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Association of Mortgage Banks (AMB)

Introduction

Basics of Construction Lending

The association of Mortgage Banks Construction Lending course is
designed to assist participants to organize staff and in general develop
lending policies and practices necessary to originate and administer loans
for the construction of single-family and multi-family housing.

The course provides typical fundamental concepts and practices used by
U.S. financial institutions when originating and administering construction
loans.

The course begins with a look at why lenders make construction loans
and what they need in the way of organization and resources to provide
financing for housing in Russia.

The course then walks participants through what is involved in each
aspect of the construction lending process from marketing to potential
borrowers, through taking the application, underwriting the loan, making
the credit decision, and administering the loan until it is repaid.

The course discusses possible indications of problem loans and some
actions to be taken to resolve problems that occur.

There is a discussion about the importance of safeguarding documents
and managing files and records.

The course concludes with a case problem which requires participants, as
members of assigned groups, to analyze a loan request using cash flow
projections prepared by the borrower.

The participants are prepared to analyze the cash flow projection after
receiving explanation of the Time Value of Money, Net Present Value and
Intemal Rate of Return. Instruction is given for use of the Hewlett
Packard HP-12C calculator, and participants have the opportunity to
perform basic exercises to develop their capability.

This Instruction Guide contains all of the materials that you will need to
plan and present this course. The Guide is organized into 11 chapters
that cover the sessions that constitute the main course content. A
suggested course schedule is shown following this introduction.

Introduction Construction Lending
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Association of Mortgage Banks (AMB) Basics of Construction Lending

Each chapter in this Guide begins with a notation of the time allotment
and the suggested teaching methods of the session.

A lecture outline follows, with adequate space provided in the left margin
for you to write your own notes or sample questions to stimulate
discussion as well as any other cues that will help your presentation.

It is important to recognize that these sessions are not meant to be read
lias is". It is your responsibility as the course instructor to bring these
sessions alive, and to make each topic interesting and practical. As the
AMB continues to offer this course, you will also want to update the
lectures with information on changes in law and business practices,
current events and regulatory developments, and any other pertinent
information that will keep the course relevant to your students' needs.

Please note that the suggested format for each session is "Lecture and
Guided Discussion." Keep in mind that a lecture is simply one-way
communication at best, because it places your students in the role of
passive listeners. A lecture also gives you limited opportunity as the
instructor to know if your students understand, agree, disagree or are
confused about the material you are presenting. For this reason, it is
essential that you intersperse your lecture with questions that promote
understanding and stimulate an exchange of ideas.

Questions should come naturally and follow logically in response to what
has already been said. It is good idea to pose a question, allow the class
to think about it, and then call on one person to answer. If you call on
someone before asking the question, the rest of the class may relax and
ignore the question instead of trying to develop and answer.

A collection of master pages for producing overhead transparencies are
provided following the sample lectures for use in illustrating your remarks.
These overhead masters are numbered, and prompts are provided with in
the lecture outlines to signal that an overhead should be used.

A quiz for the course is included at the conclusion of this Guide, together
with an Answer Key. As the course continues to be offered, and as the
content continues to change, you will also want to revise and update the
quiz as needed.

Introduction Construction Lending
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Association of Mortgage Banks (AMB)

Suggested Course Schedule

Basics of Construction Lending

Monday Tuesday Wednesday Thursday Friday

Welcome and Session 4: Session 8: Session 12: Session 16:
Goals of Application Loan Case Work Presentation of
Course and Administration Cases

Underwriting
Project

Break Break Break Break Break

Session 1: Session 5: Session 9: Session 13: Presentation of
Construction Underwriting Problem Loans Case Work Cases
Lending the Borrower and

A Westem
Files
Management

Perspective

Break Break Break Break Break

Session 2: Session 6: Session 10: Session 14: Quiz
Managing the Worksheets Cash Flow Case Work Award of
Business Analysis

Certificates

Course
Evaluation

Break Break Break Break Break

Session 3: Session 7: Session 11: Session 15:
Developer Commitment Case Problem Case Work
and and Closing Assignment
Loan
Origination

Introduction Construction Lending
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Association of Mortgage Banks (AMB)

Session 1
Construction Lending:
A Western Perspective

Basics of Construction Lending

Time: 1.25 hours Format: Lecture and discussion

Construction Lending _

Definition of a Construction Loan

Why Lenders Make Construction Loans

[ShowOH-1j

In the United States, construction loans have been a significant part of
bank loan portfolios. They generally have been highly profitable, but they
are one of the most risky loan products. Well-trained, highly-skilled
specialists are required to successfully operate this business. While some
banks avoid making these loans, others regard the benefits to be very
desirable. Some reasons bank pursue construction loans include the
following:

[Ask class to suggest reasons - list on board - then show OH-2j

There are risks for lenders when making construction loans, which include
the following:

[Ask class to name some risks and list on board - then show OH-3j

Session 1 Construction Lending
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Association of Mortgage Banks (AMB) Basics of Construction Lending

What a Bank Needs to Make Construction Loans

[Ask class to suggest needs -list on board - then show OH-4]

Trained Personnel

Employees assigned to the construction lending area should attend
courses provided by recognized, reputable trainers, such as the
Association of Mortgage Banks. In addition, each lender should establish
training programs within their institutions to develop new employees
assigned to this lending function.

Organization
[ShowOH-5j

The success of a construction lending activity will depend in large part on
the proper organization of the staff and the assignment and supervision of
duties and responsibilities. While each lender must assess its
organizational needs based on its size, source of funds, personnel,
market and lending objectives, there are certain functions and practices
which are essential to this type of lending.

The organization chart shows a typical structure indicating lines of
responsibility and functions of each area.

Source of Funds

The lender must have a reliable source of funds to enable it to fulfill its
commitments. Its loan portfolio must be the result of well-planned and
carried out cash management program. Construction loans are often
funded by demand deposits which require investment in shorter
maturities. Savings deposits often fund long-term mortgages.

Session 1 Construction Lending
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Association of Mortgage Banks (AMB)

Credit Policies and Lending Procedures.

Basics of Construction Lending

The importance of a complete, well-documented credit policy is essential
to good loan quality. The lending staff must be entirely familiar with the
credit policy and their loan underwriting must adhere to the established
policies.

[Ask class to indicate matters which they think
should be included in credit policy - list on board]

The list supplied by the participants could include the following:

• Loan Committee -- how loans are approved

• Loan Approval Authority - who else might approve and what their
limits of approval will be

• Loan Types - the kinds of loans
(housing, commercial, industrial, retail)

• Loan Amounts - regulatory and internal limits

• Loan Terms - regulatory and internal limits

• Loan Pricing - interest and fees

• Security - land; leaseholds; structures

• Disbursements - retainage required; stored materials

• Repayment - housing (110-125% of unit loan);
multi-family (40% per sales)

• Appraisals - list of approved appraisers; appraisal standards

• Equity Requirements - minimum equity; kinds of equity
(i.e. land, cash, fees, materials, labor)

• Credit Criteria - net worth; liquidity

• Loans to One Borrower - regulatory and internal limits

Session 1 Construction Lending
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,
Association of Mortgage Banks (AMB) Basics of Construction Lending

• Personal Guarantees - secured or unsecured; full or partial

• Legal - when lawyer must be used;
designation of acceptable lawyers

• Commitments - standard terms and conditions

• Documentation - note, mortgage, construction loan agreement

• Title - ownership or right to use unencumbered by liens

• Insurance - standards for acceptable insurers;
kind required for loan types

• Underwriting Procedures - steps that must be taken by all
lending officers

• Administration Procedures - how administrators must
administer loan

• Regulatory Compliance - details of all requirements of
regulatory agencies

• Market Area - areas in which lender will make loans

• Market Concentration - limits on loan amounts in specific areas

• Loan Type Concentration - limits on specific types of loans

• Loan Production Objectives - part of lenders financial.plan
stating loan objectives

• Form of Request for Loan Approval - format that must be used
for all loan requests

• Management Reports - list of all required reports

• Loan Review - procedures for examining loans during their term

• Project Inspectors - list of approved inspectors

(Since the content of these items will differ for each lender, it is not
necessary to discuss each in detail. However, selecting a few for

Session 1 Construction Lending
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Association of Mortgage Banks (AMB)

discussion will be helpful.)

Operating Manual

Basics of Construction Lending

In addition to the credit policies, the lender should establish an operating
manual setting forth the procedures in detail necessary to originate,
process and administer loans. The credit policy should be a part of the
manual. All forms currently used by the lender in managing the functions
should be included in the manual with detailed instructions for their use.
The credit policy and procedure manuals should be an integral part of the
lenders training program.

Session 1 Construction Lending
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Association of Mortgage Banks (AMB)

Session 2
Managing the Business

Basics of Construction Lending

Time: 1.5 hours

Manag.!!!g the Portfolio

Format: Lecture and discussion

As important as underwriting and administering a loan is the management
of the loan portfolio. The lender must decide the following:

• Desired size of the portfolio. As to amount of loans in the terms
of money and numbers of loans. This determination will, of course,
be crucial in organizing and staffing and it will, of course, be
determined by the source of funds.

• Loan types. Will it offer a full array of products (Le. single-family,
multi-family, retail, commercial and industrial)? Each requires
specific knOWledge and expertise in underwriting and
administering. Therefore, the staff would have to be trained to
meet the requirements of each loan type.

• Market area. The lender must be knowledgeable about the market
in which it offers loans because indiscriminate lending without
proper market knowledge can lead to problems. Market demand
and product requirements, along with the lender's ability to
administer loans in the area and of like property types, must be
taken into consideration when establishing the market area.

• Over-concentration. Should not invest too heavily in anyone
area or in anyone project type. Adverse impact on the economy or
adverse changes in market conditions caused by conditions, such
as major employers reducing staff, could expose the lender to
possible loan losses as a result of properties not being sold or
selling for less than expected. It is usually good to avoid financing
more than one project having the same characteristics located in
the same general area for the same borrower or a competing
borrower, since the lender could suffer from the competition if the
market cannot absorb both projects.

Session 2 Managing the Business
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Association of Mortgage Banks (AMB) Basics of Construction Lending

• Loans to one borrower should, of course, not exceed regulatory
restrictions or internal policy 'guidelines.

Internal Support

The importance of synergy with various areas of the institution should be
stressed since the success of this activity will require a commitment and
participation of areas such as the following~

[Have the class indicate and list on the board those areas they
believe must support this lending activity. A discussion as to the
way in which such functions can assist will be helpful.}

[ShowOH-6}

Cash Management

• Interest income and loan principal repayment. Projections and
actual receipts should be continuously monitored and factored into
the lenders cash analysis to ensure cash adequacy to meet the
lenders commitments.

