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• Share eight different appraiser liability stories.
• Learn the lessons from each to help you avoid being 

the main character (i.e., defendant) in another story.
• Assure you that despite these parables being both 

mostly true and scary, the liability risk for appraisers 
who take appropriate precautions is manageable.

Purpose of Seminar



Story #1: The Review Appraiser Gets Sued by the 
Appraiser Whose Work He Criticized

• Review appraiser retained by lender prepares review that 
is highly critical of another appraiser’s work and also 
opines to a significantly lower value.

• Lender drops the appraiser from panel, costing the 
appraiser tens of thousands of dollars in lost work.  Other 
lenders learn of the “blacklisting” and more work is lost.

• Reviewer on his own reports the appraiser to the state for 
USPAP violations and submits the review.  However, the 
state finds no errors and actually disciplines the reviewer 
for a poorly supported review.

• In sum, the reviewer’s review was negligent.
• Can the damaged appraiser who lost tens of thousands in 

income because of the negligent review sue the reviewer 
for damages? For negligence? For defamation?



Appraiser Liability Claims
What Are We Generally Talking About?

Elements of a professional negligence legal claim? 

(1) a duty on the part of the defendant to conform his conduct to a 
standard of care arising from his relationship with the plaintiff, 
(2) a failure of the defendant to conform his conduct to the requisite 
standard of care required by the relationship, and 
(3) an injury to the plaintiff proximately caused by the breach.

Other legal claims commonly made against appraisers:
• Negligent Misrepresentation
• Fraud/conspiracy
• Libel/defamation
• Breach of contract



So Who Can Sue an Appraiser for Negligence?
To Whom Does an Appraiser Owe a Legal Duty?

In most states, a professional may be liable to third 
parties for negligent misrepresentation despite the 
absence of “privity” . . .  If the professional knew or 
reasonably expected that the third party would use or 
rely on the information being supplied.



Who Sues Appraisers over Lending Work?

 Borrowers/purchasers (>60%)
 Lenders (small v. big, bank v. 

alternative lenders)
 FDIC
 Sellers
 Other parties
 Real estate agents and 

brokers
 Random third parties

 Very few AMCs (so far)



So Who Can Sue an Appraiser for Negligence?
To Whom Does an Appraiser Owe a Legal Duty?

In most states, a professional may be liable to third 
parties for negligent misrepresentation despite the 
absence of “privity” . . .  If the professional knew or 
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Story No. 2: The Washington Appraisers Who Used Good 
Intended User and Intended Use Language in their Reports

• In mid-2006, a real estate developer had two adjacent 
properties near Spokane under contract for $475,000 and 
$300,000.

• One property was 51 acres; the other was 39 acres.
• Both were zoned partially “light industrial” and partially “rural 

traditional” (a classification permitting minimal use).
• The developer was seeking to flip the properties to other 

investors.
• LLCs were formed through which the purchases would be 

made with financing from RiverBank.
• RiverBank engaged Value Logic to appraise the properties –

the fees paid were $3,000 and $2,000.
• The appraisals, delivered in October 2006, valued the 

properties at $4,500,000 and $4,250,000.



RockRock Group v. Value Logic, WA Court of Appeal
Opinion Published July 7, 2016

• The reports contained the following limitations:
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RockRock Group v. Value Logic, WA Court of Appeal
Opinion Published July 7, 2016

• The developer received copies of the appraisals and 
showed them to prospective investors.

• Some of the investors received copies.
• The developer’s pitch was that the investor LLCs would 

be able to flip their interests quickly – the investors 
purportedly did not know that the developer had the 
properties under contract for far less than they were 
paying.

• Statements were made by the developer to investors 
such as: “with the appraisals I got . . . an idiot could get 
into these properties and make a quarter million 
dollars.”



RockRock Group v. Value Logic, WA Court of Appeal
Opinion Published July 7, 2016

• The investor LLCs – one named RockRock Group and the other 
RussellRock Group – purchased 75% interests in the properties.

• RockRock paid $1.8m for its interest in the 53-acre property; 
RussellRock paid $1.63m for its interest in the smaller property. 

