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1. INTRODUCTION

To audrcss thc growing dcclinc in housing construction and the nccd for new mcchanisms to providc
alloruahle housing, the Parliamcnt passcd the Act on Selected Forms of Support for Housing Construction
(the Act) on October 26, 1995 which was latcr amcndcd in August 1997. (Dziennik Ustaw: Nr. 133/654,
Octobcr 26,1995; Nr. 156/775 in 1996; Nr. HO/507, Nr. 103/651, 1997. The amended law and ordinancc arc
attachmcnt 1 of this documcnt.

This Act provides thc enabling legislation for:

• the establishment of not-far-profit housing organizations (TBS),
• the creation of a National Housing Fund (KFM) to provide financing for:

the developmcnt and rehabilitation of rental housing,
• the developmcnt of related infrastructure by municipalities
• a contract savings system as a form of financing for housing purchase by individuals.

An implementing Ordinance, issued by the Ministry of Construction and Physical Planning l (now the Office
of Housing and Urban Development) on March 29, 1996, sets out the conditions for rental housing project
and related inti'astructure financing by the KFM adrninistered by the Bank Gospodarstwa Krajowego (BGK).
The Ordinance was amended in June 1997 to provide more favorable terms for project financing and credits
for renovation of rental housing stock.

As is often the case in the implementation of new laws and programs, questions and unresolved issues arise
during implementation which need to be addressed to better assist municipalities and other interested parties
in developing a TBS organization and activities. The authors of this manual have attempted to be as current
as possible through ongoing consultation and cooperation with BGK, the Office of Housing, municipalities
and TBS's. Recognizing that the TBS system will continue to evolve, the manual is structured in loose leaf
format to allow for changes and additions.
The purpose of this publication is two fold.

• The first is to assist gminas and other interested parties in exploring the potential of fonning a TBS
to help meet the housing needs of their community.

The second is to provide a framework for organizational development including a "business plan".

Thc potential and value of a TBS will be determined by the needs and problems of each local community, thus
the cmphasis on the locally bascd stratcgic and analytic processes described in this manual. TBS may not be
a solut~on for cvery conU11Unity and it is important for city leaders to think long range while establishing the
TBS strategy to be surc that their initial investments in the TBS will reap the greatest benefits. The recent
legislative and regulatory changes have greatly improved credit terms for the development and rehabilitation
of rental housing by TBS, making TBS an attractive option for cities interested in these activities. Beyond the
advantageous credits, TBS can assist cities in providing alternatives to city housing management, assuming
housing activities previously carried out by the city, serving to facilitate public-private partnerships and
playing a major role in housing privatization. Thus TBS can provide a mechanism through which cities can
move away direct provision of housing services to a preferable role of housing facilitator and enabler.

A business plan is import~lI1t as TBS will frequently be new organizations lacking a "track record" that will
he seeking long tcrm financing (20-30 years). BGK will rcquirc assuranccs that the organization can repay
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the loan during its term. A rinancially viable project proposal provided by an organization with a clear
mission, goals and strategic objcctives substantiatcd by an opcrating plan will providc thcse assurances.
Equally important, the busincss planning proccss can cnhancc the ability to structurc a ncw organization to
run ellectivcly while mceting crucial community nccds.

To dcvelop a TBS and rcntal housing projccts, thc authors rccommend strategic planning proccsscs that should
occur on at least three levels. The first is an overallnceds assessment, the second is organizational planning,
and thc third is project planning.

I. The municipal leaders and potential shareholders, if identified, determine the need for and
potcntial role of a TBS in helping to meet local housing needs and the role of the
municipality in this endeavor.

2. Potcntial TBS sh,u'cholders develop a strategic and operating plan for the TBS organization
. over the next 3- 5 years.

3. The TBS shareholders and management board develop a project plan and pro-formas for a
proposed development to be submitted to BGK for financing. In support of this loan
application, BGK will require a business plan.

The manual draws on recent experience of gminas and other TBS shareholders who have embarked on the
creation of a TBS and rental housing projects. The best experts are those who have gone through the
experience of developing a TBS to serve their communities.

Beyond the organizational/business planning process, the primary focus of this manual, this document
presents organizational models and activities ofTBS, discusses the benefits of these models and identify issues
and problems which require decisions from BGK and the Office of Housing to allow the organizations to
organize and function most effectively. It incorporates Office and BGK documents outlining the laws,
regulations and requirements for funding. It further draws on the analytic work of the members of the
Og6lnopolskie Forum TBS, an organization formed in 1994 that has been supporting the evolution of the TBS
sector. As much as possible, examples are provided to illustrate the processes and documents described in the
manual such as: statutes, various policies and procedures, housing system data assessment and business plans.
The manual attempts to indicate most issues crucial to the establishment of a strong organization, however
many areas and disciplines will require further research. A bibliography of potential resources is attached to
allow for further exploration by the reader.
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2. DETERMINING THE NEED AND ROLE FOR A TBS

What a TBS can offer

Not-for-profit housing organizations play important roles in developing, rehabilitating and managing housing
in the United States and European countries, particularly housing targeted at low and moderate/middle income
families. An important common clement in all the systems is the active promotion of local resident
involvement in housing and neighborhood improvement. Increasingly, not-far-profit housing organizations
arc utilizing private sector business practices that improve organizational productivity and efficiency,
however, they arc still guided by social goals and principles that set them apart from for-profit organizations.

The development of a not-for-profit housing sector in Poland could provide an additional option to municipal,
cooperative and private sector housing development and management. The sector may contribute to complex
neighborhood revitalization incorporating social, economic and physical interventions. To provide a broader
perspective, a comparative analysis of not-for-protit housing sectors in four countries is presented in Chapter
13.

The enabling legislation allows a TBS to undertake a variety of activities in the housing field with primary
emphasis on the development and management of rental housing affordable to moderate income families.

According to the Act, a TBS may conduct the following activities:
• develop and manage rental units,
• purchase residential buildings,
• carry out repairs and rehabilitation of residential rental buildings,
• lease commercial premises in TBS buildings,
• manage residential buildings not belonging to it, based on contracts, and

carry out other activities related to the construction of housing and accompanying infrastructure.

Thus, the TBS can serve a variety of functions to meet the needs and interests of the local community, needs
and interests which are best determined through a strategic planning process. In considering the merits of
forming a TBS, municipality and potential shareholders should consider how the TBS can advance the local
housing strategy, improve housing services and/or fill service gaps.

The Act provides an advantage of the TBS structure in that it is income tax exempt. All profits, however, must
be reinvested for statutory purposes. The second advantage of a TBS structure is the ability to access
preferential credits from the National Housing Fund.

The National Housing Fund

The Act extends preferential credits to TBS and cooperatives for up to 70% of the qualified costs of
developing rental housing, which meets specific cost and income criteria. Credits are also available to gminas
for up to 75% of the cost of infrastructure related to the rental housing.

The ordinance sets forth the specific conditions of the credits granted by BGK as follO\vs (cited from BGK
promotional materials):

Rental Housing:

Maximum amount of credit: To 7()c-'k of the qualified development cost of the residential
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Interest rate:

Grace period:

Targeted population
income limits may not
exceed 1.3% of the average
monthly wage in the
Yoivodship by:

Funding structure:

Loan repayment:

Loan guarantee:

Rent Levels:

Infrastructure Development:

Targeted population:

Maximum credit:

Interest rate:

Grace period:

Loan repayment:

Loan guarantee:

portion of the project.

To 50% of the NBP rediscount rate.

Up to 30 months from the date of the credit agreement

20(}f, for a single person household
80% for a two person household
120°"f, for a three person household
40(}(, additional for each additional household
member.

Up to 70% of total development cost from KFM
10% payment from tenants
The remainder from other credit or equity sources.

Monthly payments of not less than 0.24% of the loan;
with quarterly adjustment according to the local
voivod index per usable square meter.

Real estate mortgage as security and assignment of project
insurance policy.

The rents must cover mandated costs but not exceed
4% of the regional "replacement value" determined
using the voivod cost index. If a tenant exceeds
the maximum allowable income limits, the TBS
may charge a "market rent". The maximum income is
determined based on the average wage in the voivodship ..

Same as above.

Up to 75 % of the investment cost.

0.5 of the rediscount rate.

The period and other conditions are determined
by the bank.

Paid monthly, amount established in the agreement.

Determined by BGK in each case.
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The Role of the Gmina

The Act requires that the municipal council approve the rent levels of TBS constructed or managed housing.
According to the Act, the gmina can also choose to place a representative on the TBS supervisory board even
if it is not a shareholder. While it is not essential that a municipality participate in the formation of a TBS, it
is advisable that the municipality play an active role in determining the role and mission of the TBS.

To full'ill collateral requirements in the Banking Law, the BGK is requesting municipal guarantees for all loans
extended to TBS. BGK is exploring altcrnativcs to address this rcquirement, however this has major
implications on TBS formative decisions.

As municipalities have a statutory obligation to provide for local housing needs, they are in a unique position
to asscss the need and role for a TBS in the local community and to inspire its development. Thus the first
strategic issue should be for the municipality and any potential shareholders to assess the role of the
municipality in this endeavor.

In the short interim since the passage of the Act, the municipalities have played a crucial role in the formation
of TBS as a partner, the sole owner or through provision of land, buildings or financial support. As the Aet
docs not provide any state support for organizational development or operating subsidies, either the
organizations must begin as volunteer supported entities or receive property or subsidies from their
shareholders. There is only the partial project financing for rental housing development from the KFM as
described above. All other TBS activities must be self supporting or subsidized by sourees other than the
central government. This makes business planning all the more important for the municipality and other
shareholders in order to assess how the TBS can be self supporting while addressing local housing needs.

Examples of municipality activities to create, inspire or support TBS are as follows:

• Offering start-up assistance to TBS: staff-on-loan, funds, office space.

• Participating as a shareholder and offering land and funds to partially fill the minimum 20% capital
gap for project development.

• Publicly advertising for potential TBS shareholders.

• Transfer of management responsibility of a portion of the communal housing stock to a newly
formed TBS.

Transformation of housing management entities into TBS wholly owned by the municipality.

Development of a TBS wholly owned by the municipality to whieh property is transferred.

Providing loan guarantees for BGK credits.

TBS are being formcd without participation of a municipality or with the partIcIpation of several
Ll1l.micipalitics. With or \yithuut the active participatiun of the local government, shareholders will benefit from
engaging in strategic, uperational, amI project planning processes which form the basis of the business plan.

- 7 -



3. BUSINESS PLANNING: STRATEGIC, OPERATIONAL AND PROJECT PLANNING 
AN OVERVIEW

Business planning began in the private sector as a tool to improve organizational efficiency and productivity.
It has been adopted by thc public sector due to the relatively recent emphasis that public and not-for-profit
organizations must adopt a competitive, business-like ethos. Establishing a TBS structure through a business
planning process will clarify the L1irection for the organization; placing a focus on where an organization is
today, where it may go in the future, and how it can best get there.

A properly structured business planning process will assist all involved parties in setting out the goals,
objectives and key strategic issues for the organization. It should aid the leaders of the organization to create
a unified strategic pU1110se among the leadership, staff and constituents. A well prepared and actively utilized
business plan will serve as a tool for managing and monitoring the organization as it implements its mission.
For this purpose, the business plan should be reviewed periodically and updated as necessary. This is
particularly important for TBS as external factors inl1uencing the housing market are quite fluid. Finally, the
business plan is a vital means to communicate with potential investors or lenders.

Thus business plans serve two key purposes:

1. As an internal management tool to promote a business-like and strategic approach in day to
day operations.

2. External conununication to aid lenders or investors in judging the viability of an organization
seeking a loan or capital.

There are many types and formats for business plans depending on the nature of the organization and the
intended use of the plan. Business plans are developed when an organization or individuals are:

• Starting a new venture, business or service.
• Expanding an existing business.
• Reorganizing or even abandoning an activity.
• Deciding on whether to invest (or to continue to invest) money, time and staff resources in an activity.

Most TBS will start as a new business and many will be assessing investment in a development project. The
business planning format suggested below is designed to meet both purposes.

Business plans contain two main components: the strategic and the operational.

I. The strategic plan describes what an organization intends to do in the future and how it will
get there. These are presented in its mission, goals and objectives.

2. The operational plan sets out the organizational structure, programs, activities to achieve the
goals, as well as the sources and uses of funds needed to do so.

The fullu\ving clements uf these twu components provide specific information about the organization.
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I. Strategic
Mission Statement Why the organization exists

•
Goals
Specific Objectives

What the organization seeks to accomplish
What the organization will accomplish and when

2. Operational
• Action Plans for Projects

• Basic Policies and Principles
Results

Financial Plans

What the organization does to accomplish its goals,
Programs and Services
How the organization carries out its mission
What are the expected outcomes and how will they will be
measured.
How much it will cust and produce as revenues and
assets.

Important to both components is an assessment of the market to first determine the appropriate mission for
the organization and later, more specifically to design the programs, projects or services of the TBS.

Business planning vs. Project planning

As a common reason for TBS formation is to access the KFM credits for the development of rental housing,
much attention is directed towards the planning and preparation of a development project to be funded by the
KFM. However, the project feasibility analysis details only one aspect of the business plan. The business plan
describes the organization and all its activities.

• Project feasibility analysis and proformas describe the financial profile of one specific real estate
project.,

• Project proformas provide information that may be critical to the business plan such as expected fees
from management, rental income and developers fees.

Project proformas do not describe the full operation of the organization, it's goals, objectives,
overhead and management structure.

Preparing to plan

Successful planning requires time and preparation. There are a few essential steps for organizing the process
and participants.

1. Determine the planning team. The group should be small but should include representatives
of all interested parties. This includes the gmina political leaders, relevant department heads, potential
TBS shareholders. A core team may be established to gather necessary information and prepare the
draft document. but all team members should be involved in the review of the environmental
assessments. mission statement and goals.

2. Allocate adequate time and select appropriate facilities. Good planning requires several days
of collective work. followed by drafting the plan which is circulated to the planning group for review.
A follow-up meeting will likely be necessary to discuss and approve the draft.
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3. Assemble necessary documents and conduct research first. Essential information for parts
of the planning process should be collected prior to the planning meeting. All legal documents or
models of legal documents: statutes, bylaws, and other governing or financial documents if they exist
should be distributed to all members of the planning team. Some critical documents arc: the Act and
Ordinance, guidelines developed by the Ministry for development of a TBS and drafting of a TBS
statute, examples of approved statutes.

The data necessm'y for describing the local housing market or system and conducting environmental
assessments should be assembled to assist in decision making. If the gmina has a local housing
strategy much of this information may be included in it. If not, it would be useful to assemble this data
prior to the planning meeting.

4. Select a facilitator. Often a planning process is greatly aided by an external facilitator who
is experienced in business planning. This person can assist the group in reaching consensus, keeping
discussions focused and moving the process forward.

5. Read this guide. All the participants in the planning process should read this guide so that
there will be mutual understanding of what they are to achieve through the planning process.

CREATING A STRATEGIC PLAN

The intent of the strategic planning process is to determine the role the TBS can play in meeting local housing
needs and to develop the mission statement, strategic goals and specific objectives of the TBS to fulfill that
role. The strategy must be realistic given the resources of the shareholders and must provide for organizational
growth and sustain ability. As the TBS will generally require some form of municipal support or approvals,
it is suggested that all key local government decision makers participate in the preparation of the plan or at
least be involved in reviewing the results of this process. One reason strategic plans fail is the lack of
commitment by the shareholders and the organization's staff and management.

Successful strategic planning processes are guided by two basic rules:

1. The creation, implementation and monitoring of the plan is not a one-time event. It is a
continuous organizational process which should inspire adaptation to ever changing internal
and external environments.

2. The strategic plan is a statement of important but flexible guidelines, not rigid doctrine.

Assess·the external environment

The first step in the process, the assessment of the external environment, is the analysis of external factors
or trends which influence the formation of the TBS and the determination of proposed activities. This will
incluue external factors affecting the local housing system, the local housing system itself and its capacity to
meet present and projected future needs. A three to five year perspective is suggested as the external
environment is still very volati Ie.

This evaluation will enable the gmina and potential shareholders to determine what may be a realistic and
productive role for a TBS to play given the potential activities set out in the Act and the needs and
opportunities presented by-the local housing system. If the municipality has a housing strategy, much of this
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step may be completed and the mission and goals of the TBS may be set out within the strategy. Participants
should review the strategy to bc sure there is agreement with the gmina's assessment of the local housing
system and proposed mission and goals for the TBS.

There may be situations in which the selected general market area to be analyzed may be larger than one
gmina depending on the size of the primary gmina and the types of products and services envisioned by the
TB S. The general market area consists of the region in which the demographic and economic trends may affect
the performance of a property, product or service. The competitive market area for a TBS rental housing
project will depend on housing availability, transportation, and the structure of the local employment market.
For information gathering and comparison purposes, it is useful to define the area in such a way that secondary
data will be available.

Much information concerning the suggested extcrnal factors may be obtained from such sources as the
Regional and National Statistical Offices, the Housing Institute and other research resources or the City Hall.
More focused primary data may be obtained from interviews with politicians, local housing providers and
experts, housing service consumers or chambers of commerce. Certain information is best obtained through
focus groups or surveys, however these methods are more costly.

External Factors:
~

• The economy. Evaluate local, regional and national economic conditions and trends that affect the
local housing system, currently and in the future. The housing market is affected indirectly by such
international/national trends as exchange rates, interest rates, inflation projections, balance of
payments, tax policies, and industrial production. National and regional indicators provide
comparisons with which to assess the performance of the local economy such as the consumer price
index, employment, new construction and average wages

• Physical and environmental factors of the area, including land planning regulations, transportation
links, commercial and social infrastructure.

Social factors such as attitudes, behaviors and preferences

• Demographic data including general population, age profile and marital status, household size and
formation, natural and migratory growth or decline.

Local income levels

• The legislative, political and regulatory environment. Assess legislative, political and regulatory
factors on the national and 10calleve1s that will influence the local housing market.

The local housing system. Existing stock. Assess the housing resources by sector, tenure, ownership,
age and condition, prices. rents and management costs. Potential development sites: with/without
infrastructure. Local housing providers: developers and managers. Housing development trends over
the past 5 years.

Communal housing services. Assess thc gmina's role in the proVIsIOn of housing, and the
performancc and capacity of the city or city-sponsored housing management.

Potcntial sharcholders or providers of capital for TBS activitics.

• Other sources of funding.
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This analysis will serve to determine top priority local housing and service needs, now and in the future. It will
outline the capacity of the existing housing and housing service providers to meet these needs, indicating
potential markets for the TBS. It should also identify potential TBS shareholders or competitors. It should
form the basis of a market analysis for particular programs, projects and serviccs.

Assess the Internal Environment

If a TBS is judged to be a potentially viable tool after assessment of the external environment, the next step
is [0 evaluate the actual and potential resourccs of the gmina or potential shareholders to organize and support
the mission of the TBS as it evolves. This analysis of the internal environment should include the same three
to rive year horizon. This assessment should explore:

• the nature of the gmina's involvement,

• the contributions of potential shareholders to the TBS to aid in goal attainment,

• the optimum legal structure for the organization, and

• the optimum area(s) of operation for the TBS.

This step is essential in determining the activities of the TBS and creating the basis of an achievable
organizational plan. In this process the gmina should decide how to inspire the development of a TBS and
how active a role it wishes to play in the TBS.

Internal Factors:

• Proposed programs, services and projects; based on actual and potential markets and the ability to be
self -supporting,

• Proposed governance and staffing structures, responsibilities, resources and relationships.
Current existing, potential and future operating resources, including office space, equipment.

Potential capital and or property (land/buildings) for development of a TBS rental housing project.

• Potential human resources.

• The potential shareholders and their roles.

Methods for Conducting and Testing the Environmental Assesments

There are different methods to gather input into the environmental assessments from all key participants. The
determination of which method to use will depend on the schedules and availability of the participants. One
method is for a core group to collect information and present it at a meeting for discussion at which time a
consensus is reached.

Another is to develop a questionnaire which is distributed to all participants which be evaluated by a smaller
group and presented to the full committee for review, discussion and approval. If the participants are busy,
it may be advisable to usc the questionnaire method which will help participants think through issues prior
to the meeting.
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It is advisable to test the environmental assessments in a group discussion. One method to do so is the SWOT
(strengths, weaknesses, opportunities, threats) analysis, to evaluate the external factors as either opportunities
or threats and the internal factors to assess strengths and weaknesses.

Another tool for planning is to engage participants in collectively conceptualizing the concept and potential
of the TBS through a visioning process in which participants share their ideas of what the TBS should be in
the future. This \vill help the members of the planning committee to think through their conceptions of the
urganization and to facilitate longer range planning. This visioning process could assess potential activities
and organizational structures based on a range of projected environmental situations.

The key is to select those processes best suited to the situation to ensure that all participants arc involved in
the discussion and agree on the internal and external factors influencing the organization.

Developing the Mission Statement

The findings of the external and internal assessments provide the technical and quantitative bases on which
to determine the role the TBS may play in the local housing system and the present resources to draw on in
the initial stages of organizational formation. The next step is to develop the mission statement and
urganizational goals and objectives which arc the core of a strategic plan.

The mission statement establishes the purpose of the organization and sets its priorities and parameters. It is
the most important element of the strategic plan and often the most difficult to develop, particularly if the TBS
shareholders represent different interests. However, the process of developing the mission statement and
strategic objectives will provide a forum to mediate these different positions in the best interest of creating a
most effective organization. Goals may be included in the mission statement or set apart. The model used here
includes goals within the mission statement.

