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EXECUTIVE SUMMARY

This report is a continuation of the study of the lending institution’s role
in construction lending begun by the previous BCIAC study entitled, “The
Role of the Lending Industry in Construction" ( R-89-4). This previous
study concentrated upon the lending industry’s role in commercial
construction lending. Since residential construction contributes .
significantly to the health of the economy of the State of Florida, the
construction industry considered a similar study for residential
construction to be of the utmost importance.

The objective of this research report is to determine the role(s) piayed by
the lending industry relative to the viability of the residential
construction industry in the State of Florida for the purpose of increasing
public safety and welfare through the decrease of damages incurred
through incompetence, negligence, and fraud.

The report examines the problems inherent within the present structure of
the methods and practices involved in the process of residential
construction lending from the viewpoint of the developers and builders as
well as the lending institutions.  Business volume in residential building
and development over time is compared with the recent changes in the
process of residential lending and examined for any significant effects on
the participation of any of the parties invoived. tn light of this, the
changes brought about by the 1989 Financial institutions Recovery,
Reform and Enforcement Act (FIRREA) as well as subsequent influential
laws are examined to determine the extent of the effect upon the
residential industry.

The foundation of this report is a survey presented to residential builders
and developers as well as lenders. The surveys were designed after
numerous meetings with lenders and builders revealed the major concerns
of all parties. Surveys were sent to two separate groups: residential
builders\developers and lending institutions. Survey response by builders
was 9.6 percent while that of lenders was 18.4 percent. A large portion of
the questions on the surveys were identical. The intent was to present a
fair assessment of the problems with the current system from alil
viewpoints. Where possible, recommendations have been obtained by the
participants.



The ability to obtain financing for residential development is the
determining factor in the number of units built and offered to the public
by the residential construction industry in Florida. The ability to obtain
financing has become increasingly difficult due to changes in lending
practices because of the savings and loan crisis, the subsequent increase
in the requirements for developers and builders to prove financial
stability,decreased loan-to-value ratios, and the proliferation of
increased documentation required for proving project feasibility.

Several aspects of the lending process have been identified as stumbling
blocks to a more equitable and efficient method of financing residential
projects. These include the increased restrictions concerning the proof.of
financial capability, the role of the appraisal in setting loan-to-value
ratios, the lack of qualified lending personnel to evaluate residential
projects, the attitudes of all parties toward commingling of funds, and

- the lack of disclosure of borrower default to affected subcontractors.

These results are discussed in detail in Chapter 5, Survey Analysis.

Obtaining Copies: A copy of this report may be obtained by contacting:
Executive Secretary, BCIAC, M.E.Rinker, Sr. School of Building Construction
FAC 101, University of Florida, Gainesville, Florida 32611

(904) 392-5965



INTRODUCTION

Wwhen a construction loan is made on a residential project, it is frequently
a result of an inexact and variable process of review and approval of the
borrower’'s competence, financial responsibility, and the project’s feasi-
bility. Because the loan is based upon a nonexistent product, there are no
téngibles to mitigate the failure of the loan venture to sustain itself or
maké a profit. Therefore, the potential for loss from the standpoint of the
public, thg develbper/builder, the participating profeésionals, and the

lending institutions themselves is greater than that for most conventional

business loans.

The specialized knowledge required to adequately judge the viability of
the borrower and the project is not commonly found in the personnel of
loan departments except perhaps in those of larger institutions. This can
result in the potential failure of the project or the capabilities of the
builder to be accurately evaluated. Financial losses associated with the
failure of residential projects decreaée the public’s confidence in both

lending institutions and construction professionals.



It is imperative that the process of lending monies for residential devei-
opment and c.onstruction be fair to all parties. The methods for evaluating
the risks and returns for a particular venture should rely upon the most
current and reasonable methods possible. The checks and balances
inherent in the system should enhance the potential for project success

while providing security measures against project failures.

If the system is based primarily upon evaluating risks while ignoring the
implementation of measures designed to increase project success, the
potential for successful outcbm_e is diminished. Conversely, é system
based primarily ubon measures to increase project success which ignores
inherent risks is equally open to failure. This latter attitude which
prevailed throughout the 1980’s is largely responsible for the massive
failures of the savings and loan institutions. This in turn created the need

for the Federal Institutions Reform and Recovery Act of 1989 (FIRREA).

This act significantly changed the way in which residential projects were
funded and has caused an enormous impact on residential construction and
development. One of the objectives of this report is to examine and

evaluate the changes brought about in residential development and con-



struction as a result of Firrea and subsequent legislation in order to
determine the areas where recommendations concerning changes to the
lending process are needed. It is hoped that this might lead to a more
efficient and overall viable lending process which encourages the devel-

opment of viable residential projects while protecting the interests of all

parties involved.
BACKGROUND OF THE STUDY

This report represents a continuation of the BCIAC study entitled "The
Role of the Lending industry in Construction”, R-89-4. This study investi-
gate some the major problems in lending for the construction of commer-
cial and multi-family projects. The study focused around a survey that
was developed from numerous consultations with participants of the
commercial construction process to find the issues of highest concern for
all those involved. The results from this survey were then tabulated and
used to describe the present state of the industry. These results also
provided sﬁggestions on how procedures in the cqmmercial construction
lending process could be changed to increase public safety, and welfare

and to decrease damages due to negligence and fraud.




The report was well received by the commercial construction industry and

since its introduction it has met with tremendous success. It has gener-
ated such interest that laws in the State of Florida have been altered as a
direct result of the information it generated. One example of the legal

impacts of this study was the Committee Substitute for Senate Bill 972

which was passed on the last day of the 'regular session of the 1992

Florida Legislature. The law includes the creation of a new section in the
Construction Lien Law entitled Lender Responsibility. This section
requires lenders to. notify the contractor, subcontractors, or suppliers,
who have given the Iender-a Notice to Owner, if the iender decides to

discontinue funding under the construction financing agreement.