• Matching of funds to loan maturities. As part of the funds
management, the lender must make sure that it does not expose
itself to difficulties caused by making commitments for terms longer
than its source of funds permits. This condition should be
considered when setting loan maturities, including possible
extension provisions.

• Production goals. To assist in controlling the asset liability
management, loan production goals should be established for
lending personnel and unit managers should continuously monitor
the performance of lenders to ensure they are achieving their
objectives.

• Reports. In addition to cash outflow and inflow reports, the lender
must pay attention to delinquent loans and other real property
acquired as a result of failed loans. These types of information
must be reported to lender management on a regular basis, as they
will affect the cash management function.

Session 2 Managing the Business
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Association of Mortgage Banks (AMB) Basics of Construction Lending

Marketing _

There will be a continuing need to market the lenders construction
lending products. Initially, there may be a need to acquaint developers
with the benefits of using construction loans. There will then be a need to
identify those developers with whom the lender would like to have as
customers, not only as borrowers, but also as depositors and users of
other products and services.

To accomplish these two objectives, it will be incumbent upon the lenders
staff to determine those developers active in the lenders targeted market
area. This knowledge can be obtained by continually surveying the
market area to observe construction in process and investigating to find
out who is doing the construction. Although the lender may not have the
opportunity to finance the project in progress, it will be able to monitor the
quality of work and the success of the project and decide if it wants to
pursue the builder for future projects.

Subscribing to and routinely reading local newspapers and trade
publications will often provide information about projects to be built and
the activities of local developers. The lenders marketing unit or a
marketing consultant can be helpful in organizing and implementing this
important activity.

A well-organized calling program should be established by each lending
officer. The officer should devote a substantial amount of time to visiting
prospective and existing customers. All visits should be documented and
follow up visits should be scheduled based on the future plans of the
prospect or customer. For example, if the officer learns dUring a visit that
prospect or customer is in the early stages of planning a project, the
officer should maintain regular contact and offer assistance in the way of
keeping the developer aware of interest rates, availability of money and
current loan requirements.

Developing relationships with local authorities which grant approvals for
development can also be helpful in identifying developers active in the
area.

[The class can suggest possible ways to market the lender's
products. These can be listed on board for discussion - then show
OH-7]

Session 2 Managing the Business
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Association of Mortgage Banks (AMB) Basics of Construction Lending

Session 3
Developer and Loan Origination

Time: 1.25 hours Format: Lecture and discussion

Developer1s Benefits and Risk
When Using Construction Loans

Why Developers are in the Building Business

Real estate development, like construction lending, can be highly
profitable, but it also is very risky, and developers must be knowledgeable
about economic and market conditions which affect their business.

Developers must be careful not to over-extend themselves financially. In
particular, they should avoid having a large inventory of land since it is not
liquid and because the cost to carry it, such as taxes and interest for
borrowed funds, can contribute to financial problems. Some of the
reasons developers are in the business are:

[Ask class to give reasons - list on board - then show OH-B]

Financial Requirements

The financial requirements are substantial, and lenders should pay
particular attention to the resources available to a developer.

[Ask class to suggest some requirements and list on board - then
showOH-9]

Session 3 Developer and Loan Origination
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Association of Mortgage Banks (AMB)

Developer Incentives to have a Construction Loan

Basics of Construction Lending

Construction loans provide benefits to developers, and these should be
pointed out when meeting with prospective borrowers. Some of these
benefits are:

[Ask class to give reasons why developers would want a
construction loan - then show OH-10]

Developer Risks When Using a Construction Loan

There are risks all borrowers face, and because development is very risky,
developers are confronted with some serious considerations when
deciding whether to use a construction loan. These risks include:

[Ask class to same some risks - then show OH-11]

Meeting with Prospective Borrowers

Before taking an application, it is advisable to meet with a prospective
borrower to discuss the project and the financing requirements. This
meeting also provides an opportunity to inspect the site to be developed
and the surrounding area to make an initial assessment of the suitability
for the proposed product. At this time, if applicable, an inspection of other
projects completed is suggested. The lender can advise the prospect of
the general terms and conditions for the proposed loan and can receive
some preliminary information, such as the borrower's curren~ financial
information, estimated construction costs and the loan amount requested.

This initial meeting with a prospect allows for the identification and hopeful
resolution of matters which could impede the loan negotiation, if left to the
application phase of the loan processing.

If the lender is satisfied with the results of the meeting, an application can
be provided to the prospect with specific instructions about how it should
be completed, and emphasizing the information which must be delivered
to the lender with the application, to permit the processing to proceed
quickly.

Session 3 Developer and Loan Origination
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Association of Mortgage Banks (AMB)

Negotiating the Loan

Basics of Construction Lending

The loan is a result of negotiation between the lender and the borrower.
While the lender has policies which stipulate conditions which cannot be
changed (for example: loan to value; maximum loan term), there are
other matters which can be negotiated to the best interest of both parties.
These matters include the following:

[Have class name some items and list them on the board for
discussion - then show OH-12, 13, 14]

Retainage

The lender may find it advisable to withhold a portion of each payment for
direct cost during construction until the respective trade has completed its
work or until the entire project is complete. The retainage would be used
to pay for the work to be completed by another contractor if the original
contractor does not complete the work satisfactorily. The retained amount
is customarily 5% to 10% of the amount of the payment being made.
Retainage is often negotiated between the developer/owner and the
contractor and is indicated in the contracts. The lender must be sure its
requirement for retainage is consistent with that stipulated in the contracts
of the various trades or be sure the borrower is able to pay any difference
between the contract retainage and the amount to be retained by the
lender if that amount exceeds the contract amount.

Regulating the Number of Units Under Construction

If the lender is financing single-family homes it is advisable that the
number of units under construction be controlled. Customarily, in the
United States, developers are permitted to have two to three samples or
show homes which prospective purchasers may inspect and then sign an
agreement to purchase a house to be built. When the developer can
provide the lender with documentation confirming the sale and evidence
of satisfactory mortgage financing for the borrower, then the developer
can start construction on that unit.

Session 3 Developer and Loan Origination
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Association of Mortgage Banks (AMB) Basics of Construction Lending

When the lender is financing the construction of multi-family housing, it is
recommended that the developer provide evidence of pre-sales with
appropriate mortgage commitments for the purchasers before the lender
permits the developer to commence construction and draw funds from the
loan. The pre-sales should probably be not less than 40% of the total
units to be built.

Repayment

When financing housing it is customary in the United States that the
lender be completely repaid when 75% to 80% of the units are sold and
delivered to the purchasers. Using this system, lenders limit the amount
of profit taken by borrowers during the early phase of development.
Borrowers receive all profit on the last 20% - 25% of the development,
which is a good incentive to fully develop a project. Also, experience has
shown that the last houses in a development sometimes take longer than
expected to sell. This objective is accomplished by requiring the
developer to pay from the proceeds of sales 110% to 125% of the loan
amount for each unit or 90% of gross or net sales for each unit.

Fees [Show OH-15}

Lenders in the United States usually charge fees for loans in addition to
the interest on the loan. The fee can be a form of yield enhancement, the
payment for expenses incurred by the lender to originate a loan, a control
item to be sure applicant is dealing in good faith. With regard to the latter
point, the having to pay a fee with an application will usually discourage
applicants from applying to more than one bank. Processing loan
applications is expensive and lenders do not like to waste time and money
for an application which mayor may not develop into a loan.

Session 3 Developer and Loan Origination
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Association of Mortgage Banks (AMB) Basics of Construction Lending

Session 4
Application and Underwriting Project

Time: 1.5 hours

~lication

Format: Lecture and discussion

As previously noted, it is important to be specific with respect to the
lender's needs for adequate information with the application.

[Examine each section of the application included in attendee's
package and discuss its relevance to conditions in Russia. If the
attendees express concern that the requirements of the application
are onerous or inappropriate, there can be discussion about how to
design a more appropriate form.]

While application for home mortgages are now very uniform in the United
States, applications for construction loans are still the product of each
lender. There is certain information about the project and borrower which
all lenders require. In addition, there are requirements, such as aerial
photographs of a site, which some lenders believe to be important, but
others don't.

Session 4 Application and Underwriting Project
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Association of Mortgage Banks (AMB) Basics of Construction Lending

When the lender has received a satisfactory application and all other
information about the borrower and the project, it can then begin the
process of investigation, verification and analysis, which comprise
underwriting.

Project

Project information should be analyzed and verified, including the
following:

[Show OH-16, 17, 18, 19J

[Class can be asked to indicate other information and list on board.J

The construction plans and costs should be given to a construction
specialist, who should determine their adequacy and give an opinion as to
whether the project can be built for the costs represented by the
developer. The plans and costs should also be given to an appraiser to
confirm the value of the land before construction and the expected value
upon completion of the construction, together with an estimate of the
amount to be received from the total sales of the units.

The developer should provide projections of cash flows, which should be
verified by the lender. It will often be necessary for adjustments to be
made as to cash outflows and inflows. The lender must be satisfied with
these estimates. In particular, the lender must be sure the developer is
not being too optimistic in expectation of inflows from sales. The lender
might want to allow for extension options to protect against the loan
maturing prior to sales of all units necessary to payoff the loan, if it feels
the borrower is too optimistic about sales projections.

[An illustration of the cash flow analysis will be given in connection
with the case problem.]

Session 4 Application and Underwriting Project
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Appraisal

Basics of Construction Lending

The United States has a highly-developed appraisal system with licensed,
specifically trained appraisers and there are universally-established
appraisal methods. Appraisal standards for Federally-insured savings
institutions have been established by the Office of Thrift Supervision,
which is a United States govemment agency responsible for establishing
operating standards and for the supervision of institutions to ensure
compliance with such standards and regulations.

[Show OH-20}

Factors Considered When Estimating Value

In general, there are three appraisal methods required for every appraisal.
These are:

[Show OH-21, 22, 23, 24]

The Market method compares the subject property to other properties with
the same characteristics, such as:

• Type of property

• Location

• Type of construction

• Most recent sales prices in the area for similar homes

• Age of construction

By analyzing these characteristics, the appraiser forms an opinion of what
the subject property can probably sell for on the open market. If the
appraisal is for new construction, the appraiser will analyze building plans
and give an opinion of value based on the completed product. In all
cases, the appraisal will be expressed as to the value of the land and the
value of the improvements.

The second approach to value is the Cost approach. This method takes
into consideration the cost to construct or re-construct a structure, based
on analysis of building cost for similar structures in the same area. Again,

Session 4 Application and Underwriting Project
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Association of Mortgage Banks (AMB)

the value will indicate both the land and improvements.

Basics of Construction Lending

The last approach is the valuing of the net operating income of a property.
The previous two approaches are most applicable for single-family
homes, since they are not usually rented and therefore do not produce
income. Nevertheless, the appraiser will use all three methods and, using
available leasing information, will assign an income value to a home for
comparative purposes.

