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CONFERENCE- SUMMARY

PRAGUE CONFERENCE ON HOUSING AND INFRASTRUCTURE FINANCE

At the request of Vladimir Dlouhy, Czechoslovakia's Minister of the Economy.
USAID sponsored a major conference housing and infrastructure finance at the Hotel
Praha in Prague on May 5 and 6, 1992. Participants numbered 132, purpcsefully chosen
to create a mix of three groups: (1) bankers and other specialists financial sector:
(2) housing sector leaders (private developers, as well as Republic and municipal officials
responsible for housing policy); and (3) Mayors and other officials responsible for the
deveiopment, operation, and maintenance of local infrastructure systems—4 members
of Parliament also attended.

The central purpose of the conference was to introduce these groups to the
principles and mechanics of market-oriented firance systems. Until recently, all
financing for housing and infrastructure in Czechoslovakia came solely from the central
government budget. [n the view of the Ministry of the Economy, there is now a much
broader recognition that the massive subsidies of the past cannot be continued and that
private financing systems will be essential if the nation is to maintain and improve the
quality of its urban living environment. But few in Czechoslovakia have much
understanding of the workings of such systems and why they are more efficient in
mobilizing and allocating resources.

The conference was opened by Ambassador Shirley Temple Black. Minister Dlouhy
then reviewed its purposes in the context of the progress of Czechoslovakia's overall
economic reform program.

Remaining presentations at plenary sessions on May 5 focused directly on finance.
David S. Olinger, Director of USAID's housing programs in Eastern Europe, presented an
overview of the operations of market-oriented financial systems and their success in
addressing housing needs in the United States and other countries. Richard Salzman,
President of the Commercial Baiik of the Czech Republic, next reviewed plans and
prospects for the evolution of the financial system and the development of private
financial institutions in Czechoslovakia. This was followad by presentations on policy
options in this environment as they affect the financing of infrastructure and housing (by
George E. Peterson and Raymond J. Struyk, respectively, both of the Urban Institute).

The afternocn sessions opened with views on urban problems and financing
options in the Republics by Jan Prikryl, Deputy Minister of Economic Policy and
Develcpment for the Czech Republic, and Miroslav Zbirka, Deputy Minister of
Construction for Slovakia. Kevin Villani, Professor of Finance and Real Estate at the
University of Southern California, then reviewed comparative characteristics and
efficiencies of housing flnance systems in the United States and four West European
nations. This was followed by a discussion of steps being taken to create a new housing
finance system in Poland, presented by Jan Brzeski of the Real Estate Institute in
Krakow.



The agenda on May 6 offered more in-depth treatment of approaches and
techniques in two workshops. The first dealt with housing finance and covered: housing
costs and affordability in the CSFR: the mortgage process (mcrtgage products,
underwriting, servicing); construction lending; characteristics of alternative types of
lenders; and funding and the role and operations of the secondary mortgage market.
This workshop was led by Beth Marcus of the U.S. Federal National Mortgage Association
(FNMA) and featured Tom Kingsley, of the Urban Institute, and Joan Linville, also of
FNMA, as speakers.

The second workshop, focusing on infrastructure finance and land development,
was led by George Peterson and offered presentations by Jim Smith, of the U.S. Council
for Infrastructure Financing Agencies, and Lynne Sagalyn, Professor of Real Estate at
Columbia University, along with CSFR experts including Jitka Pekova of the Prague
School of Economics, Vladimira Skorpilova of the Central Bank, and Josef Kilan, Director
of the Prague Water Company. Topics included the U.S. bond market; revolving funds,
bond banks and devices used by U.3. states to finance infrastructure; potential linkages
between land development and local finance; public-private partnerships in development:
and comparisons of Infrastructure finance systems in the United States and West
European countries.

A closing plenary session (moderated by Tom Kingsley and Peter Tajcman,
Conference Co-Chairmen, both of the Urban Institute) provided an opportunity for all
participants to raise questions and suggest policy priorities. Several emphasized the need
for training on financing and methods and techniques for broader audiences in the CSFR.
Libor Kudlacek, member of the Federal Parliament, said he felt that the conference had
imparted vital lessons (on the way market-oriented mortgage financing can work to
expand housing production, on the need to deregulate heusing finance to aliow this
approach to work, and on the need for municipalities to take the initiative in financing
and shed their past total dependence on the national budget) and that these should be
focal points for public debate in the coming months.
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MINISTR noSPODARE ¢SFR
Tng. Viadimir Diouhs, - -

Prague, April 1992

yaar Madame Ambassador,

We much'appfcciatc Lthe techniocal asgistanca and training

provided to tne CSFR ny the U.8. Agency for International
nevalNpMEN. n Vhe ficlda of houoing and urban dnvelopment
over the punt yeal. Tl purpsse of tnin verrer Lo L zogquent
addjtional assistance socusliy wa the ispuao that we halieve
ara particniarly critical Lo our reform agenda in thase fields

at this time.

o guw teemms = oo ambibL8UR aeivatizatinn n1ANA AL
include also privatization of our housing gtock. A recently
passed Transformation Act that calls for transferring title to
cooperative apartments to their occupants is one of a number of
measures already adopted. With USAID's assistance /through the
work of the Urban Institute/ we have also prepared a draft for
a condominium law which will relate to all multi-unit housing
put is essential to our efforts to privatize public sector

housing.

Even with a reformed legal gramework,. there is & lack of
appropriate financing institutions to facilitate thé private
prrhase of Aomesi:ic housing and alpe to fund the developmant
ot associated urban infrastiucluse. Unless this situakion lo
somlivs mwmedlod LU L1111 aml mm A meinw nanotyaint upan fha

prococg Of privatising the housing stock and the ability of

. L} L] . )
dwwh i MURL SLFUL JtLmenny ta Vi, Lo upy s wde wa barees e WS ATIIIRANMEY .

We are in the process of creating a framework to encourage
the development of the financial service industry in general.
M vre Yy we undcrotand that this will {inawvi tahly take time.

iy



1n the meaantime, we would appraciate halp from your
GCovernment 80 that we can come to undarstand which are the
most appropriate financing institutions for houaing and urban
infrastructure; and as important, how best the Govarnment might

prnmnte their davelopment.

-~
We Would like Lo hold a conforence on the abava subject
this year anu llave watwarhed Lhe Cekh and Cah of Moy ne tha vemie

dates.

Wwe request your Government's holp in sectring up the Cunleren
and Ly wmeellng the assosialed esoeo. Wo wmld, nf course, clasaly
collaborate with the Embassy and the USAID and would invite as
speakers key figures trom tne rinancial, huusnluy and urban
devalopment sectors.

we have ona other request that we believe would much
enhance the value of the conference. Jack Kemp, the Secretar:
of your Federal Department of Housing and Urban Development, is
recognized here as one of the most prominaent advocates of housing
privatization. It would be excellent if he could agree to visit
the CSFR and participate as the keynote speaker for the confe-
rence. We will corraespond with him separately asking him to
do so, but ask also thau you encourage him to attend.

Thank you for your consideration of this request. I look
forward to receiving your response as soon a6 possible.

8incerely 0
!
!

Madame Ambassador
Shirley Temple-Black

U.S. Embassy
Prague
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L

PRAGUE CONFERENCE ON HOUSING AND
INFRASTRUCTURE FINANCE

Hotel Praha, Prague, May 5-6, 1992

THE NEED

A number of reforms implemented over the past two years have begun to lay the
foundation for market-oriented processes of housing and urban development in
Czechoslovakia. New private housing development firms are being formed and local officials
are proposing plans to improve infrastructure systems and taking other steps to facilitate
private investment in housing. Local governraents are also well along in planning the
privatization of much of their existing social housing stock. Both the private and government
leaders are now recognizing, however, that the lack of adequate financing may be the most
formidable constraint they now face in achieving their objectives.

Until just recently, development financing came solely from the central government
budget. A continuavion of the massive subsidies of the past, however, is now impossible
given the demands of responsible fiscal poiicy. It is clear that the private lending for housing
will be essential if a sharp curtailment of plans for improving the nation’'s urban living
cnvironment is to be avoided. Yet, few in the CSFR have a full understanding of the workings
of a private market-oriented financial system and how it can mobilize and allocate resources
efficiently in responding to national development needs.