A Notice to Owner is a document submitted to‘the owner, but aiso to the
lender, by the contractor(s) requesting timely payment for work already
done, but not compensated. Basically, this requirement obligates lenders.
to inform contractors of their intent to freeze funding of the owner. The
contractor then has the option to stop work to minimize losses in the
event he/she receives no further payment. There are ailso restrictions on
the oWner and the lender from reducing the construction budget rﬁore than

5 percent or $100,000 whichever is less, without prior notice to the
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contractor, subcontractor and suppliers who have filed Notices to Owner

with the lender.

The benefits this study provided were numerous. First, it provided
evidence of the need for greater cooperation among all groups involved
with the commercial construction lending process. Second, it established
the need for a greater awareness, by the lending industry, of the informa-
tion available through the Construction Industry Licensing Board, that has
here-to-fore, for the most part, been unused. Third, as has been men-
tioned above, it also served as evidence supporting the need for legal
change. Finally, it has served to bring to all players involved in the

commercial construction lending industry a greater understanding of one

- another and how each must do their part so that all may prosper.

FOCUS OF THIS STUDY

This new study seeks to expand upon the previous report without overlap-
ping efforts. - First, a literature review is provided. Additionally, an
in-depth discussion of the events leading up to problems being faced in

the lending industry today is provided to offer a better understanding of



the complexity of the issues.

This study focuses on both the builder’'s and the lender's view point
regarding the residential construction lending process. This approach

provides a detailed assessment of the issues from the viewpoints of the

‘major participants. Aiso, this report investigates the problems involved

only with the financing of residential construction in the State of Florida.
This includes the problems involved with the acquisition and development
of land for residential projects. The time frame for this project was
established at one year which was begun on January 3, 1993 and was

concluded on December 15, 1993.

It should be made clear at this point that this report, while focusing
primarily upon construction lending, will also address acquisition and
development lending. Mortgage loans and other secondary long term
financing hoiding tangible property as collateral will be excluded. Also,
to be excluded will be interim financing which is occasionally needed

during a construction project.
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OBJECTIVES OF THE STUDY

The purpose of this study is to determiné the role(s) played by the lending
industry within the residential construction industry for the purpose of
increasing public safety and welfare as well as for decreasing damages
incurred through incompetence, negligence and fraud on the part of all
parties affiliated with the residential construction process. This report
will examine the problems unique to the lending industry as well as the

. policies, procedures and methods in place to deal with those problems.

The objectives are as follows:
1. To investigate the processes and procedures that
are utilized by the lending industry in
carrying out residential acquisition,

development and construction foans.

2. To investigate recent legislation affecting
lending institutions and the lending process to

see how this has affected their reiationship

EE T EE BN BN AN B BN B e -l

with the residential construction industry.



3. To identify the areas of concern in residential

construction lending from the view point of

both builders and lenders that require further study.
RESEARCH BENEFITS

The major beneficiaries of this research will be the citizens and the
construction industry of Florida. The potential economic benefits of the
reduction in the number of non-performing or perilous loans will have the
potential of increasing the ability of a viable project to be funded result-
ing in a safer financial position of the lending institution and a healthier

construction industry in the State of Florida. Other benefits include:

1. improved communication between all participants of the residential

construction lending process.

This will produce less misunderstanding and less conflict between those
involved. With increased communication and cooperation, the residential
construction industry will become more efficient, especially throughout

the construction lending process.
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2. Reduction of project failures and potential financial losses for the

general public through increased lender responsibility and safer

lending procedures.

3. Creation of information that may change laws to improve re-

sponbility and accountability, not only for lenders, but for builders

as well.

This will cause the development of greater trust among those affiliated

with the construction lending process. The tangible benefits include
fewer failures among construction companies that fail to get paid on time
through negligent, fraudulent and incompetent behavior by those who

manage the construction payment draws.

In cooperating with one another and in assuming a fair share of the risks
involved, the reéidential construction lending industry and everyone
involved in the process will share a better future. However, if the indus-
try participants attempt to prosper, and succeed at the disadvantage of

others in the industry, it is clear that all will eventually suffer.



METHODOLOGY

The procedure for carrying out this study was organized into four consec-
utive phases:
Phase | -Information gathering Phase i - Survey development
Phase Ill -Survey dissemination Phase IV - Tabulation and anaiysis
of survey data
Phase | was begun on January 3, 1993 and was concluded on february 28,
1993. Basically, these 2 months were devoted entirely to the accumula-
tion of published data héving anything to do with the role of lenders in
residential construction. The purpose of this phase was to pinpoint areas
of concern that have not been studied and that warrant further investiga-
tion. In addition to a review of the published literature, personal inter-
views with those affiliated with the residential construction loan process

were conducted. _

Phase | also involved contacting trade organizations to inquire what
published information they offered to their members. The organizations
contacted were:

The Nationail Association of Home Builders (N.A.H.B.).

10
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The American Bankers Association (A.B.A.)
The Mortgage Bankers Association (M.B.A.)
The Savings and Community Bankers Association (S.C.B.A.)

The Research Division of the State Comptroller's Office

interviews with participants of the residential lending proéess limited to

lenders and builders were then conducted.

Phase Il included the development of two surveys targeted towards
builders in one case and lenders in the other. The questions were based
upon the information obtained through literature review and interviews.

It began on March 1, 1993 and was conciuded on April 21, 1993.

Once the initial surveys were created they were tested by industry
experts to determine both if they contained the most important issues and
were capable of producing valid and reliable results. The rough drafts of
the surveys were first reviewed by the industry' experts used in phase I..
The indusfry experts who reviewed the surveys were representatives from
The National Association of Home Builders(N.A.H.B.), The American Bankers

Association (A.B.A.), the Savings and Community Bankers Association

11



- (S.C.B.A.), The Mortgage Bankers Association (M.B.A.) and G.L. Homes

Corporation in South Florida.

