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EX1IlBITS (Forms) 

Application for Nlultifumily Construction Credit
 

Part 1. Information on the Activities
 

Part 2. Information on the Project
 

"Market Analysis" and copies of application of those persons whoPart 3. 

made prepayments
 

Part 4. 	 Certification of Compliance with Competitive Bidding
 

Requirements
 
Breakdown of Cost of Construction Per Square Meter
Part 5. 


Part 6. Environmental Statement
 

Part 7. Cost Analysis for Housing Project
 

Part S. Cash Flow Projection for Housing Project
 

Part 9. Ration Analysis for Housing Project
 

II. Application fcr Single Family Construction Credit 
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TERMS 

Throughout this Guide. the terms defined belong, will be used: 

Bank - a legally authorized bank seeking approval to participate in these housing 

programs. 

- recipient of the funds of the mortgage loan or construction loan.Beneficiary 

Bud Bank, S.A. - (Bud Bank) -The onlender which administers the Mortgage 

fund. Bud Bank undertakes all legal activity on behalf of the Fund. 

Cession - A clause assigning the rights to the proceeds of an insurance policy to 

the PB acknowledged by the insurance company. 

Collateral - a title to property. PB will have a first lien position in property 

financed with construction sub-loan proceeds. 

Community Association Project - (Community Association) - Cooperative, 

condominium, and other forms of community housing. 

Construction Financing Agreement - Any agreement entered into by Bud Bank 

and a PB for the purpose of refinancing construction sub-loans. 

- The bae incre, ra t tretfim-nce rate or ItsConstruction Loan Rate Index 

successors) of the National Bank of Poland. 

Construction Sub-loan - (Construction Loan) - A loan maide or proposed to be 

made by a PB to a developer and, or a hoasehold for ;I Construction Sub-project. 

Construction Sub-pro'ject - (Project) - means a specific project to be carried out 

by 2 developer or a household utilizing the proceeds of a Consti uction Sub-loan. 

The Mortgage Fund will issue a forward commitment forFor-ward Commitment 

permanent. long-term financing for housine units for which the Mortgage Fund 

has previously issued a refinance of a construction loan. 

Guaranteed Weksel in Blanko - Weksel in Blanko signed in addition to issuer by 

the third person who guarantees payment under the Weksel entitling person or 

entity indicated in Weksel to vindicate a claim through simplified civil procedure 

against issuer and/or guarantor. 

Guides 
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(The Procedural Construction Lendinu Guide) - Program
 

requiremenlts for construction credits.
 

(The Procedural Mortgage Lending Guide) - Program
 

requirements for mortgage credits.
 

- an office under the authority of theHousing Finance Project Office - (HFPO) 


Republic of Poland to coordinate and supervise the implementation of the
 

Project.
 

- Includes water, sewer, central heating. gas, electric, telephoneInfrastructure 
and other utility system connections. May also include roads or any other specific 

local government requirements. 

and theThe difference between the interest rate charged the beneficiarMargin 
base interest rate of the National Bank of Poland, to be at least 3 percent.
 

Ministry of Spatial Economy and Construction - (MOSEC) - or any successor 

thereof. 

Mortgage - A legal interest in a property. The PB vill have a first lien position in 
When registered, this

the properties financed with con! truction loan proceeds. 
V,,c right to take property upon default of the

document this document creates 


construction sub-loan contract.
 

- means the fund to be established %%ithinBud Bank for
Mortgage Fund - (Fund) 


the purpose of providing a stable source of !ong term funds for housing
 

investments.
 

Multi-family Projects - Flats, apartment buildings and complexes or estates ot
 

single family units.
 

- Wage ChangeOfficial Government Statistics Wage Index, or its successor. 
- an index set bv

Index in Six Branches of Economy - (The National Wage Index) 


the Chairman of the Central Statistical Office and currently in use to determine
 

the amount of change in the beneficiairy's repaiynment of t nwrtige lo:n.
 

- Any bank \hich the Bud Bank has appro'ed to
Participating Bank - (PB) 


participate in Bud Bank provsramF. i.e. the Contruction Financing Agreement
 

and Mortgage Financing Agreement;
 

Perpetual Ground Lease - ("Perpetual Usufruct")- the right to use and
 

exploit the land owned by the State Treasury or local community (Gmina)
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to the exclusion of other persons and to transfer such right to other parties. 

Generally. Ground Lease isesstablished for 99. scars; inexceptional cases 

it may be established for a shorter period not less than 40 years. Perpetual 

usufructuarv becomes the o\ ner of building., ei ccted b\ him on land 

leased from the State Treasury or local community. 

Renovation Projects - Expansion, addition, modernization and repair of housing 

units. A project can not be less than 25% of current appraised value, or higher. 

Single-family Units - Borrowers building or completing private homes to serve as 

permanent (primary) residences. 

Subintabulat - The instrument to be used to secure the Bud Bank's interest in the 

mortigage collateralize by the PB. Mortgage established over aclaim secured by a 

mortgage. Repayment of such claim may be made only to the creditor who isthe 

beneficiary of the subintabulat. 

A clause or document that permits a mortgage recorded at aSubordination 
later date to take priority over an existing or previous mortgage. Subordination 

concerns Bud Bank's first lien position on mortgage established by the PB. 

Sub-loan - means collecti%,ely. construction Sub-loans and Mortgage Sub

loans. 

Weksel - A promissory note entitlin- a person or entity indicated inWeksel to 

vindicate a claim through simplified court enforcement procedure. WVeksel has to 

include the following elements: I )the word "weksel" in the text of the document. 

2) unconditional promise to pay a specified amount of money. 3) determined time 

and place of payment, 4) name of the person to whom or upon whose order 

payment is to be made, 5)an indication of the date and place of issuance. and 6) 

the signature of the issuer. 

Weksel signed by the issuer which does not specify an amountWeksel in Blanko 
promised to be paid and time of payment.
 

Zloty - In the currency of ihe borrowerideeloper. 
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PARTICIPATING BANK APPROVAL AND ELIGIBILITY 

This secti,,l describes the procedure for becoming an approved PB under the Program 

explai;;;, zhe termns ot the contra,tudl rciationship. discusses the on-going obligations a 

PB must meet to continue to be eligible for this Program, and defines a PB's general 

business obligations. 

This Section consists of four parts: 

1. 	 PB Approva! -- discusses the eligibility criteria and the material that should be
 

submitted as part of a PB's application package.
 

discusses the terms of the Agreement: a PB's basic2. 	 Contractual Relationship --

duties and responsibilities: the spread a PB must build into the construction loan 

rate in order to compensate the PB for its servicing activities: the imposition of 

penalty fees. and the formal sanctions may be used if a PB's performance is 

unsatisfactory. 

--discusses the requirements that must be met for a PB to
3. 	 Maintaining Eligibility 

maintain its eligibility and the business obligations that a PB must consider in the 
It also includes requirementsoverall conduct of its construction loan operations. 


for complying with applicable laws and government regulations. for avoiding
 

conflicts of interest, and for establishing aquality control system.
 

4. 	 Loan Files and Records -- discusses the o %nershipand custody of loan files and
 

records. including the PB's responsibility for establishing and maintaining
 

individual loan files and for maintaininu accurate accounting and payment
 

records. 

1.1 	 PB Approval 

Banks who wish to participate in the Program must be approved by the Bud 

Approval is based upon the bank's financial condition, its ability toBank. 
originate and service construction loans funded under this Program, and other 

relevant factors pertaining to a bank's ability to do business under the Program. 

Once approved, the Bank. hereafter referred to as the Participating Bank (PB). is 

ready to enter into an Aireement which sets forth the contractual relationship 

between it and the Bud Bank. This agreement also sets forth the terms and 

conditions of the loan used by the PB to refund it for the construction sub-loans 

originated and ser'iced acccording to the requirements of the Program. 

1.2 	 Eligibility Criteria: 
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To become a PB. the Bank must: 

not have mOe than a 1Ih ownership interest in the Bud Bank: 

have or show evidence of abusiness Plan demonstrating 
commitmen, to 0T:r1_,11ing and ,ervicing Construction sub-loans: 

demonstrate the ability to oriinate and service the types of loans 
eligible under this Program. This can be demonstrated in avariety 
of ways, such as, but not limited to, a proven record of experience, 
experience of critical staff members, or acceptable participation in 
Bud Bank training classes; 

* 	 authorized by the National Bank of Poland; 
comply with all eligible banking requirements;* 

* 	 have an acceptable financial capability: 

maintain quaiit, control and management systems to evaluate and 
monitor the cxerall quality of the loan origination and servicing 
activities: 
submit an independent certified audit for the most recent fiscal 

year to the Bud Bank; 
have demonstrated an ability to establish aseparate account for 

each loan utilizing Bud Bank funds: and 
have its normal and usual procedures to be ud under this 
Program approved by the Bud Bank. 