• RiverBank financed the purchases based on the appraisals and 
with personal guarantees from the investors in each LLC.

• After acquiring their interests, RockRock and RussellRock were 
not successful in re-flipping the properties themselves. The 
market tanked almost immediately after the purchases were 
complete.

• In 2009, payments came due on the loans, defaults occurred, 
and the investors were called on their guarantees.



RockRock Group v. Value Logic, WA Court of Appeal
Opinion Published July 7, 2016

• In 2009, a review appraiser for the bank found the original 
appraiser had overvalued the properties by applying a 
value per square to the entire properties based on “light 
commercial” zoning.

• Another appraiser valued the properties at $1,220,000 
and $520,000.

• In 2011, RockRock and RussellRock sued Value Logic, 
LLC and its two appraisers.

• The gravamen of the complaint was that Value Logic 
negligently overvalued the properties in 2006 and that the 
LLCs would not have completed the purchases but for the 
overstated values.

• The primary theory was negligent misrepresentation.
• The damages demanded by the plaintiffs exceeded 

$5,000,000.



RockRock Group v. Value Logic, WA Court of Appeal
Opinion Published July 7, 2016

• A primary key to any claim for professional negligence or 
negligent misrepresentation is the concept of duty – the 
plaintiff must establish that the appraiser owed the plaintiff a 
“legal duty.”

• For the client who hired the appraiser, establishing duty is 
easy.

• Whether an appraiser may be found to have owed a duty to 
non-clients become fuzzier and, in most states, subject to a 
test described in what is called the Restatement Second of 
Torts, §552.

• This is how the WA Court of Appeals applied the test – the 
duty element:



RockRock Group v. Value Logic, WA Court of Appeal
Opinion Published July 7, 2016

• Value Logic moved for summary judgment, which was 
granted by the trial court on the basis that Value Logic did 
not owe the investors a legal duty. The WA Court of Appeals 
affirmed the judgment.

• Why? All that good language in the appraisal reports (not 
contradicted by anything in the engagement agreements or 
by other evidence).



“What Can I Do?”

Include a specific advisory in reports directed to 
purchasers/borrowers and sellers.  Example:

“The appraiser has not identified any purchaser, borrower or 
seller as an intended user of this appraisal and no such party 
should use or rely on this appraisal for any purpose.  Such 
parties are advised to obtain an appraisal from an appraiser 
of their own choosing if they require an appraisal for their 
own use.  This appraisal report should not serve as the basis 
for any property purchase decision or any appraisal 
contingency in a purchase agreement relating to the 
property.”

Every report should be as clear and narrow as 
possible as to who the intended user is and what the 
intended use is.



Story No. 3: The Appraiser Who Got His Legal 
Advice on the Internet



Myths Based on Bad Advice From the Internet
“Since my firm is organized as a limited liability company, I don’t 
have personal liability for my appraisals.”

Reasonable, but incorrect, understanding of the legal protections provided 
by limited liability forms of business. 
Choosing to operate your appraisal firm as a limited liability company (LLC), 
s-corporation or limited liability partnership (LLP) can be a smart business 
move for many owners. 
The legal reality is that LLCs, corporations and LLPs don’t insulate 
appraisers from liability for claims about their own alleged professional 
negligence. 
The appraiser carries the license; thus, the appraiser is personally 
responsible for their own work. 
The firm also has potential liability, but its liability stems vicariously from the 
work of its staff members. This is why in professional negligence lawsuits 
stemming from deficient appraisals, we most commonly see both the 
appraiser who performed the appraisal and the appraisal firm itself named as 
defendants. 
Choosing the right form may still offer other benefits and, moreover, when 
there are multiple appraisers working in a single firm, the limited liability 
business form will serve to insulate the appraiser-owners against personal 
liability for the professional negligence of the other appraisers’ work, as well 
as from other liabilities of the business.



Myths Based on Bad Advice From the Internet

“Lenders require appraisers to carry E&O insurance because 
they want to pass on their loan losses by blaming 
appraisers.”

