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PREFACE

USAID began implementation of its $25 million low-income housing program in Sri Lanka in
October 1992. To date $10 million in eligible expenditures have been made under the
program covered by the Program Delivery Plan (PDP) dated October 1991. The
Government of Sri Lanka (GSL) wishes to proceed with the remaining $15 million, but first
it must approve a new PDP which was written in March 1995. In anticipation of GSL
approval, and in support of the new PDP, USAID provided for the technical assistance
described in this report.

- The AID Mission in Sri Lanka contracted Abt Associates to work with the primary market to
create standardized credit and property evaluation documents, and to produce lender
standards in support of developing mortgage operations.

The field work was carried out by a two-person team from Fannie Mae, the largest provider
of housing finance in the United States.. The team of Ms. Pamela Lamoreaux, Director of
‘International Housing Finance Services, and Mr. Matt Wade, Director of Loan Acquisition,
Southeastern Regional Office, applied their vast knowledge and US and worldwide
experience in the development of efficient housing finance systems.

The team’s work benefited greatly from the support and guidance provided by Mr. Howard
Kane, USAID’s Technical Advisor in the Private Sector Development.and Housing Office.
The team wishes to thank the management and staff of the Housing Development Finance
Corporation, State Mortgage & Investment Bank, VANIK, and Seylan Bank for their
willingness to give of their time and share information.

I am confident the work reflected in this report will serve to strengthen the quality of the
housing loans being originated and serviced, and to further develop the infrastructure
necessary for the eventual emergence of a secondary market in Sri Lanka.

John Miller
Senior Associate
Abt Associates Inc.



EXECUTIVE SUMMARY

The redesign of the implementation of the remaining $15 million in HG-004 is currently
being reviewed by the Government of Sri Lanka (GSL). In anticipation of their approval,
USAID has provided for technical assistance to support the development of an efficient
housing finance system and expand the involvement of the primary lenders.

Based on the demand for affordable housing in Sri Lanka, it is imperative that existing
government resources be channeled to the most deserving families, and the private sector
play an even greater role in housing finance. To this end, the revised Program Delivery Plan
(PDP) calls for the creation of a viable secondary market institution, to provide liquidity to
the primary market and form the basis of a sustainable system of housing finance that allows
access to below-median income families.

However, the success of a secondary market is directly attributable to a functioning primary
market. The goal of the team was to strengthen the primary market by standardizing the
underwriting guidelines and documentation, and establishing sound criteria for becoming an
approved lender to do business with the secondary market. Adherence to these guidelines will
help to produce investment quality collateral and low delinquencies, which is critical in
successfully linking housing finance to the capital markets.

Specifically, the team accomplished and includes the following with this report:
1. Developed a manual outlining the credit and property evaluation criteria to

support the origination of investment-quality housing loans appropriate for
portfolio lending or sale to the secondary market.

2. Reviewed Loan Application Forms currently being used by primary lenders,
modified form to incorporate concerns of primary and secondary market
institutions.

3. Developed Uniform Valuation Report (Appraisal Form).

4. Developed Standard Housing Loan Transmittal Summary For the Conduit.

This form would be completed by the primary lender and submitted to the
secondary institution for purchase of the loan. It is anticipated the information
would be keyed into the Conduit’s database and used to stratify the

various loans being submitted by various lenders to create mortgage-backed
securities. :

5. Developed lender standards and procedures to become an approved lender to
participate in the secondary mortgage market. These guidelines will help a
lender to determine their readiness, and explain how to maintain their
eligibility.

i



y6. Developed an Application For Conduit Approval.
7. Developed instructions for completing the Application For Conduit Approval.
8. Developed Loan Servicing Guidelines.
This work represents only a small section of the workplan proposed in the PDP, but can be
used as a solid foundation in support of a viable secondary market. Moreover, the field work
done to complete this project allowed the team to provide USAID input into proposed

technical assistance and training that would serve to ensure sound lendmg practices and
prudent fiscal management.

il
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STANDARD HOUSING LOAN EVALUATION GUIDELINES
FOR THE SECONDARY MARKET IN SRI LANKA

OVERVIEW

The secondary mortgage market, or conduit, channels funds between primary market lenders
who originate residential housing loans, and investors. The establishment of a successful
secondary mortgage market relies upon a primary market which is able to produce a
consistently high quality product to meet its demands. A conduit forming mortgage-backed
pools must be able to do so with the knowledge that each housing loan in the pool meets the
same high credit-quality standards and that the loans meet certain basic eligibility
requirements. The key to meeting this need, is a set of widely accepted standard housing
loan evaluation guidelines which are followed by all primary lenders originating loans for the
secondary market. While each primary market lender may have special loan products and
evaluation standards they use for portfolio programs, they must conform to the secondary
market evaluation guidelines when originating loans with the intent of placing them in
securities.



PART ONE
BASIC LOAN ELIGIBILITY REQUIREMENTS

1.0

There are certain basic eligibility parameters which must be met by all loans sold into the
secondary market. The various requirements are outlined in this section.

1.1 . Legal Compliance

By the act of selling a loan into the secondary market, the primary market lender warrants to
the conduit that the loan was originated, evaluated, closed and sold in strict compliance with
all applicable national and local laws.

1.2 Title to the Property

The lender must complete a full review of the title report provided by the applicant to ensure
that he has clear and fully marketable title to the property. Title insurance may be obtained,
if necessary, but is not required as long as the title is clear. Generally, the title insurance
companies will require 30 years of clear title before they will issue a policy; however, there
may be a special self-funded scheme in place for lower income applicants which will issue
title insurance after clearing title back for only 10 years. Loans with uninsured title
problems are not acceptable for delivery to the secondary market.

1.3 Security for the Housing Loan

The security for a housing loan should be either an immovable residential property or vacant
land being purchased for the purpose of constructing an immovable residential structure on
it at some future date.  While the primary use of the property should be for residential
purposes, limited agricultural or commercial use of a portion of the property is acceptable as
long as it does not violate zoning or land use laws. In some cases, lenders may accept assets
from the applicant other than real property as security for the loan. This practice is neither
encouraged or discouraged by the secondary market, as long as the Mortgage Bond is
executed and as long as only the value of the immovable, real property is used for computing
- the loan to value.

1.4 Insurance on the property _

The applicant must obtain, or already have in place, adequate insurance coverage jointly in
the names of the mortgagor and the bank (and/or its assigns) as mortgagee. The policy must
protect all parties from loss, damage or destruction due to fire, lightning, riots, malicious
damage and any other risks or contingencies that a prudent lender may see fit to require. The
amount of coverage should include the full insurable value of all improvements on the land.
For construction loans, final coverage must be adequate to cover the value of the newly
constructed improvements.




1.5 Purpose of the Loan
Loan proceeds may be used for the following purposes:
’ *Purchase of land with an existing house on it
*Construction of a house
*Purchase of a building lot
*Extensions, renovations or improvements

1.6  Age of Applicants

Individuals are able to continue working until they reach the age of 60 in Sri Lanka. If the
repayment period on the housing loan will extend beyond the applicant’s sixtieth birthday,
special care should be given to evaluating the continuity of the applicant’s income at a level
that would allow him to continue to pay back the housing loan. Advanced age should not, in
and of itself, be a deterrent to making a housing loan, as long as the facts of the case support
the likelihood that the applicant will be financially able to meet the obligations of the debt.
All applicants must have reached the age at which the mortgage bond can be legally enforced
in the jurisdiction where the property is located.

1.7  Liability of Joint Loan Applicants

- Joint applicants for a housing loan are acceptable under two circumstances:
*Married couples

*Individual parent with an unmarried child.

All applicants are jointly and severally liable for the full repayment of the entire debt secured
by the Mortgage Bond.

1.8 Mortgage Term and Product Types

Only fully amortizing, fixed rate loans with an original term exceeding five years will be
purchased by the conduit. The mortgage term may not extend beyond twenty years from the
date of the first equal monthly installment (EMI).

Housing loans originated under any program may be eligible for sale into the secondary
market, as long as they meet the requirements of this loan evaluation manual. This includes
loans originated under a lender’s own schemes, special schemes targeted for specific groups
(i.e., government employees) or programs targeted at lower income applicants.

1.9  Minimum Loan Amount ,
The minimum loan amount for loans sold into the secondary market is Rs 50,000.

1.10 Maximum [oan Amount

The maximum loan amount for loans sold into the secondary market is Rs. 1,000,000;
however, some programs targeting low income buyers may have lower maximum loan
amount restrictions.




1.11 Loan to Value Ratio (LTV)

The loan to value ratio (LTV) is the loan amount expressed as a percentage of the value of
the security. The loan amount is always expressed using the Forced Sale Value of the
property provided in the Valuation Report. On construction loans, the LTV may be based on
the Forced Sale Value plus the total amount listed on the Bill of Quantities (BOQ), as long as
the Valuation Officer states that this amount does not exceed his final estimate of value for
the completed property. The maximum allowable loan to value, based on these two
computation methods, is 80 percent for properties located in urban or municipal council areas
and 60 percent for properties located in areas with limited market activity, regardless of the
purpose of the loan. '

1.12 Loan Payment as a Percentage of Income (Qualifying Ratio)

The monthly repayment installment on the housing loan should not exceed 32 percent of the
applicant’s gross monthly income. Some circumstances may justify your exceeding this
ratio. Applicants with strong savings histories, excess disposable income or other
compensating factors may be approved for payments that represent a higher percentage of
their income. The judgment of the credit officer is essential in deciding an acceptable
maximum percentage in such cases, and all compensating factors must be fully documented.

1.13 Interest Rate Changes and Capitalization

In some cases, the loan documents may allow for a lender to change the interest rate on a
fixed rate loan or to capitalize expenses. This will not be allowed for loans sold into the
secondary market. Lenders must either delete such references from the legal documents they
use to close loans intended for the secondary market, or warrant to the conduit that they will
not exercise such rights after the loan is delivered into a security.

1.14 Construction Loans

Special consideration must be given to originating construction loans for delivery to the
secondary market. The valuation analysis on construction loans must include a detailed
review of the building plans and the Bill of Quantities (BOQ) by a competent technical
officer at the lending institution. The reviewer should examine the BOQ for both '
reasonableness and accuracy and verify that the building plans have received any necessary
government approvals. The lender must have a program in place to inspect construction
progress on an ongoing basis and to disperse funds proportionally as the work is completed.
The lender must also have safeguards in place to see that all construction work is completed
within the allotted legal time frame. Construction loans may not be delivered into the
secondary market until all disbursements have been made and the lender has confirmed that
the construction work has been satisfactorily completed, per the plans. The lender must also
ascertain that the borrower obtained the required Certificate of Conformity after construction
was completed.




PART TWO
CREDIT EVALUATION

2.0 Risk Analysis

It is the :esponsibility of the loan evaluator to review three areas of risk:
= The applicant’s willingness to pay,
= The applicant’s capacity to pay,
= And the adequacy of the property as security for the loan.

This section of the housing loan evaluation manual shall explore the applicant’s willingness
and capacity to pay, the final section will address the evaluation of the adequacy of the
property as security for the loan.

2.1 Willingness to Pay

The applicant’s willingness to pay is determined primarily by the amount of equity he or she
has in the property. Typically, a primary market lender will loan an applicant only up to 80
percent of the Forced Sale Value of the property. In market areas with 11m1ted real estate
activity, a more conservative loan to value may be mdlcated

The applicant is required to bridge the difference between the purchase or construction price
and the loan amount using his own funds. These funds may come directly from the applicant
or be in the form of a gift from a relative. Special care should be used by the loan evaluator
if the funds to bridge the difference are borrowed. In such instances, they should carefully
consider the impact such a loan may have on the applicant’s ability to repay the housing

loan. It may be necessary, after evaluating the situation, to reduce the amount of the housing
loan if the applicant’s debt ratio is raised too high by the additional loan.

The loan evaluator should review and analyze the entire past credit history of the borrower.
In most cases, only limited information about the applicant’s previous credit experience will
be available to the loan evaluator. However, if the loan evaluator is aware that the borrower
has had problems in the past in meeting the terms of one or more credit obligations, care
should be taken to determine if it is an indication that the borrower may lack the willingness
to repay debts in a responsible manner. If the past problem is clearly explained by
circumstances or difficulties- beyond the applicant’s control, and especially if the applicant
showed the willingness to resolve the situation as soon as he was able, the loan evaluator
should feel comfortable in proceeding with the new housing loan. On the other hand, if the
previous credit problem seems to indicate the applicant’s disregard, or lack of concern for
repaying his debts, then it may be appropriate to decline his new loan request.



2.2  Capacity to Repay

The applicant’s capacity to repay the housing loan is determined by verifying his source of
income (salary or self-employment), establishing any other debts currently owed by him and
then computing a debt ratio based on this information.

There are no minimum requirements for the length of time an applicant must be on a job in
order to use the salary as qualifying income; however, the loan evaluator should review the
applicant’s overall employment information to reach a comfort level that the stated income is
reasonable, stable and is likely to continue in the future. The applicant’s statement of
income on the loan application should be supported by a certificate or letter of income from
his employer. This information should be checked against any employment verification
letter, verification form or copies of employer pay records which the lender obtains to
further verify income. The income information from these various sources should be
consistent. Any inconsistencies in this information must be clearly and fully explained, to
the satisfaction of the loan evaluator.

Self-employed applicants pose a greater challenge to the loan evaluator, as the information
available to determine income may be very limited if the applicant does not earn enough to
require the filing of tax returns. In all cases, the lender should verify the existence of the
business by obtaining a Business Registration Certificate from the appropriate government
office. This at least establishes that the applicant operates a legitimate business. Audited
financial statements for the last three years should be obtained, if available. If tax returns
are available, the loan evaluator should review returns for the previous three years. If the
applicant’s income is below taxable limits and he does not file tax returns, the borrower
should provide a certificate of income from the Assistant Government Agent/Grama Seva
Niladhari. This source of information is generally not as reliable as tax returns, but it may
be all that is available for very small businesses. In some instances, the borrower may be
~able to provide ledger records or records from an accountant to further substantiate the
income information. , '

Applicants who are in a trade or profession should provide a Certificate of Assessable
Income issued by the Department of Inland Revenue or a Registered Auditor. In evaluating
the self-employed applicant, care should be given to determine not only the amount of
income which will be used, but also to assess the stability of the business as well. The
available records should give the loan evaluator an indication that the business is financially
sound and is likely to continue as a source of income for the applicant. If there are concerns
with the stability of the business, or if there is a negative trend in the income the borrower
receives from the business, the loan evaluator must make a decision to either reduce the
income allowed for the applicant or negate it entirely, if warranted by the facts of the
review.