1.3. 	 Application Procedures: 

Banks interested in obtainrng appro,.al and becoming PBs to originate and service 

construction loans should contact the Bud Bank. The Bud Bank will send: 

An Applica::on for PB Appro' al: 
* An Authorization for Verification of Financial and Business 

Information: and 
A draft Financing Agreement and relevant Bud Bank policies, and 

procedures.
 

A bank will be pre-approved based upon the application review. A bank will not 

become aPB until it has e:'1ered into the Construction Financing Agreement. 

However. if. upon the su1:7lisSion of application the PB expresse:; awish to enter 

into the Agreement (havi\.-..! considered the lo:n terms). the Bud Bank shall 

forwvard two originals of tYVe Agreement and eliminate pre-approval. 

1.4 	 Review Fee: 

Real costs of the Bud bank incurred for the review of PBs are charged to the PBs' 
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account. 

1.5 	 Application Package: 

The Bank must complete the appropriate application forms in detail and have an 

authorized officer to represent the bank. The Bank must include the following 

information with its application: 

1. 	 A narrative describing the general scope and history of the bank's 

operations; 
2. 	 A statement of the appli'cant's legal authority to originate and service 

construction loans: 
A list of principal officers' names. titles. and areas of responsibility:

3. 

or more interest in 

4. 	 A list of ownership interests. identifying holders of 10% 


the applicant:
 
5. 	 The Authorization for Verification of Financial and Business Information 

by an authorized representative; 

6. 	 Information on the bank's portfolio; the sources used to originate loans; 

composition of its portfolio and current principal balance of the portfolio. 

Also provide a short description of the procedures for originating and 

servicinQ loans. 
7. 	 Year-end financial statements for the most recent %earand for the 

previous year. cerified by an independent public accountant: 

Copies of the most recent annual reports submitted to the NBP:
8. 	

an authorized officer of the Bank accepting contractual
9. 	 A lencr signed b% 

the Bank is ready to enter into a 
terms contained in the draft agreement. If 

final agreement the Bank should send the two original agreements 

executed by the authorized officer. 

10. A description of the Bank's quality control and management systems for 

construction loan origination and servicing activities; 

A sample loan file originated and serviced by the bank;
11. 


PB's consent to cover loan application review costs:

12. 

In all 	correspndence bcween the PB and the Bud Bank. the identification 

number assigned to the bank by the National Bank of Poland shall be used. 

2 	 CONTRACTUAL REL.TIONSHIP 

A Bank becomes a PB upon the execution by both parties of the Construction Financing 

Agreement which establishes the terms and conditions of the contractual relationship. 

The continuation of that relationship depends on both parties honoring the mutual 

obligations contained in this and future Financing Agreements and on the PB satisfying 
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the requirements contained in the Guide. 

2.1 	 Construction Financing Agreement Contractual Relationship Prinisions: 

The Financing Agreement contains detailed provisions regarding the contractual 

relationship between the Bud Bank and the PB. These pro\ ,sions: 

* 	 establish the lender as an approved PB; 

provide the terms and coditions of the financing agreement from 
* 

the Bud Bank to the PB secured by eligible construction sub-loans; 

establish the lender as an approved servicer of loans accepted as 

security for the financing agreement provided to the PB; 

provide the terms and conditions for servicing: and
* 

incorporate by reference the terms of the Guide. 

The Guide specifically states the types of construction sub-loans that are eligible 

All construction sub-loans collateralized are security under the 
under Program. 

Program must:
 

* 	 have a loan-to-estimated project value ratio of 75 percent or less; 

have a margin or spread of a: least 3percentage points above the 
* 

index rate. 
be for construction commenced after January 1.1992: 

be to a borrower who meets all credit criteria established by the PB 
* 

and the Bud Bank for thce,, loans:
 

be for detached single family units of 150 square meters of usable
 

area and apartments of 100 square meters usable floor area:
 

take the NBP refinance interest rate into account: and also take
 

into account amargin of at least three percentage points above the
 

base refinance rate
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2.2 Warranties: 

The Agreement and Guides list specific warranties a lender PB i-.akes i)the Bud 

Bank. These contractual warranties are not limited to matters of which the 

lender had knowledge upon the execution of the Agreement. The PB warrants 

that the loans meet all applicable requirements in the Guide and the Agreement. 

The PB may be required to make other warranties (which are described in the 

following Section 2.3) before it collateralizes certain types of construction loans. 

All warranties apply upon the execution of Financing Agreement and the 

and continues until theseConstruction Financing Agreement with Bud Bank 


loans from the Bud Bank are completely paid back.
 

The PB's breach of a specific warranty entitles the Bud Bank to the applicable 

rights and remedies for that breach--irrespective of the provisions and conditions 

of any other warranty and regardless of whether or not the facts or circumstances 

giving rise to the breach would also give rise to a breach of any other warranty. 

These rights and remedies may be exercised separately for each breach of a 

specific warranty, concurrently, or successively. 

The PB must indemnify and hold the Bud Bank and (it, successors and assins 

harmless against all losses. damages, judgments. and legal fees based on (or 

resulting from) a breach of its warranties or representtions. If1a warrntv made 

by the PB is untrue, the PB may be required to pat back the related Financing 

Agreement for which the construction sub-loan is collateral. The Bud Bank may 

also enforce any other applicable rights and remedies including. but not limited 

to. requiring the PB to substitute an eligible construction sub-loan for the 

defective collateral. 

2.3 Additional Warranties: 

Upon the execution of every Sub-Loan Agreement the PB must make the 

following warranties which are in addition to those provided in the Financing 

Agreement: 

The PB has the staff and facilities to service the collateralizing sub

loan in accordance with Bud Bank requirements. 
When a construction loan is used to construct units in a community 

a.-sociation form of housing, the PB warrants that the project 

meets any requirements for such housing contained in the Guide. 

unless such requirement has been waived by the Bud Bank for the 

specific project. 
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When the PB collateralizes a construction sub-loan secured by a 

perpetual ground lease. itwarrants: 

the lease isvalid, in good standing, and conforms to all 

Guide requirements for ground leases: 
all rents and other payments that have become due under 

the lease have been paid properly; and 

- the beneficiary is not in default under any provision of the 

lease; and 
the ',ease does not provide for its forfeiture or termination 

foi any reason except the non-payment of lease rents after 

completion of construction. 
The subintabulat will be registered prior to the refunding. Bud 

Bink reserves the right to require repayment ot the agreement in 

proportion to the balance of any construction sub-loan financing 

not registered within 30 days of the closing of the PB loan to the 

beneficiary. 

2.4 Special PB Obligations: 

It isthe intent of Bud Bank and the PB that acceptable construction sub-loans will 

serve as collateral for loan funds advanced from the Bud Bank to the PB. 

Although the con,ruc'ion sub-!oans remain the property of the PB. it isthe 

express intent of both parties. that the request by the PB that the Bud Bank 

as collateral be interpreted as a collateralization ythe 
accept the subintabulat 
PB to Bud Bank of all related construction sub-loans to secure a debt or other 

obligation of the PB. The PB isresponsible for any deficiencies not covered by 

the aforementioned collateral. 

2.5 Assignment of Servicing: 

to perform some of its servicing functions, it is still
If the PB uses another bank 

accountable for any actions taken (or not taken when required) by these servicing 

agents. After a Construction Sub-Project Loan Agreement has been signed with 

the Bud Bank. all subsequent assignments of servicing related to that loan must 

be approved by the Bud Bank. 

PBs' Basic Duties and Responsibilities:2.6 

PBs perform their origination and servicing functions under the Agreement as an 

independent contractor, not as a representative of Bud Bank. PBs are obligated 

to use sound business judgment in all aspects of their operations to ensure that 

they have adequate staff and facilities to originate and service quality construction 
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sub-loans: to protect a..inst misrepresentations. or negligence by any parties 

involved in the construction sub-loan origination process: and to provide 

borrowers with assistance when it is requested. 

PB's are responsible for underwriting decisions on construction sub-loans 

collateralized for a Bud Bank loan. They are responsible for ensuring that 

construction sub-loans under the Bud Bank's programs meet the eligibility 

requirements. Collateralized construction sub-loans must conform to the 

requirements contained throughout this Guide. To assure that its staff is 

knowledgeable in all aspects of construction loan origination and servicing, the 
measures --PB must have fully documented written procedures and implement 

such as periodic reviews of construction loan origination procedures --'to 

determine that those procedures are being adhered to properly. 