THE CONFERENCE

Because of the urgency of this issue, Minister Vladimir Dlouhy of the Federal Ministry
of the Economy has requested support from the U.S. Agency for International Development
(AID) in holding an initial conference on housing and infrastructure finance. The conference,
being held at the Hotel Praha in Prague on May 5 and 6, will bring together finance experts
from the United States and Western Europe with three main groups of participants in
Czechoslovakia:

n Bankers, financial economists, and other experts in the financial sector.

] Housing sector leaders--private developers as well as Republic and Municipal
ofticials responsible for hcusing policy.
a Mayors and other officials responsible for the development and operation and

maintenance of infrastructure systems.



AGENDA - TUESDAY, MAY 3

After introductions and orientation by U.S. Ambassador
Shirley Temple Black and Minister Vladimir Dlouhy, the first day <{ the conference will
focus on the overall structure and workings of market-oriented financial systems and, in
particular, how they supply financing for housing and infrastructure.

David S. Otinger, Director of AID’s Regional Housing and Urban Development Office
for Eastern Europe, will then present an overview of the operations of market-oriented
financial systems and their success in addressing housing needs in the U.S. and other
countries. He will also discuss the role of external donors in stimulating improved credit
systems.

Richard Salzman. President of the Commercial Bank of the Czech Republic, will then
review plans and prospects for the evolution of a the financial system and the development
of private financial institutions in Czechoslovakia. This will be followed by presentations on
policy options in this environment as they affect the financing of infrastructure (by George
E. Peterson, of the Urban Institute) and housing (by Raymond J. Struyk, of the Urban
Institute).

After lunch, presentations will be made on housing problems in the CSFR and the
need for improved financing systems. The first will be by Deputy Minister Jan Prikryl of the
Ministry of Economic Policy and Development of the Czech Republic. The second will be by
Deputy Minister Jaroslav Zbirka, of the Ministry of Building and Construction of the Slovak
Republic.

Kevin Vilani, Professor at the University of Southern California, will then discuss the
comparative characteristics and efficiencies of housing finance systems in the U.S. and four
Western European nations. Wiadislaw Brzeski, of the Real Estate Institute in Krakow, will
review recent developments in the evolution of mortgage finance institutions and practices
in Poland. The afternoon session will close with a panel discussion on comparative systems
and lessons for Czechoslovakia.

AGENDA, WEDNESDAY MAY 6

On the second day. participants will break into two separate workshops to discuss
approaches and techniques.

Housing Finance Workshop.

The moderator for this workshop will be Beth Marcus of FNMA and Tom Kingsley of
the Urban Institute, and Joan Linville of FNMA, will offer a presentations. CSFR experts will
serve as panelists. Presentations will cover; the mortgage process (mortgage products,
underwriting, servicing); the construction lending process; characteristics of alternative types
of lenders: and funding and the role and operations of the secondary mortgage market.



Infrastructure Finance Workshop

This workshop will be moderated by George E. Peterson. Presentations will be made
by James Sinith of the U.S. Council for Infrastructure Financing Agencies, Lynne Sagalyn,
Professor at Columbia University, and CSFR experts. Topics covered will include the U.S.
bond market; revolving funds, bond banks and devices used by U.S. states to finance
infrastructure; public-private partnerships in development: and the infrastructure finance
systems and techniques in Germany and other Western European countries.

Concluding Session

After lunch, a concluding plenary session will be moderated by Tom Kingsley, of the
Urban Institute. This session will summarize issues raised during the conference, examine
the role of subsidies in the evolution of market-oriented financial systems, and provide an
opportunity for all participants to raise questions and suggest policy priorities.

;
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PRAGUE CONFERENCE ON HOUSING AND
INFRASTRUCTURE FINANCE

Hotel Praha, Prague, May 5-6, 1992

AGENDA

TUESDAY, MAY 5 - PLENARY SESSION

8:30

8:40

9:00

3:40

10:20

10:40

11:20

Welcome and Introductions: Ambassador of the United States of America, Shirley
Temple Black.

Reforming the CSFR Economy and the Role of Finance: Vlacimir Dlouhy, Minister cf
the Economy, CSFR.

Principles of a Market Oriented Financial System and the Role of International
Agencies. David S. Olinger, Director, Regional Housing and Urban Developraent
Office for Eastern Europe, U.S. Agency for International Development.

Discussion

Plans for the Evolution of a Market Oriented Financial Sector in thz CSFR: Richard
Salzman, President, Commercial Bank, Czech Republic.

Discussion
COFFEE BREAK
Financing Infrastructure on the New Erwironment: George E. Peterson, The Urban
Institute

Discussiori

Financing Housing in the New Environment. Raymond J. Struyk, The Urban Institute

Discussion



12:00

1:40

2:15

2:50

3:10

3:50

4:30

LUNCH

Housing and Urban Development in the Czech Republic: Problems and Financing
Needs. Jan Prikryl, Deputy Minister of Economic Policy and Development, Czech
Republic

Discussion
Challenges in Finance and Development: Housing and Infrastructure in the Slovak
Republic. Jaroslav Zbirka, Deputy Minister, Minister of Building and Construction,
Slovak Republic.

Discussion
COFFEE BREAK
Comparative Analysis of Housing Finance Systems in Western Economies: Kevin
Vilani, Professor of Real Estate and Finance, University of Southern California
Discussion

Foundations of a New Housing Finance System in Poland and Implications for Other
Countries in Eastern. Europe: Wladislaw Brzeski, Krakow Real Estate Institute

Discussion

Roundtable Discussion

WEDNESDAY, MAY 6

9:00
9:15

9:45

Housing Finance Workshop
Housing Finance in Czechoslovakic: Tom Kingsley, the Urban Institute.
Introduction: Importance of Housing Finance and U.S. History: Beth Marcus, FNMA

The Mortgage Process: Overview; Mortgage Products; Underwriting; Servictng: Beth
Marcus and Joan Linville, FNMA.
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10:45
11:00
11:45
12:05

12:30

9:00

9:15

10:15

10:35

11:35

12:30

1:30

COFFEE BREAK

The Construction Lending Process: Beth Marcus, FNMA
Lender Types: Joan Linville, FNMA

Funding and the Seccndary Market: Beth Marchus, FNMA

LUNCH

Iufrastructure Finance Workshop
Introduction and Goals of Workshop: George Peterson. the Urban Institute.
U.S. Municipal Bond Market and Use of Revolving Funds for Infrastructure Finance:

U.S. Experience: Jim Smith, Executive Director of the Council for State
Infrastructure Financing Authorities.

Prospects for the CSFR: Representative of the Central Bank
Discussion
COFFEE BREAK

Developer Financing of Municipal Infrastructure: Lynne Sagalyn, Columbia University,
CSFR Mayor

Discussion
Financing Water and Sewer Utilities:
LUNCH
Closing Session
This session will summarize issues raised during the conference, examine the role
of subsidies in the evolution of market-oriented financiai systems, and provide an

opportunity for all participants to raise questions and suggest policy priorities.
Moderator: Tom Kingsley, the Urban Institute.
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PROGRAM KONFERENCE

FINANCE V OBLASTI BYDLENI
A MESTSKE INFRASTRUKTURY

Pofida: Federilni viada CSFR - Ministerstvo hospodarstvi
ve spolupraci s
Agenturou Spojenych Statd Americkych pro mezinarodni rozvoj
(USAID)
Termin: 5. a 6. kvétna 1992

Misto: Hotel ""Praha ", Sudicka 20, :'raha 6

Ctery, 5. kvétna - Plenarni zaseddni:

8:30 Slavnostni zahajeni:Velvyslankyné Spojenych Stati Amenckych.
pani Shirley Temple Black

8:40 Vladimfr Dlouhy - Ministr hospodéfstvi CSFR
Reforma ¢eskoslovenského hospodafstvi a uloha finanéniho systému
9:00 David Olinger - Reditel pro Vychodni Evropu; Office of Housing and Urban
Programs USAID
TrZni principy finanéniho systému a role mezinarodnich agentur
Diskuse

9:40 Richard Salzman - Prezident, Komeréni banka
Perspektivy na vytvofeni trzné orientovaného finanéniho systému v CSFR
Diskuse

10:20 Prestdvka

10:40 George E. Peterson - The Urban Institute
Financovani infrastruktury v novych podminkach
Diskuse



11:20

14:15

15:30

16:00

17:30

Raymond J. Struyk - The Urban Institute
Finance v oblast bvdleni v novych podminkach
Diskuse

