGEMENT
BETWEEN THE LENDER AND THE VALUER

1.

The Valuer will carry out for the Lender’s
current fee an inspection of the proposed
security, and report, in accordance with the
current RICS/ISVA Guidance Notes for
Valuers on the valuation and inspection of
residential property for mortgage purposes
on behalf of building societies, banks and
other lenders, subject to any variations spec-
ified by the Lender in the issue of instruc-
tions.
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The purpose of the report and valuation for
mortgage is to enable the Lending Institution
to assess the security offered by the property
for the proposed loan and, where applicable,
to enable the Directors to fulfil the require-
ments of Section 13 of the Building Societies
Act 1986.

The report and valuation will be presented
on the lender’s prescribed form or other type
of form as may be agreed.

Before the Valuer proceeds, the Lender will
take all reasonable steps to inform the Bor-
rower as to the limitations of the inspection
report and valuation, and will suggest that
the Borrower commissions a more detailed
inspection and Report before entering into a
legal commitment.

All disputes arising out of this agreement
shall be finally settled under English Law and
the parties irrevocably submit to the jurisdic-
tion of the English Courts.



APPENDIX 4.2
(referred to in paragraph 4.7)

An example of a mortgage valuation, provided by Halifax

Branch Manchester Branch ref. MRA RollNo. A/
Names(s) of applicant(s) Date 25.5.93
Property address Manchester Postcode
House | Bungalow | COfygrted | Purpope- Other p3eMi.g | Detached T | reid Other
[toslo] [*[x[2] [*] [ mosie [ X[ [ 1 17
If OTHER give details If OTHER give details
. if a FLAT/MAISONETTE, Which floor
Is a garden included? number of storeys in the block| 108] | |in the bIock?D
A :
Yes No Communal If more than 1 acre p::ng?:;: ;nt)],'l:ﬁ(l)r:(s?s ‘ Yes No
‘ 108 | o | X |1 ‘ 0 | i 109 acres| | |fYES, See General observations ‘ 107 | 1 1 yes | 0 |
CONVEYANCER to verify details of tenure in his report on title.
Tenure Freehold | Leasehold| Feudal | | COnstruction
(15]0)  ['[X 2] | wais  Brick Caviy
Chief rent or feu duty pa 16 £ p
If LEASEHOLD, Term 117 999 yrs
Terms starts from 1935
Ground rent pa 118 . X . .
Term unexpired 119 | ¢ | p || Root Hipped design with clay tiles
941 yrs
Can Ground rent
be increased? No Yes Not known
Service charge pa ‘ 120 o l 1 ‘ 0 ‘
£ p

Approximate age [247(58 ven Estimated road . Approximate gross 2
of property 58 Y ears charge liability I external floor area @ 78 m I

Accomodation Noore" | Mebome | Becrooms | gl | Kichens | Bathrooms Seperate | Garages | gared® |Outbuiidings

2 150‘ 6 154J 3 151| 2 1 152‘ 1 153| - 155| 2 1ss| - -

Other Rooms  N/A | Gas
‘ Gas Electric | Water | Drainage \ Central None Ful Part Tvee | \Ten
Heatin: 4 Solid Fuel

l_ yes yes yes yes ‘ ¢ ‘158 o‘ X 11 2| !162 3 Other

GENERAL OBSERVATIONS (with Essential Repairs numbered)

A semt detached dwelling house located within an area comprising of similar style residential
properties, close to the embankment of the M602. The house is conveniently located for all
local amenities, with Monton centre approximately ten minutes walk away.

Action on the following items is considered essential:—

1. Dampness is evident to parts of the ground floor walls. Timbers in contact with damp walls
may also be affected by underlying rot. Instruct a specialist firm to investigate the cause and
full extent of these faults and to carry out appropriate remedial work and allied repairs.
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Roll No. A/

Property Address

GENERAL OBSERVATIONS (continued)

2. Dated light switches were noted throughout the property. Instruct a competent electrician
(preferably NICEIC registered) to make a thorough examination and to carry out any work
considered necessary.

The applicant should be advised to obtain his own estimates and reports on the above before a
legal commitment to purchase is made.

There is evidence the property has suffered some movement, with misalignment to internal door
heads and floor levels. The movement appears longstanding with no evidence of recent or cont-
inuing movement.

A number of other items were noted which include repointing to brickwork, replacing the odd
broken roofing tile, overhauling of external timbers and extensive repair to garage structures.

The property is of an age where recent research has shown that corrosion to wall ties cannot
be completely discounted and it is often not readily apparent. The need for replacement of wall
ties may therefore be anticipated as part of a future maintenance programme.

A hissing sound could be heard from the plumbing system. We would recommend that this be
checked by a competent plumber. We would also recommend that the gas appliances be tested
by a competent CORGI registered fitter in order to confirm their safety.

We were unable to gain access to the loft void area, the access hatch having been sealed. We
would, therefore, recommend that access be created and that the timbers within the loft be
inspected by a competent roofing contractor.

T

Valuations: Present Condition | 749 |£ 39,000 | Date of valuation 726|250 5[9 3
, [ L

Valuations:{Essential repairs/ | Recommended insurance cover !
construction completed) 7192 41,000 j_} (Essential repairs/construction completed) 720 £589000 T

I/We* certify that l/'we* are not disqualified under Section 13 of the Buiiding Societies Act 1986 from making this report.
I'We* further certify that the property is suitable for a mortgage advance. {*Delete as appropriate.)

This report was carried out by an independent valuer instructed by Halifax Building Scciety. v
No es
X
Signed
Valuer's Charge £ Va%ﬂ;i#gggni
VAT £ 100,00 Name of Company | Eoﬁe s Professional Services
Total £ 4
ota Valuer's Number |~ — 1 — 7 T 7~
716 | 1| 803649 9 ”

Source: Halifax.
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APPENDIX 4.3
(referred to in paragraph 4.10)

An example of an HBR, provided by Nationwide

This Report is given on the terms set out in the Conditions of Engagement. Your attention is drawn particularly to Clauses 4,5,6,7 and 8 which
define the scope and limits of the Report. The inspection is to provide a Report on the general state of repair of the property described below. It is
not a Structural Survey but a Report by a surveyor, who will be a Chartered Surveyor or an Incorporated Valuer, on those matters expressly set out
in this Report, together with valuation advice. This Report will not detail defects of no structural significance or of a minor nature.

You are advised to show a copy of this Report to your legal adviser who should find it to be of considerable help.

Any enquiry concerning this Report must be addressed to the surveyor (see the last page of the Report) and NOT to Nationwide
Building Society which does not receive a copy.

The information set out below must be read in conjunction with the notes in Appendix ‘A’ attached which are referred to within the
report. These form an integral part of the Report, as do any Other Appendices which may be referred to.

Key to abbreviations:-

LH—Left Hand

RH—Right Hand

} when viewed from the front of the property

1.

Name and Address of Client

MrDA &MrsB
Clifton Road Wokingham Berkshire RG11

Address of Property Inspected
Furlong Crescent Bishopsione Aylesbury Bucks HP17
Date of Inspection
Wednesday 28 April 1993
Weather
Dull and overcast following a mixed period of weather including some heavy rain,
Tenure and a note of Tenancies (if Any)

Frechold with the benefit of vacant possession assumed.
No tenancies as premises were vacant at time of inspection.

Personal Community Charge, per person (oral enquiry only)

Council Tax now operative from April and you should ascertain the level of charge from the
Local Authority.

Description (See notes at the rear of the report)
a) Detached bungalov\; originally constructed approximately 1965 although date is not verified.

b) None. In popular residential village just outside Stone to the west of Aylesbury and with
no immediate local facilities but generally good access o major roads.

¢) Ground Floor - Entrance hall with inner hallway, living room, kitchen, bathroom (bath, wc
wash hand basin), two bedrooms.

Externally - Attached large garage with workshop. Covered side passageway and
gardener’s we. Gardens front and rear.
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STRUCTURE (See notes at the rear of the report)

8. Chimney Stacks, Flashings and Soakers (as observed from the ground)

Single flue chimney stack constructed of brickwork with open pot at high level and with lead
flashings at the roof line.

Brickwork and pointing considered to be satisfactory although there is some very slight
weathering to the pointing. No immediate repairs are considered necessary.

From inspection within roof void face of chimney stack noted to be rendered. I noted no
indications of any leaks around the flashings and although there was some slight dampness to the
rendering this is to be expected and remedial work is not considered necessary. This dampness

will dry out if the flue is used more often and it may be advisable io consider providing a cowl
over the top of the external chimney pot.

9. Roofs—Exterior (See notes at the rear of the report)

Double pitched roof with gable facing the road finished with interlocking concrete pantiles and
with roof perimetet finished with softwood barge and fascia boatds.

The line of the ridge and the lie of the tiles to the pitches on either side is considered to be
satisfactory and the verge pointing is acceptable although some slight attention may be required
to the front right hand corner at lower level.

Roof Spaces (See notes at the rear of the report)

Timber framework to the roof of a style and construction typical of the period and considered to
be acceptable.

The underside of the tiles is lined with roofing felt which was noted to be in satisfactory
condition.

The roof void is insulated and also contains the cold water storage tank.

10. Parapets, Parapet Gutters, Valley Gutters
(See notes at the rear of the report)

None.
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i1.

12,

13.

Gutters, Downpipes, Gullies where visible
(See notes at the rear of the report)

Pvc guttering draining to pve downpipes directly into the ground and the whole appears to be
satisfactorily fixed with the exception of a small section to the rear of the garage/workshop
where there is evidence of a leak at one of the joints and local attention will be required.

There is also a downpipe to the right hand side at the front of the garage but this serves no
guttering, the garage roof appearing to drain onto the wall of the adjacent property. Some
making good is likely to be required as far as this aspect is concerned.

Guttering otherwise to the main part of the property appears to be acceptable but as it was not
raining at the time of inspection I cannot comment upon the efficiency of the system. You
should examine the guttering during some heavy rainfall and should any repairs be identified
then they should be dealt with as soon as possible.

Main Walls (See notes at the rear of the report)

The main walls are of fair face brickwork and of cavity two leaf construction with the front
elevation featuring a reconstituted stone finished as random squared rubble.

There is some general cracking evident to this stonework on the front elevation but cracks in
similar positions were not noted internally. I consider that it is likely that these cracks

have resulted from movement of the lintel over the window openings on this front elevation,
possibly from some slight deflection and, possibly, also from differential thermal expansion of
the lintel as against the stonework.

As far as the remainder of the property is concerned I noted no indications of settlement, heave
or other structural movement although, of course, I can give no guarantee that such future
movement will not occur.

There is some slight deflection of the lintel over the rear left hand bedroom window and this
has resuited in a slight drop of the brickwork with cracking along the bedding joint. This is
not considered to be a serious defect.

I noted no evidence to suggest that there has been any cavity wall tie failure although I would
point our that the ties themselves are set within the cavity and not available for inspection.
Damp-proof Course and Sub-Floor Ventilation

{See notes at the rear of the report)

A bituminous felt damp-proof course is provided and this is located at low level around the
perimeter of the property.

Ideally there should be at least two courses difference between this damp-proof course and the
ground level although in the instance of this bungalow this gap is generally one, or one and a

half courses.

Tests taken internally with an electric moisture meter, however, showed no readings and I do not
consider that there is any immediate necessity for external ground levels to be lowered.

There is no sub-floor ventilation as the ground floor is made of solid construction.
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14.

15.

External Joinery including Window and Door Frames
(See notes at the rear of the report)

Gloss painted softwood external joinery including timberwork to the roof perimeters and to main
windows and doors.

There is some general decay to the barge boards and fascia boards both on the front elevation,
particular on the right hand side, and also to the rear elevation where the fascia is decayed
adjacent to the downpipe to the rear left hand corner.

There is also some substantial decay to the front window of the main living room and there is
some softening of the timber to the right hand side of the living room.

The large folding door to the garage was not operative at the time of inspection and some of the
timberwork, again at low level, was beginning to decay.

Tests with a moisture meter showed some readings within the timberwork but this is to be
expected taking into account the age of the property and the fact that there had, vp until
recently, been some fairly heavy rainfall.

Exterior Decorations & Paintwork (See notes at the rear of the report)
External redecoration will be required, particularly to windows on the rear elevation where

there is some substantial dirt and green staining both to windows and to the brickwork at low
level,

INTERNALLY

16.

Ceilings, Walls and Partitions (See notes at the rear of the report)

Ceilings are of plasterboard with a flat finish. There are several cracks evident but these are
at joints between the boards and are to be expected. These cracks can be dealt with and covered
over on redecoration.

Internal walls are of solid construction generally considered to be acceptable.
There is some very light cracking particularly under windows but these considered to be
shrinkage cracks possibly helped by the slight lateral pressure exerted by the lintel and frames

above,

There is also some very minor cracking above door heads but this is as a result of slight
movement from the door frames as and when the doors are closed.

Tiling, where applied, is reasonably satisfactory although there is some slight cracking of
tiles around the window in the kitchen.
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17.

18.

19,

20.

Fireplaces, Flues and Chimney Breasts
{See notes at the rear of the report)

There is a feature tiled fireplace within the front reception room and this has the benefit of
an open grate.

At the time of inspection the flue was noted to be reasonably clean but nevertheless should you
wish to use this fireplace the flue ought to be swept not only to remove any soot that may be

there but also to ensure that there are no blockages from birds nests etc.

There was an electric fire in place at the time of inspection and this may be indicative of the
fact that this flue has not been used for some time.

As a result the flue, whilst ventilated, would not have been heated and this situation would not
have provided any drying conditions for the chimney stack within the roof void.

Tests with the moisture meter at the top of the chimney breast showed no readings or indications
of damp penetration.

Floors (See notes at the rear of the report)

Solid floor generally carpeted.

There is the benefit of a plastic tiled finish.

I noted no indications of any settlement of the floor slab nor of any problems caused by

sulphate attack although floor coverings do inhibit an inspection for this purpose.

Dampness (See notes at the rear of the report)

Other than to the chimney stack within the roof void and externally to window frames no readings

of any significance were noted internally to the premises. I therefore assume that the property
is dry at least in those areas tested.

Internal Joinery, including Doors, Staircases and Built-in Fitments
(See notes at the rear of the report)

Gloss painted internal joinery with some flush doors provided to openings although there is full
length glass fitted to the living room and the inner hallway.

I consider that glass in these positions is potentially dangerous particularly if young children
are present and your attention is drawn to this hazard.

Built-in fittings are considered to be acceptable although those to the kitchen are rather basic
and commensurate with the original construction and it is likely that you may wish to improve
the standard of them,
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21, Internal Decorations (see notes at the rear of the report)
Internal decorative condition is slightly tired although clean and tidy and general attention
particularly to bring into personal taste will be required with just some making good where

there are present markings and fadings on wall surfaces.

Ceilings will need attention where there are the cracks between the boards.

22. Cellars and Vaults (General comments only)

None.

23. Woodworm, Dry Rot and other Timber Defects
(See notes at the rear of the report)

I noted no woodworm within the property although there were several areas not available for
inspection.

I noted no conditions which I consider to be conducive to the development of dry rot or other
timber defects.

24. Thermal Insulations (See notes at the rear of the report)

Some insulation provided by glass fibre quilt laid between the ceilings joists in the roof void
and there is some secondary double glazing applied although this is of a fairly basic quality
particularly on those windows to the rear and you may well find some difficulty in sliding the
glass panes. Improvements in insulation, particularly to the roof void, would be substantially
beneficial but it will be essential to couple this with the provision of ventilation to help
prevent any condensation occurring. There is evidence of some condensation with some of the
stored effects being damp and mould stained.

SERVICES
25. Electricity

Mains electricity is provided, the fittings generally being commensurate with the age of the
property.

Whilst T noted no immediately obvious signs which would suggest that a test of the system ought
to be made you may well find that it in fact does not quite comply with current regulations and
some improvements may well be necessary.

26. Gas (If connected)

No gas connected.
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27.

28.

29.

Cold Water, Plumbing and Sanitary Fittings

Mains cold water is provided and the service was turned off and drained down at the time of
inspection.

I was not able to find a stop cock isolating the service within the property and I understand
that, in fact, it had been turned off via the external valve.

There should in fact be an internal stop cock, this should be located and overhauled if
required. If there is not one present then ideally one should be provided so that the cold
water supply can be turned off quickly in an emergency.