The applicant’s housing instalment to income ratio is determined by computing a maximum
percentage of his verified income which can be devoted to a housing loan payment. This
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ratio is set at a percentage that ensures a high likelihood that the applicant will be able to
make the loan payment each month and still have adequate funds available to meet all routine
monthly expenses, such as food, clothing, utilities and transportation costs. The ratio is
computed using gross income for the salaried applicant and net income after deducting
business expenses (inventory, et cetera) for the self-employed borrower. Generally speaking,
this ratio should not exceed 32 percent of the applicant’s income. Applicants with greater
disposable income, a high rate of savings or other strong compensating factors may be
considered with a ratio of up to 35 percent of their income, or even higher if the facts of the
case justify it. The payments on any other debts owed by the applicant will be deducted
from the maximum housing loan payment for which the applicant qualifies, if their
repayment terms exceed 36 months. Debts with less than 36 months remaining term may be
ignored by the loan evaluator.

EXAMPLE:

Applicant’s monthly wages Rs. 4,500
Qualifying Ratio : 32 percent
Maximum EMI Rs. 1,485
Monthly payment on loan Rs. (200)
with employer (term of

48 months)

Adjusted Maximum EMI Rs. 1,285



PART THREE
PROPERTY VALUATION

3.0  Property Valuation

Investment quality loans have been defined as mortgages that meet two basic criteria: the
borrower must be able and willing to repay the mortgage debt and the property must
constitute adequate security for the loan. In order to make a reliable determination as to
whether a property’s value constitutes adequate security for a mortgage, you need to analyze
substantial data. If the loan to value is based on a sound valuation of the property, there is a
greater likelihood that the lender, or any subsequent owners of the mortgage, will not suffer
a loss in the event of foreclosure. '

3.1 Valuation Report :

The foundation of the property valuation process is the Valuation Report prepared by a well-
trained and competent Valuation Officer. While the specific Valuation Officer may be
selected by the applicant, each lender should retain a list of approved valuers from which the
applicant must choose. The lender should, over time, reach a level of comfort with the
education, training, knowledge and ability of all of the valuers on its approved list. In
addition, the lender’s review of the valuer’s collected body of work over time, should
support his or her practical ability to transfer training and abstract knowledge into accurate
property values. The completed Property Valuation Report will cover all of the following
areas:

General information: The section includes such information as the name of the
applicant, the date of the property inspection, purpose of the report and the purchase
price or construction cost.

Property Location and Identification: The valuer should state the address of the
property which is security for the loan, confirming its identity per the survey. The
valuer should describe the situation of the security within town, district and province.
The valuer must provide directions to access the property and also state the extent
and boundaries of the land.

Locality (Neighborhood Description): The valuer should give a description of the
locality surrounding the property. This includes the location of the neighborhood,
value trends,. supply and demand, the price range for similar housing in the area, a
breakdown of current land use in the area, any changes in land use and an analysis of
various factors affecting the livability of the neighborhood. The valuer should
conclude this section with a brief narrative description of the neighborhood (locality).

Description of Security: The valuer must provide a detailed description of the land
and any improvements on the land. The description of the land includes such items
as access to, and frontage on, public roads or rights of way, the topography of the
terrain (flat, rolling, steep), soil compaction (firm, well-settled, filled land, suitability




for building), drainage/likelihood of inundation or flooding in adverse weather, and
any other factors that might affect the use or value of the land. The valuer must list
all utilities available to the site and state any zoning or land use restrictions placed on
the land. Any improvements on the land must be fully described in the report by the
valuer. This includes the general characteristic of the residence, details on the
interior and exterior finish, the number and types of rooms, the total square footage
of the residence, a description of additional features (such as kitchen appliances, air
conditioning, outbuildings, et cetera), any physical, functional or external
inadequacies and any repairs or modernization needed.

Details of Work to be Completed: (For construction loans only)This is a description
of improvements to be made to the property, including the total square footage to be
built or added and the estimated cost of the proposed improvements. The valuer
should comment on the reasonableness of costs and estimates.

Evidence of Sales: The valuer reviews relevant real estate transactions in the market
area and relates them to the subject property, commenting both on similarities and
differences.

Valuation: The valuer offers his opinion of the land, plus the value of any
improvements on the land, based on information provided in the previous two
sections. If other approaches to value apply, for example Valuation on Investment
Principle, the valuer will so note in this section and offer the relevant analysis. The
valuer will generally state three values in this section; current market value, forced
sale value(including comments on the likelihood of finding ready buyers) and the
insurance value of the building(s) (including the quantum of fire insurance
recommended).

Valuer’s Certification: The valuer certifies that the property he has inspected and
valued is the same as the one contained in the survey. He further certifies that the
land has unrestricted access to a public roadway.

Date and signature: The valuer dates and signs the report.

Revisions: Any changes affecting the security after the date of the initial report must
be disclosed and evaluated by the valuer. He reconfirms the other contents of ‘the
report and states whether or not a change is made in the Valuation of the security.

While the Valuation Report is prepared by a trained professional, the lender should always
use a checking officer or technical officer to complete its own review of the report to ensure
that the valuer’s conclusions appear to be reasonable and accurate. In the event that the
lender’s opinion of value differs from the valuer’s opinion, especially if it is lower,
procedures should be in place to appropriately resolve the difference. Ultimately, it is the
lender that bears the risk if the security is not valued correctly.



CONCLUSION

The adherence by the primary market to standard loan evaluation guidelines on all housing
loans originated for sale into the secondary market ensures potential investors in mortgage-
backed securities of the underlying quality of the ultimate security of their investment. In
addition, a thorough evaluation of the credit package and the security for the loan offers-a
great likelihood that the loan will repay. Such guidelines, while meeting this stated purpose,
do not in any way limit the ability or right of any primary market lender to use its own
internal loan review and approval guidelines for portfolio originations.

To help you to obtain and analyze the information on which to base your evaluation
decisions, the conduit has developed credit documentation and evaluation forms that should
become the industry standard. These forms include the Uniform Residential Loan Application
“and the Uniform Valuation Report. The standardized loan application requires sufficient
information on the borrower’s financial position to enable you to make a prudent credit
decision. The valuation report form provides a complete, yet concise format that valuators
can use to provide you with their description of the property to determine the property’s
_adequacy as security for the housing loan. :

10



UNIF

oRm RES DENTIAL LoAN APPLICATIE

i on g
Application Form No.

File/LoanNo.

Loan Amount Requested

Repsyment Period

Loan Purpose

No loan shall be granted to purchase proporties from spouse or repurchase of properties.

Loan Type: @ - Fixed Rate o Adjustable Rate Mortgage

1. ’ socns, 8Eaq ol enodnd; . 2. oid qur¥nd; BEag (BOmB) eondol emadnp
fGEOTLUETTA UPDU SEIQ & SSawsmlusngh (@@ Uy uppu saad
Personal informaticn of Applicant : Personal Information of Co-Applicant {If any)

1.1, oBgba m®/gey Guwi/Fult Name 2.1. oPpbe m®/gpeps Quei/Full Name
/6@ 0P/ dad/Mr./Mrs./Miss BB/ 83w P/ rad/Mr./ Mrs./Miss.
................ SfBojedemnde 8} Bes

1.2. 2.5 swmed B8me 22 2.0 gmed B8Bme
wgel gp&as el waas
Residential Address Residential Address

RO . Roes

B 23 @ reeeee——
1.3,  ¢omom g Residence 3. gOmom gomes Residence
Qgreatudl Fa. QErmadudl Ge.
Phone No. Phone No.
20t moltksace 1
HNPYRIQUED  heermneeoncaranmsransare NP r
Office Office J

1.4, cost e

24, cosl imo

SpiEs e Spps e
Date of Binth Date of Birth

1.5, Seo ghde 25  doo 86
QW QB L& o QIUF QI L&ST
Age Yrs. Age Yrs.

1.6.  diSm meplor gox 2.6. b wepPod oo
SeLwrer SLenr Je. MewLuTer SNl Fe.
identity Card Number identity Card Number

1., N ougio

Do -

wadlu @iy :

IMPORTANT ©

2.7, i qoeBoo® gt odaside
aliow e UL &T TS EGRET 8 DA
Relationship to Applicant

ral “j

edoe @gué omm 0GOS whd oG Om sco om mBomed SHBnciecd ow B amd Baa,
86 ow B0 ofo BOdOm gD (GEf ewd o0&, qui qOSNONER §o odog B8mGeds oSy R
20cBmSO eco ocrend.

B pee & Dane i aBeT ¢ &, uesew S8 S 3 AT GHIUIN & QITAXD ST, SRS 13emen saft_1% 53S0
&L (B aF ST L1 Ll & PhsQanaarsu@in. genewus SRESTOL Kal) e LQUAQIINE Gengg&angasn
LD CIGTSTOUET T T T RE &3 guubar.

In case of applications for the purchase of propetties, joint apptications will be entertained from husband &

wife or father, mother and unmarried children living as a family. in other instances, owners of the security are
considered as the joint applicants.

11



(L]
1.8

»
1.8,

5
1.8

l.le

3.1.

3.2,

3.3.

3.4,

3.5.

Boomm/gBlowm 8O
S ahwels - SYEBWL

Civil Status
1. BEavs ——— 2. aBrwom
LY Dis e
wrarali: WTET ST
Married Unmarried
3. oo
Qwn;
Other

Radir Bonemal Syeswur?
Are you a citizen of Sri Lanka

89 § c-ooed pdBecst 47 }

Qe i L pell QU
Profession/Designation

LB A Buad }

CE B gOPOmOHS PP | i
swiradall gTiis s@H

Academic/Protessional Qualifications J “ e e
el ecidmsed m® ow E88me

g GETISOEBET QuUWwB pefiyd

Name & Address of your employer
3 So.F EmpLoygp

@i oFo/geed (Ge)
WAETHEEE FDLSID AT LTSTD
Manthly Salary/Income (Gross)

Sl
Benson alLe. Do
ol dheiy on (O, omrd
uprenarw Ggnmfidd, ugei
Previous Employment & Designation held :

———
cuctndiesd wiliesDfeta® pdmwer SEAG emadnd;,
oSewavUusnTyhar sawaw el ipmened UpPu s>
Particulars of spouse of applicant

.
Quwa

Name

ce Sme

Spss HeP S
Date of Birth

Qo S iged
Protession/Designation

. LamBefddcor }

L 808 Ldsfeagre® (ge)
W KTHSF & DLSTD A (B LOIT 8T 1D
Monthly -Salary/Income (Gross)

Sles /RS

Go LD o eums Cemmm EEag Sefmd
Benenen & wHMID ST euTpUMT UpPu SSUTWD
Particulars of children and other Dependants

=S ses QB (GEm®)
Quuwi Qg QEmSd (@' uiser)
Name Age Empioyment (if any)
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2.8.

2.9.

2.12,

2.173 YEXESTTOR T TR,
2M43.

u

&)
2N

2.l

4.1.

4.3.

4.4,

4.5,

Boowm/gBnom 8
Gu-diuc) HNpsewg

Civil Status
1. BOrom 2. gBoaors
S oewr P wewr
wTewraln: 1O &TSat
Married Unmarried
3. s
Gaimy
Other

B8 Qenemal Sgesur?
Are you a citizen of Sri Lanka?

83 § crmoed poSBeas ¢? }

OB /A Bl
QEmde i gafis Quuwir
Profession/Designation

-
th

1}(}'6

swialaSLgrific sef
Academic/Professional Qualifications

CE o OmemiLanife EEEQS} ..........................

ey enddmxned o om 88mma

awy QsTPLsBET QUUEh qpea ey
Name & Address of your employer

0O SeLe EmPLoytD

Jee o -
EnbBm Sifo/ei6ae® (ge)
WTETHEEF &FOUETD AN DTETL
Monthly Salary/income (Gross)
Sl /Rs....... .
PensionfBdLe [0 N» O Yes

287 aBeid on O, oond
et Qgmfia, uged
Previous Employment & Designation held :

Atdvvement ————
¢ FucBmdhec 0tk (008 pdmsd BEaG emidnd;
& sfavanliugryiies seower jomened upPu gaae
Particulars of spouse of Co - applicant

=n®
Quuwir
Name

cost Tmoe ‘}

Spss Hed
Date of Birth

Cpmfe Liges
Profession/Designation

OB fABaal }

@B ORB/e16u® ()
b s EF & uanbAgs wnerio
Monthly Saiary/income (Gross)

G les /RS

LG0T o elmy wrenmins? 88a¢ Bano
Derenanast wpmid HsTeie wrpuatr upPu eSugd
Particulars of children and other Dependants

nH® ZEY d.&.::o (qim®)
Quwir wug QEmiaa @56
Name Age’ Employment (it any)




5
w 60 @co 82a¢ Sdac:-

LOAN DETAILS
§) T &S caroges o ogmIg:-
Purpose of Loan:
£oee 8T o HS
emRB Ry B

58&)

<
SDE

[ 90O 8Z OO | 0ol emiDenypl S50 olpbe Roow 9f 8580 |
) cmodes toyp SURD | e SHewed S50 (B ooy cadm Dodde Opisal ogod

Purchase of a dwelling house / Purchase of land / Construction of a portion of a house / Construction of a fult house / Completion
of the house / Extension / Redemption (for special schemes only)

" “at-qdan Bed B qimedoingd:-
Estimated Requirement of Funds

c oo o Bo@ 88a¢ gidneogd:-
Estimated Availability of Funds

J 01¢e® 8¢ =78 e oweddoedsl oo i @ 8-
Total Purchase Price |2 SO, vemenassnons Loan Requesirom<renrHBfic RS.eenianenicniinnigncenenes,
00 @f 80e® Dug® op Bperped @gd®- S
Total Construction Cost  RS...cceveeirarneinrenaies . . Savings From Bank Rs
s Bewed DO egen cOmr goadds o
ahw@s € §¢C St &c- S
Total Redemption Rs Disposal of investments RS ..ot cecoservessanncnncsases
88 Bug®- -3 GO0 Dsemd g e O
Incidental Cost |2 L S veaesenes Amount Already Spent /Advanced Rs...... eereceneeraes eaverarrens
cOmz Sbvumens! cream
Bee . S
Other ' (Specity) Rs..ccueenee.t - eoanves
Omopl:— [+78 SO - -
Total 27T, veavimanaenes Total |2 ORI
5.3

=8 Hoez EBZm BeEy cveddrelsl pEer B o §eBr S80P emides cnd S B580 codknpd O9/es
BE= pd® a2 € £4¢ el 8 Sp@® Sc/8c of S8 Juq@/mecs’ Higwe De® §¢ §¢c gnd aondy
om & BuDy (OmomB(¢Oziong.
The difference of Rs . bety 1 the loan amount requested and the total purcr.:se pricestotal cost of
construction/total redemption amount will be financed by me/us before MEBMEE release any part of the loar.