Phase Il of the project inéluded the distribution of the surveys created
in phase I. This phase was begun on April 28, 1993 and was concluded on
June 24, 1993. The objective of this phase was to distribute the surveys
to a random list of builders and lending institutions throughout the State
of Florida. A number of trade organizations were relied upon to supply

information on their members who might be willing to participate in this

study.

The N.A.H.B., the A.B.A,, the M.B.A., and the S.C.B.A. provided information on
builders and lending institutions that were affiliated with them. Out of
this list of members, a survey sample of 250 builders and 250 lending
institutions were randomly selected. They were then mailed the survey
with a letter stating briefly the purpose of the study. Also included in
this phase was the survey follow up. This involved, contacting each of the

recipients by telephone to make sure they received the survey and to

" encourage them to return it.

12
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Phase IV included the tabulation and analysis of the results. This phase i

|
was begun on September 1, 1993 and was finished on October 1, 1993. Ali |
of the information obtained from the literature review, the interviews and 1

surveys was reviewed, compiled and analyzed.

13



CHAPTER ONE

Literature Review

INTRODUCTION

Residential builders and developers depend on the lending industry to
provide much of the capitai used in the development and construction
process. The following pages outline issues that have been identified as
concerns. for residential builders and developers regarding the lending
process. These issues have been extracted from a literature review as
well as from interviews with industry participants. The literature review
also provided significant insight into the background and effect of

various laws that have had great impact on the iending process. The
informafioh gathered has. not been quantified according to the significance
of the issues. The intent was to begin with a grass roots approach to

discover common concerns for the purpose of developing the surveys.

LITERATURE REVIEW

From the literature available, it was discovered that the topic of this

study has never been directly investigated. The published literature can



be grouped into two areas: Literature dealing with problems in residential
construction from the viewpoint of builders and literature dealing with
problems in residential construction from the viewpoint of lenders. The
problems in these two areas were then compared to see what common

concerns existed between them in order to focus on these for the investi-

gation.
BUILDER VIEWPOINT

When reviewing literature written for builders, it was found that the
primary concerns of residential contréctors are regulatory constraints,
rising land costs and greater difficulties in attaining financing. (Heinly
1990 a). Residential contractors feel that congress and local government
has put excessive regulatory pressure on them through restrictive zoning
laws and codes, rising impact fees, slow construction permit approval
procedures, and unrealistic growth moratoria. In addition to these,
contractors also complain of the increased burden of documentation
required by recent banks in loan applications. This not only requires more
time but aiso more money for the contractor. The end result, they point

out, is that housing costs rise and will continue to rise. In the articles



the term "regulatory recession” (Heinly 1990 a) was used frequently to
express that the regulatory burden, and not the economy, has actually

stifled the residential industry.

Rising land cost was the greatest concern for the small home buiiders in
Florida. The residential industry is one in which the profits earned are

usually based on the volume of units built. The small residential builder

‘can only finance a limited amount of land expense and is forced to either

buy less land and build fewer units or buy thg same amount of land and
absorb the added expense. In either case, the result is still reduced
profits. With the existence of today's thin profit margins, this problem
has the potential to ruin many small builders. Rising land costs coupled
with increased requirements to prove financial capability have forced

many builders to seek alternative financing sources.

Regarding project financing, the issues of greatest concern are the

lingering effects of the savings and loan predicament and the subsequent
jegisiative action such as the fofmation of the Resolution Trust Corpora-
tion and the Financial Institutions Reform, Recovery and Enforcement Act

of 1989 that served to virtually remove the S&Ls from the residential




construction lending business. The consequences of the above have been
the enforcement of even tougher lending requirements than ever before.
Contractors with very good credit ratings have had their acquisition,
development and construction financing (A,D&C financing) drastically

reduced or even denied.

LENDER VIEWPOINT

The literature on problems being faced by lenders in the construction
lending process was very sparse and much of it was directed towards
commercial constructién. That small portion of the literature that
applied to residential A,D&C financing was either written from the
builder's viewpoint or was applicable because it dealt generally with ali

construction loans (Shleifer 1989).

This served as an indication, right from the outset, that most banks
probably did not provide residential construction loan departments
separate from other commercial loans departments. This has a tendency
to limit their ability to assess risk in analyzing residential construction
loans. Also, most of the articles discussed methods to reduce risk in

construction lending in terms of contract administration or construction

- . _



management (Maéomber 1989). However, few articles approached this
topic by discussing the role of lending institutions and their responsibili-
ty to initiate policies to protect all participants involved. Appraisal
fraud and the dilemma of poor appraiser accountability also was evident
in the literature (Warren 1992). However, there was no effort made to tie

this subject directly to the savings and loan crisis, or to lender responsi-

bility.

Again, there was much mention of FIRREA and its effects on the economy.
The literature did, however, make it clear that small builders could be
harmed by this more than large buiiders. It was apparent that there was a
lqt of confusion about FIRREA since it is not clear who or what is respon-
sible for ifs enforcement (Gasteyer 1990). Both the Office of Thrift
Supervision a{nd the Comptroller of the Currency oversee parts of it but
none is in charge of the entire act. Throughout the literature, the rela-
tionship among FIRREA, the reduction of available credit, the loan admin-

istrative process, and the appraisal process-was largely ignored.

The most important study found related to this topic was the Acquisition,

Development and Construction (A,D&C) Financing Survey that was conduct-



ed in 1990 by the Economics and Housing Policy Department of the Nation-
al Association of Home Builders. The survey, which inciuded only builders
throughout the United States, investigated the -arious sources of funding
used for acquisition, deveiopment and construction loans. It also investi-
gated how recent changes in lending practices have affected these build-
ers. It presents a perspective on 'what is occurring in the residential

lending industry, on a national level 'as a result of FIBREA and subsequent

changes in lender policies.

