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WORKING GROUP SESSION ON HOUSING CONSTRUCTION FINANCE
 
14 - 16 JUNE 1994
 

NIZHNY NOVGOROD
 

AGENDA
 

OBJECTIVES OF WORKING GROUP SESSION 

P 	to identify the role construction lending should play in housing development; 
o 	 to share professional experiences and exchange views on real estate lending in general 

and construction lending in particular; 
• to identify impediments and what methods and approaches are likely to be successful;
 

and
 
• to develop action plans to address impediments and to implement promising
 

approaches to construction lending.
 

Tuesday, June 14, 1994 

9:30 a.m. 	 Session 1.1: OPENING AND INTRODUCTIONS 

b Official Opening and Welcome
 
s Introductions
 
• 	Goals and Expectations 
• Working Group Session Objecti' -s 
P Guidelines 
P Overview of the proposed World Bank loan project 

Session 1.2: INTRODUCTION TO CONSTRUCTION LENDING 

m Objectives
 
m A definition of construction lending
 
• 	Roles of developers, bankers, and city officials 

11:30 a.m. 	 COFFEE & TEA BREAK 

11:45 	a.m. e Purpose of a construction lending program 
m Benefits of construction lending 
• 	Road map for construction lending 

Risks and rewards of construction lendingP 

1:00 p.m. 	 LUNCH 

2:00 p.m. 	 m Legal Framework and risk assessment for construction lending in Russia: Panel 
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Discussion 

2:45 p.n. 	 Session 1.3: MODEL CASE STUDY 

o Introduction to case study, purpose, and objectives 
P Construction costing 
• Evaluation 	of equity and assets 
• Team work 	analysis of case study 

5:30 p.m. 	 P. Discussion of case study 

5:45 	p.m. SUMMARY AND CLOSURE 

P Burning questions 
• Feedback and evaluation of the day 
P Preview of Day Two and homework assignment 

Wednesday, June 15, 1994 

9:30 a.m. 	 Session 2.1: WARM-UP AND REVIEW 

• Open forum: questions and answers
 

Session 2.2: MODEL CASE STUDY
 

s- Presentation of team work
 
P. Discussion 

11:15 a.m. 	 COFFEE & TEA BREAK 

11:30 a.m. 	 Session 2.3: IMPEDIMENTS TO CONSTRUCTION LENDING 

e Identification of impediments
 
i• Steps and strategies to overcome impediments
 

1:00 p.m. 	 LUNCH 

2:00 p.m. 	 Session 2.4: ACTION PLANS FOR IMPLEMENTATION 

P- Actions and measures to create conditions for construction lending 
o- Recommendations 

3:00 p.m. Session 2.5: LESSONS LEARNED & SUMMARY 
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PARTICIPANT EVALUATION OF WORKING GROUP SESSION 

3:30 p.m. CLOSING CEREMONY 

4:00 p.m. [Optional] 
arranged. 

Individual consultations with working group specialists may be 

5:00 p.m. RECEPTION 



I HOUSING FINANCE I 
LINE OF CREDIT 

EQUITY BUILDING 
CMATCHING IMATERIAL 

ENFCRISES
 
MUNITPALIPEUj 

OLNL SE-

DEVELOPMENT MUIIAIISCONTRACTORS 
COMPONEflT 



* 	Principal Objectives: 

STo share professional experiences and exchange views 
on real estate lending in general and construction 
lending in particular 

!o To identify what role construction lending should play 
in housing development 

o 	To identify impediments and what methods/approaches 
are likely to be successful 

o 	 To develop Action Plans to address impediments and to 
~ .)ement promising approaches to construction lending 



• 	Roles 

• Developers package, seek approvals, finance and build 
projects; must be willing to borrow at prevailing 
interect rates and under the other terms and conditions 

o 	 Bankers evaluate credit risk of developers and projects 
and provide debt financing; must be willing to manage 
risks and lend under prevailing economic conditions 

o 	City Officials establish land use and building guidelines, 
review and approve projects; should be willing to 
stimulate or encourage housing development by 
ensuring land and infrastructure is available at 
economic prices 



Road Map for Construction Lending 

1. 	 Developer with a Project Needing Construction Financing 

2. 	 Bank with Funds Willing and Able to Provide 
Construction Financing 

3. 	 Loan Application Submitted to Bank by Developer 

4. 	 Loan Review by Bank 

5. 	Commitment Letter with Terms and Conditions Issued by 
Bank to Developer 

6. 	 Negotiation between Bank and Developer on Terms and 
Conditions of Commitment Letter 



Road Map for Construction Lending 

7. 	 Satisfaction of Commitment Letter Conditions by 
Developer 

8. 	 Construction Loan Closing and Initial Disbursement of 
Funds to Developer by Bank 

9. 	 Additional Fund Disbursements by Bank to Developer as 
Construction Progresses; Bank Monitors Construction 
Progress and Quality 

10. 	 Developer Repays Bank Construction Loan Principal and 
Interest at Completion of Construction or Sell-Out 



The Construction Loan - An Introduction 

* 	Purpose 

• 	 To provide the developer with a funding commitment in 
a confirmed amount to pay for labor, materials, and 
other project-related development costs 

* 	Benefits 

o Provide cash to pay for labor, materials, and other 
development costs without having to rely on continued 
purchase proceeds from buyers 

• 	 Help in controlling costs by enabling the developer to 
pre-purchase materials 



The Construction Loan - An Introduction 

* 	Benefits (cont'd.) 

o 	 Help in controlling costs by enabling the developer to 
complete construction on time 

o 	Provide evidence to buyers that construction will be 
completed in a timely manner 

o 	 Require developers to conform to established financing 
practices 



Construction Loan Application Requirements 

Project 

" 	Type 
o 	 single-family 
• 	 multi-family 
o 	sale 
o 	 rental 

* 	 Location 
0 	 city
 
Sdistrict
 
Ssite
 

• 	 access
 
services
 



Construction Loan Application Requirements 

* Total Project Cost 
o land 
o infrastructure 
o materials 
o labor 
o taxes and fees 
o professional services 
o administration/overhead 
o loan interest during construction 



Construction Loan Application Requirements 

Expected Project Sources/Revenues 
• developer's equity 
• buyers' initial payments 
o buyers' installment payments 
o construction loan proceeds 
o buyers' final payments 

or
 
P rental payments
 

* Environmental Issues 
o ground 
oair
 
Swater
 



Construction Loan Application Requirements
 

Governmental and Other Approvals 
Szoning 
Sutilities 
Sdesign 
Sconstruction 

• occupancy 



Case Study Objectives 

" To evaluate the advantages and disadvantages of a 
construction lending program from a bank's perspective 

* To help prepare a preliminary loan application for a 
specific project 

" To evaluate the proposed borrower and the proposed
 
project for the bank and make a recommendation
 

" 	To present this recommendation to the bank's "Loan 
Approval Committee" 



Team Case Study Objectives 

" To prepare actual projects for financing 

" To present projects to a "Loan Approval Committee" 

" To discuss project preparation and loan application 
procedures 

" To identify specific recommendations for improving these 
procedures 



Construction Lending Risks
 

" The borrower may not have sufficient cash and loan funds 
to complete construction 

* The project may not attract enough buyers at prices that 
will cover the costs 

" The actual rate of inflation in building materials may 
exceed projections 

* The actual rate of interest on the construction loan may 
exceed projections 

" 	The borrower, due to other liabilities, may become 
bankrupt 

" 	The bank, due to other liabilities, may fail 



Repayment of Construction Loans
 

* Buyers' deposits, installment, and final cash payments on 
pre-sold units 

" Buyers' cash payments as units are sold 

" Developer's cash payment 

" Short-term mortgages or installment loans (1-3 years) to 
buyers from banks 

* Medium-term mortgage loans (4-10 years) to buyers from 
banks 

* Long-term mortgage loans (10 + years) 



* Primary Market 

P Residential mortgage loans 

o 	Mortgage loans (or permanent financing) for apartment 
buildings, etc. 

o 	Primary lenders also may make land acquisition and 
development loans and construction loans 



* 	Primary Market Participants 

o 	Portfolio Lenders. The money that portfolio lenders use 
to make mortgage loans comes from deposits held by 
the institution as well as other sources, such as the 
Secondary Market. Examples of portfolio lenders 
include: 

- Commercial Banks
 
- Savings and Loan Associations
 
- Credit Unions
 

P 	Mortgage Bankers. Mortgage Bankers obtain all of the 
money that they use to make mortgage loans from the 
Secondary Market. 



Primary and Secondary Mortgage Markets 

P 	Primary Mortgage Market. Generally, the market in 
which mortgage loans are originated; that is, the market 
in which funds are lent to borrowers who execute 
mortgages as security for repayment of the loan. 

Lenders in the primary market may originate loans and 
hold them in their own portfolios or sell the loans into 
the Secondary Market. 