Ty - s
5%. 2c2 opn cavmiodn cadn Hteod O6 @ 0.05/03.
Qarmauary QEuwouLaETeT/ac LUyt iy e g @Clupuy egipr NG &8 }

Floor area of house to be purchased/construcied sq.ft./sq.m.

6. o e@oded, nid eoeBnded m dhBpieaajnilicider 208 g1 o Bag®
SATOTLUETTT, T8 SEweMLUENTTH, wlpEmsgpienas HAQurhss wngTEs age Qrees
Monthly Income & Expenditure of Applicant, Co-appiicant & spouse

6.1. miguedluge/income 6.2. Buc®/arao/Expenditure

&b aednd; R ea@md; Bemaes qoLBs; e qug@nd;
A KT o saTULETT Y sa dlenemiusnyic aSlaugrism s oW awOURTTR n SlewoRLLETTH
ources Applicant Co-Applicant Details Applicant Co-Applicant
S e3./Rs. & @.Rs. & w./Rs. & o.Rs.
LamSe e &
Qg e AP anLeos
Prolession House Rent
' dBear oS Bue®
em (Swir LB Qe
Employment Household Expenses
Lnsadie 71£% oee®
SwruTTn . oy
Business Clothing
wYUEnoime eowolm
MA@ ET Y Qetpss Qe
Industry Personal
DBn&e & Dog®
oSeusTuwin Liasewrio
Agriculture Travelling
emnE sales Bue®
@y WS Sfes Qoney
interest . Medical
Gasws oo mop «ob@
U BT SLelr QETROUSTE)
Dividends Loan Repayment
BBead, Qg BgB
=g (=T Quﬂmﬂ 5
TLsn& algaifiasr, amadr
Rent Sk sy, TNRUTEET
Ratas, Taxes, Lights & Fuel
eLmy avmey '
D g T Y DN LIEPaS
Other Other
[ 10 [
G0 & g1D Qurggwo
Total Total
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" R.3.

6.4,

aesaoredodny Ho oS ¢300n o m®
oPrunr&alULlL. aSwrern, gIgguis @ Ser o,
Anticipated income (If any) Rs.

28 aigx® 39D Hedm €obima
NEpgwau TETUTAEELLL L a@wresges apen
Source of such anticipated income

3258 B¢ BEAG Ddmdujepuwnrerash uppu sSargo/Paniculars of Income Tax

¢l 8¢ ocwd opdo Bod amd quitlod; m 300 Sz ot opfo bod WS wRC FuLimc; W
SO EOmoi/aI® Diix gmae oo ¢ 43008 Shrghecd/mwitiud BBx gmxa mom ¢ gl
dlararnanTragi aapimss paanapls aLis ) o SrGas o8 dawmr Wis o pomag 0 aLbil 3 oy drGain

Quniindes RaCom Sl iasG i : | Qe axpureakatem Quel UG AL axgm s

INCOME DECLARED FOR INCOME TAX FOR THE LAST 3 INCOME DECLARED FOR INCOME TAX FOR THE LAST 3
YEAAS BY APPLICANT & SPOUSE YEARS BY CO- APPLICANT & SPOUSE

meSecsc; Sbew moiads; Db

PN RPY VAT CHE arll w@iI' G pow®

Year of Assessment Year of Assessment

D0l IgI0® O350 IS

Pugds oL s BLTMED . Bupé s amwrewc

Statutory income Statutory income

pmects; e oD g0 v mefacks; e oS 35308

BN S5 (@ wITD Wi S50 wm Tl

Assessable income Assessable income

¢ g e MmB I 8¢ gu me MB g

WO SE® aim LT afide ss® a\snerd

Taxable income ) . Taxabie Income

smfi &g e a4q -

Qrgysdu e Craysdu ah

Tax Paid Tax Paid

2B 2368 ecoitime®nint D8x Hndl odm mmedd; §10u® avfioe, Botgme oy ¢ cImcin S&P
eaie om gl e wp oD. : .

WHUSL R UGBLIETD, SOWEETUQ] QEFUNLULL QTU BLL& SaoUie, ICSTwa ylhuean GEMILLUCE,

e a3l Fopudi HmaTiamgsne) wpMEUULL srsrisp.

Certificate issued by the Dept. of Inland Revenue indicating assessable income, audited Profit & Loss Accounts &
Balance Sheets should be submitted.

coemoimed sm 0thaien/e0r® poseied OntoRialswew i &r g it aafiar gib wir pRanas gienewsalon gib QU g assn/
Assets of Applicants and Spouses.

G e /05y el S0BpGiec o PO, mOmEE. Liwm, LNdOE omIdds, mpion goxaddm, Sy swe
(9B SEPIBmO BE®) sl BEAg =Bplia smdnds, ogwn mdoim.

ofawaw I kETghier kun paenss giansareudicr STenliaer, EL 1Y L AIKET, UTESTIMEE, UNGES, MULYKET, sl dda 18&s
ooyl Uewd (Qrliyfmigpmpi SawsE®) peSEGae qpsaiver.

Give {ull particulars of Lands, Buildings, Vehicles, Shares, Deposits,Bank Balances (Savings/Current Account)
Investments/etc. owned by applicant/spous:g‘.’h ) ers
Instrr T Tnsurance poliny , Providess Fura |

Dedmces B8 aw Onfom DOMmIm® (GBud)
eSasgawio . U B EGF Q& TES0 splunemgu Qumwd (@5.)
Description Owned by Present Value (Rs.)
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9. Gy @S Or! (D8P thowd/wtkud/QReD) e®8 ar-edr snd doed coed Speqede! eod Cored mBole m
oSSTD o s-ckMeto’ w1 shme £o e Ponmbir 2ol Bl ;B sl cdosom o o BESe Detnd.
Kps uumwu N AL WARAAKS B0 KDFIETISL, MESDan i sist LD sruergSans agis Caigy ALe wppiugin
gL " LTI AS@BD SNAINSSTE) WITpAEd &) i _ (V1F¥Y g QUpDp Fae aLelagio
UpOw abey . oy emeioau
Particulars of all Ioans applied for or obtained by applicants and their spouses from this Bank, W
Agricultural & IndustiakGredit-Corperatian and other lending institutions.

end@ oBotix

OO M FIOD e G e GOl axdea T S
80oDeB cxavieact |4 wi 0@ as | BUCUTEE 155:0 ZSB o ga mﬁuu
G HBoed g geoo | Seewd Qurgiud | Qgnems Qegas Ga 2 s Cpnani
aLs gEst Quui Qi iQuer |HEofs Qegapd| Amount *cu-‘"‘ 28 a?uu-ll G imeit Purpose
Name of Creditor  |Reference No. Sudami Borrowed {Balance now ue Borrowed by
Security & Repay- due Gy aandmer
ment Terms Ba.la‘::: ;;::’ .
complete payment

Ney Worsn (ASsers minus LiaRiLTigs)

10. aucBod 0 86y cOofson vl cAm SR HER - PRE0E, ool m MHODGG oo G By 5ed? eduon 8D ogm
IR &LBUEHG. LpE UTTLLE DS, UEUPLUE DG QueldBid s13rrmasmel meliy) Qeie ghE AV earliL&T D T aewdgerer
i & S ST
Bank Accounts maintained by Applicants in order to draw cheques in payment of loan releases for construction, repairs and
renovations.

Lt whd qurgBod;
SSaveTLU&TTT S & CSCATETLILISTTIT

Applicant Co-Applicant
przped o @At el 2@ m @dIE
LSk Quups & v - i ldss Quu@d Oeostyp
Name of Bank & Branch Name of Bank & Branch J
B@® goo : pRT E58/d-w® SR gm0 - gHB B0
aonrag @, : QEBULBELUpERD P croeeeeeseereierianinaiii sowag B Crluy oL pemp
Account No : Savings/Current Account No. : Savings/Current

11. > B¢ oqm Mme Sweoz! RBon odn cAm ofoe B¢ Boo

sLgianer SGWLOUTDILUNTE (WEFOUESUILUGD HE0EHEMT upiast :
Paniculars of property offered as security :

1.1, ecoeg me 11.2. CBowd g
pemgPer Quui N, oPHIE Fw.

Name of Property Assessment No.

[P LY T Treerrestesenasesesestus ittt KrnogdHer Quwn
Street/Road Name of Village

11.5. oo oiesm momme 11.6. Z8=mo

B eTEnT MNOETT senu wrel 1o
Local Authority District

1.7  eed g 11.8. B@gs; e
sev® e " wwmruL .
Lot No. Plan No.

11.3. Slo/cas 114, wedd =m® }

T 11.9.  S@elf Tme 11.10. 8Hzeqic; mmead m®
HNeriuerai s s . N0 ETTT QU
Date of Survey Pian Name of Surveyor

el gy enrd Qanaraiansy 3. .
Extent Purchase Price Rs.

1113, Tme 11.14. Swat
fep udné Geiema
Date Cutltivation

111, g@rme : 11.12. om® &c o }
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spQunmgw Qupjwd ex. S0 qRme Toxs

Present Value Rs. SLpLMsG §BOSer Syemas
alilul pag
Date of Construction of
Buildings (If any)

11.15. ojot ODmm® & } 11.16. 08 ow:5mBR S20= ob o®

SpOuUnmEL R MEMwLUNeTT&eT GUwT

11.17. edes e8RS eBinc ey mO/me }
Name (s) of present owner(s)

fou adgy e wwda Quuir @3 i) -
Name of Lite interest Holders. (If any)

11.18. g puific B8 ge (BOd m@) m® }

11.19. &s e odoe 8c? o RO oemo m®
BneElnd; o @8 end g o@D
HETsmpE Qenaaeny Qriaigpens SargoulL
sLaTTaClB ST aipusmer COFuuCIREGL R WESD & eTEr
e.pey gpemp
I the loan is for purchase of property,
State your relationship with the vendor

11.20. @ gqe canosies’ g0 Swness gfBon =0y cAn Hha adoce! Be? o F00 »® 28 o§-Omdied m® ogonl mduim,
Uienew s Qummiy HETEDEE &) TRISTQ; &l bane Q&TFOULL &L ern&aiysg L, ¢ Renewry) Y ‘“m,.
e Aouaudiss QuueTs Bms - oane: LAy
If the loan is for purchase of house property offered as security state name- of occupant.

& ¢ mennod neced 8L efoed wm Sbou. medn i cdomal gRew oBe .
GG AlQu ULLTSPNBEE HEMEmMES Qrerqy NeoLabd AU ID B eewkalu CasewDio.
N. B. A sketch of the route to the property from the nearest town should be attached.

12. G eums um‘g:i %3000 mOn Cam g0 edog Om PRECOR OB ©-DlOms Bbenl/oo 8e T OO ogwd ¢?
da»nwu@um_muy BT ST & m}@mﬁb&anddaﬁﬂ Qe e gpamer G - Qeirarg & &L_&ir anabu-@d
Is the loan applied for construction/development on/or purchase of the security offered? . osr

BEmS " cp e ;B ¢& gmp £ edog 88akd ¢ grm 11 ¢6m emofed et &
iRty ; & e 4mt g gImosud Om® BORB8um Bug
S ‘e’ reTpIR HEgsu Qup HEswd upPy Qwgiamea Qg - X

oI ) DETI g weQurern gedumer ofis .
Where the answer is "No' give all particulars of such other property as in the above cage on a separate sh’e:t of p:ge:

17 B A TY [~ P TP WXL
13. Acknowledgementand Agreement

The undersigued specificallyscknowledge(s)and agree(s) that: (1) the loan requested by this spplication
will be secured by a Mortgage Bond on the property described herein; (2) the property will not be used
for any illegalor prohibited purpose or usc; (3) all statemonts made in this spplication sre made for the
purpose of obtaining the loan indicated herein; (4) verificationor reverificationof any information
contained in this spplication is authorized by me/us, and the original copy of this spplication will be
retained by the Lender, even if the loan is not approved; (5) the Lender, its agents, succossorand assigns
will rely on the information contained in the spplicstion and 1/we have a continving obligationto amend
and/or supplement the information provided in this application if any of the material facts which 1/we
have represented herein should change prior to disbursement of the loan; (6) ownership of the loan may
bo transferred to successoror assign of the Lender without motice to me; (7) the Lender, its agents,
successorsand assignsmake no representations or warranties, express or implied, to the Borrower(s)
regarding the property, the condition of the property, or the value of the property.
CERTIFICATION: l/we certify that the information provided in this spplication is true and correct as of
the date set forth opposite my/our signature(s)on this application and sckmowledgemy/our understanding
that any intentional or negligentmisreprescatation(s)of the information contained in this application may
result in civilliabilityand/or criminal penalties.