According to the survey results, 50% of the builders indicated that thrift

institutions have reduced their loan amounts for the acquisition, develop- .

ment and construction of residential prpjects. Of those responding, thrift
institutions will no longer make acquisition loans for 52%, development
loans for 46% and construction loans for 46% . Also, one third of the
builders stated that thrifts are now requiring unreasonable amounts of
paper work and documentation to prove project feasibility and financial
security. The reasons' given for these changes are higher capital require-
ments, or the amount of depositor funds that must be used as security
instead of investment capital, and new limits on loans to one borrower

ratio which is the restriction on the number of outstanding loans that can

.



be held by one person.

For banks, the survey reported that 25% pf the builders couild no longer
obtain acquisition loans, 22% could no longer obtain development loans and
15% could no longer obtain construction loans. In the survey, 50% of the
builders finanting acquisition and development projects, and 46% financ-
ing construction projects are being asked for more equity. More than 30%
of fhe builders, are being required to produce greater documentation than
before. The reasons cited for these changes are tougher regulators and
examiners, higher capital requirements, and a greéter concern for liabili-
ty. This survey is very thorough but it is difficult to understand the
driving forces behind all of this change. This promoted the idea to involve

lenders in the Florida study.

The literature, as a whoie, has a few recurring areas of concern thrdugh-
out. First, the biggest problem, as seen by the literature, facing the
residential construction lending industry is FIRREA. It is an ambiguous
and relatively new law and there are few experts on this subject (Bortel
1980). What is known is that it is stifling the lending and residential

construction industry (Endicott 1980). Also, it has removed the S&Ls as a



primary lender in residentiaI‘A,D&C financing and it has limited their role
tremendously (Bortel 1989) Second, bank policies, to tighten standards
due to the lending crisis, are overly zealous in reducing risk to the point
of starving the construction industry of investment capital and hindering
the lending industry from worthwhile investments. Third, the lack of
security against inaccurate appraisal is a big' concern. All of these items

were chosen to be included in the survey. This was not only to find out

what is being done, but also to get suggestions from lenders for possible

solutions.
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CHAPTER TWO
Statement of the Problem

INTRODUCTION

The lending industry plays an important role in the land acquisition,
development and construction of residential property. The industry
supplies most of the investment capital without which few
developer/contractors can produce residential projects. Since lenders
supply most of the capital they bear most of the risks and will seek to
minimize their risk by dictating the terms of the contract and even
refusing to finance if risks are perceived to be too great. Developer/
contractors depend on borrowed capital and will usually accept these
terms s'ince they need to 6btain the loan. This set up puts the lender in a
key position within the residential construction industry to protect the

industry's participants, not only itself.

One of the problems in the process is the failure of all industry
participants, particularly lenders, to assess, manage and even reduce the

risk in residential construction, due primarily to a lack of information or



construction expertise. Managing these lending risks is very difficuit for
lenders to do given the nature of the business. Financing the land
acquisition, development and construction of residential space (A,D&C
financing) presents lenders with a unique set of circumstances that make
it much more difficult to assess the risks as compared to the traditional,

less risky, commercial lending process.

For example, in commercial lending the loan is usually based on the
market value of an existing, tangible product e.g. an automobiie, a sail
boat, etc. !n A,D&C financing, loans are based on a product that does not
yet exist such as an idea to build a. tract of single family homes. In this
case, lenders must make a decision to finance a project based on a set of
architectural drawings and contract specifications, a property appraisal,
a feasibility study, a developer's track record, a record of pre-sales and
other information that is not conclusive in establishing real asset value.
To make matters worse, lenders may not always have access to a
contractor/developer's track record regarding construction competence or

financial responsibility.

If the above issues are not taken into account, the results will be an
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increase in unsuccessful projects brought about by a lack of financial
responsibility, accountability, and unethical behavior by all members
involved in the residential lending process. A contractor's inability to
perform will usually result in a bad loan and subsequent default and
foreclosure. Lenders ultimately have a responsibility to their depositors,
fo thé industry and to the public to see that this does not happen. In the
recent past this has not been the case and the resulting consequences have
been disastrous to the financial well-being of individuals and to local and

state economies throughout Florida and other states.

In this chapter, the problems will be described in detail. However, before-
the problems can be discussed, a broad background must be given to better
understand the forces affecting both builders and the lending industry
today. The S&L crisis and the subsequeﬁt legislative changes that took
blace must be discussed, as well as the changes in the lending industry
that these two phenomena brought about. It is important to have this
background since most of the problems in the construction lending process
today are considered by many to be a direct consequence of these events.

A discussion of acquisition, development and construction loans will also

be given to understand what each entails and how each have changed after



the above events. Finally, a detailed discussion will be provided of
problem areas that must be addressed at this point and through out this

study.
FINANCIAL INSTITUTIONS IN THE 1980’S

The problems of the Savings and Loan institutions began even before the
1980's. These institutions have had to withstand many difficulties due to
the structure of their operation. Basically, they accepted short term
deposits that offeréd market interest rates and invésted these deposits in

long term fixed interest rate mortgages.

This worked as long as interest rates rer-ained low, but the minute they
rose these institutidns faced deep operating losses. In addition, they
were allowed to invest only in long term low risk, low earning
investments, such as home mortgages, as opposed to the high earning
investments of commercial banks. Thus, not only were they unable to
compete with depositor interest rates offered at banks, but they were

unable to protect themselves from volatile interest rates.



There were some problems with this set up but it was not until between
1977 and 1981 that the problems became serious. By 1978, market.
interest rates jumped four points to 9% which had crippling effects on the
net worth of S&Ls. During this time the best interest rate they could
offer was 5.5%, in order to avoid ruin. Despite these efforts, depositors
were lost to investments offering market interest raies. At this point the
S&Ls were severely weakened. By the 1980's The Reagan Administration
had to step in and provide what was seen as the only alternative w-hicﬁ

was to deregulate the lending industry.