2.7 	 Changes in PB's Organization: 

The PB must send the Bud Bank written notice at least 30 days prior to any 

contemplated major changes in its articles of association. 

The PB must provide official notice within 10 business days of these major 

changes: 

capital 	or organization and staff: 

* 	 the resia'.tion or termination of anv senior management 

personnel: 

any mergers. consolidations, or reorganizations: 

* 	 anv substantial (greater than 10% ) changes in ownership: 

iany change in corporte name or address: or 

an) material and adverse change in the PB's financial position. 

The PB must include with its notice copies of any filings with the NBP under the 

Banking Law requirements. 

2.8 	 Imposition of Penalty Fees 

If the PB is not satisfactorily fulfilling these eligibility requirements or. failing, to 

comply with the Agreement and Guide. a variety of remedies can be pursued 

either to correct a specific problem or to improve the PB's overall performance. 

in lieu of exercising the right to terminate the Agreement. Possible remedies 

include requiring the PB to indemnify the Bud Bank for a loss. imposing a formal 

sanction against the PB, or imposing a fee. 

The PB may be charged a fee or imposed on it other remedies for such failures as 
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late submission of annual financial statements. Annual financial statements 
prepared in accordance with effective regulations. certified by an independent.
auditing firm, must be submitted to Bud Bank by Nlav 31. but no later than 14 

days after the statutory time limit. Independent audit firm must adi' h.,ks. 
records, and individual sub-loan accounts in accordance with generally accepted 
audit standards. 

2.9 Loan Payoffor Loan Substitution Requirements: 

The PB may be required to repay the Agreement before due date in the event of: 

breach of any warranty, under the terms of the Agreement or Guide
 

provisions, or:
 
because of servicing deficiencies that have had a materially adverse effect
 
on the property's value.
 

When repayment is required, the PB must pay the Bud Bank the funds that are 
due within 10 days of this demand. If the PB believes that this demand isnot 
justified, the PB must provide the Bud Bank with awritten explanation for its 
position within 10 days after demand for repayment ismade. Bud Bank shall 
notify the PB of its decision within 10 days from the date of receipt of PB's written 
explanation of position. However. if the Bud Bank subsequently has to take legal 
action to enforce -his repayment right, the P13 will be liable for legal costs and 
related expenses. 

If. in result of Bud Bank's action the PB withdraws from servicing asub-project. 
the Bud Bank shall indicate asubstitute bank. Until that time the PB shall service 
the sub-loan. 

2.10 Warranty Violations: 

If aconstruction sub-loan does not meet the Guide's standards the PB will be 
required to either correct the violation, repay the portion of the Bud Bank 
Financing Agreement to the PB collateralized by the relevant construction sub
loan, or substitute a ;other construction sub-loan. The fact that a construction 
sub-loan has passed thi, quality control review or any other review, however, does 
not in any way limit the right to require repa\ ment if awarranty breach is 
discovered later. 

2.11 Imposition of Sanctions: 

The Agreement establishes the basic legal relationship between aPB and the Bud 
Bank. This relationship and the mutual responsibilities it includes are predicated 
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on sound and ethical practices by both parties. Ifany act. omission. or failure of 

performance by the PB constitutes abretach of the Agreement. the Agreement 

and this relationship ma\ be terminated for cause or other sanctions may be 

imposed. Generally. before such actions are taken, the PB will be given notice 

and have an opportunity to submit awritten response explaining any mitigating 

circumstances or specific proposal to satisfy performance problems. 

2.11.1 Suspension: 

A PB may be suspended from future participation in any Bud Bank 

agreement. The PB will be given specific actions that must be taken 

before the suspension can be lifted. 

2.11.2 Termination for Cause: 

The PB may be terminated for cause if the required improvement in its 

performance isnot achieved during the period in which its participation is 

suspended. The PB may also be terminated without suspension. Reasons 

for termination incltde, but are not limited to, failure to follow the 

requirements of the Guide. to meet financial requirements. or to meet any 

of the other eligibility requirements specified in the Agreement and Guide. 
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3 MAINTAINING ELIGIBILITY 

This section concentrates on the PB's specific administrative responsibilities and business 

oblicoitions th:.t must be covered in the O\ erall conduct of its lending operations. 

3.1 Internal Audit and Quality Control Systems: 

The PB must maintain adequate internal audit and management control systems 

to:
 

assure that the construction sub-loans : re originated and seiviced in 

accordance with sound banking and accounting principles; 

cuard acainst dishonest. fraudulent. or negligent acts: and 

auard a-ainst errors and omissions by its officers, employees, or other 

authorized persons. 

Every bank requesting approval must have a quality control system in place that 

verifies the existence and accuracy of legal documents. credit documentation, 

property appraisals, and underwriting decisions. The system should assure that 

construction sub-loans conform to Bud Bank policy and procedures and be 

capable of evaluating and monitoring the overall quality of construction sub-loan 

production. 

3.2 Financial Statements and Reports: 

The PB must be financiady capable of fulfilling its obligations under its financing 

The PB must submit annual financial statementsagreenment frem the Bud Bank. 

prepared in accordance with effective regulations. cerified by an independent
 

auditing firm. They must be submitted to Bud Bank by May 31. but no later than
 

14 days after the statutory time lim~i. Independent audit firm must audit books,
 

records, and individual sub-loan accounts in accordance with generally accepted
 

audit standards. A penalty fee for a late statement may also be imposed. Some
 

PB's may also be requested to submit special reports related to financial
 

information about their operations. A PB's privileges may be suspended if these
 

reports are not submitted within the time frame required.
 

The financial satemcnts must include:
 
-. a balan,.e sheet:
 
" an income statement:
 

* a statement of retained earnings: 
* a statement of additional paid-in capital: 

most recent annual National Bank of Poland reports;
 

a statement of changes in financial position with all related explanatory
* 

16 
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notes.
 
latet audit reports
 

Should abank f'ail to comply with reporting requirements it may he suspended in 

it-, rig-thts :is ::PB. 

3.3 Interest Rate and Payment Changes: 

The PB must certify that it has made all of the required interest rate and/or 

monthly payment adjustments and that all adjustments were made in accordance 

with the construction sub-loan terms. 

3.4 Compliance with Applicable Laws: 

The PB is responsibie for all documents to comply with relevant regulations which 

apply to all of its business practice. The PB must also ensure that properties 

securing collateralized loans comply with zoning regulations that are included in 

the area development plans. 
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4 LOAN FILES AND RECORDS 

The PB is responsible for establishing and maintaining individual construction sub-loan 

tilts and for maitaininl accurate accountinO and borroxer paivmc':" records. The Bud 

Bank has the right to examine at any reasonable time within regular working hours any 

and all records that pertain to the collateral and all accounting reports associated with 

those construction sub-loans and borrower remittances, and any other reports and 

documentation that are considered to be necessary to assure that the PB is in compliance 

with Bud Bank requirements. Each construction sub-loan must be clearly identified. 

4.1 Ownership of Loan Files and Records 

All loan papers and documents. that are reasonably required to originate and 

subsequently service a construction sub-loan properly will be the property of the 

PB. In the event of default under the provisions of this Guide. Agreement(s) or 

any other contractual agreements between the PB and the Bud Bank, the Bud 

Bank will have the right to retrieve these documents and records. 

4.2 Access to Records: 

In case of default, the PB must deliver all construction sub-oan records and 

documents to the Bud Bank or its designee. otherwise, if requested in writing the 

PB must deliler copies ot all con'ii uction sub-loan records and documents. Each 

construction sub-loan .,hould hae its own number and he clearly identified. If the 

PB h.ls :n::ofilrned )r condensed any of the records. it must reproduce them at 

If the PB fails to provide the records or give a reasonableits o%,n e\xpense. 
explanation or an evidence sho\ ing that the requirement was satisfied. the Bud 

Bank can take an\ Lot ion that isauthorized under the Agreement or the Guide 

for the PB's breach of Bud Bank requirements. 

4.3 Types of Records: 

Loan files and record,, include the individual construction sub-loan files. 

permanent construction sub-loan account records. and accounting system reports. 

The PB must establish an individual loan file when it originates a construction 

sub-loan. [he accounts and rccords relating to collateralizCd construction sub

loans must he imintained in ao:ordance \ 0it sound and generally accepted 

accounting principles and in such a manner as will permit Bud Bank examination 

and auditing at any time. 

The PB must also retain records showing the flow of funds from the construction 

sub-loans to the Bud Bank and make these records available when requested. 

Specifically, Bud Bank's examination and audit will consist of: 
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monitoring all monthlk ,:countinu reports:
 

review of procedures app!ied by the loan servicing branch or in the office
 

of the Custodian of Documents by Branch Internal .-\udit staff:
 

conJucting. from 1ime :,_
tmc.in-depth audit. of the tira:,c records ard 

procedures -- including. but not limited to. the examination of financial 

records and underwriting standards; and 
performing spot-check reviews of construction sub-loans on a random 

sample 	basis. 