When valuing the net operating income, the appraiser will analyze existing
or proposed leases to determine the condition.under which the rent and
expenses will be paid. For example, some rents include all expenses for
the space leased; other leases will require a base rent, plus expenses.
There are many lease variations and they must be understood by the
appraiser before the value can be estimated. After a thorough
investigation of rental conditions and expenses in the market area of the
subject property, the appraiser will use the following method referred to as
Income Capitalization.

[Show OH-25]

• Gross income minus vacancy allowance and expenses results in
net operating income. The net operating income is then capitalized
by an interest rate selected by an appraiser, based on analysis of
what interest rates other types of investments are currently
obtaining in the market. The other investment types are
considered, making allowances for the risk associated with the
investment. For example, United States Treasury obligations
would have a relatively low rate because they are considered to
have minimum risk. High risk would be associated with new
business ventures or real estate projects, such as entertainment
complexes, which would be very speculative. These rates would
be used along with what the appraiser believes current long-term
mortgage rates could be obtained. The resulting two rates would
be the basis for the eventual capitalization rate.

In the case of new multi-family construction, the cost and income methods
are the most significant determinants of value.

Appraising is not an exact science, and it is the opinion of the appraiser
based on market analysis and experience. There is no guarantee that the
value indicated by the appraiser can be obtained, but in general the value
should be considered as an approximation of what the property is or will
be worth.

Session 4 Application and Underwriting Project
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It is the lenders responsibility to be sufficiently familiar with the appraisal
methods and market conditions to be able to review the appraisal for
adherence to the approved procedures and the acceptability of the value
assigned by the appraisers. If the lender does not have the requisite
knowledge, an independent review appraiser should be engaged to
provide an opinion of the appraisal.

Session 4 Application and Underwriting Project
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Session 5
Underwriting the Borrower

Basics of Construction Lending

Time: 1.25 hours

Borrower

Format: Lecture and discussion

The lender should now tum its attention to the borrower to determine the
character, capital and capacity. The business and personal references
provided by the borrower should be contacted and, together with other
information, a profile of the borrower should be developed. All possible
credit information should be obtained and verified.

[Show OH-26J

The lender might want to have the borrower provide financial information
on balance sheets and profit and loss statements provided by the lender.
In whatever form the financial information is presented, it should be easy
to read and sufficiently adequate that the lender can get an accurate
picture of the borrowers financial condition. It is, of course, understood
that in all likelihood the lender will have to review certain items with the
borrower to get an understanding of these items. To accomplish this task,
it is advisable to meet with borrower and review supporting information.

[Show OH-27, 28, 29J

In the United States, lenders customarily require at least three years
financial history, and if possible audited by a certified public accountant.

Also in the U.S., it is fairly easy to confirm information provided by a
borrower using credit agencies and with written approval from the
borrower contact, contractors, creditors and former customers. Financial
information can be verified by examining such documents as bank
statements, accounts receivable and account payable records and
mortgage statements. The lender should confirm where possible incomes
from business and real estate owned, accounts receivable, bank
balances, accounts payable and ownership of assets. Employment
history should also be verified to determine income and competence. The

Session 5 Underwriting the Borrower
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lender should pay particular attention to existing or possible liquidity which
would be available to cover any additional funds which may be required to
complete the construction.

A great amount of time is devoted by the lender to investigating and
getting a good understanding of the borrower's financial condition.

In general, the lender should question every bit of information about the
project and the borrower and the lenders understanding should be
reflected on the loan approval proposal.

[Class can discuss ways by which they may gain an understanding
of a borrower's financial condition.]

If there are third-party guarantors, a credit analysis should be carried out
to the same extent as done on the borrower. If there is a general
contractor, a complete credit analysis should also be carried out for it.

Session 5 Underwriting the Borrower
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Time: 1.5 hours

Worksheets

Basics of Construction Lending

Session 6
Worksheets

Format: Lecture and discussion

It is recommended that lenders use worksheets similar to the ones
included in the attendees packages. These forms are not only a good
organizing tool, but provide a basis for the loan approval proposal, which
must be written by the account officer.

When worksheets are used, it enables a manager to determine at any
time the status of loans in process assigned to credit officers.

[Each section of the worksheets should be discussed and class can
be requested to suggest amendments or additions appropriate to
conditions in Russia.]

One section of the worksheets deals with the calculation of interest
reserves.

Since interest is a project cost, it is necessary to estimate the interest to
be paid on the construction loan. In the United States, the interest is
usually paid monthly and is included in the loan. Each month, the bank
pays itself interest for the proceeding month on the principal amount
outstanding and increases the loan balance accordingly.

Even if interest is not a part of the loan, the bank should make estimates
of interest to be received as a part of its cash management.

In the United States, experience has shown that loans of a particular type
perform during the loan term in the same manner. For example, the
average outstanding balance for a single-family housing development
ranges from approximately 30% to 50%, depending on how quickly
houses sell.

Session 6 Worksheets
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Therefore, the bank uses this knowledge to estimate the interest reserve
to be included in the loan.

The interest rate used is based on the lender's estimate of average
interest rates during the loan term.

[Show OH-30J

Session 6 Worksheets
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Loan AI:!P_ro_v_a_I _

[Show OH-31, 32, 33J

Using the information collected during underwriting, the lender should
prepare a comprehensive discourse providing all information known about
the prospective borrower and the project to be financed. The proposal
provided in the attendee's package is in two parts. This is a
representative example of presentations used by financial institutions in
the United States. The first part is a summary of the loan request
containing pertinent information, which is given to the loan committee.
The action of the committee is often affixed to the document and it
becomes a part of the loan request records of the lender and indicates the
disposition of requests. The second lengthy document is also provided to
those responsible for the loan decision and a copy is retained in the
account officers file.

The preparation and accuracy of these documents is reviewed critically by
the lenders manager and loan committee, as it is a key element in
maintaining good loan quality and as an indication of adherence by the
lender to credit policy and established lending procedures.

[It is suggested that the class discuss the content of the enclosed
format and loan approval process and be encouraged to make
recommendations appropriate to circumstances in Russia.J

Governmental Requirements
[Show OH-34J

During the underwriting process, the lender and its legal representatives
must be certain they are aware of all requirements of govemmental
agencies and must then be sure that all required approvals are obtained
prior to closing the loan.

[It is suggested that the class indicate other approvals which are
required in their respective geographic areas.J

Session 6 Worksheets
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Environmental Issues
[Show OH-35]

Basics of Construction Lending

The lender should determine if there are requirements relating to the
environment which must be considered. It is likely that this issue will
develop as the government confronts the resolution of environmental
problems.

[This matter can be a good discussion sUbject with attendees giving
their perspectives on issues in their respective geographic areas.]

Session 6 Worksheets
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Session 7
Commitment and Closing

Basics of Construction Lending

Time: 1.25 hours

Loan Commitment

Format: Lecture and discussion

[Show OH· 36, 37, 3S]

In the United States, it is customary that lenders issue a letter of
commitment to the borrower after the loan has been approved.
Commitment letters vary in length, but they all contain certain essential
information relating to the amount and terms and conditions of the loan.
The borrower is advised of matters which must be resolved before the
lender can close the loan and disburse the funds. These matters include
such items as the production of evidence that all governmental approvals
have been received, that the title or right to the property is satisfactory,
that insurance acceptable to the lender has been obtained and indicate
the documents which must be produced and/or signed at the closing.

[It is suggested that class indicate additional items and conditions
they believe should be included in a commitment letter.]

It should be understood that a commitment is a contract document
between the lender and the borrower, and the lender usually requires the
borrower to sign a copy and retum it to the lender within two weeks from
the date of issue. If the commitment letter is not issued in accordance
with the application submitted by the borrower, then the borrower is not
required to accept the loan or negotiation can begin between the two
parties which can result in a commitment agreeable to both.

Title or Right To Use

The lender must be certain that borrower's ownership or right to use is not
encumbered by liens or other restrictions. This determination can often
be the responsibility of the lender's legal representative.

Session 7 Commitment and Closing
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Insurance

Basics of Construction Lending

In the United States, the following insurance is usually required during the
construction period:

• Hazard insurance: covers loss from damage from fire, explosion
and some other incidents.

• Builder's Risk insurance: a form of hazard insurance which may
be issued in place of hazard insurance.

• Public Liability coverage: covers accidents to persons which
occur as a result of the construction or on the subject property.

• Workmens Compensation insurance: required of all contractors
to pay claims from workers injured on the job.

The amounts of each policy and the company issuing the insurance must
be approved by the lender. With respect to hazard or builders risk
insurance, the lender's interest should be covered by acknowledgement of
the issuer in the form of an assignment of the policy or endorsement on
the policy indicating the lenders interest is covered.

Loan Documents
[Show OH-39j

The basic documents required for a construction loan customarily are the
following:

• Note. A contractual agreement containing an express and
absolute promise of the borrower to pay to lender a definite sum of
money by a specific date or on demand. Usually, provides for
interest and, is secured by a mortgage.

• Mortgage. The document by which real estate is pledged on
security for the repayment of a loan. The mortgage is recorded in
the governmental region where the property is located. The
recording creates a lien on the property which is removed when the
loan is repaid in full.

Session 7 Commitment and Closing
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• Construction Loan Agreement. The document between the
lender and borrower which contains all of the terms and conditions
relating to the operation of the loan during construction. In
particular, it contains the disbursement procedure for loan funds.
Also, this document contains the events of default and what
remedies are available to the lender to correct such defaults.

• Assignment of Contracts and Building Plans. The lender
should receive assignments of general and/or major work contracts
and architectural plans and specifications which allows the lender
to rely on these contracts to complete construction in the event of
default by the borrower.

Loan Closing

In the United States the lender, the borrower and their legal
representatives usually meet in the office of a lawyer or title insurance
company to sign and exchange documents. At this time the lender
obtains all items it indicated the need for in the commitment letter. If
everything is satisfactory, the lender will make the first payment, which
might be for items paid for by the borrower, such as fees, land or
materials.

Session 7 Commitment and Closing
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Time: 1.5 hours

Basics of Construction Lending

Session 8
Loan Administration

Format: Lecture and discussion

Loan Administration

The administration of construction loans is a key element in a successful
construction lending program. No other type of loans made by a bank
requires such day-to-day administration. Nor does any other loan require
such active participation by the administrator in the many phases of the
construction project. During the course of the loan, amendments to the
documentation, changes in the loan budget due to increases or decreases
in cost, changes in completion schedules and the constant monitoring of
the construction must all be diligently carried out. There are many
computer software packages available in the United States to assist in the
administration of construction loans.

Project Inspectors

Qualified inspectors should be retained by the lender to approve the plans
and specifications when the loan is being underwritten and to perform
inspections during construction.