The main supply pipe was noted to be of galvanised steel leading to a cement fibre storage tank
within the roof void. The down side of the plumbing being in copper with joints generally dry,
where seen.

The tank was noted to be reasonably clean.

Sanitary fittings are satisfactory although, again, slightly dated but do require some cleaning

as both wc pan and bath were substantially stained.

Hot Water and Heating (See notes at the rear of the report)

Hot water is provided by an immersion heater set in the lagged tank in the airing cupboard off
the kitchen.

The lagging requires improving but the tank itself seems to be in satisfactory condition and
there is the benefit of off peak electrical supply for the heating provision.

As the supply was drained down at the time of inspection the various appliances could not be
tested.

There is no central heating as such to the property although there are a number of electric
night storage heaters provided.

There are two radiators located in the bedroom areas and these no doubt run off the domestic hot
water system.

Underground Drainage (See notes at the rear of the report)

Foul—Mains drainage is provided. There is access to the underground section of the system to
the left hand side of the property. The cover to the chamber was lifted from which it was noted
that the channel and chamber itself were clean and free of debris and evidence of any past
blockages.

Surface Water—In the absence of any accessible manholes I assume the surface water is to
soakaways although this has not been verified.
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GENERAL

30.

31.

32.

Garage(s) and Outbuilding(s) (See notes at the rear of the report)

There is a substantial garage attached to one side of the property with access to the house
being through the garage door.

While this does help to provide some thermal insulation it is a slight untidy means of access.

The garage itself is built of both brickwork and blockwork, with the blockwork along the right
hand boundary being slightly damp stained and this is probably due to the lack of an adequate

gutter.

The garage is partially covered with an asbestos sheet roof and partially pvc on a timber frame.
This latter section towards the front no doubt having been added at a later stage,

The folding doors to the front require some attention, as previously mentioned, and some minor
attention also required to the rear personal door where this binds within the frame.

As previously mentioned the guitering to the rear of the garage requires some general attention.

There are no other permanent outbuildings.

The Site (See notes at the rear of the report)

Rectangular site, the boundaries generally well defined and for the most part laid to lawn with
a nmumber of shrubs around the perimeter and it is to be noted that there is a small pond within
the front garden.

The rear garden is marked by a hedge lying slightly within the rear boundary between which there
is the possibility of a ditch and this should be further investigated.

Other than general maintenance there are no immediate or essential repairs or attention
required.

Building Regulations, Town Planning, Roads, Statutory, Mining, Environmental Matters
and Services (See nofes at the rear of the report)

I noted no contravention of the Building Regulations which, in my opinion, would have an adverse
effect upon the value of the property. I am not aware of any adverse proposals of the Local
Authority or other Statutory Bedies in the immediate vicinity although no particular enquiries
have been made.

You must nevertheless instruct your solicitors to undertake the usual searches in this regard.
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33. Summary and Recommendations (See notes at the rear of the report)

Detached bungalow in a pleasant situation overlooking open fields to the rear and with a south
west facing frontage.

The orientation of the property has led to some deterioration particuarly of external
timberwork to the front elevation although there are other areas requiring attention.

The garage area has been substantially extended and to the Ieft hand side there is a covered
passage way leading to a gardener’s wc providing useful additions to the basic accommodation.

The bungalow is very much as originally constructed with original fittings and finishes generally
applied.

No serious or substantial repairs are considered likely to be necessary but you will need to
overhaul external timberwork including attention to the garage with guttering and to update the
internal fittings, paying particular attention to the stop cock and bathroom fittings and you
may find it necessary to improve the electrical system. This may fall short on earthing
requirements and also on the number of power points which you might find necessary.

34. Valuation (See notes at the rear of the report)

The proposed sale price of £75,500 is considered to be satisfactory.

35 Limitations
In making the Report, the following assumptions have been made:

() that no deleterious or hazardous materials or techniques have been used and that it is impracticable to comment on the state of any wall ties;

() that the property is not subject to any unusual or especially onerous restrictions, encumbrances or outgoings and that good title can be shown;

{c} that the property and its value are unaffected by any maiters which would be revealed by a Local Search {or Search in Scotland) and Replies to the
Usual Enguiries, or by any Statutory Notice, and that neither the property, nor its condition, nos its use, nor its intended use, is or will be unlawful;

(d) that inspection of those pans which have not been inspected would neither reveal material defects nor cause the Surveyor to alter the vatuation
materially.

The Surveyor will be under ne duty to verify these assumptions.

Signature
suveyor L1 FRICYARICS (Chartered Surveyor) : FSVA/ASVA (Incorporated Valuen*
¢m  Nationwide Surveyors
Address 17 Temple Street

...... Aviesbuy Buks HPORK oo
Dated this _ 5 May 1993

*Delete as appropriate
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The attached report is prepared under the following headings and the related notes must be included as an integral part of it. The report
will merely state ‘see related notes—Appendix A attached.”

1 Name and Address 12 Main Walls 19 Dampness 29 Underground Drainage
of Client (lnspected only from ground {Damp meter readings have (a) Foul
level, and 1he foundations have been made where appropriate (b) Surface Water
2 Address of not been exposed for and possible to the external (Inspection covers have only
Property Inspected examination. Mention wilt be and intermal walls, floors, etc, been raised where visible and
made of any indications of without moving heavy possible)
3 Date of Inspection seltlement, heave, or structure furniture fixtures and fittings)
movement. In the case of General
4 Weather timber framed or system built 20 Internal Joinery -
houses it may he impossible to including Doars, 30 Garage(s) and
5 Tenure and a note of confirm the constructional Staircases and Outbuilding(s)
Tenancies (if any) detail) built-in Fitments (Comments are restricted to
) (General comment only) important defects only. Other
& Personal Community 13 Damp-Proof Course and buildings, swimming pools
Charge, per person Sub-floor Ventilation 21 Internal Decorations tennis cm’ms elc are excluéed)
(oral enquiry only) {Comment will be made as 10 (General comment only: It !
whether apparent and effective) should be noted that 31 The Site
7 Description decorations to walls are likely (General reference is made and
(a) Type and age of 14 External joinery including to be marked and faded when only significant defects in
Property Window and Door Frames pictures and furniture have houndary fences, walls
(These have been examined as been removed) retaining walls ;;a(hs a;1d
() Unusual factors regarding far as possible} drives are repolrted. Reference
location 22 Cellars and Vaults to flooding, tree roots, and
{ie remote, steep hill, 15 Exterior Decorations and {General comments only) ather poter;tial hazard's is
liahility to flooding, etc) Paintwork included where applicable)
(The general condition only has 23 Woodworm, Dry Rot and
(c) Accommodation been noted) other Timber Defects 32 Building Regulations

{Brief description

(Defects revealed by the

Town Planning, Roads,

including garage(s) and Internally examination of the structure, Statutory, Mining,
outbuilding(s)) but excluding those areas of Environm’ental Matters
16 Ceilings, Walls and the building which were and Services

Structure
(The exterior has been

Partitions
(These have been inspected
from floor level but furniture

covered, unexposed or not
readily accessible)

{Ceneral comment where
appropriate - no enquiries have
been made as these are the

inspected from ground and wall hangings have not 24 Thermal Insulation responsibility of your legal
level only} been moved) {An overall comment only is advisen)
made in connection with
8 Chimney Stacks, 17 Fireplaces, Flues and visible areas, but it may not be 33 Summary and
fFlashings and Soakers Chimney Breasts possible to verify information Recommendations
(As observed from the ground) (Normally flues to open given or the condition of the (The more impontant defects
fireplaces should he swept material) are reiterated with a note as to
9 Roofs-Exterior prior to occupation, It is not whether these defects are
(Roof slopes or flat areas which possible to indicate the Services normally found in property of
cannot be seen have been condition of flues or the (These have only been this type and age)
specifically excluded although presence of the flue liners. No inspected visually where they
altention has been drawn to assumption has been made as were accessible and tests have 34 v uation
their presence} 1o the practicality of using the not been applied. Standards (The surveyor will report on
chimneys) and adequacy of installations the open market value of the
Roof Spaces can only he ascertained as a property al the date of
(Internal roof voids have only 18 Floors result of a test by an inspection, taking into account
been inspcted where there are (The surface of all floors not appropriate specialist. A general its repair a/nd condition but
access hatches which are covered with fixed coverings comment only is made at Nos excluding carpets, curtains and
reasonably accessible. If this is has been inspected as far as 25 to 29 inclusive) other sales inducémenls)
not possible the Surveyor has practicable. Fixed floorboards
indicated. The presence of have not been lifted. WB: Fixed 25 Electricity 35 Limitations
thermal insulation will limit the coverings will not be lifted but
extent of inspection.) the Surveyor will, where 26 Gas
possible, lift accessible corners (If connected)
10 Parapets, Parapet sufficiently to identify the
Gutters, Valley Gutters nature of the finish beneath. 27 Cold water, Plumbing and
(A positive statement is made Ths surface areas of solid floor Sanitary Fittings
of unseen areas) construction will be inspected
as for timber floors) 28 Hot Water and
11 Gutters, Downpipes, Heating

Gullies where visible

(Unless it was raining at the
time of inspection it might not
be possible to state whether of
not the rainwater fittings are
watertight or properly aligned)

(Other than balanced flue
outlets internal heating
appliances normally require a
flue liner, but a visuat
inspection does not always
reveal that one has been fitted}
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APPENDIX 4.4
(referred to in paragraphs 3.60, 4.16, 4.37, 4.38, 4.41, 5.13 and 5.20)

Survey of surveyors by NOP Corporate and Financial

1. A survey of surveyors was carried out in September 1993 by NOP on behalf of the MMC. A
description of the survey and a summary of results of the survey is given bclow.

Research objectives

2. The main purpose of the study was to understand the agreements and practices in the making
or procuring of mortgage valuations, and the making of charges for such valuations, from the
viewpoint of the surveyors and valuers themselves.

3. The key objectives of the research were as follows:

— to collect information on the extent of the market accounted for by surveyors on lenders’
approved lists or panels or via a parent or associated company;

— to provide details of fees and fee scales used: independent versus lenders’ commissions; and of
different types of commissions undertaken; and

— to obtain a measure of the proportion of valuation and surveying business accounted for by
residential work.

4. Within this framework, the following subsidiary issues were also covered:

— issues associated with panel membership including rules governing membership of lenders’
approved lists/panels, conditions of membership, ease of access to panels, and whether
reciprocity is a consideration; and

— proportion of residential business sourcced by Ienders’ panels versus independent commissions.

Research method

3. A total of 886 interviews were conducted amongst the target market in the UK, ic England,
Scotland, Wales and Northern Ireland.

6. All interviewing was conducted by NOP Corporate & Financial’s in-house computer-assisted
tclephone interviewing (CATI) centre.,

7. The sample consisted of ‘surveyors who currently carry out, or have carried out within the last
year, surveys/valuations connected with purchases or prospective purchases or remortgages of
residential property’.

8. The views of all types of residential surveyor were established, with the exception of those
surveyors and valuers who are directly employed by, and work exclusively for, the parent organization.
In these cases, the survey was considered not to be relevant, since all of the business of such
companies would be closed to competition and they would not be ‘competing’ from day to day in the
market.

9. This exception aside, the sample was drawn to provide adequate representation of the views of
surveyors who fall into each of the different types of organization, ie sole practitioners, partnerships
and limited companies, On the assumption that virtually all relevant firms would be included, The
Business Data Base (Yellow Pages) was used as a sampling frame.
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10. All respondents were screened upon initial contact in order to ensure that they carried out
business relevant to the survey, and that they were of sufficient seniority to qualify for the sample, and
that their company fitted the conditions of the brief, as described above. Given the detailed nature
of some of the information being sought during the course of interview, only surveyors and valuers
who are currently involved in the provision of valuations and surveys were interviewed.

11. In order to ensure that a representative sample of the relevant catchment of surveyors was
achieved, quota controls were imposed on:

— geographical region (eight regions within England, Scotland, Wales and Northern Treland); and

~— company size (small, medium and large as classified by The Business Data Base).

12. Quotas were set in accordance with existing proportions within the total Yellow Pages
classification. A comparison of numbers of interviews obtained with quotas by size of establishment

and region is shown in Tables 1 and 2.

TABLE 1 Number of employees

Number
Quota interviewed
1-5 584 651
6-10 130 145
11-49 75 81
50+ 1 -2
Total 800 886
Source: NOP Survey.
TABLE 2 Geographical region
Number
Quota interviewed %
London 188 166 19
South-East 180 212 24
South-West 73 86 10
Wales 39 51 6
Midlands 127 137 15
North 130 150 17
Scotland 56 75 8
Northern lreland _7 9 _1
Total 800 886 100

Source: NOP Survey.

13. As can be seen from the above tables, three-quarters of those businesses interviewed had up
to five employees and 43 per cent were based in London and the South-East.

14. Interviews were conducted on a ‘per establishment’ base, that is, only one respondent was
contacted per site.

Project findings
Market structure

15. A high proportion of surveyors interviewed (86 per cent} represented a sole practice business
or were in a partnership. Only one in ten was a limited company. The business breakdown can be
seen in Table 3.
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TABLE 3 Market structure

Total sample
%

Type of business

Base (886)
Sole practice 44
Partnership 42
Limited company 13
Other 1

Source: NOP Survey.

16. Typically the number of branches of the company fell into single figures with nearly six out
of ten businesses offering surveying/valuation services having just one branch. However, 29 per cent
of limited companies had more than 50 branches. This can be seen in Table 4. Those belonging to
a limited company were far more likely to be a subsidiary, part of the same company or group, or
otherwise associated with another company than those in a sole practice or partnership. They also had
a far larger number of branches on average.

TABLE 4 Number of branches

per cent
Total Sole Limited
sample practice Partnership company

Base (886) (394) (370) {112)

1-5 85 100 87 36

6~10 5 - 8 9
11-50 6 - 5 26
50+ 4 - - 29
Mean 101 1.2 3.1 58.7

Source: NOP Survey.

17. The total value (in pounds sterling) of valuation and surveying business for both residential
and non-residential commissions within the latest year for which they had information available varied
enormously. For some companies this value was below £10,000, whilst others peaked at £500,000.
However, the average was just over £112,000 per annum, This is detailed in Table 5. As might be
expected, the value of valuation and surveying business increased with company size. Partnerships and
limited companies had significantly higher average annual turnovers of around £154,000 and £166,000
respectively than sole practitioners at about £60,000.

18. Turnover was higher among panel members at about £116,000 per annum than non-panel
members at £97,000 per annum.

19. The geographical region with the highest average value of business was Scotland with 19 per
cent of valuation and surveying turnover falling into the £150,000 to £500,000 range, compared against
8 per cent nationally. ‘

20. This reflects a different mix of business sizes with 19 per cent of respondents from Scotland
working in offices of more than ten employees as against an average of 9 per cent across the whole
of the UK.
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TABLE 5 Total annual valuation and surveying work for residential and non-residential commissions

% of businesses

Up to £10,000 10
£10,001-£25,000 11
£25,001-£50,000 18
£50,001-£100,000 18

£100,001-£150,000 8

£150,001-£500,001 8

£500,000+ 3

DK/NS 24

Mean (£) 112,170

Base 886

Source: NOP Survey.

21. Amongst those interviewed, only one in five was associated with another financial institution
or property agency. Of those associated, over two-thirds were with estate agents. The tendency to be
associated rose with turnover and number of cmployees.

TABLE 6 Whether business is a subsidiary, part of the same company or group or associated with other

businesses
per cent
Type of business
Sole Limited
Total  practice  Partnership  company
Not associated 82 92 86 36
Associated with estate
agent 12 6 13 33
Associated with other
companies
Mortgage lender 4 1 1 26
Other financial institutions 3 1 1 18
Cther companies 2 2 1 10 .

Base: 886

Source: NOP Survey.

22. Respondents were asked whether they carried out HBRs, full SSYs, including or excluding
valuations, and mortgage valuations on their own. Results of their replies are shown in Table 7.

TABLE 7 Type of residential survey work conducted
per cent
Type of business

Sole Limited
Total practice  Partnership  company

Mortgage valuations on

their own 87 82 82 86
HBR 90 a7 91 83
Full $8Ys including/

excluding valuations 83 82 82 93

Base: All respondents (886)

Source: NOP Survey.