There are a few lenders and loan servicers over the years who have 
experimented with systematically suing appraisers over their losses but all 
have failed in that effort and discovered it’s not a good business plan – the 
most spectacular failed experiment was backed by Impac Mortgage 
Holdings who authorized third party collectors like Llano Financing Group 
to sue over 500 appraisers in 2014-2016.
The fact is that except for a misguided few, lenders don’t sue appraisers 
in general to make up their loan losses. 
Most lenders only file lawsuits against appraisers when they believe that 
an appraiser’s negligence was particularly egregious and clearly caused a 
loss. 
For appraisers performing residential or commercial appraisals for 
lenders, the main risks that their E&O protects them against are lawsuits 
by aggrieved borrowers and property purchasers – these parties make up 
about 60-65% of current claims.  



Myths Based on Bad Advice From the Internet

“Only appraisers who do appraisals for mortgage lending get 
sued.”


Frequently repeated myth that probably has developed because 
most valuation work is performed for lending purposes, and 
therefore more professional liability cases arise from lending work.
Expert witness work, tax work, estate work, and even 
assignments where the appraiser was serving as an arbitrator all 
produce liability claims against appraisers. 
We had one appraiser serving as expert who was sued by his 
client because the client didn’t win as much as they hoped for in 
the litigation and claimed in a subsequent professional liability 
lawsuit that the appraiser wasn’t persuasive enough as a testifying 
expert. 



Myth: “Only Appraisers who work for lenders get sued.”  
So, Who Sues Appraisers Engaged as “Experts” or Who 

Perform Other Non-Lending Work?

• Client(s) of the Appraiser.  Examples:
 Taxpayer who hired appraiser to provide value for return
 Divorcing spouse who hired appraiser
 Party to condemnation suit who hired appraiser as expert
 Parties who jointly engaged appraiser to determine 

purchase price or a rental rate for a lease renewal
• Opposing Parties.  Examples:
 Divorcing spouse on the other side of the case
 Opposing party who lost in litigation



Other Really Bad Legal Advice From the Internet

• “Don’t report that disciplinary complaint 
to your E&O.”

• “Put your assets in your wife’s name.”



Story #5

The Appraiser Who Believed There 
Was No Risk With Hybrid 

Appraisals 



Hybrid Appraisal Risks
• Appraisals that combine appraiser’s valuation analysis 

with another party’s inspection and/or with AVMs or 
automated tools.

• Main liability concerns:
• Appraiser (and AMC) may be dragged into claim –

typically by borrower – based on information supplied 
by the other parties.

 Clarity of who provides and is responsible for 
particular information alleviates some of the liability 
risk.



Hybrid Appraisal Risks
• Main liability concerns (cont’d):

• Some of the new products are missing liability 
prevention ingredients.  Key examples:
• No statements that the report is not a home 

inspection.
• Weak wording on intended use and intended user.

• The worst forms just copy 1004 language.
• As a general matter, many form designers don’t take 

advantage of their freedom from the 1004 – they are 
not doing a good job in reducing potential liability not 
only for the appraiser, but also for their own companies 
and inspectors.



Hybrid Appraisal Risks
• Main liability concerns (cont’d):

• In performing certain hybrid appraisals, appraisers 
may:
• Rely too heavily on automated tools built into the 

software platforms that create the reports.
• Fail to create an adequate workfile with the 

required information and data to support (and 
perhaps later defend) their appraisal.

• As far as liability and disciplinary risk, there is a big 
distinction between a hybrid valuation that a consumer 
may receive a copy of, versus one that will strictly be 
used internally.



Hybrid Appraisal Risks
• Problem: Inspectors vary widely in qualifications.

 No standards for the inspectors.  
 May or may not be named in report.  
 May or may not be insured.  

 My observation is that inspection work for these 
purposes is usually a short term, non-career work 
experience and usually for pay below long term 
livability.



Example Hybrid Appraisal



Hybrid Appraisal Risks

It would be better to say: The intender user of this report is the named Lender/Client. 
Use of this report by other parties is not intended or authorized by the appraiser. No 
other parties should use or rely on the appraisal for any purpose.