The Act sets out the types of activities for the TBS and crucial elements of its mission. Most TBS in formation
cite all of these potential activities in their statutes, regardless of whether they have concrete plans to include
them in their program. The goals and objectives may be broad, as a broad interpretation of purpose allows for
greater flexibility. The Ministry has issued guidelines for developing a TBS statute which are attached (in
Polish version only), and which should be reviewed as a basic parameter but there is much room to meet local
needs through creative and strategic thinking.

For a mission statement to be effective, it should meet the following ten conditions (or as many as possible)2:

1. The mission statement is clear and understandable to all parties involved. TBS members can
articulate and relate to it.

2. The mission statement is brief enough for most people to remember.

3. The mission statement clearly specifies the purpose of the TBS. This includes a clear
statement about:

What needs the TBS is attempting to fill (not what products or services are offered);

Who the TBS's target populations (end-users) arc: and

How the TBS plans to go about its business; that is. what its primary programs,
products and services are.
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4. The mission statement should have a primary focus on a single strategic thrust.

5. The mission statement should reflect the distinctive competence of the TBS. (What can it do
best'! What is its uni4ue advantage'!)

h. The mission statement should be broad enough to allow llexibility in implementation but not
so broad as to permit a lack of focus.

7. The mission statement should serve as a template and be the means by which participants
in the TBS can make decisions.

8. The mission statement must renect the values, beliefs, and philosophy of operations of the
TBS.

9. The mission statement should reflect attainable goals.

10. The mission statement should be worded so as to serve as an energy source and rallying
point for the TBS (should reflect commitment to the vision).

Sample mission statements.

Sample 1. XYZ TBS

The mission of XZY TBS is to develop affordable rental housing for moderate income residents of XYZ and
to manage this and other housing to the highest standards and in the best interests of its tenants at the lowest
feasible cost. Through its housing and related programs, XYZ TBS will seek, in partnership with other public
and private entities, to bring about improved economic opportunities for these citizens.

Sample 2. ABC TBS

The mission of ABC TBS is to manage, develop and upgrade housing, targeted for moderate income residents,
as well as other local facilities to further the revitalization of ABC neighborhood and activation of its
economy. ABC TBS will provide the highest standards, maximum level of tenant involvement in planning
and financing and lowest cost of service feasible in all its housing endeavors. It will work in close partnership
with private and public sectors to elicit varied sources of funding to fulfill its mission.

Strategic Objectives

Strategic objectives set out the process for the TBS to realize its mission. They articulate what the TBS intends
to achieve during the period of the plan. These objectives should reflect the needs and circumstances realized
in the external and internal assessment processes. These objectives will serve as guidelines or goals of the
operational plan which elaborates specific programs and activities to accomplish the objectives.

Sample Strategic Objectives:

XYZ TBS

Strategic Objective 1: To organize the TBS to best fulfill the mission and to maintain a l1exiblc management
policy to take full account and best advantage of the changing local housing system and financial climate.
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Strategic Objective 2: To develop staff and an organizational structure to operate as a good developer and
manager of moderate income rental housing.

Strategic Objective 3: To provide educational and participatory opportunities to tenants to increase their
in volvement in the management of their housing and overall planning and service delivery in their community.

Strategic Objective 4: To provide an appropriate range of housing developments and services to meet the
evolving housing demand in the TBS target area.

CREATING THE OPERATIONAL PLAN

Based on the results of the strategic analysis, the operational plan defines the organizational structure,
management and decision making structures and processes. It details the staffing, programs, associated costs
anJ revenues (in the financial plan), and schedules to accomplish the activities necessary to carry out the
organization's mission and objectives.

Organizational Structure

Legal Structure

The legal structure is the foundation of any organization. TBS may choose from three legal structures:

• limited liability company,

• joint stock company, or

• cooperative of legal entities.

The selection of a structure will be dependant on the planned activities of the TBS, the preferences of the
shareholders and the anticipated means of raising capital.

CUlTently. two other legal forms exist for not-for-profit organizations in Poland: foundations, which operate
unJer the Law on Foundations, and cooperatives, which operate under the Law on Cooperatives. It is
important to note that cooperatives may apply to the KFM for preferential credits to develop rental housing.
If the sole reason for creating a TBS is to access preferential credit from the BGK to build rental housing,
gminas should explore the merits of working with a local cooperative to develop a rental project versus
creating a new organization.

The selection of the legal structure of the organization should reflect the requirements of its activities. There
arc pros and cons to each type of legal structure which are discussed in Chapter 5.

Once the legal struclure of the organization is selected, many of the details of the management and
organizational structure are dctermined by the relevant portions of the commercial code or cooperative law.
Further guidelines arc set oul in the Ministry's Recommendations for TBS Agreements and Statutes.
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The complexity of the organizational structure will uepeml on the size anu history of the organization. A
transformed housing management entity will have a relatively complex structure versus a newly formed TBS
which may be reliant initially on volunteer erfort from its shareholders. Even over time, considerable work
may be conducted by short term consultants unuer the direction of a small core staff. In any case, the
organizational structure should be presented clearly in text and chart form. Organizational growth should
relkct the projected activities in the detailed plan.

Management Structure

The Ministry's Recommendations for TBS Agreements and Statutes outline some criteria for the roles and
responsibilities of the management bodies of the TBS depending on the legal structure:
• Shareholders or partners meeting
• Supervisory Board

Management Board
This information is to be included in the organizations's statute and should serve to guide the management
process and delegation of responsibilities.

Supervisory and Management Boards

The roles of the supervisory and management boards arc quite broad as is the case in not for profit
organizations. Board members are intended to be an important resource to organizations and should be
selected with care. Availability and level of commitment arc as important selection criteria as appropriate
contacts or skills. According to the Recommendations, the supervisory board is to be drawn from persons with
housing experience as the board has considerable statutory policy making or affirming functions which
include:
• change in the statute or agreement
• applications for credit from the KFM
• acquisition of real estate
• rent setting
• use of investment funds
• other defined functions

In selecting board members, consideration should be given to other functions usually fulfilled by Supervisory
Boaru members of not-for-profit housing organizations, such as:

1. Ensure the mission is being carried out.
2. Participate in and approve all overall policy making, long range planning, goal and objective

setting.
3. Maintain fiduciary responsibility.
4. Contribute to the organization financially through developing fund raising strategies,

accessing sources of funding and making other types of contributions.
5. Maintain ethical standards.

Maintain board confidentiality
Recognize conl1icts of interest
Respect and support staff
Maintain appropriate lines of communication.
Understand and maintain separate roles.

fl. Enhance the public image of the organization.
7. Recruit,other volunteers.
~( Build consensus and political support.
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The Act suggests one member be selected by gmina officials. Other members can be drawn from contractors,
local universities, local housing providers both public and private, tenants and members of the public who may
provide valuable knowledge and/or contacts to sources of funding. The number and composition of
Supervisory Board members should depend on the volume and range of functions required by the Board but
a range between 3 to 10 mcmbers is usually recommended.

Many not-for-prorit organizations rely on a committee structure to involve volunteers in the organization's
operation. The purpose of committees is to support the board and staff in carrying on the work of the
organization. The number and type of conunittees is usually determined by the Supervisory Board. Standing
conuniltees which relate to the governance of the organization are often described in the organizational statute.
They usually include an executive committee which governs the organization between full board meetings
and a finance cOlmnittee which works with the executive director on the financial aspects of the organization.
A committee structure or an Advisory Board provides mechanisms to include consumer participation in the
organization. If there is a desire to keep the Supervisory Board small, an Advisory Board may be formed with
the types of persons listed above to fulfill some of the expert, political and fund raising functions.

The Management Board is appointed by the Supervisory Board. It deals with day to day operations and is
usually comprised of the senior staff or just the executive director. Beyond what is mandated in the Act and
OrdinanCe, it is important to set out clearly who is participating in the management of the organization, their
roles and area of responsibility. This could be facilitated by drafting the proposed scope of activity or rules
of procedures for Supervisory and Management Board members including scheduled meetings and an
assessment of additional activities and time required. This should be set out in the operational plan both in
text and in the form of an organizational chart to clarify the decision making process.

Programs and Projects

This is the heart of the operational plan, detailing the activities required to attain the mission and strategic
goals. The organizational structure and staffing will be guided by what is required to carry out the programs
and projects most effectively.

Most TBS are or will be building, rehabilitating and managing rental housing. A new TBS may have only one
project initially, the development of a rental housing project. However, the development of the organization
also requires attention as will the plans for management of the housing developed.

The key for TBS is to determine a mix of activities that will meet their statutory requirements and sustain the
organization over time. The plan should set out how activities will be carried out, by whom and the time frame
in which they will be attained. TBS activities are further discussed in Chapter 6.

Staffing

The staff of the TBS arc its most crucial resources, bringing the requisite experience and skills to the newly
rormed TBS. Staff selection criteria should include an understanding and commitment to the mission and
values of the organization. Skill development programs may be created to enhance staff abilities. Staff values
ami conunitment to the mission may also be developed in those with a receptivity to the conceptual mission
or the organization, but the most skilled person lacking commitment to the organizational mission will not
greatly benefit the organization and may even be destructive to goal attainment. The overall image and
pcrception of the capacity of the organization will depend considerably on the quality of the staff and board
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membcrs. The selection or starf is dependent on the proposed activities of the TBS, their phasing, and the
ability and desirability to contract out ror selected services.

Scveral newly formed TBS lack paid stall and are operating through the voluntary contribution of time from
staff of the shareholders or other voluntcers. This should be clcarly idcntified in the operational plan with
estimated duration and level of erfort and commitment letters from the shareholders/volunteers indicating the
length of time and estimated value of their in-kind contribution. Many organizations operate on an ongoing
basis with volunteer boards. Starr may be voluntary, but usually only for an interim period. The operational
plan should indicate when resources will be available for staff salaries conunensurate with increased activities.

It is recommended that an executive director and one support staff person be hired as early as possible to
coordinate and facilitate the work of the board and external consultants.

The stalling plan should be set out with descriptions of the tasks of each employee, the timing hiring, and the
level of qualifications required.

Basic Policies and Principles

Written policies and principles to guide the organization will provide clarity for management, staff and clients.
As a new organization, the ability to communicate methods of operation gives assurance to potential clients
and investors that the organization has thought through its management strategies and practices and is run
professionally. Policy areas should include:

• Rent
• Unit Allocation
• Management Policies
• Personnel Policy
• Use of Consultants and Contractors

Performance Indicators/ Standards

Goal and mission attainment by the TBS can most effectively be monitored and measured using appropriately
selected performance standards that provide a target against which the TBS can assess its own
accomplishments in all areas of its activities. Standards should be selected to measure the most critical issues
in the least complicated manner. The issues depend on the activities of the organization and may include:

1. organizational management and finance
2. property management services
3. development projects and services
4. tenant accountability and services.

Thesc standards also serve to cvaluate staff pcrformance, external housing managers and consultants. To
be most effective, thcy should be developed with full participation of management, staff and/or outside
consultants hired to carry Ollt the work.

Organizational managcmcnt standards cmcrgc from thc cstablishmcnt 01" clear goals and objectivcs, thc
strategies and programs to carry thcm out, and thc mcans to monitor progrcss against them.
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Financial management stan<.hm.Js stem from systems for financial planning, accounting, and risk management.
These systems arc overseen through auditor approved financial controls.

There are basic performance standards for property management and development which organizations can
tailor to meet their specific needs. A discussion of general housing indicators and property management
indicators (attachments in Polish version only).

Market Analysis

A market analysis is essential to understand the conditions of the local market that will guide the formation
and affect the success of the TBS. TBS must respond to a pre-determined targeted segment of the market for
the KFM funded housing projects. moderate income families. however this market segment may be further
defined to allow for optimum product planning. By exploring the market TBS may identify service gaps and
opportunities that they may fill. Important markets for the TBS to monitor are state government and the
donor sector as TBS should be both shaping and serving the community development goals of both these
sectors. Market analysis further discussed in Chapter 7.

Financial Analysis

A financial plan is a tool for organizational development, evaluation of project and program feasibility and
determination of capital requirements.

Financial projections are an important requirement of banks in credit evaluation for rental housing projects.
The projections must prove that the organization will generate revenues or have resources sufficient to cOVe:r
its operating expenses and debt service.

However, financial projections are not only prepared to satisfy lender requirements. Reliable analyses are very
Llseful in determining the optimum direction for organizational development. Proper preparation and utilization
of a financial projection model increases organizational effectiveness and efficiency and. through more
detailed planning, enables a reduction in the amount of capital required and reduces the risk of losing financial
liquidity.

To meet the specific needs of a TBS, an accounting system is recOimnended that consists of separate budgets
and accounts for the funds used for project development, housing management and general operations. A more
compete description of the financial planning process is provided in Chapter 4.

Marketing Strategy

A plan for selling each of the TBS products and services is the TBS marketing strategy. The strategy may
diffcr for the services and products as they will have different consumers who ,u'e best reached through varied
mechanisms. This is further discussed in Chapter 8.

Risk Analysis and Contingenc:r Plan

The a\vareness of the risks involved in the TBS venture or potential threats to the succcss of a TBS strategy
is thc first stcp in mitigating thcm. The strategic organizational devclopment proccss suggcsted in this
document should facilitate identification of threats that will guide the TBS organizational and program/project
strategies. However, even the most strategically created organization will face continued risks. When new
program and projects arc undertaken, cach should be held up to a risk analysis. It is important for both
management and financial strategies to clearly state potential risks to organizational growth and attainment
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or programmatic goals and to develop contingency plans. Further discussion of risk analysis is included in
Chapter 9.

ELEl\lENTS OF A BUSINESS PLAN

Successful completion of strategic and operational plans should provide most of the content of the business
plan. There is not one business plan structure; however, the structure below reasonably reflects the
reyuircments of the BGK while also addressing other general business plan criteria.

O. Executive Summary
This is a summary of the business plan. It provides the reader with a quick view of the TBS. The
summLU'y is usually drafted after completing the entire plan.

I. Business Description
This section should review the purpose or mission of the organization and the goals and objectives
to carry out the mission.

• State the mission and strategic objectives of the TBS.
• Provide a brief history of the organization.
• Explain the legal form, general management and employment structure.

II. Proposed Products and Services
This section should outline the proposed activities, in the first year and from a
perspective.

longer range

• Describe the geographic area of operation. There may be primary and secondary areas.
• State the activities to be carried out over the next 3 years including problem issues to be

addressed.

III. Market Research
Description of the local housing system in the geographic area of operation.

IV. Organization, Management and Staffing
This section includes a detailed organizational structure, with job/role descriptions. As the TBS is a
new organization with no experience, demonstrating shareholder experience is important.
A. Provide projected staffing, especially if organization is cUlTently run by volunteers.
B. Provide biographical information of shareholders, board members and senior staff,

• Shareholders
• Supervisory Board
• Management Board
• Staffing with salaries and job descriptions

C. Personnel and contracting policies
D. Decision making process.
E. Rent, Unit Allocation and Management Policies
F. Other Performance Indicators

V. Financial Plan for the Organization

VI. Description or Qevelopment Project
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VII. Marketing Strategy ror the TBS. its Development Projects amI Other Programs

VIII. Risk Analysis/Contingency Plan

A sample business plan is included as Attachment X, and a form to evaluate the status or TBS
development is Attachment 9. (attachments in Polish version only)
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.... BUDGET AND FINANCIAL PLANNING

The rules for Jeveloping financial plans are standardized according to applicable commercial codes and
regulations and general accounting principles. Nevertheless, each type of organization has specific
characteristics which need to be rel'lccted in the financial planning process. TBS as not-for-prorit housing
organizations (NFP) have certain characteristics which may complicate financial planning and management.
NFP are founded for public purposes and usually have multiple projects and programs, frequently including
thc long term management of properties. They are orten community based organizations that involve
neighborhood residents and tenants in decision making. And they usually have limited resources to support
their opcrations. TBS sharc many of these characteristics which rcquire a financial planning systcm providing
good accountability.

It is necessary to prcsent the TBS, its programs, services and investment project(s) in a form attractive to
potential shareholdcrs, presenting factors such as the degree of investment risk and potential benefits for
investors. A high level of risk, or a lack of information to enable risk evaluation will create difficulties in
oblaining financing or raising capital with favorable terms. Risk factors in housing development include: the
inability to manage the organization effectively, too extensive use of debt financing, and problems with
financial liquidity. These factors can be minimized through good financial management practices and methods.

One method is fund accounting which is the practice of keeping separate records for separate "sets of assets"
, each dedicated to separate purposes. For the purposes of the TBS, three fund accounts are suggested: the
operating fund for administration, a housing management fund(s) for rental properties under TBS
management, and a project fund(s) for each development project. A general format is presented as a starting
point, but each organization will have to modify the format to meet its specific needs. I

The process of financial planning can be improved by using computer models. They significantly reduce
calculation time and enable the user to modify assumptions quickly and perform risk analyses.

The following basic modules are presented for new TBS that are considering housing management and
development. This structure enables the organization to divide its activities into functional areas as project
budgets, and then summarize them in the financial statements, thus providing a complete picture of the
organization's financial position.

1. Startup budget
2. Operating budget
3. Investment project budgets
4. Housing management budgets
5. Sources of funds.
6. Financial statements (Income, Cash Flow and Balance Sheet)
7. Financial analysis.

Startup budget

The slart up budget includes a list of all expenses associated with establishing an organization and providing
it "'ith the assets necessary for its initial functioning.

1 Budget concepts adapted from ~M~a~n~a~g~i~n~g~t~h~e~M~o~n~e~y~S~i~d~e~~:_F~i~n~a~n~c~i~a~l~M~a~n~a~g~e~m~e~n~t~f~o~r

=c~~unity-Based Housing Organizations, Institute for Community Economics,
S~ringfield, Massachusetts, 1994.
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costs of establishing the organization
- legal costs
- treasury paymcnts
- costs of securing capital
- preparation of strategic/organizational/business plans and financial analyses

• acquisition / adaptation of office space
- lease deposit or purchase price
- cost of renovation
- telecommunication conncctions
- computer network

• purchase of equipment / fixed assets (list all el/uipment needed with prices):
- furniture
- computers
- software
- telephones, fax
- photocopier
- car

• effiee supplies
• working capital reserve

other initial expenses

It is relatively easy to plan expenditures for equipment purchase and organizational startup, whieh require
compilation of a list of all equipment needed and activities to be conducted with cost estimates for both. A
portion of these items may be contributions in kind from partners or shareholders. These contributions should
be cited in the budget.

It is usually more difficult to determine the necessary amount for a working capital reserve. An estimated
amount of capital required to support the organization's operating costs until it becomes self financing, usually
3-12 months, is recommended.

Operating budget

The operating budget includes the expenses and revenues of operating the organization as well as transfers
from the other funds. The precise line items of the budget for a new organization will depend on the
organization's activities but will reflect the following general framework.
• planned operating expenses divided into categories,
• planned operating revenue.

The basic categories of the planned operating expenses are:
• salaries

- salaries of individual workers / groups of workers
- long term contract vs. task contract
- inclutling social security anti other benefits

office rent
utilities: energy, water anti heat
telecommunication
office supplies

• marketing materi.als
promotion

- 23-



services
- legal
- accounting
- other

• travel and transportation
• property insurance
• debt service
• other

The detailed planning of operating expenses and their timing has to occur while planning the goals of the
organization and its organizational structure.

The basic sources of revenues will most likely be rental income, development fees, revenues from other
programs and possibly revenues from the salc of real estate. The detailed calculations of these income
categories are included in housing management and development projects budgets. These revenues or losses
wi II be reflected in the operating budget as a fund transfer.

Revenues may also be derived ii'OJ11 such other sources as fund raising, grants, subsidies, fees for services, and
interest income.

Development Project Budget

This module contains categories of expenditures associated with the realization of development projects. A
project feasibility model is available to assist in determining the project budget. Development budgets should
be linked to the operating budget to reflect staffing inputs and the resulting revenues. In the case of a building
project, it is important to base the data used in the financial model on the detailed schedule of work and
development cost estimates. To plan effectively when financial resources are required, it is necessary to
prepare a time schedule of investment expenditures, a cash now analysis for the development project.

A computer project feasibility model is available to assist in the development project planning which is
discussed in greater detail in Chapter 11.

The project development expenditures can be divided into four categories:

1. Land
2. Infrastructure
3. Direct construction costs

• Site preparation
• Earthworks
• Below grade

Shell (raw state)
• Interior finishing works and installations
• Facade

Roads and landscaping
4. Indirect costs:

Design related
Construction supervision

• Preparation of financial analysis and credit applications
• Marketing

~roiect administration
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The categories IisteJ above can be modifieJ to create a more detailcJ plan or be useJ as presenteJ. To enable
presentation of the Jata in such a summ,u'y format, it is necessary to go through the JetailcJ planning anJ cost
estimation process.

Housing management budgets

The housing management funJ will consist of budgets for individual buildings or groups of buildings, perhaps
according to ownership. If third party property is part of the management portfolio, each property will have
its own budget. A project Jeveloped by the TBS will have an operating pro-forma as part of its feasibility
analysis which will serve as the ongoing management budget.

To estimate rental revenue, two variables need to be identified: the number of flats to be rented (or area in
square meters) and the rent amount (or rent per squm'e meter). The first parameter should be easy to determine.
Determining rent is more complicated because it is either a factor of the development costs or determineJ by
the rent policy of the gmina. There might be a case where planned rent would be lower than that estimated in
the project cost calculations. In that case the organization would somehow have to cover the cash deficit. In
a process of estimating rent revenues it is also necessary to consider factors such as the timing of rent
receivables, vacancy and rent loss allowances. In estimating the indirect costs of management one should
consiJer items such as: the cost of management, current repairs, and payments to a renovation fund. The
cashflow necessary to cover the cost of utilities such as water, sewer, heating and trash removal must be
accounted for in the budget.