23, Limited companies were more active in all areas than sole practitioners and partnerships. More
panel members conducted HBRs (94 per cent) than non-panel members (68 per cent); the same was
true for mortgage valuations on their own; 97 per cent of panel members carried these out, compared
with only 43 per cent of non-pancl members. Activities in all areas rose with turnover.
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Lenders panels and approved lists

Membership of panels/lists

24. A very high proportion, over 80 per cent, of those interviewed stated that they were on a
lender’s panel or approved list. This was particularly true amongst partnerships and limited companies,
where nine out of ten respondents’ companics were on a panel/list.

25. Although two-thirds of surveyors were on up to ten panels or lists the average of 18 per
surveyor was a little higher due to 49 respondents (7 per cent) claiming to be on over 50 panels/lists.
Those on the most panels/lists tended to be limited companies and those with more employees,

TABLE 8 Membership of panels

Numbers of lenders’ Number of lenders’

panels of which a panels regularly do
member business with
1-20 63 81
11-20 16 10
20+ 20 7
DK/NS 1 3
Average number of panels 184 9.2

Base: 725

Source: NOP Survey.

26. On average, residential work commissioned via a pancl/list or via a parent or associated
company represented 41 per cent of the total residential work conducted. Those companies on panels
or lists, however, receive half their work via this route, on average. Proportions of residential work
commissioned via a panel/list tended to rise with turnovers and number of employees.

TABLE 9 Proportion of residential work commissioned via membership of a panel or list or via a parent or
associated company

per cent
Proportion of
residential work 886 respondents
0 19
1-10 13
11-25 11
26-50 18
51-75 17
76-100 19
DK/NS 5
Mean 41

Source: NOP Survey.

27. Limited companies {59.8 per cent) and companies with over 50 employees (61.6 per cent)
acquired the highest proportion of their residential work from this source.

28. In terms of the actual volume of residential work received via panels/lists, 43 per cent of
respondents’ companics estimated that they had received 200 or more instructions a year. Table 10
shows that limited companies received the greatest number of instructions (1,034) on average during
a year. The figurc also increascd with turnover from an average of 63 instructions at the bottom end
of the scale (companics with an annual turnover of up to £10,000) to 2,860 instructions received by
companies with an annual turnover of £550,000 and above,
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TABLE 10 Number of instructions received for residential work via a lenders’ panel or approved list within last

year
per cent
Sole Limited
Total practice Partnership cornpany
1-50 28 42 22 2]
51-200 28 34 28 11
201-500 21 19 23 22
500+ 22 4 24 58
DK/NS 2 1 3 1
Mean number of
instructions 448 175 4760 1,034

Base; 725

Source: NOP Survey.

29. Residential instructions commissioned via a panel/list and which were mortgage valuations on
their own typically represented two-thirds of the total number of instructions received. This tended
to be the case for all business types and sizes.

30. The majority of businesses recognized that over the last 12 months the proportion of
residential work commissioned via a panel/list had decreased. Only 16 per cent stated that this
proportion had increased within the last year. This can be seen in Table 11. Limited companies and
surveyors with higher turnovers felt that the proportion of instructions from this source had increased
to a greater extent compared with other categories.

TABLE 11 Proportion of instructions from panels/lists compared with previous 12 months

Total
More 16
Same 19
Less 62
DK/NS 3

Base: 725

Source: NOP Survey.

New business leads

31. The majority of surveyors who are on lenders’ panels or approved lists said that they do not
provide new business instructions to the lenders with whom they are on a panel. In fact, only a quarter
of those interviewed said that they provided new business leads to a lender with whom they were on
a pancl/list. Of these, 80 per cent provided up to ten new contacts in a single year.

32. Even though three-quarters of respondents on panels/lists said that they were not under any
obligation to provided new business introductions to the lenders with whom they were on a panel or
list, over half said that they were aware of other lenders where the provision of such introductions was
expected in order to obtain valuation work.

33. When asked how many lenders with such requirements they were aware of, the average figure
quoted was 14,

34. Amongst those surveyors on pancls providing new business introductions to lenders (185
respondents in total), only half (89 respondents) considered the provision of new business contacts
to be a condition for inclusion on the pancls or approved lists on which they featured.
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35. However, three-quarters of this latter sub-group (68 respondents) said that they had experi-
enced a reduction in the number of instructions received in the last year as a result of not being able
to provide ncw business introductions,

36. On average up to five instructions from lenders had been lost in the last year due to failure
to provide new business leads.

‘Lost’ residential survey work

37. Many surveyors had experienced loss of survey work from clients who were prepared to sclect
them, but werce unable to since the surveyor was not included on an appropriate panel or list.

38. Although 16 per cent of surveyors reported no lost work during last year, over 50 per cent said
that they had lost up to 25 lender instructions within the same time period.

39. Limited companies appear to be twice as likely to lose business in this way when compared
with sole practices. Panel members said that on average they had lost 45 instructions from not being
on the appropriate panel, whereas non-panel members said that they had lost, on average, 12
instructions. (Sec Table 12 for further details on survey work lost due to not being on appropriate
panel/list.)

TABLE 12 Number of instances over last year when survey work lost due to not being on appropriate panel/list

per cent
Type of business

Sole Other Limited

Total practice partnership company
None 186 12 17 29
1-25 53 61 47 46
26-50 15 12 18 15
51-100 6 6 6 4
101-200 3 3 5 1
200+ 2 2 3 1
DK/NS 4 4 4 4
Average instructions lost 39 28 45 62
Base: 886 394 370 112

Source: NOP Survey.

Fees and fee scales for residential surveying work

40. Amongst those surveyors interviewed, the majority had a set list of charges for independent
non-panel mortgage valuation work, one-third did not have a fixed fee whilst just under 10 per cent
did not conduct independent mortgage valuation work. The term ‘independent’ work refers, in this
context, to work which is commissioned with surveyors independently and not through mcmbership
of a panel or list or via a parent or associated company.

41. The average fees for independent mortgage valuation work are detailed in Table 13.

42. Approximately one-third of surveyors rigidly followed their sct fee scale for independent work,
whilst the remaining two-thirds used their fee scales as a basis for negotiation of charges. No clear
pattern about attitudes to charging relating to business type and size of company emerged.
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TABLE 13 Average fees at particular property value levels

£
Average surveyors’ Average surveyors’
charge with set charge without set
Property value fees policy fees policy
£ (inc VAT) {inc VAT)
25,000 86 88
50,000 99 107
75,000 119 126
100,000 136 151

Base: 725

Source: NOP Survey.

It can be seen that a slightly higher charge is made on average by surveyors not using their own set
fee scale.

43. Table 14 shows the extent to which quotations varied among thosc with set fee policics, at
particular property values. By comparing the distributions of fce quotations in this table with the
averages (means) in Table 13, it can be seen that the distributions are skewed with more than half
of the businesses with set fee policies quoting figures significantly below the average.

44. Amongst those surveyors who were willing to negotiate their fees for residential valuation
works, just under two-thirds gave up to a 10 per cent reduction in their costs. Fee reductions of more
than 25 per cent were exceptionally rare. This can be seen in Table 15.
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TABLE 15 Average fee reduction
% reduction in valuation work fees

Type of business

Total of Sole Limited
respondents practice  Partnership company

1-10 63 61 63 866
11-20 17 18 18 11
21-25 4 5 4 4
25+ 2 1 3 2
Increased rather

than decreased 7 7 6 9
DK/NS 7 8 6 8

Base. 337

Source: NOP Survey.

Comparison of fees for independent commission and commissions via panels/lists
45. We collected 1,920 observations of pancl-related work and 2,448 observations of independent

work, cach based on the last three commissions of respondents to the survey. The percentage of
surveyors in each fee range is shown in Table 16.

TABLE 16 Comparison of fees for independent work and via a panel/list

Fee % panel/list % independent

£1-£75 17 7
£76-£100 30 12
£101-£150 23 12
£151-£200 8 12
£201-£500 20 50
£500+ 2 9
Mean 154 313
Base 1,920 2,296

Source: NOP Survey.

Note: Average fees tended to increase with turnover for both panel and independent sources.

Comparison of lenders’ panels/lists commissions versus independent commissions
46. On analysis of the types of commission conducted by surveyors it can be readily secn, as shown

in Table 17, that approximately two-thirds of commissions via a panel/list are mortgage valuation on
their own compared with only 16 to 19 per cent for independent commissions.
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TABLE 17 Types of commission

independent
Panel/list commission
% %

House Buyers Report including valuation 12 25
House Buyers Report excluding valuation * 5
Flat Buyers Report including valuation 1 3
Flat Buyers Report excluding valuation * 1
Full S8Y including valuation 4 12
Full 8SY excluding valuation 1 15
Mortgage Valuation on its own 68 17
Other valuation 8 13
Other 5 8
Base 1,985 2,448

Source: NOP Survey.

*Less than 0.5 per cent.

47. Table 18 details the type of commissions conducted by surveyors by property type, both
through panel/lists and independent commissions.

TABLE 18 Comparison of property type—panel commissions verses independent commissions

Independent
Via panel/list commission
% %

Detached house 28 34
Semi-detached house 28 24
Terraced/town house 25 18
Purpose-buiit flat 8 7
Converted flat/bedsitter 5 4
Other 7 12
Base 1,983 2,448

Source: NOP Survey.

48. Table 19 shows that work commissioned independently includes a higher proportion of
properties in the higher value ranges than panel/list commissioned work.

TABLE 19 Comparison of property values between independent commissions and work via panels/lists

Value of property

Independent
Via panel/list commission
% %

Up to £25,000 3 2
£25,00-£150,000 32 23
£50,001-£75,000 29 26
£75,001-100,000 14 16
More than £100,000 22 32
Base 1,927 2,296

Source: NOP Survey,
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TABLE 20 Proportion of valuation and surveying business accounted for by residential work

Proportion of valuation and Percentage
surveying which is residential of firms
% %
Up to 25 15
26-50 14
51-75 19
76-90 27
91-100 21
DK/NS 4
Base 886

Source: NOP Survey.

49. As Table 20 shows, the proportion of valuation and surveying business accounted for by
residential work varied considerably across all firms in the survey. The average for the 886
respondents was 67 per cent. The proportion of residential work tended to be lower the larger the
total amount of valuation and surveying work carried out by the firm.

50. When analysed by business type the highest proportion of residential survey work occurred
within limited companies (71 per cent).

Summary
51. The main findings of the NOP survey may be summarized as foliows:

— 886 surveyors were interviewed, of whom 44 per cent were sole practitioners; 42 per cent were
in partnerships and the remaining 13 per cent worked for a limited company.

— Typically, companies averaged ten branches with annual turnovers for valuation and surveying
work ranging from under £10,000 to more than £0.5 million.

— Four-fifths of those interviewed belonged to one or more lender’s panels or approved lists.
Respondents were, on average, members of 18 different panels or lists,. However, in the course
of the last year, commissions were rarely derived from more than ten different pancls or lists.

— Work commissioned via a panel or list typically represented two-fifths of the total residential
work conducted; for ‘associated” companies, however, this proportion increases to three-fifths.

— On average a company on panels or lists will receive 450 instructions for residential work during
a year. The range extended from sole practitioners averaging 175 to limited companies averaging
1,030 per annum. Nearly two-thirds of respondents, however, claimed that the number of instruc-
tions received via panels/lists had decrcased during the last year.

— 26 per cent of respondents said that they passed on new business leads to lenders with whom
they were on a panel.

— 80 per cent of the sample interviewed said that they had lost residential survey work on the
grounds of not being included on an appropriate panel or list. The range of responses to this
question cxtended from 86 per cent of sole practitioners down to 67 per cent of limited
companies saying that they had lost work on this condition.

— Two-thirds of the work commissioned via a panel or list consisted of mortgage valuations alone.

chspondents working for companies which were either a subsidiary, part of the same company or otherwise associated
by ownership with an estate agent, a mortgage lender, any other financial institutions or any other company.
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APPENDIX 4.5
(referred to in paragraphs 4.9, 4.17, 5.11, 5.14 and 5.30)

Abbey National leaflet on valuation services

THE FACTS ABOUT VALUATION SERVICES

Whichever mortgage you choose, you and
Abbey National will need certain information
about the home you want to buy.

VALUATION FOR MORTGAGE PURPOSES

Before we can lend on a property, at least a
Valuation for Mortgage Purposes must be
carried out. This valnation report is designed
specifically for Abbey National and is required
so that we can decide if the property is a suit-
able security for the loan you require. Although
you will receive a copy of the report, you should
not rely on it for the purpose of deciding
whether or not to purchase the property. The
valuation is based on limited inspection and is
neither a structural survey nor a condition
report. Defects which a more detailed inspection
should reveal may not be discovered or com-
mented wpon,

You are advised to consider (with your legal
advisor) the merits of a more detailed report.
Abbey National offers two oplions.

1. REPORT ON CONDITION AND VALUATION

@ This report offers you specific advice based
on a more detailed inspection than that made
for a Valuation for Mortgage Purposes.

® The report gives you general information on
the state of repair and condition of the prop-
erty. Howcever, it will not include arecas which
are not easily accessible, eg floor covered by
fitted carpets or parts of the roof which can’t
be seen.

¢ If the valuer notices major defects he will
give you an opinion about their cause, and
recommend an appropriate course of action.

¢ The valuer will give you an opinion about the
current market value of the property, and the
prospects of selling it in the future.

# The report is also used by Abbey National to
decide whether your property is suitable
security for the loan you want.

& If you have this report you won’t have to pay
for a Valuation for Mortgage Purposes.

® The conditions of engagement and limitations
are given in the report and at the end of this
factsheet.

2. STRUCTURAL SURVEY REPORT AND VALUATION FOR
MORTGAGE PURPOSES

This service consists of two documents:
1. A Structural Survey based on a detailed
and lengthy examination of the property.

2. A Valuation for Mortgage Purposes.

The Structural Survey will be a detailed and
lengthy examination of the property tailored to
your requirements and can include tests of
drains and services. It is particularly useful for
purchasers of older properties or those pro-
posing extensions or alterations. The fee for a
structural survey (which generally will reflect
factors such as age, size and type of property)
is additional to the fee for the Valuation for
Mortgage Purposes and will be agreed
between you and the valuer.

Whichever valuation service you choose, it
will be carried out by a qualified surveyor/
valuer either employed by Abbey National or
a firm on its approved panel (at Abbey
National’s sole discretion).

RE-INSPECTION

Sometimes Abbey National will retain part
or all of a mortgage advance until outstanding
works recommended by the valuer are com-
pleted.

In this casc, the valuer may have to make a
re-inspection, to advise Abbey National on
whether to release the money. If a re-inspec-
tion is necessary {or the release of a retention,
the valuer will only be concerned with the
work specified in the original valuation
report.*

It is the applicant’s responsibility to ensure
that the work has been properly completed,
and meets all the correct standards.

The minimum fee for re-inspection is £50.

*This will not apply when the re-inspection is of a ncwly built property.



VALUATION SERVICES—WHAT YOU SHOULD
EXPECT TO PAY

How much you pay for your valuation depends
on the purchase price of the property as well as

the type of valuation you want.

PURCHASE PRICE VALUATION REPORT ON
NOT EXCEEDING* FOR MORTGAGE CONDITION AND
PURPOSES VALUATION
£ £ £
50,000 140.00 260.00
100,000 175.00 335.00
150,000 215.00 395.00
200,000 250.00 450.00
250,000 285.00 510.00
300,000 320.00 570.00
Qver 300,000 On Application  On Application

*Where the purchase price is a concessionary or
reduced figure for example, when purchasing your

council home, the fee will be based on the valuation.

Valuation fees as shown in this Factsheet are
payable when you apply for a mortgage and
include a mortgage set up fee of £50.

If you decide to have a Structural Survey,
Abbey National will collect a fee only for the
Valuation for Mortgage Purposes and the
valuer will negotiate with you a separate fee
for the Structural Survey.

MORE HELP AND ADVICE?

The Factshect gives only a brief description
of Valuation Services. One of our Abbey
National Personal Financial Advisors wiil talk
you through all the different types of valu-
ations at your mortgage interview.

REPORT ON CONDITION & VALUATION

CONDITIONS OF ENGAGEMENT AND LIMITATIONS

These terms will apply between you and the Surveyor,

Abbey National’s responsibility is only to obtain the
Repart on your behalf.

The report gives an opinion on the property and
advice generally on condition and marketability,
The report is for your own use and also will be used
by Abbey National. However, no responsibility will
be accepted in relation to other persons seeing the
report who rely upon it at their own risk.