Prestavka - obéd

Jan Pfikryl - Naméstek Ministra pro hospodafskou politiku a rozvoj Ceské

republiky
Soucasny stav a nové aspekty bytové politiky v Ceské republice
Diskuse

Miroslav Zbirka - Zmocnénec viddy Slovenské republiky pro bytovou

politiku, nAméstek ministra vystavby a stavebnictvi
Soucasny stav a novs aspekty bytové politiky ve Slovenské republice
Diskuse

Kevin Vilani - Profesor of Real Estate and Finance,
University of Southern California
Komparativni analyza financnich systému v oblasti bydleni v zipadnich
ekonomikach
Diskuse

Wladislaw Brzeski - Krakovsky institut nemovitosti

Zavidéni nového systému financi v oblasti bydleni v Polsku a dasledky
pro ostatni zemé vychodni Evropy

Diskuse

Vieobecna diskuse - Petr Tajéman, USAID Housing Program
Czechoslovakia, The Urban Institute

Recepce
Recepci pro udastniky konference pofada pan David Olinger. feditel
Utadu pro bydleni a rozvoj, USAID

Stieda, 6. kvétna - pracovni skupiny

8:30

Finance v oblasti bydleni

Pracovni skupina bude pracovat pod vedenim moderatora Beth Marcus. Federal
National Mortgage Association (FNMA), a bude zahmovat referity Joan
Linville a Roberta Motleye, oba z FNMA. Odbomici z Ceské a Slovenshe
republiky budou prezentovat své nazory v ramci panelové diskuse. Ndéplni prace
pracovni skupiny bude proces hypotekdmich pajcek thypotecni  pujchy
poskytovani, uzavirani, platba atd.). uvérovdni vystavby, charaktenstiha
alternativnich avérovych zdroju, financovani, role a fungovani sekundamiho triw
hypotek. _
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15:00

Financovdn{ méstské infrastruksury

Pracovni skupina bude pracovat pod vedenim moderitora Georgie E. Petersnna,
The Urban Institute. Referéty pfednesou panové James Smith, U.S. Cound| for
Infrastructure  Financing Agencies, a  Horst Zimmermann, University
of Marburg, SRN. Ceskoslovensti odbornici prednesou své piispévky v ramci
panelové diskuse. Pracovni skupina se bude zabyvat funkeemi trhu s obligacery
ve Spojenych stitech, obligadni bankou a zplisoby financovéni infrastrukery
v USA. Déle bude vénovéina pozomast financovani béiném v ZApadn{ Evr.pé
a konkrétnim moznostem jejich razvinuti v existuiicich podininkach v (CSER.

Zdvér konference

Organi-aénf pozndmky:

Tajemnfk konference: Petr Tajéman - USAID/The Urban Institute

UBYTOVANT:

Veskeré informace tykajici se konference Ize obdriet od pana Tajémana
na tel./Fax ¢isie: 02/73 28 68

Pro mimopraZské ulastnfky bude poskytovano hotelové ubytovani ve
dnech ze 4. na 5. kvétna* ,a z S. na 6. kvétna.

Zijemci o ubytovéni nech( neprodiené kontaktuji tajemnika konference
(Tel/Fax: 02/73 28 68), nebo zadlou vypinénou phihlatku.

* Ubytovdnl v tomto terminu (ze 4. na 5. kvétna) bude poskytmuto pouze litastntkidm z mist,
krerd jsou z Prahy vzddlend 3 a vice hodin.

15
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KEYNOTE SPEECH

PRINCIPLES OF A MARKET ORIENTED PINANCIAL S8YSTEM AND THE ROLE OF
INTERNATIONAL AGENCIES

PRAGUE CONFERENCE ON HOUSING AND INFRASTRUCTURE FINANCE

Hotel Praha, Prague
May 5, 19%2

David Olinger
Asgistant Director, Eastern Europe
Office of Housing and Urban Programe
U.S. Agency for International Davelopment

INTRODUCTION
Thank you Ambassador Black and Minister Dlouhy. It is a pleasure
to be here in Prague again. I would especially like to thank the
Federal Ministry of the Economy for its help in making this
conference possihle. It is encouraging to hear of the progress

being mada in restructuring the housing sector in line with a more

market oriented, demand driven economy.

Part of the obligation to structure the framework for reform has
fallen on the people in this room and the transition has already
begun, New private housing development firms are being formed;
local officiale are proposing plans to improve infrastructure
systems and taking steps to facilitate private housing investment.
lLocal goveruments are privatizing much of the social hcusing stock,

especially through reastitution to former owners.

Much however remains to be done. As private and government leaders
ara recognizing, the lack of adequate finance may be tha most

formidable constraint to be faced in achieving their objectives.

1"\
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THE U.8. BXPERIENCE

In the United States, the housing sector, over a long period has
produced a supply of shelter which has created what has become
known as the "American Dream" -- the idea that the "average" family
can buy and own their own home. The concept is fundamental to both
the social and economic fabric of our country. Over the past 45
years, 79 million housing units were produced, allowing 60 million
families, or 64% of the population to own their own homes. In
addition, the number of sub-standard units has dropped from almost

S0% in 1940 to less than 10% in 1985,

These statistics are not intended to imply the situation in the
U.S. is perfect. We have serious problems -- including the
homeless, urban crime, drugs and the poteatial of a permanent
underclass with 1little hope of aconomic advancement. it is
becoming inc: .asingly difficult for the firast~time buyer to get on
the housing ladder. w'a are currently addressing a crisis in
nousing finance which will have an ultimate price of hundreds of
billions of dollars. Navertheless, most Amsricans are well-housed.
The supply of mortgage money remains scrong and most Americans are
eligibla toc purchase a home with a loan of $0% or more of its
value. Tha home can then be readily sold to another family who

obtains a similar loan to buy the home.

This market system of finance allows for mobility in the U.S. labor

force. The average American family moves every five years,



allowing it to respond to shifts in the aconomy as personal

employment opportunities change. The private market has enabled

most Americans to obtain a relatively high standard of housing.

While nejther the U.8. or any particular system can be directly
copied by Eastern Europe, there are principles underlving a market
oriented finance system which are aessential to its functioning

anywhere.

The basis for the system is a division of labor betwaen the public
and private sector which combines the incentives for private profit
with adequate concern for the public good. 1t requires a vigorous
private ssctor including developers, homebuilders, lenders,
realtors, investors, lawyers, architects, engineers and anlightened

public officials.

A market-oriented financial system also depends upon efficient
financial institutions oparating under market principles. The
terms of financial transactions are detarmined by the market rather
than througlk administrative processes. Institutions must possess
skills which allow them to realistically evaluate the risk of
alternative invaestments to insure that resources flow to
investments yielding the highaeat return. The role of government in
these transactions is minimal. Regqulation should be imposed only
when necessary to protect the legitimate public interest. Where

subsidies are justified, they should be distributed through the



3z

government budget rather than through the financial system.

Successful financial systems also depend upon the creation of
savinge and lending instruments which also respond to market
forces. When long term saving instruments are unattractive because
of economic uncertainty, new instrumente which reduce uncertainty
must be devisad. where high interest rates make loans
unaffordable, indaxed instruments can make borrowing mora

affordable and still insure adequate returns to the lender.

Finally, the rights of all participants in the financial markaet
must be protected. Lendersg nust accurately present information to
potential borrowers on thair obligations and the terms of financial
contracts, Borrowers must offer adequate security to cover
possible default to the lender. At the same time, the legal system
must support the enforcement of these rights, protecting both
lenders and borrowers from failure of the opposite party to uphold

the terms of the contract (foreclosure laws).

Also .critical to a successful housing policy is an adequate system
for urban service provision. While an individual household can
build housing on its own, in urban areas is impossible for a

household to develop its own infrastructure support.

As responsibility is tranaferr=d from the c¢entral government to

municipalities, a new question to address is which lavels of



government will ba responsible for the capitazl investment required
for network services such as water distribution and wastewater

collection, and how these major investments will be financed.

The Republics face massive new challenges. Not only must they
increase the lavel of local capital investment to raeplace and
upgrade the long neglected investmerits in municipal water treatment
and distribution. At the same tima, thuy will negotiate a new
fiscal system that supports new local spending levels and also
decide what authority for local service delivery and investment to

transfer to local jurisdictions.