Sources of funds
One of the basic requirements for the organization's existence is its ability to provide funding for operations
and investment projects.

Basie sources for funding the organization and its investment projects include:
1. cash paid or in kind contributions made by the shareholders of the organization
2. subsidies / donations received
3. preferential and commercial credits
4. deposits made by future tenants
5. payments from the commercial sale of flats and other real estate
6. other funds of the organization.

It is important to ensure that the amount of capital raised by the organization is sufficient to cover all the
planned expenses, leaving an adequate reserve for unexpected costs such as an extended development schedule
or increases in development costs. Risk exposure is also affected by the capital structure of the organization.
The amount of the organization's own funds invested influences the operating costs and the ability to raise
capital from other sources. On the other hand, raising too much capital or raising it too early might result in
unnecessary costs.

Debt senice plan

To evaluate financial results of each project, it is necessary to prepare separate financing plans for each. At
the same time, however, a summary table showing of all the credits taken or planned to be taken by the
organization should be developed. It should include data such as the amount and timing of receipt of credit
and a detailed schedule of repayments. including the amount of principal and interest in subsequent periods.

The credit repayment scheJulc must be based upon assumptions as to the interest rate during the repayment
period. For example the .interest rate can be tieJ to the projected inflation rate, aJding or subtracting an
appropriate margin.
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Financial statements

Project pro forma financial statements are usually prepared for the period of 3-5 years as it is difficult to
estimate critical parameters for a longer horizon. For projects with long investment lives like TBS rental
housing. it is necessary to use a longer planning horizon (even 10-20 years). Lenders usually require financial
projections at least for the term of the loan although this is not required by BGK.

Another important factor is the level of detail used in the financial model. More detailed data are required for
the initial period (1-2 years). when the projcction is prepared on a monthly or quartcrly basis. This initial start
up period is critical for the organization. as most activities affecting financial performance such as building
the organization. investments, and raising capital occur during this time. It is also very important to ensure that
financial liquidity is maintained. For later periods. the financial projections may be preparcd on an annual
basis.

Financial statements have three clemcnts: the income statement, balance sheet and cash flow statement.

Income statement

The income statement summarizes all the revenue and expenses of the organization.

Balance sheet

The balance sheet is the financial statement of second importance for the organization. It includes data about
all assets owned by the organization (assets) with all sources of its financing (liabilities).

Based upon data presented in this statement, it is possible to evaluate the organization's property structure,
degree of financial leverage and effectiveness in managing receivables and payables.

Cash flow statement

The cash now statement is the most useful in evaluating the performance of the organization. It includes all
the expenditures and sources of cash to cover the expenditures combined from the fund budgets. Cash flow
statements can be used for:
determining whether a project will generate enough revenues to cover operating costs and investment

expenditures
determining the cash position of the organization in future periods
determining in which period the organization or project will start generating positive cash flow
more accurate determining working capital needs
dctailed planning of use of resources.

- 26-



Below are the general formats for the financial statemcnts.

Income Statement

Income statcmcnt
19<)7 1<)<)8 1<)<)<) 2000

Rcvcnue:
Rent
Other revenue

Operating costs:
Salaries with hcnefits
Rent
Materials and cncrgy
Telecommunication
Business travel
Services
Property insurance
Promotion
Depreciation

Operating profit

Revenues from the sale of assets (flats,
Cost of assets sold

Financial revenues
Financial costs

Extraordinary profits
Extraordinary costs

Gross profit
Income tax

Net Profit
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Balance Sheet

Balance sheet
1997 19Y8 1999 2000

Assets:
Fixed assets

Tangible assets
Land

Vehicles

Intangible assets
Financial assets

Working capital
Inventory
Materials

Trade goods

Receivables ii"om products /
Other receivables
Trade securities
Cash

Interperiod settlements

TOTAL ASSETS:

Liabilities:
Shareholders equity:

Share capital
Reserve capital
Assets revaluation
Retained earnings

Reserves
Long term liabilities

Bank credits
Other liabilities

Short term liabilities
Bank credits

Other liabilities
lllterperiod settlements

TOTAL LIABILITIES:
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Cash now statement

Cash now statement

1997 IlJ98 1999 2000
Cash from Operations

Revenues

Other income
Financial income
Income from the sale of assets

Working capital adjustments:
Change in receivables

Change in inventory

Change in reserves

Investment and financing activities:
Purchase of assets
Investments pending
Capital contribution
Credit taken

Cash now before debt service

Debt service:
Principal
Interest

Net cash flow
Cumulated cash flow
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5. LEGAL AND ORGANIZATIONAL FORMS OF TBS'S

CHARACTERISTIC FEATURES OF VARIOUS LEGAL ENTITIES

The Act on Selected Forms of Support for Housing Construction provides three legal forms for the
establishment of TBS:

I. limited liability company
7 joint stock company
3. cooperative of legal entities.

Each of the above mentioned legal entities may exist in various forms, have varied shareholders or members,
amounts of capital and scopes of activities. TBS founders must determine which form will be the most suitable
to carry out the mission of the organization in the best interests of its owners and clients. Below is a discussion
of the merits of each legal form. Sample statutes for a limited liability company and joint stock company are
Attachments 5 and 6. (attachments in Polish version only)

Limited Liability Company

A limited liability company is a legal entity, established to undertake economic activities. The principles of
its establishment and operation are defined in the Commercial Code. A limited liability company may be
established by one or more individuals or legal entities.

The shareholders contribute the initial capital that should amount to at least PLN 4000. The initial capital is
the sum of contributions declared by partners in the form of cash contributions and contributions in kind. The
maximum amount of capital is unlimited. The decision on the amount of capital is determined with
consideration of the following factors:

• financing needs based on the scope of TBS activities to allow for efficient "start-up" operations;

• credit worthiness .'

Contributions in kind may be tangible items or real estate. From the point of view of the TBS scope of activity,
a contribution in the form of land or buildings may be very significant.

Liabilities are held against the assets of the company. The company shareholders cannot be liable for the
company's obligations. The only exception are liabilities to the State Treasury for unpaid taxes which, in case
of a company bankruptcy, can be collected from the private assets of the shareholders.

The controlling bodies of the TBS having the form of a limited liability company are: the general meeting of
shareholders, Supervisory Board and Management Board. According to the Act, a Supervisory Board is
appointed ilTcspectivc of the initial capital and thc selected legal form. The Supervisory Board members may
include the representatives of shareholders and the gmina or gminas where the TBS functions. A gmina has
the right to appoint a member to thc TBS Supervisory Board even if it is not a TBS shareholder.

A Limited liability company is a legal form that enables fast and elTective amassing of capital nccessary for
TBS activity. The procedures for its establishment and management are simplc.
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Joint Stock Company

Similarly as in the case of a limited liability company the Commercial Code provides the legal basis for the
activity or a stock company. A joint-stock company has legal status.

To establish a joint stock company there should be at least three founders, except in the case when the State
Dr a local government is a founder of the company. The shareholders shall not be personally liable for the
company's obligations. Liabilities arc held against the assets of the company.

The initial capital of a joint stock company must be at least 100.000 PLN and may be contributed either in
cash or in kind such as real property or other fixed assets. The quantity and kinds of shares must be specified
as well as rights to the company's income or distribution of the company's assets. Shares issued in return for
a contribution in kind must be restricted stock until the general meeting of shareholders has approved the
financial results for the second fiscal year. Until then. they can be neither sold nor pledged.

Share capital may also be raised by means of a public offering according to procedures defined by the
Commercial Code and other relevant regulations.

Similarly as in a limited liability company, the Supervisory Board shall be appointed irrespective of the
amount of the share capital. Attachment 3 (Polish version only).

Cooperative of Legal Entities

The principles of establishing a cooperative are described in the Act on Cooperatives issued on September
16, 1982. According to the statutory definition, a cooperative is a voluntary association of an unlimited
number of changeable members and share funds, which conducts economic activity in the interest of its
members.

A TBS may be established only in the form of a cooperative of legal entities which excludes participation of
individual persons. In this case there must be at least three founders. Each cooperative member is obliged to
declare one share unless the statue provides otherwise. The statute may also allow members to contribute
assets to the cooperative including in-kind contributions.

Generally each member of a cooperative has one vote irrespective of the number of shares. However, the
statute of a cooperative whose members are exclusively legal entities, may provide for a different rule for the
allocation of votes to members. In such cooperatives, the number of votes may depend on the number of
contributed shares.

The cooperative is liable for its obligations with its entire property. A member of the cooperative is not liable
for the cooperative's obligations to its creditors but participates in covering the loss to the amount of the
declared shares.

Similarly as in the aforementioned legal forms. the cooperative appoints a Supervisory Board whieh
supervises and controls the activity of the cooperative.

ADDITIONAL FACTORS INFLUENCING TBS LEGAL FORl\I SELECTION

The review of TBS applications submitted for registration to the Ministry shows that the legal form most often
used is the limited liability company. It has the following advantages:
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relatively simple registration procedure;
• low reyuired minimum initial capital;

clear and simple regulations.

Another feature of a limited liability company is a closer relationship between owners and company activities.
During its lifetime, a joint stock company is governed by more sophisticated procedures regarding
stockholders than a limited liability company, but less cumbersome procedures (from the point of view of the
company management) concerning the owners' supervisory powers. More often than in the limited liability
company, reporting requirements in the joint stock company involve additional expenses (e.g. the cost of
newspaper releases, cost of production and printing of prospectuses, costs to hire a notary to make records of
the meetings of shareholders).

Both a cooperative and a joint stock company have at their disposal procedures which enable them to operate
cfriciently irrespective of how many owners they might have. In the case of a cooperative there must be a
direct link between its activities and the interests of its members. A cooperative has been designed as a legal
entity which does not have to have substantial assets and whose procedures are used more to protect various
interests than to gather, generate and make use of substantial capital.

The procedure for replacing cooperative owners is cumbersome, a weakness of this organizational form.
Shares in a cooperative are nontransferable and accepting a new member requires a resolution by the
cooperative authority (identified in the statute as the authority with the power to accept new members). As
cooperatives can be established by a minimum of three owners, due to the small number of corporations with
possible interest in .creation of a TBS it is likely most will have just three members.

An important advantage of joint stock companies is their ability to gather capital through the financial market.
Apart from that, if there are no statutory limitations, shares of joint stock companies can be easily traded,
useful for generating TBS capital. Use of the capital markets by a TBS does not seem likely in the very near
term due to the high capital requirements and the high costs justifying relatively large issues. However, as
TB S evolve their ability to compete for market financing will be enhanced by good business practices. A
more mature system could produce project packaging for multi-project bond issues for instance.

TBS Capital

For each type of legal entity there is a minimum capital requirement. The amount of initial capital should first
of all depend on organizational needs and the projected scope of activities. The organization's capital should
be large enough to provide the possibility of gathering additional capital from other sources.

In the case of a newly-established TBS, the ability to gather its capital is the basis for its activities TBS can
usc resources provided by a gmina, other legal persons and individuals. The ability to attract shareholders
should be considered from the point of view of benefits for various groups of owners. As a not-far-profit
organization, dividends or profit will not be provided to partners or share holders.

For municipalities, the interest seems to be rather clear. It lies in activities which help to satisfy the housing
needs of local community members in a way which is not only much less reliant on the gmina's budget than
municipal housing development but also produces many other economic and public benefits.

For individuals, the interest could be defined as the opportunity to meet their housing needs. This applies
especially to that group of households \vhich meet all statutory eligibility reyuirements to rent housing units
from the TBS and who possess sufficient funds and income to pay the deposit and monthly rental payments.
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It is more difficult to determine the interest of legal entities, other than gminas, to invest in a TBS. Private
companies usually invest where they can obtain a favorable return on their money. Corporations with a
ddinite interest in O\vnership of the TBS could include mostly construction contractors commissioned by the
TBS to carry out projects without organization of tenders in cases when no public funds are involved in such
investments or rehabilitation. Certain interest in accessing a TBS could be also identified for housing
cooperatives and companies which. through the participation in TBS, could acquire the right to allocate
housing units to their employees. Housing cooperatives may also serve as the primary developer as partners
or shareholders in the TBS. Moreover, as the capital market becomes more mature, an interest of various
capital groups and banks should develop, related to the perspective of profits from owning and trading in
TBSs.' stocks or mortgage-secured bonds.

Apart from its equity, TBS should be able to attract other resources to finance its projects. An important factor
is the possibility of using loans from the National Housing Fund (KFM), particularly those offered at
preferential rates. The amount of such loans increases in proportion to the aggregate equity available to a TBS

It should also be noted that many TBS projects are not financed exclusively by its own capital and loans. It
is also possible that third parties or the tenants themselves may participate in the development costs.

The form of a co-operative of corporate persons precludes the possibility of soliciting capital ii'om private
investors and narrows the membership to municipalities and other corporations whose interest in the access
to a co-operative TBS may be even less than in a TBS formed as a commercial company.
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6. SELECTING TBS ACTIVITIES: PROGRAMS AND PROJECTS

The enabling legislation allows a TBS to undertake a variety of activities in the housing field with primm'y
emphasis on the devclopmcnt and managemcnt of rental housing affordable to moderate income families.
Olher allowable activities, all aspects of real estate management and development include:

purchase of residential buildings,

• repairs and rehabilitation of residential rental buildings,

• leasing commercial premises in TBS buildings,

• managing residential buildings owned by other parties by contract, and

cmTying out other activities related to the construction of housing and accompanying infrastructure.

The description of allowable activities is broad. What constitutes "activities related to the construction of
housing and accompanying infrastructure" is open to interpretation. A reasonable test of an allowable activity
is whether it furthers the primary mission of the TBS. All activities must be included in the TBS bylaws or
m"ticles of association and approved by the President of the Housing and Urban Development Office, the final
arbiter of the activities allowed under the Act.

The choice of which of the above activities will be conducted by a newly established TBS is limited by
existing opportunities and needs in the targeted area of operation, both in terms of potential activities in the
local housing "market and the potential for the TBS to compete successfully for these tasks. For instance, for
a TBS to become active in building rehabilitation, there must be partners interested in contributing such
housing resources in kind or at a reasonable cost. Similarly, the management of communal housing stock is
dependent on the willingness of gmina leaders to engage external managers. Another important consideration
is the ability for various activities to generate surpluses for the TBS which may be used to subsidize the
primary statutory activities or to provide equity for future housing development.

A TBS may start with one activity with a strategy to expand into other markets over time. Undertaking any
business activity should come as a consequence of an external environmental scan and a market analysis as
well as an internal scan of organizational resources to develop informed business performance expectations.
As local conditions, needs and opportunities will vary, so will the activities of the TBS. Below are some issues
to be considered in defining real estate management and development activities.

HOUSING MANAGEl\IENT

Evcn if a TBS is primarily intcrcstcd in housing development rather than management, it will require a
management strategy for its assets, a key requirement for long term credit. Whether the TBS hires experienced
management staff or contracts out the management service, some housing management expertise in the TBS
is necessary for service oversight.

Some TBS, however, are being formed with housing management as their primary activity through receipt
of management contracts for communal stock from the municipality or a transfer of communal stock
ownership to the TBS. Recognizing the need to improve housing management services, several cities are
establishing TBS primarily to provide an alternative to city housing management. Some organizational
mlldels, such as Srem and Rad(1m, arc transformed city housing management entities which manage 100%
of the communal stock. While this model does not introduce competition into the communal housing
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management system, establishing a new organization provides the possibi lity to introduce management
practices and principles employed in a market economy that shou Id improve management c1Ticiency and
ellectiveness.

In brief, these principles and practices include, among others, use of:

• performance indicators
• worker incentives
• concept of fcc for services

cost recovery
• emphasis on tenant relations and tenant representation in management decisions.

An extensive discussion of good management practices is beyond the scope of this text, however, it is
important to note the importance of community and tenant cooperation. Management practice should strive
to increase participation of residents in overall management and management decision making as involved
residents will frequently take better care of the buildings in which they live. Additionally, if there are plans
for tenant participation in developing and financing renovation strategies, establishing good
tenant/management relations in the initial stages of operation will facilitate this process.

The emergence of alternatives to municipal real property administrators provides the opportunity to compare
service provision and ultimately should have a beneficial effect on the price and quality of services offered
by various administrators. There will be a growing market for professional real estate management services
as consumers learn the value of good property management in reducing building operating costs and
conserving or even increasing the value of real estate. TBS may seek their niche in this growing market.

It is important to consider that efficient housing management services are affected by economies of scale. With
controlled rents, management fees are relatively low and a small number of units under management will
usually not provide sufficient revenues to cover basic operating costs. The budget cash flow model discussed
in Chapter 4 should provide assistance in determining the "break even" point of the minimum number of units
for efficient management and the financial comparisons of self management versus contracting out.

Management of privately owned stock including housing associations may be a profitable venture for a TBS.
The TBS may also target their management services to social housing or special populations which require
greater social service interventions, a growing market in the west. An example of targeting populations is
Krak System TBS which focuses on provision of housing and housing services for the handicapped.

The TBS should take care to insure a favorable management contract. In particular, when a TBS, wholly
owned by a gmina, manages communal housing resources, it may be expected to provide services at prices
below actual costs. This which will of course affect the overall operations of the TBS. Forced reduction of the
TBS's property management revenues can also result in a reduction in the amount or quality of housing
management services with the inevitable harmful consequences for tenants and the housing stock. Before
entering into management agreements with the gmina, a careful analysis of the physical and financial
condition of the stock and terms of the agreement should be made to determine whether it is a viable
proposition. Revenues from commercial units or subsidies for repairs may be necessary to cross subsidize the
regulated rents received for housing units.

HOUSING DEVELOP;\IENTIRENOVATION SERVICES

The Act allows TBS to e!lgage in a range of housing development, construction and rehabilitation services
to fulfill their primary mission and as services for fees:
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housing development;
house or related infrastructure construction contracting;
general construction contracting (related to construction or renovation of residential houses or their
associated infrastructure);
other services related to housing (land surveying, designs, research work, etc.);

This range of activities allows a TBS to serve as a community development corporation, which can manage
mixed income housing development projects, land development, or complex neighborhood revitalization,
parLicularly as KFM funds are now available for rehabilitation. TBS are developing market rate or sales
housing. of course without the use of preferential credits. Whether they are able to engage in economic
development activities as part of a neighborhood revitalization is still unclear, but it can be argued that this
is a related function which may contribute to the less profitable housing activities.

As described in Chapter 13, not-for-profit housing organizations in comparison countries, frequently are
established to undertake building renovation or even complex neighborhood revitalization. This complex
renovation process is designed to improve the overall physical and economic viability of the neighborhood.
While some tenants may choose to move, others will participate in the revitalization process. Szczecin TBS
is organizing with this type of activity in mind including new construction for replacement housing.

Depending on the skills and experience of TB S staff and the local market, selling development services could
provide a source of income for the TBS. The TBS with strong project pre-development and development skills
and excess capacity, may wish to market their services to other TBS with less capacity in these areas. Several
TBS have sought foundation funds to serve as "consultation points" to stimulate the development of TBS in
other municipalities. Srem, Szczecin, Poznan TBS and Krak System are some of the TBS's preparing to serve
as consultation points. Most evolved NFP systems have technical support organizations that serve smaller
more locally based not-for-profits. Usually they receive government support, however, in Poland as the TBS
system grows over time there may be sufficient effective demand from the TBS sector to support these
services.

TBS should organize themselves to be competitive in their selected areas of activity. As a newly formed
organization, competition with other professional designers, researchers, developers or real estate specialists
may initially be difficult, but it is possible for the TBS to find its niche and to be competitive in the private
market.

As a not-for-profit organization, the TBS may be granted some privileges by the municipality such as:
exclusive rights or access to funding or service contracts, acquisition or use of specific goods at a lower cost,
or exemption from mandatory tenders. The gmina may wish the TBS to assume functions carried out by the
municipality or housing management companies such as tenant organizing, apartment exchange bureau,
building repairs, or a public information campaign on housing financing opportunities. However, special
privileges or access should be limited to areas, both technical and geographic, in which there is little private
sector interest. In areas of activity of interest to the private sector, it will not benefit the gmina, and ultimately
the TBS. to limit competition.

TB S may also be supported by gminas to be a ··pioneer", sueh as undertaking housing development in a
neighborhood where no other developer is active, stimulating market interest which can lead to the entry of
other developers. Although the process is beneficial to local housing development and general economic
gmwth. the pioneering role docs not automatically place the TBS at an advantage to the newcomers who may
follo\\·. To compete successfully, the TBS should map out its evolution in its early stages to create and
maintain a high level of professional performance.
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7. l\IARKET ANALYSIS

A market analysis is one of thc basic elemcnts of a business planning process. Marketing may be defined as
the art and science of idcntifying a need or problem and then satisfying/resolving it with a particular product
or service. However, a superbly defined product or service and a cle,u'ly identified need for these products and
services will not ensure success. Market research is necessary to determine the effective demand, that is the
targeted client base who will both desire and be able to purchase the proposed products and services that were
identified during the environmental scans.

As the housing products of the TBS, the rental apartments, have a targeted income group and there is
perceived need for the housing, it may seem unnecessary to conduct a client assessment. However, while
extensive research may not be essential, at least asking the questions cited below will increase market
understanding and improve product planning and development.

The research and analysis conducted through the external scan during the strategic planning phase, if done
properly, should provide the general product and service orientation for the organization. In essence, it is a
general market analysis which will then be further refined in the program and product development phases.
The environmental scan will provide much of the basic demographic, economic and housing system
information required in a m<U"ket analysis for most types of housing services or products to be offered by the
TBS.