Primary and Secondary Mortgage Markets (cont'd.) 

P 	Secondary Mortgage Market. The market where 
existing mortgage loans and mortgage-related securities 
are bought and sold; that is, the market in which 
lenders may sell mortgage loans (which they made to 
borrowers) to investors or the reselling of mortgage 
loans among investors. 

* Primary and Secondary Mortgage Market Participants 

o 	 Financial institutions can and do participate in both the 
Primary and Secondary Markets, originating mortgage 
loans, selling them, and buying mortgage-backed 
securities collateralized by them. 



Secondary Market Functions 

o Provides liquidity 

o Reduces the cyclical flow of mortgage capital 

o Facilitates the distribution of mortgage capital 

P Reduces the regional variations in the cost of capital 

o Provides geographic diversification 

o Links the mortgage markets to the capital markets 



Location
 

" Site acceptable to intended market 

" Good access by roads 

" Good access by public transportation
 

" Accessible to: 

• schools 
• 	 shopping
 
Smedical facilities
 

o employment centers 
o recreational and cultural centers
 



Credit Information 

* Financial Condition 

o Balance Sheet 

-Assets 

>>cash 
>> real estate 
>>motor vehicles 
>accounts receivable 
>>personal property 

o furniture 
o jewelry
 

>other
 



Credit Information 

Financial Condition 

• 	 Balance Sheet (cont'd.) 

--	 Liabilities
 
>>mortgages
 
> loans payable
 
>>accounts payable
 
>>taxes
 
>>other
 

-Net Worth (total assets less total liabilities) 



Credit Information
 

P 	Income Statement 

- Cash Flow from Real Estate Owned 

- Other Business Income 

• 	 Equity in Project 

-	 Land 

-	 Fe-Paid Expenses 
> zoning fees site improvements 
> building permits building materials 
> architect's fees >> labor 



Negotiable Elements of Construction Loan 

" Amount 

" Term 

o Time to construct 
P. Time to complete sales or leasing 

" Interest Rate 

P Fixed 
P Floating against an indexed rate 

" Interest Payments 

o Monthly, quarterly, semi-annually, annually
 
• Capitalized 



Negotiable Elements of Construction Loan 

* Fees to Bank 

o Application 
o Commitment 
o Servicing 
o Other 

" How Fees Are To Be Paid 

o Up front 
o. Pro-rated on a scheduled basis 
o Paid from loan proceeds 
o Other 

* Guarantees 



Commitment 

* Purpose and security 

* Loan amount 

* Interest rate 

" Maturity 

" Extension options 

" Repayment conditions 

" Requirement for loan closing 



Commitment 

* Documents required: 

o Note/obligation
 
oo Mortgage
 
P Construction loan agreement
 
• Assignment of contracts 

" Fees and expenses 

" Disbursement terms and conditions 

" Date by which commitment must be accepted 

" Date by which ican must be closed 

" Insurance requirements 

" Title requirements 



Commitment 

* Environmental matters 

" Survey 

* Governmental approvals and permits 

" Utilities 



Environmental Issues 

" Soil 

o On-site 
o Surrounding area 

* Air 

" Water 

* Building 



Loan Budget
 

CATEGORY PROJECT COST EQUITY LOAN 
Land $ $ $ 
Direct/Hard 
Costs 

Indirect/Soft 
Costs 

Loan Fees 

Interest 
___ $ $ $ 



Risks and Rewards 

, Developer 

• 	 Risks 

- Loan amount insufficient to complete construction 

- Bank does not approve work and refuses to advance 
f.unds 

- Interest rate increases
 

- Sale proceeds not sufficient to repay loan
 

- Exposure for interest and principal
 

- Failure of lender (U.S.A.)
 



Risks and Rewards
 

Developer (cont'd.) 

SRewards 

- Greater certainty and efficiency in development 
process
 

- Known source of funds to build project
 

- Builder does not have to rely on periodic
 
contributions from purchasers of homes to continue 
construction 

- Builder deals with fewer sources of funds (one bank 
as opposed to many buyers) 



Risks and Rewards 

Banks 

SRisks 

- Builder unable to complete project 

- Builder's cost estimates incorrect 

- Builder becomes bankrupt 

- Units don't sell or buyers cannot obtain funds to 
close
 

- Sale proceeds not sufficient to repay loan
 



Risks and Rewards 

Banks 

• 	 Rewards 

- Income from interest and fees 

- Customer relationship leading to other business 

- Recognized as helping community develop by 
financing construction projects
 

- Can provide mortgages for home buyers
 



Worksheet #1
 
Total Development Cost Budget

Project Name 

Number of Units 

Cost Category Cost 
%of 

Total Cost 

Land 

Construction Costs 
(Hard Costs) 

Shell 
Finish 

Development Costs 
(Soft Costs) 

Builder's Profit 

Required Sales Revenue 100% 

NOTE: The Development Costs above do not include 
construction loan interest or financing fees associated 
with the construction loan. These costs would need to 
be added. 



Worksheet #2 
Sources of Funds for Total Development Costs 

% of Total 
Source of Funds Construction Funding 

Builder's Equity and/or 

Landowner's Equity 

Buyers' Installment Payments 

Bank Construction Loan 

TOTAL 100% 

\JV
 



17iiaBHble AeJII4 

06meH i-ipocbecCHOHaJlbHbIM 01IbITOM H B3riiqgamH 

HaCCyAbl HaHerqBH,-Kl4MOCTb BOo5lAe H CCY;RbI Ha 
CTPOHTeJlbCTBO Hpa3BHTHe B -LiaCTHOCTH 

0 ripeqeJleHI4e POJ114 CCYA HaCTP014TeJlbCTBO B
 
pa3BHTHH MHJIHI]qHOrO CeKTOpa
 

OiipeqejieHI4,q ][Ipel-IqTCTBHH' Ha llyTHpa3BHTH51 H 
meTOAOB/IIOAXOAOB C HaH60JIbIIIe A BePO31THOCTbIO 

yciiexa 

Pa3pa6OTKa lljiaHOB geH-CTB14Hw C AeJIbIO YCTpaHeHHA 
I-lpel-I31TCTBHH H BHerApeHHq BccjbepyCCYA Ha 
CTPOI4TeJIbCTBO o6eigai-oMi4xMeTOgOB/-rIOAXOgOB 



oo 	 HaKeT CTP0OHTeJIbHbIX o6,be~lHIeHHHi, YTBepM~eHHia, 
H-IOeKTbI 1HO c1JHHaHCHPOBaHHI-O H CTpOH4TeJmbcTBy; 
)JqOJI)KHbi 6bITb FOTOBbI iojiy-EiaTb CCYqabI IIOA 
AOM1HHpy1OLJHe B aHHbIH4 MOMeHT Ha pbIHKe 
HlpOJJeHTbI, a TaK)K Ha ApyrHX YCJIOBH3JX 

oo,	BaHKH o1gHHBa-TOT CTeiHeHB PHCKa )IIaHHOrO 
CTP0OHTeJlbHorO o6Tbe~lHHeHH H4HnpoeKTa H4 
iipegIIoCTaBJI511OT gojiJ'oe C4HaHCHPOBaHie; 

AOJI)KHbi 6bITb FOTOBbI 14T14 Ha HeKOTOpbIH PHCK H4 
HiipeoCTaBJI5ITb CCY~bI Ha AOMHH~PYIOIHX B ~aHHb!H 

MOMeHT Ha pbIHKe YCJIOBH45JX 
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PojTH4 (cont'd.)
 

IFopo)cKie tLIHHOBHH4KH 0HipeqeJI5JIOT xapaK~ep 
3eMJIeH-oJlb3OBaHH5J H 0CH0BHbie HaHipBjieHH5I B 
CTPOHTeJlh CTB e, i-ep ecMaTpHBaloT H YTBep.-K~aIOT 
HipoeKTbI; AO4J1)>KHbI 6bITb J'OTOBbI H-OOWP5JTb H 
CTH-4MYJIHPOBaTb pa3BHTHe >KHJIHIIA1HOFO ceK~opa 
Ho cp eACTBOM CO3rqA alH5rap aHTHH 06 ecieT-ieH HA 
3eMJIeH 1H(cDpaCTpyKTypoiiHO113KOHomH4,LeGKHM 

g1eHam 



Aopo:>KHaR KapTa gimCCYA Ha CTPOHTeiii6CTBO 

CTPOHTeJll>Hoe o6,beAl/lHeHi4e c cbHi-iaHC14POBaHi4em 

ripoeKTa co CTPOHTejibi-ibimH I-IOTpe6HOCTqMH 

2. 	 BaHKI4. FOTOBbIe H HmeiolIlHe B03MOXCHOCTb 

o6eciie'IHTb c'p immC.Hp0BaHHe CTPOHTeJIbCTBa 

3. 	 3 aABKaHa ccyAv, iioAaHHaA B6aHK CTP014TeJlbHbIM 

o6-beAI4HeHHem
 

4. 	 H3vx-ieHHe CCYAbi 6aHKOM 

5. 	 IIHCbMO, cogep:>KaEqeeyCJIOBHq 14 o65I3aTeJIbCTBa,, 
BbliiyMeHHoe 6aHKOMH ijepeAaHHoe CTPOHTeJlbHOMY 
o6-beAHHeHHI-0 