The capital investment required is great, particularly given the
priority being placed on worldwide envircnmental Iimprovement.
Means must be found to generate revenues to re:zover the operating
costa of such networks; local authorities must have the means to
acquire the capital needed for such investments and the capacity teo

administer it.

Our - experience demonstrates that the components of an effective
market-based system of housing finance are complex and must evolve

from the specific conditions and culture of each country.
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}. INDUSBING AND URBAN DEVELOPMENT EXPERIENCE

In addition te the knowledge gained from experience in the U.S., we
have aloo gained expertise in housing and urban programs outside
the U.S. For more than 25 years, the U.S. Agency for International
Development has worked in over 50 countries providing capital
assistarce, technical assistance and training for shelter, the
provision of urban gervices, infrastructure and other development
projects. Some of this experience in development is relevant for

the Czech and Slovak Federal) Republic.

Our international efforts are guided by a few fundamental

objectives:

. We work on a continuing basis with countries who are pursuing

their housing and urbanization efforts in a realistic manner.

L] We assist such nations develop effective and efficient

national shelter and urban policies.

° we provide assistance intendad to help gtrengthen the
institutions that are critical to the planning, finance,

development and managemant of shelter and urban services.

As I have already mentioned, the tools avi:ilable for our work

include technical assistance, training and loans. our principle



loan resource is known as the Housing Guaranty Program. Through
this substantial program, we guaranty repayment cf the U.S. private
sector loans to developing countries at rezaonable terms for
shelter and urban development activities. Within the next few
weeks, AID will sign a $30 million HG program for Poland. We are
also in the process of examining the possibilities for a somewhat

small program in Hungary.

In each country where AID has provided asgsistance, the problems are
complex and available resources are extremely limited. Working
with senior policy makers, we have generally helped our clienta
come up with effective, pragmatic approaches. Through thosge
experiences, and from our nistakes, we have evolved & set of
principles which can be applied within the political, historical

and cultural reality of a particular situation.

A critical component of the private real astate market is
effective, participatory local governnent. The many years of
experience with local government in the U.S., enables 2.I.D. to
provide subatantial expartise in municipal administrative and
financial management in developing countries. Although the role of
local government is significant in many othar countrias, the U.S.
has a rich base of experience with more than 80,000 units of local

government in fifty states.
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POTENTIAL FOR COOPERATION IN SUPPORT OF PINANCIAL SECTOR REFORM

A.I.D. believaes it can provide maaningful assiatance in support of
financial sector reform. This prestigious and diverse group of
czech, Slovak and American professicnals has baen agsembled to help
jdentify the naed for and nature of such support. While the
Americans have obtained background information on tha Czech and
Slovak system of housing and infrastructure finance, they ars here
especially to listen and learn. The enormity and complexity of
tasks confronting the Republic is clear. We hope to meet with each
group hers to discuss your ideas about how these important issues

can best be addressed.

For more than a year, A.I.D. has supported initiatives in the Czech
and Slovak Republic at the national level, at the municipai level

and for the private sactor.

At the national level, it has analyzed current housing policy,
surveyed the stock of communal housing and examined raeforms in
relation to housing allowances and gocial payments programs.
Advice was given on the new westarn-style condominium law and is
also being provided now for a housing substitution law, land
development regulations and other lagislation relating to housing

reform. {

Two municipal districts in Prague are working with A.I.D. to find

means of privatizing the ownership and management of thelir rental

8



housing stocks. Other municipalities have asked that the progranm
be extended to their areas. Several have asked to work on

strategies and methods of planning for future urban growth.

In the private sector, A.I.D. is working with the Associations of
Private Contractors and the Guilds of Contractors in both Republics
to assess the rapidly growing private construction and building
materials industries. These studies have shown there is
substantial potantial Zor a significant privats housing markst.
gites for demon~tracion projects have baen investigated and could

possibly lead to developmant of U.S. sponsored pilot projects

These experiences suggest a few areas where expartise available
from U.S. and other donors might prove usseful. Placing the
private real estates markst on a firm foundation will require
further legal and regulatory framewerk for housing and service
provigsion, including laws reagarding tenure, property transfer,
contracts for financing, foreclosure procedures. Through technical
assistance, lessons learned from experience in other countriee can
be adaptad to suit the context in thie country. Incidently, the
experience A.I.D. has gainea (from working on condominium
legislation here has alresady proven usaeful in Poland where similar

legislation is also being examined.

The same is true of elements of municipal management focused on

infrastructure planning anda revenus generation for wvater,
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sanitation, solid waste dispoual and other basic services. The
role of the private sector in service delivery may require
definition. It may be necessary to introduce reformed tax systems,
incentives, infrastructure standards and urban enviromaental

assagssments.

Assistance may also be usefu)l in introducing new tech:. o,y
relating to financial sector development. New techniques in
instrument design, portfolio management and debt-gervicing systems
will be critical in managing the scale and complexity of financial
transactions that will evolve as the financial market devalops.
Training in the use of new technigues in areas such as risk
assessmant, underwriting, accounting and management is anther area

in which donor assistance can play a role.

Finally, capital assistance through the Housing Guaranty program
might be useful to finance pilot projects to demonstrate and test
the feasibility of new lending instruments and new institutional

and contractual relations.

By the end of the conference tomorrow, I hope we will all have a
clearer picture of the greatest needs and opportunities for
cooperation. We can then move ag quickly as possible to develop
these opportunities through the most appropriate means of

asgsistanca.,

10



We look forward to exchanging ideas and experiences with you all

and to a most interesting and useful two days. Thank you.

Draft #2 - 5/1/92

u:\czapub\docs\pragsdav .spe
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RAYMOND STRUYK BRIEFING

Table 2.1 +
Summary of the Distribution of Risk Under
Alternative Ways of Mobilizing Funds
(entity bearing risk)

Type of Risk
Source of Credit Intermediation  Interest Prepayment
Funds Risk Risk Rate Risk Risk
Deposits Originator  Originatc; Borrower or Originator
Originator++

Term Loans® Originator  Originator Borrower or Originator

Originator++

Bonds**

Fixed Rate Originator None Investor [ssuer

Variable Originator  None Borrower [ssuer
Participations**

Fixed Rate+ Originator None Investor Investor

Variable+  Originator None Borrower Investor
Refinaicing  Originator None [ssuer Originator

(NHB)

Notes:

* Assumes these loans are at a fixed rate. Intermediation risk occurs only if the loan has a
call option.

#* Assumes that the bonds have the same term as the underlying mortgages; bonds could be
issued either by an individual lender or by a secondary facility but in either case use a
pool of mortgages as the asset base. *‘Fixed rate’’ and **variable rate’’ refer to the
interest rate structure on the underlying mortgages.

+ Whether the participation is fixed or varisble rate depends on whether the mortgages in
the underlying pool are fixed rate or sdjustable rate mortgages.

++ Depends on whether fixed rate or adjustable rate mortgage is employed.
4

Source: R. Struyk, A Secondary Mortjage Market for India:
Notes cn Feasibility and Structure. New Delhi: USAID, 1990,
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Figure 6.2 SECONDARY MORTGAGE MARKET OPERATIONS: ILLUSTRATION FOR
VARIABLE RATE BONDS

BOND PURCHASERS

social ins. pension life & casualty other
funds funds ins. companies investors
one-time 20% annual rate of return;
cash payment paid monthly for 5 years

INDONESIA MORTGAGE PINANCE
CORPORATION

one-time cash payment 24% mortgage payments,
for mc-tgage principal less servicing fee

LOAN ORIGINATORS

comnercial BTN Paipan nonbank housing
banks f - 'ahtera finance inst.

Receive: loan origination & servicing fees

Can invest in sortgage-originated or in housing-backed securities

Receives 20 year, 24% variable rate mortgage

Soumf:: R. Struyk et al. The Market for Shelter in Indonesian Cities.
Washington, D.C.: Urban Institute Press, 1990,

Che



deposit
instwtion®*

mortgage banker

hybrid

funds

mobilization

deposits;
contract savings;
term loans

capital;
term loans

deposits;
contract savings,
term loans

Housing Finance Systems

loan organization
and servicing

deposit

institution

mortgage banker

originator

*National Savings Bank, savings and ioan association, building society, banks.

investment

deposit
institution

bond holders, MBS,
secondary markets, other
investors

originator,
bond holders,
secondary market, etc.
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Alternative Mortgage Investments
Compared to Fixed-Rate Mortgage

instrument impact on interest rate risk of default
affordability risk

adjustable rate modest shifted to the relatively great

mortgage (ARM) increase borrower*

price-level . substantial largely shified moderately greater

adjusted mortgage increase to borrower**

(PLAM)

dual index substantial largely shifted slightly greater

mortgage increase to borrower**

(DIM)

*If adjustment limits are present, ¢.g. maximum interest rate increase of 5 percentage points over the life of the mortgage, then
risk is shared with originator/investor.