Description of market area

• Physical and environmental characteristics of the area and land planning or zoning regulations,
commercial and social infrastructure

• The local housing situation; number and type of dwelling units, their density, technical condition and
equipment, age, ownership structure, rental rates and sales prices,

Description of potential client base

The current and projected demographic information on the gmina and its surroundings (region),
v·:ith special attention given to the structure, size and fOllnation of households, population, age profile
and marital status,

• An analysis of the local employment market by sector and base industries, its present state and
projections for the next few years,

• Limited information on average household income

• Social factors such as attitudes, behaviors, and preferences

Description of competition

New construction trends and absorption.

Companies active in thc housing market.

A market analysis, conducted for all proposed products and services, should strive to define and target the
TBS client base and the eltectivc demand for proposed TBS products or scrvices. This information should be
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useful in the product design and later in the marketing strategy. For each product or service a market analysis
should determine the following detai led information:

I. The client base.
• Who are the clients'!

What are their specific needs or wants?
• How do the clients make their purchasing or service selection decisions?

How is the proposed product perceived and valued?

2. The industry trends.

3. The competition.
• The number of competitors,
• Their relative strengths and weaknesses: reputation, market share, financial status,
• Their products relative to TBS's: quality, market position,

Their plans for the future.

The steps suggested above may help TBS to avoid some common failures in market analyses such
as:

• failing to understand the difference between a market and a need,
failing to perceive market trends,

• assuming the needs and preferences of clients without confirmation,
• failing to analyze the competition, its segmentation, market share and prices,
• inaccurately defining the market area, usually too narrowly.

MARKET ANALYSIS FOR A DEVELOPl\IENT PROJECT

Although market analyses arc typically a part of rental project business plans in developed markets, whether
it is essential for a TBS contemplating a project of approximately 30 or 50 units may be questioned from a
short term perspective. However, the long term nature of the investment requires that the project be planned
with an eye to the future as well. As housing options increase, preferences are becoming more evident. TBS
projects should reflect these trends to ensure future viability.

Further, housing markets vary from one locality to another. Units easily leased in Warsaw may not find willing
tenants in Goldap (and the reverse); thus, replicating a successful project in a different environment will not
necessarily bring positive results. Local assessment is necessary.

The Client Base

The targeted <:\ient base is defined by the income limits cited in the Act. This <:\ient base generally consists
of middle income families found in the mid 3rd to 5th income quintiles or groupings (based on division into
five groups) in most gminas. It is further defined in the "Reconunendations Concerning Statutes and Charters
of TBSs" issued by the Office of Housing. "Apartment allocations should consider the locally determined
housing priorities and the nationwide priorities as follows: young families with no real prospects to buy their
own apartments, families with many children living in substandard housing, and families forced to relocate
for employment." .
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Although these characteristics suggest families with little choice, research is still essential to plan the
development to meet their specific neec.ls in terms of size of unit anc.l amenities. Depenc.ling on the agreement
with potential shareholc.lers or investors, the TBS may allocate certain units to thc gmina or local businesses
for which they will be selecting tcnants.

Particularly in its first projects, the TBS shoulc.l be able to quickly c.levclop a list of prospectivc tenants. One
way to create such a list is to conc.luct a survey of families potentially interested in renting apartments from
the TBS, together with information on their incomes, the composition of householc.ls, age of ehilc.lren (in
relation to the c.lemanc.l for services), employment anc.l employers, preferences concerning the sizes and location
of units. An important question is the amount of cash families can allocate as a down payment or deposit,
whether they actually can tap other sources of func.ling and what those sources may be. It is the TBS's task to
prepare a list of buyers as this is as one of the attachments to a BGK loan application.

Those surveyed may be drawn from gmina housing waiting lists, cooperative waiting lists or from responses
to a press solicitation.

An indispensable piece of information are tenants' expcctations concerning the price, the size and the finishing
standard of thc units. This information will make it possible to answer the basic question, whether the project
is realistic from the financial perspective, i.e. whether units can be built at the targeted cost.

Knowing the ultimate group of tenants and having a concept of the project, one can try to verify the demand
through pre-renting. This form of market test can be applied at the pre-design stage, but before the
construction-related documents necessary to obtain the building pennit are ready. Direct contact with potential
tenants will provide feedback either confirming assumptions or provic.ling information from which to make
appropriate adjustments or to develop other alternatives. This can be accomplished through surveys, focus
groups or random interviews.

The market analysis should also develop projections of future trends in population and household formation,
and employment trends, important for anticipating future demand for the product. Attachment 16 is a
L/uestionnaire for persons interested in obtaining a TBS apartment which will allow evaluation of housing
preference and effective demand for TBS units. It also includes a form to detennine income eligibility.
(attachment in Polish version only)

Industry Trends

A review of the activities in the local real estate market provides another source of information. A survey of
recent developments will indicate the range and desirability of product types on the market, prefeITed locations
for new development and price variation by product type and neighborhood. Banks may provide information
on the terms and use of housing credits locally. Local real estate agents have information on the sales market,
both of existing housing and new construction.

The Competition

The lease terms of the rental units developed by the TBS will fall between municipal rental stock and the
private rental market. As municipal stock is usually difficult to access and the private market is often limited
and considerably more expensive, likely competition would come from other TBS if they exist or
cooperatives that arc developing "rental coops" (spoc.lziclnie lokatorskie which arc rarely built now) or TBS
rental buildings. If the project requires more tenant capital investment than the 10% down payment, there may
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be competition from moderately priced sales units, particularly if interest rates continue the present rate of
decline.

A revicw of local developers and thcir present and planned development projects according to type and price
will assist in assessing the market trcnds and absorption. Evaluating both their products and level of service,
their intcrnal operations and thcir reputation will aid in determining the actual or potential market niche for
the TBS.

The mm·ket analysis, should provide answers to the questions posed above. In general, it includes information
on the preferred and avoidcd locations, types of development, size of units, functional patterns, prices, and
other preferences of potential tenants.

Attachment 17 (in Polish version only) is a form that can be used to compare the TBS project with other new
developments, useful for analyzing potential competition.
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8. MARKETING STRATEGIES

THE BENEFITS OF A MARKETING ORIENTATION~

Over thc years there has been an increasing focus on marketing by not-for-profit organizations. As government
and philanthropic funding declined and the practice of leveraging private sector participation in public spirited
prnjects increased, effective marketing strategies grew in importance to the success of the not-for-profit
housing sector.

Marketing is often e4uated with selling, but it is a much broader activity serving broader aims. Philip Kotler
in Marketing for Non-Profit Organizations. defines marketing as "a management process directed at satisfying
customer needs and wants through an exchange process.".1 The market analysis should identify potential
markets and TBS consumers. It is important to recognize all types of "consumers" which include potential
sources of funds such as foundations and other donors, BGK and other financing institutions, and local and
state government institutions. Organizations with strong market orientations, tend to define their objectives
more in line with consumer needs and demands which results in increased consumer satisfaction, increased
consumcr participation, bettcr attraction of market resources, and greater efficiency through a clear focus.
Peter Drucker succinctly described "Marketing as being so basic it cannot be considered a separate
management function ... .!t is the whole business seen from the point of view of its final result, that is, from the
consumer's point of view".

Often the major competitive edge of not-for-profit housing organizations is their customer orientation which
leads to greater public participation and improved services in housing management or important selection of
low cost amenities in a housing development which make it more attractive than other affordable housing
projects.

The organizational Ibusiness planning process described in this document strives to introduce a market
orientation in the early formative stages of TBS. Applying the concepts and practices suggested should
facilitate effective program, product and service design for a defined consumer base in a specified geographic
area as well as the organizational structure necessary to produce and deliver the products. It should result in
an understanding of the competition and how the TBS product is different based on price, service, quality or
image. It should clarify the details of the four critical elements known in the marketing industry as the
"marketing mix", essential for producing a marketing strategy.

FACTORS IN THE MARKETING STRATEGY

..The marketing strategy is based on the interplay of the "marketing mix" consisting of four elements:

Product:

Price:

The product or service to respond to market demand.

Offering price of the product or service

2 Adapted from The Complete Guide to Nonprofit Management, Smi th, Bucklin &

Associates, John Wiley and Sons, Inc., New York, 1994.

3 Smlth, Bucklin & Associates, The Complete Guide to Nonprofit Management, John
Niley and Sons, Inc., New York, 1994, pg. 94.
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Placc:

Promotion:

Targctcd markct area for thc scrvicc or product and mcthod of dclivcry

Mcthods uscd to communicatc thc availability and dcsirability of thc product
or scrvicc to thc markel.,,4

Thcse four components operatc in an integrated fashion. The type of product affects price and the method of
delivery. Price, place and product will affcctthe promotion plan. Most TBS will be managing housing and
developing regulated rcntal units, howevcr these products and services may be differentiated by what the
TBS does to have a competitive edge or a unique image. A TBS inay identify its primary market as young
families and will design the buildings accordingly. The rent or price of the units are regulated but the amount
of development costs paid in by end users beyond the 10% downpayment will create some variation on actual
price. The key for TBS is to ensure that the price exceeds the cost of supplying the service or that therc are
resources to subsidize the service or product.

DEFINING AN Il\IAGE

Marketing strategies usually focus on two major areas. The first is image, both of the TBS organization and
its services and products. Image goals describe the manner in which the TBS desires to be viewed by the
public. Image is particularly important for new organizations, new business ventures, and restructuring
organizations. All TBS will fall into at least one of these categories. Image projection should focus on the
appropriate client group(s). Attracting inappropriate clients will waste time and resources, particularly in the
process of evaluating prospective tenants. In early discussions of the TBS program, the market niche of the
TB S rental housing was mistaken as low income or social housing. Today, it is unclear what the public
perception of the "market niche" of TBS housing is, but each TBS has the opportunity through a marketing
strategy to project the most favorable image of its organization, products and services to the appropriately
targeted audience(s).

The image to be projected should reflect what the organization will do both in the short and long term.
Presenting anticipated future capacity today is the beginning of marketing products and services to be
delivered tomorrow. The image should reflect how the TBS stands out from the competition- what is its
competitive edge.

MARKETING OBJECTIVES

The market discipline of the organization is an important image factor. The standard range of market
disciplines are: a low cost producer, provider of high end and innovative products or provider of extraordinary
service. TBS housing products must be efficiently developed, but TBS may have a range of market
disciplines depending on the levels of servicc and product diversification. Some TBS may decide to develop
housing to meet a range of income levels and preferences or to provide a range of housing management
servicc·s from the least expensive most basic to enhanccd services at a higher cost.

Nt?w TBS will generally be newly approaching the market or engaging in market development as it also
COIlLlucts its program development. Older organizations, such as TBS transformed from PGM, may seek to
increase market penetration or diversify programs to reach new markets. A TBS with success in developing
and managing rental housing in one municipality with a limited market may decide to expand its "place" to

4 Ib':'d, pg. 106
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surrounding cities. Or, in the examrle above, TBS may choose to diversity services in its local market. How
the TBS decides to interact with the market as it develors its rrograms is its marketing objective.

Present Programs New Programs

Present Markets Market Penetration Program Development

New Markets Market Development Diversification

from the "Complete Guide to Nonprofit Management", Smith, Bucklin & Associates

A second objective of the marketing strategy, is the measurable target(s) to be achieved as a result of the
nM·keting. A simple example is a promotional campaign to lease a 40 unit TBS building within a certain time
frame or a campaign to obtain x number of management contracts for privately owned buildings.

The promotion strategy will depend on the product, the experience of the organization and the stage of
readiness to purchase by the consumer. "There are four main types of promotion that may be used individually
or complementarily: advertising, personal selling, direct mail and publicity which are directed at consumers
in varying stages of readiness to purchase: awareness, comprehension, conviction and purchase. ,/

A new TBS initially will want to introduce itself to potential consumers, to develop its name recognition and
promote an image. Advertising, which is usually paid promotion, is a common way to do this. Low cost
advertising may be provided by local newspapers or magazines to the TBS, as a not-for-profit organization.
Posters, public service announcements, information in local church or school bulletins are some low or no-cost
vehicles to be explored.

Direct mail is usually sent to a more specifically targeted group and can provide much more in depth
information about the organization and products. It is a relatively inexpensive way to contact potential
consumers, as long as you have good mailing lists. It is a technique that works best with persons who have
some familiarity with the TBS. Newsletters are often included in direct mail campaigns.

Personal or direct sales are tactics employed to convince potential clients to rent a unit or accept management
services. Similarly requests for financing and funding are usually conducted in person. This technique is
labor intensive, requiring good presentation skills, a well developed presentation and time. Some examples
are organized meetings or speaking engagements with community or civic groups. Trade fairs and special
events provide opportunities for personal interaction. Attractive low priced fund raising events is another way
to attract personal contact.

Publicity is a form of free advertising. Sending out press releases, writing articles, editorials and letters to the
editor of local papers and participating on local television shows arc all ways to promote your organization
broad ly for little or no cost. One caution is that the media docs not always present material accurately,
completely or in a positive light. However, this is a good \vay to rrovide consumer education on the changing

SIbid, pg. 111.
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nature of Poland's housing sector including the emerging TBS sector and the changing range of housing
options, most that require greater financial participation from residents.

These techniques may be used in various ways. A rcw points in determining your promotional techniques:

• Information is absorbed in different ways which advises the use of several techniques to reach the
audience

Messages should be repeated over an extemlcd period of time

• Consider the audience, how it receives information, where and how it lives

Use resources creatively and consider organizational capacity when selecting marketing techniques

• Success from marketing takes time, don't give up too soon.

BUDGETING AND DRAFTING THE MARKETING PLAN

The availability of resources for marketing will affect the marketing plan, however marketing is a necessary
stcp iri the implementation of organizational goals and objectives and a critical input in the "sales" of products
and services. Service, program and project budgets should have funds for marketing built into them.
Similarly, responsibility for marketing should be clearly assigned with attention from the director and the
Board. Finally, the plan should include a means to evaluate the cost effectiveness of the overall strategy and
specific techniques.
The written marketing plan should contain the following elements:

Description of the target audience.
Analysis of opportunities and problems
Measurable objectives and strategies
Budgets

• Evaluation process.
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9. RISK ANALYSIS AND CONTINGENCY PLANNING

Risk analysis and contingency planning is simply thinking in advance about potential problems or barriers to
success and developing strategies to deal \vith them if they arise or alternative scenarios that avoid them.
Good planning is the best tool to minimize risk. Top management consultants often quote the adage:
"Organization or business leaders don't plan to fail, they fail to plan".

This organizational/business planning process incorporates risk assessment in each phase beginning in the
strategic phase, thus mitigating some threats/risks. Incorporating risk analysis and contingency planning or
remedy creation as an ongoing process in your organization wiII increase effectiveness and sometimes allow
for risks and threats to be turned into opportunities. After risks have been identified, the nature and likelihood
or each should be described. Consequences and impacts of the risk on the organization, its image, finances
and production should be fully outlined to allow for the fullest possible exploration of mitigating strategies
and/or contingency plans.

One risk assessment method is to rank all identified risks on a scale of I to 5 with I being a highly detrimental
risk. The most detrimental should be cited in the business plan with a range of remedies including:

Evasive Actions:

Alternative Actions:

Fall Back Actions:

Actions to avoid the risk or minimize its impact on the project.

Alternative strategy in the event the risk cannot be avoided.

Options in the event the risk is a serious threat to the organization:
Reduce size of the venture

• Change goals or objectives
• Terminate the TBS.

Successful risk analysis and contingency planning rely on thoroughness, a clear understanding of the TBS
venture and t1exibility.

TYPES OF RISKS

,\3elow is a list of general business risk categories that may apply depending on the activities of each TBS.

Governmental

Political risk:

Regulatory risk:

Interest Rate Risk:

Risks resulting from the dependency on local and state governments which change,
may be unstable and could affect BGK financing/local government support. This is
a crucial factor in initial organizational development.

Risk of regulations which will negatively affect the goal attainment.

This is also a market risk. Changing interest ratcs may have a positive or negative
affect.

6Adapted from Finan~ial Analysis Manual, Caresbac-Polska S.A., Washington D. C.,
1993.

- 45 -



Market

Marketplace risk:

111llustry risk:

Technological risk:

Concentration risk:

Pioneering risk:

Organization

Flawed Assumption
Risk:

Project

Flawed assumption
Risk:

Risks evolving from a rapidly changing demand/need for products and services.

Risks evolving out of factors/trends affecting the construction, housing management,
renovation industries.

Risks arising from technological trends which may render products and services
obsolete and less marketable.

Risk that in an evolving market, there may be dominating finns or monopolies such
as city housing management entities that control aspects of the market or dominating
clients.

Risk resulting from enteringlcreating new markets.

Risks arising from incolTectly projecting or assuming crucial issues such
as:
• Staff abilities and potential to attract needed skills,
• Cash flow
• Program Costs
• Scheduling

• Project cost
• Cash flow
• Market demand
• Scheduling
• Staff/Consultant
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10. STATUTE DEVELOPMENT AN D APPROVAL

Statutes are approved by the Office of Housing and Urban Development. The suggested process is to contact
the Office for the most up to date information concerning requirements. Attachment 4* is a copy of the Office
guidelines for statute development and description of the registration process. Attachments 12* and 13* are
sample documents of a limited liability company agreement and a notarial act for a joint stock company.

*(these attachments are only ineluded in Polish version)
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11. PROJECT PLANNING AND PREPARATION OF THE BGK LOAN APPLICATION FOR
NEW CONSTRUCTION

Planning for a multi-family housing development project is a complex undertaking. Therefore, a
comprehensive discussion of the topic is beyond the scope of this guide. It is assumed that thc majority of TBS
interested in housing devclopmcnt will have management or staff with experience in project preparation and
organization. Thus, this chaptcr will focus as on several problems related to the specific nature of the TBS or
to restrictions resulting from the Ministry's Ordinance and BGK's requirements.

Below is a list of activities to be undertaken for a new investment. Activities of specific interest will be
discussed in detail.

PROJECT DEVELOPl\IENT STAGES

Prcliminary Evaluation

• Market Analysis
Preliminary Concept of the Project - an assessment of the financial and organizational capacity of the
developer

• Site analysis
• Financial feasibility analysis

Pre-Design

• Project location process - to obtain the decision on conditions concerning the construction and land
development,

• Land acquisition and preparation of detailed land survey documentation, inventory of the existing
development, study of environmental conditions and everything relating to the protection of the
environment, nature and culture,

• Developmcnt program detailing the future function and the use of the buildings,
• Program and spatial design concept, address issues of energy conservation and select an architect,
• Preliminary project cost estimate.

Project Documentation

• Construction design, including land development plan for the entire project site, together with
architectural and construction design of the proposed building and, in some cases, a technological
design for selected elements of the project,
All required opinions, agreements or permits, including the building permit together with the approval
of the construction design,
Technical L1ocumentation, possibly with the work organization scheme,
Cost estimate documents.

Contractor Selection

Bidding procedure,
Pre-agreement negotiations and contracts for construction and materials.
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Final Project Financing Budget and Construction Loan Application.

Preliminary Evaluation

A feasibility study or analysis is a study of the cost-bcne1'it relationship of an economic endeavor. The steps
of the feasibility study arc:

1 The market anal~'sis discussed in the previous chapter, and

2. The assessment of the organizational capacity to undertake the project.

The initial environmental scans on the potential of the organization will haw raised the following questions
which should be addressed in greater detail at this phase:

Can the TBS implement the project, operating under its present organizational structure?
What is the composition of the team responsible for the preparatory work?
What are the job descriptions of individual team members?

• Do they have the skills and experience necessary to accomplish this kind of project?
• If not; what changes should be made?

What is the project schedule, including the detailed schedule for preparatory work?

Responses to these questions will result in the establishment of a new team. expansion of the existing team,
or the decision to use a private fee developer.

3. Site Analysis

The significance of location to the success of a development project cannot be overestimated. It is most
probable, however, that a new TBS \vill not have much choice in location. Still. in many cases the gmina may
offer sites to the TB S to select that most suitable to its needs.

The main elements of a site analysis are the following:
The legal status (\vho the owner is, on what grounds one can purchase the land)

• Site availability
• What development is possible from the architectural and urban planning perspective (what kind and

size of structure can be located on the lot within the above parameters, depending on the size and
shape of the lot (density of development, number of stories, the height and line of buildings, the shape
of the roof, required capacity of the parking lot - in large cities - often underground parking is
required),

• Possible restrictions set by the Conservator of Historical Monuments. or environmental protection
agencies,
Type of soil - e.g. subterranean water, bearing capacity of the soil. potential to lay foundations or
create underground structures,
The land usc history (has the land been chemically polluted. was it a water reservoir or a "wild"
landfill before, etc.), the existing buildings on the lot - arc they or historical or cultural value, what
would be the estimated cost of the demolition work, are the buildings occupied or used for other
purposes?
The immediate environment of the huildings: neighboring buildings. shading, pollution, sources of
nOIse,

• The orientation to light,
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• The configuration of the land (slope), trees (location, ages, kinds), microclimate - if applicable (e.g.
located below a slope, in a valley, on a hill),

Perception of the neighborhood (safety of building and residents, possible additional
cost to guard the building or to build a fence),

• Social infrastructure - schools, health service, police, shops, services,
• Neighborhood reputation, parks and play areas,
• Technical infrastructure (sanitation sewerage and storm sewerage, possible allocation

of additional power hookups, water line or potable water from a well, supply of gas
for heating and for household use - alternatively - possible supply of heat from the
city network and the distance from the heating chamber, roads,

• Road access and transportation, public transport, access by car, parking lot.

Using a uniform site evaluation form to gather information in interviews with appropriate institutions
(sewerage, water and heat supply), during field visits and in collaboration with consultants will facilitate data
collection. In case of competing site offers, it is worthwhile to keep a well organized register of information
on lots, to be able to compare various otTers.