At this point, S&Ls could function similar to banks offering the same type
of services and participating in the same type of investments as
commercial banks, without neglecting their involvement ir; the home
mortgage iending market. S&Ls could now issue credit cards and offer
consumer loans, commercial real estate loans and secured and unsecured
commercial loans. Most importantly they could invest in short term
sec_:urities and riskier higher yieiding instruments and thus offer -higher

depositor interest rates to attract depositors.

This seemed to fix all of the problems for the S&Ls. With this new found



freedom, with the security of being insured by the Federal Savings and
Loan Insurance Corporation(FSLIC) and especially with the weakened
condition of their assets, many S&Ls embarked on very risky investments
to generate high returns and to recoup their previous losses. Most of their
investments were carried out with a "we have nothing to lose attitude”
(White 1991). Things went véry well for a while. Interest ra-tes fell

between 1982 and 1983 and continued to be relatively low until 1985.

Thde thrifts grew tremendously in assets from 1982 to 1985 but this was
also due to the économic recovery after the recession in the early 1980's.
Despite their brief recovery, S&Ls exposed themselves to .a gréat amount
of risk, throughout this time, much more so than banks. First, S&Ls had
never had the freedom to make the'.;e high earning investments and did not
have the expertise nor the familiarity to avoid the pitfalls as did banks.
Second, S&Ls were in a desperate situation and were willing to risk much
to recover losses. Third, S&Ls, unlike banks, experienced a tremendous
amount of fast growth. Fast growth is usually associated with large

change and greater risk (White 1991).

Finally, the events that put the S&Ls at most risk and eventually set up



their down fall were the changes in the tax laws and in the oil prices
throughout the 1980's. The Economic Recovery Tax Act of 1981 attempted
to stimulate investment growth by offering accelerated depreciation,
along with the tax shelter. These two procedures eventually created
prébiems because they made it aimost impossible to lose money on a real
eétate invéstment. Accelerated depreciation shortened the d-epreciation

period for all types of real estate.

This meant investors could depreciate ~ore over fewer years. The "tax
shelter" allowed for any losses incurred in real es;tate to be used as an
expense together with the exaggerated depreciation to reduce on financial
statements the investor's ordinary taxable income. When interest expense
was combined with exaggerated depreciation expense and other losses,
even income producing real estate showed negative income or losses.
Investors would be seen as making less money than they were act.ually
making and would be taxed much less. In addition, the increase in oil
prices at that time with the later drop in interest rates made real estate
investors and developers predict continued growth throughout the 1980's

and rapid appreciation of real estate.




Even though real estate investments showed losses they were actually
making money through capital gains or appreciation of market value. The
ability to show exaggerated “paper losses" through real estate despite its
rapid appreciation produced high after-tax earnings. Some developers
made investments in unsound projects that had negative before-tax cash
flow because the after tax benefits wou'!d compensate the losses with a

good rate of return on investment.

In a situation fike this, both the construction industry and the S&Ls that
financed their projects seerﬁed ‘unable to make any mista.kes even with
poor projects. S&Ls in many cases approved construction loans either
with a superficial assessment of the risk involved or with simply no
assessment at all. At this point, it was relatively easy to obtain

financing for residentiai projects.

The 1986 Tax Reform Act changed all of this. This act essentially
removed the real estate tax shelter by designating real estate losses and
earnings as passive losses and earnings. Essentially real estate losses
could now be used to reduce taxable income of real estate only. The

depreciation period was again lengthened to its original duration. Finally,
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Institutions, Reform, Recovery and Enforcement Act of 1989.
FIRREA

By 1989, it was apparent that the nation's savings and loans institutions
were in deep trouble. In an attempt to rescue this industry the newly
elected Bush Administration announced a new program which was sent to
Congress to be approved. This new plan, The Financial Institutions,
Reform, Recovery and Enforcement Act of 1989 would change the
lending industry drastically. This plan has cost over $100 billion dollars,
part of which has been subsidized by taxing the healthy part of the

industry.

The plan was meant to protect the solvent S&Ls, salvage the industry, and
restructure their regulatory standards to protect them from more fraud
and abuse. FIRREA also attempted to reduce the risk of the FSLIC"
(recently changed to the Savings institution Insurance Fund). However, the
results thus far have been so restrictive that even S&Ls with good track

records have been hurt (Bortel 1990).
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S&Ls are now drastically limited as to how much, on what projects, and to
whom they may lend (Bortel 1990). The most drastic of these changes has
been that S&Ls have had their role, as major contributors of capital in the

residential construction industry, drastically weakened.
EFFECTS OF FIRREA ON BUILDERS

The Acquisition, Development and Construction (A,D&C) Financing Survey
done by the Economics and Housing Policy Department of the National

Association of Home Builders adequately displays the effects of FIRREA

felt by home builders throughout the United States. According to the

NAHB's survey, 60% of the builders admitted that the quantity of their

construction activity had been altered due to changes in lender practices.
Those affected stated that the results from these changes included
reducing the number of homes they built per year, ;nd delaying their
projects. Some are claiming that they have had to lay off workers, close
down their operations temporarily and even shut down their business

entirely.

The effects of FIRREA have had stronger impact on builders in the

11
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Northeast with 69% of the respondents stating they have had to aiter their
building activity for 1990. The South was second with 66% of the
respondents admitting having to change their building activity. A study in
Florida that confirms this information was done by Professional Builder
Magazine for July 1990. In this study a large number of industry leaders
are surveyed on key issues. When asked about the S&L crisis and FIRREA,

80% of the builders admitted that they were affected by it in some way.

The consensus of the industry in reaction:to FIRREA is strong and clear.