AopoxcHaq KapTa Aim CCYA HaCTPOHTeiiiE.CTBO 

6. 	 I-lepeFOBOpblme -,KAy 6aHKOM H CTPOHTeJIbHbIM 

o6-begHH CHHem o6yCJIOBHqX 14o6,q3aTeJlbCTBax 

gaHHOrO ITHCbma 

7. 	 YAOBjieTBopeHi4e CTPOHTeJlbHOI'4 KOmiiaHHH ][IHCbMOM, 
coAepx.au HmYCJTOB14A Ho6A3aTeJlbCTBa 

8. 	 (Dl4HaJlbHaq CTaAi4qo(t)opmjieHHq CCYAbl Ha 

CTPOHTeJlbCTBO H iiepBHI-lHa5l BbiAa-Lia cpeACTB 
CTP014TeJIbHOMY o6,begHHeHHio 6aHKOM 

http:coAepx.au


Aopo)KHaA KapTa Aim CCYA HaCTPOHTeJlbCTBO 

9. 	 )IOIFIOJIH14TeJIbHaA BblAa-LiaCTP014TeJIbHOMY 

o6,beAl4HeHI410 epeqCTB 6aHKOM IlOmepe xoqa 
CTPOHTeJIbCTBa; MOHI/ITODHHi, 6aHKOMxoqa 
CTPOHTeJIbCTBa 14 eFO KaT-ieCTBa 

10. 	 HO 3aBepmeHHIO CTPOHTeJlbCTBa Him upoAaxce 
CTPOHTeJIbHoe o6,beql4HeHHe Bbliiiia-LIHBaeT6aHKY 

OCHOBHYIO CCYAY Ha CTPOHTejibCTBO c i-ipogeHTaMH 



CcygaHaCTPOHTeiii6CTBO- BBeAeHHe 

Uejib 

06eciie-LIHTb CTP014TeJlbHoe o6-beAlx HeHi4e d)OHAOBbIM 
o6.q3aTeJIbCTBOM B YTBep.>KgeHHOMpa3mepe c geiiibio 
oi-iiiaTbl 3aTPYA,, maTepHaJIbI H APYFHepaCXOAbl IFIO 
iipoeKTY
 

rlpeHmyEqeCTBa 

Po. 06ecnexieHHeHajiHxIHOCTbIO, HAyigek Ha yiiiiiaTy 
TpyAa,, maTepHajiOB H APYFHXpaCXOAOB I-IOnpoeKTY, 
OCBo 6 oxr,qaq ce6.q OT 3aBHCIIMOCTH OT HOCTOAHHOR 

riPH6bIJ114 c iipoqaxci4 IlOKyiiiaTeiiqm 

CoAeHCTBije B KOHTpojie geHriocpeACTBOM 
o6eciiexieH-Flq CTPOHTeJIbHO A KOmi-iaHHH
 
B03MOWHOCTbIO iipHo6peTaT]6maTepHaJIbl 1-10
 
npeABapHTeJIbHOH AOFOBopeHHOCTH
 



Ccy~a Ha CTPOHTejibLCTBO - BBegeHie 

H7peH~MyiqeCTBa (cont'd.) 

op 	 Co)IieHiCTBHe B KOHTpojie JJeH Hocpe)ICTBOM 
o6eci-e-LeHHM. CTpOHTeJI1hHOHA KOMHiaHHH 
BO3MO)KHOCTbAO 3aKOHxNHTb CTPOHTeJlbCTBO B CPOK 

oo 	 O6ecnieteH -Te H1OKyiiaTeJIeLA OKa3aTeJlbCTBaMH4 TO'O, 
'ITO CTPOHTeJ~bCTBo 6yqeT 3aKOH-LieHo B CPOK 

33acTaBmiTieT CTP0OHTeJ~bHbie KOMriHIHH OTBe-LiaTb 
YCTaHOBJIeHHbIM Tpe6oBaHHAIMcyIIqeCTByIOlgeHA 
HiipKTHKe (I3HHaHCHPOBaHHM 



Tpe6oBaHI., llipeWbqBji5JeMbieK 3a5IBKe
 
Ha CTPOHTeJlbHBLO CCYAY 

HpoeKT 

" THHi
 
00 OAHOceMeHHbIH
 

01 MHOFOCeMeH4HbIH
 

op nipo~axca
 
opapeH~a
 

" MeCToHaxom~eHHe 

00. FopoA
 
oo paloH
 
oo oKpeCTHOCTb
 

No AOCTYHIHOCTb 

S6bIToBbie ycjiyFH4 



Tpe6oBaHI-, HipeAb5-fBji5JeMbieK 3aAIBKe
 
Ha CTPOHTeJIbHYIO CCYAY 

061g~aqJCTOHMOCTb iipoeK~a 
01- 3eMJI5J 
001HHckpaCTPYKTYPa 

bHajioFH H HOIIIJIH4HbI 

1npoCDeccI4oHaJbHbie yCJIyJ'H
 
aq a1JiH5/HaiaJIbCTBO
~mHHICTp 

i-Hpoqe~HTbI CCy~bI Ha CTPOHTCJIbCTBO 



Tpe60BaHl4A, i-ipeA-bABjiqembieK 3a5lBKe 

HaCTPOHTeJIbHYIEO CCYAY 

IlpeqiiojiaraeMbIC i-ipoeKTHble d)HHaHCOBbie 

HCTOIIHHKV,,/,qOXOAbI 

oo. co6CTBeHHblA Kanl4Taii CTP014TeJIbHOF0 

o6-bCqHHCHHA 

Do- IfIe.,PB141IHbie B3HOCbI ITOKyiiiaTeiieH 
00- 3agaTKI4 11OKynaTeiieH 
00- I-IOCTyriiieHHA HO CTPOHTeJlbHOi4 ccyge 
10- OKOHLiaTeJlbHa5i riiiaTa 1-IOKyliaTeiieH 

HJIH 

olo.i-iiiaTa 3a apeHAY 

BOIIPOCbl 9KOJIOFI4I4 

P* 3emjiA 

00- B03AYX 

00- Boga 



Tpe6oBaHH-q, irpebbB J15fMbieK 3a5IBKe 
Ha CTPOHTeJlbHYIO CCYjiY 

*YTBep--KeHie Hip BH4TeJ~bCTBOM H ApyriHmi 
FO cy~ap CTBeHHbIMH opraHaMH 

NO-3OH14POBaHie 

00 KOMMYHailbHbie ycjiyFH4 

iipoeKT/,AH3all H 

SCTPOHiTeJIbCTBO 

S3aH5ITOCT~b 



3A)IA-LIH H3YqEHHA HPOEKTA 

" 	OqeHHTb 1-ipeHmyigeCTBa 14 HegoCTaTKH iiporpamMbI 
CTPOHTeHbHOH CCYAbl C TMIKH 3peHHq 6aHKa 

" IIOAI-OHb B 1-iorqrOTOBKe iip eABapHTeJlbHOH 3a5lBKeHa 
CCYAY HaOTAeJlbHbIi4 iipoeKT 

" 	 OqeHHTb KaHAi4AaTypynpeqiiojiaraemoro AOJIMHI4Ka H 
cam iipeAiiojiaraeMbii4npoeKT H AaTb 

COOTBeTCTByioiiIHe peKOmeHgagHH 

" 	 IlpegCTaBHTb AaHHbie peKOmeHqagHH 6aHKOBCKOMY 
"KoMHTeTy 110 YTBepx AeH1410 CCYqbl 



3A)IAT4H H3YqEHHA KOMAH)jbl HPOEKTA 

" floqrOTOBI/lTb qaHHbIH iipoeKT K CDHHaHCHPOBaHHIO 

" OeyMeCTB14Tb iipe3eHTagi4i-o i-ipoeKTa "KoMHTeTy I-10 
CCyAbl 19YTBepx<:geHHIO 

" 	 06CYAI/lTb iipogeCCbI i-iogrOTOBKI/l npoeKTa H iiogavm 
3aABKH Ha ccygy 

" 	 OiipeqeJIHTb KOHKpeTHbie peKomeHgagim lio OKa3aHI41,0 
cogelICTBH5IgaHHbIMiipogeccam 



PHCK CCY)jbl IRA CTPOHTEJIbCTBO
 

" )jOJIMHI4KmomeT He o611aqaTb AOCTaTO-LIHbIM KOjii4-qeCTBOM 
HaJIH-qHOCTH H cperqCTB 110 ccyge AOCTaTO-LlHbIX rAJ131 
3aBepu-ieHH5I CTPOHTeJlbCTBa 

" 	 HpoeKT mo->KeT He I-IP14Bjie-LIb AOCTaTO-LIHoe -Lli4cjio 
HOKynaTeiieH no geHam, I'IOKPbIBaiol4HM Bce 3aTpaTbI 

" 	 )leHCTBHTeJIbHbIH 1-ipogeHT 14Hd)JlqAHH Bo611aCTH 
CTPOHTeJIbHblXmaTepHajiOBmoxceT np eBbICHTb 
iipegiiiojiaraeMbIH npoeKTOlv! 