. Ll
FO1EB0 /g s O Ortead gricss
alieir eor L1k & g e fr & edwir - 9OUD

Signature of Applicant(s)

Zoeiga@iDate.. e

16



UNIFORM VALUATION REPORT

CLIENT: Ionmms CTION:
[PURPGSE OF VALUATION:

|Purchase Price: or Construction Cost Estimate:
{Property Address/Situation:

JAccess:

|Extent and Boundaries: (*include comments on survey and name of surveyor)

L{*include Legal description as attachment)

Locality (Neighborhood Description)

s Neighborhood Analysis
Urban Increasing - Good Average Fa‘lr Poor
Municipal Stable |Convenience to Employment
Rurat (PS) Declining [Convenience to Shopping
J Housing Supply/ Single Family Housing Convenience to School
Price Range Adequacy of Public Transit
Shortage (Low End Rs JAdequacy of Utilities
In Balance [High End Rs - IEroperty Compatibility
Predominant Value Rs Police and Fire Protecti
Land Use Change ‘lg i to Public Facllities
Not Likely Protection from detrimental
Likely conditions
in Pr |Appeal to Market
JAgricultural —e.e . fro: -
Other _
|General Comments on Locality:
oning Classlification , If any:
Yes No N/A
Site improvements:
Public Private
treet
urb/Gutter
jLandscaping Sidewalk
Street Lights
ley
jComments on the Site: (include any adverse ing i , utilities issues, etc...
Improvements):
General Description te sh Exterior Finish
Floors . Foundation
alls [Walls
ICellings JRoof Covering
[Trim JGutters/d p
Fixtures Windows/Doors
Kitchen IScreens
|Bath (s) [Other
jOverall Quality [Overall Quality
Foyer Living_| Dining | Kitchen Den |Famll¥ Rm| Bedrooms | Baths ] Laundry | Other I
tevel 1
Level 2

[Total # of Rooms: Bedrooms #: Bathrooms # Total Square Feet:

[Additional Features: (Comment on kitchen appli , storage, ¢} , firepl , patios, courtyards, air conditioning,
outbulldings, etc....)

q

Depreciation: (Physical functional and externai inad ies, repairs ded, moder ded, etc...)
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Full plans have been reviewed by the valuer? Yes No
no, why not?
Repairs/Renovatiton of existing structure
Brief description of work to be done (per applicants/and or plans):
[Evidence of sales: (Inciude discussion of recent sales in the market area (locality) stating specific similarities or di ities
with the subject property)
[Valuation:
|Fire insurance Land Perches at Rs. = Rs.
[Valuation of Structure (s) Square Feet = Rs.
improvements: .
alue of Premises Rs.
Rs. Market Vaiue as of (DATE) Rs.
— IForced Sale Value as of (DATE) Rs.
and R iliation:
[Valuer's Certification:

Signature

18




STANDARD HOUSING LOAN TRANSMITTAL
SUMMARY FOR THE CONDUIT

1. BORROWER NAME:

2. CO-BORROWER NAME.

3. PROPERTY ADDRESS:

4. VALUATION OFFICER:

5 MARKET VALUERS 6. FORCED SALE VALUE.

|7- LOAN TO VALUE RATIO: 8. LOAN AMOUNT R'S:

9. LOAN TYPE. FIXED RATE ADJUSTABLE RATE |
10. INTEREST RATE. 11. TERM

12. EMIR'S: 13. LOAN PURPOSE:

14.INCOME: ______ |BORROWER _____ |CO-BORROWER [TOTAL

SALARY

SELF EMPLOYED

OTHER INCOME

TOTAL INCOME

15. QUALIFYING RATIO: %

16. CREDIT EVALUATOR'S COMMENTS:

19



[17. LENDER'S NAME:

18. LENDER'S ADDRESS:

19. LENDER CONTACT:

20. TELEPHONE NUMBER:

FOR SECONDARY MARKET PURPOSES:

[27. DOCUMENTS ATTACHED:

MORTGAGE BOND
LOAN AGREEMENT

22. LOAN APPROVED FOR PURCHASE:

YES

NO

23. REASON FOR DENIAL:

REVIEWED BY:

DATE:

20




Instructions for Preparing the Standard Housmg Loan
Transmittal Summary for the Conduit

This 2-part form is completed by the lender for each loan submitted to the Conduit
for purchase. Upon receipt of this form, the Conduit will verify the information,
certify the receipt of the appropriate loan documentation, and designate its approval or
denial for purchase. The copy will be sent to the lender for its records.

The following information should be provided by the lender:

1. Borrower Name - as stated in legal documents

2. Co-Borrower Name - as stated in legal documents,- if appropriate

3. Property Address - as stated on Uniform Valuation Report

4. Valuation Officer - Name of person that prepared the Uniform Valuation Report
5. Market Value R’s - total value of land and structure, expressed in rupées

6. Forced Market Value R’s - value of property based on calculation determined

by the Conduit to sell the property in the most expeditious time frame, will be
lower than full market value, expressed in rupees

7. Loan to Value Ratio - the loan amount expressed as a percentage of the forced
sale value as provided in the Uniform Valuation Report

8. Loan Amount - as stated in legal documents

9. Loan Type - designate whether fixed-rate of interest, or variable rate, as stated in
legal documents

10. Interest rate - rate of interest used to calculate borrower’s EMI, as stated in legal
documents

11. Term - period of time used to amortize the loan, expressed in number of months

12. EMI - amount of equal monthly installment borrower will pay each month, or until
payment change for an adjustable rate loan, as stated in legal documents, expressed in
rupees.

13. Loan Purpose - state purpose of loan proceeds
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14. Income - list all sources of income for borrower and co-borrower used to qualify
borrower, and establish creditworthiness

15. Qualifying ratio - the monthly repayment installment (EMI) expressed as a |
percentage of the applicant’s gross monthly income

16. Credit Evaluator’s Comments - any compensating factors, or other data used
~ to qualify the borrower that may not conform to credit evaluation guidelines as
established by the Conduit, or any other data the lender feels is pertinent to
the Conduit’s decision to purchase the loan
17. Lender Name - name of lender submitting the loan for purchase

18. Lender Address - address of the lender submitting the loan for purchase

19. Lender Contact - name of person at lender’s office that should be contacted with
questions or if additional information is needed

20. Telephone Number - telephone number of contact person in the lender’s office

The following information will be completed by the Conduit:

21. Documents Attached - the Conduit will identify all documents that are received
- that will be kept in custody

22. Approval - the Conduit will designate whether the loan is accepted or denied
for purchase

23. Reason for denial - Conduit will specify its reason(s) for denial of loan for purchase
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LENDER STANDARDS
SECONDARY MARKET APPROVAL
(as of October 10, 1995)

OVERVIEW

Lenders who wish to do business with the Conduit must obtain an approval. Approval is
granted on a national basis, without geographic restriction on the lender’s operations. Each
applicant’s financial condition, organization and staff, origination activity and volume, loan
servicing experience, and any other factors considered relevant to determine whether the
lender is qualified to do business with the Conduit will be evaluated.

Currently there is one basic type of approval:

- approval to sell and service residential single-family housing mortgages |

These guidelines may be amended in the.future to add new types of approvals, or approvals
to participate in specific activities with the Conduit.
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1.0

PART ONE
BASIC ELIGIBILITY CRITERIA

Eligibility Criteria

To sell and service residential single-family housing mortgages (or participation interests in
them), a lender must:

(o)

1.1

have as one of its principal business purposes the origination and servicing of
residential housing mortgages;

demonstrate a proven ability to originate and service the type of mortgage for which
approval is being requested, and employ a staff with adequate experience in those
areas;

be properly licensed, or otherwise authorized, to originate and sell residential housing
mortgages in each of the jurisdictions in which it does business;

- have an acceptable net worth (assets minus liabilities) of at least Rs 25,000,000. In

addition, as per Basel Accord Guidelines, the lender must maintain:

-Core Capital: Weighted Risk at a minimum of 4%
-Total Capital: Weighted Risk at a minimum of 8%

These guidelines may be amended from time to time, and the lender must also be
otherwise financially acceptable to the Conduit;

maintain quality control and management systems to evaluate and monitor the overall
quality of its loan origination and servicing activities;

maintain a cumulative recovery rate of 90% or higher for a period of at least three
years. Also, the percentage of delinquent loans (number of housing mortgages more
than 90 days delinquent divided by the total number of housing loans) must not be
greater than 10%; and

have in effect adequate insurance coverage and agree to modify it as necessary to
meet the Conduit’s requirements.

Determining Eligibility

To assist the lender in determining whether they meet the eligibility criteria, here is
additional information on several of the criteria:
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Financial Statements - will need to be prepared in accordance with generally accepted
accounting principles and include the opinion of an independent public accountant. They must
also be comparative with the previous year’s reports. If a‘lender’s financial statements are
consolidated with those of a parent or holding company, they should contain sufficient detail
to enable the Conduit to review the financial data separately from that of other companies.

A complete set of financial statements includes

- a balance sheet,

- an income statement,

- a statement of retained earnings;

- a statement of additional paid-in capital,

- a statement of changes in financial position, and
- all related notes.

Insurance Coverage - must be adequate to protect the lender’s company and the Conduit’s
from unforeseen losses ‘due to negligence or fraudulent acts.

The type and amount of coverage is (***to be added based on available insurance types, i.e.,
errors and omissions, fidelity bond, direct surety bond***)

Quality Control Operation - must be an effective system to ensure the quality of the
lender’s loan origination operation and the loans being disbursed through routine, pre- or
post-closing reviews of the documents. All staff members with any involvement in the quality
control system must be well trained and have access to manuals detailing the lender’s specific
policies and procedures. They should be familiar with credit and property evaluation
guidelines.

The lender should determine the specific procedure‘s that best meet their business needs,
individual organizational structure and available resources, but the following areas should be
addressed:

o selecting a random sample of loans (at least 10%) that reflects the scope of its
business;
o] verifying the existence and accuracy of all origination and legal documents associated

with the housing loans in your sample;

o] examining the quality of the Uniform Valuation Reports associated with these loans;
o reviewing the credit evaluation decisions associated with these loans; and
o] following up on, and documenting, any discrepancies found.
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Effectiveness of Servicing Operation - to ensure the lender is capable of handling all of the
servicing functions performed on behalf of the borrowers as well as the additional servicing
functions associated with the sale of the housing loans to the Conduit. The term "servicing",

“refers to the ongoing management of housing mortgages from the time the loan is disbursed
until the time they are liquidated (i.e. paid-in-full or foreclosed). The following guldelmes
will help a lender to assess the adequacy of its servicing operation:

Servicing Staff -

Whether a lender’s servicing staff consists of a few or a large number of employees, they
need to be sufficient in number to handle all of the servicing functions performed on behalf
of borrowers and the Conduit. They also must be well trained and experienced in servicing
housing mortgages.

Servicing Procedures - it is important to have specific procedures in place for handling the
following servicing functions:

1. Payment Administration - this refers to the handling of borrower’s monthly housing
mortgage payments. Specifically, it involves receiving these payments from the borrowers (at
designated places), depositing them into designated bank accounts, and applying them to each
individual borrower’s loan records.

2. Default Servicing - involves managing mortgage loans that are in various stages of default
(delinquent, seriously delinquent, in foreclosure). To be effective, your default servicing
procedures should provide for consistent contact and follow-up with borrowers and include
guidelines for preventing and resolving borrower’s delinquent payments, working with
borrowers who need assistance to avoid foreclosure, initiating foreclosure, and maintaining

- and disposing of acquired properties. -

3. Cash Control - refers to the safeguarding of funds collected from borrowers, including
procedures for maintaining accurate internal accounting records, reconciling them regularly
to the designated bank account records, and accounting for any differences.

4. Customer Relations - involves responding to borrower’s inquiries about the terms of their
housing loans, their payment record, or any other information they may require. This may

include providing copies of any housing loan documentation.

Record-keeping System -

The lender must be able to maintain the records and produce reports the servicing staff will
need to manage housing mortgages on behalf of borrowers and the Conduit. Whether a
lender uses a computer software program provided by another company, or has developed its
own in-house system (be it fully automated, seml—automated or even manual), it should
provide for the following:
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daily activity reports for cash receipts (payments received), payments applied, and
exceptions (payments that could not be processed);

a method of controlling checks or cash received;

ongoing records for each mortgage loan, including scheduled payment amount, loan
balance, and loan activity, capable of generating loan histories;

customary délinquency and foreclosure reports; and

a monthly trial balance report for its entire housing mortgage portfolio.
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: PART TWO
APPLICATION PROCEDURES

2.0 Process

Lenders interested in obtaining approval from the Conduit to sell and service residential
housing mortgages should contact the head office at:

Conduit Name

Conduit Address

Contact Person Name:

Contact Person Telephone Number:

The Conduit will send by mail or provide in person an Application for Conduit Approval
(Form ___) and a checklist with the eligibility requirements. Once the lender has provided
the necessary documentation to process the application, the Conduit will notify the lender by
telephone and mail of its decision for approval, any additional conditions, or the reasons for
denying its request within 60 days.

2.1 Application Form

The lender must complete the application form in detail and have an authorized senior officer
sign the application. The lender must include the additional information requested on the
application, and any other information required by the Conduit, during the approval process. -

2.2 Application Submission Package and Fees

Lender should submit the completed and signed application, documentation, and application
fee of *** to the Conduit at the following address:

Conduit Address:
Contact Person Name:
Contact Person Telephone Number:

Within 60 days of submission of all required documentation, the Conduit will analyze the
lender’s ability to sell and service housing mortgages and inform the lender of its decision by
telephone and mail. The review may include a visit to the lender’s office. If approval is
granted, the Conduit will forward two original Mortgage Selling and Servicing Contracts
(***To Be Developed***) to the lender for execution.
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PART THREE
MAINTAINING ELIGIBILITY

3.0 Overview

As an approved lender, the Conduit will provide the primary market with the tools and
support needed to be successful in the secondary market. The Conduit will rely upon the
lender to ensure the quality of the housing loans sold and serviced on its behalf by continuing
to meet certain eligibility criteria. These criteria, for the most part, are based on the same
criteria used to approve new lenders.

After becoming an approved customer of the Conduit, the lender agrees to take on the
responsibility of ensuring their staff’s compliance with the terms of the Mortgage Selling and
Servicing Contract (***To Be Developed***), any manuals distributed by the Conduit, and
any additional agreements entered into with the Conduit. To maintain eligibility, the lender
will need to continue to meet the same criteria used to approve lenders, with the following
additions:

3.1 Annual Submission of Financial Statements

Each year, the lender will need to submit audited financial statements to the Conduit within
90 days after its fiscal year-end.

3.2 Notification of Significant Change in Lender’s Operation

Each year, along with the audited financial statement, the lender must submit a statement
identifying any significant changes in the principal officers or management staff of the
organization, if there is a change in the company’s owners with 5 percent or more interest,
or partners. The lender must also disclose any mergers, consolidations, or reorganizations, or
any change in corporate name or address.