Sites in urban centers in which there are historic buildings should be examined carefully. Decisions concerning
land development and construction are subject to agreement with the voivodship conservator who may require
that the building be contextual in design and dimensions, seriously impeding the ability to meet the unit size
requirements. This kind of location may additionally result in increased costs of building foundation and
involve the risk of a suspension of construction work pending the completion of archeological excavation in
old town centers. Additional problems can be caused by the organization of the construction work and the
arrangement of the building site.

The advantage of center city locations is usually the low cost of infrastructure connections and site
development, provided that the conditions concerning the land development and construction do not require
provision of parking spaces in an underground garage. An additional advantage can be commercial space on
the ground noor, the construction cost of which is usually much lower than the market value.

It is advised to make a preliminary architectural and spatial study to confirm the estimated density of the site,
and to define prograImning assumptions. This will provide more precise data on the site of the planned project
and thus the estimated costs.

-I. The Financial Feasibility Analysis

The financial feasibility analysis is conducted to answer the following question: does the project under
consideration make financial sense and can it be accomplished with all the planned results in accordance with
the accepted financial assumptions?

The following elements are required in the preliminary planning stage:
An estimate of all available resources, an answer to the question of the sources of the development
capital.
The calculation of the budget of the project. an answer to the question: what can be built for the
resources actually held in hand; and
The cash flow projection for the duration of project implementation, to compare the resources in hand
with the planned costs in each month. in order to eliminate the risk of the loss of liquidity.

The business plan should include information on potential sources of funding for the project. Commercial
premises cannot be financed with the KFM loan. If the project contains commercial premises or garages. the
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developer must secure other sources of funding for this part of the project. Beside the TBS's own resources,
these could be the down payments by the buyers of units scheduled for sale, and loans from other sources than
the KFM.

The cost of constructing the building is detennined by multiplying the defined area times the approximate cost
per square meter of usable area. Adding the rcmaining budget items: the cost of purchasing the lot, servicing
the land and making hookups, the cost of documcntation and other costs of project preparation and
administration will provide the total project cost estimate. Compru'ison of the costs and resources available to
fund the project will indicate whether there will be enough resources to accomplish the project. The cash Ilow
analysis is more complex and will be described later.

Pre-Design

The pre-design phase consists of the following steps:

1. The acquisition of rights to the land to implement the project (as well as the decision on
conditions concerning the land development and construction, unless it was obtained earlier).

2, Preparation of detailed geological and engineering documentation, land survey documents
and a list of existing land development elements. -a study of environmental conditions and
protection of the natural and cultural environment.

3, Development of a program for the future function and use of the building - this is a list of the
areas and the number of units and rooms. Other assumptions concerning the design should include:

• Conditions concerning land development and construction (the area of buildings, usable area,
number of stories)

• Preferences concerning technologies to be used
• Number of staircases and number of apartments on each landing
• Other preferences of the developer.

4. Designing a Program and Spatial Concept. The objective for the conceptual design is to verify
how the proposed design program fits a pruticulru' lot. It includes the design of the building, individual
unit plans, their size and layouts. While developing the conccpt, the designer should consider specific
characteristics of rental buildings.

The requirements sct by the Ordinance as well as a logical approach to minimize the cost of construction
causes designers to take detined steps. All over the world architectural and spatial solutions have been pursued
for years that can be best adjusted to the requirements of rental housing. As rental housing has a higher
turnover of tenants than ownership housing, one should, therefore, strive to more quickly achieve
identification and integration of tenants while minimizing expenditures for the conunon space and preventing
vandalism. The following solutions arc usually conducive to integration:

a characteristic architecture, easy to identify (the shape, colors), as attractive as possible, stimulating
pride of being a resident,
differentiation between entrances to individual staircases, intercoms. etc.,
organizational mechanisms, conducive to integration of new tenants with the old ones,
in some cases, special rooms designed for joint activities, e.g. playrooms, residents' clubs or gyms,
adjustment of the architecture to the residents' tastes - for example, low. two-story row houses with

separate, outside stairs for every two units on the first floor.
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Reduccd maintenance costs for common space nol directly serving integration purposes can be achieved, in
part, by external entrances to the ground floor units, allocation of gardens to individual units, increased
numbcr of units accessible from one landing, including elements resistant to vandalism (hidden lighting in the
staircascs, durable, although possibly incxpensive materials, equipment not suitable to use in private houses).

The decision concerning which technologies to use should be made at the conceptual stage. One may assume
that the cost of external walls is approximately 12 - 16% of the total cost of construction. The use of a
particular technology for the shell of the building (comparing generally available and tested technologies) is
of no significant importance to the total cost. Often solutions aimed at lowering the cost of construction of the
"shell" of the building result in a higher cost of finishing work. Where can savings be found? The answer is
simple - everywhere. Lower costs arc not a result of the use of some sensational technology, but of a consistent
search for rational and economical choices for individual clements of the building.

Below are some fundamental rules to be considered to minimize costs:
external partitions (the walls and the uppermost ceiling or a ceiling-roof) are among the more
expensive clements, and their surface is smaller in proportion to the size and "compactness" of the
building's body, which is at the same time conducive to energy saving,

• each square meter of the cheapest window is much more expensive than that of the wall, one should
therefore not design excessive glazed surfaces,
better thermally insulated external walls result in a lower cost of heaters and lower future cost of
heating,
the fewer complex details, the lower the budget and smaller the risk of contractor's errors - for
example: protruded balconies on cantilevers require complex thermal insulation; it is better to replace
them by balconies supported by independent pillars,

• standard windows or doors are cheaper by up to 30% than those customized by the same
manufacturer.

As the next problem is to reduce labor costs, a reduction in all labor-intensive design elements should be made
unless they add significantly to the quality of the project. Examples are: niches, vertical and horizontal offsets,
the design of walls to reduce the cutting of standard clements (bricks, blocks, rafters).

Energy-Savings

Both the Act and the Ordinance impose construction requirements designed to reduce energy consumption
in the building. For now, the requirements are defined by heat loss ratios for external walls, referred to as the
"K" factor. Eventually, energy audits of consumption will be required to prove that the annual consumption
of energy in a given building does not exceed the acceptable level per each square meter.

The above requirements should inspire the developer and the architect to use solutions going beyond
conventional design and technology standards. The role of the developer is to make the architect sensitive to
these issues. Developers may seek assistance from experts, such as the Agency of Ener¥y Conservation or the
Fuundation of Energy Conservation. Commissioned by the Ministry, in July 1996 the Foundation developed
several conceptual designs for multi-family buildings for the TBS, with optimal energy-saving standards.
Design principles were defined based on the minimum housing expense criteria. The essence of this method
is selection of construction solutions (clements of the building) with the lowest costs based on a combination
of the initial cost of construction and heat loss costs.

- 52-



Hid for the Design Worl{ and Selection of the Design Firm

Care must be taken in this process to both conform to all legal re4uirements and to present the project in a
manner to solicit the best proposals possible. Further information on this issue may be obtained from the
Office on Public Procurement.

Selection of the architecl. The following issues should be considered in the selection process:
• the experience of the architcctural finn or individual architcct in designing multi-family buildings,
• knowlcdge of problems concerning energy c1Ticiency and specific features of the design of rental

buildings,
• a realistic deadline to complete the documentation.

Avoiding mistakes in the documentation.
Generally architects arc not insured against design errors and omissions. As the number of offices with such
insurance policies is relatively few, the cost of the insurance must be included in the cost of the design. For
larger projects is certainly better to employ offices with a good reputation, en'ors and omissions insurance, and
with back-up personnel able to complete the work in case of difficulties with the primary designer. It is too
risky to rely upon self-employed architects when there are tight deadlines and large projects.

A commonly used retainage arrangement is to agree with the architect that the last installment (e.g. 10% of
the fee) be paid upon receipt of the building permit. It is also advisable to provide for the formal approval of
the documentation by the contractor, confirmed by a written statement of no objection, or by an additional
protocol explaining all details not included in the documentation. Finally, one can use the opinion of an
independent expert.

In some cases, the contractor offering to include the cost of the design documentation in the cost of
construction, or to provide it at a nominal price. Such a solution may seem to have many advantages as there
is no potential conflict between the architect and the contractor, and any defects in the documentation and
related additional costs are covered by the latter. The risk, however, involves two issues:

first, the contractor is not interested in designing the building in a way that would lower the cost of
construction or the operating costs, but instead he is interested in making his task easier,

• second, usually, the contractor does not employ the best designers and the project he offers may be
simply mediocre.

Preliminary Project Cost Estimates

Before analyzing individual budget items, it is important to understand that planning the cost of a project in
the building sector is not a one time action, but a process involving successive estimates and approximations,
whenever new information concerning the proposed project is presented.

The first step is to describe the technologies, the size and the finishing standard of the houses or apartments.
By totaling the estimated costs of these clements, total costs can be determined in a reasonable way.

Based on the architect's concept, a cost analysis can be made. Indices may be used, for example, the product
of the usable area and the cost of construction per square meter, or by a "shopping method", with proposals
collected from several contractors. Opinions or preliminary bids from several contractors may prove useful
at this stage, as they may provide information from which revisions to the design can be made before
contracting out the project.
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By comparing proposals, a contractor can be selected. The agreement with the contractor defines, among other
things, the overall value of the work and deadlines ror payments to be made at successive stages of the project.
Once the construction begins, cost estimation begins to interweave with monitoring the costs already incurred,
to monitor estimation at each point, whether the budget of the project is being exceeded. This is necessary as
the standard of finishing work is usually only very generally outlined in the design documentation.

Below is a list of individual budget items included in the total cost of thc projcct.

A. The Cost of Land
The value placed on a site contributed in kind by the gmina or a by a cooperative should be as high as
possible as it increases the developer's contribution and indirectly raises the limit for the KFM loan amount.
The situation diiTers when the TBS must purchase a lot. The TBS will be interested in purchasing an
inexpensive lot of the highest market value. This is an opportunity for the management to demonstrate its
negotiation skills. This process involves review of vm'ious types of sales contracts with the seller, for instance:
Jcferred payment with installments, with joint investment, for example, the seller ean be partly remunerated
\vith some part of the non-housing area, etc. The cost to buy the lot usually varies quite substantially
Jepending on the city, the location, the size, the infrastructure on or in the vicinity of the lot, the trees and
several other characteristics.

B. Design and Cost-Estimate Documents
The cost of documentation usually amounts to 5% of the cost of construction.

·C. The Cost of Servicing the Land
Depending on a specific situation these costs will include connections to:
• electrical network,
• water line or a well,
• the sewer system,
• the gas line,
• telephone line,
In some cases this also includes access to the lot and, in exceptional cases, a connection to the existing heating
network (most likely in the case of buildings in citics and towns with no gas grid).

D. Construction Costs
At the preliminary stage, initial costs are based on the cost estimate. Later, after the construction
documcntation is prepared, a more precise developer's cost estimate is used and finally, after the bid, the final
cost is agreed with the contractor.

E. Landscaping, Demolition, Roads and Sidewalks
Dcpcnding on the condition and the size of the lot, related costs may vary considerably. The following items
may bc included in the cost estimate:
• the sidewalk and exterior stairs in front of the entrance,

access for vehicles and parking space for a vchicle/vchicles,
a lawn (landscaping, the topsoil),
planting trees and bushes,
fences, gate, wicket, garbage bin, possibly a rug beater,
fees for cutting down trees and the cost of removing the topsoil,
dcmolition of buildings, if necessary.

- 54 -



F. The Cost of Project Preparation and Servicing
These costs usually consist of contracts with construction supervisors, consulting services other than for the
project documentation, geodesic services during construction, administrative fees, market analysis, financial
advice, and business plan preparation.

G. General Costs of the Developer- Fees for activities carried out by the TBS should include the prorated
overhead expenses in the fees charged. Thus, it is important to divide the organization's operating expenses
among development projects and other activities.

H. A Reserve in the Budget.
As described earlier in the text, the process of cost determination consists of successive estimates. The less
detailed the cost data is, the higher probability of an error or omission of some necessary costs. Therefore,
regardless of the size of the project, it is necessary to plan for a reserve in the budget for unexpected
expenditures. It is usually assumed that the reserve should be 10% of the cost of the project, reducing it
gradually with the progress of construction, according to the schedule or, more likely actually spending the
funds to cover unexpected items. This bUdget reserve is such an obvious budget component that it is accepted
by the banks in determining the total cost of the project.

Project Documentation

1. The construction documents, including the plan to develop the entire area occupied by the project and the
architectural and construction designs of buildings, is developed at this stage.

2. Required opinions, agreements, approvals and permits should be obtained including the building permit
and construction design approval.

The process of obtaining project design approvals and building permits is, despite the new building code, still
considered a difficult process by many developers. This is understandable as a late discovery that an opinion,
agreement or permit is needed, can disrupt the design schedule, articularly if it is necessary to make changes
to well-advanced documentation.

Therefore, it is worthwhile investment to devote time to understanding the administrative requirements
imposed by the new regulations. The new Building Code of July 7, 1994 clarifies the responsibilities of all
parties in the process. It imposes an obligation on the architect to obtain the required opinions and agreements
concerning the construction design, and requires the developer to present all required certificates with the
application for the building permit. It obligates the authorized bodies and agencies to provide opinions and
make agreements within 14 days of submission. Failure to meet this deadline results in a positive opinion or
agreement for the project (art. 32.).

Theoretically, this beneficial provision can explain the lack of a required opinion or agreement, provided that
the developer encloses with the building permit application a confirmation of applying for their issuance on
specific date. In practical terms, however, it has not been determined what happens if the lack of agreement
causes a technical breakdown or financial loss as this provision has not been tested.

3. Preparation of technical documentation, possibly the organization of work.

As the design development work docs not provide the detailed drawing and specifications necessary for
construction, the constru~tion documents must now be prepared. This is done in accordance with the
[Jr\)visions of the contract for design services. This documentation will be the basis of the bid process.
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-J. Preparation of cost estimate documents (developer's cost estimates).

The requirements for preparing cost estimate arc presented in the Ministry's Ordinance of 15 July, 1096
(Monitor Polski No 48Jl)t). There arc several types of cost estimates which are defined below:

Blind cost estimates includes the list of activities in the sequence of performance on the basis of unit prices
or material unit prices and the number of units. It is estimated before the start of construction on the basis of
the design documentation.

Developer's estimate constitutes the basis for identifying the estimated cost of performance of certain
activities and is prepared by the developer by making preliminary cost estimates based on data selected by the
developer.

The bid estimate is prepared by a construction company in order to participate in a bid or proposal selection.
Usually it fOI111S the basis for the conclusion of construction agreement or negotiations precedent to a contract.

The additional cost estimate is prepared to change the price set in thc contract and is prepared after the work
has been performed as a change order to the bid cost estimate due to change in the scope of work.

The subcontractor's cost estimate is the basis for the determination of a subcontractor's payment for
pcrformed work.

Cost estimates are made using simplified or detailed calculations. The simplified calculation is the sum of
prices of all types of work, being thc product of the number of units and the unit price. A detailed calculation
requires for each item of work the calculation of a product of work units, unit quantities and unit prices. In
order to show costs of major phasis or categories of work more clearly tables of consolidated elements are
prepared. These are summary schedules of values of unit quantities and other items of a cost estimates related
to components of a building (e.g. a wall of one storey) or summary types of work (e.g. earth works). Unit
tangible outlays are outlays such as: labour, materials and use of machines and transportation means presented
in pricing manuals or established on the basis of an analysis of the individual case.

Pricing manuals used for the preparation of cost estimates are manuals of material prices and manuals of
summary materials outlays prepared and issued by appropriate ministries on the basis of separate regulations.

Elements of the cost estimates are:
labor
materials
cquipment and transport costs
purchase cost indicators?
indirect costs

5. Conducting the tender for a contractor.

L
M
E

%

payment per hour
cost per unit
payment per hour
of the price of material
margin % from the sum of (L+E)

Because the KFM program utilizes public funds, the construction contract must be bid in accordance with the
Public Procurement Act of June In, ISJ94. The provisions of this law should be reviewed at an early stage.

6. Pre-agreement negotiations and the conclusion of contracts for the construction work and supplies.

As \Vas mentioned above. the price in the cost estimate is the basis to conclude the agrecment with the
contractor. Depending on- the duration of work and the size of the construction, it is possible to negotiate a
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"lump sum agreement" with the contractor in which the price for the work is fixed and is not subject to change
despite inflation. Another solution is to sign an agreement that provides for adjustment of the price if and when
inl"lation reaches certain level (e.g. X% in a given 4uarter). Contracts in which most of the work is evaluated
by a post~construction cost estimate, based on the actual expenses borne by the contractor should be analyzed
carefully. The form of payment should also be subject to cautious negotiation. The riskiest method is payment
for a scope of work actually done during a period no shorter than one month, or payment for individual stages
of construction (e.g. for the ground level, shell construction with no roof, rafter framing, etc.).

FINAL INVESTl\lENT PLAN

Information collected during the previous stages makes it possible to prepare the financial analysis. The
development of a rental housing project is a capital investment which should be financially balanced, at a
minimum not resulting in a deficit, and possibly generating revenue.

The feasibility study and the analysis of the project's viability require collection for the entire development
period, of a comprehensive set of data on the cost of purchasing the land or the acquisition of the right of
perpetual lease, the cost of project preparation and implementation, and also data on the available sources of
funding. The project's financial feasibility study is a comparison of the value received or created against the
total cost of the project. For the sake of the study, it is assumed that the value equals the cost of construction,
and for units for sale the value equals the selling price. (It is the task of a property appraiser to verify if this
is actually true.) The selling price may involve various types of premises sold by the developer, e.g.
cOimnercial, offices, studios, garages, and apartments - in case of a project which involves a mixed ownership
of apartments.

As mentioned above, sources of project funding usually include the TBS's or cooperative's own resources,
already in the bank or due to be received within a specified period of time, usually funds ii'om the gmina
budget, deposits from tenants and, possibly, tenants of commercial premises, cash deposits ii'om buyers of
units and premises for sale, resources obtained from others (employers, individuals), the KFM loan, and,
possibly, another loan for the part of the project not to be funded from the KFM loan. In order to determine
amount of the loan, one should estimate the costs in a monthly schedule, and then compare the expected
monthly revenues with the planned expenses.

It is often a complicated task to carry out such an analysis as a rental housing project is a long term
investment. The entire venture often consists of overlapping stages, requiring coordination of the cash flow.
One problem is inflation which may cause irregular increases of prices. It can affect both the costs and
revenues. Additionally, individual cost items may be sensitive to int1ation to various degrees. Without
planning the revenues and costs for individual stages of project implementation - usually in monthly periods 
it is impossible to determine the deficit and the need for construction loan disbursements, and as a result, the
amount of interest on the loan. Only then can one determine the final costs of the project and be able to answer
some basic questions: How much will one square meter of the apartment cost? What will the outstanding debt
he at the end of the grace period?
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USIN(; COMPUTERS l\IODELS:

The Rent Model

Use of a computer model can facilitate cash flow projections during the project's implementation. The cash
flow demonstrates for both the developer and the bank what amount is needed from the loan in a given month.
This makes it possible to calculate the interest on the loan, the last and the final element of the budget. The
model enables analysis when the planned revenues consist of periodic, irregular payments, which by being
irregular or unrelated to the actual cash requirements, can Cause funding deficits. The advantage of the
computer model is that it not only handles complex calculations, but with the introduction of parameters
defining the cost of construction and factors such as prepayments and selling prices, it permits the preparation
of alternative scenarios from which the optimal financial plan for the project may be selected. Those
developers who use methodical and uniform project analyses will make it easier for the bank to evaluate their
projects.

Obviously, the accuracy of forecasts of future financial results a function of the level of accuracy of data
entered into the model. The model docs not evaluate financial results, but only makes calculations based on
the entered data. As true of any analysis performed with the use of the computer, the determining factor for
successful results is accurate and complete data. Bank representatives who study the assumptions and results
of the analysis, will consider them in close correlation with other project data on tenants or buyers, included
in the documents enclosed with the loan application.

To assist developers interested in applying to the KFM for credit, a computer program has been created to
facilitate the financial analysis of the project. This model is based on the model used for almost four years in
evaluating projects under the Mortgage Fund. It has been adjusted to the specific characteristics of the KFM
program.

Several years' experience in the use of the model has shown that following a thorough financial analysis of
a project, many assumptions require correction. Often the analysis revealed the need to include additional
expenditures for additional work, suggested an increase in the planned reserve or an increase or a decrease of
the cost (or price) of units under construction. As a rule, it was a key document in determining the developer's
ability to obtain project financing.

The KFM Loan Model

The second computer model available is the KFM loan model is a stand-alone computer program that
calculates and presents an analysis of the financial structure of projects proposed to be financed through the
Krajowego Funduszu Mieszkaniowego (KFM) program, the National Housing Fund. The model was created
to offer developers and Bank Gospodarstwa Krajowego (BGK), the administering bank, an easy-to-use tool
to evaluate proposed KFM projects. It presents a monthly amortization schedule for such loans, and the
proposed monthly rent and operating expenses based on the user's assumptions. The model permits the quick
evaluation of alternative scenarios based, for example, on different loan amounts, rent and operating expense
configurations. or inflation and interest rate assumptions.