The surveyor inspects and investigates in whatever
way is appropriate and possible in his or her pro-
fessional judgement, bearing in mind the agreed
limitations of the inspection. The rest of these notes
explain what this means.

To provide an opinion on the condition of the prop-
erty, the surveyor inspects as much of the surface
areas as reasonably possible. The surveyor is not
cbliged to raise the floorboards and coverings or to
inspect or report upen those areas of the property
that are covered, unexposed or inaccessible. This
would exclude the roof space (if there is no suitable
roof hatch) and the outer surfaces of the roof (if they
cannot be readily seen). Where practicable ladders
will be used to inspect areas up to 10 feet/3 metres
above ground fevel which are otherwise inaccess-
ible.

The surveyor advises whether the price for the
property is reasonable, taking into account the
repair and condition of the property and market
conditions generally. The report does not express an
opinion about, or advice upon, the condition of the
uninspected parts. You should not take it as an
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1.

12.

implied representation or statement about such
parts.

The surveyor relies upon information contained in
the inspection instruction about tenure, tenancies
and other relevant matters. When information is
taken from other sources these sources are
recorded in the report.

The surveyor does not carry out a structural survey
or inspect woodwork and other parts of the struc-
ture which are covered, unexposed, or inaccess-
ible, and therefore, is unable to report on the
condition of any such part of the property.

The surveyor only makes visual inspection and
does not comment on the adequacy, safety or
efficiency of the services (including the heating
system). Services and appliances are not tested
and the surveyor is not responsible for arranging
for tests. The surveyor does not inspect chimney
flues and therefore cannot comment on their
condition or adequacy.

The surveyor does not comment on the compli-
ance or otherwise with Public Utility Company
requirements or regulations.

. Only significant defects to boundary fences, walls,

retaining walls, paths and drives will be reported.
The surveyor will only comment on trees likely to
affect the property.

The surveyor relies on personal knowledge to
comment an Building Regulations, Town Planning,
etc. Your solicitor should subsequently advise of
any adverse comments arising from local
searches.

In relation to purpose-built and converted flats/
maisonettes, only the unit is reported upon.
General comment will be made on common parts
and services.



13.

14.

Individual and communal swimming pgols, tennis
courts, jetties and other shared amenities are
excluded from this inspection and report other than
in regard to ‘Marketability’ in Section 39 of the
report. Only those main outbuildings (as determined
by the surveyor) as detailed in Section 32(a) are
included within the scope of this report. Comments
on defects will be restricted to those of a significant
nature.

In making the repont, the following assumptions are

made:

(a) that no high alumina cement, concrete or
calcium chloride additive or other deleterious
material was used in the construction of the
property.
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{b) that the property is not subject to any

{©

@)

unusual or especially onerous restrictions,
encumberances or outgoings and that good
title can be shown.

that the property and its value are unaffected
by any matters which would be revealed by
a local Search and Replies to the Usual
Enquiries, or by any Statutory Notice and
that neither the property, nor its condition,
nor its use, nor its intended use, is or will be
unlawfuf.

that inspection of those parts which have not
been inspected would neither reveal signifi-
cant defects nor cause the surveyor to alter
materially the valuation.
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SHORTENED LENDERS QUESTIONNAIRE

PLEASE CIRCLE THE APPROPRIATE ANSWER

Detailed answers can be attached as Annexes

Q.1

Q.2

Q.3.

Q.4.

Q5.

Does your organisation have its own valuation and surveying arms for the residential
property market (in-house and/or staff in associated companies)? YES/NO

If YES, plcase give their names.

..................................................................

Pleasc give the approximate numbcer and value of valuations carried on on your behalf in
1992 (where value is that paid by the borrower).

Number

Value

(a)  Please give the number of surveyors you employed in-house (for the purpose of
valuations)

(b)  Please give the number of surveyors employed in your associated
companics (for the purposc of valuations)

What is the approximate proportions of your valuations in 1992 that were carricd out by:
your in-house staff

staff in your associated companies

vour panel or surveyors regularly used by you

non-panel

(a)  Have the above proportions changed since the beginning of 1988? YES/NO
(b)  Please indicate the broad changes.

..................................................................

..................................................................

..................................................................

..................................................................



Q.6. (@)  Are the above proportions likely to change in the immediate future? YES/NO
(b)  Please indicate the likely broad changes.

..................................................................

..................................................................

..................................................................

Q.7. (¢) Do you use a panel of surveyors for valuation work? YES/NO
(b}  If YES, give approximate number of firms on your panel

Q.a. fa) Do you use a selected group of surveyors for valuation work? YES/NO
(b)  IfYES, give approximate number of firms you use.

Q.9. If NO to Q.7(a) and Q.8(a), how do you determine the surveyors to carry out your work?

..................................................................
..................................................................

Q.10. {a) Do you expect the surveyors on your panel or regularly used by you to introduce

business to you? YES/NO
{b) Do you expect surveyors who reccive valuation instructions from you to introduce
business to you? YES/NO
Q.11 Have you reduced the panel or selected group of surveyors you use within the last five
years?
_ YES/NO
If YES, please explain the criteria used and scale of reduction.
Q.12. Do you charge borrowers for valuations done? YES/NO
Q.13. Do you employ a national scale of charges to borrowers? YES/NO

If NO, please explain how charges are set?

..................................................................

..................................................................

If YES, please provide existing scale showing their start date.
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Q.14.

Q.15.

Q.16.

Q.17.

Q.18.

Is the charge collected from the borrower the same as the fce paid to the surveyor?
YES/NO

If NO, pleasc give details of the purpose and size of the deductions.

..................................................................

..................................................................

Do you also collect an administration fee from borrowers at the same time as you collect
the valuation charge? YES/NO

If YES, please provide existing fees showing their start datc.
If YES, do these charges cover costs other than those associated with the valuation?

If NO, please describe how you cover the costs of handling the mortgage application.

..................................................................

..................................................................

Do you have a national scale of valuation fees paid to surveyors? YES/NO

If NO, please explain how fces are determined.

..................................................................

If YES, please provide your existing scale showing its start date.
Arc the fees paid to surveyors contractually negotiated with the surveyors? YES/NO

If YES, pleasc describe the process.

..................................................................

Do you ever refund (in part or in full) valuation fees to borrowers? YES/NO

If YES, pleasc explain in what circumstances and whether {ull or partial.

..................................................................
..................................................................

..................................................................
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Q.19.

Q.20.

Q.21

Q.22.

Q.23.

Do you insist on nominating the particular surveyor to be used for a valuation? YES/NO

If NO, plcase explain how the valucr is selected and give the approximate proportion of
valuations where you do not insist on nominating the surveyor,

..................................................................
..................................................................

..................................................................

Approximate proportion

Do you allow the borrower any choice of surveyor when he opts to have a housebuyer
report which includes a mortgage valuation acceptable to you? YES/NO

If YES, please describe the circumstances under which you allow the borrower a choice and
state how frequently you allow such a choice.

Do you allow the borrower any choice of surveyor when he opts to have a structural survey
including a mortgage valuation acceptable to you? YES/NO

If YES, please describe the circumstances under which you allow the borrower a choice and
statc how frequently you allow such a choice.

Do you ever accept a valuation contained in a housebuyer’s report or structural survey
which was carried out before the borrower approached you? YES/NO

If YES, please describe the circumstances under which you would accept such a valuation
and state how frequently you accept them.

..................................................................
..................................................................

..................................................................

Do you ever accept a valuation contained in a housebuyer’s report or structural survey
where the borrower has decided upon the surveyor he/she wants to use but where the
valuation has not been carried out before the borrower approached you? YES/NO

If YES, please describe the circumstances under which you would accept such a valuation
and state how frequently you accept them.

..................................................................
..................................................................



Q.24.

Q.25.

Q.26.

Q.27.

Q.28.

When considering a mortgage application do you make the borrower aware of any
relationship between you and the surveyor that it is proposed is used for the morigage
valuation or more detailed survey? YES/NO

If YES, please describe how.

Do you reveal to the borrower when an in-house surveyor is to be used and when a panel
surveyor is to be used? YES/NO

When considering a mortgage application do you make the borrower aware of the options
of a housebuyer report or structural survey? YES/NO

If YES, please describe (you may enclose any relevant literature).

When considering a mortgage application do you fully disclose to the borrower the nature
and amount of any valuation charge and administration fec? YES/NO

If YES, please describe (you may enclose any relevant literature),

..................................................................
..................................................................

..................................................................

Arc there any other observations relevant to this inquiry on valuation services that you
would like to offer?
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APPENDIX 4.7

(referred to in paragraphs 4.21, 5.9 and 5.14)

The practices of other mortgage lenders with regard to valuations

Lender

AIB Bank plc

Allchurches Mortgage Company Ltd
Allied Dunbar Mortgages Ltd
Associates Capital Corporation Ltd
Banque Paribas {London Branch)
Barnsley Building Society

Bath Investment & Building
Society

Beverley Building Society
Birmingham Midshires Building
Society

Cambridge Building Society
Capital Home Loans Ltd

Chelsea Building Society
Chesham Building Society
Cheshire Building Society

The Chorley & District Building
Society

City & Metropolitan Building
Society

Clay Cross Benefit Building
Society

The Colonial Mutual Life Assurance
Society Ltd

Confederation Bank Ltd
Co-operative Insurance Society Ltd
Coutts Finance Co

Coventry Building Society

Credit Agricole Personal

Finance plc

Credit Lyonnais

Darlington Building Society
Derbyshire Building Society
Dudley Building Society
Framework Homeloans

Furness Building Society
Gainsberough Building Society
Greenwich Building Society
Hanley Economic Building Society
Harpenden Building Society
HFC Bank plc

Hinckley & Rugby Building Society
Holmesdale Building Society
llkeston Permanent Building Society
Ipswich Building Society

Irish Permanent Building Society
Kleinwort Benson Private Bank
Lambeth Building Society

Leeds & Holbeck Building Society
Leek United Building Society
Legal & General Mortgage Services
Lid

Lloyds Bowmaker Finance Ltd
London & Manchester {Mortgages)
Ltd

Londonderry Provident Building
Society

Loughborough Building Society
Manchester Building Society
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Question

Lender 1 2 3 4 5 6 7 8 g 10 11 12 13
The Mansfield Building Society Y N NA Y Y Y Y Y N N N/A Y
Market Harborough Building Society ¥ N N/A - Y Y Y Y N Y N N
Marsden Building Society Y Y Y Y - Y Y Y Y Y N Y
Melton Mowbray Building Society Y N NA Y Y Y Y Y N Y N Y
Monmouthshire Building Society Y N NA N Y Y Y Y Y N N Y
The Mortgage Business plc Y N NA Y N Y Y Y N Y N Y
Mortgage Services Ltd Y Y N Y - Y Y Y - - - Y
Mortgage Trust Ltd Y N N Y N Y Y Y Y Y Y Y
National Counties Building Society Y ¥ Y Y N Y Y Y N N N/A Y
National Mutual Life Assurance
Society Y N NA N Y Y Y Y N N NA Y
Newbury Building Society Y Y Y Y Y Y Y Y N Y Y Y
Newcastle Building Society Y Y Y Y Y Y Y Y N Y Y Y
North of England Building Society Y Y Y Y Y Y Y Y N Y Y Y
Norwich & Peterborough Building
Society Y Y Y Y N Y Y Y Y N Y Y
Nottingham Buiiding Society Y Y Y N Y Y Y Y Y N Y
Nottingham Imperial Building
Society Y Y Y N N Y Y N N Y N N
Penrith Building Society Y N NA N Y Y Y N N N N/A N
Portman Building Society Y Y Y Y Y Y Y ¥ N Y Y Y
Principality Building Society Y Y Y Y N Y Y Y Y N N Y
Progressive Building Society Y Y N Y Y Y Y N Y N N N
Royal London Homebuy Ltd Y N NA Y Y Y Y Y N N NA Y
Saffron Walden Herts & Essex
Building Society Y N NA Y N Y Y Y N N N/A Y
Scarborough Building Society Y N NA Y Y Y Y Y N Y Y Y
Shepshed Building Society Y N NA N Y Y Y Y N N . N/A Y
Skipton Building Society Y N N/A Y N Y Y Y N Y N Y
The Stafford Railway Building
Society Y N NA N Y Y N Y N N NA Y
Staffordshire Building Society Y N NA Y Y Y Y Y Y N Y Y
The Standard Building Society Y N NA Y Y Y Y Y N Y N Y
Stroud & Swindon Buiiding Society Y Y Y Y Y Y Y Y N Y Y Y
Sun Life Assurance Society ple Y N NA Y N Y Y Y Y N N Y
Sun Life of Canada Home Loans td ¥ N N/A Y N Y Y Y Y N N Y
Swansea Building Society Y N NA N Y Y Y N N Y N N
Teachers' Building Society Y N NA N Y Y Y Y N N N/A Y
Tynemouth Building Society Y N N/A Y Y Y Y N Y N N N
The United Bank of Kuwait plc Y N NA Y N Y Y Y N Y Y Y
United Friendly Insurance plc Y N NA Y N Y Y Y N N N/A Y
Universal Building Society Y N NA Y Y Y Y Y N Y Y Y
Vernon Building Society Y N NA Y Y Y Y Y N Y Y Y
Wesleyan Home Loans Ltd Y N NA Y Y Y Y Y N N N/A Y
West Cumbria Building Society Y N NA Y Y Y Y N N N N/A N
Western Trust & Savings Ltd Y N NA Y N Y Y Y Y N N Y

Key:
1. Do you lend money on the security of residential property?
2. Do you or an associated company employ staff to carry out valuations of residential property for morigage
purposes?
. It so, do you give them priority in carrying out valuations for you?
. Do you use a ‘panel’ or other selected group of surveyors?
. Do you accept mortgage valuations from any valuer you regard as competent?
. This question sought information on how lenders assess competence (and cannot be summarised in this form
for the purposes of the table).
7. Do you require the prospective borrower to pay for a mortgage valuation?
8. If so, do you require the borrower to do so before he or she is granted a mortgage?
9. Do you have a set National scale of fees charged to borrowers for valuations?
10. Does your charge to the borrower contain an administrative charge for arranging the valuation?
11. Does your charge to the borrower contain charges for other services than arranging the valuation?
12. Are these charges separately identified to the borrower?
13. Do you have a set Naticnal scale of fees you pay to external valuers for residential mortgage valuations?

oMb

Source; MMC.
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Notes:
1. Q9 and Q13: the following lenders employ a fee scale in their local area of operation:

Chesham Building Society
Darlington Building Society

lIkeston Permanent Building Society
Leek United Building Society
Nottingham Imperial Building Society
Progressive Building Society
Swansea Building Society
Tynemouth Building Society

West Cumbria Building Society

2. Q5: the following lenders qualify their acceptance of non-panel valuers in one of the following ways: either in
regard to circumstances, eg by not accepting an already prepared valuation or nomination by borrower, or considering
each case on its merits; or the criteria for acceptance are more than general requirements of RICS/ISVA qualification,
experience, local knowiedge and professional indemnity cover, eg that they have to be formally accepted 1o the panel
or that there must be a minimum of two partners in the firm:

Banque Paribas

Birmingham Midshires Building Society
Cambridge Building Society

Capital Home Loans

Chelsea Building Society

The Chorley & District Building Society
City & Metropolitan Building Society
Confederation Bank Lid

Coutts Finance Co

Credit Agricole Personal Finance pic
Derbyshire Building Society
Greenwich Building Society
Harpenden Building Society
Holmesdale Building Society

likeston Permanent Building Society
Lloyds Bowmaker Finance Ltd
Manchester Building Society

Marsden Building Society

Melton Mowbray Building Society
National Mutual Life Assurance Society
Newcastle Building Society

Newbury Building Society

Penrith Building Society

Portman Buiiding Society

Progressive Building Society

Royal London Homebuy Lid

The Standard Building Society

Stroud & Swindon Building Society
Universal Building Society
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APPENDIX 4.8
(referred to in paragraph 4.22)

BSA Circular No 2274

8th June 1979

SIMULTANEQUS STRUCTURAL SURVEY AND VALUATION PROCEDURE

Introduction

1. It is already not unknown for a structural survey and a building society valuation of a property
offered as security to be carried out simultaneously by one person who is acceptable for the relevant
purpose both to the applicant for the mortgage and to the society. The object of such a combined
exercise is of course to save expense to the applicant who wants a structural survey because in many
cases there will be only one visit to the property instead of two.