4.4 	 Individual Sub-Loan Files: 

The PB must establish an individual file for each collateralized construction sub

loan. Amoni other things. the file must include: 

* 	 A checklist of all documents contained in the file: 

* 	 Originals of the Beneficiary's sub-loan agreement, Financing Agreement 

and documents related to loan security (i.e., extract of the Book of Land
 

and Mortgages and subintabulat:
 
Copies of the pertinent underwriting documents.
 

4.5 	 Loan Payment Records: 

The PB serxicini! the construction sub-loan must also maintain permanept 

account records for each collateralized sub-loan it services. The PB's accounting 

system must be able to produce detailed information on: 

All funding disbursements and any borrower payments that affect the 

construction sub-loan balance: 
* 	 The current sub-loan balance: and
 

The amount and timing of capitalized interest.
* 

4.6 	 UnderwTiting Performance Reviews: 

A sample of collateralized construction sub-loans will be reviewed to ensure that 

they mee: all underwriting and eligibility requirements. 

4.7 	 Review Process: 

The review will encompass a complete review of the credit. legal. and property 

documents and possibly reverification of this information. The review should 

prove that all documentation needed to support the PB's underwriting decision is 

in each file and demonstrate the borrower's ability to repay the loan, his 

willingness to repay the loan, and evidence that the property has sufficient value 
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to support the loan. 
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BORROW\ER.DEVELOPER APPROVAL PROCEDURES 

The borro\k er-de%eloper approval ana'ysis includes a "borrow er" ;fn;lv,is :nd 

"development" analysis. The objective of the borrowet-developer re iew ard approval 

process is to present a"credit" analysis format and an "experience. or background" 

analysis format. The credit analysis is to determine the financial experience and 

capability of the borrower-developers, while the background analysis is to determine the 

capability to successfully commence and complete aproject similar to the one being 

proposed to the lender. 

5.1 Credit analysis 

This credit analysis procedure applies to the borrower-developer and any 

guarantors of the loan to the borrower-developer. Credit ,analvsis isabasic 

building block to sound project underwriting. The lender must have a thorough 

and complete understanding of the borrower's and guarantor's financial situation 

and condition. The lender must review all available documents, references, and 

have interviews with the applicant(s). Prior to any credit approval, the lender 

must have a complete grasp of the total financial condition i.e., cash flow, liquidit. 

position. net worth plus all assets and liabilities and their impact if any. on the 

proposed project. The lender must meet as often as necessary with the applican 

to be able to determine the applicant(s) finuncial m:ina,_,ement capability. 

Exhibit I. Part 1. "Information on the Acti ities". atttchcd. isa suggested creJit 

application form which should be presented to all applicants at the initial visit an 
ew. The ke% factors toshould be entirely completed before the second inter-

focus on for the credit analysis are as follows: 

Both corporate and personal financial statements. These include balance 

sheets. income statements, verifications, and sources and uses of funds. 

Personal income tax returns will be required. also. Income and other tax 

receipts (certifications) must be supplied supporting the business history 

and ownership of any real estate assets. including any recent appraisals. 

Recognizing that many private businesses have only recently been 
This means.established, the credit and financial history\will he .ketchy. 


however, that the lender must meet with and \ isit the applicant's business
 

location and past projects to verify credit and financial statements.
 

Both corporate and personal bank references. The lender must require
 

bank references and must verify each corporate and personal banking
 

experience with banks. The lender must also check with the "Special
 

Register of Union of Banks" to determine if the borrower-developer or
 

any guarantors have been recorded for adverse credit history. The len:ei
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must receive written verification of cash deposits with other banks. 

Details of any other loans or lines of credit. This information should 

include: 

Purpose (construction lean) 
Amount of credit and origination date 

Outstanding unpaid balance and monthly (quarterly) payment 

Maturity date and any collateral or guarantors securing the credit-
Creditor name, and contact person (account representative) 

Trade references - customers, clients, suppliers, and sub

contractors. The borrower-developer must submit contacts to 

verify past projects or other work related experience, as well as 

construction material suppliers and any sub-contractors who have 

performed work for the borrower-developer. It isespecially 

important for the lender to verify from clients and customers that 

the applicant successfully and in a timely manner completes 

projects as promised. Also, with suppliers and sub-contractors, 

verify that the applicant pays invoices and bills in a timely manner. 

These checks are important to demonstrate management capability 

to build-out the project and financial capability to manage cash 

flow and costs. 
busI..ssCopies of any agreement relating to joint ventures or other 

activities. inckldil_ any corporate or personal guarantees the 
The lender must review all suchapplicants have entered into. 

documents to determine whether there exist continent liabilities 

for the borrower-developer and any guarantors. The lender must 

make an evaluation of whether. and how likely. any ot these 

contincent liabilities could becorne direct liabilities. The lender 

must also request ayV irnformation on any lawsuits or other legal 

actions the applicant(s) rmay be involved with. The lender will be 

required to visit the appropriate court districts to verify whether 

any personal or corporate legal actions are in the court(s) process. 

Corporate cash flow projections and pro-formas. This isan 

extremely important part of the applicatien (Exhibit I. Part I). This 

projection \will show where the company stands financially at the 
of the proposed project onmoment of appliiton and the t, Ilc,. 

This projectionthe corporations future cash and profit pos:,tioI. 

should be done monthly omer the proposed construction loan 

period. It isnecessary for the lender to verify .,,l income and cost 
that the costitems on the projection. The lender should be ,ertain 

projections are comparable and in line with construction industry 
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experience. Also. income projections must be substantiated by 

signed sales agreements and evidence ot depO.,its by the future 

home or flat owners. Also. a schedule of payments by the future 

owners to ' lrrowcr-developer must be submitted. 

Know the borrower-developer. Ihe lender representative must be 

certain that the borrower-developer has the work experience to 

undertake the proposed construction project and also the financial 

management capability to control the sources and uses of funds. 

The lender must thoroughly understand the borrower-developers 

financial position, both personal and corporate. 

Credit Anr:. sis Factors. The lender performing the credit analysis 

should pay particularly close attention to the following key factors: 

o 	 Liquidity - cash. short-term securities, anything that could bi 

readily turned to cash in case of any financial emergency. 

These assets should not be encumbered in any way. 

Cash Flow. There should be sufficient cash flow to meet allo 
obligations of the corporation with 2dequate excess cash to 

meez short-term unexpected cash short-falls. The lender 

mu-.%,rifvcash source.s to determine the reliability of the 

Also. the lender must verify ownership of allpro!ections. 
ase, 1Ked and a>certain w\hether there are any liens or 

Any recent appraisal:encumberine listed assets. 

ImU." Ie revic\%ed for reasonableness of value. 
mrl a.._,ces 


which 	consists of assets less liabilities.o 	 Net \ortl -

Particular emphasis must be placed by the lender to be
 

certain that realistic values have been placed on the
 

corporate and personal assets.
 

o 	 Contincent Liabilities. The lender must be prepared to
 

monitor on an ongoing basis the status of any contingent
 

liabilities (i.e.. gu;arantees. surety. joint venture 

co:.-m:ments. le.al actions). The lender will require 

quarterly statements from the applicant(s) on any change i 

the sutatus of these contingent liabilities. Failure by the 

to furnish this material on scheduleborrox\er-developer 

would be cause to temporarily halt funding of the loan.
 

-Types of equity the Borrowero 	 Equity Contributions 
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Developer contributes may consist of cash. current 

appraised land value. land lease fee. pre-payment. pre

funded project expenses. infrastructure expenditure, cash 

pre-payments and deposits of future buyers. The equity 
must be imc..ed prior to an% construction loan advance.s. 

5.1.1 Community Associations - Additional Information 

In addition, the PB must receive documentation showing that the community 

association is properly incorporated, registered, with a member approved 

constitution and elected officers. Also, the PB must receive the minutes of the 

assembly of members/Board of Directors Meeting authorizing the seeking of the 

construction loan. The PB c-unsel. or outside counsel. must verify' the approved 

legal status of the community x:aon, and the legality of the founding act and 

structure of the community as.,ociation. The community asso,:iation must be 

newly formed to specifically construct a residential project. 

The PB underwriter must carefully review the proposed operating budget to 

ascertain that it is consistent with the proposed project and provides for adequate 

working capital to fund operating expenses and the establishment of a reserve 

fund for the common area components. The financial statement of the 

community association must contain adequate funds to service current debt and 

maintain financial integrity of the association. 