When to Pay

Payments should be made upon presentation by the borrower on a
request form, either supplied by or approved by the lender, indicating both
the work completed since the previous payment and the total completed
to date of request. The request for payment should be given to the
inspector employed by the lender to be sure work has been completed in
a satisfactory manner in accordance with plans and specifications
approved by the lender.

Session 8 Loan Administration
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Lender should process requests for. payment in a timely manner so
borrower can meet the requirements of contracts for payment to material
suppliers and workers.

How Much to Pay

Lender should pay only for labor completed and materials installed.
Payment should be in accordance with the terms and conditions of the
construction loan agreement. If retainage is a condition of the loan, then
lender should withhold the appropriate amount. If the lender agrees to
pre-pay for materials, then it should have its inspector follow up to make
sure the materials are delivered by a specific date. If materials are to be
stored in quantity, the inspector should make sure they are stored in a
secured manner to avoid loss or theft.

Who to Pay

The construction loan agreement should give the lender the option to pay
the borrower or contractor and materials suppliers, if the lender
determines it is in its best interest to do so.

Releasing Units

As construction is completed, buyers will take possession of the units and
the lender must release the units from the lien of the mortgage. This will
be done when the lender has received the appropriate repayment for the
unit to be released. The loan administrator must be certain that the
appropriate amount is requested and the payment is received.

The Loan Budget
[Show OH-40J

As part of the application the developer will submit an estimate of
construction cost. The lender and the borrower will then agree on a
project budget, which will contain in general the following:

Session 8 Loan Administration
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The contingency reserve is included to cover hard costs, overruns or
increases in soft cost items. The established amount is based on the
experience of the lender and may range from 5% to 12% of the loan
amount. Requests for draws from this reserve must be carefully reviewed
by the lender to avoid early depletion which could indicate a pending loan
problem as a result of incorrect cost estimates. The administrator of the
loan must continually monitor the budget to make sure the borrower does
not request more than allocated for a particular item.

Session 8 Loan Administration
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Session 9
Problem Loans and Files Management

Time: 1.25 hours

Problem Loans

Recognizing

Format: Lecture and discussion

[Show OH· 41J

The loan administrator must continually be alert for indications that a loan
may be developing trouble. Any indication should be thoroughly
investigated. In many cases, there will be reasonable explanation for
such occurrences, but immediate response to situations will often prevent
problems from occurring.

[The class can be asked to list other items which in their opinion
could be early warning signals ofproblems.J

What To Do When a Loan is in Trouble

If the lender confirms a loan is in trouble, it is important to take action to
remedy the matter with the borrower, if the borrower is cooperative. In
any case, the status of the loan should be determined and fully
documented. The lenders management should be made fully aware of
the situation and an estimate of consequences facing the lender should
be made. With the concurrence of lenders management and its legal
counsel, a strategy should be devised and implemented to correct the
situation. Immediately, certain actions should be taken.

[Show OH-42J

In most cases, it is beneficial to the lender to get the project completed
and delivered to buyers.

Session 9 Problem Loans and Files Management
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Records, Files and Document Manag~e_m_e_n_t _

It is important that files be properly established and maintained and that
documents are safeguarded.

Many lenders in the United States establish two files: one which contains
the original loan documents and the other original items, such as note,
mortgage, construction loan agreement, insurance policies, title
insurance, appraisals and contracts. The second file is referred to as the
working file and contains a copy of the construction loan agreement,
payment requests, inspection reports, correspondence and memoranda.

The document file is kept in a fire-proof, secure file and access is strictly
controlled so that only authorized persons are allowed to remove the
contents.

The lender should also have a system to follow for critical dates. For
example, the expiration date of an insurance policy, and the dates by
which houses are to be finished and delivered to buyers. In the United
States, the failure of a developer to deliver a house on time can be cause
for a buyer to cancel their agreement to purchase. The loan maturity is
also a critical matter for the lender to follow.

Session 9 Problem Loans and Files Management
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Time: 1.5 hours

Basics of Construction Lending

Session·10
Cash Flow Analysis

Format: Lecture and discussion

Cash Flow Analy_si_s _

As noted in the section on Underwriting, the analysis of the cash flow
projection submitted by a developer is a significant part of the underwriting
process. The case problem presented in connection with this course has
several projections and in order to understand and analyze these there is
certain preparatory work which must be accomplished.

To assist in the analysis, the Hewlett-Packard HP-12C financial calculator
is provided to attendees and its basic operation must be instructed. This
instruction should begin with keystroke procedures. Instruction of the
calculator will be limited to the procedures necessary to determine Net
Present Value (NPV) and Internal Rate of Return (IRR).

The keys vary in their number of functions from 1 to 3. The various
functions are indicated by color (orange, blue and white). To have the
calculator perform a desired function, the coordinated colored keys on the
bottom row of keys on the left hand side must be used. Looking at these
keys, it will be noted there is an orange key which is marked with the letter
"F" and a blue key with the letter "G". White functions do not require
prefix action.

To tum the calculator ON, press the ON button; to tum it OFF, press the
Otl button again. To clear the cal9ulator display, the following process
must be used: press F CLEAR Re;G. Note the word CLEAR above the
second row of keys from the bottom. Turning the calculator OFF will D.Q1
clear the display. There are other clearing functions, but the method
indicated above is all that is necessary for the purposes of these
operations.

Session 10 Cash Flow Analysis
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To illustrate the operation of the calculator and to also illustrate the
discounted cash technique to deterrriine present value (PV) and future
value (FV), the following example should be placed on the board and the
instructor should lead the attendees through the process.

The purpose of this exercise is to show the Time Value of Money.

[Show OH- 43J

Example

$50,000.00 invested at an annually compounded rate of 11 % will be worth
$84,252. future value at the end of five years; therefore, $84,252.: five
years in the future is worth $50,000 now; so $50,000. is the present value
of $84,252. The determination of VALUES is determined by using the
calculator as follows:

Future Value

Press:
"\:,x-'

(1) O~

(2) F CLEAR REG

(3) 5 N sets 5-year time

(4) 11 sets 11 % interest

(5) 50,OOOCFlS PV indicates outflow by placing
minus in front of amount (-50,000)

(6) F\f display shows $84,252.90, the future value of
$50,000.

The future value is the amount which is the result of the investment of a
known amount now at a compounded rate of interest.

Session 10 Cash Flow Analysis
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Present Value

Press:

Basics of Construction Lending

(1) ON

(2) F CLEAR REG

(3) 5 N sets 5-year time

(4) 11 sets 11% interest

(5) 84,252 FV sets future value

(6) elf display shows $-49,999.50, the present value
discounted back from $84,252.

The present value is the amount which must be invested now to produce
the known future amount.

The next exercise is to illustrate the determination of the Net Present
Value (NPV) and the Internal Rate of Return (IRR). These two factors will
indicate the advisability of an investment.

Present Value, Net Present Value, Internal Rate of Return

[Show OH-44}

Net Present Value Determined

If: Positive: The investors assets are increased and the
investment would probably be made.

Zero: Asset value would not change and investment mayor
may not be made.

Negative: Asset value would decrease and investment would
probably not be made.

Session 10 Cash Flow Analysis
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Internal Rate of Return Determined

Basics of Construction Lending

If: Greater than target rate, investment would be attractive

Equal to target rate, investor may be indifferent.

Less than target rate, investment would not be attractive.

Example

A company is considering whether to invest $60,000. in a three-year
project. The $60,000. would have to be borrowed at a cost of 10%.
During the three years, cash flows to be generated would be:

Outflow:

Inflows: Year 1
2
3

$60,000.

$15,000.
$25,000.
$30.000.

$70,000.

To determine the NPV and IRR by using the calculator, lead the attendees
through the following process:

.-...::.":.~:,.,,

Press (1) ClN
.-...-::.;',....,

(2) F CLEAR REG

(3) 60,000 CaSG CFO (now -60,000)

(4) 15,000 G CRa

(5) 25,000G CEil

(6) 30,000 G CFa

(7) 10 i

(8) F P:V = -3,163.

(9) F IRR = 7.3

Session 10 Cash Flow Analysis
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Calculations show the NPV to be -3,163., a decrease in the asset value of
the company, which indicates the investment is not advisable.

The IRR is 7.3, which is less than the cost of funds (target rate 10%) to be
invested; therefore, it is not advisable for the investment to be made.

Summary

In this example, it has been seen that even though the inflows exceed the
outflows, when the amount to be received is analyzed, considering the
time value of money, the amount does not justify making the investment.

With respect to the IRR, when the rate of 7.3% is less than the cost of the
money to fund the investment (1 DOlo), this result also does not justify
making the investment.

Session 10 Cash Flow Analysis
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Time: 1.25 hours

Case Problem

Basics of Construction Lending

Session 11
Case Problem

Format: Lecture, exercise and discussion

Before the attendees begin work on the case, it is recommended that the
instructor provide additional training about how to determine the NPV and
the IRR by using the "Before Tax Cash Flow For Developers Fund" on
Variant liB" of the case.

Press (1) ON
,'y'.

(2) F CLEAR REG

(3) 250 cas G CEO (250 now - 250)

(4) 0 GCEa

(5) 10 G Na

(6) 17.1 G cea

(7) 22.2 G CEa

(8) .1 G CEd

(9) 14.8 G CFa

(10) 119.4 G CFa

(11) 83 G CEa

This entry avoids having to do the
previous entry 9 more times, since there
are 10 months without outflows or
inflows.

(12) RCL N = Display indicates 7 entries have been made.

Session 11 Case Problem
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(13) 2.5 i (2.5 X 12 mos. = 30% annual rate)

(14) F NPY = Display indicates -71.6

(15) F IRB = Display indicates .18 monthly rate.
MUltiply by 12 to get 2.12 annual rate.

The result of the calculations indicate NPV of -71.6 and IRR of 2.12%
annual rate. Based on a target rate of 30%, the IRR is not acceptable and
the NPV resulting in a minus number indicates this would not be a
profitable venture for the developer.

Case Work Assignments

The class can be separated into groups of 4-7 persons and each group
playing the role of a bank can analyze the case and then make
recommendations for financing under their terms and conditions. They
should be encouraged to modify the existing facts, including re-working
the cash flows, to achieve satisfactory NPV and IRR, to enable the project
to obtain financing.

When their work is completed, each group should designate a
spokesperson to make a presentation of their conclusions and
recommendations.

Session 11 Case Problem
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Basics of Construction LendinQ_Q_u_i_z _

1. List three benefits of a construction loan for a developer.

2. List three items which are negotiated between the bank and the
borrower.

3. List three risks to the bank when providing construction loans.

4. List three things a bank must have to start construction lending.

Basics of Construction Lending Quiz
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5. List four examples which could indicate a construction loan may be
in trouble.