*+Adjustment limits in terms of the ratio of mortgage payment to income could be in effect.

bk
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ALTERFATIVNI HYPOTECNI INVESTICE
V POROVNANI S
HYPOTEKAMI S FIXNI MIROU.

nastro dlisledky z hledi- riziko riziko platebni riziko
-diska dostupnost: tudrckové mairy neschopnost. i likvidity

hypoteka s mirne zvyseni pfesunuto na poueérne velkeé ponékud

variabilni vyplicovateliex véts|

duirokovou mirou

CARM)

hypotéka podstatne do velke miry mrirné véetsi mirné

prizpldsobiva zvysSeni plfesunuto na vetLEi

cenove hladiné vypllicovatelexx

(PLAM)

dvoijindexova podstatneé do velké miry ponékud vétsSi podstatneé

hypoteka zvysSeni prfesunuto na vetsi

CHDI) vyplicovatelexx

xJestliZe se vyskytuji limity pfizplsobivosti, jako naprfiklad maximalni

narilst ilirokove miry o 5 procent za dobu trvani hypotéky. pak se

o riziko déli plvodce/investor.

xxJe moZno pouZit limitl zmény na pomér hypotecni splatky

k priimu.

w‘\_‘
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Priklady rozloZeni rizika pri

alternativnich zpiiscbech mobilizace

f ondil.

(Subijekt nesouci riziko)

Druh rizika

Zdroij fondi Riziko uvéru Riziko Riziko Riziko
(penéZnich zprostiedkovan i irokove airy placeni
prostiedkil) (Intermediacéni r.) predem
Vk1ady Pvodce nebo PQvodce Vypldifovatel PAvoliie
rucitel nebo pfivodce
Obligace Pllvodce nebo ZAagné Investor Rucitel
Fixni mira rucitel Zadné Vypldifovatel Ruc€itel

Variabiini
- 3 -

-
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Dostupnost hypotéeky s fixni mirou
pri alternativnich drokovyvch mirach.

M&sicni priiea 935 LV
Splatka k pri imu 30 %
Dostupna mésicéni splatka 280.5 LV
Doba splatnosti: 20 let

Daersst-uapna hypot.Sska

Urokova mira Dostupna Dostupna Obytné
(procent) hypoteéka cena bydleni plochy
3 50,577 72.235 36.1
20 16.511 23.588 11.8
50 6,731 9,652 4.8

xPfedpokldada 30 ti ¥ zalohu v hotovosti.

xxPredpokladad cenu 2.000 LV za &tveredni metr.
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vkl adove

instituce

hypotékarni
banker

SYSTEMY FINANCOVANI BYDLENI

mobi l izace fondd

vklady:
stavebni sporenli.

Casaove plicky.:

kapital:
casave plicky:

zdroi a zpravo-

investice

vani pdicky

vkladoveé

instituce

hypoteékdrni
bankeérl

vkladove

instituce

drZitelé obligaci:
MBS, ekundarni trhy

jini investori

—
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CYSTEAY VIEACCOVAT BYDLEND  POUCERL 7 PETI TRZBTCH KKOROMIX

I. THE GOOD NE¥S IF THE 1980 S
"DOBRE ZPRAVY" 2 LET $0.TYCH

FRILMRES, BREVRUPICIES A¥D LIQUIDATION OF SPECTAL 1390
HOUSING FIHARCE TESTITUTIONS

NZUSPECH, PANKLOT R LIKVIDACE 1390 ti SPECIALNICH
FINAECHICH USTRVU POSKYTUJICICH FINAHCE NA BYDLEWI

HCHE CLOSURES AHD EVICTION AT A 50 YEAR HICH LEVEL
POCET EXEXUCT A SOUDNICH VYSTEHOVANI NETVYSSI ZA
POSLEDHICH PADESAT LET

HOME PRICES AKD INTEREST RATES
EXPERIENCE RECORD VOLATILITY
CENY BYDLENT A UROKOVE MIRY
JSOU VELMI WESTALE

SPECIALIZED HOUSING FINACE IMSTITUTIONS

~ AMD RRRANGEMENTS SHRIEXING OR DISAPPEARING
FINANCNI USTAVY A PROGRAMY ZRMEREME NA BYDLEMI
SE ZMENSUJT R POSTUPHE MIZI

FINRCIAL MARKETS UKDERGOING PERESULATION
FINRACHT TREY PRODELAVAI] DEREGULACT

HOKEQYNERSHIP LESS AFFORDABLE XD DECLINING
VLASTNICTVI BYDLENT MENE DOSTUPHE A JE NA USTUPY



I PROC JSOU TG “DOBRE" ZPRAVY

COST OF CREDIT TO HGiiEBUYERS IS

CLOSE TO TEAT OF CENTRAL GOVEREMENT
NFKLADY ¥A UVER JSOU PRO "KUPCE“ PYDLENI
BLIZEE NAKLADUM VLADY (USTREDZICH ORGAKU)

ACITVE CONMPETITION FOR HORTGEGE LENDING
REDUCES COSTS AHD THPROVES CORSUMER CHOICE
7IVA KOEZURENCE V OBLASTT HYPOTECNICH UYERD
SHIZUJE MAXLADY A DRVA ZRKAZNIKOVI VETSI
MOZHOST VYBERU

CREDIT IS READILLY AVAILABLE TO FINANCE

HOUSING AND MEET MARKET DEMRD

(VER JE VZDY K DISPOZICI PRO FINRNCOVANT BYDLENI
A PRO KRYTI POZADAVKU TRHU

FUNDS FLOV ACROSS POLITICAL BOUXDARIES
T0 FINANCE HOUSING

KAPITAL HA FINANCOVANI BYDLENI

PROUDI PRES POLICKE HRANICE

DOMESTIC DEFICITS HAVE NOT “CROWDED
0UT" HOUSING FINAKCE

VNITRNE (DOMACT) DEFICITY "NEVYTLACILY"
FINAKCOVART BYDLENI



TTT SPATHME ZPRAVY

SPECTAL PREFERENCIES FOR HOUSIHG MAY
THDUCE CYERCOHSIMPTION

ZVLASTNI PREFERENCE V OBLASTI BYDLEMI
MOHI00 VYPROVOXOVAT BADSPUTRERU

REDUCED INVESTXENT IN PLAXT AMD EQUIPHENT
HAS DRMPERED ECOMOMIC GROYTH

SNIZENI INVESTIC A BUDOVY A ZARIZERI
ZTLUMILO EXOSOMICKY RUST

HOUSING PREFEREMCTES ARE POLITICALLY
DIFFICULT TO COXTROL

PREFERENCE V OBLASTT BYDLENI JSOU
POLITICXY TEZKO KONTROLOVATELNE



5% IV SOME IHPLICATIONS FOR “CONVERTING" ECONOMIES
VHAT ARE THE PRIORITIES?
NEKOLIK DUSLEDKU PRO TRANSFORMUJICT SE EXOMOMIKY
C0 JE KEJDULEZITEISI?