2. The possibility of such a combined exercise is perhaps not so well known as it might be and the
Office of Fair Trading is very keen that this facility should be generally available to applicants and that
applicants should be made aware of this. The Office has expressed concern to the Council at the
possibility that some societies may refuse to accede to requests by applicants, for arrangements to be
made for such a combined exercise.

3. The term ‘structural survey’ is used in this Circular to denote both a full structural survey and a
survey (as distinct from a building socicty valuation) which is rather less than a full structural one.

Recommendation of the Council

4. After a full consideration of all facets of this matter and a full discussion of them with the Office
the Council now recommends that—

(a)  a society should be willing to consider making appropriate arrangements on receiving a
request from an applicant that the valuer who will carry out the valuation for the society
should carry out a structural survey for the applicant, and

(b)  a society should be willing to consider, subject to the right of refusal, having a valuation
carried out by the surveyor from whom the applicant wishes to commission a structural
survey.

Comments en Recommendation (a)

5. The difficulty here is of course that the valuer normally employed by the society may not be
competent to do a structural survey or, if he is competent, he may not be willing to do such a survey
for reasons which societies will readily appreciate. In these circumstances the Council is asking
societies to be ready to consider making other arrangements for the valuation, subject naturally to
meeting the overriding obligation of their dircetors to comply with section 25 of the Building Societies
Act 1962. Where the society agrees to its valuer being used for a structural survey it will no doubt
bear in mind the possibility that it may be accepting a measure of responsibility for the competence
of the valuer in carrying out any aspect of his work, be it the structural survey or of course the
valuation which is taken for the society’s use. Accordingly, the society may wish to consider whether
it should state in writing that it cannot accept any responsibility.

6. As a society’s valuation is a much less involved document than a purchaser’s structural survey it is
essential for the surveyor to ascertain at the outsct what the purchaser requires and for the purchaser
to know what the surveyor can give him for whatever amount the purchaser is prepared to pay.
Consequently, the surveyor must see or speak to the purchaser personally and agree what shall be
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done—the scope of the structural survey required by the applicant is not the concern of the society.
{The Association understands that the Royal Institution of Chartered Surveyors strongly advises its
members who intend to carry out a structural survey to agree with purchasers, before they carry out
the work, the terms on which they are accepting instructions and to confirm these in writing as socon
as reasonably practicable.) In their dialogue the purchaser and the surveyor will fix the fee (including
attendant costs) for the structural survey (there being no scale of fees for structural surveys) and
payment will in due course be made direct. The recommended scale of charges for valuation services
is set out in Appendix I to Circular No. 1833 and any reduction stemming from the combined excrcise
will be in the structural survey element of the total fee.

7. As regards structural surveys for applicants being carried out by staff valuers, a society will have
to consider, even where the staff valuer has the necessary experience, whether, in the light of his terms
of employment and that society’s general policy, it wishes its staff to undertake work for third parties
which may involve the society or its staff in liability for negligence.

Comments on Recommendation ()

8, If the applicant wishes to use a surveyor of his own and wants the society therefore to use this
surveyor for its valuation, the Council asks the society to consider the case on its merits. Doubtless,
the society will do its best to agree but, if after careful consideration it comes to the conclusion that
the surveyor so suggested does not measure up to the requircments of scction 25 cither generally or
in respect of the particular property in contemplation or indeed because he is in any other way a
person who is not able to meet the society’s requirements, it will have no option but to decline him,
The Office appreciates that because of section 25 the society must have the last word on this matter,
hence the reference to the right of refusal in the recommendation.

9. The Office also appreciates that, if the surveyor proffered by the applicant is not known to the
society, checking of his suitability to perform the valuation, however quickly this is carried out, must
cause some delay which may result in the applicant losing the house. It scems to the Council that, if
delay may occur while enquiries are made and a decision is taken, the socicty should at least bear in
mind the necd to warn the applicant thercof. This is particularly important in Scotland where the bids
have to be in by a certain day. A structural survey will in any event take longer than a valuation.

General

10. Under the combined procedure the surveyor completes the:society’s valuation report form in the
normal way and a structural survey report for the applicant. Neither party is entitled to see the other’s
document. The surveyor is liable to each party for any negligent error in or omission from that party’s
document which results in loss.

11. In view of the Office of Fair Trading’s concern, societies are asked to consider mentioning in their
mortgage prospectuses that, if an applicant wants a structural survey (as defined in paragraph 3 above)
on his own behalf and lets the society know before its own valuation is arranged, it may be possible
for the socicty to arrange for the valuer who carries out the valvation for the society to do the
structural survey for the applicant. If mention is made, the socicty may wish to emphasise that, if there
is to be a possibility of a reduced charge for the combined procedure, the applicant should inlorm the
society of his intention before it arranges the valuation and he shouid negotiate the structural survey
element of the reduced charge with the valuer direct. The prospectus may also with advantage then
state (in order that the applicant appreciates beforehand the expense involved) that a simultaneous
structural survey and valuation is going to cost the applicant considerably more than a valuation on
behalf of the society and will almost certainly take longer to complcte.

12. The recommendations made in this Circular are not restrictive. There is no question therefore of
its being registrable under the Restrictive Trade Practices Act 1976 but because of its interest in this
matter the Office has seen the text, as have the Royal Institution of Chartered Surveyors, the Royal
Institute of British Architects and the Incorporated Society of valuers and Auctioneers. The Office
of Fair Trading will be issuing a Press Statement about the subject-matter of this Circular when the
Circular has been in societies’ hands for sufficient time for them to assimilate it.
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APPENDIX 4.9
(referred to in paragraph 4.54)

CML guidance on conflicts of interest

Introduction

1. This part of section C follows on from the conclusion by the CML Executive Committee that
mcmbers should be advised to inform prospective borrowers (where relevant) that the mortgage valu-
ation might be carricd out by an employed staff valuer, a valuer employed by a subsidiary company,
or by an independent panel valuer. Such notice need only be given where there is a possibility that
a staff valuer or a valuer employed by a subsidiary may value a property that is being sold through
an cstate agency subsidiary of the lending institution. This is the outcome of discussions between the
CML, the Royal Institution of Chartered Surveyors (RICS) and the Incorporated Society of valuers
and Auctioneers (ISVA). The guidance is relevant to all members and, bricfly:

— outlines the discussions which took place between the BSA (later the CML) the RICS and the
ISVA;

— explains why the outcome is considered acceptable by all sides;

— suggests that members should if applicable incorporate an appropriate notice in the mortgage
documentation.

Background

2. The BSA first met the RICS and ISVA in June 1989 to discuss possible conflicts of interests.
The RICS/ISVA held a view that there was potential for a perceived conflict of interest where a lend-
ing institution owned an estate agency subsidiary and the property was sold through the agency and
was valued by a valuer employed by the parent body that owned the agency. The issue related initially
to building societies but it was clear that it could also affect other lending institutions, Their concern
was that a valuer could come under pressure from the selling agency or lending institution to be less
than objective in his submitted report.

3. The secretariat has always been clear in its view that, in law, there was no conflict. In 1989 the
BSA Legal Advisory Panel confirmed this view. It was emphasized, for example, that section 13(2)
of the Building socicties Act 1986 did not prevent a staff valuer, nor a valuer employed by an estate
agency subsidiary, from valuing a property being sold through the agency of another subsidiary
company within the same group (see Bricf No 47 in the BSA Practice Manual).

4. Whilst supporting this view of the law affecting building socicties, the RICS and the ISVA
perceived the potential for an ethical professional conflict existing beyond the law, and affecting all
lenders, where there were circumstances similar to those outlined above.

. Subsequent developments

5. Discussions continued between the CML and the RICS/ISVA during 1990 and a number of
proposals for dealing with the matter were considered. None, however, was felt to be wholly
satisfactory. In September 1990 the RICS informed the CML that it was considering a number of
alternatives, onc of which would have involved altering its rules to prohibit its members from acting
where there was a perceived conflict of interest. This alternative caused concern to the CML but,
following further discussions, it was agreed that this would have presented difficulties for staff valuers
in lending institutions or employed by subsidiaries because, if they remained members of the RICS,
they would no longer be able to act in all the circumstances required by their contracts of
employment.
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6. After further discussion the RICS Working Party which was considering this issue agreed that
a prohibition was not appropriate and that it would be suificient to progress by way of disclosure
which would satisfactorily address the situation from the RICS/ISVA and consumer perspectives with-
out being unnecessarily onerous for lenders. This proposal was considered by the CML Executive
committee al its September 1990 meeting, when it resolved that members should be advised that they
should give prospective borrowers the information outlined in paragraph 1 above. The CML Valuation
Panel was fully involved throughout this process.

7. The RICS Working Party therefore recommended to the General Council of the RICS that such
disclosure was an appropriate means of dealing with the perceived conflict of interest. This would
allow prospective borrowers to make an informed decision as to whether they wished to continue with
the application for mortgage finance through a lender that was connected with the vendor’s agent and
the valuer. The recommendation received the General Council’s approval on 29 April 1991. RICS rule
changes will be required as a result of other aspects of the Working Party’s report. It is understood
that these will be put to the RICS membership in April 1992. The ISVA has been fully aware of
developments and agrees with the RICS decision regarding the giving of notices.

8. The recommendation underlines the importance of preserving and respecting lenders’ absolute
discretion as to which valuer should be instructed and it was against this background that the
discussions took place.

The conclusion

9. Accordingly, the CML suggestion is that each member informs mortgage applicants, where rele-
vant, that it might use any one of a staff valuer, a subsidiary valuer or a panel valuer in order to value
the property. No exact form of wording was agreed with the RICS/ISVA but it is suggested that it
might be along the following lines: “The valuation may be carried out by a valuer employed by [the
lender], a valuer from a subsidiary company of [the lender], or by an independcnt pancl valuer not
connected with Jthe lender].” Such notice would of course be irrelevant where the institution has no
in-house estate agency, as the perceived conflict cannot exist. Further, the wording of the notice may
need to be modified where necessary eg if the lender uses only employed valuers and independent
panel valuers, but not valuers from a subsidiary.

10. The phrase would be included in the lender’s mortgage documentation. There was no specific
agreement as to where in the documentation it should be located; that would be for each lender to
decide. The positioning of the phrase is at the discretion of each member. The mortgage application
form may be considered the most suilable vehicle or perhaps the valuation and survey literature.
However, it is advised that prominence be given to the notice—ie it should not be a ‘small prints’ exer-
cise. Tt is not intended that any change of mortgage lending practice should be necessitated as a result
of the operation of this procedure.
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APPENDIX 4.10
(referred to in paragraph 4.60)

Extract from the CML Mortgage fraud manual

Date: August 1989

Subject: TYPES OF FRAUD

Introduction

1. Although it would be difficult to produce a comprehensive list of ways to perpetrate
fraud or criminal deccption in the mortgage area, the following list refers to the most prevalent

types—

(a) The mortgage applicant himself giving a false income on the mortgage appli-
cation form to increasc the size of the mortgage. This will enable him to buy a
property which he could not otherwise afford, or to obtain a loan for which he would
not otherwise qualify.

(b) Stating that the property will be used for owner-occupation when the applicant’s
real intention is to let it (it is likely that some breach of the MIRAS provisions will
be involved in such cases—see section D).

(c) Falsification of personal details, particularly relating to income, by introducers
on behalf of their clients to obtain mortgages which they would not otherwise be
granted.

(d) False valuation of properties by valuers to obtain, for example, a higher mort-
gage than is necessary to purchase the property, or where there is collusion between
the valuer and purchaser to defraud the owner.

(e) Fraud by professionals can involve introducers, solicitors, licensed conveyancers,
valuers and accountants, either individually or in collusion. Mortgages may be
obtained for applicants who do not exist, or on properties which do not exist.
Alternatively, a number of mortgages may be obtained from different lenders on the
same property at the same time.

(I) Forged deeds—falsifying the deeds of a property could enable the fraudster to
sell it to a number of different buyers at the same time.

(g) Stalf fraud—a member of staff processes the fraudulent mortgage application(s)
with full knowledge and participation in the deception.

The main characteristic of cach of thesc types of frand are considered in the following paragraphs.

Status Fraud

2. This may be commiited on the applicant’s own initiative, if he is able to provide a
forged reference in support of the stated income, but can also involve the deceitful collusion of his
employer. In cases where a refercncc is forged by the individual acting alone, the applicant might not
work for the employer stated or, if hc does, his income would be inflated. An applicant may
misrepresent his credit status, eg by not giving information on a County Court judgment against him,
or that he has previously been evicted, or that he is or has been bankrupt, or that he has an existing
mortgage or other loan. Assuming that the mortgage valuation is valid and a charge is validly executed
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on the property to protect the lender’s security, the only person who may suffer is the applicant if he
takes on a commitment which he subsequently finds difficult to mect. Lenders would be unlikely to
suffer a financial loss, even if mortgage arrcars subsequently accrued, if the security can be realised
by possession and sale of the property (depending on the accuracy of the valuation, the position of
the property in the country and the state of the housing market).

Unauthorised Letting

3 The most usual method of committing the most serious type of this particular fraud
is for a number of properties to be purchased by the same person with mortgage advances from
different lenders. The applicant may use his own name in each case or, alternatively, adopt one or
more assumed names. Obviously, the employer’s reference would normally be forged but there would
be no need for a dishonest solicitor or valuer to assist in the fraud if different solicitors and lenders
are employed in each case. The normal practice would be for the owner to lct propertics purchased,
typically to students or homeless persons whom the local authority is obliged to rehouse, and the rent
would be used to make the monthly mortgage payments. The fraudster would pocket the difference
between mortgage repayments and the rent reccived from the tenants (or from the local authority on
their behalf) each month. If the mortgage application states that the purchaser will occupy the
property as his only or main residence, and the loan has been included within MIRAS, this will
amount to a breach of the MIRAS provisions (sce Section D). Lenders which suspect that there has
been a MIRAS fraud must notify the Inland Revenue. From lenders’ financial point of view, as it is
often a feature of this type of case that the mortgage repayments are made with scrupulous regularity,
they may not suffer any financial loss (and if arrears did accrue, they should still be able to obtain
possession of the property to realise their security), However, if a lender writes to the occupants to
notify them that it is aware there has been an unauthorised letting, but fails to seek possession, a
court might construc this as a waiver of any rights under the mortgage lo take possession if
proccedings are subscquently taken,

Introducers and Applicants acting together

4, A variation of the status fraud highlighted in paragraph 2 above can be committed
where an introducer eg a mortgage broker, instigates the fraud, by encouraging the applicant to give
false details on the application form, and arranges the mortgage on his behalf. The introducer may
benelit by charging the applicant a substantial fee for his advice, for processing the application, or
even for forging references. He may also receive commission from the mortgage lender in respect of
the mortgage arranged through it, and commission on any endowment policy. The introducers are
helped by the ease with which blank P60 forms and company notepaper can be obtained or falsified.
The lender has been notified of cases where the introducer has encouraged an applicant to purchase
a number of propertics in the same way, through different lenders, and so the unauthorised letting
fraud referred to in paragraph 3 may also be involved.

VYaluation Frauds

5. The simple example of this type of [raud is where the property is over-valued to
obtain a larger mortgage than would otherwise have been granted and the funds not needed to
purchasc the property are divided betwecen the valuer and the fraudster.

6. A fraud may also be committed in connection with an under-valuation of the
property. This would normally be arranged by an estate agent who would fix the price for the property
and introduce the purchaser, who would be acting in collusion with the agent. Once the purchase was
completed, the usual practice is to arrange a quick re-sale of the property at its proper valuation. A
lender would not normally be adversely affected by such a fraud, if it provided a mortgage to the
purchaser, as it would have the security of a charge on the property. The financial loser would be the
original seller who would have sold the property at too low a price as a result of the fraud by the
estate agent.

7. Another variation of the valuation fraud is where the valuation report is itself a
forgery. This is designed to either benefit a vendor who is defrauding a purchaser and the lender or

215



a purchaser/owner who is defrauding the lender. The forged report could give false details of the
valuation, of the age and condition of the property, or of the occupancy, all of which would mislead
a lender’s asscssment of the property as a mortgage security, Clearly the valuation fraud could cause
considerable loss to the secured lender. It is unlikely to be detected by the solicitor.