6. The cash flow projections should provide the borrower and the
lender with indications of profitability as expressed by the

_________ and the _

7. What is the definition of net present value?

Basics of Construction Lending Quiz
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Basics of Construction Lending Quiz - Answer Key__

1. List three benefits of a construction loan for a developer.

» Greater certainty and efficiency in development process.

» Known source of funds to build project.

•• Does not have to rely on periodic contributions from
purchasers.

•• Deals with fewer sources of funds (one bank, as opposed to
many buyers).

2. List three items which are negotiated between the bank and the
borrower.

•• Amount (within lenders permitted maximum)

Term and extension options (within permitted maximum)
-- time to construct
-- time to complete sales or leasing

» Interest rate
-- fixed
-- floating against an indexed rate

•• Interest payments
-- monthly, quarterly, semi-annually, annually
-- capitalized

» Fees to bank
-- application
-- commitment
-- servicing
-- other

Basics of Construction Lending Quiz - Answer Key
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» How fees are to be paid
up front
pro-rated on a scheduled basis
paid from loan proceeds

» Guarantees

» Retainage
-- amount to be retained (5%, 10%)
-- for direct and/or indirect cost

release to trade when its work is completed and
approved by lender or held until entire project is
complete.

» Regulating number of units under construction

» Contracts of sale

» Mortgage commitments

3. List three risks to the bank when providing construction loans.

» Builder unable to complete project

» Builder becomes bankrupt

» Units don1t sell or buyers cannot obtain funds to close

» Sale proceeds not sufficient to repay loan

4. List three things a bank must have to start construction lending.

» Trained personnel

» Organization

» Sources of funds

» Credit policies and lending procedures

» Internal support

Basics of Construction Lending Quiz - Answer Key
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5. List four examples which could indicate a construction loan may be
in trouble.

II Payment request for incomplete work

» Construction delays

II Non-payment for labor and materials

)1 Slow sales

» Cancellation of sales contracts or leases

)1 Unapproved changes in construction plans and/or materials

6. The cash flow projections should provide the borrower and the
lender with indications of profitability as expressed by the

Net present Value and the Internal Rate of Return

7. What is the definition of net present value?

» Amount determined by discounting back the inflows over the
life of an investment to determine whether they equal or
exceed the required investment. Inflows that arrive in later
years must provide a return that at least equals the cost of
financing those returns.

Basics of Construction Lending Quiz - Answer Key
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Basics of Construction Lending Alternative Quiz

1. List three reasons banks make construction loans.

2. List three functions in the bank which must provide support for the construction
loan activity.

3. List the three appraisal methods.

4. List four prepaid expenses which could be considered borrower's equity.

5. List two direct costs and two indirect costs in the loan budget.

Basics of Construction Lending Quiz - Answer Key
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Basics of Construction Lending Alternative Quiz 
continued

6. What is the definition of present value?

7. What does an IRR greater than the target rate indicate?

Basics of Construction Lending Quiz - Answer Key
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Basics of MortQ!ge Lending Quiz - Answer Key

1. List three reasons banks make construction loans.

o

o

o

o
services

Income

Use of funds

Response to market needs

Develop customer as depositors and users of other products and

2. List three functions In the bank which must provide support for the
construction loan activity.

o Accounting

o Operations/Computer

o Marketing

o Legal

o Liability Management (funds availability)

3. List the three appraisal methods.

o. Market

o Cost

o Economic

Basics of Construction Lending Quiz - Answer Key
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4. List four prepaid expenses which could be considered borrower's equity.

o Zoning fees

o Building permits

o Architect's fees

o Site improvements

Basics of Construction Lending Alternative Quiz - continued

o Building materials

o Labor

5. List two direct costs and two Indirect costs in the loan budget.

o Direct Costs
-- Land
-- Site improvements
-- Materials
-- Labor

o Indirect Costs
-- Fees (legal, application, bank)
-- Insurance
-- Marketing
-- Construction Interest
-- Contingency Reserve

6. What is the definition of present value?

o Amount which must be invested now to produce the known future
amount.

Basics of Construction Lending Quiz - Answer Key
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7. What does an IRR greater than the target Indicate?

o Investment would be attractive.

Basics of Construction Lending Quiz - Answer Key
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(Loan Committee Submission Form)

[BORROWER NAME]

[ADDRESS]

PROPOSED COMMITMENT:

PURPOSE:

TERMS OF REPAYMENT:

RATE:

FEES:

BORROWER:

GUARANTOR:

SECURI1Y:

PRESENT INDEBTEDNESS:

RELATED LOANS:



OTHER RELATIONSHIPS WITH THIS BANK:

AVE~AGE DEPOSIT BALANCES:

FINANCIAL STATEMENTS:

Borrower Guarantors
Date Date

Cash
Receivable
Interest in Real Estate
Total Assets
Total Uabilities
Net Worth

(Note: it should be indicated whether the statements
are audited, accountant-prepared, personal, etc.)

CREDIT POLICY EXCEPTION: NO / YES
(If YES, explain and indicate authority, who approved exception.)

RECOMMENDATION BY: Date.....· _

CREDIT OFFICER: _
MANAGER:, _

SPECIAL TERMS OR CONDITIONS:

COMMENTS:

/~
)



(Comprehensive Memorandum to accompany Loan Recommendation)

[BORROWER NAME]

[PROJECT NAME]

I. THE REQUEST
• Amount
• Loan term

II. PROJECT DESCRIPTION
• Location
• Unit types and mix
• Type of construction

III. BORROWER
• Current business
• Previous business experience
• Who are principals?
• Summary of financial condition

(attach complete financial statements as eXhibit)

IV. GUARANTORS
• Same information as for borrower

V. SOURCE AND USE OF FUNDS
• Hard cost
• Soft cost

• Equity
• Credit

VI. PROJECT PERFORMANCE
• Assumption of sales activity
• Cash flow

VII. INTEREST AND OPERATING RESERVE ANALYSIS
• Calculation of interest reserve
• Calculation of operating reserve

VIII. REPAYMENT ANALYSIS
• Release prices
• Projection of when credit will be repaid



IX. MARKET ANALYSIS
• Comparable homes and average value
• New construction in the area

X. VALUE OF COLLATERAL
• Appraisal information
• Who performed appraisal?

XI. CONTRACTOR
A. Background

• Business history and experience

B. Financial Statements
• Summary of financial condition

(Attach financial statement as exhibit to this memo)
Name
Date
Cash
Receivables
Interest in real estate
Total assets
Total liabilities
Net worth

[Note: indicate type of statement-audited, accountant-prepared,
personal, etc.]

XII. CREDIT RISKS
• List all known possible risks

XIII. CREDIT STRENGTHS
• List all known strengths

XIV. SUMMARY
• Comments
• Recommendations

XV. EXHIBITS
[Ust] Financial Statements

Maps
Photos
Etc.



IMPORTANT: READ THESE DIRECTIONS BEFORE COMPLETING THIS STATEMENT.

0 If you are applying for individual credit In your own name and are relying on your own income or assets and not the Income or
assets of another person as the basIs for repayment of the credit requested. complete only Sec\lons 1 and 3 and the schedules
which are applicable.

o If you are applying tor lOlnt credit with another person, complete all Sections providing information in Section 2 about the joint
applicant. If pracllcai. a Joint statement of financial condrtlon may be supplied by applicant and ,oint applicant in such case. ,ntonna-
lion requested following Secllon 3 and the schedules which are applicable would be completed with respect to both applicant and
)Olnt applicant. Both would also sign at the bottom of the reverse side of this form. II not practical. applicant and join! applicant may
complete separate forms. .'

o If you are applying for individual credit. but are relying on income Irom alimony. child suPPOrt. or separate maintenance or on tile
income or assets of another person as a basiS tor repayment of the credit requested, complete alf Sections. providing inlonnetion in
Section 2 about the person whose alimony. support or maintenance payments or Income or assets you are relying upon. Only you
would Sign thiS lorm.

0 If thiS statement relates to your guaranty of the indebtedness ot other personls).lIrm(s), or corporatlon(s). complete Sections 1 and 3.

i
Te'

0 - -

SECTION 1 • INDIVIDUAL INFORMATION SECTION 2 - OTHER PARTY INFORMATION
Name Name

Residence Address . Residence Address

City. State &Zip Crty. State & Zip

POSition or OCcupation Position or OCcupation

Business Name Business Name

BUSiness Address I Business Address

1CiiY. State &Zip I Crty. State & Z,p
I

Res. Phone Bus. Phone ! Res. Phone Bus. Phone
!

ISECTION 3 • STATEMENT OF FINANCIAL CONDITION OF: 0 Individual1
! 0lAs of: • Individual and other party (if Joint Statement)
i
I (Do NOllnclude Assets of Doubtful Value. Where No Amount is to be Entered. use the Word "NONE".)

ASSETS Dollars I LIABILITIES Dollars,
I 16. Notes Payable this Bank (Sch F).1 Cash on Hand

2 Cash In Banks (list In Schedule AI ! i17. Notes Payable Other Banks ISch F)
I

i 18. Unpaid Taxes3 Cash Value Life insurance Ilist In Sch B',.., Autos "nJ Trucks I 19. Notes Payable to Others ISch FI-
Marketable Secuntles 11Ist,n Sch C) 20. Other Debts ISch FI

'6 Non-Marketable Securrtles (List In Sch 01 : ,121. Accounts and Bills Due (Sch F)
~i Accounts Receivable (List In Sct, E) !22. Loans Against Cash Value Lite Insurance
~-

is. Notes Or Other Loans Receivable I 23. Real Estate Mortgages IProvide Complete

19. Real Estate: Details in Schedules G. H. & I)

110 Income Producing [Sch Gl I 1124. Estimated Income Tax
,11 Under ConstructIon (Sch HI on Apprecialed Assets
,:;;' Vacant Land ISch II 25. Total Liabilities

! ,3 26. Net Worth ITotal Assets Minus

L24 Total lIabilrtiesl
; 15 TOTAL ASSETS I 1127. TOTAL lIabilrties and Net Worth I,
,IF SEPARATE STATEMENT IS ATIACHED: It must be signed by you. lts Date: Its Preparer:

~ SOURCES OF INCOME FOR YEAR ENDED • 19 ___ ! PERSONAL INFOOMATION

Salary bonuses &commiSSions S I
!Dividends S I
,Interest S jAre you a partner or offcer in any other ventU'e'

~Reai Estate Income (Delarls In Sch G) S !If so. descnbe.
i

i Other Income l6,hmony. child support. or separate I

,maintenance Income need not be revealed ~ you !Are you obligated 10 pa,< alimony. child s,""port or'do nor Wish 10 have it conSidered a baSIS tor
repaYing thiS obligation) Iseparate malnlenance !Eyments? If so. descrtle.