3.3 Allowance of Audit/Review by Conduit

Periodically, but at least annually, the Conduit will notify the lender by telephone and mail
of its intention to send staff to the lender’s office to review its records and files pertaining to
the housing loans sold to the Conduit. The Conduit staff will review the files, documents,

" and management reports that pertain to the origination and servicing of its housing loans.
The lender will be notified at least two weeks prior to the audit, and will be provided a list
of records to be reviewed. The Conduit will also verify that the lender continues to meet all
eligibility requirements of being an approved lender in the secondary market. The Conduit
will provide a written report of its finding to the senior management of the lender within 30
days of completing the audit, and will work with the lender to resolve any significant
findings in a reasonable time frame.
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APPLICATION FOR CONDUIT APPROVAL

I. GENERAL INFORMATION

1. Applicant Institution Name: (supply all other names under which you do business)

2. Identification Number:

w

. Applicant Home Office Address:

4. Applicant Mailing Address:

5. Applicant Institution: (check one)
(n] Commercial Bank O Finance Company O Investment Bank
O Housing Finance Agency o Insurance Company

6. Approval Category: (check all that apply)

] Single-Family m| Other Schemes

7. Active Affiliates: (include parent companies and subsidiaries)

COMPANY NAME AND MAILING ADDRESS CONDUIT APPROVED?

O NO o YES
| NO o YES
8. Are you a woman-owned applicant? o NO o YES
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9. List the principal officers, their titles, and their primary area of responsibility. Include a CV for
each principal officer. ~

m] Attached

10. List the principal owners with more than a 5 percent ownership interest in the company, indicate
ownership interest. If a partnership, indicate ownership share of each partner. Identify the managing
partner and general partner and include a CV for each.

O Attached

11. Provide a brief narrative describing the history and general scope of your operations.

m| Attached

12. Provide a complete copy of your (INSERT TYPES OF INSURANCE) Insurance policy(ies).

O Attached

13. Provide a copy of your audited, consolidating financial statements for the last two years. If the
audited statements are more than six months old, please provide copies of interim statements. Do not
submit consolidated statements with other entities unless consolidating information is also provided.

] Attached

14. Is your institution the subject of any litigation, assessments, or contingent liabilities not disclosed
in your financial statements (attach additional sheets if necessary)?

O NO a YES Describe:

15. Have any of your principal officers, directors, partners, or owners of a 5% or more interest ever
been (attach additional sheets if necessary): :

Convicted of a serious crime or named in a pending criminal proceeding?

O NO O YES Describe:

31



-Subject to any order, judgement or decree enjoining the engagement of any activities in
connection with any type of business transaction (including the purchase or sale of a security) or
acting as (or as an associated or affiliated person of) an investment advisor, underwriter, broker,
dealer, financial institution, or any other business?

Nu NO o YES  Describe:

Made insolvent, made a general assignment for the benefit of creditors, suffered or permitted
the appointment of a receiver for its business or assets, liquidated or denied insurance coverage?

o NO o YES Describe:

16. Are there any actions, claims, inquiries, investigations, suits or proceedings pending at law or in
equity or before or by any government agency, or, to the knowledge of your company, threatened
against or affecting your company or any of its principal officers, directors, partners or owners of 5%
or more interest which reasonably may be expected to result in any material adverse change in the
business operations, assets, or condition of your company?

o NO o YES = Describe:

II. VOLUME INFORMATION

1. Origination by product type for the last three years. Include total number of loans closed and
unpaid principal balance (UPB): :

Total Housing Loans Closed:

Product Fiscal year 19 Fiscal year 19 Fiscal year 19
# Loans UPB # Loans UPB # Loans UPB
Fixed. Rate r
Adjustable Rate
Other
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2.-Servicing by product type at the end of the last three fiscal years. Include delinquency and

foreclosure information.

Total Housing Loans Serviced:

Product Ending / / = Ending / / Ending ./ /
# Loans UPB # Loans UPB # Loans UPB
Fixed Rate I I
Adjustable Rate r
Other ‘
Delinquent Portfolio
Fixed Rate
Ending / / . Ending / / Ending _/ /
# Loans UPB # Loans UPB # Loans UPB
30 Days r r r
60 Days r by r
90 Days r r r
> than 90 Days r r r
In Foreclosure r r r
Delinquent Portfolio
Adjustable Rate
Ending / / Ending / / Ending / [/
# Loans UPB- # Loans UPB # Loans UPB
30 Days r r r
60 Days r Iy r
- 90 Days r : r r
> than 90 Days by r r
In Foreclosure r T r
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Delinquent: Portfolio
Other Schemes

Ending / / Ending _/ / Ending / ./
# Loans UPB # Loans UPB # Loans UPB
30 Days r r r
60 Days r r r
90 Days r r r
> than 90 Days r r r
In Foreclosure r r r

3. Funding sources (attach additional sheets if necessary)

'Donor/Lender Name/Contact Person Amount of Amount
' Loan/Line Outstanding

ottt
o L P B |

II1. SINGLE-FAMILY ORIGINATION AND CREDIT EVALUATION

1. List names and titles of individuals in charge of single-family housing loan areas listed below and
the number of employees working in those areas.

Area ‘ Name/Title of Individual(s) in Charge # Employees

Origination

Credit Evaluation

Property Valuation

Secondary Marketing

Delivery to Conduit
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2. Attach copies of CV’s for individuals in charge of areas listed above and for other key functional
staff. Include current positions and duties.

in] Attached

3. How are originators and housing loan agents compensated? Check all that apply.

Commission Only
Salary Only
Combination
Other (specify)

oooao

4. Who has vthe final authority to approve housing loans? Check all that apply.
Authorization Limits

Credit Manager
Loan Committee
Board of Directors
Other (specify)
Other (specify)

Oooo0oao

5. Is borrower’s salary re-verified?

o no o yes On. what percentage of loans?

IV. SINGLE-FAMILY SERVICING

1. List names and titles of individuals in charge of housing loan servicing areas listed below and the
number of employees working in those areas.

[4
<

Area Name/Title of Individlial(s) in Charge # Employees:

Loan Servicing

Reporting to
Conduit

Default Servicing
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2. Attach copies of CV’s for individuals in charge of areas listed above and other key functional staff.
Include current positions and duties.

m] Attached

3. Do you use a commercially available software package or an in-house computer system for
servicing?

o software package (specify name)
m] in-house system

4. What housing loan reports are provided by your recordkeeping system? Check all that apply.

Monthly trial balance for loans serviced for conduit

Monthly trial balance of loans serviced for total company
Daily cash receipts journal

Daily transactions journal

Customary delinquency and foreclosure reports

Running loan activity (loan history) report for individual loans

Oooo0OoOooaog

5. Do you have written procedures for:

Monthly installment collection
Delinquency control

Foreclosure and foreclosed properties
Cash controls

Adjustable rate loan procedures

ooooo

6. Describe the controls used in processing monthly installment collections and disbursements
(including reconciliations performed).

] Attached

7. Describe the controls used to monitor delinquency and monthly installment collections.

m] Attached
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V. CERTIFICATION

The undersigned specifically acknowledge(s) and agree(s) that: (1) all statements made in this
application are made for the purpose of becoming an approved lender for the Conduit; (2) they are
authorized to represent the lender in this action; (3) verification or reverification of any information
contained in this application is authorized by me/us, and the original copy will be retained by the
Conduit, even if the applicant is denied approval; (4) the Conduit, its agents, successor and assigns
will rely on the information contained in the application, and I/we have a continuing obligation to
amend and/or supplement the information provided in the application, if requested; and (5) the
Conduit, its agents, successor and assigns make no representation or warranties, express or implied,
to the lender regarding the outcome of this request for approval.

CERTIFICATION: I/we certify that the information provided in this application is true and correct
as of the date set forth opposite my/our signature(s) on this application and acknowledge my/our
understanding that any intentional or negligent misrepresentation(s) of the information contained in
this application may result in civil liability and/or criminal penalties.

NAME OF INSTITUTION:

Name and Title of Authorized Person

Signature ‘ , Date

Name and Title of Authorized Person

Signature Date

Name and Title of Authorized Person

Signature Date
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Instructions for preparing the Application For
Conduit Approval

I.  General Information

The General Information section is one of five required sections of the Application for
Conduit Approval. Note the following fields when completing this section:

1. Applicant Institution Name

If your company is using any other names for business purposes (also known as
"doing business as" or "DBA"), be sure to include them here and identify them as
DBA’s.

7. Active Affiliates '
By "active affiliates" we mean any parent company, subsidiary, or affiliate of your
company that does business in the financial services industry.

8. Are you a woman-owned applicant :

Your company is considered a woman-owned institution if at least 51 percent is
owned and controlled by women. If your company is publicly owned, at least 51
percent of its voting stock must be owned and controlled by women. Additionally, the
management and daily business operations must be controlled by one or more women.

11. Provide a brief narrative...

Specifically, what we’re looking for here is a history of your company’s key events
(e.g., when it was incorporated, when it began doing business in housing loans and
for how long, and any significant location changes) and its general scope (e.g., what
type of loans are you currently doing, what type you foresee doing, and any changes
you foresee in your market.)

13. Provide a copy of your audited, consolidated...

If your financial information is consolidated with that of any affiliates or subsidiaries,
you must also submit consolidating statements that will allow us to evaluate your
company’s financial condition separate and apart from all other companies.

14. Is your institution the subject of any litigation...

"Contingent liabilities" refers to any obligation (financial or service-related) for which
you are contractually responsible.
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II. Volume Information

The Volume Information section is one of five required sections of the Application
For Conduit Approval. When completing this section, pay particular attention to the
following: :

1. Originations

o For "Fiscal year 19 ", include the months covered if other than January

through December.

o "UPB" represents the dollar amount of the unpaid principal balance of each
housing loan.

o ~  For total housing loans closed, enter the number and UPB of the loans that
have been completely disbursed to the borrower. Please do not include loans
that are still in the origination process.

[O]

. Servicing

(o] For total housing loans serviced, enter the number and UPB of loans that you
are collecting EMI payments for.

3. Funding Sources
Funding sources are external providers (including related entities) that lend or provide

a temporary source of funds (e.g., ADB, USAID). If you are not using an external
source for this. purpose, leave blank.

ITI. Single-Family Origination and Credit Evaluation
The Single-Family Origination and Credit Evaluation section is a required section of
the Application For Conduit Approval. When completing this section, note the
following fields:

1. List names and titles of individuals in charge...

o "Origination” refers to the housing loan documentation file, including taking
the borrower’s loan application form.

0 "Credit Evaluation" refers to the analysis of risk, the determination of the
appropriate loan amount, and the setting of the terms and conditions, based
on a judgement of both the borrower’s creditworthiness and the forced sale
value of the real property that will secure the loan.
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o ~ "Property Evaluation" refers to the engineers or staff responsible for preparing
or reviewing the Uniform Valuation Form.

o "Secondary Marketing" refers to the sale of housing loans to the Conduit.

o "Delivery to Conduit" refers to the packaging and delivery of housing loan
documents and information to the Conduit.

IV. Single-Family Servicing

The Single-Family Servicing section is a required section of the Application for
Conduit Approval. Note the following fields when completing this section:

1. List names and titles of individuals...
o "Loan Servicing" refers to the ongoing management (e.g., collecting monthly
payments) of housing loans from the time of loan closing (disbursement) until

the time the loan is liquidated.

o "Reporting to Conduit" refers to the recordkeeping and reporting duties
associated with servicing mortgages that have been sold to the Conduit.

o "Default Servicing" refers to the management of housing loans that are in
various stages of default (delinquent, seriously delinquent, in foreclosure).

V. Certification

The certification must be signed by authorized person(s) of your institution before the
Application For Conduit Approval can be evaluated and processed.
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LOAN SERVICING GUIDELINES
Overview

During our visit to Sri Lanka we concentrated our efforts on establishing standardized
underwriting guidelines and documentation. However, based on discussions with HDFC,
SMIB, and Seylan Bank, there seems to be a lack of prudent loan servicing procedures.

Very little effort is made to follow-up on delinquent accounts (particularly the low-income
borrowers), and foreclosures rarely occur. There are cultural reasons for this phenomena, as
well as practical reasons, such as the lack of efficient mail and telephone systems. Unlike
many other countries, they seem to have the legal infrastructure in place (including the Parate
Execution), that provides the lenders (and hopefully, the secondary market investor) with the
ability to adequately protect their assets.

Current Procedures

Servicing in Sri Lanka basically entails collecting the monthly payment, which in many cases
is automatically deducted from the borrower’s salary. Payments are due by the last business
day of the month, after that a late charge can be accrued. They do not pay hazard insurance
or any other escrow disbursements. We discussed the need to consider this in the future, if a
secondary market develops, it will be important to mitigate risks such as fire loss, or liens
for back taxes.

In the case of HDFC and SMIB, they have worked to develop effective automated computer
systems to help manage this important aspect of the primary market. Their systems have the

- ability to track each individual loan and the cash transactions. It will be important to work
with them to develop appropriate management information systems and reports that will help
them manage their portfolios in a prudent manner, whether for themselves, or an investor. It
appears these systems allow them to post the borrower’s payments in a timely manner, which
will be essential in the development a good default management system.

The following information is provided to assist the primary market lenders improve their
current housing loan servicing policies, and provide areas of consideration in the
development of a secondary market in Sri Lanka. It may also help to identify specific areas
of training needed by the primary market lenders.

Organization of Manual
The attached manual is divided into two parts: (1) Roles and responsibilities of primary
lenders in loan servicing; and (2) Roles and responsibilities of a secondary market institution

as they pertain to loan servicing.

Each section suggests possible guidelines in the major areas of loan servicing as well as some
key decisions that may need to be made.
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ROLES AND RESPONSIBILITIES OF PRIMARY LENDERS
LOAN SERVICING

Purpose

The main rationality for establishing and maintaining prudent loan servicing guidelines is to
protect a valuable asset; mortgage loans. Whether that asset is sold to a secondary market
institution or held in a lender’s own portfolio, compliance with these procedures will help to
ensure an expected rate of return on that asset. An efficient servicing operation can also be a
significant source of fee income and can greatly enhance a company’s earnings. It also
provides the lender the ability to establish on-going relationships and a sense of loyalty that
may allow them to take advantage of cross-selling opportunities.