Frauds by Professionals

8. This type of fraud, in its different guises, is particularly serious as it can lead to the
highest financial losses for mortgage lenders. Where a mortgage is obtained in the name of a non-
existent borrower, the lender may obtain redress eg rights of subrogation. Alternatively, if the solicitor
or licensed conveyancer commits fraud or is dishonest, compensation may be obtained by making a
claim against the Law Society’s or the Council for Licensed Conveyancers’ Compensation Funds.
However, this redress is discretionary, Compensation from the Law Society’s Compensation Fund is
not available as of right and to succeed a claimant must always in addition to fraud or dishonesty
prove ‘loss or hardships’ {see Section 36 of the Solicitors Act 1974). Under Rule 4 of the Council for
Licensed Conveyancers Compensation Fund Rules 1987, a grant may be given out of that compen-
sation fund for the purpose of relieving or mitigating a loss suffered in consequence of fraud or
dishonesty, Where there are multiple applications and loans on the same property, involving the same
solicitor or licensed conveyancer acting in all transactions, it is likely that all of the mortgage lenders
involved will lose financially. It is this type of fraud which has been the main subject of press specu-
lation and substantial police investigations.

9, A variation on the ‘professionals’ fraud theme can arise where a dishonest convey-
ancer arranges a number of completions on one day, or over a short period of time, on properties
which have been properly valued but on behalf of applicants who do not exist and/or who may not
have entered into a contract to purchase. In a case highlighted in the past, a solicitor who committed
this typc of fraud clearcd the proceeds of the advance cheques through his account and lcft the
country with the proceeds before the fraud was discovered. A further variation, which involves the
collusion of estate agent, solicitor and purchaser, is to overstatc the house purchase price in the mort-
gage application form so that the purchascr is granted a larger mortgage loan than he would otherwise
obtain from the lender. The difference between the actual price of the property and the amount of
the loan could be used to enable the purchaser to pay his costs in connection with the transaction or
for some other purpose.

10. Other professional fraud can arise where a solicitor/licensed conveyancer acts for
both the vendor and purchaser and the desire to please the vendor client leads to a lack of attention
to the intercsts of the purchaser and/or his mortgagee. Ordinarily, to act on behalf of both vendor
and purchaser could give rise to a conflict of interest and would be contrary to the Solicitors® Practice
Rules. However, Rule 6(2) sets out exceptions to this general principle, and it is in respect of these
cases that the possibility of fraud may arise. Fraud can also arise where a solicitor/conveyancer is
allowed to act for the society if he/she is personally interested in the conveyance either as vendor or
purchaser.

Forged Deeds

11. Forged deeds could cause substantial loss to lenders where a number of mortgages
on the same property are obtained at the same time from different lenders. The main danger area
at present is in respect of unregistered land. However, the Police are particularly concerned that this
type of fraud may become more prevalent in the future for registered land if the Land Registry is
opened to the public, as provided for in the Land Registration Act 1988. This Act is not yet in force,
but it is proposed that it should be implemented in the next two years,

Staff Frand
12, Each of the frauds set out in paragraphs 2 to 11 above can be more casily carried

out, and can be potentially more damaging to the lenders involved in both money and public relations
terms, if a member ol staff is a party to the fraud and processes the fraudulent applications.
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APPENDIX 5.1
(referred to in paragraphs 5.11, 5.14 and 5.30)

An example of a leaflet detailing valuation and administration charges: Halifax

HALIFAX HOME BUYING SERVICE

VALUATION SCHEMES AND FEES

After you have applied for a Halifax
mortgage for the property you wish to buy the
Society has a legal requirement to have the
property valued, to find out if it represents
adequate security for a loan.

You are strongly recommended to have
your own survey in order to obtain the infor-
mation you need to help you decide whether
you should purchase it.

As well as the basic valuation there are
two different valuation and survey reports—one
morg detailed than the other—for you to choosc
from.

The valuation may be carricd out by a
valuer who 15 employed directly by the Society
or one of its subsidiary companies. Alternatively,
it may be carried out by a member of our exten-
sive panel of independent valuers and surveyors
around the UK.

It is important that you study carefully
any notes or conditions accompanying the report
you select, as they will explain how it was
prepared and any limitations.

FLATS AND MAISONETTES

If the property is a flat or maisonette
the valuation and inspection schemes described
in this leaflet still apply. However, you should
bear in mind that the valuer probably won’t be
able to inspect the whole of the building so his
report will be limited to the flat or maisonette
you wish to buy. Where possible, comment will
be made on the general condition of the main
fabric of the whole building, Incidentally, pro-
vision is usually made for each flat owner to pay
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a share of the maintenance and repair of the
building and any common parts of the block.
You should ask your solicitor to obtain this
information so you know what obligations and
provisions arc contained in the lease or title
deeds. The valuer will also need this information
to complete a reasonable report, otherwise he
will have to make assumptions

SCHEME 1

REPORT AND VALUATION
FOR MORTGAGE
ASSESSMENT

This is a basic report for the Society’s
use which meets the legal requirements and a
copy will be sent to you. The report enables us
to decide if the property you wish to buy is suit-
able security for a mortgage.

The valuer carries out a visual inspec-
tion of as much of the exterior and interior of
the property as is easily accessible. This includes
the parts of the property which are visible while
standing at ground level within the boundaries
of the site and on adjacent public areas, and
while standing at the various floor levels.

It is possible that there are defects in
the property which are not reported but which
a more detailed inspection would reveal. This
means that the report may not make you aware
of defects which could affect your decision to
buy. You are, therefore, strongly recommended
to obtain a more comprchensive report. Two
alternative schemes are described in this leaflet.



FEES—SCHEME 1

Purchase price
not exceeding £ Fee £
50,000 125
100,000 165
150,000 195
200,000 225
250,000 255
300,000 285
350,000 315
404,000 345
450,000 375
500,000 405
Over 500,000 By arrangement

No additional VAT is included.

A £25 administration charge is included with the fee.
The valuation fees for Scheme 1 reports will be based
on the valuation figure if the purchase price is
discounted.

SCHEME 2

REPORT AND VALUATION
FOR MORTGAGE
ASSESSMENT AND FOR
HOME BUYERS

This scheme combines a valuation report for
the sole use of the Society with a survey report
for thc home buyer. The inspection is less
comprchensive than a structural survey (Scheme
3), but should give you a general opinion of the
quality and condition of the fabric of the

property.

The valuation report is used to enable the
Society to decide if the property you wish to
purchase is suitable security for a mortgage.

The survey report covers those parts of the
property which are readily visible and accessible,
including the roof space if there is easy access
by the roof-hatch, however, the underfloor area
will not be inspected. The surveyor will list all
visible and major defects and will advise you of
defects he suspects may exist in those areas
which have not been inspected. The report may
contain cither recommendations for further
investigation to be carried out or suggested
courses of action in respect of the defects.
Please note that minor or cosmetic defects won’t
necessarily be listed by the surveyor.
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Overall, the report and valuation will be
based on the standard report used by either the
Royal Institution of Chartered Surveyors, the
Incorporated Society of Valuers and
Auctioneers or the Royal Institute of British
Architects. It will be subject to the standard
conditions of engagement issucd by those
organisations which you should receive from
your surveyor.

Fees—Scheme 2

Purchase price Fee £
not exceeding £
50,000 250
100,000 330
150,000 380
200,000 430
250,000 480
300,000 530
350,000 580
400,000 630
450,000 630
500,000 730
Over 500,000 By arrangement

VAT is inciuded if appropriate.

A £25 administration charge is included with the fee.
The valuation fees for Scheme 2 reports will be based
on the valuation figure if the purchase price is
discounted.

SCHEME 3

STRUCTURAL
SURVEY REPORT

This report is based on a very detailed exami-
nation of the property and is essentially a tech-
nical inspection and report. The structural
survey provides a comprchensive report on the
condition of the property, describing in detail
any structural or other defects.

A valuation isn’t normally included, however,
it may be possible for the structural survey
report to be combined with Scheme 1. In this
way you may be able to save some moncy—as
long as the valuer knows that you require a
structural survey before he visits the property.

The Society will let you know which valuer it
will instruct to carry out the valuation, so that
you can contact him to discuss your require-
ments and the scope and extent of the survey.



FEES — SCHEME 3

Fees vary according to age, size and type of
property, which is why it is cssential for the
Society’s valuer to know at the outset what you
require, and equally, for you to know what
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service he can provide, and the fees he will
charge. When you make arrangements for a
structural survey to be carried out, be sure to
discuss the fees for the survey rcport before
agreeing any terms of engagement.



APPENDIX 5.2
(referred to in paragraphs 3.4, 3.26, 3.51 and 5.14)

The distribution of the number of mortgage loans in the
UK by house price bands, 1992

TABLE 1 Distribution of mortgage loans by house price bands, 1992
Percentage of total number of loans granted

(a) Loans by building societies

First Former
All time owner
Price band buyers buyers occupiers

Under £25,000 8 13 2
£25,000-£29,99% 6 9 2
£30,000-£39,999 16 23 9
£40,000-£49,999 19 22 16
£50,000-£59,99% 15 14 16
£60,000-£69,999 10 8 13
£70,000-£79,999 7 4 10
£80,000-£99,999 8 4 13
£100,000-124,999 4 1 8
£125,000-%149,999 3 1 5
£150,000-£199,929 2 1 4
£200,000 and over 1 _ - _3
Totai 100 100 100

{b) Loans by high street banks

Percentage of
total number of

Price band loans approved
Under £15,000 4
£15,000-£19,899 2
£20,000-£29,999 9
£30,000-£39,999 16
£40,000-£49,999 17
£50,000-£59,999 13
£60,000-£69,999 10
£70,000-£79,999 7
£80,000 and over _22

Total 100

Source: CML and DoE sample survey.
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APPENDIX 53
(referred to in paragraph 5.34)

Financial results of the seven largest lenders'

Halifax

1. Set out in Table 1 are the summarized results of Halifax. Halifax transfers all its income in
respect of valuations not carried out in-house to its subsidiary or to its external valuers. Thus all its
direct surplus on valuations is made on in-house activity. As a percentage of its total income Halifax
reported a drop from | * ] to [ * | per cent from 1990 to 1991 and since then a consistent recovery
to [ * ] per cent in 1993 (estimated).

2. Halifax charges an administration {ec in addition to its scale fee for mortgage valuations. The
administration fee is used, it told us, as a contribution towards the gencral expenses of Halifax in the
processing of mortgage applications.

TABLE 1 Halifax: all residential valuations, 1990 to 1993

£000
1990 1991 1992 1993
estimated
Incorme
In-house [
By subsidiary Figures omitted.
See note on page . ]
By external valuers
Total 24,082 27,988 28,115 [
*
Administration fees 939 3,101 4,327 1
Surplus/(deficit)
In-house [
By subsidiary Figures omitted.
By external valuers See note on page iv.
Total ]
per cent
Surplus/(deficit) as a percentage
of income received
In-house [
By subsidiary Figures omitted.
By external valuers See note on page iv.
Total ]

Source: Halifax.

3. Table 2 scts out further details of Halifax’s in-house activity. This shows that although Halifax
made rclatively large surpluses on mortgage valuations, these were, to an extent, offset by deficits on
HBRs. Halifax told us that the reason for the deficits was that about four times as many man-hours
were devoted to producing an HBR than in producing a mortgage valuation only. This extra expense
outweighed the fact that the average income for an HBR was twice that of a mortgage valuation only.

"The bases used 1o present the information summarized in this appendix are set out in paragraph 5.33.

*Figures omitted. See note on page iv.
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TABLE 2 Halifax: resufts of residential valuations carried out in-house, 1990 to 1993
£000

1390 1991 1992 7993
estimated
Income
Mortgage valuations [
HBRs
Other
Total
Figures omifted.
Sumplus /(deficit) See note on page iv.
Mortgage valuations
HBRs
Other
Total ]

per cent
Surplus/(deficit) as a percentage
of income received
Mortgage valuations [
HBRs Figures omitted.
Other See note on page iv.
Total ]

Source: Halifax.

4. Turning to Halifax's subsidiary company, within its income from third parties it was not able
to separate out panel fee income from its valuation income from other sources. These two sources
of income are shown together in Table 3. Like Halifax itself, the subsidiary firm made surpluses on
mortgage valuations and deficits on HBRs. Again we were told that this was because of the higher
manpower requirements for HBRs than for mortgage valuations only. The surplus on mortgage valu-
ations undertaken for Halifax as a percentage of income received from Halifax was in the range of
about [ * ] to[ * ] per cent over the review period. Overall the percentage surplus was in the range
of about [*] to [ * ] per cent.

TABLE 3 Halifax subsidiary company: results for all residential valuations, 1990 to 1993
£000

1990 1991 1992 1933

income in respect of work estimated

undertaken:

For owning lender:
Mortgage valuations I
HBRs
Other valuations
Total
For others
Total

Surplus /(deficit) Figures omitted.
For owning lender: See note on page iv.
Mortgage valuations
HBRs
Other valuations
Total

For others
Total ]

per cent
Surplus/(deficit) as a percentage
of income received
For owning lender:
Mortgage valuations [
HBRs
Other valuations
Total Figures omitted.
See note on page iv.
For others
Total i

Source: Hailifax.

*Figures omitted. See note on page iv.
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Abbey National

5. Set out in Table 4 are the results of Abbey National, and in Table S its subsidiary valuation
company (Cornerstone) which was sold in August 1993, Abbey National also stated that for substantial
intervals throughout the period under review a special ‘Mortgage Movers’ promotion was in existence.
In 1992 up to [ * ] per cent of Abbey National’s lending was conducted under the ‘Mortgage Movers’
promotion. Under this promotion borrowers first paid Abbey National’s initial fees but the bulk of
these fees were refunded to borrowers when the mortgage was completed. The effect of the promo-
tion was to lower the up-front fees (including valuation fees) for those borrowers taking advantage
of the promotion. While the initial fees and valuation costs are reflected in the figures reported to us
the promotion costs borne through Abbey National’s marketing budget are not included. Abbey
National observed that, in its view, excluding the benefits offered to borrowers through the ‘Mortgage
Movers’ promotion from our figures would make the analysis incomplete.

6. Over the period 1990 to 1993 the profitability (measured as surplus as a percentage of income)
of residential mortgage valuation activities of Abbey National increased from [ * Jto[ * ] per cent
in 1992 (actual) and to [ * ] per cent in 1993 (estimated). The in-house activitics were the main
contributors to this figure and showed profitability percentages increasing from [ * ] per cent in 1990
to an estimated [ * ] per cent in 1993. Abbey National charges borrowers an administration fee
together with the fee solely in respect of mortgage valuations. It explained that the income from
administration fees was used to defray the general expenses of processing borrowers’ applications and
was not an additional fee in respect of valuations. It thought that viewing the surpluses and deficits
on mortgage valuations alone without taking into account the administration fees charged and the
related costs of processing applications was misleading.

TABLE 4 Abbey National: results from all residential valuations, 1990 to 1993

£000
1990 1991 1992 1993
estimated
Income
g;h:uu;; diary [ Figures omitted.
f iv.
By external valuers See note on page ]
Total 18,070 17,312 16,231 [ .
Administration fees 3,060 3,450 4,692 ]
Surplus /(deficit)
In-house [
By subsidiary Figures omitted.
By external valuers See note on page iv.
Total ]
per cent
Surplus/(deficit} as a percentage
of income received
In-house [
By subsidiary Figures omitted.
By external valuers See note on page iv.
Total ]

Source: Abbey National.

7. Abbey National passed over to its subsidiary company all the valuation income it received for
the valuations undertaken by the subsidiary. Accordingly, it made no surplus or deficit on that part
of its activities. However, the subsidiary consistently made a deficit on this business from 1990 to 1992
as it did in all its activities in residential mortgage valuation with substantial deficits (around [ * ] per
cent of income) in 1992. Abbey National sold its Cornerstone subsidiary in August 1993.

*Figures omitted, See note on page iv.
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TABLE 5 Abbey National subsidiary company: results for all residential valuations, 1990 to 1993
£000

1930 1997 1992 1893
estimated

Income in respect of work
undertaken:

For owning lender [

As panel member

Independently

Total

Surplus /(deficit) Figures omitted.
For ov{r(ﬂng lender See note on page iv.
As panel mermber
Independently
Total ]

per cent
Surplus /(deficit) as a percentage
of income received

For owning lender [

As panel member Figures omitted.

Ir_;_deplendently See note on page iv.
ota

Source: Abbey National.