I I
~ !Are any assets pledged other Ihan as descrtled

IT9TAL S Ion schedules' If so. des::ribe.

:

I CONTINGENT LIABILITIES
!tncome tax settled through (date)

IDo you have any conlngenlllabilihes' If so. descnbe

!

IAre you a detendant n any SUits or legal aC1ons'
If so. descnbe.

IAs endorser. co-maker or guarantor' S;

IOn leases or contracts' S IAre all taxes on yoU' real estate pal~

i Legal claims S lis your mortgage nterest paid to date'
IOther special debt

.-_._._---
IHave you ever been dedared bankrupt? It sO.descrlbe.S

IAmount of contested Income for liens S I

,ComolelE> SrohedJles and Sion on reversp sinp 1



NOTE: If space IS insufficient, separate schedules with addllronal detail may be attached.Such schedules should be dated and signed In the same manner as th,s statement
SCHEDULE A • BANK ACCOUNTS

I i I

IName of Bank Type of Account ! In Name Of Current Balance
I

I

I
! ,

I
I I I

I , I
;

TOTAL (as shown on statementl 5

SCHEDULE B • LIFE INSURANCE
I !

i
;

ICash Surrender
Name Of

Owner of Policy : Beneficiary Face Amount I Policy Loansi Insurance Company ! Value!
I ! I ,

, , ! ,
I ;

I
I

,
TOTAL las shown on statement) $!iSCHEDULE C - MARKETABLE SECURmES

Number of Shares ,
Are These Ii or Face Value (Bondsl i

DescnPlion
i

In Name Of Pledged? I Market Value
I,

!i , -! I I !I I I,,
I i,

ISCHEDULE D • NON-MARKETABLE SECURmES

i I I Are These ValuationNumber of Shares , Descriplron
!

In Name Of Pledged? Basis ValueI Ir- i
I i

,
ir I !

! I
I

i i!
I

!SCHEDULE E • LOANS, NOTES AND ACCOUNTS RECEIVABLE

I I
I ,

I
Debtor Descnptlon ! Slow or Current Maturity Amounti

I ! I
, i I
! : I I,

I I I
,

TOTAL $I
I

iSCHEDULE F • NOTES, ACCOUNTS AND LOANS PAYABLE, AND OTHER UABILmES

I To Whom Indebted ! Secured or Unsecured i Original Present Term 01 AmountI Amount Balance Payment Past Que
$ $ $ $

I

Thl1Norma1lOn conIalned ,n"'.. Slalemen". prCMdoldIcr!he "",pose 01 obIa,nong. or-'"'"9e,_-.youon mylOUt_01persons. timls.or CDr!lO'IIIClnII1__nII...may. _ .._ally or JOlnay-. OChers. 1.8QM a 9Ul"anI'f ltl 'fOAJf la"".I'we understand tI1al YOU"" relying on'" _Ionciutllng!he~m_ U 10 -.hoi> orpr-'Yl,"decldonglOgranlorconanueCredll.JI"'_'lndwalTanltI1al!heltltormallOn~. __CQmIlle4e_....yournay~...._ueat*UnglObe'rue and canect unl~ a wrlllen noIlCI 01 a change .. _ 10 you by me:us. IIWI ag... 10 nalIfy you llflI"'IIlIy 01 any SUCh eha/lqe. Vou ..e AIIIhanZed 10 CheCI< my/OUt credlt andemployment IlstJng and 10 make all other II1QUlrMtS you deem necessary to verify tne accwacy 01 .... ....."... made on.. torm ancIlD de1emWMt my/OU'CI~You areauthOnzed 10 answer quesllOnS about your credit eXI)8MerICe Wflh me:",s

-For Schedules G, H & I,
Refer To Separate

Sheet Attached.

Signature IlndlYiduall _
5.5. No. Oaleol Bir1h _
Signature (Joint Appbcanll _
5.5. No. Oale of Birth _



~

SCHEDULE TO FINANCIAL STATEMENT OF . __

Present
Fin. Simi
Carrying

Value

l

--

EslJmaled
Tolal

Property
Value

Other
loans
litAny)

0.
.E
l!?
41

~
----.I-- ..-.-+-.~ I I

~D_

~~I'"'-Q;
Q.

-- 1--'--- --T-.--- ..T-------f~r:~r~sr-:-rL Mortgages
I I Share of eI Annual I Nel Cash II Cash FlowIMortgagNel Debt Flow IS)

Operating Se,v'ce _ _ _._ ..._Income .__ ._ . _ ._.'

~=-~-::~-~-~-_f~~-: ~:L~ _~ H I I
---.- ._'-' - --~_._.-.- --_._._~--- .._--

..-.. , -_... \--_ .....

-----------------_ ..-_.._--_._-- ..'_._---- '--- ----- _.

-----. I l---t

~ _.__ .ME PROPERTY - -'r--l-SCHEDULE G •INCO~ .- G-E 8

- lJiJ&~-.g~ - I ~ liGi1~ I Gross I~~~~~~I
!?=>u: .~ 2l!j to ~ ~ RevenueQ. '1/) "'1iiu g l!lAddress & TYpe,'.., Xl ~ g.cUe cZO

f Property <> b 0 U 0 U 41 ...

41« «U 0 cr 0.eI_
I/)

~-=-=-~-----t==t=-~=1==t==r I I._. . --_..._+--------

-



'S',
~

.--.---------- ----------------- -._-------

BORROWER'S NAME . DATED ASOF _

--- -
Estimaled

;Iruction Conslruclion Remaining ConSlruction Personal Olher Loans TOlal Ownership Presenl Fin Date 1
oan Loan Commilment Lender Liabilily Ilf Any) Property % SimI CarryIng Conslruction
l1~menl 0. 'Islanding Available (YIN) Value Value Started I

(and basisl I---- -- --------- --

------- --.__ . 1
I_._-- --------~---e------ ----. --

----- ---_._- -----_._--- ----- _.._-
----e----_____

~-----

---- -------1-- -

=~=c_~~.___.__._______.
---t------j-· ---
~--'- ------- ------

------ - --. -
----- ---- -_....~-_._----

------------_.- -..--

SCHEDULE H • SCHEDULE OF REAL ESTATE UNDER CONSTRUCTION

--rI-----l-·---:TTOlau~,1cur;~~m~;:'lcon
Address 01 Type 01 Acreage Unil.s.Of 01 UnilS Sold

j
Tola' I

Property Property SF Of S_F_ ConSIr Com
leased Cost

--- ---.. _. -_._. - ---- -- ---.- --

f--------- - --~---

1-----------

1---------

IPersonal Eslimaled Ownership Present Fin_
Outstanding Lender Liabilily Tolal Pro-

(%1
SImI. Carry· IFinancing IY:NI perty Value ing Value I

j- 1-----.

-

i--

....~
--- -------,

I

-t~~:-f:-~-.~~=~.. _.-

±----- --i,. 1 _____ .. _.____ L __________~_

rTolal must agree wilh amount on line 12) TOTAL

-----..--1---- ----.-

__=-~~:_~~._=:=~~.- .-~~~J __

I ._-- ----. -----------.--.-- ---------.

I I

SCHEDULE I· VACANT LAND
. I 1---- --------.---.--[.--.---.--.---Type & Max

LOCalion 01 INU~ber Presenl l'01 Unils Approval I Purchase I Purchase
Property Acres ZonIng Of Sq_ FI Slalus Dale PrICe

Allowed

-~=~-----==~=--=--. =~-~~~-=I·-~---=--=- ~L--=-
I . f---:--=+=---I-----t----+

I +=-:.-==-=t~_~--:~-~~:_~-=-l-==-
----i---- -, ...-.--

-t------+·---·
___ ._..•.. .__.J__ . _



D. Overhead Slides



Definition Of A Construction Loan

A commitment by a financial institution in a confirmed amount to enable
a developer to pay for labor, material and other project-related
development costs.

I
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Bank's Motivation to Lend

• Interest Income

• Use of Funds

• Response to Market /Needs

• Develop Customers as depositors and users of other products and.
services

;L
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Bank Risks

• Builder unable to complete project

• Builderls cost estimates incorrect

• Builder becomes bankrupt

• Units donlt sell or buyers cannot obtain funds to close

• Sale proceeds not sufficient to repay loan

3
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Construction Lending Organization
Executive

Management

I

~

-~

Branch
System

r
Origination

Marketing
Application
Underwriting
Commitments
Documentation
loan Closing

Credit
Management

I
Construction

Loans
Manager

T

I I Credit Approval
Committee

1

Administration

Document Control
Inspections
Disbursements
Accounting
Collections
Taxes & Insurance
Defaults & Foreclosures
Other Real Estate Owned
Management Reports



Internal Support

• Accounting

• Operations/Computer

• Marketing

• Legal

• Liability Management (funds availability)
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Developer1s Financial Requirements

• Equity

~ The developer's contribution to the project in the form of
money, land, materials and/or labor

• Capital

~ Sufficient financial resources available to be used to maintain
the business by paying for overhead expenses and provide any
money necessary to complete the project, in addition to the
equity and construction loan.

• Debt/Bank Loan

~ Money borrowed for the purchase of land or for the use of land
and money borrowed to finance construction.

Cj
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Benefits For Developer

• Greater certainty and efficiency in development process

• Known source of funds to build project

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

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

/0
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Risks for Developer

• Loan amount insufficient to complete construction

• Bank does not approve work and refuses to advance funds

• Interest rate increases

• Sale proceeds not sufficient to repay loan

• Exposure for interest and principal

• Failure of lender (U.S.A.)

II
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Negotiable Elements of Construction Loan

• Amount (within lender's permitted maximum)

• Term and Extension Options (within permitted maximum)
~ Time to construct
~ Time to complete sales or leasing

• Interest Rate
~ Fixed
~ Floating against an indexed rate

• Interest Payments
~ Monthly, quarterly, semi-annually, annually
~ Capitalized

IJ-



Negotiable Elements of Construction Loan

• Fees to Bank
~ Application
~ Commitment
~ Servicing
~ Other

• How Fees Are To Be Paid
~ Up front
~ Pro-rated on a scheduled basis
~ Paid from loan proceeds
~ Other

• Guarantees

t3
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Negotiable Elements of Construction Loan

~ Retainage Withheld by Bank from Each Loan Advance
- amount to be retained

» 5%, 10%, combinations
- for direct and/or indirect cost
- release to trade when its work is complete and

approved by bank or held until entire project is
complete

~ Regulating Number of Units under Construction
(Phasing)

~ Contracts of Sale

~ Mortgage Commitments

Ji



Fee Collection

/~

~

~'.~; --

TYPE

Application

Commitment

AMOUNT WHEN DUE

Usually 1% of Upon application
loan

Usually 1% of Upon issue of
loan commitment

HOW PAID

Cash from
borrower

Cash from
borrower or use of
application fee

COMMENTS

If application rejected, fee is refunded,
less lender expenses for appraisal, etc. If
application approved, fee can be used as
commitment fee.