" 	)leHCTBHTeJlbHaA iipogeHTHaA CTaBKaHa gaHHYIO 
CTPOHTeJIbHYI-0 ccygy momeTnpeBbICHTb iipegiiojiaraemyio 

0 	 )IOJIMH14K, B CBAM C IIpOxll4MIi o6A3aTeJIbCTBami4., mo)KeT 
o6rb3IB14Tb6a!-IKPOTCTBO 

" 	 BaHK, B CBJq3Hc gpyrHMH o6A3aTeJIbCTBamH, mo)KeT 
OKa3aTLC5I HecoCT03ITeJILHbIM 



BbIHJIATA CTPOHTEJIbHOH CCY)jbl 

)IeiiO3l4Tbl IIOKyiiaTeiieHg 3arqaTKI4 H OKOHxiaTeJlbHble 

cymmy riiiaTeweH ripH iipeq-i-ipogaweWHJIbIx eAHHHA 

Bbli[iiiaTbl Hajil4-LlHOCTH I-iLOKyiiaTeiieH Bcjiy-Eiae 
OKOHHaTeHbHOH npogawH W14JIblx eAHHHA 

BbIiiiiaTbl Hajil4x-IHOCT14 3aCTPOH'IIIHKOM 

KpaTKOCPOI-IHbie CCYqbI IIOA HeAB14XCHMOCTb 14JIH CCYAbI 
Ha3agaTOK (Ha 1-3 roga), lipegoffaBjuieMbie 6aHKOM 
HOKyriaTeiiAm 

" CpegHeCPOIIHbie CCyAbl IFIOA HeAB14XCHMOCTb (4-10 iieT),
iipe;qoCTaBji5ieMbie 6aHKOM IIOKyiFiaTeiiqm 

" 	 qOJIrOCPOTIHbie CCYAbI IqOA HeABHWHMOCTb (10 iieT H 
BbIme) 



OCHOBHOH PbIHOK
 

Po.CCY)jbl HACEJIEHHIO HOrq HE)IBHXCHMOCTb 

oo. 	 CCYAbl I-10)j HE)IBH->Kl4MOfN.-.T'b 
(rIOCTOAHHOE (DHHAHCHPOBAHIIE) HA 
KBAPTHPbl, 3)JAHHA H T.)j. 

OCHOBHbIE 3AHMO)IATEJIH TAKXT E MOIFYT 
HPHOBPETATb 3EMJIIO B COBCTBEHHOCTb,, 
HOJIYLIATb CCYrqbI HA 3ACTPOHKY 3EMJII/l H 
CCYAbI HA CTPOHTEJIbCTBO 



OCHOBHblE YTIACTHHKH PbIHKA 

HOPT(DEJIb 3AHMO)IATEJIEH. CPE)ICTBA,
HCrIOJlb3YEMblE I-IOPT(DEJIEM 
3AHMOAATEJIEH HA CCYAbI I-10)j 
HEABIUKHMOCTb, I-IOCTYHAIOT 143 (DOHAOB 
I-IPEAI-IPHATHH, A TAKXCE APYFHX 
HCTO'LIHHKOB, TAKHX KAK BTOPHIIHbIH 
PblHOK. rIPHMEPbl I-IOPT(DEJIA 
3AHMOAATEJIEH BKJIIO'LIAIOT: 

"W - KOMMEPIIECKHE BAHKH
 
- CBEPEFATEJIbHblE H AOJIFOBblE
 

ACCOUHAgHH
 
- KPEAHTHbIE C0103bl
 



* OCHOBHbIE YHACTHHKH PbIHKA (cont'd.) 

BAHKI4PBI CCYA 110) HEABH)KHMOCTb. 
BAHKHPBI CCYA1 FlOj HEJ4BHKHMOCTb 
IOJIYHATOT BCE (DOHIblI, HCIOJIB3YEMbIE 
HA FIPE)JOCTABJIEHHE CCYjI FIOj 
HE)IBDKJHMOCTB, 143 HCTOHHI/IKOB 
BTOP14HHOFO PBIHKA. 



OCHOBHblE H BTOPH'LlHblE PbIHKH CCY)j fIO)j 
HE)IBH.>KHMOCTb 

OCHOBHO14 PbIHOK CCYA flOla 
HE)IBH.>KI/IMOCTb. B OCHOBHOM PbIHOK, H3 
KOTOPOFO H3BJIEKAIOTCA CCY)JA. TO ECTb 
PbIHOK, B KOTOPOM CPE)ICTBA)IAIOTCA B 
AOJIF JIHUAM, KOTOPblE I-IPErqOCTABJIAIOT 
HE)jBHX(HMOCTb B KAT-IECTBE 3AJIOFA B 
TOMI tlTO)JOJIF BYqET BblrlJIA-LIEH. 

3AI/IMO)IATEJIH B OCHOBHOM PbIHKE MOFYT 
COB14PATb CPE)ICTBA C TEM, -LITOBbI 
rqEP-;dKATb HX B C03)IAHHbIX HMH 
fIOPT4)EJIAX HJIH IIPO)IABATb CCYrqbl HA 
BTOPH'LIHOM PbIHKE. 



OCHOBHblE H BTOP14'LlHblE PbIHKH CCY)j rIO)j 
HE)IBH.>KHMOCTb (cont'd.) 

BTOPH'LlHbIH PbIHOK CCYA rlOII 
HERBUNCHMOCT& PbIHOK9 B KOTOPOM 
IIPO)JAIOTCA H I-IOKYrIA1OTCA 
CYMECTBYIOMI/IE CCYrqbl H HPOLIHE 
qEHHblE BYMAFI/l, CBA3AHHblE C CCYqAM14 
I-IO)j HEABI/IXCHMOCTb. TO ECTb PbIHOK, B 
KOTOPOM 3AHMO)IATEJIM MOFYT 
HPOAABATb CCYAbl rIO)j HE)IBH-->KI/IMOC-b 
(KOTOPME IIPErqOCTABJIAIOTCA 
KPEAI/ITOPAM) 14HBECTOPAM HJIH 
I-IEPEI-IPO)JABATb CCY)jbl I-IOrq 
HE)IBH.>KHMOCTb CPE)J-H HHBECTOPOB. 



d 

YT-IACTHHKI4 OCHOBHoro H BTOPHT-lHoro 
PbIHKOB 

(DI/IHAHCOBbIE YIIPEA)IEHHA morYT H
 
YT-IACTBYIOT KAK B OCHOBHOM, TAK H BO
 
BTOPI/ILIHOM PbIHKAX5 C03)JABAA q)OHrqbl
 
CCY)j I-10)j HE)jBHXCHMOCTbq HPOrqABAA HX5
 
I-IOKYrIAA UEHHblE BYMAFH,
 
FAPAHT14PYEMblE HErqBI/IAI/IMOCTbIO B
 
BH)JE 3AJIOFA.
 



(DYHKUHH BTOPHIIHOFO PbIHKA 

oo.OBECHEIIEHHE JIHKBH)IHOCTH 

op. COKPAIqEHHE UI/IKJIHT-IHOCTI/I KAfIHTAJIA 
CCY)j IIOA HE)jBH.XCI/IMOCTb 

CO)JEHCTBHE B PACrIPE)JEJIEHHH 
KA1114TAJIA CCY)j I-10)j HE)IB14XC14MOCTb 

COKPAIqEHI/IE PEF140HAJIbHbIX PA3JII/IT-IHH 
B CT014MOCTI4 KArll/ITAJIA 



(DYHKUHH BTOPH"LIHOFO PbIHKA (cont'd.) 