Nationwide

8. Set out in Table 6 are the results for Nationwide from 1990 to 1993. Because of limitations on
the information available prior to 1992 Nationwide found it difficult to identify and allocate its own
costs to the valuations undertaken by its subsidiary company and external valuers for 1990 and 1991.
The society therefore reported that it made neither a surplus nor deficit on these valuations.
Nationwide reorganized its valuation operations substantially in 1992 when it transferred all its mort-
gage valuation activity to its subsidiary, Nationwide Surveyors. |

Details omitted. See note on page iv.
]

9. In addition to a valuation fee Nationwide charges an administration fee to potential borrowers
and transfers the total amount (the valuation fee and the administration fee) to Nationwide Surveyors.
Nationwide Surveyors then decides whether the mortgage valuation is to be undertaken by its own
staff or by an cxternal valuer. External valuers are paid the valuation fee only.

TABLE 6 Naticnwide: results from all residential valuations, 1990 to 1993

£000
1990 1991 1992 1993
estimated
Income
]g{/h;)tfbssidiary [ Figures omitted.
By external valuers See note on page . 1
Total 11,663 12680 6,967 [ =
Administration fees 5,479 5.857 2,449 ]
Surplus/(deficit)
In-house [
By subsidiary Figures omitted.
By external valuers See note on page iv.
Total
per cent

Surplus/(deficit) as a percentage
of income received

In-house [

By subsidiary Figures omitted.

By external valuers See note on page iv.
Total

Source: Nationwide,

*Figures omitted. Sec note on page iv.
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10. The results for Nationwide Surveyors are set out in Table 7. For both 1992 (actual) and 1993
(estimated) mortgage valuations for Nationwide were more profitable than HBRs. |

Details omitted. See note on page iv.

| This contrasts with Nationwide Surveyors’ outside work, the surplus on which is
estimated to increasc from around [ * | per cent in 1992 to [ * ] per cent in 1993.

TABLE 7 Nationwide subsidiary company: results of all valuations, 1992 and 1993
£000

1990 1991 1992 1993
estimated
Income in respect of work
undertaken:
For owning lender:
Mortgage valuations [
HBRs
Total
As panel member
Independently
Total

Surplus /(deficit) Figures omitled.

For owning lender: See note on page iv.
Mortgage valuations
HBRs
Total

As panel member

Independently
Total 1

per cent
Surplus/(deficit) as a percentage
of income received
For owning lender:
Mortgage valuations [
HBRs
Total Figures omitted.
As panel member See note on page iv.
Independently
Total ]

Source: Nationwide.

Barclays

11. Barclays uses only external valuers for its valuation work. Barclays pays over all the income
it collects to its external valuers and as shown in Table 8 neither surplus nor deficit arises from these
activitics. However, these results are struck without making any allowance for the administrative costs
incurred by Barclays in obtaining the valuations.

TABLE 8 Barclays: results of all residential valuations, 1990 to 1993

£000
1980 1997 1992 7993
estimated
Inceme 2,103 3,405 5,104 [ *1]
*

Surplus/ (deficit) [ ]

Source: Barclays.

*Figures omitted. See note on page iv.
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Woolwich

12. From 1993 onwards Woolwich concentrated all its mortgage valuation activity in its subsidiary
which trades as Ekins. Woolwich told us that it does not charge an administration fee to its prospec-
tive borrowers and pays over all amounts it receives for valuations to its subsidiary. Before 1993 when
the society used third party valuers, it paid over to them directly all amounts received from borrowers
except for HBRs where the society retained £10. From 1993 onwards the society paid all receipts to
its subsidiary. If the valuation is undertaken by an external valuer the subsidiary in turn pays over the
amounts received from the society less £25 (in the case of mortgage valuations) or £50 (in the case
of HBRs).

13. Table 9 sets out the results of Woolwich for its mortgage valuation activities from 1990 to 1993,
Woolwich estimates that the retentions prior to 1992 in respect of panel mortgage valuations were
sufficient to cover any costs of the society relating to these valuations, 1992 was the only year in which
the society reported a surplus (of [ * ] per cent) on its in-house valuation activities. This surplus
produced an overall surplus of [ * ] per cent.

TABLE 9 Woolwich: results of all residential valuations, 1990 to 1993

£'000
1930 1991 1992 1993
estimated

income

}é’u-house. ’ [ Figures omitted,

y subsidiary ]

By external valuer See note on page iv. ]

Total 11,011 8,123 9,235 [ .

Administration fees* N/A N/A N/A ]
Surplus /(deficit)

In-house [

By subsidiary Figures omitted.

By external valuer See note on page v,

Total ]

per cent

Surplus/(deficit) as a percentage
of income received

In-house [

By subsidiary Figures omitted.

By external valuer See note on page iv.

Total j

Source: Woolwich.

*These are not identified separately on an accounting basis. Estimates of amounts retained (by calendar year} can
be found in Table 3.7.

14. The estimated results for Ekins for 1993 are set out in Table 10, The table shows that the
subsidiary made a surplus in mortgage valuations only undertaken for its parent but that it suffered
a small deficit in respect of HBRs, A similar pattern of surplus and deficit arises in the subsidiary’s
activities as an external valuer for other lenders,

*Figures omitted. See note on page iv.
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TABLE 10 Woolwich subsidiary company: results of all residential valuations, 1990 to 1993

£000
18980 1891 1992 71993
estimated
income in respect of work
undertaken:
For owning lender:
Mortgage valuations N/A N/A N/A [
HBRs N/A N/A N/A
Other N/A N/A N/A
Totai N/A N/A N/A
Other N/A N/A N/A
Total N/A N/A N/A
Surplus /(deficit) *
For owning lender:
Mortgage valuations N/A N/A N/A
HBRs N/A N/A N/A
Other N/A N/A N/A
Total N/A N/A N/A
Cther N/A N/A N/A
Total N/A N/A N/A |
per cent
Surplus/(deficit) as a percentage
of income received
For owning lender:
Mortgage valuations N/A N/A N/A [
HBRs N/A N/A N/A
Cther N/A N/A N/A *
Total N/A N/A N/A
Other N/A N/A N/A
Total N/A N/A N/A ]

Source: Woolwich,

Leeds

15. Leeds was not able to give us a breakdown of valuations by type of valuation but estimated
that about 89 per cent of valuations were mortgage valuations, 10 per cent were HBRs and about
1 per cent were SSYs. For its allocation of costs the society assumed that the man-hours required to
carry out HBRs in comparison with those required for valuations alone were proportional to the fecs
charged, ic that about twice as much time was required for an HBR as for a mortgage valuation. As
a consequence, the surpluses and deficits as a percentage of income for each type of valuation tended
to be the same. In Table 11 are set out the results for the society in the UK for the review period.

16. Leeds transfers all the income it receives in respect of mortgage valuations to its subsidiary
when the subsidiary performs the valuation. In the case of external valuers the society transfers 90 per
cent of such income to the external valuer. Leeds states that it does not charge an administration fee
to potcntial borrowers. Because of the costs of control and administration of the valuation activities
allocated internally at Leeds it reported dcficits for those valuations not performed in-house. In 1990
it reported a deficit on in-house valuations but this was followed by surpluses in subsequent years.
These surpluses on in-house work produced an overall surplus on all valuations from 1991 onwards.

*Figures omitted. See note on page iv.
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TABLE 11 Leeds: results of all residential valuations, 1990 to 1993

£'000
1990 1991 1992 1993
estimated
income
In-house [ Fi ;
.- igures omitfed.
By subsidiary .
By external valuer See note on page iv. |
Total 7,181 10,804 10,166 [
Administration fees* N/A N/A N/A |
Surplus/(deficit)
In-house [
By subsidiary Figures omitted.
By external valuer See note on page iv.
Total ]
per cent

Surplus/(deficit) as a percentage
of incomeé received

In-house [

By subsidiary Figures omitted.

By external valuer See note on page iv.

Total ]

Source: Leeds,

*These are not identified separately on an accounting basis. Estimates of amounts retained (by calendar year) can
be found in Table 3.7

17. The results of the Leeds valuing subsidiary, PLUK, are set out in Table 12. Because of the
method of allocating costs to the various types of activity, the surplus or deficit as a percentage of
income is the same in each year for each activity. However, returns on work undertaken were highest
in 1991 (actual) at [*] per cent and lowest in 1993 where the estimated deficit is [ * | per cent.

TABLE 12 Leeds subsidiary company: results of all residential valuations, 1990 to 1993
£'000

1990 1891 1992 1993
estimated
income in respect of work
undertaken:
For owning lender:
Mortgage valuations [
HBRs
Total
Other
Total
Figures omitted.
Surplus/(deficit) See note on page iv.
For owning lender:
Mortgage valuations
HBRs
Total
Qther
Total 1

per cent
Surplus/(deficit) as a percentage
of income received
For owning lender:
Mortgage valuations
HBRs
Total [ * ]
Cther
Total

Source: Leeds.

*Figures omitled. See note on page iv.
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C&G

18. At the end of 1991 C&G disposed of its subsidiary valuation company and could not provide
us with information concerning its mortgage valuation activities for the years 1990 and 1991,
Accordingly, set out in Table 13 are the results of C&G alone in respect of residential mortgage
valuations.

19. The surplus as a percentage of income received in respect of all mortgage valuations under-
taken in-house is substantial and has been maintained over the review period in the range between
[ *]and [ * ] per cent. This is substantially higher than the other lenders. C&G had some difficulty
in allocating overhcad costs to its mortgage valuation activities and this may account for this
substantial surplus. It charges valuation and administration fees to potential borrowers. It told us that
the income from administration fees is used to defray the general expenses of processing mortgage
applications and is not income in respect of valuations.

TABLE 13 C&G: results of all residential valuations, 1990 to 1993

£000
1990 19971 7992 1993
estimated

Income

E;h:uutf; diary ( Figures omitted.

By external valuer See note on page . ]

Total 8,000 10,000 9,970 [ .

Administration fees 4,879 6,517 6,361 ]
Surplus /(deficit)

In-house . [

By subsidiary Figures omitted.

By external valuer See note on page iv.

Total 1

per cent

Surplus/(deficit) as a percentage
of income received

in-house [

By subsidiary Figures omitted.

By external valuer See note on page iv.

Total ]

Source: C&G.

*Figures omitted. See nole on page iv.
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APPENDIX 6.1
(referred to in paragraph 0.18)

Metropolitan and City Police Company Fraud Squad
recommended code of lending practice

Code of practice

(a)

(b)

(c)

(d)

(e)

)

(g)

(h)

i)

(k)

()

(m)

(n)

All questions on the application forms to be answered and if not applicable to be marked so
no blank spaces to be left. A standard format of questions by all lenders even though all
lenders will wish to retain their own style of application forms,

Date of birth of the applicant to be required with proof, such as a passport, birth certificate,
marriage certificate or driving licence.

Details of present and previous addresses. Present address ought to be verifiable by virtue
of the electoral roll. Check out landlords, it may be an accommodation address.

Inland Revenue P60 forms should be not accepted on their own as proof of income, wage
slips ought to be supplied by the applicant.

A certificate as to who actually completed the form, if the form was submitted as part of a
package application by the broker, the name of the broker and a certificate to the effect that
they have checked the details and they are truc and correct to the best of the brokers
knowledge. Make it a condition that the solicitor sees the application form and certifies
accordingly. Do not accept ‘broker introduced’ surveys. Survey instructions should be
separate.

A requirement that all mortgages past and present, county court judgements and any
previous rcpossessions should be entered on the form.

Direct mandate repayments to be required, if this is refused, the reasons to be given for that
refusal with the application form.

Employment references ought to be on the paper of the employer’s company or firm, not on
a proforma supplicd by the lenders. Check with the author to ensure that the applicant has
not written his own.

Employers should be asked to give their employees’ tax references and tax office.

The lenders ought to try and verify that the employer exists by reasonably simple checks in
business directories or directory enqguiries. Beware of off-shore companics.

With regard to self employed applicants. Ensure that their accounts exist and are registered.
Ask the applicant for their copy of the Inland Revenue agrecd assessment of Schedule D.
Tax.

Only pane! solicitors or licensed conveyancers should be used by the lender. Demand that
the solicitor sces the client and application form, Demand to be informed of sub-sales.

Any new candidates for the panels for new solicitors or new conveyancers for attachment to
the panels ought to be strictly checked with the Law Society and telephone directory. The

“local manager should visit their offices with a request to see their practice certificate in the

case of solicitors or their licence in the case of licensed conveyancers.

Use a panel valuer. If the valuer is operating out of his area seek a second person.
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Note by the CML

At present, due to the different approaches adopted by police forces around the country, lenders can-
not be sure whether particular cases or mortgage fraud will be investigated or not. The Metropolitan
and City Police Company Fraud Squad has drawn up a ‘Code of Lending Practice’ which identifies
criteria which the Metropolitan and City Police have suggested that lenders might comply with when
processing mortgage applications. Failure to comply with the criteria on particular cases, will make
it unlikely that any complaints of fraud in those cases will be investigated by the Metropolitan and City
Police in the future, The Code has also been adopted by the West Yorkshire Police Force and it
seems likely that other forces will follow. While it remains entirely a matter for lenders to decide
whether or not to follow the police advice, failure to do so could limit the likelihood of future fraud
complaints being investigated.
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APPENDIX 9.1
{referred to in paragraphs 9.40, 9.41 and 9.110)

List of complex monopolists identified
This list has been compiled on the basis of information provided by lenders as set out in Appendices

4.6 and 4.7 Logether with additional information provided by the seven largest lenders.

Lenders Practices

S
3}
=
Y

Abbey National plc
AIB Bank
Allchurches Mortgage Company Lid
Alliance & Leicester Building Society
Allied Dunbar Mortgages Ltd
Associates Capital Corporation Ltd
Bank of Ircland Home Mortgages Ltd
Bank of Scotland:

Branches

Centrebank
Banque Paribas (London Branch)
Barclays Bank plc
Barnsley Building Society
Bath Investment & Building Society
Beverley Building Society
Birmingham Midshires Building Society
BNP Mortgages Ltd
Bradford & Bingley Building Society
Bristol & West Building Society
Britannia Building Society
Buckinghamshire Building Society
Cambridge Building Society
Capital Homes Loans Ltd
Chelsea Building Sociely
Cheltenham & Gloucester Building Society
Chesham Building Society
Cheshire Building Society
Chorley & District Building Society, The
Citibank Trust Ltd
City & Metropolitan Building Society
Clay Cross Benefit Building Society
Colonial Mutual Life Assurancc Socicty Ltd, The
Confederation Bank Ltd
Co-operative Insurance Society Ltd
Coutts Finance Co
Coventry Building Society
Credit Agricole Personal Finance plc
Credit Lyonnais
Cumberland Building Society
Darlington Building Society
Derbyshire Building Society
Dudley Building Society
Dunfermline Building Society
Ecology Building Society, The
First National Bank plc
Framework Homeloans Ltd
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Lenders

Furness Building Society
Gainsborough Building Society
Greenwich Building Society

Halifax Building Society

Hanley Economic Building Society
Harpenden Building Society

HFC Bank plc

Hinckley & Rugby Building Socicty
Holmesdale Building Society
Household Mortgage Corporation plc
Tlkeston Permanent Building Society
Ipswich Building Society

Trish Permanent Building Society

Kent Reliance Building Society
Kleinwort Benson Private Bank
Lambeth Building Society

Leeds & Holbeck Building Society
Leeds Permanent Building Society
Leck United Building Society

Legal & General Mortgage Services Ltd
Lloyds Bank pic

Lloyds Bowmaker Finance Ltd
London & Manchester (Mortgages) Ltd
Londonderry Provident Building Socicty
Loughborough Building Socicty
Manchester Building Society
Mansfield Building Society, The
Market Harborough Building Society
Marsden Building Society

Melton Mowbray Building Society
Mercantile Building Society

Midland Bank plc

Monmouthshire Building Society
Mortgage Business plc, The

Mortgage Corporation Group Ltd, The
Mortgage Services Ltd

Mortgage Trust Ltd

National & Provincial Building Society
National Countics Building Society

National Home Loans Corporation plc, The

National Mutual Life Assurance Society
National Westminster Bank plc
Nationwide Building Society

Newbury Buailding Society

Newecastle Building Society

North of England Building Society
Northern Rock Building Society

Norwich & Peterborough Building Socicty

Nottingham Building Socicty
Nottingham Imperial Building Socicty
Penrith Building Society

Portman Building Society

Principality Building Society
Progressive Building Society

Royal Bank of Scotland ple, The
Royal London Homebuy Ltd

1

NSRSSNSN

PORSNDNTN T NSNS

]

NSNS

NEANSNANANANNSASANN

CANSSANNAAN

c

AERNARANNASNANRNNSNSANNSNSNANNSSNNS

SAEHASNASNARNASNASNANANNSSSSNSSSN

CASSANAN

ASENENENEN

Practices

NANNCNECNSNRNANNNCNENNANSNSNNNNANSNSNSSSASSNSS &~

NN

ANAHAANASNRARANANANNANSNSANNNY

ASENENENEN

NN

;\'\l

NN AN



Lenders Practices

&
o
I~
[

Saffron Walden Herts & Essex Building Society v
Scarborough Building Society -
Scottish Building Society -
Shepshed Building Society

Skipton Building Society

Stafford Railway Building Society, The
Staffordshire Building Society
Standard Building Society, The
Stroud & Swindon Building Society
Sun Life Assurance Society plc

Sun Life of Canada Home Loans Ltd
Swansea Building Society

Teachers’ Building Society

Tipton & Coseley Building Socicty
TSB Bank plc

Tynemouth Building Society

UCB Home Loans Cerporation Ltd
Ulster Bank Ltd

United Bank of Kuwait ple, The
United Friendly Insurance plc
Universal Building Society

Vernon Building Society

Weslcyan Home Loans Etd

West Bromwich Building Society
West Cumbria Building Society
Western Trust & Savings Ltd
Woolwich Building Society

Yorkshire Bank Home Loans Lid
Yorkshire Building Society
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Key:

¥ indicates that the lender engages in the practice specified.

a refusing to accept valuations by any competent valuer;

¢ = requiring the prospective borrower to pay a set fee for the valuation based on a national scale
established by the lender;

d paying external valuers a set fee based on a national scale established by the lender;

¢ = requiring borrowers to pay fees in connection with valuation services which do not separately
identify any administrative charges levied in connection with or incorporated in the fee.