Loan

Costs &
Expenses
~ Legal
~ Appraisal
~ Engineer
~ Recording
~ Other

Usually 1% of
loan

Charged at
cost of
services

When loan is
closed

As they are
incurred

Cash from
borrower or use of
commitment fee or
from loan

Cash from
borrower or from
loan

This fee not always collected if a
commitment fee has been received.

NOTE: If fees are a part of borrower's equity, they can be included in loan and paid from the loan or refunded to
borrower from the loan.
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Project (Cont-d)

• Acceptable to intended market

• Good access by roads

..• Good access by public transportation

• Accessible to:
~ schools
~ shopping
~ medical facilities
~ employment centers
~ recreational and cultural centers
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Y~ESHbU1 KYPC .a.nSl POCCH~CKHX 5AHKHPOB no
KPEAHTOBAHH~ CTPOHTEnbCTBA

,D,oporl4e y'laCTHI4KI4,

nplIIBOAIIIMbliii Hlllxe aHanlll3 npaKTIII'leCKOiii cl4TyaUl414 AeMOHcTp14pyeT HeKOTopble eraHAapHlble

:Hanbl 14 nOAXOAbl. I4cnOnb3yeMble I1plll ¢>IIIHaHCOBOM aHanlll3e nocTynalOlJ.llIIX 3a~lBneHllliii H8

KpeAI4Tbl. 8 aHanlll3e Y'lIllTbiBaIOTCs:l HeKOTopble CYlJ.leeTBeHHbie ocooeHHOCTI1 HblHeWHt:!~

3KOHOMI4'leCKOiii III npaBOB014 cllITyaUlII1II B POCCI4I11, OAHaKO Mbi npeAflaraeM BaM BHeen" CBo!i;

BKJ1aA B npouecc AaIlbHeiilwero npl4BeAeHIIISl paccMaTplIIBaeMoii! cl1TyaUl111 B eOOTBeTCTBl1e C

peaIlbHOCTblO. B KOTOpoiii 8aM npI1XOAIIITCs:l CerOAHs:l paOoTaTb.

YaCTb 1.

YaCTHas:l cTpolIITenbHaSl KOMnaHI4Sl "AreHTcTBo A5U" OOpaTl4naCb B Saw oaHK 3a ecy,a,oiii Ha

BblnonHetil4e npoeKTa 3aCTpoiilKI4. KOMnatfliHl npeAcTaBl1na cneAYlOlJ.lYIO IIIH,pOpMaUI4IO.

A!lpec : Ynl4ua X. AOM Y, HaXOASllJ.lllliiics:l B npeCTIIIXHOM KBapTane BOCTO'lHOiii 'laCTI4 ueHTPa

CaHKT-neTepoypra.

Tl4n npoeKTa : BbiCOKOKa'leCTBeHHoe Xl4nbe Ha npoAaxy.

XapaKTepl4CTI4KI4 :

Pa3Mep 3eMenbHoro Y'laCTKa 44 M x 22 M : nnOlJ.laAb nOA 3acTpolilKY - 572 KB.M. ( 468 KB. M. non
3AaHllle III 272 KB.M. nOA IIIHAI4BIIIAyanbHble rapaxl4 ).

3AaHllle : oOlJ.laSl nnOlJ.laAb Bcex :Haxeiol B CTpOeHl4111 - 2517 KB.M. : oOlJ.laSl nnOlJ.laLJ,b KBapTl4p 

2134 KB.M. : BHYTpeHHs:lSl CTOSlHKa • 20B KB.M, : MaHcapAa - 175 KB.M,; OOlJ.lafl xl4naSl nnOIJ.lUAb
, lBB KB.M. : 'lI4GnO 3Taxeiii ·5, nnlOC MaHcapAa.

KBapTI4Pbl :

Ylllcno KOMHaT Yl4cno KBapTl4p CpeAHRs:l nonHaR nnOlJ.laAb

1
2
3
4

1
2
9
3

53,4 KB. M.

87.4 KB. M.

151,3 KB. M.

1B1.0 KB. M.

~Toro: 15

OueHKa paCXOAOB :

400

B TblC. AOM. CWA

50
200
120
1900
100

Ha'laIlbHble paCXOAbl

8blnnaTa MyHIIH,(lIInaIlIIITeTy 3a BblAeneHllle 3eMnlll

Pa3paooTKa npoeKTa ( apxlIITeKTVpHas:l III IIIHxeHepHaSl )
CTpolIITenbCTBo

,D,onOnHI4TenbHble pa60Tbl Ha nn0lJ.laAKe '" BHe ee
"HaIlor Ha "'H<ppacTpyKTVPY" MyH"'U",namneTy
( 20 % OT CTOI4MOCTI4 CTpO"'TenbCTBa )

~TOro : 2770



OueHK<l ~OXO~OB ( B TbIC. ~onn. CWA ):

npO~<l:llCa KeapTlllp 1.4 Ja KB. M. x 2134 I<B. M.

npo~a:llCa rapallCei;1 11 x 10
= 2988

110

iMoro : 3098

npO~OJ1llCIIITeJ1bHOCTbpeanlllJaUlII1II npoeKTa : 16 MeC51uee I 4 MeC51ua H3 paJpa6cTKY n~Ce!(Ta III

12 MeC51ueB Ha CTpOIIITeJ1bCTBO ).

npaea coocTBeHHocTIII JaCTpoi;1w1IIK3 : comaCHO cneuLllanbHoi;1 peJomOULliLil M3pa. JaCTOO~WIIIK

06n~aeT npaBoM IIICnOnbJOBaHIII51 3eMenbHoro Y"aCTKa B neplllo~ npOBe~eHIII51 cTpm1TellbCTBa,

nplll..eM no Ja8epWeHLllIII CTpOIIITenbCT8a rOpO,llCKas:l a~MLIIHIIICTpaUlIIs:I Obs:lJanaCb 11131laTb

~OKYMeHT, onpeAeJ1s:lI0111Illi;1 ~OJ1rOBpeMeHHble IIIMYllleCTBeHHble npaea JaCTpO~lllIllKaHa ~aHHblL1

3eMeJ1bHbli;1 Y"8CTOK.

CDIIIH8HCOBbI~nn8H :

KOMnaHIIIs:l-3aCTpO~1llIllK rOTOB8 onn8TIIITb nepBOHa..al1b~lble paCXO~bl III CTOIIIMOCTb BblnelleHIII51

3eMIlIII : AIls:l BblnOl1HeHlIIs:I nocne,/J,YlOllllllx 3TanOB CTpOIIITenbCTBa olla JanpaWIIIBaeT Kpe,QloH B

TBep,/J,O~ BanlOTe Ha CyMMy 1 200000 nanl1. CWA (c nocne,/J,ooaTenbHblMIII nnarellCaMIII B

Te..eHllle 10 MeCs:lue8 C o03BpaToM B Te..eHllle 5 MeCs:lueB ) . a OKOH..aTenbHafi 'lnCrb crOlllMocn1

CTpOLIITeJ1bCrea oY,/J,eT onml'leHa 3a C'leT nony..eHIIIs:I ,/J,oxona OT npe,/J,eaPIIITenbHo~ npo~allClII.

'-IacTb 2.

nOcne npe,/J,BapIIITenbHoro paCCMOTpeHlIIs:I Bbl eepHynlll 3a51eIllTeJ1IO-3aCTpo~1llIllKYnpOeK! HyK)

,/J,OKyMeHTaUlll1O C Ps:l,/J,OM ,/J,ononHIIITeJ1bHblX Tpe60BaHIII~ :

I. npenocTaBIIITb pac..eT TeXHIIIKO-3KOHOMIII..eCKoro OOOCHOBaHIIIs:l, BKIlIO..alOwero aHalllll:l

cnenYlOlllLIIX Bonpocoe :

1. IOplII,/J,lII'lecKllle acneKTbl :

- KaKoBbl npe,/J,nonaraeMble npaBa Ha 3eMnKl nn~l 6y.uyu~LIIx nOKynaTene~ KeapTLilp ?
- Moryl J1111 np8Ba 3acrpo"lllMKa Ha 3eM111O OblTb nepenaHbl e npol.l,ecce cTpOlo1reJlbCrea?

- n03e0J1s:lIOT 11M npaBa 3aCTpOIIIlllMKa Ha JeMnlO ..cnOnbJOBaTb ee B Ka'laCTee 3anora np..

oopallleHMM 3a Kpe,/J,MTOM ?
- KaKOBbi CVllleCTBYlOlllMe orpaHM..eHIIIs:l B oonaCT" rpa,o,OCTpOIIITenbHoro nnaHlllpOeaHIIIs:l III

KaKMe nmbl MCn011bJOBaHMs:l 3eM11M pa3peweHbl Ha naHHoM Y"aCTKe ?

2. CD1II3111..ecKMe xapaKTepMCTMKM :

- Corl1acHo K8Klo1M nplo13H8KaM ,/J,aHHbl~ Y'laCTOK JeMnlo1 C..Io1TaeTCs:l nplo1rO,/J,HblM AIls:l

npe,/J,n011araeMoro IIICnOl1bJOBaHIIIs:l nOA :llC1II11111111HOe cTpoIIITe11bCTBo?

- s:lB11s:lIOTCs:ll1l11 Tonorp8cPlII..ecKllle ocooeHHOCTIII ,/J,aHHoro Y"aCTKa no,o,xOtu'lllllllMLil nn~ TaKoro

ero IIICnOl1bJOBaHMs:l M 00ecne4111BalOT nM OHM ,/J,ocTyn Ha CTOs:lHKY ?

- CYllleCTBYIOT nlll K8Kllle-nllloo Cnel.l,lIIQ>M..ecKllle ocooeHHocTIII ,/J,aHHoro Y"8CTKa. KOTopble

BneKyr 3a c060111 yBem"..eHllle crolllMocn1 CTpolIITenbCTBa ?

- KaKoBbi YC110BlIIs:I 101 B03MO:llCHOCTIII nO,/J,KIlIO..eHlIIs:I K KOMMYHIIIK8UIIIs:lM ?

- B KaKO~ CTeneHIII ,/J,aHHbl~ Y4aCToK s:lBns:leTCs:I nOCTynHblM nns:l OOllleCTBeHHoro III nlll4~tOrO

TpaHcnopTa ?

3. npoeKTHble oc06eHHocTIII 3,/J,aHIIIs:l :

- nO..eMY npeAllaraeMbl" npoeKT JnaHlIIs:I C4111TaeTCs:I nO,/J,Xo,lJ,StlllIllM nns:l naHHoro

pacnonOllCeHIIIs:I III AIls:l IIICn011bJOBaHlo1s:1 non T8Koe 1IClllnbe ?