The KFM loan instrument is a dual-indexed mortgage. The typical loan is intended to be fully-amortizing
within 30 years, although there is likely to be a period of negative amortization when the unpaid portion of
current interest is added to the loan balance. This will arise when there are insufficient funds to pay current
interest charges. Initially, this negative amortization occurs because borrowers do not have to pay interest
during the development period. Then, they may often be granted another period of grace from debt repayment
of up to six months at the end of construction. So, from disbursement of the first loan tranche through the
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grace period, the unpaid interest is adueu to the loan amount. This will likely continue for a period thereafter
because the maximum rent -- of which debt service is a significant component -- is capped by law at 4% of
replacement value. As a result, there will still likely be insufficient funds collected from rent and available
to pay the bank the full amount of current interest uuc. Therefore, the outstanding balance of the loan will
continue to increase.

As just mentioned, the law sets the maximum annual rent a TBS can charge a tenant at 4% of the replacement
value of the occupied unit. Because the replacement value will be adjusted periodically by the increase in the
voivod construction cost il1dex -- an indirect inflation adjustment -- the maximum rent limit can increase as
well. The minimum debt service payment will be adjusted at 85% of increases in the voivod construction cost
index. As the level of the debt service component of rent increases over time, it should eventually exceed the
then current interest charges. At that time, debt service funds in excess of current interest will be applied
against principal and the loan balance begins to decrease. In time, the loan should be paid in full. The model
identifies the month and the loan balance at the end of the grace period and at the point at which the maximum
loan amount is reached. It indicates the month of full repayment or, if the loan does not amortize within 30
years, it displays the loan balance in month 360.

The interest rate on the KFf-.1 credit is adjusted annually based on changes in the NBP rediscount rate which,
in the model, is tied to changes in the inflation rate. The user may vary the inflation rate over the term of the
loan, annually for the first ten years and then every five years through year thirty. The model interpolates the
interveni;lg values for a smooth pattern of adjustment.

Specific correlations may be set as, for example, the relationship between operating expenses or the voivod
construction cost index and the inflation rate, and between debt service or residential rents and the voivod
construction cost index. The user enters the timing assumptions of the analysis which are verified against
program parameters.

In addition to the basic data and assumptions of the project, the user enters the development cost and funding
data, as well as the estimate of current operating expenses. Development costs are entered in the major
categories: land, infrastructure, construction and indirect costs. The corresponding costs per square meter are
calculated and displayed. The development costs of any commercial units and garages are deducted in order
to determine the net development cost of tbe residential component of tbe project. Only the residential cost
may be funded through the KFM program. The model offers tbe option of directing all or a portion of any
commercial or garage rent to be applied toward KFM debt service.

To determine bow the estimated development costs relate to the anticipated capital resources, tbe following
categories of funding sources are provided:

residential tenants' deposits
commercial unit payments

• garage payments
• TB S resources
• contributions by others

KFM loan

Based on these entries, the model indicates whether the proposed funding is sufficicnt to cover the
development costs and whcther the individual funding categories fall within the relevant limits. The
disbursemcnts of the desircd KFM loan can bc entcred manually as specific monthly amounts, or the modcl
will sprcad the loan amount evenly ovcr thc spccified development period. The lattcr option is particularly
Llsdul in thc evaluation of projects at an early stage of preparation, before a dctailed construction schedule is
available.
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Operating expenses fall into two categories: those included in rent -- generally common area expenses -- and
the additional charges levied on tenants for consumption within their units. Expenses can be entered per slju.u·e
meter, per unit or per person. Included in the rent component is a reserve for capital replacements which can
be entered as an amount per square meter or as a percentage of construction costs which percentage can be
varied over time. Based on the parameters of the program and the entries made for specific projects, the model
presents:

• the initial loan amount
• the initial rent and initial debt service
• the maximum loan balance
• the loan term
• monthly interest charges

Through a series of automated data entry screens, the user moves easily through the process of inputting the
data required for the analysis. These items include:

• project identification: name, location, developer

• residential units: number, type, size, and number of occupants of residential units

• commercial units/garages: total area and average rents

• development costs: land, construction and indirect costs

• costs of commercial units

• costs of garages

funding:

• timing:

end of grace period

• initial occupancy
• correlations:

• inflation rates:

loan tranches:

operating expenses:

sources and amounts

months of first and last loan tranches

operating expenses to inf1ation
voivod construction cost index to inflation
debt service to voivod construction cost index
residential rent to voivod cost index

annual rates for 1-10, then every 5 years thereafter

specific monthly amounts or the option of spreading the loan
amount evenly over the specified period

the expenses included in rent, including capital reserves and
additional monthly charges.

The model presents on screen and reports can be printed that detail the following:
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presentation of input data and key program parameters IA 1]
• schedule of monthly rent and additional payments by unit type in the first month of loan repayment!A2]
• 30-year, monthly loan amortization schedule [B 1-6)
• lO-year, monthly schedule of residential rent ICI-2)
• IO-year, monthly schedule of commercial and garage rent and additional payments for services by

residential tenants IC3-4]
30-year, annual summary of loan amortization ID I]

• 30-year, annual summary of residential and commercial rent [D2]
• 30-year, annual summary of garage rent and additional payments for services [03]
• 30-year, annual summary of inflation and interest rates [E 11

The model is a useful tool for performing sensitivity analyses to evaluate, for example, the impact on the
maximum loan amount and the loan repayment period of alternative scenarios of:

inflation rate assumptions
rent levels

• debt service in excess of the .33% monthly minimum
• percentages of commercial or garage rent directed toward KFM debt service

The model runs under Windows and needs no other software to operate. It has been developed by
PADCO, Inc. under contract with USAID. Both programs are available to those developers who intend to
use KFM resources as part of direct technical assistance provided by PADCO consultants, through
September 1997. Direct assistance in the preparation of cash flow projections may be provided to
individual developers. Training in use of the models is provided in workshops organized by the same team
of consultants, covering the theoretical background with hands-on computer practice. Participants receive
the models on diskette with user's manuals.

Preparation of the Loan Application for BGK

Before a decision concerning the timing and scope of work on a loan application to submit to BGK is taken
a procedure for documentation preparation should be selected. The Ordinance provides that this activity can
be conducted in two stages: during the first stage i.e. the preparation of the architectural design and the
preliminary plan for project implementation - in order to obtain a loan commitment and during the second
stage, including the submission of full documentation, in order to obtain a loan.

However, due to an advanced state of design work and perhaps also construction work, it sometimes happens
that a loan application has been submitted omitting the first stage. Each time, however, the documentation has
been supplemented or updated.

Before discussing a loan application and appendices we would like to present conditions for granting a loan,
provided in the Act, Ordinance or the Banking Law which are often misinterpreted and cause
misunderstanding.

The maximum KFM loan is 70% of the defined project costs of the residential component of eligible
projects [A<.:t: Article 19.1]. Due to the fact that the KFM program can only finance the development
of residential units, the development cosl,of commercial units and garages must be deducted from
total investment costs in order to determine the net cost of the housing component. If commercial
units or garages arc part of a project, their cost should be identified. It should be noted that project
costs include not only construction costs, but also the cost of purchasing or acquiring land, costs of
design and other documented costs of project preparation and servicing. However, BGK reserves the
right to exclude project costs not directly related to the building.
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• The cost of construction may exceed the sum of the product of the minimum area set for each type
of flat and the voivod construction costs index at the time of execution of the loan agreement
[Ordinance 3.2.1 pending BGK approval.

The borrower must invest at least 25% of project costs before the first KFM loan tranche will be
disbursed IOrdinance <).2.J. The borrower's investment includes documented actual expenditures for:
the purchased of land based on the purchase price or a contribution-in-kind valuation, payments made
for obtaining the right of perpetuallcase, expenses incurred for the preparation of the development
project before its start, including land development, costs of preparation of a technical and financial
documentation.

The KFM loan interest rate is variable, set as an annual effective rate equal to 50% of the NBP
rediscount rate.[Ordinance IO.IJ:
Loan debt service payments for a housing development project are made monthly [Ordinance II.IJ;

• Minimum monthly debt service is 0.24% of the principal amount of the loan [Ordinance l1.2J;

The minimum monthly debt service is adjusted quarterly by 85% of the increase in the voivod
construction cost index [Ordinance 11.3];

At the borrower's request a grace period from debt service may be granted of up to 30 months from
the day of granting the credit [Act: Article 19.2.2. and Ordinance 11.5];

• Unpaid interest, i.e., interest accrued during the grace period and interest exceeding the borrower's
payment, is added monthly to the outstanding debt [Ordinance: 11.6];

• The lease agreement may require tenants to pay a deposit of up to 10% of the replacement value of
the unit [Act: Article 32] on the day of concluding the agreement;

• Technical design requirements, including energy standards for residential buildings [Ordinance:
Chapter 5 and 6];

• Requirements of minimum useable areas and occupancy guidelines for the 6 types of residential units
[Ordinance: Chapter 5 and AppendiX 1]. The KFM program identifies 6 unit types based on area and
number of rooms.

Unit type Number of Rooms Minimum Area Occupants
I room 1 32.0 2
2 room 2 44.0 3
.2 room + 2 50.0 3
3 room 3 63,0 4
3 room + 3 72,0 5
4- room 4 85,0 6

The maximum annual rent may not exceed 4% of the unit's replacement value [Act: Article 28.21;

Maximum household income limits fAct: Article 30J. The average wage in a voivodship published
qumterly is the basis for determining whether a household is eligible for TBS housing. If household
income exceeds the limits set in the Act, the tenant must pay market rent. Article 30 of the Act sets
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the following limits: householJ income on the day of signing the lease may not exceed 1.3 times the
average monthly wage in the voivodship by more than:

a) 20(i{, in the case of a one-person householJ;
b) ~O% in the case of a two-person household;
c) -Hl% for each aJJitional member of a household.

Appendices to Loan Application
• organization/business plan
• dcsign documcntation
• developer's cost estimates
• schedule of activities and payments
• list of tenants
• cash now projections for the project and loan repayment

Bank Application Processing Procedures and Time Factor

The potential bon-ower should remcmber that processing the application for a loan for a multi-family housing
project requires time and effort. It is difficult to estimate how much time will be required by the bank to makc
the decision to grant a loan in the case of a specific projcct. The amount of time depends to a large extcnt on
whethcr the submitted application includes all the required items, as well as, on its accuracy, the clear
organizational structure of the borrower, a credible professional business plan, and fulfilment of the bank's
other requirements, especially collateral for the loan. It also depends on the number of applications being
processed by the bank at the same time. An important part of an application analysis is the visit to the
construction site before the loan is granted. If required, the borro\\'er should be prepared to produce
construction documentation (building permit, construction book, insurance policy). Since financing TBS
projects with a loan is still a new phenomenon for both the developer and the bank, sufficient time should be
alloweu for the process. TBS are strongly recommended not to wait to the last moment when it is lacking the
money to prepare the loan application.

Collateral for the Loan

The following are types of collateral for a KFM loan:

1. A mortgage on the financed property is a basic and normally required collateral. The Bank
does not require collateral higher than essential to finance the investment, so in cases where
the project is build on a large lot intended for further development, it is recommended to
separate the development parcels. This will allow for the construction of the new project on
the adjacent plot to be financed by another bank.

2. Assignment of a natural calamity insurance policy of the construction;

3. A guarantee for the loan by the gmina that insures pllsitive cash flow of the project;

4. Other forms mentioned in the Banking Law.

The BGK is in the process of modifying the application reLjuirements. However the principles
discussed above will continue to be reflected in the BGK reLjuirements.
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12. MONITORING AND EVALUATING TBS PERFORMANCE

Devising measurement targets and methods to monitor and evaluate how effectively and efficiently the
organization carries out its mission and objectives is a crucial step in the organizational and business planning
process. Evaluation measures include targets measuring goal attainment, standards and indicators of quality
of performance, efficiency of operation and financial viability. They should be designed to serve internal
evaluating purposes as well as external functions of demonstrating your activities and level of performance
to clients, shareholders and investors.

As a newly forming organization, the TBS has the opportunity to assume a performance based management
system with monitoring mechanisms build into all aspects of its operations such as employment policies, job
dcscriptions, external consultant agreements, organizational growth strategies, organizational and financial
management, investment project development, property management services, tenant services. To be most
elTective, targets and performance standards should be developed with full participation of management and
those who will be responsible for carrying out the work. Ultimately, the senior management and board of
directors will negotiate the overall organizational goals and performance standards to guide management. An
important factor and result of a well established monitoring system is the clear allocation of areas of
responsibility throughout the organization which allows for greater staff autonomy and the potential for greater
overall organizational creativity.

In developing an organizational monitoring system, it is important to differentiate between measures of
process or outputs (efficiency) and measuring results or outcomes (effectiveness). The former indicates how
well (measured by time, cost, level of production etc.) the organization and its components - staff, consultants
etc. - are pelforming its activities. This type of monitoring should be carried out on a day to day basis with
established reporting periods set. It allows for management review on an ongoing basis, better intra
organizational communication, reports to clients and collection of data essential for a thorough annual review
of overall organizational efficiency and effectiveness. Staff will be able to carry out their tasks with minimum
interference from management who receive their information through periodic monitoring reports.

MEASURING PROGRAM AND PROJECT EFFECTIVENESS

The second type of monitoring measures results to determine whether the activity effectively addresses the
targeted problem. This type of monitoring requires a clear statement of intended results of strategies,
programs and projects against which actual outcomes may be measured. It is longer range monitoring which
should have interim benchmarks to make it most effective. Usually monitoring of strategy, program and
project effectiveness is reviewed by the board of directors as well as senior management annually and
dctermines changes in strategic and programmatic direction. Measures of policy, program and project
e1lectiveness should be determined in the initial planning stages of each activity

Both types of monitoring are important for organizational success. 7

SELECTING PERFORI\IANCE INDICATORS

A thorough discussion or indicators to measure all types of TBS activities is beyond the scope of this
handbook. A brief overview is presented below with a suggestion or sources that address this topic more
thorough ly.

7 For further discusslon see Local Housing Policy, Habitat and Halcrow Fox,
British Know How Fund.
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Efficiency or performance il1llicators for various activities arc usually set against industry or activity norms.
As the TBS sector is new, sector specific norms will evolve, however this evolution will be facilitated by an
active association or proressional group that will work to monitor key sector indicators such as:
• th~ level of employment,

annual budgets - budget growth,
levels of various funding sources,

• number of units developed, managed and rehabilitated,
other type of activities,

• assets.

Typical norms used to measure housing development c1Ticicncy may include the following. It is important to
remember that housing development norms such as various cost indicators are usually locally based.

cost,
cost relative to budget,

• development time,
quality of work.

Housing management performance norms may include:
rent collection
expenses within budget

• occupancy levels
• operating reserves
• unit inspections
• completion of preventive maintenance

Financial management indicators may include:
profitability
liquidity

• financial leverage.
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13. CONTRASTING NOT-FOR-PROFITS: FRANCE, SCOTLAND, HOLLAND, AND THE
UNITED STATES x

Sector Scales

In contrast to the U.S.A., where the non-market sector provides just less than 6 per cent of homes, west
European countries typically have large non-market housing sectors. Their origins often lie at the beginning
of the century but their scale reflects post 1945 reconstruction and welfare state policies. The overall share of
the social sector is 40 per cent in the Netherlands, 37 per cent in Scotland (and 25 for Britain as a whole), and
17 percent in France. The share of thc overall social sector in new housing output has been dropping in all of
these countrics sincc the mid-1970 s but only in Britain, after 1980, has the absolute size and tenure share
fallen significantly. For instance, in Scotland the share of the social sector has fallen from 61 per cent since
1075. These reductions in Britain reflect a contraction in thc municipal sector, both by removing new
municipal investment and by selling council homes to tenants and other landlords, usually not-for-profits. In
Britain, as elsewhere, the NFP component of the social sector has continucd to grow. Growth in the 1990 s
has been ubiquitously slower than in the previous decade. At present NFP sown 92 per cent of the Dutch
social HLM own all of the French social sector and in Scotland own just 12 percent of the social stock.

The l<u'ge scale of the European social rental sectors means that they oftcn dominate the market rental sector,
providing three-quarters of all rental homes in Britain and the Netherlands and around half in France. This is
in stark contrast to the U.S.A. where the market rental sector is five times the scale of the social sector and
where affordable homes have primarily been provided by tax-subsidized private landlords. It was agreed by
the panelists that the Polish context was most similar, in structural terms, to the Scottish experience given the
large state sector and the relatively recent growth of housing associations.

Nature of the Organisations

In Britain, housing associations are classed as private sector bodies and they have been registered with the
government as being NFP s. Less than half have a charitable status. If they wish to receive government
assistance for development they further have to register with the quasi-autonomous government bodies
(Scottish Homes in Scotland and the Housing Corporation in England) which fund, supervise and monitor
housing associations. Membership of the association involves purchasing a nominal L 1 share and this conveys
the right to vote at Annual or Special General Meetings. Tenants do not have to be members and members are
often not tenants. A Management Committee, usually of up to 16 members, is responsible for setting and
monitoring the policies and accounts of the organization. In Scotland, tenants tend to be the majority on
committees but in England this tendency has been reducing as associations have become more dependent on
private financing and seek more 'professional committee members.

In the Netherlands there is no special government body to deal with associations and they are supervised and
monitored by the municipalities, though they have to be registered with the central government as not-for
profits or foundations established on the condition that all surpluses made have to he reinvested in housing.

Two distinct types of organizations exist. In the associations the Board of Memhers appoints a Supervisory
Board to monitor executive performance and only one tenant is appointed to that Board. The Board receives
modest payment for their involvement. In recent years, again with the growing usc of private funding, many

8Wrltten by Duncan Maclennan based on presentations given during the seminar on
"Financing and Organizational Models for Not-For-Profit Housing Organizations",
Krakow, January 1995.

- 66-



associations arc transforming themselves into a different, but still NFP, entity called a housing institution.
This model has no members, docs not have to have a tenant Board Member, and the Bom'ds select themselves.

In France, there arc four distinct types of organizations providing NFP homes. The Offices Publics d HLM
arc KFM s sponsored by municipalities or Departments. They arc public sector organizations, essentially
municipal housing companies. The 15 person Board of directors comprises 10 government representatives (5
local and 5 national) plus three tenants and two representatives of other social organizations. The OPAC are
also sponsored by public authorities and operate under a mix of public and private law. The Societes
Anonymes d HLM are, by way of contrast, classed under legislation for private joint stock companies and they
arc permitted to make small profits with equity investors making a return. They are sponsored by a range of
public and private bodies including private sector firms, public enterprises local authorities and others. Their
Boards comprise 13 representatives of shareholders and two tenants. Other, smaller types of organizations
also exist. This variety of organizational types is reflected in the TBS's proposals for Poland as the HLM
model was being used as a baseline.

Aside from variations in legal status, within as well as across the different countries, associations varied greatly
in scale. In Britain there are more than 2500 associations (350 in Scotland). Most operate locally, within a
single municipal m'ea or even neighborhood, and the larger cities of around 1 million people will commonly
have 50 to 80 associations operating within their territories. Local associations usually have no more than 2000
units. In Scotland, 50% of all local housing associations manage less than 25 units and 30% manage between
20-50 units. Regional associations may operate across a range of municipalities and have become increasingly
important in recent years. Their scales are between 2000 and 12,000 units. There is a number of national
associations and a dozen with sizes exceeding 20,000 units. In the Netherlands only a few operate nationally.
The regional operators are becoming more important but the vast majority operate within a single
municipality. Of the 853 associations, only 24 exceed 10,000 units and two thirds have less than 1800 units.
As in Britain, recent changes in funding arrangements which have placed associations closer to the capital
market have stimulated a few mergers and also seen a growing proportion of investment programmes being
delivered by the larger organizations. There appears to be major scale economies in the raising of market
finance. This is an issue which aroused much concern on the part of Polish participants but the international
experts reminded the audience that their national movements had also commenced on a small scale. In France
the HELM operate regionally or locally with the OPHLM having an average size of 6000 units and the OPAC
17,000 but with the private HLM usually not exceeding 2000 units.

In the U.S.A. central government plays a much smaller role in establishing and participating in NFP s, though
there was a clearly established legal framework. Organizing committees were much more likely to represent
genuinely voluntary rather than government interests though municipal and State governments did playa role.
NFP s were more likely to be local and small there.

The European experts were particularly interested in one facet of the U.S. experience. In Europe NFP shad
explicit, if varied, housing remits. They could build new homes for rent, and in some cases for home
ownership, and in Britain and the Netherlands played a crucial role in revitalizing housing and receiving stock
transferred from municipalities. NFP s in the U.S. pmticipated in a range of activities other than housing but
closely related to it, for instance dealing with local training and job-creation programmes or environmental
issues. Experts commented that this was an aspect of NFP s which should be more widely developed in
Europe and there was some concern that the Polish plans might ignore such matters especially if the TBS
were not to become involved in housing rehabilitation. It was felt that French experience was not the best
starting point for a model which treated new construction and rehabilitation evcn-handedly.
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Establishing and Funding NFP's

There were major dilTcrences in the ways in which housing NFP s were initiated. In the U.S. this was very
much a 'bottom-up process with initiatives stemming from the private and voluntary sectors and there were
noticeu similmities with the Netherlanus. In both Britain anu France, however, there was considerable public
sector involvement in forming and promoting the NFP s. For instance, the national quangos in the U.K. will
promote new associations in areas where neeus exist but associations do not and, more generally, they will
give financial and technical support to newly emerging association committees.