~ Builders are being hurt by the shortage of investment capital and the

difficulty of replacing the role of the S&Ls in residential construction
lending. In many respects, FIRREA was meant to save an industry, but 1ts
approach has been seen by many as an overreaction to the fear which
create.d it (Endicott 1990). In the information phase of this report the
investigator met with a prominent builder of the North Central Florida
area, who has wished to remain anonymous. When asked what was the
most serious problem for him at the time, he responded,

"...that is easy...where do | get my next loan from 7...".
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THE EFFECTS OF THE ECONOMY

It should be remembered that not all of the negative effects seen in the
residential construction industry lately were caused by the savings and
loan crisis and FIRREA. Another cause of the sluggish residential
construction industry has been an economy that has not been conducive to
growth. According to a quantitative study done by Lewis Goodkin of
Goodkin Research Corporation, it was found that the growth in housing
starts was a function not only of credit availability but also of popuiation

growth (Diez 1 990).

According to a study done by R. Thomas Powers, executive vice-president
of Goodkin Research Corporation, other variables that influence housing
starts are empldyment growth, population growth, monthly mortgage
payment levels in comparison with rents and the nominal level of
mortgage interest rates (Powers 1990). The most important of these
indicators being levels of employment or employment growth and

mortgage interest rates.

Taking into consideration the recession in the. late 80's and early 90's, it
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is clear why housing starts have dropped throughout this time as depicted

in Figure 2-1. However, housing starts have risen 13% from 1991 to 1992.

Also, according to the National Association of Home Builder's Forecast of |
Housing Activity for 1993, housing starts are estimated at an 18.9%

increase. Figure 2.1, Housing Starts 1990 shows the housing activity

'
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Between 1989 and 1990, housing starts dropped due to the delicate
relationship between the demand versus supply that existed in the
residential construction industry which was violated in the early 1980's.
At this time, benefits from the Economic Recovery Tax Act of 1981 made
residential development more lucrative. (Etter and Schmedemann 1991).
The results were an over su;;ply in the market. Also, by creating excess

supply, the laws of economics state that, assuming demand is constant,

~ the market vaiue of existing projects will fall. With a low market value

on existing projects it is difficult for new construction projects priced at

actual value to be competitive. -
RECENT CHANGES IN LENDING PRACTICES

Due to the above problems in the residential construction lending industry
it should be no surprise that lending institutions are not lending the way
they use to. From the literature, it is seen that builders are feeling this
change. Not only are lending institutions’ lending less, they are requiring
more papef work, mandating stricter policies and, in general, being much

more cautious.
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S&Ls have been hit directly by FIRREA's restrictions but banks also are
being watched closely and are being subjected to the overall attitude that
safer is better (Endicott 1990). At this point it should be made clear that

not alli banks in Florida have felt the effects of FIRREA. One bank

" representative interviewed in the information phase of this report stated

that he had always maintained safe, and often restrictive policies even
before the S&L scandai and before FIRREA (Seymour 1993). He also stated

that he was aware of many other banks that had not felt these changes.

However, it should be emphasized that these lenders represent a strict
minority. The rest are noticing a big change. Although, the change is to
varying degrees around the country, the trend toward a more cautious
approach is evident. To better understand the significance of these
changes, a description of the present industry in Florida would be helpful

in providing a picture of what is going on.
DESCRIPTION OF THE LENDING INDUSTRY IN FLORIDA

To understand the state of Florida’s lending industry, institutions were

contacted directly. Lenders were interviewed in Phase | and by telephone
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following survey dissemination. From phone conversations with over 250
presidents, vice-presidents, chief financial officers and senior lending
officers of lending institutions, a good picture of what was occurring in

the industry began to emerge.

Overall, thefe is tremendous change taking place in the industry as
confirmed by the literature. It was discovered that many presidents and
senior staff had retired or left to wark for other lending institutions.
Many banks had merged with other lending institutions in order to group
assets and gain strength. Others had been swallowed up through corporate
take overs by stronger banks. More alarmingly, a number of bénks and S&Ls
had closed within the last year. Finally, one savings and loan had been

taken ove‘r by the Resolution Trust Corporation (RTC).

it was evident that lending institution employees were weighted down
with oppressive amounts of paper work and extensive documentation
requirements. This confirms that they are taking greater care to record
procedures and document transactions than ever before in order to more

accurately analyze loan requests.
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CHANGES IN THRIFT LENDING PRACTICES IN THE SOUTH

As has been seen, the S&Ls have been severely restricted by FIRREA and
their policies and procedure have been changed. Their role as the primary
residential construction lender has been weakened and for some
institutions it has been taken away. Atthough these changes have been '
well intentioned they have caused hardship for the industry in the South

and in Florida.

According to the NAHB's 1990 .Acquisition, Development, and Construction
Financing Survey, it is clear that builders feel that S&Ls have changed.. To
s'how this, the survey organized builders into groups pertaining to the
Northeast, ‘the Midwest, the South, and the West. This allowed the study

to observe what part of the country has had the most changes.

The study asked the buiiders to state whether S&Ls are no longer making
loans, asking for more equity , requiring excessive documentation, asking
for additional collateral or are charging higher fees/interest rates for all
types of residential lending. Equity should not be confused with collateral

which is a personal asset of the investor, promised to the lender, if the
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For tand acquisition loans, Southern builders led the pack with 54%

 equity on loans, 41% require .excessive documentation and 35% no longer

investor cannot pay the loan.

Throughout the country the responses suggested strong change to all
items. However some regions responded stronger to some items than did
others. In reviewing the resuits it is apparent that the South has

responded the strongest to the majority of the itenis.

stating that S&Ls reduced the amount of lending, 56% no longer making
loans for acquisition, 37% require excessive documentation, and 37% no
longer permitting joint or equity ventures but preferring investors to

enter the ioan agreement as individuals.

For development loans, the South had again been the hardest hit. Southern
builders responded the strongest with 52% stating S&Ls have reduced the
amount of lending, 51% no longer making these loans, 47% requiring more

doing joint or equity ventures.