Po. 	 OBECrIET-IEHHE B03MO->KHOCTbIO 
FEOFPA(Dl4T4ECKH PA3JII/ILIHbIX 
KAIIHTAHOBHO.>KEH1414 

op. 	 CBA3b PbIHKA CCY)j HOq HE)IBHX*' 14MOCTb 
C PbIHKAMH KAI-IHTAJIA 



MECTOHOJIO)KEHHE
 

* 	MecTonoao-,KeHrie pHeMJjieMoe Aii- HIpeIIoJiaraeMoi' 
KOMMep-eCKOII peaJIH3aHH 

* 	 CBO6OqHbIII nOACTyn AOPOF 

* 	Hai-iwe o6u1eCTBeHHorO TpaHcHOpTa 

* 	 JOCTyHI K: 

~ IKOJIaM
 

Po MaJa3HHaM
 
PoMeIeKHUlHCKHM yxpe)KeHIIqM
 
P- OCHOBHbIM MeCTaM pa6OTbI
 

IqeHTpaM KYJIbTypbI H OTbIXa
 



HHDOPMA14H5 q JI5 HOJIY1LEHHL KPE)IHTA 

* HHAHCOBOE COCTO5JHHE 

o BaiiaHc 

AKTH4B 

>> IiajIHIHbIe 
>> He1BHX(HMOCTB 

>> aBTOMO6HJIH 
> accounts receivable 

>> JIHq5a co6CTBeHHOCTb 

o Me6eJl, 
o gparogeHHOCTI 

o gpyrie 



HH(DOPMAIAHA)IJIA HOJIYqEHHA KPE)IHTA 

(DHHAHCOBOE COCTOAHHE 

Po. B aiiaHC (cont'd.) 

llacClIB
 

>> CCYAbI IIOA HeABH)Kl4MOCTb
 

>> CCYAbl, iioAjiexcaigl4e BblimaTe
 
>> cT4eTa,, iiiogiiexcaEqHe oiaiiaTe
 
>> HajiorH
 

>> APYFHe
 

HTOFO B Hajiuqim (o611qi4H' aKTHB 3aBbILieTOM 

ijacCHBa) 



HH(DOPMAAH-,I)IJIA HOJIYqEHHA KP HTA 

00- I-IOJIO,KeHI4e OqOXOAe 

- IIOTOK HaiiH-LIHOCTH CO BjiageHH'
 

HeABHMHMOCTbIO
 

- )Ipyrve qejiOBbIe AOXOAbI 

Co6C-.r-BeHHbll"I' KanHTaJI B llpOeKTe 

3emjiA 
rlpeg-oiiiia-uieH-IbIe pacxOAbI 
>> TePPHTOpHaJlbH >>pa60Ta no 

ble ITOMJIHHbl YCOBepMeHCTBOBaHH 

>>pa3peIHeHHA Ha 10 CTPOHTeJIbHOH 

,--gaHHe iijiomaAKH 
>> CTOHMOCTb >> CTPOHTeJIbHbIe 

apXHTeKTYPHoro maTepHaJIbI 

japoeKTa >> TPYA 



9JiIEMEHTbI, YTOIIH5IEMbIE B HPO1AECCE 
HEPEFOBOPOB HO CCYAE HA CTPOHTEJIbCTBO 

" CYMMA 

" CPOK 

o. 	 BpeMSJ Ha CTPOHITeJ~bCTBO 
00 	 CTOK AO BpeMeHH OKOHT-iaTeJIIJHOi't ipo~axKH iimr 

ap eH~bI 

* 	 UIPOLAEHT1JA5 CTABKA 

No OHKCHPOBaHHa5J 
io' FJjiaBaioiga1 OTHOCH4TeJ~bHO 1H)geKCOBOH CTaBKH 

" 	BbIJIATA H-POJJEHTOB 

o. 	Exemec5JJHo , HIOKBapTaJbHo,. pa3 B Hiojl-ro~a, 
exKerOAHO
 

SKaHIHTa~Rn3HpoBaHHbie
 



3JIEMEHTbI, YTOJH5HIEMblE B HPOAECCE 

HEPEFOBOPOB 10 CCYrqE HA CTPOHTEJIbCTBO 

" OIIATA YCJIYF BAHKY 

oo PacCMOTpeHHe 3aqBJIHHI5I 
0 IIPHHITHe pemeHHIA 
D YCJIYFH 
oo pyrHe 

" CUOCOB OUJIATbI YCJIYF 

SBrIepeg 
o.B yCTaHOBJIeHHOHI pacr ncaHneMIponopHnH 
0 C HOCTYnJieH]HI Ho ccyge 
• Apyrie 

" FAPAHT1IH 



HPHH5ITHE PEIIIEHHM 

" LeJlb H4 o6 ecie-ieHHOCTb 

" CyMMa CCYqbI 

* IhlpogeHTHaJ CTaBKa 

* CpOK norameHHJ 

" BO3MOKHOCTb 1IpOgJIeHH5I 

" YCJIOBHM BbIHiiaTbI 

" Tpe6oBaHI45 K BbIgatie CCy bI 



HPHH5ITHE PEULEHJJJ 

" 065I3aTeJmbHbie AIIOKymeHTbl: 

o. EIojiroBaJpaCH111CKa/o6IHJ'aJiH5J
 
ooCcygzia HIOA HeABHDKHMOCTb
 
op CorJIauiieHHe o ccy~e Ha CTPOHTeJlbCTBO
 
Po flepe~axia K0HTpaKTOB 

" PaCXO~bl H4 H-OlIIIHbI 

" YCJIOBH5J BbI~a-MH Ajiiia 

" ,JJaTa, AOI~ KOTOPOR peme~le )IIOJDKHo 6bITb IHH5TO 

" IaTa, AO KOTOPOH ccy~a A0JIDKHa 6bITb Bbi~aHa 

" Tpe6oBaHHqJ CTpaXOBaHH5J 

" Tpe6oBaHHA HO BjiaqeHHIO0 



HP14HATHE PEIHEHHA 

" DKOJIOFHT-ieCKHe B01-IPOCbl 

" 14ccaegOBaHHA 

" FocygapCTBeHHbie YTBep.>KqeH HqHpa3pemeHHq 

" KoMMYHaJlbHbie ycjiyrH 



3KOJIOFW'IECKJIE BOH-POCbI 

" IIO'IBA 

ooHa CTpOHTeJbHo A rnoigaA~e 
op Ha nipwieraio~jek TeppHTOP1HH 

* B03AYX 

" BO)A 

* 3)JAHHE 



___ 

BIOD KET CCY~jbI
 

CTOH4MOCTb 
KATEFOP45 rlPOEKTA 

3eMjIa $ 
HpMMa/TBepq aJ 
CTOHMOCTb 

KoCBeHHaI/ 
MittKant 

CTOHMOCTb 

Loan Fees 

flpogeHTbI 
_ $ 

COBCTBEH 
HblI4 

KAFI-ITAJI CCY A 

$ $ 

$ $ 



PHCK H BO3HAIFPAXKyEHHE 

*CTPOLITEJ~b 

oo P14CK 

- CyMMa KpeAHTa HegoCTaTOIHa 

KO HCTPYKAHH4 
ALIJIAJ 3aBepmieHH5J1 

- BaHK He HIP1HHMeT 

cpC)IICTBa 
pa6oTy Hf He HipegoCTaBjisqeT 

- YBeJii4T-iHHe HipOI CHTOB 

- IOCTYIieHH5J C Hpoga)KH 
BbIlriiiTb goirIa 

He4IJoCTTOtHbI )IJI5 

- PacKpbITHe HipoUgHTOB H OCHOBHOH- CYMMbI gojira 

- HeBbrnIoJIHeHie 3a~oa~ie 

o 6513 aTeJ~CTB 
CBOHX 



PHCK H BO3HAFPA)KAEHHE 

CTPOJJTEJIb (cont'd.) 

BO3HAFPAKAEH1E 

- Boxabraq Haqe)KHOCTb H g3JcfeKTI4BHOCTb B 
ipogecce 3aCTpOI4KH 

- I43BeCTeH 14CTOIH14K cbOHAOB Ha CTpOITeJlbCTBO 

npoeKTa 

- CTPOITeJIb He qOJiDKeH IOJIaFaTbC3J Ha 

TnepHogHecKi4e BKJIa~bI HOKyiaTeJiefi AOMOB Ha 
HpoouojxKeHHe CTPOHTeJIbCTBa 

- CTpOulTeJIb HMeeT gejio C MCHbIIIHM MHCJIOM 
14CTOMH14KOB Ct1HHaHC4pOBaHI5 (OAHH 6aHK no 
cpaBHeHIIO C 6 oJTIIMIM 111CJIOM IoIKyraTeieiH-) 