1. INTEGRATICH OF THE FIMAXCIAL SYSTEM
VITH THE GLOBAL FINANCIAL COMMUNITY
INTEGRACE FTHRNCNIHG SYSTEMU S
CELOSVETOVYM FINAMCNIM SPOLECEMSTVIM

2. RESPONSTBLE HACROECONOMIC MONATERY AND FISCEL POLICIES
ODPOYEDNA MAKROEKONOMICKA MENOVA A FISKALKI POLITIKA

3. A LEGAL SYSTEM OF "PROPERTY RIGHTS",
CONTRACT LAY, AND FREEDOM TO INNOVATE
PRAVNI SYSTEM OBSAHUJICT "VLASTNICKA PRAVA",
SHLUVNI PRAVO A OTEVRENY ZHENAH

4. AN ACTIVE MBRKET FOR HOUSING SERVICES
* KT MARKET CLEARING FRICES |
7TV TRH SLUZEB V OBLASTI BYDLENI NA UROVAI
TRZNICH CLEARINGOVYCH CEN
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FNMA BRIEFINGS

52

x History of U.S. mortgage f inance
x Vyvoj hypotékarnich financi
ve Spojenych statech

x The mortgage proces
x Proces uzavirani hvpoteék

x The construction lending process
x Proces iivérovani vystavby

x LLender types
x Typy veriteli

x Funding and secondary market
x Financevani a sekundarni trh
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BENEFITS
VYHODY

x Capital
x Kapital
x j.iquidity
x Likvidita

x Standardization
x Standardizace

x Market Eff iciency
x Efektivnost trhu

x Credit Enhancement
x Zvvseni kreditu
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LESSONS
LEKCE

x Homebuyers Access
x Pristup pro ty, kteri si kupuji bydleni

x Guvernment Role to Leverage and Support Systenm
x Role statu pri zavadeni a podpore systému

x System Evolution
x Wyvoj systemu

- od FHA k PMI
- od statniho Fannie Mae k soukromému Fannie Mae

x Creation of Standardization, Efficiency, and Innovations
x Vytvoreni standardizace, efektivnosti a inovace

x Different lender types
x Rizné typy veritell

x Construction Loanc Available if Mortgage Loans Available
x Jsou-1i k dispozici hypcuékarni Gvéry,
jsou k dispozici i Gvery na vystavbu

x Secondary Market Facilitates Fund Resources
x Druhotny trh napomdhd vytvaret zdroje fondi



56
STAGE I: PRE - 1930s

I. 0BDOBL: PRED TRICATYMI LETY

x Prinary Mortgage Market Only
x Prvotni trh s hypotékani

- Lender Directly Provides Mortgage Loan to Borrover
- V&fitel primo poskytuje hypotecni pijCku vyplicovateli

- Mortgages Funded ¥ith Deposits
- Hypotéky jsou financovany z vkladi

- Five Year Balloon Mortgages
- Pétileté baldnove hypotéky
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06 STAGE 11: 19305 - 1968
I1. OBDOBL: 30. LETA - 198

x Depression: Goverrment Intervenes to Prevent Possible Collapse
x Deprese: Stat zasahuje, aby zabranil moZnému zhrouceni.

x Creation of Secondary Mortgage Market
x Vytvoreni sekundarniho trhu s hypotékami

- Buyers and Sellers Trade in Mortgages
- Kupujici a proddvajici obchoduji s hypotékami

x Efficient Fund Intermediation
x Efektivni zprostredkovani financovani

- FHLB System (1932)
- FHLB system (1932)

- FDIC/FSLIC (1933 - 34)
- FDIC/FSLIC (1933 - 34)

- FHA (1934)

- Fannie Mae (1938)
- Fannie Mae (1938)


http:zprostredkova.ni
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STAGE 11: 1968 - 1980s
TI1. 0BDOBI: 1968 - do 80. let

x Secondary Market Enhanced
x PovySeni sekundarniho trhu

- Fannie Mae Privatized (1968)
- Privatizace Fannie Mae (1968)

- GNMA (1968) and Freddie Mac (1970)
- GNMA (1968) a Freddie Mac (1970)

x Private Mortgage Insurance Expands
x RozSiteni soukromého pojisténi hypoték

X Loan Products/Process Standardized
x llvérové produkty/Proces se unifikuje

_10_
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STAGE‘IV: 1980s - PRESENT
IV. OBDOBI: 80. léta - soucasnost

x Mortgage Securitization (MBS)
x Zajisténi hypotek (MBS)

x Produkt Variation
x (Obméfiovani produktu

x Greater Intermediation/Expanded Investor Base
x Rozsahlejsi zprostredkovavani/RozSirena zakladna investori

- 11 -

59
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THE MORTGRGE PROCESS
HYPOTECN] PROCES

x Homeowner Steps
x Kroky vlastniki

x Mortgage Product
x Hypotékarni produkt

x Undervriting
x Upisovani

x Servicing
x (bsluhovani

12 -



10 HOMEQWNER STEPS
KROKY VLASTNIKY

x Find Home: Enter Into Contract
x Majit bydleni: uzavrit smlouvu

x Shop for Lender and Mortgage
x Poohlédnout se po plijcovateli a hypotece

x (et Approved by Lender
x Ziskat souhlas plijcovatele

x "Close or Settle" on Home
x "Uzavrit dohodu nebo zaloZit" na bydleni

x Make Monthly Mortgage Loan Repayments
x Platit mésicni splatky hypotecni plijcky

- 13 -

| \[h ;



1t HOUSING FINANCE TERMS
62 PODHINKY FINANCOVANT BYDLEN]

x Lender/Borrover Legal Relationship
x Pravni vztah mezi plijCovatelen a vypiijcovatelen

- Loan
- Plijcka

- Mortgage

- Mnnt AbA
uy puvLau

- Note
- Dluhopis

x flome Value < Principal and Dovnpayment
x Hodnota bydleni < Ziklad plijCky a zaloha v hotovesti

x Amortization
x Amortizace

- 14 -



12 MORTGAGE PRODUCTS
PRODUKTY HYPOTEXY

x Key Features That Can Vary
x Klicové charakteristiky, které se mohou riznit

x Different Mortgage Types
x Rizné typy hypoték

- 15 -

£3



19 ~ KEY NORTGAGE FEATURES THAT CAN VARY
ct KLICOVE CHARAKTERISTIKY HYPOTEX, KTERE SE MOHOU RUZNIT

x Tern
x Doba splatnosti

x Interest rate
x Urokova mira

- Fixed or Adjustable

- Fixni nebo variabilni
- Ceiling or Floors

- Horni @i dolni limity
- Index

- Index

- Margin

- Margin(Rozpét i)

.x Payment
x Splaceni
- Frequency
- Frekvence
- Amortization
- Amortizace
- Ceiling (Capitalization)
- Strop (Kapitalizace)
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DIFFERENT MORTGAGE TYPES

RUZNE DRUHY 4YPOTEX

x Fixed-Rate Mortgage
x Hypotéka s fixni mirou

x Adjustable-Rate Mortgage
x flypotéka s variabilni mirou

x Balloon Mortgage
x Balonova hypotéka

x Graduated Payment Mortgage
x Hypoteka se stupiovanym splacenin

x Dual Index Mortgage
x Hypotéka s dvojim indexea

x Price-level Adjusted Mortgage
x Hypotéka prizpisobiva cenové hladiné

- 17 -
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NDERVRITING
UPISOVANT

x Ability of borrover to repay loan
x Schopnost vyplijcovatele splacet puijcku

x Creditvorthiness of Borrower
x Jvéruschopnost vypilijcovatele

x Property Value
x Hodnota majetku

- 18 -



16 ABILITY OF BORROVER TO REPAY LOAN
SCHOPNOST VYPUJCOVATELE SPLACET PUJCKU

x Standardized Forms
x Standardizované formy

x Employment and Income Verification
x Verifikace zaméstnanosti a prijmu

x Asset and Liability Verification
x Verifikace aktiv a pasiv/majetku a dluhd

x Debt to Income Ratios
x Pomery dlukil a priijmi

- Housing Expanse to Income Ratio
- Pomér mezi vydaji na bydleni a prijmem

- Total Expense to Income Ratio
- Pomér mezi celkovym vydanim a prijmem

- special Circumstances
- Zvlastni okolnosti

x High Loan-to-Value Ratios
x Yysoké pomery pdjcky a hodnoty



{7 CREDITORTHINESS OF THE BORROVER
o8 (VERUSCHOPNOST VYPUJCOVATELE

x Employment Stability
x Stabilita zaméstnanosti

x Loan Guarantors

x Rucitelé plijcky

x Compunity Lending Programs

x SpolecCenské plijcovatelské programy

x Community Guaranty Programs
x SpoleCenské ruCitelské programy

U\



18 PROPERTY VALUE
HODNOTA MAJETKU

x Property must oe adequate
security for the mortgage

x Majetek musi byt pro hypotéku
dostatecCnou zarukou

x Appraisal system
x Systém ocefiovani

x Market trends
x Vyvoj trhu

- 21 -



19 SERVICING
s OBSLUHA
x For Ovn Account x Vlastni icet

- Payment collection - Vybirani poplatki

- Deliquencies - Neplatici
- Foreclosures - VYyvlastnéni

- Property Managment - Sprava majetku

x For Others x Pro jiné

- Payment Remittance - Poukdzani splatk

- Reporting - Podavani zprav
- Inspections - Kontroly
- Foreclosures - Exekuce

- Maintenance and Sales - Udrzba a prodeje
x Value  x lodnota
- Flov of Income - Tok prijmu