Once established, NFP s confront an m"ray of funding issues and the patterns have similarities and differences
across countries. This summary provides only the briefest overview of some key questions. France relies on
a system of subsidized loans provided through the Caisse de Depots though limited grants ( about 12 per cent
of project costs) are available. The provision of equity by some shareholders in some HLM is a distinctive
aspect of fihancing of NFP s and in most other countries equity investment does not exist at all in NFP's
projects. Subsidized loans or tax breaks support U.S. NFP s and these are allocated, usually by State or local
governments. In contrast to France and in common with the UK and the Netherlands, NFP s in the U.S. are
not confronted by a monopoly supplier of subsidized funds and the best interest deals can be sought out over
the financial system as a whole. The U.K. supports associations by up-front capital grants (known as Housing
Association Grant or HAG) which vary by project type and location from 40 to 95 per cent of costs but
average 58 per cent in England and 73 percent in Scotland. Grants, as opposed to loans, give considerable
asset strength to NFP s early in their careers. Since 1988, there has been a great deal of innovation and
competition in the provision of loan funds for the non-grant component of U.K. association spending and
borrowing margins over bank base rates have been eroding. Some larger associations borrow directly from
the bond markets with their credit standing enhanced by private insurance and there is lending by overseas
banks as well as U.K. banks and building societies. In the Netherlands, associations had made increasing use
of a diverse range of private loan funds which were usually provided by domestic banks and pension funds.

Since 1994, Dutch associations have had to rely entirely on private loan finance and their own accumulated
reserves. This followed the 'grossing operation in which the government set-off future loan subsidies against
the value of outstanding debts of the associations and as the two were approximately equal, the overall housing
association sector now has no debts and no prospect of future loan subsidies on existing stock. Credit
enhancement for loans to associations is ensured by a guarantee fund organized by the national federation of
housing associations and paid for by association premiums.

Regardless of the instruments used, two general features were apparent. First, associations are increasingly
using private finance to fund projects and, secondly, the level of subsidy support remains high (often close
to around two-thirds of project costs). Rents of such units, which in France and the Netherlands essentially
remain controlled by the State, have manifested a third trend over the last decade or so; namely they have
increased by considerably more than the inflation rate. Rent inflation rate have been double the general index
in the U.K., a half larger in the Netherlands and a quarter more in France. Housing allowance bills had
burgeoned in consequence and there is a growing concern about the dependence of NFP revenue accounts on
such government support which could be curtailed in the future. Rents, in spite of the increase, were still well
below market levels for similar properties and these rents with considerable tenure security rights for tenants
made association renting generally attractive.

Developing and Letting Homes

In most NFPs in all of the countrics, associations would have a starf member responsible for managing the
dcvelopment process; the exceptions were very small associations which could buy-in support, usually from
othcr NFP s specializing in thc provision of support services. In Britain, thc U.S. and the Netherlands, almost
all associations prepareu a.gcncral husiness plan to convince founders of the viability of thc organization, but
this approach was rcportedly less widcspread in France. In developing spccific projects only the vcry largest
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associations maintained in-house design and planning tcams and the norm was to contract these services out
to the private sector or specialized secondaries.

In all countries NFP s were given clear prior indications of the kinds of projects which would be likely to be
prioritized and to be given guidance about maximum allowable cost levels. The English and U.S. systems
were also explicitly competitive in that it was clear that those NFP s seeking lower subsidies for given types
of project would be more likely to \vin support. Most approval processes involved two stage submission with
approved preliminary proposals then further developcd. In gcncral NFP s rcceived in principle subsidy support
for their project before taking it to private financiers for their decision. Once projects were completed there
was generally some form of inspection to ensure their conformity with technical and funding requirements.

NFP s. in all the countries, had to develop explicit and needs related housing selection policies; fairness in the
usc of public funds re4uired such approaches. In general new lettings by NFP s had increasingly been directed
at the poor, and the new clientele of the 1990 s has been markedly poorer than the pre-existing stock of
tenants. Most NFP s maintained their own waiting lists for potential clients, but in all instances local
authorities and other investors had a right to nominate applicants for a proportion of NFP's vacancies. The
experts took the view that more attention had to be given to waiting and transfer list policies which facilitated
the movement of households, especially job-related moves. There was a view that COimnon housing registers,
where a single agency recorded the names of those seeking housing in an area and then made them available
to all local and state NFP's providers, had a growing role to play.

Managing Homes

The international experts confinned that a range of management systems and levels of effectiveness prevailed
within each country. Smaller organizations often contracted out service provision to providers with scale
economies. There was a view that for NFP s to provide a full range of services effectively that an
organizational scale of at least three thousand units was required though there was little hard statistical
evidence for this observation. Across the countries there was little evidence that NFP s had any systematic
evidence of the costs per unit of service for any of their activities. This is a worrying observation as not all
systems were competitive, more so in management than development activities.

It could be argued that the French system. where shareholders have made some equity investment, would be
more likely to encourage Boards to ensure that managers performed effectively and this would also be
encouraged by the fact that housing allowances never fully cover the costs of tenants. Similarly in the U.S.,
tenants would incur most of the burden of management inefficiencies and pressure landlords to economize.
Since 1994, the Dutch system should also encourage efficiency in production but as in the U.K. higher costs
may be largely absorbed by housing allowances.

In Scotland, as for the rest of the U.K., high grant rates and housing allowances which cover all of the costs
of the poorest households do not ensure efficient resource use. However the U.K. has a very extensive system
of monitoring association policies. costs and outcomes. As in the other countries, associations have to
produce annual accounts which relate to their subsidized activities. But British associations also have to
produce other annual performance information and are, every three years or so, paid a formal monitoring visit
by the supervising yuango. The results of such monitoring now influence the aHocation of new investment
funds and are regarded with great importance by the private financial institutions which lend to associations.
Dutch monitoring and supervision, by local authorities, has been less formally developed though some
associations are nmv developing performance agreements with municipalities. The Dutch federation of
associations also scrutinizes the performance of struggling associations and has a member endowed fund for
the restructuring of poor r.erfonners. In France, formal monitoring is less well developed than in the Dutch
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and British cases though the national federation docs encourage peer review of performance and assists poorer
performers. In consequence there arc few instances of associations ever defaulting on their loan obligations.

The American approach has a different and interesting emphasis. State and local governments who have
funded projects check that the properties constructed arc used for the intended purposes and client groups and
receive annual accounts for projects they have supported. So also do the banks which have provided support
and they play an important role in this respect. Given the extent to which private finance now funds
associations in other countries it was agreed by the experts that new thought had to be given to the
involvement of the private sector in monitoring. This observation may be currently less relevant to Poland,
which has adopted a centralized lending model based on the French system. But it may become an issue as
more diverse funding sources arc sought.

Conclusions

The experts strongly supported the notion that Poland would benefit greatly from having an active and
modern not-for-profit sector to unlock investment in the rental sector. Whilst the French HLM model had
many merits and formed a useful starting point, for the Polish TBS it was clear that experience elsewhere
posed important questions about how the model could be adapted and improved. The structure of the Scottish
context provided clues about how TBS might evolve in a context of transferring management and eventually
stock from other social landlords and U.K. monitoring systems were of potential relevance. The ability of the
U. S. system to capture truly voluntary effort and to link housing to other activities was worth noting. The
Dutch approach to an important role for the national federation and the relationships developed with
municipalities could also be relevant in the Polish context. It was also clear that systems in Britain, the
Netherlands and the U.S. had played an imp0l1ant role in rehabilitation of homes and neighborhoods, and that
they had encouraged a diverse and competitive provision of private finance. Rehabilitation and diverse private
financing are not the strong points of the HLM model, and if the Polish TBS are to benefit from such
experience the present model will have to be adapted.
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A TIACHMENT 1

LAW ON SELECTED FORMS OF SUPPORT FOR HOUSING AND AMENDMENT OF SELECTED ACTS

Text of the Law in its final version after the revision or Senate's amendments

ACT
of October 26, ISJSJ5

on Selected Forms of Support for Housing
and Amendment of Selected Acts

Article 1

This Act defines the principles relating to savings and provision of contractual loans for housing, the operating
principles of the National Housing Fund and of Social Housing Associations.

Chapter 1

Contractual Savings System (Kasy miesz.kanimve)

Article 2

I. For the purpose of this Act, the term "Contractual Savings System" shall denote a form of banking
activity which is set off in the financial sense and consists in operating inscribed saving-lending accounts and
extending contractual loans.

2. Any reference in the Act to:

1) actions or developments relating to the Contractual Savings System shall be interpreted as
actions and developments concerning a bank operating such a System;

2) saving-lending accounts or contractual credits shall be interpreted as relating exclusively to
accounts and loans held and extended under the Contractual Savings System under rules specified in this Act.

3. With respect to questions not specifically provided for in this Act. operation of the Contractual
Sa\·ings System referred to in Article 1 shall be governed by provisions of the Banking Law and the Civil
Code.

Article 3

I. A bank may undertake the activities referred to under Article 2 Point I after amending its Articles
extending banking operations to this form of activity.
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'1 The liquidation of a bank operating the Contractual Savings System or withdrawal of the right to
operatc it undcr supervisory authority exercised by the Governor of the National Bank of Poland shall
necessitate designation of a bank taking over such an operation.

3. The bank taking ovcr such an operation by virtue of law shall inherit the rights and obligations of
parties to contractual loan agrcements. At the same time it shall inherit the liabilities and receivables as well
as all other assets and liabilities connected with the transferred activity.

4. The Governor of the National Bank of Poland shall define, in the form of an Instruction, the detailed
principles of setting off the Contractual Savings System from other bank activities and of settlements bet\\'een
a bank \vhich has withdrawn from operation of the Contractual Savings System and the bank taking over this
operation.

Article 4

I. Funds accumulated on inscribed saving-lending accounts within the Contractual Savings System
have the status of saving deposits. Such deposits are covered by the mandatory system of provisioning for
funds held on bank accounts, and as to the amount of deposits which together with the interest due exceed the
guaranteed amounts - by a supplementary State Treasury guarantee up to an amount specified in separate
regulations.

'"2. Funds accumulated on inscribed saving-lending accounts within the Contractual Savings System
cannot be deployed for financing bank eonunitments other than those related to operating Contractual Savings
System.

3. Funds accumulated on saving-lending accounts within the Contractual Savings System are not
covered by the mandatory reserve requirements referred to in Article 30 Point I of the National Bank of
Poland Act dated 31 January, 1989 (D:iennik Ustaw of 1992, No. 72, item 360; of 1993, No.6, item 29, and;
of 1994, No. I, item 2, No. 80, item 369, No. 121, item 591, No. 136, item 703).

ArtiCle 5

1. Revenues of the Contractual Savings System cover:

1) interest and commissions on granted contractual loans;

2) service charges on deposits paid into saving-lending accounts;

3) interest on fixed-term deposits made by the Fund in banks;

4) salaries at the Bank operating the Contractual Savings System in the
amount of 1% of savings deposited on contractual savings accounts.

'1 The total amount of the deposits refcrrcd to in Point I Subpoint 3 in one bank or a grouping of banks
with equity or organizational tics cannot exceed 15% of the sum of funds accumulated on saving-lending
accounts undcr the Contractual Savings System.
3. The revenues of the Contractual Savings System shall be used for covering:

I) interest charges on savings held under the Contractual Savings System;
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2) interest charges on Inans cnntracled from funds of the National Housing
Fund;

3) operating costs of the Fund.

4. The revenues of the Contractual Savings System less the expenses referred to in Point 3, shall be used
in their entirety for contractual loans and maintenance of current payment liquidity in the m'ea connected with
the System's activities.

5. Surplus funds exceeding outstanding liabilities of the Contractual Savings System under contractual
loans may be used for:

I) the purchase of State Treasury or National Bank of Poland securities or securities guaranteed
by the State Treasury;

2) the deposits referred to in Point I SUbpoint 3.

Article 6

I. In order to secure the current payment liquidity referred to in Article 5 Point 4, the bank operating the
Contractual Savings System may apply for a loan from funds of the National Housing Fund.

2. The amount of a loan and its terms shall be defined in a contract.

Article 7

The Governor of the National Bank of Poland shall define, in the form of an Instruction, the obligatory scope
of information concerning the amount of savings held on saving-lending accounts, the amount of granted
contractual loans and repayment record as well as bank revenues and costs connected with the operation of
the Contractual Savings System.

Chapter 2

Contractual Loan Agreement

Article 8

I. Through the conclusion of a contractual loan agreement, an individual shall pledge to regularly
accumulate savings under the Contractual Savings System for a specified duration of time, and the bank
operating the Contractual Savings System to hold the savings and following the specified date, with
reservation of provisions of Articles 12 and 13, to provide a long-term loan for housing purposes.

'") The housing purposcs referred to in Point I, are the following. which serve to meet the borrower's
own housing nceds:

I) purchase, construction, modcrnization, extension outward or upward of a house or a
residential flat constituting a self-contained dwelling;

2)
cooperative;

obtaining a cooperative title to a residentiall1at or a title to a single-family house in a housing

- 74-



3) carrying out repairs of a house or a flat referred to in Points I and 2, with the exception of
running maintenance and renovation of a dwelling;

4) repayment of a bank loan contracted for the purposes referred to in Points I through 3;

5) purchase of a building lot or its fragment, for construction of a single-family house or a
residential building which will contain the flat of the borrower.

Article 9

I. To be valid, the contractual loan agreement must be in writing and must at least define the parties to
the agreement, the terms of reguhu' saving, the interest on savings, bank pledge to conclude the loan contract
referred to in Articlc 12, along with the definition of the main terms of such a contract.

I The Council of Ministers may define, in the form of an Ordinance, the general terms of contractual
loan agreements.

3. In questions not provided for in this Act, appropriate provisions of banking law and the Civil Code
shall apply to contractual loan agreements.

Article 10

1. The duration of regular saving payments cannot be, with reservation of Point 2, shorter than 36
months, commencing ti'om the date of the first payment into the saving-lending account under the Contractual
Savings System.

2. Should, under the terms of agreement, the saver prove that in meeting his/her housing needs he/she
use savings deposits held on a "housing booklet" account along with the guaranteed bonus offered under
separate provisions, the duration of saving may be shortened, but in no case by more than 12 months.

Article 11

1. The savings accumulated on a saving-lending account under the Contractual Savings System shall
bear interest in an amount equaling at least 0.25 of the re-discount rate of the National Bank of Poland, but
in no case less than 2% p.a. .

, Contractual loans shall c.my an interest chm'ge of no more than 0.50 of the National Bank of Poland
re-discount rate, but in no case less than 4% p.a.

3. The amount of a contractual loan cannot exceed 150% of the accumulated savings with accrued
interest.

Article 12

I. Upon the lapse of the agreed period of regular saving. the holder of the saving-lending account shall
he notified within one month of his/her eligibility for a loan.
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') Upon the application of the holJer of a saving-lenJing account, a loan contract with the saiJ holJcr
shall be conciuJeJ and a loan for housing purposes provided within three months of reccipt of such an
application, save for the circumstances rcferreJ to in Point 4.

3. Under the Contractual Savings System the loan shall be proviued in accordance with provisions of
Article I I, provideJ that loan repayment has been secured by a mortgage or in another way provideJ for in
the loan agreemcnt.

4. ShoulJ rcpaymcnt of the loan principal with interest be doubtful due to the account holder's lack of
creuit worthiness or lack of appropriatc security for the loan, a loan under the Contractual Savings System may
be rcfused.

Article 13

I. Thc extcnsion of the period of regular saving aftcr the holder of the saving-landing account gains
eligibility for a loan requires an amendment of the contractual loan agreement.

2. In cases where the agreed regular saving terms were not abided by during the period referred to in
Point I, the bank operating Contractual Savings System will have no right to cancel the agreement if the
account holder applies for a loan. The account holder must be informed of this right by the bank operating
such a System.

3. Should the saving process not follow the terms spelled out in the contractual loan agreement,
aJditional requirements may be defined under the Contractual Savings System to be met for loan eligibility,
or the agreement shall be canceled.

4. Should the Contractual Savings System temporarily lose its liquidity, loans will be extended in the
order in which loan agreements were signed.

Article 14

The account holder, prior to award of the loan, has the right to cancel the agreement at any time, demanding
payment of accumulated savings with accrued interest, with the reservation that:

I) when the agreement is canceled before the lapse of the agreed saving period, the savings
accumulated under the Contractual Savings System will have to be paiJ out with the interest specified in the
agreement within three months after receipt of such an application;

2) when the agreement is canceled after earning eligibility for a loan, the savings accumulated
unJer the Contractual savings System will have to be paid out with interest accrued for the entire saving period
in an amount equal to 50% of the interest paid by the bank operating the Contractual Savings System on one
year deposits, within the time specified in the agreement, and when no such time is specified, no later than 3
months after receipt of such an application.

Article 15

1. In case property relations between spouses are subject to statutnry community of ownership, savings
accumulated on saving-lending accounts are owneu by both of the spouses, irrespective of the sources of funds
or \\"ho holds the account. This provision uoes not infringe the right of each of the spouscs to demand the
return of part of the funds -which were contributeu from his/her separate property.
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.., In the course of the saving period, the rights and obligations of the holder of a saving-lending account
may be transfelTed to a close relation who docs not hold such an account. Such a transfer will be valid upon
an appropriate declaration by the account holder and the close relation concerned to a bank representative or
supplied with notarized signatures.

3. The close relations referred to in Point 2 arc defined as the spouse who docs not remain in the
statutory community of ownership with the account holder, ascending and descending next of kin. siblings
and a person remaining in factual marital relationship with the holder of the saving-lending account.

Chapter 3

The National Housing Fund

Article 16

I. The National Housing Fund, hereinafter referred to as the Fund, serves the implementation of
objectives of state policy in respect of housing affairs and development of housing construction.

") The Council of Ministers shall set up the Fund in the Bank Gospodarstwa Krajowego, adapting the
Bank articles to requirements of this Chapter.

Article 17

1. The Fund shall consist of:

1) budgetary funds defined in the Budget Law;

2) interest on extended loans and credits;

3) interest on Fund deposits held with banks;

4) proceeds of Fund investment in State Treasury and National Bank of Poland securities or
securities guaranteed by the State Treasury;

5) donations and bequests;

6) repayment of credits extended out of the former, central Fund for Development of Housing
Construction along with accrued interest;

7) other proceeus.

') The total amount of the ueposits rcferreu to in Point I Subpoint 3 in one bank or a grouping of banks
with equity or organizational ties cannot exceeu 15% of the sum of the Funu's spare funds.

3. The Fund will also benefit from:
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I) proceeds rrom bonds issued by the Bank Gospodarstwa Krajowego under authorization from
the Minister of Finance and Governor of the National Bank of Poland;

2) funds from international loans transferred to the Bank Gospodarstwa Krajowego by the
Minister of Finance in coordination with the Minister or Physical Planning and Construction.

4. The Minister of Physical Planning and Construction in coordination with the Minister of Finance shall
define the terms for repayment of the credits referred to in Point 3 Subpoint 2.

Article 18

The funds available to the Fund shall be allocated for:

I) extending, on preferential terms, loans to Social Housing Associations and housing
cooperatives for construction of dwellings, with the reservation of Article 20;

2) extending the credits referred to in Article 6 to banks operating Contractual Savings System
to the extent necessary for support of current payment liquidity;

3) lending, on preferential terms, to commune administrations for installation of the communal
technical infrastructure associated with the housing construction carried out on terms provided for in this Act;

4) purchasing State Treasury or National Bank of Poland securities or securities guaranteed by
the State Treasury;

5)
Subpoint 1;

covering the cost of issuing and redeeming the bonds referred to in Article 17 Point 3

6) repayment of the credits referred to in Article 17 Point 3 Subpoint 2, with interest and other
cost of servicing the credits;

7) canying out other tasks connected with meeting the housing needs, defined by the Minister
of Physical Planning and Construction in coordination with the Minister of Finance, in particular repairs and
modernization of dwellings for rent;

8) covering the costs of providing and securing repayment of the loans and credits referred to
in Points 1 through 3;

9) covering the remaining costs of carrying out the tasks refelTed to in Points 1 through 7, on
terms defined by the Minister of Physical Planning ai1d Construction in coordination with the Minister of
Finance.

Article 19

I. Funds available to the National Housing Fund may be used ror extending the loans referred to in
Article 18 Point 1, for financing no more than 50% of project costs, provided that the loans will be used for
construction projects meeting the requirements set out in other regulations referred to in Article 21.

J The loan amount. interest charges and repayment terms arc to he defined in a contract concluded with
the Bank Gospodarstwa Krajowego, with the reservation that:
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I) interest on the loan cannot exceed the re-discount rate of the National Bank of Poland;

2) on application of the borrower, a grace period may be given for loan repayment, but in no
case fur longer than 30 months from the date of awarding the loan.

Article 20

I. When the loan referred to in Article 18 Point I is awarded to a housing cooperative, the dwellings in
a building raised using the loan may be rented or awarded under a cooperative occupancy title to a flat
exclusively to the individuals referred to in Article 30.

, Dwellings in a building raised using the loan rcl'erred to in Article 18 Point 1 may not be validly set
oil as private property or awarded under a cooperative ownership title.

3. The extension of the loan referred to in Article 18 Point 1 to a housing cooperative for financing the
construction costs of flats to be awarded under a cooperative occupancy title is possible when the articles of
the cooperative prohibit transforming such titles into cooperative ownership titles. Amendment of articles
allowing this is prohibited.

Article 21

The Minister of Physical Planning and Construction in coordination with the Minister of Finance shall define,
in the form of an Ordinance, the specific rules and procedures for awarding loans and credits by the Fund,
specific requirements as to thermal properties of buildings, requirements concerning minimum dwelling space
and initial occupancy, technical facilities in dwellings and buildings raised with such loans.

Article 22

I. The management of the funds available to the Fund shall be supervised by the Supervisory Board of
the Bank Gospodarstwa Krajowego, expanded by addition of two representatives of the Minister of Physical
Planning and Construction.

2. The financial plan of the Bank Gospodarstwa Krajowego shall provide a separate heading for the
financial plan of the Fund, to be developed in coordination with the Minister of Physical Planning and
Construction and the Minister of Finance.