PHCK 14 B03HAFPA>MEHHE 

BAHK 

oo. P14CK 

- CTP014TeJlb He B COCTOJqHH14 3aBeplIlI4Tb 1-IpOel<-.T 

- PacxOgHaq CMeTa CTPOHTeiiq OKa3aiiaCb 

HenpaBl4JIbHOf4 

- CTPOHTeJlb o6-bABJIqeT6aHKPOTCTBO 

- KBaPTI4pbl He iipogalOTCq I4JI14 IIOKyiiaTeJIb He 
mo.>KeT HOJIYxIHTb CpeACTBa 

- IIOCTyllTleHI/1H c i-ipoga.>KH HeAOCTaTO'-IHO ARA 

1-ioraiHeHI451 gojira 



PHCK H B03HAIFPA>"EH14E 

BAHK 

flPE14MYIAECTBA 

- )Ioxoq c iripoqeHTOB 14 iiiiaTbl 3a ycjiyrH 

- B3aHmoOTHoujeHl4A C KJH4eHTOM BeAYT K 

ripogoji-->KeHI410 gejiOBbIX OTHOmeHl4H 

- 11PH3HaHi4e coqel'4CTB14A HaceiieHI410 B pa3Bl4TI414 

HyTem CDHHaHCI4pOBaHHq CTP014TeJlbHbIX ripoeKTOB 

- MoxceTo6ecirie-LiHTb CCYAbl rIOq HeAB14Xr14MOCTb 

AJIA JlHq, IIOKynaiomi4x goma 



___ 

PABO'IlHJJ JI14CT N9!1 

BbognxeTo6iix paCX4I1OB Ha CTP0OHTeJIbCTBO 

Ha3BaH!le n7poeKTa 

KoJIwi4LeCTBO KBaPTH4P 

% OT 
?Tm pacxogia CTOH4MOCTb o6uwef CT01HMOCT14 

3emj.a_____ 

Pacxo,qIi Ha CTP0HTeJ~bCTB0 
(TBepIiaA CTOHMOCTb) 

OCHOBHoe
 
C0OPY)KeHHC
 

OTgreJIKa 


Pacxo~bIm 110 3aCTpOfHKe 
(MArKa5J CTOH4MOCTb) 

FlpiH6bluIb CTP0H4TeJI5 

Heo6XO,1zwMble 
17JCTYHIJIeHH51 
c npogaxr____ 100% 

HIPI4MEH4AHJ4E: IIpH4BeqeHHbie BbllIe paCX0)qbI 
Ha CTP0H4TeJlbCTBO He BKJ11oNia1OT 11p0JJeHTbI 14 
CTOH4MOCTb YCJIYF H10 CCY~e Ha CTPOH4TeJ~bCTBO. 
)IIaHHbie paCXOIjiiOi~JIXCHbi 6bITbg4io6aBjieHbI. 



PABOY1HH J114CT N-02
 
H/CTOTIHHKJ' WD/HAHCHPOBAHH5I
 

OBII/I1X PACXOJOB HO0 3ACTPOL4KE
 

% OT o6mgero 
14 CTOMqHHK CDHHa.HCHpOBaHH5J Ha 
d)3HHaHC1IPOBaHH5I CTPOH4TCJ~bCTBO 

Co6CTBeHHbIfi KarIWTaJI 
CTpoLITeJI/co6CTBI.-HHbIf 
KanuHTaJI 3eMJeBiageJlbnua 

BKjiagbi rio~yniaTCeIi 

Ccyga 6aHKa Ha CTPOHTeJ~bCTBO 

H/ToFO 100% 
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THE PETROGRAD PROJECT: THE BEGINNING OF A CONSTRUCTION LENDING 

PROGRAM AND SUCCESSFUL RELATIONSHIP? 

The bank 

Mr. Makarov, a senior lending officer at a major St. Petersburg bank, 

was at work in his office preparing a memorandum to the bank's 
president. The purpose of the memorandum, which is due no later than 
June 20, 1994, is to make recommendations on the two following 
questions: 

1. 	 Should the bank initiate a construction lending program for 
residential projects? What would be the advantages and 
disadvantages of such a program for the bank? 

2. 	 How might the bank respond to Nikita Smoliak's preliminary 
loan application for a construction loan for a proposed 150­
unit residential project in Petrograd? 

Mr. Makarov found that focusing on Mr. Smoliak's specific construction 
loan application request helped organize his thinking of whether or not 
the bank should initiate a construction lending program. Although the 
bank was generally familiar with construction lending, it did not have an 
active construction lending program. 

The Developer: Nikita Smoliak 

Nikita Smoliak ir-an aggressive developer and entrepreneur with a 
background in residential construction. He trained as an engineer at the 
University of St. Petersburg, where he received his degree in 
cc-struction engineering in 1973. Mr. Smoliak has had e-xtensive 
development and construction experience as a Vice President at 
Stroinvest, now a joint stock company, where he worked on the 
development of five eight-story block residential projects with -, total of 
1,100 units. In 1991, Mr. Smoliak left Stroinvest to form his own 
development/construction company known as Smoltech Corporation. 

Mr. Smoliak capitalized his company with his own savings and a loan from 
his family. He also had a financial partner who was willing to invest in 
the company in return for a 30% interest in the Smoltech Corporation. 
Mr. Smoliak owned the remaining 70%, of the company. He has already 
been able to pay back the initial capitalization loan from his lawily. 

Since 1991, Mr. Smoliak's company has completed the construction of 
eight single family detached homes in St. Petersburg. One of these 
houses was recently completed for .Mr. Makarov's boss, the president of 
the St. Petersburg bank. In addition to these single family projects, Mr. 

Smoliak had recently completed a forty eight-unit residential cooperative 
project in Primovsky district. 

The Smoltech Corporation's primary assets are, 

Cash
 
Accounts Receivable
 
Construction Equipment
 
Land and Real Estate Owned
 

TOTAL ASSETS 	 rubles 



Smoltech Corporation's total liabilities are: 

Accounts Payable
 
Loan on the Construction Equipment
 

TOTAL LIABILITIES rubles 

TOTAL NET WORTH rubles 

NOTE 1: The construction equipment loan is actually from a smaller St. 
Petersburg bank where Mr. Smoliak and the Smoltech Corporation currently 
deposit their funds. (At the time this case was written, $1 USD = 1900 
rubles. ) 

The Proposed Petrograd Project 

The project for which Mr. Smoliak is seeking a construction loan from the bank is 
located in Petrograd, one of the prime inner districts within greater St. 
Petersburg. St. Petersburg has a population of approximately 5,000,000 persons 
and is the second largest city in Russia. The population of Petrograd is 
approximately Petrograd'is considered to be one of the more 
attractive residential neighborhoods in St. Petersburg. 

The proposed project would be three interconnected buildings. There would be 
ten units per floor for a total of 50 units per building. 

The site, approximately one hectare, is located in an attractive, quiet 
neighborhood with shopping, transportation and recreational amenities nearby. 
Adjacent property uses are primarily residential buildings. 

The project site can be described as follows: SEE NOTE 2. 

NOTE 2: The participant teams are expected to describe the attributes of an 
attractive, marketable site for the purposes of this exercise. 

The Preliminary Loan Request 

Mr. Smoliak and Mr. Makarov had a preliminary discussion related to the proposed 
project budget. Given his prior and on-going experience as a general contractor, 
Mr. Smoliak felt comfortable with his estimate for the actual "bricks and mortar" 
construction cost estimate of rubles for the units. Mr. Smoliak also felt 
comfortable with his estimate of rubles for other development costs. However, he 
was not as certain about the costs for some of the other budget categories, 
particularly infrastructure costs: 
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TOTAL DEVELOPMENT COST BUDGET 

Land & Infrastructure 	 See NOTE 3 
Construction Costs (Hard Costs) 
Shell 
Finish 

See NOTE 3 
Development Costs (Soft Costs) 

(Architectural and engineering 
fees, 	legal fees, taxes, 
insurance, marketing, etc.) 	 See NOTE 3 

Developer's Profit 	 See NOTE 3 

Required Sales Revenue 	 See NOTE 3 

NOTE 	3: The borrower would always be expected to provide these estimates 
to the lender. However, for the purpose of this exercise, the reader is 
asked 	to estimate these costs. 

Mr. Makarov knows that he would need to have several more meetings with Mr. 
Smoliak to resolve questions about the total development cost budget. 
Specifically, Mr. Makarov pondered: 

1. 	 What value should be placed on the land? 

2. 	 How would construction interest and construction loan financing fees 
be estimated? 

3. 	 What should the developer's profit be? 

The Market 

Mr. Makarov knows that Mr. Smoliak's ability to pay back the construction loan is 
primarily dependent upon the successful sale of the 150 units at sales prices at or 
above the projected sales revenues. Although the bank would likely require a 
personal guaranty by Mr. Smoliak as well as a corporate guarantee by Smoltech 
Corporation, understanding the lkely market conditions in Petrograd were very 
important to Mr. Makarov. In particular, Mr. Makarov would need to know 
whether the current strong demand for residential units would continue. He 
would also want to know the depth of the current market and whether the type of 
project being proposed by Mr. Smoliak is consistent with the projected market. 
Mr. Makarov wondered how he could get adequate market information to make a 
reasonable assessment of market conditions. As a construction lender, the bank 
is dependent upon a successful sales program to "take out" or pay-off the 
outstanding construction loan balance. Therefore, Mr. Makarov needs to be 
knowledgeable about the location, design, quality of construction, and market 
demand for 'he proposed project. 