- Liquid Assets - Likvidni aktiva
x Fees x Poplatky



CONSTRUCTION LENDING
VEROVANT VYSTRVBY

x Relationship to mortgage finance
x Vztah k financovani hypotek

x ADC
x ADC

x Loan terms
x Podminky pijcky

x Undervriting
x Upisovani

x Loan managment
x Obhospodarovani pdicky

x Funding source
x Zdroj financovani

- 23 -
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RELATIONSHIP TO MORTGAGE FINANCE
VZTAH K HYPOTECNIM FINANCIM

x Mortgage Loans Repay Construction [oans
x hypotecni pljcky splati stavebni {véry

x Yithout Mortgage Loans, Construction Lendiun; is Very Difficult
x Bez hypotécnich pljcek jsou stavebni dvéry velmi obtiZné

- 24 -



ADC
ADC

x Acquisition
x Ziskani

- Land purchase
- Koupé pozeniu

x Developnent
x Priprava stavby

- Infrastructure (Vater, Sever, Streets, etc.)
- Infrastruktura (vodovody, kanalizace, ulice, atd.)

x (onstruction
x Stavba

- House Building
- Stavba budovy

- 29 -



23 LOAN TERMS

" PODHINKY SPLATNOSTI

x Short term (2 aZ 3 years)
x Kratkodobe (2 az 3 roky)

x Adjustable rates
x Variabilni sazba

x Interest payment: Current or Capitalized
x Placeni iroku: béZné nebo kapitalizovane

x Principal payment: House sale or At Loan Maturity
x Placeni zakladu: prodej domu nebo pri splatnosti piijcky

x Changing Loan Balances
x Zména zakladu pljcky

- Disbursals
- Naklady

- Repayments
- Splatky

- 26 -



24 75
CHANGING ~ LOAN  BALANCE
ZMENR ZAKLADU PUJCKY

$50,000  §100,000  $200,000  $300,000  $175,000
|| I || | | |

$125,000
pljcova-
teli

H ] L 4 i S }] L 1 |

- 27 -



5 UNDERYRITING
7e UPISOVAKI

x Borrover
x Yyplijcovatel

x Project
x Projekt

x Loan Features
x Charakteristika piicky

- 28 -



2% BORROVER
VYPUICOVATEL

x Financial Capability
x Financni schopnost

- Statements
- Vypisy

- Referencies
- Reference

- History
- Minulost

x Building capability
x Stavebni schopnost

- History of Borrover
- Minulost vypdjcovatele

- History of subcontractors
- Minulost subdodavateli

x Inteqrity
x [ntegrita/Bezihonost

- 29 -
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2

PROJECT
PROJEKT

x Project Feasibility x Proveditelnost projektu
- Leqal (Zoning, Clear Lien)
- Pravni (zonovani, jasné vlastnické vztahy)
- Infrastructure (Utilities)
- Infrastruktura (elektrické rozvody, kanalizace...)
- Development Plan/Schedule
- PFiprava stavby - plan/Casovy harmonogram

x Market Feasibility - Buyer Demand For:
x Marketingova studie - poptavka ze strany kupujiciho
po: - Amenities
- Vybavenost
- Design
- Decign/vnéjsi dprava a provedeni
- Price
- Cena
- Location
- Poloha

x Financial Feasibility x Proveditelnost z financniho hlediska
- Build For Projected Costs
- Stavét za planované naklady
- Profit included
- Zisk zahrnut

- 30 -



LOAN FERTURES
CHARAKTERISTIKY PUICKY

x Builder s Equity (10 % of Costs)
x Joéni stavebnika (10 % z vysky nakladi)

x Loan-to-Value: Lesser of
x Pijcka k hodnoté: menSi neZ -

- 75 % Market Value; or
- 75 % trzni hodnoty, nebo

- 90 % of Costs
- 90 % z nakladi

x Security: Land and Improvements
x Zaruka: plda a vylepSeni

x Builder s Guaranty Covering Cost Overruns
x Stavebnikova zaruka kryjici prekroceni nakladi

..'Jl_



8o

29

LOAN YANAGNENT
SPRAVA PUJCKY

x Disbursement
x Vyplaceni

- After Completion
- Po dokonceni

- Subcontractors Paid
- Subdodavatelé zaplaceni

- Inspection process
- Kontrolni proces

x Partial Release/Partial Repayment
x Cistecné uvolnéni/Castecna spiatka

x Asset Managment
x Sprava aktiv

- Yorkouts
- Sprava

- Foreclosure
- Exekuce

- Completion
- Dokonceni

- 32 -
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FUNDING SOURCE
70RO FINANCI

x Primary market
x Primarni trh

x Fund Vith Deposits
x Financovani z vkladi

- 33 -
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LENDER TYPES
TYPY VERITELU

x Mortgage Banks
x hypotecni banky

x Savings and Loans
x Sporitelny a zaloZny

x Commercial banks
x Komercni banky

x (Others
x (statni

- 34 -
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MORTGAGE
ORIGINATIONS - 1990
PUVOD HYPOTEK - 19%

Banks - Banky
33 %

Thrifts - Zalozny /= — 0
30 %

Mortgage bankers
hypoteCni bankeri
36 %

- 35 -

er - Ostatni
1 %



N MORTGAGE ~ SALES 1990
ot PRODEJ HYPOTEK 1990

Thrifts - Zalozny

fther - Ostatni
2%

Mortgage banks
hypotecni banky
"2 %

- 36 -
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HORTGAGE. BANES
HYPOTECNT BANKY

Mortgage
Finance
Hypatekarni
f inance

x Must sell all loans
x Musi prodat vSechny plijcky

x Servicing income
x Sprava (obsluha) prijmu

x Permanent residential loans
x Trvalé plijcky na individualni bydleni

x Specialists in mortgage lending
x Odbornici na hypotecni puicky

x York vith brokers
x Spoluprace s makléri

x AMfiliations vith a bank or SGL
x SlruZovani s bankami nebo sporitelnami

- 37 -

Residential

Loans

Pdjcky na individualni
bydleni
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SAVINGS AND LOANS
USPORY A PUJCKY

1st Savings Residential Loans
i. lspory Pijcky na individualni
bydleni

x Primary financer of residential homes
x Prvotni financér obytnych doad

x Imbalance between deposit and loan interest rate
x Nerovnovaha mezi irokovymi mirami vkladi a plijcek

x [nvestment portfolio capabilities add to
risk and ccmpetitivness

x Shopnosti investicniho portfnlia zvySuji
riziko a konkurenceschopnost

x Development constructions and permanent
mortgage loans
x Pfiprava vystavby a permanentni hypotécni dvery

x Communitv oriented
x Zauéenl na obec

- 38 -



36  COMMERCIAL BANKS KOMERCNT BANKY 87

BANK BANKA

Small Government Consumer
Business Loans Debt, Loans
Pijcky drobnym Statni Spotrebitelské
podnikatel{m dluh pljcky

Incone Foreign

Property Loans

Loan

Pijcky na orijen Zahranicni

a majetek plicky

x Fastest groving residential lender
x Nejrychleji se rozvijejici veritelské sluzby
na individualni bydleni

x Benefited from: x Ziskal na:
- Indvstry St-eamlining - primyslovén sektoruu
- SGL debacle | - GGl debakl

- Liquidity of MBS instrument - Likvidita nistroje MBS

x Development construction and permanent mortgage loans
x Priprava vystavby a permanentni hypotécni {very

x Inv-stment portfolioc for non-conformimg loans
x Investicéni portfolio pro nestandartni pljcky