3. The Bank Gospodarstwa Krajowego shall draw up a separate balance sheet and income statement for
the Fund.

Social Housing Associations (TBS)

Chapter 4

I
I 1.

Article 23

Social Housing Associations may adopt the form of:

I
I
I

I) limited liability companies;
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2) joint-stock companies;
3) cooperati ves of corporate entities.

2. Regulations of the Commercial Code or Cooperative Law, respectively, with changes stemming from
th is chapter, shall app ly to the Social Housing Associations, hereinafter referred to as Associations.

Article 24

I. An Association operates in an area defined in the charter or articles of the Association.

2. Income earned by an Association may not be used for sharing out among its partners or shareholders.
It is to be used in its entirety for statutory objectives of the Association.

3. The Minister of Physical Planning and Construction shall have to endorse the charter or articles of an
Association and any changes thereto.

4. The Minister's refusal to approve the charter or articles, or any changes thereto can be appealed
against to the Supreme Administrative Court.

Article 25

I. An Association shall appoint a Supervisory Board.

2. The commune or communes on the territory where an Association operates shall have the right of
appointing its representatives to the Supervisory Board of such an Association in the number determined in
the articles of this Association.

Article 26

1. The name of an Association, in addition to words indicating its organizational form, should include
the words: "towarzystwo budownictwa spolecznego" (i.e. Social Housing Association) or their abbreviation
"TBS".

2. Words "towarzystwo budownictwa spolecznego" and abbreviation "TBS" may be used in a name and
for describing the activity or promotion exclusively to designate Social Housing Associations as defined in
this Act.

Article 27

I. The object of an Association's activity shall be the construction of dwelling houses and their operation
in the form of renting.

An Association may also:

I) purchase dwelling houses;

2) carry out repairs and modernize structures to be used ror rental housing;

3) lease commercial space in buildings operated by the Association;
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.:1-) administer bui Idings under commission for third party owners;

5) carry out other activities connected with construction of housing and associated infrastructure.

Article 28

I. The Commune Council shall define the controlled rental rates for the housing assets of an Association,
expressed in terms of rates per I s4uare meter of usable space of a dwelling unit in an amount sufficient, to
have the sum total of rent revenue from renting all dwelling units operated by the Association cover the cost
of operation and maintenance of buildings and repayment of the loan contracted for construction. The
Association shall present to the Commune Council a rates' proposal with a cost calculation.

2. The rent referred to in Point 1 cannot be higher in annual terms than 4% of the replacement value of
a dwelling calculated according to regulations stemming from the Act on Rents and Housing Allowances dated
2 July, 1994 (Dz.iennik Ustaw of 1994, No. 105, item 509; of 1995, No. 86, item 433) with reservation of
Article 30, Point 5, Subpoint 3.

Article 29

An employer, acting to obtain housing for his/her employees, and also other persons with interest in securing
housing for third parties indicated by them, may conclude agreements with an Association concerning
participation in the cost of construction of such dwellings.

Article 30

1. An Association may rent a dwelling unit exclusively to an individual, provided that:

1) the individual and the persons to be housed jointly with him/her, on the day of taking over
the dwelling do not have a legal title to another dwelling;

2) the household income on the day of conclusion of the lease agreement does not exceed the
average monthly wages in the given province, as published prior to the day of conclusion of the lease
agreement, by more than:

a) 20% in a single-person household;
b) 80% in a two-person household;
c) a further 40% for each additional household member in larger

households.

2. The Chairman of the Central Statistical Office every six months publishes in the Monitor Polski, the
official Gazette of the Republic of Poland, the average pay broken down by provinces, exclusive of bonuses
paid out of profits and balance sheet surplus in cooperatives or bonuses out of enterprise bonus funds, covering
public administration cmployees excluding thc state-owned company Polish State Railways, the public utilities
"Polish Post" and "Polish Telecommunication" SA in the first and third quarter of each year.

3. The tcnant shall prcscnt to the Association, by 30 April of each year, a statement of average monthly
income for the household in the preceding year and in case of receiving a legal title to another apartment shall
immediately inform the Association of this fact.
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4. The tenant or a person applying 1"01' a dwelling at the reyuest of the Association have to present a
certificate from the appropriate tax ollice concerning the amount of income earned by that person and other
persons of his/her household.

5. In case of:

I) the tenant's failure to present on time the statement rci'erred to in Point 3, the Association may
cancel the lease;

2) a false income declaration in the tenant's statement, the Association shall cancel the lease
without notice; upon termination of the lease, the tenant shall be liable for payment to the
Association of a compensation for using the apartment in the amount eyual to 200% of rent,
he/she would have paid if the lease agreement had not been canceled;

3) when the tenant declares in the statement an income exceeding the amount defined in Point
I Subpoint 2, the Association may cancel the lease agreement in the part concerning rent and
apply rent at market rates.

o. Provision of Point 5 Subpoint 2 applies respectively if the tenant received a legal title to another
apartment in the same locality.

7. In questions concerning the form of income statements and the format of statement concerning
income of household members as well as the documents to be attached to such statements or should be
retained by those presenting statements for presentation to the Association on demand, the regulations
stemming ti'om the Act on Rents and Housing Allowances in the part concerning income statements for
determining the amount of allowances shall apply.

Article 31

The criteria and procedure of awarding d\vellings to specific tenants shall be defined in the company charter
or <u"ticles of the Association. The form of cooperation between the Society and municipal administration shall
be defined in an agreement.

Article 32

The lease agreement may stipulate payment by the tenant of a guarantee deposit to cover rent due on the day
of vacating the dwelling, in an amount equal to no more than 10% of the dwelling's replacement value on the
day of conclusion of the agreement referred to in Article 28 Point 2.

Article 33

Provisions of the Act on Rents and Housing Allowances shall apply to questions not governed specifically
by provisions of Chapter 4 of this Act.

Chapter 5

Changes in Existing Regulations
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Article 34

The Act dated 16 September, 19X2: Cooperative Law (D::.iennik Usta\\! of 1995, No. 54, item 288) shall now
read in Article 219 Point 3:

"3. Statutes of a cooperative may provide that:
I. in homes for the handicapped, lonely people and in other special homes,
2. in houses constructed with the aid of funds of the National Housing

Fund the cooperative occupancy tiLle shall not be subject to
transformation. "

Article 35

The Act dated 28 July, 1983: On Inheritance and Donations Tax (Dziennik Ustaw of 1983, No. 45, item 207;
of 1989. No. 74, item 443: of 1995, No. 85, item 428) shall now stand amended by addition in Article 4 Point
I of Subpoint 6 reading as follows:

"6) obtaining through donation of the rights to a saving-lending account by
a spouse, ascendants descendants, siblings and a person in factual marital
relationship with the holder of a saving-lending account under the
Contractual Savings System, provided that the funds accumulated on the
account are used for housing purposes."

Article 36

The Act dated 31 January, 1989: Banking Law (Dziennik Ustaw of 1992, No. 72, item 359; of 1993, No.6,
item 29, No. 28, item 127, No. 134, item 646; of 1994, No. 80, item 369 and No. 121, item 591; of 1995, No.
4, item 18) shall now read in Article 49 Subpoint 2:

"2 in the scope exceeding the guarantees of the official system of guarantees
for money assets, defined in the Law of 14 December, 1994: On the
Banking Guarantee Fund, concerning savings deposits held on:

a) "housing booklet" accounts opened up before 23 October, 1990
until 31 December, 1999;

b) inscribed saving-lending accounts in banks operating Contractual
Savings System on terms defined in separate regulations - up to the
total amount equal to three times the amounts covered by
guarantees of the Banking Guarantee Fund, if the deposits were
being paid in for a period not shorter than 2 years;".

Article 37

The Act dated 14 December, 1990: On Elimination and Liquidation of Selected Funds (Dziennik Ustaw of
1090, No. 89, item 517) stands amended by addition, following Article 14, of Article 14a reading as follows:

"Article 14 a

Uncollected amounts due to the central Fund for Development of Housing Constructi~:m

shall constitute revenue for the National Housing Fund as of the day of its formation."

Article 38
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The Act dated 26 July, lLJLJ I: On Personal Income Tax (Dz.iPlwik Ustaw: of 1993, No. 90, item 416, No. 134,
item 646; of 1994: No. 43, item 163, No.9(), item 4ILJ, No. 113, item 547, No. 123, ilem602 and No. 126,
i1l'm 626; of 1995, No.5, item 25) now stands amended as follows:

1) In article 26:

a) Point I stands amended by addition, following Subpoint 5, of Subpoint Sa reading:
"Sa) expenditures in a fiscal year for regular saving exclusively on a single

saving-lending account in a bank operating the Contractual Savings
System according to rules defined elsewhere, in an amount not exceeding

during a fiscal year 20% of the amount defined in Point 3,"

h) in Point 3 the wording "Point I Suhpoint 5 Lel!ers b) - 1)" stands replaced with the wording: "Point I
Subpoint 5 Letters b) - 1) and Subpoint Sa,"

c) Point 3 is now followed by Point 3a reading:
"3a. When the taxpayer applied a deduction of the expenditures defined in

Point I Subpoint Sa and the savings held in a bank operating the
Contractual savings System were used in accordance with the purpose of
regular saving on this account, the amount of such deductions shall
reduce the amount of actually incurred expenditures to be deducted from
income for purposes defined in Point I Subpoint 5."

d) In Point 7 Subpoint I the wording "Suhpoints 5 and 6" is replaced with the wording: "Subpoints 5, Sa and
6".

e) Point 8 now reads:
"8. The amount of expenditures on the purposes defined in Point I Subpoints

5, Sa, 6, 7a and 7c concerns expenditures incurred jointly by both
spouses. When the spouses are subject to separate taxation and incur
expenses, these will be deducted as requested in the annual statements,
either from income of both spouses in proportions requested in the
application, or from income of one of the spouses. When the spouses
before marriage incurred expenses during application of this Act for the
purposes defined in Point I Subpoint 5 letters a) - 1) or Subpoint 6 and
deducted these from income, the amount of such expenditures reduces
the amount of expenditures referred to in the preceding sentence. When
the spouses incurred expenses on the purposes defined in Point I
Subpoint 5 Letters a) - 1), Subpoint Sa or Subpoint 6 during their
marriage and such expenses have been deducted from their incomes, and
next the marriage was dissolved, the amount of expenditures accruing to
each of them shall be reduced by the amount of expenditures incurred
during the time of marriage in an amount equal to 50% of these
expenditures, when the spouses were taxed jointly, and if they were taxed
separately, in an amount deducted from income of each spouse."

l") In PointLJ the wording "Subpoints 5 and 6" is now replaced by the wording "Subpoints 5, 5a and 6".

g) Point 10 now stands amended at the end by addition of a second and third sentence reading: "This rule shall
apply also when a taxpayer has \\"ithdrawn the savings held under the Contractual savings System or
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transferred the rights to a saving-lending account to the benefit of third parties, with the exception of own or
adopted children. In case of transfer of rights to the account to the benefit of children, the amount of
dcductions allowed thcm for expenditures on their own housing nceds is defined in Articlc 41 Point 3a."

2. Article 41 stands amended by addition. following Point 3, of Point 3a reading:
"3'1 Banks operating the Contractual Savings System arc obliged to withhold,

as payers, of advances against incomc tax on the savings defined in Article
26 Point 10, second sentencc. an amount equal to 20ok) of the withdrawn
amount, unless the person withdrawing the money submits a statement
declaring that it has not applied deductions under Article 26 Point 1
Suhpoint 51;"

3. In Article 45, Point 3'1 in the last sentence following the words "housing cooperative" stands amended
by addition of the following wording: "or savings from an account operated under the Contractual Savings
System, or transfer of rights to such an account to thc benefit of parties other than own or adopted children."

Article 39

income of Social Housing Associations from operation of housing
assets and other sources of revenue - in the part used for purposes
of maintaining housing assets and construction of dwellings for rent,
income of the Bank Gospodarstwa Krajowego operating the National
Housing Fund and a bank operating the Contractual Savings System,
being the equivalent of income earned by the Fund or Contractual Savings
System under titles defined elsewhere - in the part used exclusively for
carrying out the purposes of respectively the Fund or the Contractual
Savings System defined in these regulations."

4k)

The Act dated 15 February, 1992: On Corporate Income Tax (Dziennik Ustaw of 1993, No. 106, item 482,
No. 134, item 646; of 1994, No. I, item 2, No. 43, item 163, No. 80, item 368, No. 87, item 406, No. 90, item
419, No. 113, item 547, No. 123, item 602, No. 127, item 627; of 1995, No.5, item 25, No. 86, item 433, No.
96, item 478) Article 17 Point 1 stands amended by addition, following Subpoint 4i, of Subpoints 4j and 4k
reading:

"4j)

Article 40

The Act dated 2 July, 1994: On Rents and Housing Allowances (Dziennik Ustaw of 1994, No. 105, item 509;
of 1995, No. 86, item 433) stands amended as follows:

I) Article 21 now reads:
"Article 21
1. Rent covers: land tax, tax on real estate, administration costs, maintenance

of building and technical facilities, costs of maintaining greenery and all
premises used in common, including the charges for cleaning, heat and electric
energy. with reservation of Article 20 Point 4.

2. The tenant. in addition to rent, has the duty to pay for services connected
with using the dwelling, including bills for electric energy, heat, gas,
water. solid and liquid waste removal, lift, collective antenna and house
phone."

2) In Article 43, Point 2 is now follmved by a new Point 2'1 reading:
"2a The tcnant has the duty, at the request of Commune administration, to

- 85-



present a certificate from the appropriate tax office specifying the amount
of income earned by the tenant's household members."

Article 41

The Act dated 14 December, 1994: On the Banking Guarantee Fund (Dziennik Ustaw of 1995, No.4, item
IS) the earlier wording of Article 14 is now designated as Point I, with the article being amended by addition
of Point 2 reading:

"2. The obligatory annual fcc is not charged on assets from contractual loan
agreements in banks operating the Contractual Savings System according
to rules defined elsewhere."

Chapter 6

Transitory and Final Provisions

Article 42

1. Social Housing Associations established prior to entry into force of this Act have the duty, within one
year from entry into force of this Act, to adapt their articles of charter to the provisions of this Act, or to
change their designation or name. Provisions of Article 24 Point 3 shall apply to changes of articles or the
charter.

2. Should the company or cooperative fail to make the changes in the articles or charter by the deadline
or in the manner defined in Point 1, the Registry Court will address a demand for eliminating the shortcomings
within a specified time, and following its lapse without effects, will make notation in the Register banning
the use in the name or designation of the wording "towarzystwo budownictwa spolecznego" and so notify the
given company or cooperative.

Article 43

The Act dated 3 July, 1947: On Support of Construction (Dziennik Ustaw of 1947, No. 52, item 270 and No.
73, item 467; of 1951, No. 10, item 75 and No. 14, item 110; of 1952, No. 18, item 108) is hereby rescinded.

Article 44

This Act shall enter into force 30 days after publication, with the exception of Articles 35, 38 and 39, which
enter into force as of January 1, 1996.
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Attachment 2

RECOMMENDATIONS TO AGREEMENTS AND CHARTERS OF SOCIAL HOUSING SOCIETIES

According to Article 24 item 3 of the Law on Selectcd Forms of Supporting Housing Construction and on
amcndmcnts to somc Jaws, thc Ministry of Physical Planning and Construction approves chartcrs and
agreemcnts of social housing socicties as well as all any amendments thereof. The charters and agreemehts
should be in conformance with the afore-mentioned law and the Commercial Code or the Cooperative Law,
in accordance to the society's organizational form.

According to the Commercial Code, in the case of a company an agreement or charter should primarily
include:
- the finn and the location of the society,

the promoters' name (firm) and address,
the area of activity,

- duration, if it is limited
the organization of the management and supervisory bodies;

for a limited liability company:
- the capital amount and the number and amount of shares

and for a joint stock company:
- the amount of the stock capital, the nominal value of stocks and their number.

According to the Cooperative Law, the charter should in particular include:
- name and location
- the area of activity of the cooperative
- duration, if it is limited
- the amount of the registration fees and the amount and number of shares, and the contribution

and return dates,
- the rules and mode of electing and recalling the cooperative authorities.

The agreements and charters can also contain provisions on other issues than the already mentioned ones,
hmvever they have to be consistent with the binding regulations.

However, the recommendations include extensions of some of the statutory entries and requirements, the
placement of which in the charters or agreement is dependent on their approval. It is not required to make
detailed quotations of such entries but only to keep to the included suggestions.

THE AREA OF THE SOCIETY'S ACTIVITY

I. The purpose of the society is to expand the possibilities of satisfying housing needs of families that
cannot afford to buy an apartment, by building rental houses, at moderate rentals. In such activity, the society
should take into account of the social and financial situation of house-seeking families as well as facilitate
mobility of unemployed families so as to adapt their distribution to the country's economic transformations.

, The area of the society's basic activity consists in the construction or purchase of apartment buildings
and their operation on the rental principles.
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3. To implement such tasks, the society should use the accomplishments of the technological and
organizational advancement in housing, with particular consideration of energy saving and innovative
an:hitectural solutions to allain highest possible quality of apartments, buildings and the neighborhood, at
lowest construction amI operation costs.

4. The society may, in particular:
- rent utility premises at the society buildings,
- overhaul and upgrade facilities which are designated to satisfy housing needs on rental principles,
- under contracts - administer apartment buildings which are not its property,
- build apartment buildings for other societies,
- overhaul and upgrade apartment buildings which are not owned by the society,
- perform the role of a substitute investor,
- raise buildings and public utility premises associated with the operation of the housing group (estate).

5. The society should designate revenues from activity, defined in point 4, for basic activity. Admissible
is reinvestment of revenues from projects which are not the society's basic activity in order to accumulate
investment funds.

6. The society should adapt the housing offer to the local needs by analyzing the housing market and
by conducting an appropriate apartment-allocation policy. Such policy should take account of the now of
tenants from municipal stock to the society's resources and the municipality's expenditures for housing
allowances.

7. The society should make such rental calculations so that their total amount for entire stocks would
cover the instalments for repayment of loans made at the National Housing Fund, expenditures for current
operation and would allow to establish an overhaul fund. In preparing an investment and in managing stocks,
thc society should optimize costs in such a way so as to keep up rental on a possibly low level.

8. In managing stocks, the society should pay attention to the quality of living and the inhabitants'
cultural and recreational needs.

THE SOCIETY'S EXECUTIVE BODIES

I. The members of the society's Supervisory Board should be elected from among people who perform
or had performed responsible professional functions at institutions related with housing, construction, town
planning, construction supervision, investment finance.

2. The members of the society's Supervisory Board perform their functions voluntarily, however they
havc the right to have a refund of indispensable costs they incurred in connection with execution of their
duties.

3. The decisions of the society's Board require the approval of the Supervisory Board under the
following circumstances:
- change in the society's charter or agreement,
- crcdit application submitted at the National Housing Fund,
- acquisition of immovables.
- determining the rental amount, .
- lIsing the investment fund,
- leading activities which arc not the basic area of the society's activity.
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- dctcrmining the apartment-allocation regulations,
- determining the Board's rcmuneration,
- incrcase or the company's capital or share (in case or a limited liability company or a cooperative),
- selling or pledging stocks or shares (in case or a limited liability company or a cooperative).

THE SOCIETY'S FUNDS

1. The society creates an investment fund for the society's development, which consists of surpluses
of proceeds over expenditures.

') The society creates an ovcrhaul rund which consists of overhaul write-otIs. Money from this fund
cannot be earmarked for other purposes.

3. The investment and ovcrhaul funds should only be depositcd in banks or invested in Treasury or
municipal bonds. The total amount of deposits in one bank or in a group of banks linked in terms of capital
or organization should not exceed 15% of the society's deposit.

APARTMENT-ALLOCATION

1. Opinions on applications for renting an apartment which is the society's property are given by a
commission which is appointed by the Supervisory Board, made up of representatives of the municipality's
Managing Board and the society.

2. The work of the Commission should be defined in the Commission's work regulations.

3. Apartments should be allocated under the apartment-allocation regulations which take account of the
municipality's housing priorities. The regulations should also take account of the following priorities which
are essential in the nation-wide perspective:
- young families of no real opportunities for purchasing their own apartment,
- families with many children, living in particularly difficult conditions (overcrowded apartment, lack of
basic technical equipment, buildings that are to be pulled down) ,
- families forced to change their place of residence for job- seeking reasons.

RENTALS

The society determines the rental scale, which takes account of the factors which increases or decreases the
utility value of an apartment, in particular:
- the apartment building's location,
- the type of apartment,
- the apartment's location in the apartment building,
- the apartment building's technical condition,
- lllwer initial occupancy than the one envisaged in separate regulations.

STOCK
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The society's stock l'Onsists or inscribed stocks. The stockholders have the right of rirst refusal [pre-emption]
(only 1'01' the society and joint stock companies).

When selling sh,u'cs or a limited liability company or a cooperative, the partners have the right of first refusal.

The number of votes or a cooperative member is proportional to the amount of his shm'cs (only for the society
and the cooperative).

All partners are obligatcd to makc proportionate additional paymcnts in order to increase the company's or
coopcrative' s stock.
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1 On Jan I, 1997, the MinistlY of Construction and Physical Planning was replaced by the Offices of Housing and Urban
Development (Urzad Mieszkalnictwa i Rozwoju Miast)

2 Adapted from Shaping: Stratel!ic Planning:. Pfieffer, Goodstein & Nolan

3 The cost of a notarial ab'Teement is affected by the value of the initial capital of the company (over PLN 50.000 the costs
are PLN 800 + 0.5% surplus over PLN 50.000 but they cannot exceed 5000 PLN.
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