Construction Lending Program: Advantages and Disadvantages for Developers and 
Banks 

All of Mr. Smoliak's prior projects had been financed through a combination of his 
own equity, landowner equity in the form of land development righls from the 
municipality and buyer installment payments. Mr. Smoliak's experience with this 
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manner of non-bank construction financing had been genecally satisfactory but 
certainly not perfect. He thought that there might be some advantages to a more 
formal, institutionalized bank construction loan program. 

Advantages of a Construction Loan Program for a Developer 

Reduced Uncertainty 

1. 	 Mr. Smoliak -ight that there would be less uncertainty in the development 
process if - rkable bank construction loan program became available. On 
several of i. projects, construction schedules had to be revised when buyers 
were unable or unwilling to advance funds. Schedule changes were particularly 
burdensome and costly once construction was underway. Having a valid 
construction loan commitment prior to construction start would eliminate this 
problem. Knowing that he had a commitment for sufficient funding to compiete the 
building would reduce the risks for Mr. Smoliak. 

More Efficient Use of Developer's Skills and Ability to Build Larger ProJects 

2. 	 Mr. Smoliak thought that his greatest and most valuable real estate expertise was 
in finding sites, assembling development teams, securing necessary regulatory 
approvals, and building the project. However, he found that he was spending 
more and more of his limited time dealing with buyers to secure the financing 
necessary for his projects. When he was doing smaller projects, such as single 
family homes or six-unit buildings, the task of dealing with buyers was not as time 
consuming. He was now dealing with larger projects and expected to be doing 
significantly larger projects in the future. Therefore, negotiating with a single 
bank entity as opposed to numerous buyers was potentially a very attractive 
alternative s 

Establishment of On-going, Efficient Relationships 

3. 	 Mr. Smoliak felt that there would be many advantages to establishing a continuing 
banking relationship with Mr. Smoliak's bank. All of his prior projects were 
separate transactions. For each of them he had to deal with new investor buyers 
to provide construction financing. There was no opportunity to use the 
successful relationships established with these investor buyers on future building 
projects. However, Mr. Smoliak knew that if he established a good performance 
record with Mr. Makarov's bank on the Petrograd project, that future borrowing 
from the bank would not only be likely but also easier. The bank would 
understand Mr. Smoliak and his corporation's strengths and abilities. Mr. Smoliak 
would understand tht bank's review process and lending criteria. Each new deal 
would still need to be underwritten as a separate project. However, the existence 
of a prior successful business relationship between Mr. Smoliak and the bank 
would help simplify and expedite the lending process. In doing so, the level of 
uncertainty would be reduced. Mr. Smoliak was always happy to reduce the level 
of uncertainty in his business. 

Maximization of Current Market Opportunities 

4. 	 Mr. Smoliak knew that good development opportunities existed today. He was 
anxious to use methods of construction financing that could expedite the 
development process and allow him to take maximum advantage of current market 
opportunities. Mr. Smoliak felt that the greatest constraint on his continued 
ability to successfully develop residential projects was not market demand, site 
availability, or internal staff capacity. Rather, the critical constraint was 
securing adequate construction financing. The lack of an acceptable lending 
program was inhibiting the growth of his company. 
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Independent Review by Bank 

5. 	 Although Mr. Smoliak was confident of his abilities, the fact that he would have 
to submit his design, market and business plans to the bank for review and 
approval would encourage an extra level of discipline and care for Mr. Smoliak and 
his corporate staff. Having an extra set of eyes review his project could be 
helpful and might result in valuable suggestions made by the bank that could save 
Mr. Smoliak from making costly mistakes. The bank would, of course, also monitor 
the actual construction of the project. Mr. Smoliak understood that it is critical 
for any construction lender that a project be completed within the estimated 
budget and in accordance with the bank approved plans and specifications. 

Greater Market Deal 

6. 	 Mr. Smoliak thought that his marketing and sales program would be enhanced if 
the bank provided construction financing. Potential buyers would feel more 
comfortable knowing that the bank had reviewed and approved his project. 
The bank's construction loan commitment might be viewed as a sign of 
endorsement. Also, the bank's large depositor base might be a source of 
potential buyers. Both the bank and Mr. Smoliak shared a common interest in 
having a successful sales program. 

Greater Credibility with Material Suppliers and Subcontractors 

7. 	 The bank's commitment might also enhance Mr. Smoliak's ability to negotiate 
with building material suppliers and subcontractors. The certainty of 
construction funding availability would be important to both of these entities. 

Shorter Construction Period 

8. 	 Mr. Smoliak thought that the banks might also help solve a critical problem faced 
by him and other developers: the timely delivery of construction materials. 
Because of the long lead times required for certain materials, particularly pre-cast 
concrete, it was not unusual for constr-c-tion of a relatively simple project like the 
one proposed in Petrograd to take as long as 18 months. 

One of his former professors had recently visited Germany and was impressed by 
the speed and efficiency demonstrated by its construction industry. A building 
complex similar to the proposed Petrograd project could be built in less than nine 
months. Mr. Smoliak knew that placing advance orders for reinforcing and steel 
was also a common practice in many countries. Construction lenders in these 
countries understood construction scheduling problems and were willing to 
advance construction loan proceeds to guarantee timely material shipments. 

If lenders were willing to advance construction loan funls to place advance orders 
for pre-purchase of construction materials, Mr. Smoliak thought that he could 
significantly decrease the construction time period. By decreasing the 
construction time period, Mr. Smoliak could reduce his construction and other 
development costs, his marketing risks, and his financial risks associated with 
inflation. 

Reduced Risk for Investor Buyers 

9. 	 Another marketing advantage would be tnat the potential buyers' exposure to risk 
is reduced under a bank construction lending program. On his prior projects 
buyers would have to put up 30% of the projected sales price prior to the 
beginning of construction and an additional 60%after construction of the building 
shell and utilities was completed. The remaining 10% was due upon project 
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completion and issuance of Final Document of Approval by the municipality. If a 
project ran into troubles and was not completed, the investor buyer bore a 
significant risk. Under a bank construction loan program, the risk would not be 
fully eliminated because buyer installment payments would also be expected for at 
least a percentage of the units. However, the risk would be significantly reduced 
because the bank would be advancing construction funds along with the buyer and 
would 	therefore be sharing the risk. 

Simplification of Land Purchase 

simple 	by10. 	 Mr. Smoliak thought that securing building sites could be made more 
the existence of an institutional construction lending program. Instead of 
negotiating complicated agreements with the municipality involving 
contributions to off -site infrastructure costs and/or the allocation of a 
percentage of the units, Mr. Smoliak could purchase the site at auction or offer 
to pay 	the municipality an agreed-upon land price from construction loan 
proceeds. For some landowners, the simplicity and lower risk exposure of 
getting a fixed land price and not having LO become a "partner" in the 
development of the project would be a preferred method of selling a site. 

Disadvantages of Construction Loan Program for a Developer 

Although Mr. Smoliak thought that the advantages of a construction loan program 
outweighed any disadvantages, it was still important to list the potential 
disadvantages: 

Potential Style Conflict 

1. 	 Mr. Smoliak recognized that the basic difference in operating style between an 
entrepreneurial development company and a bureaucratic bank could lead to 
conflicts between the two organizations. The bank's decision making process 
could be cumbersome and its real estate opinions could be very conservative 
compared to his. As the majority stockholder of his company, Mr. 504L < 
enjoyed being able to make quick decisions. He knew that bank decisions often 
had to be made by committee with fixed meeting schedules. Such a structure could 
delay decisions for months. 

More Interference 

2. 	 Although the process of securing construction financing from investor buyers was 
time consuming, there were some advantages to this structure. These investor 
buyers were not experts on residential construction and did not feel that they had 
any review authority over Mr. Smoliak's operations. However, the bank would 
have expertise and would exercise its review authority. Therefore, Mr. Smoliak's 
degree of control would be less with the bank than with individual buyers. 
Moreover, if there was a strong disagreement with an individual buyer, the buyer 
could easily be replaced. It would be more difficult, costly and time consuming to 
substitute a replacement bank. 

More Demands 

3. 	 A bank providing a significant percentage of the total construction funding 
required for a project is much more likely to make demands that individual buyers 
would not consider making. For example, banks will likely require higher levels 
of guarantees and collateral than would individual buyers. Banks might also 
require developers to maintain compensating deposit balances or be subject to 
other requirements that individual buy&rs would not find relevant or appropriate 
to request or demand. 
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Direct 	Rather than Hidden Interest Costs 

4. 	 Mr. Smoliak knows that the direct burden for interest costs during construction 
will be transferred from the investor buyer to him should a bank construction 
lending program be used. Previously, Mr. Smoliak did not have to borrow any 
funds to construct a project. Primary funding was provided by a non-interest 
bearing installment payment advanced made by investor buyers. Mr. Smoliak had 
to use wordng capital funds to finance early development costs such as permit, 
design and legal fees. However, these costs were not large. The financing fees 
and particularly the interest costs, given Russia's very high prevailing annual 
interest rates of 200%or more on ruble loans and 50% or more on foreign currency 
loans, would be significant, even for short term loans. These costs would have 
to be reflected in the projected sales prices. 

