VALUATION SCENARIO
Martyn Jones FRICS, Alder King
Instruction

The Wolverhampton branch of X Bank instructed a West Midlands based valuer in August 2007 to provide a valuation for lending purposes in respect of the conversion of a former hotel to provide 14 flats in Newquay, Cornwall.  The valuation advice required was:

· Market Value ‘as existing’

· Market Value of the individual flats on the Special Assumption the conversion works had been completed.

The Bank’s customer was a West Midlands based developer, who had undertaken a few local schemes.

Valuer

The valuer was a general practice surveying firm with one office in the West Midlands. It had professional indemnity insurance of £1m per claim.

Information Provided

The customer was able to provide the valuer with:

· Planning Consent;

· Scheme Plans.

The valuer’s file showed that the Bank’s customer had informed the valuer that it needed a valuation of £1,750,000.  It bought the hotel in November 2005 for £750,000 without planning.  It further informed the valuer:

· No asbestos remedial works were required;

· It estimated conversion costs to be £1,400,000;

· Specification would be commensurate with a scheme providing ‘good quality flats’;

· It anticipated from discussions with local estate agents an average selling price of £250,000 per flat.

Valuation

The valuer produced a report confirming the following:

· Market value ‘as existing’ - £1,750,000 

· Gross development value/completed value of £3,500,000 or £250,000 per flat (average);

· It confirmed the customer’s estimated conversion costs of £1,400,000 appeared reasonable.

Loan Amount

The Bank advanced 70% of the market value ‘as existing’ and 70% of the construction costs.  In November 2008 the Bank’s customer advised the Bank that it had spent the full loan facility and required a further £700,000 to complete the development.  

Bank’s Recoveries Actions

The Bank’s Business Support Team were immediately appointed and independent advice from a cost consultant and Cornish based valuer showed that the scheme was no longer financially viable and the Bank had the option of either completing the outstanding works at a cost of £850,000 or alternatively selling ‘as is’ in a partly completed state.  

The Bank crystallized the loss and then proceeded with a claim against the valuer.

Inspection of Valuer’s file confirmed:

· Valuer relied upon customer’s estimate of conversion costs and estimate of selling prices;

· Valuer relied upon Land Registry house price data;

· No ‘comparables’ or ‘valuation appraisal’ (residual) on file;

· Valuation report was not Red Book compliant.
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