The developer's plan must cleitrly show completion of all common areas prior to 

occupancy. and the developer must ha\e a reasonable plan for change of control 

from the developer to the association. 

The association must demonstrate a plan for the on-going management of the 

completed project. The association and the developer must have projected, for 5 

years, reasonable association/project expenses. The developer should not have 

unreasonable fees or charges for project amenities. 

of the total area in commercialThe project must not contain more than 15% 

activities, and these activities should supply services to the residents. 

5.1.1 Project analysis 

The PB will require the following to determine the eligibility' of a multifamily 

project proposed by a community' association group or other borrower-developer: 

o A description of the project
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An analysis of the projects operating budget including annual 
o 

income and expenses; 
The overall development plan. including the information when the 

o 
project will be completed in phases; 

A full description of project facilities and amenities:
0 

The Application for aMultifamily Construction Project isattached as Exhibit I. 

Part 2. Also attached isan application for asingle family (one unit) construction 

project. The maximum size of eligible units is: 

150 square meters usable area for single family and 
* 

100 square meters of usable area for multifamily units. 
* 

As part of the multifamily application, the following must be included: 

Architectural drawings prepared by an authorized architect, clearly 

showing the nature and type of the proposed construction project.
 

These drawings must show front, side, and rear elevations of
 

multifamily, row houses, including duplex and quadruplex.
 

Construction schedule including any construction management
 

contracts and identification of all sub-contractors.
 

Market analysis and evidence of at least 60% pre-sales %,ith signed
 

sales a~reements and evidence of at least 10%. deposit of the
 

estimated final sale price from the purchasers and a schedule of
 

pre-payments (Exhibit 1.Part 3).
 

Certification of compliance with competiti\ ebidding 

or the local shopping offers and reasons for
requirements 
selection (criteria used to select winning bids). (Exhibit I.Part 4).
 

It the land 
Evidence of land omknership or perpetual ground lease. 

isowned, certification that all taxes on the land have been paid. 
- roads, water, sewer, and 

Evidence of existence of infrastructure 

utilities or specific plans and schedule for completion of 

infrastructure. 
Evidence of required building permits from the locai authorities. -
Such permits will also evidence compliance w ith local zoning. 

- plan for providing alternate housing for 
- For renovation projects 

displaced tenants. 
s such as sc-hools. 

- Description of access to communitv servic 


shopping. public transport. and hospitals.
 
Part 5). 

- Construction cost schedule and breakdown (Exhibit 1. 

Information on environmental requirements. supplied by an 
-

environmental appraiser (Exhibit I.Part 6). 

Compliance with code regulations. 

If the application is for renovation, present condition of the 
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building. in particular of the building's main construction elements 

(foundations. walls. ceilings, stairs and roof structure). Also 

condition of insulation and condition of mechanical and electrical 

systems must be detailed. 
Required attachments -

A map showing the location of housing project to theo 
nearest city/town center. 

Site plan showing access roads and infrastructure to theo 
project 	location. 

o 	 Land survey description. 
o 	 Evidence of application for hazard, fire, flood, and 

vandalism insurance for the project. 

o 	 Independent appraisal (valuation) completed by an 

appraiser approved by MOSEC and by the Bud Bank. 

o 	 Evidence of an technological innovations or special energy 

saving techniques. 
Detailed set of plans and specifications for the project (2o 
copies). 
Application for or construction permits and any other localo 
governmental licenses/approvals. 

o 	 Application for or excerpts from the Book of Land and 

Mortgages Registry. 
- costo 	 Information on estimated total cost of the project 

summary
 

The lender's engineer,'architect will perform a site inspection to review all 

relevant documents with the borrower-developer. 

5.13. Properties Affected by Environniental Ha~ai ds 

When 	the appraiser nas knowledge of any hazardous condition, (whether it exists 

in or on the subject property or on a site within the vicinity of the property), it 

must be noted on the appraisal report. A comment on any influence that the 

hazard has on the property's value and marketability with appropriate 
A

adjtstments in the overall analysis of the property's value must also be made. 

construction loan on a property that is affected by an environmental hazard is 

acceptable if: 

1. 	 the impact of the hazard ismeasurable through an analysis of comparable 

market data as of the effective date of the appraisal, and 

the appraiser reflects in the appraisal report any adverse effect that the
2. 

hazard has on the value and marketability of the subject property, or 

indicates that the comparable market data reveals no buyer resistance to
3. 
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the hazard. 

To illustrate, properties may be located in neighborhoods affected bv radon gas 

In such situations, the appraiser should 
or the presence of hazardous wastes. 

adverse effect or buyer resistance that isdemonstrated and 
reflect an, 

measurable through the available comparable market data.
 

If the effect of the environmental hazard is not measurable, because the discovery 

3so recent, or the hazard is so unique, the property will not be 
of its existence 
eligible. 

5.2 Loan underwriting 

All construction loans must receive prior approval of the Bud Bank. and loans 

over USSI million must also be approved by the World Bank. The first three 

construction sub-loans must be approved by the World Bank. 

economic analysis.involve separate stages -The loan underwritin! will three 

document review, and feasibility analysis. 

Economic analysis involves a review of the itemized anticipated cost and total 
a 

cash flow requirements. The underwriter will review a developer-prepared 

'spread sheet" allocating all direct and indirect costs according to the construction 

schedule submitted. The cost estimates submitted must be verified by 

iti other projects of similar structure. All sources of funds. 
comparison \% 
developer equity. purchase payments and loan proceeds must also be allocated on 

the spread sheet to verifY the developers projections. The spread sheet will cover 

monthly the total time period of the proposed loan. Also, there must be a review 

of the independent outside appraisal of value of the project. 

The loan underwriter must pay special attention to the equity contribution of the 

The 25% of total project cost which isequity can consist of 
borrower-developer. 

cash: current appraised value of owned land; pre-paid perpetual lease fee(s); cash
 

deposits and payments of the future buyers; pre-funded project and infrastructure 

expenses. The underwriter must verify all these items, but particularly the cash 

deposits and payments of future buyers. The borrower-developer must produce 

documentation (invoices. receipts. etc.) showing that all these cash payments have 

been expended on the project or remain on deposit in a financial institution. 

In analyzing the financial projection spreadsheet for the project, the underwriter 

must ascertain that all funds received from buyers are used for project expenses 

prior to use of the construction sub-loan proceeds. 

27 



February 16, 1993 

The document review will include: 
o 	 Verification of all pre-sales ccntracts and evidence of deposit. 

Review of the three competitive bids for construction services and supplieso 
and materials, plus a review of the selection criteria employed by the 

deeloper in hisi.er selectic<a przcess or of compi:::r:ce with competitive 

bidding requirements.
 
Excerpt from the Book of Land and Mortgage Registry.
o 
Review of land purchase contract or long-term ground lease. If theo 
property isowned, certification that all taxes are paid must be in evidence.
 

If the land isowned by the developer, the lender-participating bank must
 

be in a first lien position on the land and of course, the buildings to be
 

constructed on the land. If there isa lien already in existence on the land,
 

it must be subordinated to the construction lender's lien.
 

Review building permits to \erify site location, development plan. zoning
o 
approval, environmental statement. and actual permission to commence
 

building.
 
Review the technical economic criteria (ZTE) for approvals from:
o 

local utilities, water, sewer, electric, and telephone. 
any special approvals required i.e., Ministry of Environmental 

Protection. Conservation Department or fire department. 

building technology to be utilized by the developer. 

o 	 Review of technical documentation according to the Housing Finance
 

Project architectural criteria.
 

The underw\%riter will prepare a writen feasibility analysis where the underwriter 

evaluates the project, Lhe developer's capability, and all salienb aspects ot the 

project financials and currept market conditions in sufficient detail to prepare a 

recommendation to senior management regarding the granting of this particular 

credit. The underwriLer will incorporate in this feasibility analysis the report of 

the lender's engineer/architect site inspection ard review of the technical aspects 

of the proposed project. The feasibility analys swill specifically address the 

following: 

o 	 Borrower-developer's credit experience 

o 	 Presence of any guarantors 
o 	 Applicant's resume and experience 
o 	 Review of corporate financials 

is the project profitable and economicallyo 	 Results of' econonuc analysis 
viable?
 

0 	 Results of review of all documents. proyections. and pro-formas. site 

inspections and reference verifications. 
Source'of permanent financing or other "takeout commitment" to ensure0 
repayment of construction loan. 
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Review of proposed construction costs - including labor. r..::erials. o 
equipment. management, and cost per square meter for re...,nrableness. 

o 	 Developer has at least 25c%equity into the project and that the proposed 

loan - 75% of projeci-cost - issufficient t conp,:"' : ""',ect. 