In fact, the investor buyer indirectly "pays" interest because of the "opportunity 
cost" associated with making a non-interest bearing installment payment to the 
builder. However, Mr. Smoliak feels that most investor buyers will not recognize 
the "opportunity costs" (i.e. these same investor buyers could have deposited 
these funds in a bank and earned significant interest). Therefore, Mr. Smoliak 
is concerned that the sales prices of his units in a bank-financed project will 
appear to be higher than those for a project financed through investor buyer 
installment payments. 

Advantages of a Construction Loan Program for a Bank 

Mr. Makarov had spoken with his own colleagues and with other bankers in Russia 
and North America as he was drafting his memorandum to the bank president. His 
memorandum listed some of the advantages that might -esult from creating an 
active residential construction lending program. 

Profit 	Opportunities 

1. 	 Construction lending presented a new business opportunity that could be 
profitable in itself and also create or sustain other profitable bank business. The 
spread on construction loans, the difference between the bank's cost of funds and 
the interest rate charged to the developer, is traditionally higher than the spread 
on a permanent loan. The reason for the higher spread on construction loans is 
that construction loans have more risk for the bank than permanent loans. 
Therefore, this higher risk is balanced by a higher return. 

Other bankers have advised Mr. Makarov that construction lenders must be aware 
of and understand the risks involved in construction lending. Banks must do 
their underwriting and structure their loan commitments in a manner that best 
protects them from these inherent risks. 

Community Commitment 

2. 	 A construction loan program would be visible evidence of the bank's commitment 
to the welfare of its primary market area: St. Petersburg. There appeared to be 
a strong demand for housing and it appeared that the lack of a viable construction 
lending program was slowing down the production of new housing. 

Expansion/Retention of Bank Customers 

3. 	 This commitment to developers, the municipality and housing production could 
possibly help expand the bank's customer base. 
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A. 	 Developers would be encouraged or required to deposit their personal and 
corporate funds at the bank. 

B. 	 Individuals familiar with the bank's commitment to its market area may 
support the bank by depositing their funds at the bank. The bank could, 
place a sign at the construction site indicating that it was providing 
construction financing. 

C. 	 Developer borrowers would be encouraged to use other banking services at 
the bank. 

D. 	 The bank would not lose good developer customers to other banks because 
other banks offered construction loans. 

Competitive Advantage 

4. 	 The bank would develop a body of knowledge and expertise in residential 
construction lending that could distinguish it from other banks. 

Preferred Lending Position 

5. 	 The fact that a bank provided construction lending for a residential project might 
place it in a preferred position to then make permanent mortgage loans to the 
investor buyers, when the economic climate is conducive. Given that the bank has 
reviewed the site and monitored the actual construction of the building, the bank 
should feel comfortable with the value of the security for its permanent loan. 

Public Contribution 

6. 	 Over the long term, the bank will provide a public benefit by utilizing its 
residential lending expertise to encourage and ensure satisfactorily located, 
designed and constructed residential buildings. The bank will encourage high 
quality and responsible developers and discourage poor quality developers. 

The body of knowledge and experience that the bank develops will be a valuable 
asset for the city of St. Petersburg and the country as privatization is 
implemeated. The bank could play an important role in the development of housing 
polici_ s and the creation of new construction and permanent financing 
instruments. 

Disadvantages of a Construction Loan Program for a Bank 

High Level of Risk 

1. 	 Construction lending can be a high risk business, especially when proper 
underwriting guidelines, are not developed and followed. Losses can be significant 
if a developer fails tc complete (or is late in completing) a project. Such losses are 
especially high for projects that cannot be done on a phased basis. The reasons 
for failure or delay could include: 

A. 	 The developer uses the construction loan proceeds to fund other projects 
or business ventures or for project costs not approved by the bank. This 
would be in violation of a standard construction loan term that requires 
construction loan advances be used only for bank approved project costs. 
Mr. Makarov enjoyed quoting one of the North American bankers he had 
met: 
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"Builders don't have any discipline ... give them a construction loan 
advance and they go out and dig a new hole instead of using the money to 
pay for materials on the iob for which we originally made the construction 
loan. 

B. 	 The construction cost estimate was too low and available funds are 

inadequate to complete construction. 

C. 	 The developer, architect or contractor is incompetent. 

D. 	 The builder goes bankrupt. 

E. 	 Unforeseen site conditions or environmental problems prevent the timely 
completion of the project. 

F. 	 Building material shortages delay project completion. 

G. 	 The building does not comply with municipal regulatory codes and the City 
will not issue a Final Document of Approval. 

Failure of Take-oiit 

2. 	 An anticipated "take-out" loan that would be used to pay back the construction 
lender is not forthcoming. For example, the borrower on a residential project that 
cannot be successfully marketed would not be able to pay back its construction 
loan. 

New Stamina Requirements 

3. 	 The existing lending staff is unlikely to have the necessary level of construction 
lending experience and expertise required. New staff will probably need to be 
hired and existing staff will need to be trained. 

Recommendation 

Mr. Makarov felt that he had a decent understanding of Mr. Smoliak and the 
Smoltech Corporation. Mr. Makarov also hoped that he understood how a 
developer would assess the advantages and disadvantages of a construction loan 
program. 

In addition to making a recommendation on whether or not his bank should initiate 
a construction lending program, Mr. Makarov would also need to outline the basic 
terms and conditions of a potential loan to Mr. Smoliak for his Petrograd project. 
Mr. Makarov thought that he should develop recommendations responding to the 
following critical issues: 

1. 	 Quality, experience and financial strength of the developer. 

2. 	 Acceptability of project location and basic design. 

3. 	 Likely market demand. 

4. 	 Acceptability of preliminary development budget. 

5. 	 Potential construction loan terms and conditions, such as: 

A. 	 Ruble or dollar amount of loan (i.e. size of loan bank would be willing to 
provide). 
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B. 	 Interest rate to be charged for the loan. 

C. 	 Term of the loan/principal repayment plan. 

D. 	 Financing fees required. 

E. 	 Security/collateral/guarantee requirements. 

F. 	 Pre-sale requirement (i.e. percentage of units that must be sold prior to 
the construction start). 

G. 	 Release provisions (i.e. under what conditions will the construction lender 
release part of its mortgage lien to an investor buyer or to the investor 
buyer's permanent mortgage lender). 

Mr. Makarov's report was due in one week. Although he had already done a lot 
of work, he knew that he still had a great amount of additional work to 
complete. His weekend trip to Helsinki would have to wait. 
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PHI-IE FET R[ O3IRD PROJECT: 	 T'E-I E 
B E G IN. ~NING O~ ~ ~ F NSTRUCJ ION
 

L1ENDIN>1WG PROGRAM N A
 

QUESTIONS FOR DISCUSSION 

1. 	 Do you agree with the construction loan program advantages and 
disadvantages as presented in the case study? 

2. 	 Can you suggest any additional advantages and disadvantages from a 
developer's or banker's perspective? 

3. 	 Do you think the bank should begin a construction loan program for 
residential projects? Be prepared to discuss the primary factors leading to 
your conclusion. 

4. 	 Assume that the bank decided to initiate a construction loan program for 
residential projects. As Mr. Makarov, would you be inclined to recommend 
a loan commitment for Mr. Smoliak's Petrograd project? What would be the 
basic terms and conditions of your recommendation? (Completing the 
attached two worksheets should help focus your thinking. ) 

5. 	 If you were the developer, Mr. Smoliak, what terms and conditions would 
you propose to the bank? 
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WORKSHEETr #1 

Total Development Cost Budget (See NOTE 4) 

Project Name 

Number of Units 

Cost Category Cost %of Total Cost 

Land 

Infrastructure 

Construction Costs [. " 
(Hard Costs) 

Shell 
Finish 

Development Costs 4"
 
(Soft Costs)
 

Developer's Profit
 

Required Sales Revenue .. 100% 

NOTE 4: The Development Costs above do not include construction loan
 
interest or financing fees associated with the construction loan. These
 
costs would need to be added.
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SOURCES OF FUNDS FOR TOTAL DEVELOPMENT COSTS 

Source of Funds % of Total Constructio 

Developer's Equity 
Landow ner's Equity (See NO T E 5 ) 

0540 
6 ­ 1119 

Investor Buyers' installment Payments 

Bank Construction Loan 

5 

4-

TOTAL 00%. 0 

NOTE 5: The equity value of the land in terms of use rights contributed by 
the municipality or the price at auction where full or partial payment is 
deferred until project completion. 
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