- KaKoBo OOOCHOBaHllle npaBIII11bHOCTIII 3anpoeKTlllpoeaHHoro 4111cna rapallCe~ ?

• nO..eMY He npe,/J,YCMOTpeHO CTpOIIITenbCTBO nOA3eMHblX rapallCe~ ?

2



Appraisal Methods

• Market

~ Compares sllbject property to other properties having
similar characteristics

• Cost

~ Determines cost of materials and labor to construct

• Economic

~ Places a value on the net operating income derived
from the property; capitalizes the net operating income
using a capitalization rate which reflects the risk in
relation to alternative uses of the money invested in the
subject property

J-(

.~
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Factors Considered When Estimating Value

• Type of Building

~ Construction

~ Condition

~ Age

~ Cost to Build or Replace

~ Size

• Competition

,2J
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Income Capitalization Appraisal

Gross Income $500. per mo. x 12 mos. x 50 units
Minus Vacancy Factor (5%)
Effective Gross Income
Expenses (400/0 of Effective Gross Income)
Net Operating Income

$ 300,000.
-15,000.
285,000.

-----L.¥154,OOQ.
$~al.QQO.

OH-25

Q
{. ~~_ ....

Capitalized Rate Calculation:
Based on equity funds being
contributed of 25% of project cost

Assumed mortgage rate based
on 750/0 financing

Capitalization Rate

.100/0 x .250/0 = .025

.080/0 x .75°,/c) = .060

.085

Therefore: Net Operating Income Cap Rate Value
$131,000. + .085 = $1,541,176.

NOTE: This is a simplified illustration to show in general the capitalized technique
and is not intended as a comprehensive treatment of this appraisal method.



Loan Underwriting
The Borrower

Obtain, Analyze and Verify All Information:

• Borrower

~ Personal Reputation

~ Business Expertise

~ Credit
» Financial Statements
» Banking Relationships
» Payment History

~ References

;;.b

~
~



Credit Information

• Financial Condition

~ Balance Sheet

- Assets
» cash
» real estate
» motor vehicles
» accounts receivable
» personal property

o furniture
o jewelry

» other

~rd?'

/7



Credit Information

• Financial Condition

~ Balance Sheet (cont'd.)

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

- Net Worth (total assets less total liabilities)

'''~'<...~J

,1~



Credit Information

~ Income Statement

- Cash Flow from Real Estate Owned

- Other Business Income

~ Equity in Project

- Land

:;.9

y

- Pre-Paid Expenses'
» zoning fees
» building permits
» architect's fees

» site improvements
» building materials
» labor



Interest Reserve Calculation

30

(;;/:e;'?

Loan Amount: $500,000

Average Balance Interest Rate
$200,000 (400/0 of loan) x 150/0

Reserved
$30,000



Loan Approval

Formal Written Presentation Detailing the
Underwriter's Analysis of the Proposed Loan

,
• Project

• Borrower

• Guarantors

• Contractors

.1i

~



Loan Approval

• Terms and Conditions of Loan

~ Amount

~ Interest Rate

~ Fees

~ Frequency of Disbursement

~ Retainage

~ Documentation

~

.11-



--
J

Loan Approval

• Terms and Conditions of Loan (cont'd.)

~ Repayment
» Release of Completed Units
» Cash from Buyers
» Confirmed Mortgages for Buyers

.1 f

/~
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Commitment

• Purpose and security

• Loan amount

..• Interest rate

• Maturity

• Extension options

• Repayment conditions

• Requirement for loan closing

'~-";~~

.56



Commitment

• Documents required:

~ Note/obligation
~ Mortgage
~ Construction loan agreement
~ Assignment of contracts

• Fees and expenses

• Disbursement terms and conditions

• Date by which commitment must be accepted

• Date by which loan must be closed

• Insurance requirements

• Title requirements

,)~7
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Commitment

• Environmental matters

-. Survey

• Governmental approvals and permits

• Utilities

.rr

,0-w,.,



Basic Loan Documents

• Note

• Mortgage

• Construction loan agreement

• Assignment of contracts and building plans

39

<'0/



Loan Budget

• Direct Costs
Land
Site improvements
Materials
Labor

• Indirect Costs
Fees (legal, architect, bank)
Insurance
Marketing
Construction interest
Contingency reserve*

'10

d£;,
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Potential Loan Problems

• Payment Request for Incomplete Work

• Construction Delays

•. Non-Payment for Labor and Materials

• Slow Sales

• Cancellations of Sales Contractors or Leases

• Unapproved Changes in Construction Plans and/or
Materials

Yf

~,



Action To Be Taken For Problem Loan

• Secure the property and move loose material into a secured
area.

• Make sure all insurance is current

• Consult with contractor and, if possible, arrange for contractor
to resume or continue to work.

• Meet with the borrower and attempt to develop a workout plan
to complete the project.

'/)..

~



Time Value of Money

A sum to be received in the future has a lesser present value.

The present value is determined by discounting back from the future
known amount. The selection of a discount rate is determined by the
person estimating the value. The rate used is selected on the basis of
rates which are available for investments having the approximate
maturity as the subject.

'/3
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Present Value

Amount which must be invested now to produce the known future
amount.

Net Present Value

Amount determined by discounting back the inflows over the life of an
investment to determine whether they equal or exceed the required
investment. Inflows that arrive in later years must provide a return that
at least equals the cost of financing those returns.

Internal Rate of Return

Yield on an investment calculating the interest rate that equates the
cash outflows with the cash inflows.

~
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E. Glossary



GLOSSARY

Amortization
Payment of debt in regular, periodicinstallments applied first to the payment
of current interest due and the balance applied to reduce the current
principal balance. While the payment amount remains the same, the
allocation changes as the principal balance reduces requiring less interest to
be paid.

Appraisal
An opinion of the value of a property at a given time, based on the
appraiser's opinion of the location, condition and highest and best use of the
property.

Backfill
To replace ground removed by excavation for construction.

Blueprint (Plans)
A plan of a building in such detail as to enable workmen to construct it from
the information contained therein.

Boiler Plate
The fonn language (generally printed) which is contained in documents such
as mortgages.

Boring Test
Study of soil conducted by boring holes and removing samples. Used to
detennine, among other things, the existence of rock.

Building Permit
A document given by a local government indicating its approval for the
construction of or improvements to a building.

Building Restrictions
Prohibition by a governmental body or deed conditions against construction
of or changes to buildings.

Cesspool
A pit or pool which holds raw sewage.

Closing
The final procedure during which documents are signed concluding the sale
of a property or creation of a loan.



Glossarv 2

Commitment
A written promise by a lender to provide a loan subject to certain terms and
conditions contained therein.

Condominium
A structure of two or more units, the interior space of which are individually
owned, the balance of the property (both land and building) is owned in
common by the owners of the individual units.

Construction Cost
The total cost of building, including overhead and profits, as well as land,
labor and materials.

Construction Loan
Short-term financing of real estate construction. Generally followed when
construction is completed by long-term financing.

Construction Loan Agreement
A document which is prepared by the lender stating all of the terms and
conditions of a construction loan which is signed by the borrower at the
closing.

Contractor
One who is employed by a developer to construct a building.

Contractor's Overhead
Expenses over and above labor and materials, such as office expense,
insurance, certain salaries.

Convey
To transfer title to a property.

Cooperative Apartment
A structure of two or more units in which the right to occupy a unit obtained
by the purchase of stock in corporation which owns the building.

Cost Approach
An appraisal method, estimating the replacement cost of a building, less
depreciation, plus land value.

Credit Report
A report on the history of a person or business enterprise as to how they
repaid debts.



Glossarv

Developer
A builder.

3

Development
A planned construction project, rather than simply the building of unrelated
buildings.

Development Loan
A loan for the purchase of land and site improvements, rather than building
costs.

Direct Costs (Hard Cost)
The cost for materials and labor.

Down Payment
The initial payment made by a buyer when purchasing real estate. Usually
buyers own money and not borrowed.

Encroachment
Generally, construction onto the property of another, such as a wall, fencing
or building.

Equity
The market value of a property, less the amount of existing liens.

Fixed Rate Mortgage
A mortgage having a rate of interest which remains the same for its life.

Footing
A foot-like projection at the base of a foundation wall, column, pier, etc. used
to secure, support and help eliminate settling or shifting of a structure.

Foreclosure
A proceeding to extinguish all rights, title and interest, of the owner of the
property in order to sell the property to satisfy a lien against it.

Hazard Insurance
Insurance to pay owners and lien holders for losses caused by fire or other
causes which are insurable.

Improved Land
Land which has been approved by a local government for building purposes
and land improved with streets and utilities.



Glossarv 4

Indirect Construction Costs (Soft Costs)
Costs other than for materials and labor, such as interest, fees, insurance,
taxes, etc.

Interest Rate Cap
The maximum interest rate a lender agrees to charge on a floating or
adjustable rate loan.

Lien
An encumbrance against a property for money, either voluntary or
involuntary.

Loan Package
The file of all information necessary to be considered by a lender to decide
to lend or not to lend.

Market Value Approach
An appraisal procedure in which the property is compared to other similar
properties recently sold. The degree of similarity of the properties and
circumstances of the sales contribute to establishing a value for the subject
property.

Mechanics Lien
A lien created for the purpose of securing payment for work performed or
materials furnished in construction.

Mortgage
1. The pledge of property for a debt.
2. The document which is evidence of the pledge of property.

Mortgagee
The party lending the money and receiving the pledge of property.

Mortgagor
The party who borrows the money and pledges the property.

Mortgage Servicing
The duties of collecting payments, making sure taxes are paid, insurance is
in force, etc.

Percolation
The absorption of liquid into soil by seepage.



Glossarv

Plans (Blueprints)
All drawings detailing construction.

Plot Plans
A plan of the location of improvements on a parcel of land.

Recording
Filing documents affecting real property as a matter of public record.

5

Specifications
Written detail which indicate to a contractor how to proceed with
construction. Indicates the specific materials to be used and the way in
which they are to be installed.

Subdivision
A division of a single parcel of land into smaller parcels by filing a map
describing the division and obtaining approval by a governmental authority.

Title
The evidence one has of right to possession of land.

Title Search
A review of all recorded documents affecting a piece of property.

Topography
The contour of land surface, such as flat, rolling, mountainous, etc.

Tract
A parcel of land.

Tract House
A house built using the plan of the builder as one of many similar homes in
a subdivision, as opposed to a custom house, which is built to the
specifications of the owner.

Utilities
Telephone, gas, electric and water.

Zoning
The division of a city or region by governmental regulations into areas
(zones), specifying the uses allowable for the real property in those areas.