- 39 -
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FUNDING AND THE SZCONDARY MARKET
FINANCOVANT A SEXUNDARNT TRH

x (verviey
x Prehled

x Benifits
x Prinosy

- 40 -
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OVERYIEV - PREHLED

T
l
I

PRIMARY MARYET

PRIMARN[ TRH

I S | M |
| |Home Uwners | Primary lenders | - Borrover |
HVlasLnicl | Prvotni vériteleé | Deposits I
[ — | | — | vypti1€ovatel |
| " ’ Mortgage ! Vklady |
| and Note |
| Hypotéka a dluhopisy |
l i
t :
{
! SECUNDARY MARKET
| SEKUNDARNI TRH
I | = l | l
|| Home S |Primacy | ) | FHL Banks $ | Investors |
l | Owners ILenders | I —_‘l ‘
H Vlastnici |Prtnérni | - |E‘HL banky __1 Investofi |
|| bydlepi |veritels I I I I
| = ¢ : L L
| Mortgage and Note Mortgage Bonds
I Hypotéka a Dluhopisy & Collateral Obligace
| Hypotéka
i a Zastava
)

- 41 -
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SECONDARY AAAKET SALES (CASH)

PRODEJE NA SEKUMDARNIM TRHU (ZA HOTOVE)

Ir
Il Home

Il Uwvners
Il Maiitels

|| bydleni

1 { | | 1

| s |Primary ‘ S l l $ | Investors |
| =™ |Lenders | | Famnie | — |
| —lpPrimarn: | ™ | nmae | =™ tnvestori |
‘ |pt 1ovatete | | | | |
) ¢ - L 3 L )
Mortgage and Note Mortgage Bonds
Hypot.eka a dluhopisy & Collateral Obligace

Hypoteka

a zastava

- 42 -



I SECONDARY MARKET SALES (MBS) 2
| PRODEJE DRUHOTNEHO TRHU (MBS)
I
I
I
I ] l l | r ]
II Home: | s |Primacy | mBs | S IGrant.or |
|l Owners I |Lenders I | Fannie | ™ Trust |
[l mMaiitele | |[Primacni | — | nae | ™1 Trust |
|| bydieni I |pdicuvatele | I | vdetitele |
| ’ T ' ' '
| Morgage and Note | I Mortagage MBS
| Hypoteka a dluhopisl I & Note & Mates
i MBS | | $  Guar Fee MBS
| f —t ] Hypoteéka & dluhopisy
I I Investors I a dluhopisy
I I | Garan. poplatek
I I Investori |
I I I
| t 3
I
I
)

- 43 -
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YARKET ORIEXTED ECUSING PRODICTION
(Rep}azisg the CHCx)

TRZNE ORIENTOVARA PRODUKCE BYDLENT
(Nahrazujici KBV)

x L0SS OF CSFR PRODUCTION
x ZTRATA PRODUKCE ZABEZPECOVANE CSER

x REL_MIRDE]TS - mm SYSTEM
POZADAVKY - TRZE[ SYSTEM
- Reliable framevork of laws
- Spolehlivy pravsi ravec

- Reasonable return on investment
- PfiméTena navratnost imvestic

x VHY CONTRACT SAVINGS SCHEMES MR IMADEQUATE
PROC JSOU PROGRAMY STAVEBNIED SPORENI READEXVATHI
x NEED T0 FOCUS SUBSIDIES ON THE POCR.
POTREBA ZAMERTT DOTACE NA CHUDE.

x CiC - Comprebensive housing coestrectios
KBV - Koaplexni bytova wystawbe

g3
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HOUSING AFFORDABILITY
Development cost/unit (Kcs 000)
700 8c0 1,000 1,200 1,500
AMOUNT OF LOAN
Down payment (%) 20 20 20 20 20
Down payment (Kcs 000) 140 160 200 240 300
Amt. Loan (Kcs 000) 560 640 800 960 1200
FiXED RATE MORTGAGE
(12%, 20 years)
Monthly paymont (Kcs) 6,248 7,140 8,925 10,710 13,388
Annual Income Required
(Kcs 000)
20% paid for loan 378 428 536 643 803
30% paid for loan 250 286 387 428 536
PRICE LEVEL ADJ. MORTGAGE
(4%, 20 years)
Monthly payment (Kcs) 3,434 3,924 4,905 5,887 7,358
Annual Income Required
(Kes 000)
20% paid for loan 208 233 284 363 a1
30% pald for loan 137 167 196 238 294
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COMPARISONS OF TOTAL COSTS PER UNIT (Kcs 000)
Single Family Panel
Apt. High-
Detach. Row Bldg. Rise
HIGHER COST LAND
Larger Unit-Lower Density
Constr.Hard Costs 550 485 503 898
Site Prep.,Infra. 125 114 4 10
Land Cost 460 376 179 84
Fees, Raserve, GC 138 119 112 186
Financing 205 173 133 186
Total 1,478 1,247 968 1,364
Smaller Unit-Higher Density
Constr.Hard Costs Q7 n 398 698
Site Prep.,Infra. 83 86 32 8
Land Cost 312 258 122 57
Fees, Ragarve, GC 109 24 88 145
Financing 153 129 101 143
Total 1,103 936 740 1,050
LOWER COYT LAND
Larger Unit-Lower Density
Constr.Haid Costs 550 485 503 898
Site Prep.,Inia. 125 114 41 10
Land Coat 115 94 45 21
Fees, Reserve, GC 138 118 112 186
Financing 147 125 110 175
Total 1,075 917 a1 1,291
Smaller Unit-Higher Density
Constr.Hard Costs 437 N 398 698
Site Prap.,infra. 93 8é 32 8
Land Cost 78 64 31 14
Fees, Resarve, GC 129 94 28 145
Flnancing 113 97 88 136
Total 830 712 833 1,000

&9



. Income Distribution
Czechoslovakia 1991
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PRAGUE CONFERENCE ON HOUSING
AND INFRASTRUCTURE FINANCE

Hotel Praha, May 5-6, 1992
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DEVELOPMENT-BASED STRATEGIES FOR FINANCING PUBLIC GOODS:
INFRASTRUCTURE, FACILITIES, AMENITIES

1. Revenu¢ Based Dispositions of Publicly Owned Land

2. Land-Value Trades and Conversions for Public Goods

3. Regulatory Requirements Imposed on Private Development

4. Public-Private Financing with Dedicated Payback Revenues



Revenue-Based Dispositions of Publicly Owned Land

* policy choice:
land lease or sale disposition

: implementation process:
developer selection -- competitive RFQ/RFP
terms and conditions -- negotiation/bargaining

. legal vehicle:
contractual development agreement between
public and private parties

. financial products:
lump-sum sale proceeds and/or
long-term rent streams

P



La:.4-Value Trades and Conversions for Public Goods

* policy choice:
agenda of public benefits sought
trade-offs between cash returns and
in-kind benefits

. implementation process:
custom-tailored negotiations as part of public

land-disposition process

* legal vehicie:
contrac:ual agreement berween public and private
parties stating obligations and responsibilities to meet
performance schedule and standards,

with penalties for failure

. "financial" products:
on-site project improvements (sidewalks,

streets, utilities, transit facilities)
amenities (open space, art, public facilities)
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Regulatory Requirements Imposed on Private Development

policy choice:
form of land-use intervention

. implementation process:
uniform application
predevelopment regulatory review

legal vehicle: incentive-zoning ordinance
subdivision ordinance
special statutes

"financial" products:
on-site improvements (roads, utilities, open space, art)
contribution of land, school buildings, parks
fees (exactions, linkage) to mitigate impacts
of development
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Public-Private Borrowing with Dedicated Payback Revenues

policy choice:
type of spatially based taxing district
(utility, special assessment, TIF, BID)

* implemnentation process:
authorizing statutory legislation
specified formal administrative process
bond issuance -- private market or
development bank

legal vehicle:
bond terms, conditions, covenants

financial products:
initial front-end capital funds

"2
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FACTORS AFFECTING CHOICE AND EFFECTIVENESS OF STRATEGY

* Public Policy Mandates

* Type of Development: Commercial or Residential
. Location: Urban Core vs. Suburban Growth

* Real Estate Market Conditions

. Information on and Certainty of Land Values

y Attitudes and Skills:
Entrepreneurial vs. Bureaucratic

W
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ISSUES AND POTENTIAL PROBLEMS OF

PUBLIC-PRIVATE DEVELOPMENT

Risks of Partnership Delivery

lags in anticipated revenues
over-optimistic projections
business failure of private partner
complexity of obligations

Problems of Public Management

absence of clear, identifiable objectives
lack of negotiation skills and
knowledge of real estate finance
benefits ad hoc/not in conformance with planning priorities
failure to consider full costs and benefits

Issues of Public Policy

uniformity of implementation
accountability -- political and financial
potential conflict of interest

-y
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