Project can be completed within 24 months of start of cc,;,:,::uction.o 
The underwriter will make a clear and concise recommendation as to the terms 

and conditions under which the proposed credit would be granted. or if the 

underwriter believes the loan should not be granted, those conditions which cause 

him/her to recommend that the loan not be granted. 

At this point the loan underwriter will have completed a borrower-developer 

loan application file which will contain: 

Company history. resumes of principals and corporate and personal
 

financial statements.
 
Results of credit and reference investigations.
-

Summary of past projects, site inspections, etc. -

- All financial documentation relating to the project and the company of the 

developer. 
Outside appraisal. 
All documents relating to the local authority and utilities approvals.
 

Anv recommendations regarding the need for additional guarantors.
 

Recomena,'tiOns as to %%hetherthe loan interest will he paid currently or
 

This should include economic impact on thecapitalized or partially paid. 

release price per unit of capitalizin.g an%interest.
 

5.3 	 Commercial Space Construction 

Commercial space for multi-family for owner-occupant services - dry cleaning, 
of total

food stores, and other convenience outlets may be financed up to 15% 

project construction costs. However. the Bud Bank cannot make available long

term financing for any commercial space. The commercial portio, of the 

construction loan must be repaid by completion of the total project by the 

following: 

i units in the project.By means of the salc> reCcucs of the Ilt i-a .; 


Buyers of the commercial space repay the full cost of contruction at loan
 

maturity or shov satisfactory evidence of a bank commitment for a
 

permanent. long-term mortgage lon.
 

5.4. 	 Single Family Construction 
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Individuals and families are eligible to borrow construction credits for the 

purposes of building a new residence. completing construction on i dwe!hng 

where construction had not commenced before Januar' 1,1992. irmaking 
- to an 	existingsubstantial repairs - 25%-or greater of the current appraised value 

dv elling. The finished dweliinc must serve as the principal residct" o tile 

borrower(s) and !he applicant(s) must show evidence of e~iher a permanent 

mortgage commitment - takeout -and/ or other sources of funds to repay the 

construction loan. 

The amount of credit extended cannot t.xceed 75% of the lesser of total 

construction costs or the outside appraisal value. The outside appraisal must be 

performed by an appraiser approved oy the lender. The lender will make 

available a pre-approved list of real estate appraisers. The interest ramte on 
- PB and is adjustedconstruction credits will be the rate established by the lender 

periodically to reflect chances in the base interest rate charged by the National 

Bank of Poland. The maximum period of the construction credit is 18 months for 

a single family construction loan. The single family construction credit 

application, Exhibit III must be completed and submitted together wiih the 

following documentation: 

o 	 Survey description of the land and recorded plat 

o 	 Evidence of land ownership or perpetual ground !ease 

o 	 Contractor cost estimate as submitted bv contractor or actual contract to 

erect the house. including project budget 

Site plan showing location, road access. and presence of all infrastructure 

to the site of the proposed project. 

o 	 Evidence of application for hazard loss. ,andalism and theft insurance. 

Evidence that there are no prior liens on the subject property. oro 
subordination of any prior mortgages. including certification of tax 

payment if land isowned, or evidence of perpetual ground lease. 

o 	 Detailed plans and specifications for the actual construction. 

A projected cash flow showing schedule of disbursements and borrower'so 

equity investment prior to using lender's funds.
 

Building permit from local authority.
o 

These 	items will enable the participating bank (PB) to underwrite the proposed 

single 	famil. construction projec'.. The borrower credit under\\riting requires all 

of the 	credit inforration and documentation previously listed. Ifthe borrower is 

self-employed or the principal owner of a company. all the information and 

documentation previously listed for corporate underwriting must be submitted as 

part of the credit review. 

!f the borrower (applicant) issalaried, then evidence of stable income from 
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employer must be submitted. The underwriter of the PB will undertake a full 

cred t review ot the borrower prior to a revie%, of tile project it.elf. The project 

underwriting %%ill be simplified with respect to the under\%riting procedure for 

multifamilv crei's. Howe.er. the PB underwvriter must verify the reasonableness 
- materials andof the contractor's bid with respect to all significant cash items 

wages-as well as verification of all documents relating to the property as listed 

above. 

With asingle family construction credit the PB underwriter does not have to 

develop the full three step economic do.ument and feasibility analysis required by 

amultifamily credit. For single family, the underwriter will verify all documents 

including borrower credit. and with the outside appraisal of value, make a 

recommendation that the credit should be extended as requested. or with any 

modification that the underwriter deems appropriate. 
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LOAN APPROVAL AND CLOSING 

Any loan over Sl million US issubject to approval by the World Bank. The first three 

multifamily construction loans from inv PB must be approved by the Bud Bank prior to 
PB is.uing a firm commitment to :'Luu the loan. The PB should fully. and completely 
underm rite the loan and issue aconditional approval if the credit meets all underwriting 
criteria. The PB then contacts the Bud Bank to arrange for Bud Bank and World Bank 
review, if necessary, When approved, the PB can then issue acommitment to the 

borrower-developer. 

The initial (first) single family construction credit must receive prior approval from the 

Bud Bank. Subsequently, for PBs demonstrating experience and capability in 
underx,,ritinC single family construction credits. the prior approval of the Bud Bank will 
not be required. 

Once all the required approval, of the PB. Bud Bank and! or World Bank are obtained. 
the PB can issue the commitment for the construction credit to the applicant(s). The 
PB's attorney will prepare the loan agreement which will contain the usual statements 
about the interest on the credit, repayment terms, maturity, draw schedules, 
documentation requirements and site ir! pection schedules for draw releases, and loan 
fees. 

The PB should collect an "oricination" fee of I - I-1 2percent of the total loan amount 

at the lean closinu. These funds should come from the borrower's own sources, and not 

repre,, nt an funding ot the loan. No ftan.d,, 'rprkoced, of the loan will be advanced 
until the lender has obtained directly, or the borroer has, supplied to the lender. 

evidence of a first lien-mortgaee on the la:nd and the building(s) to be erected on the 

land. .-'ko. the P13 must have the borrimer siun. in blank. a "Weksel" "corporately" and 

"personally". If there are an\ guarantor.s in addition to the borro\er, these guarantors 

should also be required to sign "corporately" as well as "personally". If the guarantors are 

pledging specific assets, an outside appraisal of value of these assets must be supplied to 

the bank. If the guarantors are limiting their pledge to certain assets, this must be clearly 

defined in the separate agreement with each guarantor. If the particular assets, upon 

liquidation, do not yield sufficient funds to repay the loan or meet the guarantee level 

(amount). the PB should reser'e the right to require that other assets of the guarantor be 

utilized to cotiplete and fulfill the uara nice amount. 

It issugucsted that the loan agrcement ha, e pro\ ision for capitalizing interest if this is in 

the best inter-.,st of the borrow%-er and the PB. Prepayment fees are not recommended. 

The construction loan term should not exceed 24 months, and the project should not 

have commenced construction prior to January 1,1992. Any large project requiring a 

greater time period for construction, should be done in phases. This phasing of a 
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projec'. particularly sinmgle family. rowhouses. and duplex and quadruplex. enables the 

PB to exercise better control over the project. The phasing may not he feasible,,ith 

multifamily construCton, in ,hich case a larger pre-sales requirement. , ith deposits. of 

75-St)% of all units shauld be required by the PB at the time of construction credit 

application. 

6.1 	 Loan Agreement 

The PB Loan Agreement must contain the following items:
 

Names: Borrowers. Guarantors
 

Name of Project. type, and loan amount
 

Property location address, jurisdiction
 

Loan terms. interest rate. maturity repayment schedule. purpose of loan
 

Loan fees due PB
 
Schedule ot disburstments. incorporating dates for receipt of invoices by
 

PB and schedule for PB site inspection
 
Personal and corporate guarantees of the borrowers. Identify the net
 

worth of each guarantor, if any, and clear statement of guarantors liability
 

for the repayment of the credit, and any exclusions of assets by
 

guarantors.
 
Modification clause requiring Mortgage Fund approval of any
 

modification affecting delays in excess of 45 days.
 

's of 1(% 	 )f size of units.-	 Cos: inree in e cr any change in number 
.	 Weksel of borrower and of other guarantors 

Exc,erp ,t C ;cial Rqcistrar and of Business Acti\ ities Registrar 

Detai!ed descrip'ion ol use of credit with specification of all segnents of 

the tc.'",al dcuMentation which will serve as basis for project 

impicmentation 
until the PB's mortgaue lien is registered,Disbursements will not occur 

invoices validated, and site inspection. 
Identification of contractor, sub-contractor, architect 

-

.	 Land survey and recorded plat 

Evidence of hazard insurance 

Legal opinion with respect to land ownership or lease 

Building permit. approvals from utilities referenced. 