It would be better to say: The intended use of this appraisal is for the named 
Lender/Client’s evaluation of the subject property as collateral for a mortgage loan to 
the borrower identified in the report. No other use is intended or authorized by the 
appraiser.

 Always pay close attention to intended user and intended 
use language.

 Don’t trust form language.



Hybrid Appraisal Risks
Since there are no industry-entrenched hybrid appraisal forms yet, an 
appraiser might see each new hybrid form as a blank canvas on which to 
use his or her own protective language. In that regard, keeping in mind 
that 60+% of claims come from borrowers/purchasers, you might 
consider using language like this in the form:

The appraiser has not identified any borrower, purchaser or seller as an 
intended user of this appraisal and no such party should use or rely on 
this appraisal for any purpose. Such parties are advised to obtain an 
appraisal from an appraiser of their own choosing if they require a 
valuation for their own use. This appraisal report should not serve as the 
basis for any property purchase decision or any appraisal contingency in 
a purchase agreement relating to the property. 

No information in this report or utilized by the appraiser about the 
characteristics or condition of the property should be considered a home 
or property inspection. Any party using or relying on this report, whether 
authorized or not by the appraiser, acknowledges and agrees that the 
appraiser has no liability or other responsibility for any matter relating to 
the characteristics or condition of the property or other matters reported 
by any third party.



The question most often posed by appraisers to us (as an 
E&O provider) about hybrid valuations:

“Am I covered by my E&O policy for doing them?”

Hybrid Appraisal Risks



Story #6: The Appraiser Who Put His E&O 
Information on His Website and in Appraisal 

Reports



Common Reasons Why Appraisers Don’t Have Coverage 
for Claim Under Their E&O

• The “prior acts” or 
“retroactive” date 
on the appraiser’s 
E&O policy does 
not cover the time 
when the appraisal 
was performed



Common Reasons Why Appraisers Don’t Have Coverage 
for Claim Under Their E&O

• The appraiser is sued for an appraisal he or she signed 
as a supervisor, or 

• The appraiser is sued for an appraisal by an employee or 
subcontractor,

• And, the appraiser has an “individual only” policy:



Story #7: The Appraiser Who Did a Good Job 
Disclosing a Sewer Issue

Appraiser is unable to verify whether property is 
serviced by sewer or septic due to inconsistent 
information provided in public records/data sources and 
the property owner.  Owner advises he thinks property is 
connected to public sewer; however, connection cannot 
be confirmed in available public records.  Further 
inspection is recommended if the issue is material to the 
client’s decision making.



What might the appraiser say about this?



Use Plain English Disclosures

Example disclosure:  “The appraiser observed 
approximately 60 plants believed to be marijuana growing 
in the basement under lighting strung from bare wires 
suspended from ceiling.  See photos from basement.”



Story #8: The Appraiser Who Turned a Bad Situation into 
a Lawsuit



How to Turn a 
Potential Claim 
into an Actual 
Claim

Part 2 –
Appraiser’s 
Appeal

“Dear Appraisal Panel,

I would like to appeal your previous decision to 
place me on your Exclusionary list. 

The appraisal in question was admittedly sketchy 
and very lacking in detail and clarity of 
presentation.  I was truly appalled myself 
preparing the rebuttal to your review and I 
acknowledge that it did not meet the appropriate 
standards of reporting that it should have.  

However, this was truly not representative of my 
work in 2007, nor does it have any similarity at all 
to the work that I do currently . . .”



7 Basic Liability Prevention Tips
1. “Appraise” clients, parties and assignments for 

unreasonable risk – follow your survival instinct.
2. Focus on precise, narrow descriptions of intended use 

and intended user – can a party who you really don’t 
intend to rely on your report (like a borrower) twist your 
language?

3. Include a more detailed scope of work statement –
consider stating what was not done.

4. Proofread your reports – even better, have another 
person proof them.

5. Get square footage right.
6. Disclose special conditions in clear plain English –

don’t rely on canned phrases to explain unique issues.
7. When you use your own engagement agreements, be 

sure to get them signed. 
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