This manual will address the following key areas of prudent loan servicing:
1. Maintaining Mortgage Records

2. Collection of Monthly Payments

3. Reporting and Remitting to Secondary Market
4. Maintaining Insurance Coverages and any other Escrowed Items
3. Delinquency Management

MAINTAINING MORTGAGE RECORDS

Ownership of Mortgage  All mortgage papers and documents, tax receipts,

Files and Records insurance policies, insurance premium notices, ledger
sheets, payment records, insurance claim files and
correspondence, foreclosure files and correspondence,
current and historical computerized data files, and all
other papers and records of whatever kind or description
(whether developed or originated by the servicer or
others) that are reasonably required to service a mortgage
properly will be, and will remain at all times, the
property of the Conduit. Any of these records in the
possession of the servicer are retained in a custodial
capacity only.
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Custody of Mortgage
Documents The Conduit may take actual possession of certain legal

. mortgage documents, in other instances, the Conduit
may require the servicer to place the documents with a
qualified document custodian.

Types of Records - Accounting records related to mortgages serviced for the

Conduit must be maintained in accordance with sound
and generally accepted accounting-principles and in such
a manner as will permit its representatives to examine
and audit such records at any time.

Individual Mortgage Files The servicer must maintain an individual file for each

mortgage it services for the Conduit. The file must
include any papers or records that are required to service
the mortgage properly and any documents that attest to
the validity of the mortgage.

Mortgage Payment
Records The servicer must also maintain permanent mortgage

records for each mortgage. The servicer can develop its
own system to maintain these records as long as it can
produce an account transcript within a reasonable time
after it is requested.

Key Decision Points:

bl

Will the Conduit keep the Mortgage Bond and Loan Agreement or allow
servicers to keep them? Are there any other legal documents the Conduit may
want to keep?

What kind of storage facilities will be required for the Conduit and/or
servicers? .

If, or when, the Conduit begins issuing mortgage-backed securities,
consideration will have to be given as to whether document custodians will be
used. ‘

Audit guidelines and procedures will have to be established. ,

Does the Conduit want to create specific loan numbers created to use as an
identifier instead of the servicer’s loan number?

The Conduit may need to establish record reténtion guidelines that address
microfilm vs. original copy, length of time servicer needs to keep certain types
of records, and the retention of files for liquidated mortgages.
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COLLECTION OF MONTHLY PAYMENTS

One of the primary services provided by mortgage servicers is the ongoing collection of
mortgage payments from borrowers, which may include both scheduled and unscheduled

payments..

Processing Scheduled
Payments '

Processing Partial
Payments

A scheduled payment includes funds that are due to be
applied toward principal, interest, and any required
escrow deposits. Whenever a scheduled payment is
received, the servicer should apply the funds in
accordance with the terms of the mortgage bond and/or
loan agreement.

When more than one payment is received, each month’s
payment should be applied separately.

For a variety of reasons, borrowers occasionally make
less than a full mortgage payment. In the case of a
partial payment, the servicer has the option of returning
the payment to the borrower or holding it as "unapplied
funds" until they receive the additional funds due to
make a full payment. We recommend not sending the
payment back to the borrower. Instead, consider the
amount of the shortage and contact the borrower to
determine whether there are special circumstances to
consider (such as illness or temporary loss of income).
Then the servicer can decide how best to handle the
partial payment, making sure to inform the borrower in
writing of its actions and the reasons for them.

If a partial payment is received for a delinquent loan, the
servicer will need to consider whether accepting the
partial payment could jeopardize any more serious
collection actions or foreclosure proceedings.

If a payment is received for the full amount of interest,
principal, and escrow deposits, but short any late charges
due, the servicer should not return the payment. The late
charges can be billed, if the borrower does not pay them,
they can be collected -at the time the loan is paid in full.
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Processing Excess
Payments

Escrow: Accounts

Payments in Full

Sometimes borrowers make payments in excess of the
scheduled payment amount. The borrower needs to
inform the servicer whether they are making more than
one monthly payment or if the excess should be applied
to reduce the unpaid principal balance of the loan.

If the borrower does not inform the servicer of how the
proceeds should be applied, they should hold the monies
in "unapplied funds" until they can contact the borrower
and determine how they should be applied.

Additional principal payments (also called "principal
curtailments") are the most common form of excess

payments. These may be applied to the principal as

long as the mortgage remains current.

(The Conduit will need to determine if it will allow
the servicer to modify the terms of the mortgage
documents by changing the term of the loan

or payment amount based on curtailments that
substantially reduce the unpaid principal balance)

An escrow account is a trust account in which a portion

- of a borrower’s monthly payment is deposited so that the

servicer has funds available to pay property taxes,
insurance premiums, and other bills that help maintain

" the security of the property.

(This is an area that the Conduit and/or lenders will
need to spend considerable time to develop its policies
and guidelines, see Key Decision Points for types of
issues to be considered.)

When a borrower intends to pay off a loan prior to the

- mortgage term stated in the mortgage documents, the

servicer must make sure that the final payment is enough
to satisfy all principal, interest, and any advances or
outstanding fees.

(Lenders will need to determine the correct
calculation of interest at the time of payoff)
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Apart from determining the final interest amount due,
there may be other funds to consider (such as escrow
deposits or unapplied funds) when calculating the payoff
balance. The preferred method is to reduce the final
payoff balance by the amount the servicer is. holding for
_the borrower.

Key Decision Points:

1.

w o

Ensure that the legal mortgage instruments require the scheduled monthly
payments be applied in the way desired by the Conduit and in accordance with
all Sri Lankan laws.

Specify the correct interest calculation pursuant to mortgage documents.
Ensure mortgage documents allow for collection of all outstanding charges

at time the loan is paid in full.

Confirm or establish prepayment penalty and insert in proper portion of
manual. Also, confirm that legal documents support the assessment and
collection of prepayment penalties.

Develop policy for modifying loan terms based on substantial prepayment

of principal payments. (Particularly important if MBS are issued).

Develop guidelines and policies in regards to escrow accounts. The following
questions would need to be answered: 1) what things would be escrowed;
taxes, insurance (life or hazard)? 2) do legal documents allow for collection
of these funds? 3) are servicers liable if they do not make payments on time
and penalties accrue?, who will pay the penalties? 4) will escrows be required
on all loans or just under certain conditions? 5) will servicers be required to
keep escrow funds in a separate bank account than funds for principal and
interest? 6) what happens if there is a shortage in the individual borrowers
account to pay the bill, will the lender. advance the funds and collect it through
an increase in the monthly payment, or will the borrower have to send the
additional funds? 7) what happens when there is a surplus in the account, is it
returned to the borrower or applied to the principal balance? 8) what kind of .
year-end analysis will the servicer be required to provide to the borrower to
show what items were paid, when they were paid, and how much was paid?
Determine the correct calculation of interest that should be collected on a

loan at the time of payoff.

REPORTING AND REMITTING TO SECONDARY MARKET

Loan servicers have a responsibility .to maintain a sound, mutually profitable relationship
with investors. They must report current loan and MBS pool balances (if appropriate) to the
secondary market institution each month. They remit cash flows (from the mortgages
serviced), and report on any changes in loan status (interest rates, payment, etc.).
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This area will require a significant amount of time and financial resources on the part of the
Conduit and primary market lenders to develop a system that can grow with their evolution
from the primary to the secondary market. As it would be impossible to provide guidance on
this aspect of its transformation, we have chosen to provide information on Fannie Mae’s
current system, which might help in the development process.

LASER is Fannie Mae’s core Investor Reporting system for loan-level information from
inception through pay-off or foreclosure. The main functions of LASER and the staff in that
area include:

n - To ensure the integrity of loan information on the LASER database

n To monitor and enforce the timely cash remittance and reporting of loan
information on the portfolio loans and MBS pools

L To analyze mortgage documents and ensure that corrections are made by the
servicer and LASER as appropriate

= Providing feedback to lenders

= To feed loan information to other critical business functions such as portfolio
' management, REMIC (capital markets), and general ledger

u To train lenders on when to remit, report and reconcile their mortgage
portfolio

Loan level detail for about 9 million loans currently resides on the LASER database. This
includes loans in our portfolio as well as MBS pools. This system has been enhanced
significantly over the past 10 years, at times with significant pain to both Fannie Mae and
our lenders. We have learned many valuable lessons that can be shared in this regard.

There are many considerations that need to be made at the inception of your development,
such as:

1. Do you anticipate needing reporting and remitting capabilities for both cash
and MBS loans?

2. Will you have different reporting requirements for each?

3. What types of input will you accept from the servicers (i.e., magnetic tapes,
CPU-to-CPU, software applications developed by the Conduit, or hard-copy?

4. Will service fees be deducted from remlttances to the Conduit or sent back to
servicer after processing?

5. How often will servicers remit monthly cash flow (daily, weekly, monthly)?

6. In what form will remittances be sent to the Conduit (check, wire transfer)?
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10.

11.

What is the appropriate number of staff needed by the Conduit to monitor and
process the reports and reconcile cash that is sent by servicers? (FYI- LASER
technicians manage about 38 lenders and approximately 150,000 loans each)
Will the Conduit send turn-around reports to the servicers to ensure that it’s
records and that of the servicer are in synch? This will be especially critical if
the Conduit begins issuing MBS pools.

What will be the computer and communication capability requirements for the
Conduit and its servicers? Will this be a criteria to become an approved
lender? ‘

How much loan level data does the Conduit want to capture at the time a loan
is purchased? : ’

How will servicers be trained on these requirements and procedures? How will
Conduit staff be trained? -

Will custodial accounts be required to segregate funds collected for the
Conduit from other funds the servicers have?

The following is an overview of the policies and guidelines Fannie Mae has established for
cash remitting, reporting and reconciliation to minimize financial risk.

Reports ' LASER facilitates reporting to Fannie Mae by accommodating various

types of automated input, including magnetic tape, CPU-to-CPU, and
MORNET (our nationwide communications network with various
applications). Due to the volume of loans being serviced for Fannie
Mae, most of our lenders utilize a service bureau that submits the
monthly reports to Fannie Mae based on the information in the lenders
database. Some of the larger service bureaus utilized by our lenders
are: CPI, Datalink, and Lomas. There are. many small PC based
systems as well. This helps the lender (particularly the smaller lenders)
by not having to have a department that specifically deals with
programming and producing the required reports for the secondary
market institutions. In most cases, our lenders are servicing for more
than one investor.

Servicers must report loan activity to us monthly for each loan they
service. All the required reports must be submitted in an automated
fashion (this may not be necessary in Sri Lanka). There are some
additional reporting requirements for MBS pools.
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Reporting
Dates

Actual/
Actual

Scheduled/
Actual

At Fannie Mae we have different reporting cutoff and reporting dates
for different types of remittances. The type of remittance is usually
dependent on the type of loan they are sending to Fannie Mae. Loans
sold to us for cash can be serviced under the Actual/Actual or
Scheduled/Actual remittance types, the lender chooses the option at the
time they sell the loan to us, there are pricing and servicing
implications that determine the lender’s choice. MBS loans are sold and
serviced under the Scheduled/Scheduled remittance option only. A brief
description of each remittance type follows this section.

For Actual/Actual (A/A) loans, the servicer’s remittance is based on
their actual collections. They send the actual amount of interest (at the
pass-through rate) and actual amount of principal collected from the
borrowers. We require that lenders send us the remittances at least
monthly, but anytime throughout the month if their collections exceed
$2,500. For most of our lenders, this means they are remitting under
A/A daily. They call in the funds when they need to remit, and Fannie
Mae drafts the funds from their account the next day.

For Scheduled/Actual (S/A) loans, the servicer’s remittance is based on
the scheduled interest and actual principal collected. The principal they
remit is the amount of all principal collected from borrowers during the
month. The amount of interest is based on the ending unpaid principal
balance reported to Fannie Mae in the prior month, regardless of the
amount of funds collected by the borrowers. If a S/A loan becomes
delinquent, the servicer pays the interest due even though they have not
collected it. However, if a loan remains delinquent for three
consecutive months, in the fourth month Fannie Mae automatically will
reimburse the servicer for the three months advanced interest. The
fourth month will be reimbursed when the loan is reported with the
proper liquidation code. In the case of payments in full, the servicer
remits to Fannie Mae 15 days of interest regardless of which day
during the month the loan is paid off. Lenders call in the amount to be
remitted on the 20th of the month, and Fannie Mae drafts the funds
from their custodial account. '
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Scheduled/
Scheduled

For Scheduled/Scheduled (S/S) loans (MBS loans), servicers must send
two types of monthly remittances to Fannie Mae--the P&I remittance
and the guaranty fee. The remittance of P&I is based on when
payments are due rather than when they are collected. The servicer
must remit both principal and interest to Fannie Mae for delinquent
loans even though they may not collect them from the borrower.

If a borrower prepays an installment, a servicer will hold the entire
prepayment amount until the payment is due. However, unscheduled
principal collections (payments in full and curtailments) must be
remitted in the month following collection. A servicer can use the
prepaid funds to offset any delinquencies they may need to advance.

For loans in a MBS pool, the servicer must also remit a guaranty fee.
The guaranty fee is compensation due Fannie Mae for guaranteeing the
timely payment of scheduled principal and interest to the MBS holders
and should be paid with a lender’s corporate funds. To calculate the
guaranty fee, multiply the beginning scheduled unpaid principal balance
by the guaranty fee rate that is stated in the MBS pool purchase
contract and divide by 12.

MAINTAINING INSURANCE COVERAGES AND OTHER ESCROWED ITEMS

As it was stated in a previous section, the Conduit will need to determine the types of
insurance it may require as well as any other items that may appropriately be escrowed. We
have established that it is important to safeguard the interest that investors, lenders, and
borrowers have in mortgaged properties. One of the most important safeguards in the US is
hazard insurance. The following describes Fannie Mae’s requirements for hazard insurance:

Purpose

Hazard insurance provides coverage that compensates for physical
damage to a property by fire, wind, or other natural disasters. (It
generally does not cover flood, earthquake, mudslides, sinkholes, and
other types of hazards that typically require special coverage or an
endorsement to the homeowner’s policy.)