For construction loans, the South was also the region with the most
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changes. Southern builders led the responses with 55% claiming that S&Ls

|
have reduced the loan amounts, 45% requiring more equity on loans, 42% |
requiring excessive documentation, and 26% no longer allowing joint or

equity venture,

According to the survey, many reasons were given for the changes in
residential acquisition, development, and construction lending policies.
However, the strongest responses pertaining‘ to all types of lending across
the country were consistent. These reasons included the new limits on
loans to one borrower ratio or iimits imposed on how much lenders may
joan to a single entity, higher capital requirements, RTC takeovers of the
S&Ls, tougher regulators/examiners and the financial institutions concern

for liability.

In responding to thé reasons for S&L policy changes, the builders in the
South were again among the strongest in the country. It is evident from
this survey and from the literature that regulators are 'attempti'ng to limit
the S&Ls from residential A,D&C lending and are attempting to revert
them back into the traditional one- to four- family residential mortgage

loans (Bortel 1989). This will not only lower their risk levels, but it will
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cause them to focus on what they are good at, which is issuing long term

residential mortgages.
CHANGES IN BANK LENDING PRACTICES IN THE SOUTH

Even though FIRREA has targeted the S&Ls primarily, the banking industry
has not escaped the lending industry's movement towards safer and more
conservative lending pfactices. Banks are creating stricter policies, not
only due to the S&L crisis, which sent shock waves throughout the
industry, But also due to state regulatofs, such the Comptroller of the
Currency, that fear something similar may happen to banks. (Endicott

1990).

Refe;ring again to the NAHB's‘ 1990 Acquisition, Development, and
Construction Financing Survey, builders across the country were also
asked to state how banks have changed their policies towards them.
Similar to the above case of S&Ls,‘buiiders were grouped into the same

regions throughout the country to compare responses.

Builders were again asked to respond whether or not banks have changed

21



using the same categories as those used to inquire about S&Ls. Once more,
buiiders suggested strong change to all categories. However certain
regions gave stronger responses to the majority of the items. In this
case, the South provided the strongest responses for residential
acquisition loans, while both the Northeast and the South gave the

strongest responses for residential development and construction loans.

For acquisition loans, southern builders provided the strongest responses
with 52% stating that banks are asking for more equity, 42% of the bahks
are requiring excessive documentation, 36% are asking for additional
collateral and 25% are charging higher fees/interest rates. For
development loans, southern builders provided the strongest responses to
two categories. They responded above the rest with 41% stating' that
banks are asking for excessive documentation and 38% stating that banks

are asking for additional collateral.

For construction loans, southern builders also provided the strongest
responses to the same categories as in development loans. Southern
builders responded with 40% stating that banks were requesting excessive

documentation and with 33% stating that banks are requesting excessive
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collateral. It is clear from this study that banks although not targeted
directly by FIRREA, have been drastically affected. Banks in the South,

according to builders, have been among those to reflect the most change.

The overall effect of this movement in the industry has been a tighter
credit sifuation that has been felt throughout the country. Also, with the
S&Ls being pushed out of the residential construction lending market and
with banks exercising extra caution, it is evident why housing market
analysts predict a slow to negative growth in hoﬁsing starts over the next

few years (Diez 1990).
CHANGES IN MORTGAGE BANKER LENDING PRACTICES

Most of the information obtained from mortgage bankers was gained
through telephone conversations with mortgage bankers throughout the
State of Florida. it was found that few mortgage bankers issue
residential A,D&C loans. For the most part, they are brokers of these
loans between the developer/builder and the bank or the S&L (Kilpatrick

1991).
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Usually, the bank or the S&L is contacted first by the mortgage broker on
behalf of the developer/builder early on to talk about the possibility of
funding the project. For this reason, mortgage bankers have a good idea of
what loan requests would be acceptable and which ones would not, as well
as, what lenders are looking for in a builder. This made it important to
recognize the mortgage banker as much as possible in this study.

However, it should be understood that the main players in the residential

A,D&C financing game have always been banks and S&Ls.

Since mortgage bankers serve largely as a third party participant between
the developer/builder and the bank or the S&L, they are subject to the
same restrictions as those facing each of these lending institutions. The
resuft of this is that developer/builders have had their traditional sources
of capital severely restricted. They have had to use and will have to

continue to use non-traditional sources of funding.
NON TRADITIONAL SOURCES QF CAPITAL

As investment capital becomes more difficult or even impossible to

obtain, developers and builders will scramble to secure A,D&C financing
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through alternative sources. These alternatfve sources are called
non-traditional sources since the traditional methods have always been
banks, S&Ls, or mortgage banks. Developers and builders may obtain
capital from non-traditional sources by seeking it from international
investors, pension funds, insurance companies, and wealthy landowners.
Also, large construction companies may possibly obtain this type of
capital by attracting additional stockhoiders or equity investors. Finally,
developer and builders may unite with other builders on joint ventures.
Ea_ch of these sources represent a burden of increased effort on the part of

developers and builders to secure financing.

A survey done by Professional Builder Magazine for July 1990 shows
strong evidence that investors ére struggling to get financing through
alternative sources. This study states that 20% of the builders surveyed
have found needed capitai through joint ventures, another 20% through
pension funds, 17% through foreign investors, and less than 14% have been

able to rely on their own financing subsidiary (Heinly 1390 b).

The NAHB's Acquisition, Development & Construction (A,D&C) Financing

" Survey of 1990 provided a clear confirmation of the above data. In the
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survey, 72% of the builder/developers stated they had sought alternative
sources of financing for residential acquisition loans, 73% had sought it
for residential development loans, and 66% for residential construction
loans. Qut of those that had sought alternative sources of financing, only
32% had been successful in obta?ning acquisition loans, 33% in obtaining
development loans, 42% in obtaining construction loans. It is the small
builder that is expected by many to face the most uncertainty (Heinly

1990 b).
TYPES OF RESIDENTIAL LOANS

As has~been stated previously, the focus of this investigation is the
construction loan. However, the land acquisition loan and the land
development loan will also be dealt with but to a limited degree. The
loan for acquisition and development of residential land goes toward
purchasing land, paying legal, engineering, and design fees as well as
other miscellaneous overhead expenses. This loan also covers all

sitework.