!

Notes:

1. Practice b was removed during the course of the inquiry—see paragraph 9.35.

2. Practices ¢ and 4 interpret national scales as those applied by lenders to mortgage transactions
within their normal area of operation—see paragraph 9.37.
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Index

Abbey National
change of status 3.11, 7.185
financial results 5.33-5.34, App 5.3
formation 3.19
income from valuation activities 5.36-5.41
market share 3.12, 3.40, 3.49-3.52
marketing literature App 4.5
selection of valuers 4.18, App 4.6
valuation charges 5.18-5.32
views 7.185-7.231

Building Societies Act 1986
allowing expansion of building societies’ activities
12,39, 321, 447
allowing undertaking of home buyers reports and
structural surveys 4.10
duties of Building Societies Commission 2.20
loan limits 4.6
requirements for valuations 2.13-2.16,3.6, 4.1, 4.13,
4.44
Building Societies Association

Circular 2274 on simultaneous structural survey
and valuation procedure 4.22, App 4.8
code of conduct on linked packages of products

Administration fees (see Prices)
Advertising 3.45
Alliance & Leicester Building Society

expansion of services 3.10
formation 3.19
market share 3.49-3.52
views 7.153-7.155
Annual Percentage Rate
advantages and disadvantages 3.33-3.36, 3.41, 9.6
conclusions 1.15, 9.114
Architects and Surveyors Institute, views 8.45-8.47

Bank of Ireland Home Mortgages Ltd, views 7.282-
7.283
Bank of Scotland
market share 3.13, 3.49-3.52
views 7.272-7.275
Banks
entry into mortgage markert 1.2, 3.13, 3.20, 9.2
views 7.185-7.285
Banque Paribas, views 7.284
Barclays Bank
financial results 5.33-5.34, App 53
income from valuation activities 5.36-5.41
market share 3.12-3.13, 3.49-3.52
selection of valuers 4.18, App 4.6
valuation charges 5.18-5.32
views 7.232-7.251
Birmingham Midshires Building Society
mergers 3.19
views 7.166, 7.181
Bradford & Bingley Building Society, mergers 3.19
Bristol & West Building Society
market share 3.49-3.52
views 7.161-7.164
Britannia Building Society
market share 3.49-3.52
mergers 3.19
views 7.156-7.160
Building societies
acquisition of estate agencies 3.10, 3.44, 4.29, 4.31,
447,93
cartel arrangements 3.37-3.38
expansion of activities 1.2, 3.9-3.12, 3.21, 93
history 3.8
legal requirements for valuations 2.13-2.15, 3.6, 4.1,
9.12
mergers 3.1%, 93, App 3.3
number 3.19
views 7.2-7.184
(see also Lenders)
Building Societies: A New Framework (Cmnd 9316)
38,313,337
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324
Building Societies Commission
code of conduct on linked packages of products
324
legal framework 2.20-2.21, 3.9
legal guidance 1.4, 2.15, 4.58, 9.12
views 8.63-8.64
Building Societics Ombudsman Scheme 2.22
(see also Office of the Building Socicties
Ombudsmen)

Centralized lenders
entry into mortgage market 1.2, 3.14, 3.20,338,9.2
market shares 3.40
views 7.286-7.304
Centrcbank (see Bank of Scotland)
Charges (see Prices)
Chartered Institute of Building 8.51
Cheltenham & Gloucester Building Society
financial results 5.33-5.34, App 53
income from valuation activities 5.36-5.41
market share 3.12, 3.49-3.52
mergers 3.19
selection of valuers 4.18, App 4.6
valuation charges 5.18-5.32
views 7.121-7.149
Co-operative Insurance Society, views 7.302-7.303
Code of Banking 2.23
Colleys Professional Services 3.10, 7.2, 7.11, 7.13
Competition 3.37-3.48, 94-98
Complex monopoly situation, conclusion 1.6, 9.25-
942, App 9.1
Conflicts of interest 4.43-4.57, 9.60-9.63
conclusions 9.102-9.105
Consumers’ Association, views 8.79
Cornerstone, ownership 3.11, 7.187
Council of Mortgage Lenders
guidance on conflicts of interest 4.54, App 4.9
history and purpose 6.1-6.6
legal guidance 2.16, 9.12
Mortgage Fraud Manual 2.16, 4.60, App 4.10
statement on reciprocity 4.42
views 6.9-6.52
Cumberland Building Society, views 7.171

Derbyshire Building Society, views 7.179
Deregulation and Contracting Out Bill 3.9

Ecology Building Society
formation 3.19



Ecology Building Society—contd
views 7.168
Ekins Surveyors 3.10, 7.81, 7.91-7.93, 7.95
Estate agencies
acquired by building societies 3.10, 3.44, 9.3
size and turnover App 3.2
views 8.59-8.62

Fees (see Prices)
Fraud 14, 4.58-4.75, 9.22
Metropolitan Police code App 6.1

Halifax Building Society
example of valuation App 4.2
financial results 5.33-5.34, App 5.3
formation 3.19
income from valuation activities 5.36-5.41
market share 3.12, 3.40, 3.49-3.52
selection of valuers 4.18, App 4.6
valuation charges 5.18-5.32
valuation subsidiary 3.10
views 7.2-7.48
Hinckley & Rugby Building Society, views 7.177-7.178
Home-buyer reports
charges 530, 9.10, Table 5.7, App 4.5, App 5.1
controls by lenders 4.22-4.25, 9.16, Table 4.1,
App 4.6
definition 3.54, 4.1, 4.5, 4.10, 9.10
example App 43
takeup by borrowers 4.11
Home ownership 3.3
House prices
annual changes 3.5, Table 3.2
effect on mortgages market 1.4, 4.65, 7.4
Household Mortgage Corporation, views 7.298-7.299

Incorporated Society of Valuers and Auctioneers
valuation guidelines 3.54, 4.7-4.8, 4.10, App 4.1
views 8.1-8.8

Independent Surveyors’ Association, views 8.9-8.13

Insurance companies
entry into mortgage market 3.15
views 7.302-7.304

Intermediaries
role in mortgage market 3.16-3.18, 4.19, 9.7
use in Scotland 2.11, 3.17-3.18, 4.19, 9.13

Kent Reliance Building Society, views 7.172
Kenton & Middlesex Building Socicty, formation 3.19

Law Society, views 8.66-8.72
Leasehold Reform, Housing and Urban Development
Act 1993 4.13

Leeds Permanent Building Society
financial results 5.33-5.34, App 5.3
income from valuation activities 5.36-5.41
market share 3.12, 3.49-3.52
selection of valuers 4.18, App 4.6
valuation charges 5.18-5.32
views 7.150-7.152

Legal profession, views 8.66-8.73

Lenders
acceptance of prior valuation 4.26, 9.54-9.55
income from valuation activities 5.36-5.41
market shares 3.12-3.14, 3.40, 3.49-3.52
marketing literature 4.9, 4.11, 4.17, 5.11-5.12,
App 4.5, App 5.1
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Lenders—contd
number in UK 1.2, 3.7, 9.2
restriction of borrower’s access to valuer 4.24
sclection of valuers 1.4, 1.6-1.7,2.7, 42, 4.13, 4.17-
4.28, 9.44-9.50, App 4.6, App 4.7
conclusions 1.9-1.11, 9.70-9.98, 9.115-9.116
types of institution 3.7-3.15, 9.2
use of in-house valuers 4.29-4.30, 4.36, 9.19-9.21,
9.57-9.59, Table 4.2, Table 4.3
conclusions 9.78-9.81
use of panel valuers 4.32-4.38, 9.19-9.21, Table 4.4
use of subsidiary company valuers 4.29-4.36, 9.19-
921, 9.57, Table 4.2, Table 4.3
conclusions 9.78-9.81
valuation charges 5.3-5.32
views 3.39, 7.1-7.304
Lloyds Bank
market share 3.13, 3.49-3.52
views 7.252-7.267
Lord Chancellor’s Department, study on house buying
and selling 2.24-2.26

Metropolitan Police
code of lending practice App 6.1
views 8.74-8.76
Midland Bank, market share 3.13
Monopolies and Mergers Commission
report Surveyors’ Services (1977) 2.2-2.5
terms of reference 1.1, 2.8, 9.25, App 1.1
Monopoly situation (see Complex monopoly situation)
Mortgage Corporation Group
ownership 3.14
views 7.286-7.296
Mortgage Funding Corporation, ownership 3.14
Mortgage indemnity insurance 3.23, 3.30, 3.48, 4.6,
6.11, 6.39, 9.12, 9.47
Mortgage lenders (see Lenders)
Mortgage Services, ownership 3.14
Mortgage Trust, views 7.297
Mortgage valuations (see Valuations)
Mortgages
in arrears 3.5, 3.47, App 3.1
demand 3.3-3.5
distribution by house price App 5.2
linked products 3.23-3.25
market size 3.49-3.52
prices 3.26-3.36
types available 3.22

National & Provincial Building Society, market share
349352
National Association of Citizens Advice Bureau,
views 8.80
National Association of Estate Agents, views 8.59-8.61
National Home Loans Corporation, views 7.300
National Westminster Bank Group
market share 3.13, 3.49-3.52
views 7.268-7.271
Nationwide Building Society
example of home buyers report App 4.3
financial results 5.33-5.34, App 5.3
income from valuation activities 5.36-5.41
market share 3.12, 3.49-3.52
merger with Anglia 3.19
selection of valuers 4.18, App 4.6
valuation charges 5.18-532
valuation subsidiary 3.10



Nationwide Building Society—corntd
views 7.49-7.79
Nationwide Surveyors 3.10, 7.50
Negligence 1.4, 4.58-4.75, 9.22
Northern Rock Building Society
mergers 3.19
views 7.174, 7.175, 7.181
Nottingham Imperial Building Society, views 7.167

Office of the Building Societies Ombudsmen,
views 8.65
(see also Building Societies Ombudsman Scheme)
Office of Fair Trading
action on valuation fees 2.6, 9.23
concerns over linked packages of products 3.25
concerns over price transparency 3.42
Concerns over reciprocity 4.42
reference to Monopolies and Mergers Commission
11,27, 28, 925,
App 1.1
view on conlflicts of interest 4.52-4.53

Police
code of lending practice App 6.1
views 8.74-8.78
Price competition 3.37-3.43
Price transparency 3.41-3.42, 5.11-5.12
conclusions 1.6, 1.13-1.14, 9.108-9.114
Prices
administration 3.55, 3.61, 5.6-5.12, 9.5, 9.107
conclusions 1.13-1.14, 9.108-9.114
determination by lenders 53-5.7
home buyer reports 5.30, 9.10, Table 5.7, App 4.5,
App 5.1
mortgages 3.26-3.36
structural surveys 5.31, 9.10
valuations 3.26, 3.29, 3.55, 5.13-5.29, 7.215-7.218,
9.5, 9.24, 9.51-9.52
conclusions 9.82-9.83
(see also Price competition; Price transparency;
Scale fees)
Professional indemnity insurance 4.13, 4.63, 6.13, 6.19,
6.22, 6.41, 8.6, 8.8, 8.38, 9.47,9.72
Public, views 8.82-8.84

Reciprocity
conclusions 9.100-9.101
description 4.39-4.42, 9.56
prevalence 4.41, App 4.4
Remortgages 3.3, 3.46
Repossessions 3.5, 3.47, 4.46, App 3.1
Royal Incorporation of Architects in Scotland,
views 8.52
Royal Institute of British Architects, vicws 8.48-8.50
Royal Institution of Chartered Surveyors
membership 4.14
statement on reciprocity 4.42
valuation guidelines 3.54, 4.7-4 8, 4.10, App 4.1
views 8.14-8.44
working party on conflicts of interest 4.49-4.53

Scale fees
conclusions 1.6, 1.10-1.11, 9.84-9.85
conclusions of MMC report Surveyors’ Services
(1977) 24-2.5
for home buyer reports and structural surveys 5.30-
531

Scale fees—contd
present situation 5.13-3.17, 9.64-9.6%
previous action by Office of Fair Trading 2.6
withdrawal of fixed agreements 2.3-2.6, 5.5-5.6,9.23
(see also Prices)
Scotland
difference in house buying procedures 1.12, 2.8-
212, 3.17-3.18, 9.13, 9.106
mortgage malpractice 4.75
Scottish Building Society, views 7.174, 7.176, 7.184
Solicitors, individual views 8.73 (see also Law Society)
Strathclyde Police, views 8.77-8.78
Stroud & Swindon Buiiding Society, views 7.180
Structural surveys
charges 3.31, 9.10
controls by lenders 4.22-4.25, 9.16, Table 4.1,
App 4.6
description 3.54, 4.1, 4.5, 4.10, 9.10
takeup by borrowers 4.11
Sun Life of Canada Home Loans, views 7.304
Surveyors (see Valuers)

TSB Bank
market share 3.13, 3.49-3.52
views 7.276-7.280

UCB Group, views 7.301

Valuations
costs to lenders 5.3-5.4
example App 4.2
legal requirements 1.3, 2.13-2.19, 3.6, 4.1, 9.12
market size 1.5, 3.6, 3.56-3.61, 9.11
not leading to takeup of mortgage loan 4.12, 9.54
number carried out 1.5, 3.56-3.57
prices (see Prices)
procedures 3.54, 4.5-4.12, 9.10, App 4.1
procedures in Scotland 2.11-2.12
revenue to lenders 3,58-3.61, 9.53
Valuers
distribution 4.15-4.16
duty of care 1.8, 2.17-2.19, 4.9, 9.14
NOP survey 3.60, 4.16, App 4.4
qualifications 3.54, 4.1, 4.14, 9.17
restriction of borrower’s access 4.24
selection by lenders 1.4, 1.6-1.7, 2.7, 4.2, 4.13, 4.17-
4.28, 9.44-9.50, App 4.6, App 4.7
conclusions 1.9-1.11
views of individuals 8.53-8.58
views of associations 8.1-8.44
VAT 542, 9.53, 9.59, 9.80-9.81

West Bromwich Building Society, views 7.178, 7.181,
7.183

Western Trust, views 7.285

Waoolwich Building Society
financial results 5.33-5.34, App 5.3
income from valuation activities 5.36-5.41
market share 3.12, 3.49-3.52
merger with Town & Country 3.19
selection of valuers 4.18, App 4.6
valuation charges 5.18-5.32
valuation subsidiary 3.10
views 7.80-7.120

Yorkshire Building Society, views 7.173, 7.178, 7.182
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