Policies must protect against loss or damage from fire or other hazards
included in standard extended coverage endorsements. The coverage
should provide for claims to be settled on a replacement cost basis.
Although borrowers may select their own insurance carriers, it is up to
the servicer to ensure the policy and carrier meet Fannie Mae’s
requirements.
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Eligibility
Requirements

Amount of
Coverage

Mortgage
Clause

Each hazard insurance policy must meet one of the following
eligibility criteria:
0 a "B’ or better general policyholder’s rating Best’s Key Rating
. Guide; '
o] a "6" or better financial performance index rating in Best’s Key
- Rating Guide;
o) an "A" or better rating from Demotech Inc.;
0 . coverage provided by Lloyd’s of London; or
o coverage under a FAIR plan, if it is the only coverage available

at a reasonable cost.

We also accept policies from insurers that do not have any of these
ratings if they are covered by reinsurance with a company that does
meet our requirements.

When determining the amount of coverage, a servicer would choose the
lesser of the two amounts: :

o 100 percent of the insurable value of the improvements as
established by the insurer; or

o the unpaid principal balance of the mortgage, as long as it
equals at least 80 percent of the insurable value of the
improvements.

The maximum deductible clause should be the lesser of $1,000 or one
percent of the face value of the policy, unless a higher amount is
required by state law.

All policies for properties that secure first mortgages must contain a
"standard" or "union" mortgage clause in the form that is customarily
used in the area in which the property is located. We do not require
that Fannie Mae be named in the mortgage clause, unless the coverage
would be impaired otherwise.

If we are named in the mortgage clause, it should read "Federal
National Mortgage Association in care of " (insert name and
address of servicer). If we are not named in the mortgage clause, the
servicer’s name should be followed by the phrase "its successors and
assigns." .
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Coverage
Changes

Paying of
Premiums

Handling
a Loss

A change in circumstances may require a change in the hazard
insurance coverage on a loan being serviced. For example, should a
property become vacant, a homeowner’s policy would require an
endorsement to change it to a fire and extended coverage policy. It is
incumbent on the servicer to keep track of the circumstances and
insurance needs of each mortgage being serviced in order to respond to
any changes. '

It is the responsibility of the servicer to make sure that hazard
insurance premiums are paid. This can be done through an escrow
account that the servicer maintains. If this is not paid through an
escrow account, we require the lender to make sure the borrower has
paid the premium themselves. If the borrower has not paid, and once
contacted still does not pay, we will ask the servicer to advance the
payment and collect it from the borrower.

Most losses due to fire or other hazards are covered by insurance, but
some--such as losses due to earthquakes, tornadoes, and other natural
disasters--are not covered.

Insured Losses- in dealing with damage or loss that is covered by
insurance, the servicer has a number of responsibilities.

As soon as a servicer learns of a loss, they contact the borrower in
order to get complete details on the damage and discuss plans for
repairs. If they cannot contact the borrower, they must assess the
damage and the required repairs and obtain a "scope of loss" statement
from the insurance carrier on their own.

They also must make sure a proof of loss statement is filed with the
insurance company within the required time in order to prevent delays

in payment of the insurance claims.

Typically, they would:

o help the borrower obtain bids to repair the property;

o review and approve the final plans for the repairs;

o monitor the repairs to see that they conform with the
approved plans;

o obtain the proper lien releases; and
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0 disburse the insurance proceeds. If the repairs are extensive,
they may consider making partial payments as each part of
the repairs are completed.

In addition, in certain circumstances they need to submit a Report of
Hazard Insurance Loss (Form 176) for approval to the Lender
Administration Department of their regional office. This report is filed
when: ‘

0 the property is in the foreclosure process;

o] the property has suffered a near total or total loss; "

0 the insurance proceeds are greater than the cost of
restoring the property to is original form; or

o  they believe the insurance proceeds should be applied

to the mortgage debt rather than to repair the property.

Uninsured Losses - An investor cannot always protect themselves from
an uninsured loss, such as those caused by natural disasters. In such
cases, we ask the servicer to work with the borrower to determine the
extent of the damage and develop plans for repairing the property.
They also need to secure the property if it is abandoned, and report it
to Fannie Mae.

A servicer may have to advance funds from its own account to pay for
the repairs. They may also request an advance from Fannie Mae. If the
damage is extensive, the servicer may agree to a reasonable forbearance
plan or modification that the borrower proposes, as long as they are
consistent with our requirements.
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DELINQUENCY MANAGEMENT

Overview. By establishing and maintaining effective collection procedures, a servicer can
“increase the chances that borrowers will demonstrate good payment habits. It is our
‘experience, by establishing contact with the borrower early in a delinquency, carefully

evaluating the borrower’s circumstances, and making available the types of options offered
by Fannie Mae, they can resolve many delinquencies before they become incurable.

Based on several publications we provide to our lenders, this section provides the following:

the components of an effective collection system;

ideas for decreasing delinquencies from borrowers;

collection procedures to use during the first 90 days of delinquency; and
options Fannie Mae makes available to assist deserving borrowers in current
delinquencies, and guidance as to when it is appropriate to use them.

© 0 0O

Components of an effective collection system. Fannie Mae provides its servicers guidelines
for a prudent collection system. However, we recognize that it should be flexible enough to
allow lenders to vary their approach based on the needs and circumstances of their individual
borrowers.

An effective collection system should provide for prompt intervention. It is important to
address a one-payment delinquency immediately to prevent it from becoming more serious.
Early contact with the borrower gives the servicer more time to reach an acceptable
agreement with the borrower to cure the default. If agreement cannot be reached, we
encourage servicers to try to sell the property before foreclosure proceedings are initiated.

A good collection system should include all of the following:

o an accounting system that immediately alerts the appropriate department when a
mortgage is delinquent;

o a collection staff that is familiar with the procedures and requirements of the
secondary market;

o counseling procedures to advise borrowers on how to avoid or cure delinquencies;

o guidelines for the individual analysis of each delinquency; ‘ '

o] procedures and adequate controls for sending delinquent notices, assessing late

charges (if appropriate), returning or crediting partial payments, maintaining
collection histories; :

o management review procedures to evaluate both the borrower’s actions and the
collector’s efforts before a final decision is made to accept some form of repayment
arrangement or to start liquidation proceedings; and

(o] a method for comparing a servicer’s own delinquency and foreclosure ratios with that
of other lenders.
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Strategies for preventing delinquency

Welcome Letter

Sending each new borrower a welcome letter soon after the mortgage is closed can be
an important first step in ensuring prompt monthly payments. In addition to
- welcoming the borrower, an effective welcome letter should do the following:

stress that each payment is due on or before the due date,

emphasize the importance of paying on time,

describe the method of payment, and

discuss the consequences of late payments without sounding threatening.

© 0 00

Automatic Payvment by Emplover

It seems that a large number of employers pay the EMI directly to the lender.

This certainly minimizes the risk of default, as long as the employer is solvent and
the borrower continues in their employment. This is a very sound strategy to
prevent delinquencies.

Late Charges

(Lenders should insert the late charge policy as stated in its legal documents)
Collection procedures

The aim of a collection system is to bring each delinquent mortgage current as
quickly as possible. A servicer’s collection system should provide for consistent
contact and follow-up with delinquent borrowers, especially in the first 30 days of
delinquency. : :

A servicer’s collection system must meet at least Fannie Mae’s minimum
requirements for contacting delinquent borrowers using late notices, telephone
contact, letters, face-to-face interviews, and property inspections during the first 90
days of delinquency. However, we recognize that the servicer is in the best position
to determine what is the best method to contact a given borrower during the various
stages of delinquency. We also require servicers to document all collection efforts
(preferably using a collection card or on-line system, and make them a part of the
mortgage loan record.)

Late notices

There are two types of late notices--the payment reminder notice and the late payment
notice.
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Payment reminder notice - A payment reminder notices alerts borrowers that the
servicer has not received the EMI and reminds them that a late charge will be
assessed if it is not received prior to the end of the grace period. Sending a prompt
reminder notice is particularly useful in promoting good payment habits among

new borrowers. We recommend sending this notice when the EMI is 7 to 10 days
overdue. Late payment notice - If a payment is not received prior to the end of the
grace period, the servicer should send the borrower a late payment notice. This notice
should advise the borrower that a late charge is now due in addition to the scheduled
payment. If the mail system is not efficient, the lender may consider using branch
offices or others to deliver the notice in person.

Telephone contact

Telephone calls can be an inexpensive way of contacting delinquent borrowers and
can be highly effective when used properly. If not sooner, the lender should initiate
telephone contact with a delinquent borrower between the 17th and 20th day of the
delinquency. However, earlier telephone contact--between the 7th and 10th day of
delinquency--may be warranted for a borrower with a history of paying late.

During the telephone call the servicer should determine the reason for the delinquency
and try to gain the borrower’s commitment to bring the mortgage current at once. Be
sure to obtain a commitment to pay a specific amount by a specific date. Then, if the
payment is not received by the date promised, the lender will have a definite follow-
up date to call the borrower back.

If the borrower has a legitimate reason for not having made the payment, the lender
. should get the borrower’s commitment to bring the mortgage current as soon as
possible. If appropriate, the lender should discuss the various relief provisions and
workout plans.

Letters

An individually prepared letter is usually more effective than a form letter and is the
preferred approach after the 20th day of delinquency, especially with borrowers who
frequently make their payments late.

.

Face-to-face interview

Once a mortgage has become 50 to 60 days delinquent, the servicer should arrange a
meeting with the borrower. Every effort should be made to meet with the borrower to
discuss the delinquency at least once before foreclosure proceedings would be
initiated. Throughout the interview, the lender should make sure their attitude in non-
threatening and their approach is in line with industry practice and does not violate
any laws.
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Property inspection

Before the 60th day of delinquency, the servicer should inspect the property to ensure
that it is being properly maintained. (They may want to combine a meeting with the
borrower with an inspection of the property). The property should be inspected
periodically until the mortgage is brought current, or it is referred to foreclosure.
(Once in foreclosure we require servicers to inspect the property monthly).

We require the servicer to inspect the property before granting any relief provision.

Emergency repairs - if during the inspection, the lender determines the need for
emergency repairs to protect the investor’s security, they must advance the funds
necessary to pay for these repairs. They would then arrange for the borrower to repay
these funds, either in installments or as part of the full amount required to reinstate
the loan. We would reimburse the lender for any out-of-pocket expenses.

Vacant property - if the inspectibn reveals the property is vacant, the lender must take
the following actions immediately: ' :

1. Contact the borrower to find out the reason for the vacancy and whether the
borrower intends to make further payments.

2. Make the necessary arrangements ta secure the property to the extent allowed
by local laws.

3. Contact the hazard insurance company to notify them that the property is
vacant and to verify that the sufficient coverage is being maintained.

4. If it is apparent the borrower has abandoned the property and has no intention

of making further payments, initiate foreclosure action immediately.
Resoiving Delinquencies
Evaluating individual circumstances
The servicer should evaluate the individual circumstances of a’ delinquency as early as
possible. That will help to determine the best approach for resolving it and increase

the chances that it will be cured and not become a foreclosure. In assessing a
delinquency the lender should try and determine the following:

= the reason for the default,

= whether the delinquency reflects a temporary or permanent condition,
and

= the borrower’s attitude toward the debt.
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What is the reason for the delinquency?

o the borrower is either able to pay but will not, or is willing to pay
but cannot

Very often it is difficult to determine which of these two situations apply. It requires
the lender to sort out facts from excuses and use effective questioning techniques
and listening skills during their contact with the borrowers.

Is the reason for delinquency temporary or permanent?

The answer to this question will determine whether it is better to offer a workout
plan, even if it is early in the delinquency, or consider relief provisions.

What is the borrower’s attitude toward the debt?

Finally, the lender must determine whether the borrower is acting in good faith. The
previous contact with the borrower, as well as the past history with this borrower,
should help the lender to make this decision.

Strategies for curing delinquencies

Accepting partial payments

A servicer should accept a partial payment and hold it as unapplied funds if the
borrower

o has a good attitude toward the mortgage obligation,

o is not habitually delinquent,

o] does not have a history of remitting checks that are returned for "insufficient
funds", and :

0 can pay the balance of the payment within the next 30 days.

Obtaining assignment of rents

For delinquent mortgages secured by property that is being rented, a lender should
determine whether enforcing an assignment of rents provision would be appropriate.
Generally, the rental income can be applied toward the delinquency if

o the mortgage provides for an assignment of rents,
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other arrangements to repay the delinquency cannot be made,
local laws allow for the collection of rents under these circumstances, and

this action will not result in new rights for the occupants that might affect
the ability to foreclose at a later date.

Reapplying principal curtailments

A delinquent borrower who has previously made additional principal prepayments to
reduce the mortgage balance may ask the servicer to reapply these to cure a
delinquency. This cannot be done for a loan in a MBS pool.

Principal prepayments may be reapplied if

(o]

0

the borrower requests this in writing,

the reapplication of principal does not result in a higher mortgage balance than
it would have been if the original amortization schedule had been followed,
and

the borrower agrees to pay any additional funds needed to cure the
delinquency. The servicer may choose to combine the reapplication of
principal with other relief provisions or consider modifying the loan.

Counseling services

Delinquent borrowers should be informed if any homeownership counseling services
are available to assist delinquent borrowers with their debt management problems.

Key Decisions Points:

1.

Hw

Establishment of late charges in legal documentation, and all consumer
material.

Development of technology to help lenders establish prudent collection
systems. ,

Providing adequate training to lenders on delinquency procedures.
Development of delinquency reports to calculate delinquency and foreclosure
ratios.

Review the provision for assignment of rents in legal documents.
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Granting relief provisions
When to offer a relief provision

The granting of a special relief provision is a more formal approach to helping
resolve a delinquency. This step may be taken if the strategies suggested previously

- do not cure the default, or the servicer may determine this step should be taken
immediately, based on the circumstances. If a servicer believes a borrower should be
granted relief, they should take these steps:

o] explain the relief provisions and the borrower’s responsibilities under each;

o obtain from the borrower any financial information needed to development a
repayment plan; and '

o] make sure the borrower understands the agreement, including the consequences

of not meeting the terms of the proposed repayment plan.

Generally, a servicer should meet with the borrower before executing a formal relief
plan.

We will look at four relief provisions: temporary indulgence, liquidating plan, special
forbearance, and military indulgence.

TEMPORARY INDULGENCE

A servicer may grant the borrower a 30-day grace period if they believe the borrower
can bring the mortgage current in that time frame.