Cmuse permitt in, modification of lien if agreed to by all parties. including 

,_,uaran:,or. 
Borro\,er cannot obtain anv other loan or credit \without PB approval 

Material and adverse conditions clause whereby borrower must advise PB 

of any adverse change in corporate or personal financial condition 

Clause permitting PB to advance hazard insurance funds if borrower

developer does not renew required insurance. Failure of borrower

developer to obtain insurance may be cause of default 
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PB may disburse funds directly to contractor and sub-contractor and 

material suppliers. 
List of events of default 
Clause. which can he excercised at the option of the PB committing 

borrower-developer o 'deed-in-lieu" %herehv. in the event oi detault 

which is not cured, the borrower-developer will turn the project over to the 

PB without any legal action. 
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CONSTRUCTION LOAN SERVICING PROCEDURES 

Once the loan agreements have been signed. including the "Weksel". no funds c.n be 

released until the first lien has been recorded and submitted to the PB. as well as the 
orro,.er ::nd tbh.

Iiazard Insurance Poli,:v. The PB loan file will include all of the 

project documents submitted at application. The loan servicer at the PB will prepare the 

loan file, with acheck list on the front of the loan folder, listing all the documents in the 

file. 'If any of the documents are removed, the person borrowing initials by the document 

name on the checklist until the item is returned. 

The loan file ,,ill be inthe poss2ssion of the servicing person, but the site inspector 

Tne site inspector should review the
employed by the bank should have easy access. 

contents of the loan file prior to the initial drcw\. request inspection. This initial visit after 

the cosinv of the loan will actually be the second or third visit to the project in the case 

Prior to the PB's releasing any funds under the construction
of multifanmilv construction. 
loan aureement. the PB's site inspector must visit the project. and with invoices in hand 

for the work performed, verify that all material and supplies billed for are in fact. in 

place on the project. The inspector must file a report with the loan servicing person 

indicating the results of the inspection and concurring with the requested funding or 

reducing the amount for incomplete work. These inspection reports will be retained in 

the loan file. It is recommended that asite inspection be conducted each month whether 

The loan file must be kept current and 
adraw request for funding has been made or not. 

loan servicer staff as the Bud Batl" will periodically request to 
up to date by the P 


The Bud Bank will also periodically. uaannounced. conduct site

review the loan file. 

inspector.
inspections of all construction projects refinanced for PB's with its ,%wn 

With the construction loans the loan servicer must be certain that the follow ine
 

documents are updated and currently available in the loan file:
 

monthly, quarterly and annual corporate financial statements on the
 

Central Statistical Office forms or other documents filed with the Tax
 

authorities
 
annual personal financial statement of the borrower and any guarantors:
 

annual certification of tax payments if the land isowned. also for corporate
 

and personal taxes:
 
annual renewal of hazard insurance policy:
 

all pre-sales agreements. including those units :old ,ubsequent t, the
 

construction loan closing: and
 
developer must submit quarterly sources and uses of funds. .tatements
 

showing how equity, purchases. partial payments and loan prcceeds are
 

being utilized. Loan servicer and site inspector must review this report
 

prior to each funding of adraw request. No funding request. will be
 

granted by the PB if this quarterly source and uses report has not been
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properly and timely filed. 

The final I 0% (retainage) of the construction loan iswithheld by tile PB until the 

following have been verified: 

o 	 local authorities have issued occupancy permit 

o 	 verification that there are no other liens than that of the PB lender 

purchaser of unit has obtained a mortgage which, with purchaser'so 
downpayment, at least equals the release price calculated by the PB 

sericer 

developer is current with interest payments on the construction loan to the 
o 

PB it construction loan interest is not being capitalized 

purchaser has indicated that a final inspection has been conducted and the 

purchaser is satisfied with the unit. and there are no holdbacks. 

The 10% retainage of the construction loan will be released to the developer 

following t>e PB's receipt of certificates of purchase from all the buyers and/or 

through the settlement attorney representing the purchasers of each unit. There is 

an option to disburse a portion of the construction loan related to the units sold. 

Interest on the construction !oan can be paid monthly. quarterly or capitalized 

and repaid with principal, when units have been approved by the appropriate 

governmental authority. 

If the borrower-developer chooses to pay interest monthly or quarterly on the 

construction loan. but becomes delinquent more than 30 days and is unable to 

make the proper payment within 30 days of the due date. the interest is then 

capitalized for the balance of the loan period. The addition ot interest on interest 
.,jit, if pos:;ible.

will motivate the boiuwer-developer to make currcnt pa 3 

The PB should collect any applicable late charges on payments received after the 

due date. The PB should initiate contact with a delinquent borrower-developer 

as follows: 
Telephone contact within 5 days of due date; 

15 days of the due date. requesting pv,yment\Written notification within 
within 5 da~s. 

By the 	20th day after the due date, notice is sent that unless payment is 

received by the 30th, or a plan for payment has been agreed upon by the 

PB by the 30th, all interest is capitalized for the balance of the loan period. 

With interest being capitalized, the borrower-developer should complete the 

If, for any reason, progress on the project development ceases and the
project. 

project is abandoned, the PB must invoke all legal remedies to take possession of
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:he project and proceed to arrange for completion. 
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REFUND OF TIlE CONSTRUCTION CREDIT 

The Bud Bank has access to three construction credit refund programs. The first is the 

USAID Housing Guarantee program which will refund 100% of the !(,,:q amount the PB 
has aereed to lend using the Underwriting criteria in this len ng uu:dc. Tle second 

program issponsored in the World Bank and will refund 80% of the loan extended by 

the PB using the underwriting criteria in this construction lending guide. The 

construction project must have commenced after January 1, 1992. The third program. 

EBRD Loan Fund. requires that construction commence after January 31, 1992. 

The first three multifamily construction loans made by a PB with intentions to refund 

with Bud Bank, must have received pre-approval by Bud Bank. The PB must initially 

under-write the borrower and the project strictly according to the guidelines in this 

If the PB finds that the loan meets all criteria, the PB issues a conditionallending guide. 
approval to the borromwr-developer and requests t pre-approval re\ jew by the Bud 

Bank. The Bud Bank will review the entire loan file and if Bud Bank concurs with the PB 

recommendation, Bud Bank will issue an agreement to refund the PB loan at either 80% 

or 100% depending on which program Bud Bank has available. Bud Bank will take only
 

30 days to complete its review and make a decision on the loan. The Bud Bank will
 

inform the PB of the interest rate Bud Bank will require on the refinance. The PB will
 

add a margin to reflect the cost of servicing the loan. The PB will have collected I - 1 1/2 

percent of the amount of the oriuinal loan. The PB retains the balance of the origination 

"spread" or "margin" between the interest collected from the borrower and
fee and the 

the interest paid to Bud Bank.
 

Once Bud Bank issues approval to refund the loan. PB issues a commitment to the
 
The initial fundintg takes
borrower-developer and upon acceptance. closes the loan. 


place when the PB mortgage lien upon the land and ainticipited construction has been
 

recorded and deli\ered to the PB. The Bud Banks collateral for the refund of the PB
 

now secured by PB on the land and the

loan is a subintabulat placed on the mortgage 

construction to be erected. The Bud Bank will not fund the refund until the subintabulat 

on the mortgage has been properly recorded and submitted, by the PB to Bud Bank. 

The costs associated with this registration must be borne by PB or passed on to the 

At this point Bud Bank is prepared to refund the funding PB will
borrower-developer. 

make to the developer subject to proper documentation (site inspection and invoice
 

verification). 

plj,:c-h a site i;spection and revie\ of
Also. the PB's inspector Imust vecrifN' the "\%ork in 

work and material invoices. The PB then informs Bud Bank that a Iindinc will take 

place, and forwards to the Bud Bank a copy of the inspection report with copies of the 

invoices. The inspection report should include endorsement of the invoices, photographs 

of the work in progress, and a brief narrative by the inspector on the status of the project 

i.e., is the project on schedule, quality workmanship, good management. etc. Within 5 
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-
days of receipt of this report. Bud Bank must take exception or fund SIW."' or I00 of the 

propo.ed advance. 

The PB can schedule the fundi!- .'f the borrower-developer to occur coneu:.&.tlv with 

receipt of funds from Bud Ban!k. This can be accomplished by requiring 10 days notice 

by the borrower-developer requesting a funds disbursement. The borrower-developer 

must submit all invoices wittb ie request for funding and the PB has 5days to verify work 

in place. If the PB issatisfied the request is fully documented and work is in place, the 

PB forwards the request to Bud Bank who has 5days to take exception or proceed with 

refunding .he advance concurrently with PB disbursement. The PB has the option of 

first funding the disbursement directly and then requesting refund, or scheduling the 

refund concurrei-tly. The PB could schedule the funding to the investor to occur 

concurrently with receipt of funds from the Bud Bank. If the loan agreement with the 

borrower-developer has pre-set funding dates, the PB must require that invoices be 

submitted at least 10 days before the funding date so that the PB has 5 d:iys for review 

and submits the application for refunding to the Bud Bank and the Bud Bank verifies 

and makes the payment within an additional 5days. The PB has the option of first 

funding the disbursement directly and then requesting Bud Bank refunding. 