A temporary indulgence may be appropriate in any of the following situations:

o A sale or rental of the property is pending.

0 An insurance settlement is being negotiated.

o Assistance from a social services agency or family member has been arranged,
but the borrower has not yet received the funds.

o Additional time is needed to formalize a repayment plan under another relief
plan. '

o One or more payments were lost in transit and need to be traced.

0 Time is needed to reapply previous principal prepayments.

LIQUIDATING PLAN
Under a liquidating plan, the borrower agrees to make payments in addition to their

regular monthly payment to cure the delinquency. This may be appropriate when the
borrower has experienced a temporary hardship that no longer appears to be a
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problem. If the delinquency involves fewer than three monthly payments, the servicer
can reach an oral agreement, and document the mortgage and/or collection records.
A formal written agreement should be done if three or more monthly payments are
due. The agreement must state the terms of the repayment, including the amount due,
payment dates, and the date the delinquency will be cured.

The terms for repayment may include:

monthly payments that are multiples of the regular installment,

regular payments one month and multiple payments the next,

payments to be made more often than monthly, or

any other variation in the timing or amount of the payment that will cure
the delinquency in the shortest possible time.
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SPECIAL FORBEARANCE

Special forbearance is a written agreement to reduce or suspend a borrower’s monthly
payments for a specific period (usually no longer than 18 months from the date of the
first reduced or suspended payment). After that, the borrower must resume regular
monthly payments as well as pay add1t10na1 funds toward the delinquency at scheduled
intervals.

~ Special forbearance should be used in situations in which a borrower is experiencing a
- temporary reduction in income or financial hardship but expects at a later date to be
able to resume regular payments and pay additional amounts to cure the delinquency.
It may be appropriate when the delinquency is the result of

a borrower’s death or the death of a contributor to the monthly payment,
illness or natural disaster the borrower is not insured for,

a substantial reduction in income that the borrower could not prevent, or
some other unusual circumstance that can be documented and would
warrant such a relief provision.
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A special forbearance agreement must always be in writing. It should clearly set out
the period of reduced or suspended payments, the schedule for making additional
payments when the borrower resumes regular monthly payments, and the date on
which the forbearance will end.

Special forbearance to facilitate a sale
Delinquent borrowers who have substantial equity in their property may want to sell
the property to avoid foreclosure and the resultant loss of their equity. A special

forbearance may be granted while the property is being sold. However, the
forbearance agreement must include the following:
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o the terms and requirements for paying off the mortgage upon sale of the

property, and

o a provision that permits the servicer to initiate foreclosure proceedings at the
end of the forbearance period. if the property has not been sold.

MILITARY INDULGENCE

In the US, military indulgence is available to borrowers in the military service who
qualify under terms of the Soldier’s and Sailor’s Civil Relief Act. This Act also
provides protection and relief to civilians who are mobilized into the military. Lenders
should investigate whether any similar laws exist in Sri Lanka that may allow

_ servicers to provide relief to members of their armed forces or civilians.

Summary

As daunting as the establishment of, and the on-going maintenance of such extensive loan
servicing procedures may seem, we can not recommend too strongly their importance. Our
history has borne out the value of each and every one of these guidelines. We have found
that a prudent underwriting and quality control system coupled with fiscal servicing
procedures will serve to create a valuable asset in mortgages, as well as a viable source of
income for mortgage lenders and the secondary market. '

A well managed servicing operation has the potential for income in a number of ways, some
of these that could be explored include:

Service Fee

Ancillary Fees

Late Charges

As it has been stated, it is critical that the secondary market
develop a fair and equitable service fee that provides the
incentive to service loans in the most efficient manner, and
adequately protect the assets of the secondary investor. It will be
necessary to determine the actual cost to servicers to provide the

- services being set by the secondary, and build-up a service fee

with that as a component.

As the housing finance system in Sri Lanka matures there may
be an opportunity for servicers to charge fees for transferring
titles of properties (assumptions), payoffs, providing copies of
mortgage documents, etc.

If the legal mortgage documents allow for it, this can be a
substantial source of income for servicers. An efficient
collection system will maximize this opportunity. Also, many
lenders in the US pay their collection staff a commission based
on the amount of delinquent payments they are able to collect,

62



Valuable Asset

as an added incentive. - This also raises the caliber of staff that
can be attracted to this critical function of a servicing operation:

By managing their mortgage portfolio in the most prudent
manner, a lender is creating an asset that others may be
interested in purchasing. One of the evolutions of the housing
finance system in the US, is the very active market that has
been created for buying and selling the servicing rights to

-mortgages. The loans that are sold to the secondary market

carry an even higher premium. This may be a logical outcome
of the maturation of the housing finance system in Sri Lanka, as
well. This is dependent on having standard servicing practices in
place.

Another source of income can be derived from a lender’s
relationship with their banker. This would be most likely in the
case of a mortgage banker, not a commercial bank. In the US,
the banks will pay lender’s a compensating balance because of

- the large amounts of funds that are deposited into their

institution (the mortgage payments). The deposit of escrow
accounts and other funds provides additional sources of deposits
for banks and they may be willing to provide a benefit to a
mortgage lender to try and attract these funds.

Lastly, a significant source of income can be earned on the
"float" opportunity a primary lender has. For the period of time
between when the borrowers make their payments to the lender,
and when the lender must pass through the remittance to the
secondary market, the lender should be earning interest on those
funds, or "float". As a lender’s portfolio grows, the amount of
this income should increase as well. Again, this seems most
appropriate for a mortgage banker, but even a commercial bank
may consider booking entries internally to provide value to the
mortgage operation of the bank.
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ROLES AND RESPONSIBILITIES OF SECONDARY MARKET INSTITUTION
LENDER ADMINISTRATION

Purpose

The fundamental roles of a secondary market institution in terms of loan servicing pertain to
lender administration. It monitors a lenders compliance with its servicing and reporting
requirements, performs audit functions, approves lender applications, analyzes and monitors
“delinquency and foreclosure information, and supervises and helps lenders when there are
servicing, reporting, or financial problems.

This manual will address the following key areas of lender administration:

1. Approval of New Lenders
2. Audit functions and Cash Management
3. Monitoring of Delinquency and Foreclosure Trends

APPROVAL OF NEW LENDERS

One of the primary roles of the secondary market is to establish guidelines for participation -
by the primary market lenders, and the development of procedures to ensure their continued
eligibility. This requires a review of a lender’s total operation to determine their ability to
honor the terms of any Contract you would bring forth.

Lender Standards and an Application for Conduit Approval have been distributed in Sri
Lanka.

It will be necessary to develop a Mortgage Selling and Servicing Contract to establish
approval and the basic legal relationship between a lender and the Conduit, and provide
terms and conditions for selling and servicing housing loans.

AUDIT FUNCTION AND CASH MANAGEMENT

We monitor the performance and on-going eligibility of our lenders in a number of ways. A
significant number of our regional and home office staff are dedicated to this aspect of our
business. We accomplish. this by receiving annual reports and certifications as well as
conducting on-site visits and reviews. An integral part of our overall strategy is to provide
high-quality training programs to our lenders, particularly in the areas of loan servicing and
cash management. By providing class-room and individual training, we hopefully can help
lenders to establish policies and procedures that will adhere to our guidelines, in a much less
confrontational manner than an audit.
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Financial Statements

Annual Certifications

Servicing Reviews

Within 90 days of its fiscal year-end we require approved
lenders to submit annual financial statements to Fannie
Mae. This is the primary way we ensure lenders continue
to meet our net worth requirements.

Each year, an updated Lender Record Information and
Authorization for Verification of Credit and Business
References must be submitted with the annual financial
statements. This provides information that ensures
lenders continue to meet our eligibility requirements and
includes several certifications.

One of the responsibilities of a secondary investor is to
routinely audit the performance and records of the firms
that manage its assets. We try to audit at least once every
18 months the servicing operations of our lenders. Our
lender administration reps in the regional offices are
trained to conduct these audits, as well as our internal
audit staff in the home office. We conduct the following
three types of reviews:

o Full servicing review
o Compliance review
o Desk review

Full Servicing Review- this is a comprehensive, "full
blown" audit. We usually send 1-2 people to spend 1-2
weeks in the lender’s office to complete this audit. A
lender does not usually get selected for this type of audit
more than once every two years or so, unless we suspect
a problem. This would cover the written procedures, and
sample reviews of the lenders records in the following
areas:

-Escrow administration

-ARM loan servicing

-Default administration (collections, bankruptcies, loss
mitigation, foreclosures, real estate owned
administration)

-LASER reporting/remitting requirements

-Custodial accounts administration

65



A written report of the audit is sent to the CEO of the lender as well as many departments
within Fannie Mae. The regional lender administration staff works with the lender to clear
any outstanding audit findings, and sends a written confirmation when the audit if completely
cleared. If the findings were serious, the lender may be suspended from selling any new
loans to us, until the findings were cleared. In the most extreme cases, which is very rare,
we would terminate a lender from being an approved lender, and move the servicing
portfolio to another approved lender.

Compliance Review - this is a less comprehensive, more
focused review. This is usually conducted by one person
from our regional lender administration staff, and
conducted in the lender’s office. It usually takes 1-3 days
to complete. The areas that would be reviewed include

0 LASER reporting remitting
-monthly reports for A/A, S/A, and S/S
o LASER reconciliations

-Portfolio reconciliations
-Shortage/Surplus reconciliations
-Pool-to-Security (MBS Pools)

0 Custodial account administration
-establishment of custodial accounts
-appropriate internal records
-reconciliation of internal records with
custodial accounts

A written report is submitted to the servicing management of the lender and distributed to
many departments within Fannie Mae. The regional lender administration staff works with

the lender to clear any outstanding audit findings, and sends a written confirmation when the -
audit if completely cleared. If the findings were serious, it may generate a more serious audit
or the imposition of some type of penalty or sanction.

Desk Review - this review is done by the regional lender
administration staff in Fannie Mae’s office. By reviewing
internal reports and documents requested from the

lender, the rep is able to assess the lenders performance
in a number of areas. A written report is submitted to the
lender. Any serious findings would automatically trigger
a more extensive audit or visit.

Disciplinary Action In the rare instances, it is determined that a lender is not
- fulfilling its responsibilities, we may choose to enforce
some form of disciplinary action. The main types of
action we take is:
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o Warning
-Informal warning - verbal
-Formal warning - written

o] Suspension (from selling and/or serv1c1ng)
-Short-term-not as serious
-Formal suspension - more serious

o} Termination
-Without cause
-With cause

Imposition of Penalty

Fees We may charge penalty fees for an action a lender took--
or failed to take--in a specific situation. At other times
the penalty fee relates to the impact the servicers action
had on our cashflow. There are a variety of fees we can
impose when we feel it will serve to give the lender a
financial incentive to improve its performance.

MONITORING OF DELINQUENCY AND FORECLOSURE TRENDS

There are many advantages to the relationship established between the primary and secondary
markets in the US housing finance system. By paying a fee to our lenders to perform the
lion’s share of servicing, we are able to manage a $290 billion portfolio and MBS
outstanding in the amount of $550 billion, while earning record-setting profits, all with a
staff of about 2,500 people!

The role of the secondary market institution is inextricably linked with that of the primary
market in the area of monitoring delinquencies and foreclosures. It is incumbent on the
secondary market to establish prudent underwriting guidelines that will hopefully translate
into high-quality, performing loans. It is incumbent on the servicer to develop a collection
system that incorporates our recommended guidelines. The underpinnings for those
underwriting and servicing policies is based on the actual performance of millions of loans
over an extended period of time.

There is no responsibility we take more seriously than actively monitoring and managing the
performance of the individual loans as well as the performance of our lenders. A myriad of
management information reports are generated that feed many other systems at Fanme Mae,

and are analyzed for many purposes.

The following list is just a sampling of the various departments that are dependent on this
data, as well as some of the corporate decisions that are driven by this data:
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10.

Data feeds directly into corporate financial statements.

Delinquency statistics are calculated and widely distributed throughout
the industry. .

Performance of portfolio is important factor in external analysts determination
of strength and profitability of company.

Performance of certain types of loans causes Credit Policy to make
adjustments and changes to underwriting guidelines.

Performance of mortgage loans has a direct effect on our pricing strategies.
Performance of loans will impact investors decision to invest in MBS.

Performance of certain mortgage products will trigger modifications, or
possibly a cessation of that product.

A lender’s performancé can initiate intervention from Fannie Mae into its
procedures and records. If their performance is found to be lacking it can

cause the imposition of penalties or other disciplinary action.

A lender’s portfolio that is performing as good, or better than that of its peers,
can command a higher premium in the sale of servicing rights.

A performing portfolio costs less to service, thereby providing additional
income to the servicer.
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CONTACT LIST

SRI LANKA
941 941
COMPANY NAME ADDRESS TELEPHONE FAX
Attomey Nimal Weerasekara |[No. 282/1A 341915 N/a
Attorney at Law Dam Street
: Colombo 12
Housing Development E.A. Meththananda P.O. Box 2C85 445341 446392
Finance Corp. of SL ~IManaging Dir. Sir Chattampalam 447314
A. Gardiner Maw.
Colombo 2
R.M. Gunathilaka
Dep. GM Finance 446391 448392
447354
Ranjith Kumarasiri 446241 446392
Data Proc. Manager 446239
K.Maya 446391 446392
Sr. Exec Engineering 447354
Zahir Ali N/a N/a
District Manager
Seylan Bank Rohan Perera No. 33 Sir Baron 29514 433072
GM/Chief Executive [Jayatilleke 434106
Mawartha 437894
Colombo 1
Emil Anthony 431284 433072
Asst. GM/Housing 433014
Leonie Seneviratne 434106 433072
Asst. GM/Commercl 329514
Chandana Kumarge 434106 433072
Sr. Manager/Housing 437901-7
State Mortgage & Gunapala Iddigoda No. 269, Galle Rd. 573346 N/a
Investment Bank SMIB Deputy GM Colombo 3
L.C. Goonawardena 575359 573567
Dep. GM (Credit)
USAID Sri Lanka Howard Kane 356 Galle Road 574333 (o) 574264
Resident TA Colombo 3 697443 (h) 574500
VANIK Ajith Fernando 108 2nd Fioor 331460 - 330815
Vice President W.AD. 331462
Ramanayake
Mawatha
Colombo 2
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