The procedure is repeated for each funding advance to the borrower-developer. If the 

borrower ispaying interest monthly on the construction loan. then monthly interest 

payments must be remitted to Bud Bank. If interest isbeing capitalized by the PB. the 

interest due Bud Bank cn also be cpitalized. 

Bud Bank wiL periodically conduct Its t?\%n site inspctions ' ith its statf. Also Bud Bank 

the loan file and o\ er all ,;cr\ icing of the loan.will periodically visit PB to pre%iew 
Therefore. itisimportant for the PB to keep all loan documents current and maintain a 

The ke. aspects of this loan ser, icing priocedures are:good record of loan ser-\ 

o 	 maintaining accurate records on the status of taxes, leases or any other 

potential lien against the property 
ensure that adequae hazard insurance'Coverage is in place. and properlyo 
renewed 

o 	 the site inspection reports are accurate and timely with all valid inoices 

endorsed. and phot cgra)ph, show.ing progress at the project 

0 maintain a':curat records ot all intere,,t caleuiations. for current or 

capitalized interest 
The PB must be awarc ofan other liens placed on the PB security 

(Property) and anv legal actions against the developer 

8.1 	 Hazard Insurance LAss 

The amount of hazard insurance coverage should be in the amount of the total 
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project cost. This protects the deve!oper's equity and the PB's loan. The 
a "cession"

insurance policv should be in the loean file. and the policy should have 

clause naming as the beneficiaries the developr and the PB. with the name of the 

PB follo\wed b\ "'its success":', and or assigns". The cession clause makes losses 

under the insurance policy pa\.able to the developer and PB actingjointl\ tw 

ensure that the funds are used to replace the damaged project. 

When a property is damaged, the PB must closely monitor the following: 

file proof of loss with insurer 

help the borrower-developer obtain bids to repair the property 

review and approve the final plans for the repairs 

monitor the repairs to see they conform with regional plans and 

specifications
 
disburse funds upon evidence of completion of work
 -
assure that no other liens are placed on the property. 

The PB must also be certain that the insurance carrier providing the hazard 

insurance isa qualified firm with sufficient financial iesources to make any loss
 

The PB should request the insurance carrier (provider) to present

payment. 
financial statements at the time the developer seeks the hazard insurance 

coverage and to evidence membership in Insurance Guaranty Fund. Also, the PB 

must advance funds far the insurance coverage if the borrower-developer does
 

The PB wii! add such funds to the h,lance ofthe loan. However. if the
 
not. 

borrower-developer is uvible to pay for the hazard insurance, the PB should
 

are being properly useJ in tt, construction 
\erif, that the loan disbursement, 

project. All other steps should be tealfirmed to protect the PIVs security if the
 

borrower-developer is experiencing financial difficulties. 
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REPORTING TO BUD BANK 

The follo,, ing will be dc ailed in reporting to the Bud Bank: 
o 	 Interest paid monthly. quarterly or capitalized 
O 	 PB marcin o%er and abo, e the Bud Bank refinance rate of 300 basis pointi above 

the base refinance rate of the NBP 
o 	 Bud Bank refinance percentage -- either 100% or 80% 

o 	 The maturity of the construction loan -- maximum of 18 months for single family 

or 24 months for multi-family. 
o 	 Repayment schedule for Bud Bank refinance -- monthly, quarterly or at project 

completion. 

The PB must have an accounting system able to produce the following reports for Bud 

Bank: 
o 	 amount. date of anv; interest payment 

o 	 if interest is capitmlized, monthly summary of such interest calculations 

o 	 date. amount. and breakdown of each funding disbursement by PB to developer 

o 	 current outstanding principal balance of loan, summarized by preceding months 
of loan. 

The PB will. on dates specified in the financing agreement, i.e., monthly.or quarterly 
send an interest statement to the borrower regardless if the interest is paid currently or 

capitalized. If the interest ispaid currently. payment must be received by the last 

working day of the month. The monthly reporting cycle will run from the first day of the 

month through the end of the month. The cut off day is considered to be the last workin ! 

day of the month. Remittences are due no later then 5 business days from the month in 

cut off date. If payment is not received, the servicing procedures in Section 7 of this 

Guide shou!d be immediately instituted. When interest funds are received bv the PB the 

interest payment to Bud Bank should be made within one day 

In the 	case of a loan payoff- entirety or partially- in the form of release prices for units 

purchased by owner-occupant, payment should be made to Bud Bank within 48 hours. 

The PB will prepare a monthly report to Bud Bank. this report will have the following 

for each construction loan refunded by Bud Bank: 

o 	 PB loan number 
o 	 Bud Bank loan number 
o 	 Developer's name and the project name and location 

o 	 Amount committed by PB 
o 	 Date of loan closing by PB 
o 	 Date of first disbursement by PB to burrower-developer 
o 	 Date of subsequent disbursements and amounts 

o 	 Budget variance analysis - actual disbursement/expenses compared to budgeted 
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o 	 Outstanding balance of loan at report date 

Interest paid - it currently paid or capitalizedo 
0, Amount refunded by Bud Bank 

o 	 Amount of interest paid Bud Bank. if any 

o 	 Capitalized interest to Bud Bank, if any 

The balance of funds refunded by Bud Bank less any repayments by PBo 
o 	 Number of units planned in project 

o 	 Number of units commenced 

Actual number and percent of pre-sales with 10 percent downpaymentso 
Actual number of units released through purchase by owner-occupanto 
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10 CASH FLO\V 

10.1 Calculation of Loan Interest Payments from PB to Bud Bank 

Interest will be calculated in arrears based on actual (360) days per year and 

actual (30) days per month, on the amount disbursed, at the rate described above. 

The interest rate charged the PB each month will be based on The National Bank 

of Poland refinance rate plus a margin (spread) of no less than 3 percentage 

points. If The National Bank of Poland rate changes during the course of the 

month, the interest that the PB will be charged will also change the first of the 

next month. 

10.2 Remittance to Bud Bank 

Remittance to Bud Bank ismade on the basis of the payment plan. If interest 

payments does not begin until construction iscomplete, remittances are not due 

to the Bud Bank until the completion of construction. unless the borrower

developer makes payments to the PB prior to completion. If the borrower

developer does make payments prior to completion. the PB will remit the 
For those constructionparticipation percentage of the payment to Bud Bank. 

loans collateralized against l--husinu Guaranty Resources the repayment will be 

equivalent to 100% less the servicing fee. The repayment for collateralized 
or less (theconstruction loan, usin,_,World Bank re.,ources wifl be equal to 80% 

actual percentage agreed to in the Sub-loan Agreement) minus the servicing fee. 

For those construction loans having interest remitted monthly, the PB must remit 

the funds to the Bud Bank by wire transfer within five business days from the first 

of the month. 

COMMITMENT TO REFINANCE CONSTRUCTION SUB-LOAN*S103 

The commitment process isdesigned to match the PB's needs to have its pipeline 

of construction sub-loans refunded by the Bud.Bank on a timely basis with the 

Bud Bank's requirement to have advance notice for refunding Financing 

Agreements. 

Using the Construction Commitment Form. PBs notify the Bud Bank of their 

anticipated fupding requirements for the succeeding three months during the 

first five business days of each month. The following information is requested: 
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e re..funded by Bud 
- New Agereem nt,: AnticipaiJ to'al amount to 


Bank at its p:,rticipation percCn*,fge el pre-approed consnructiOn Nub

loans plus the amounts for subsequent dk.tWs during the suceedingi t'o 

months. 

The amount and date for 
Draws and advances against existing Agreements: 

-

each disbursement in the initial month and projection for the succeeding two 

months. 

be separately recorded. key terms of the 
Mortgage and construction commitments \%ll 

construction commitment are: 

- In the case of new AEreements. Bud Banks interest rate charged to the PBs is 

not established until the actual disbursement date. 

.If the PB's commitment amount for the current month differs by more than plus 

or minus 10% from the amount actually disbursed, Bud Bank may, at its option, 

charge its normal refinance rate plus additional 10% interest on the zloty 

variance. However, projections for the remaining two months of the period may 

be modified by the PB when it estimates its Construction Commitment Form the 

following month. 
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