The acquisition and development loans are the first to be sought by
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developers and builders. When a lot is developed and ready for

construction, it can be sold to a builder or transferred from the
development to the building division in a company and the development
loan is repaid. Once the acquisition and development loan is paid, the
lender will release the note of the developer so that the construction

lender will have first lien on the property. The loan duration is usually

between 2 and 3 years depending on the size of the project.

Due to FIRREA, the S&Ls have had great obstacles in issuing these loans
since‘they are rated as risky under this act (Kilpatrick 1991). In addition,
the loan-to-v.alue ratios for both banks and S&Ls required by FIRREA and
other very recent legisiative acts have made it difficult for developers

and builders to generate enough equity to proceed with the loan.

Before the S&L crisis and the subsequent regulatory restrictions, the
loan-to-value ratio for acquisition and development loans was as high as
85% for some lending institutions. In post-FIRREA times, this ratio has
been lowered by some lenders to as low as 65-70%. Essentially, the
burden of generating equity capital has almost doubled for today's

developer and this has caused many to drop out of the land development
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business.
THE CONSTRUCTION LOAN

Construction loans follow the same basic steps and procedures as the
acquisition and development loan but there are a few differences between
the two. The lender will disburse the amount of the loan throughout the
construction period in the form of periodic draw payments as opposed to a
single lump sum payment. The construction lender will require first
mortgage on the property so that if for some reason the borrower cannot
pay the loan, it will be first in line to collect the debt ahead of altrother

lien holders.

These types of loans héve also been affected by FIRREA. FIRREA has used
a variety of methods to make it difficult for S&Ls to issue these loans
without careful assessment. Once again, the loan-to-value ratio is one of
the methods that has limited both banks and S&Ls. Before FIRREA, the
loan-to-value ratio required by most lending institutions for construction
loans was around 90%. Now most lending institutions will refuse to lend

with a loan-to-value ratio above 75%. In this case, as in the case for the

28



for the builder.

acquisition and development loans, the equity burden has become greater

PROBLEMS TO BE ADDRESSED

Residential builders and developers in the state of Florida still largely
~ depend on the lending institution for capital to finance projects. Figure

2.2 Changes in Builders’ Plans 1990 shows the immediate effect of tighter

credit for builders nationwide.

BUILDERS WHO HAVE CHANGED 1990 PLANS
DUE TO CHANGES CAUSED BY FIRREA

NC (40.0%)

YES (60.0%)

Figure 2.3 Changes in Builders’ Plans 1990.

Changes in Builders‘
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Aside from the increasing difficulty to obtain financing, many parts of the
process of acquiring residential loans and complying with the
requirements of administering the loans were identified in this

information gathering phase. They are outline below by category.
THE CONSTRUCTION LOAN DEPARTMENT

A 1993 survey of lending institutions revealed that only 23% of all Florida
lending institutions administer construction loans through a separate
construction loan department. (Ebpes and Whiteman 1992). Of those
lending institutions with Con_struction Loan Departments, 92.3% stated
their staff was experienced in the construction industry. However, many
aiso handle all other types of commercial loans. A,D&C financing is

altogether different from any other type of commercial loan.

The loan is based on a product that does not yet exist. The construction
lender must not only assess the builders financial strength but also
his/her managerial, financial and technical abilities to finish the project.
This will include reviewing the marketing information such as the

developer/builder's pre-sales and feasibility studies. Finally, the lender
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must assess whether or not the contractors selected will be able to
complete the project within budget, on time, and with the specified
quality. There is a question as to whether or not enough experienced staff
is available in the lending industry to assess builder capability and to
accurately gauge the scope of the work involved in a residential project

for the purpose of honoring draw requests.
THE DISBURSEMENT PROCESS

The builder is given the total amount of the construction loan throughout
the life of the construction project in the form of draw payments. There
are a variety of methods to disburse draws in residential construction.

Draws may be distributed at certain percentages of project completion or

~ when particular items of the project have been completed. In addition,

some draws schedules are distributed as a 4-draw or a 5-draw schedule.

These schedules are designed by the lender.

In distributing payment draws, the potential for corruption is high when
the parties involved become negligent. When the draw payments are based

on the completion of given items in the project it is harder to be
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unscrupulous because either the items that signal payment are installed
or are not. It leaves no room for interpretation. However, when draws are
based on percentage of the project completion, real expertise is required
to determine the degree of project completion. Untrained inspectors who
go to the site on behaif of lenders may have skills inadequate for

estimating the percentage of work complete.

Builders need the full extent of the value of the work in place in order to
pay subcontractors and vendors in a timely fashion. Lenders are concerned
that the work in place does not represent the requested draw. If this
occurs and the builder experiences financial difficulty and defaults on the
loan, the lender will have paid more than the work actually completed to
that point. This difference will havelto be absorbed as a loss by the bank,
or the bonding company, in foreclosing on the property and in selling of the

assets.

In the interview stage, several builders stated that some lending
institutions are now using an invoice only method of disbursing funds. In
this method, funds are only distributed by the lender upon receiving

written invoices from the builder indicating work that has been
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completed. This method precludes the builder from using funds for any
purpose other than that for which they were intended. This eliminates
buiiders from using funds drawn for one project to pay costs for another.
The issue of how payment is disbursed is obviously important to both
builders and lenders and plays a key element in the administration of the

loan during the project. For this reason it must be addressed in this study.

COMMINGLING OF FUNDS

Often builders carry on more than one project atl a time. They might
establish relationships with different lenders for financing the
acquisition, development and construction of their projects. Throughout
the life‘ of the projects, builders receive draw payments at differeﬁt
times. Each of the lenders involved with the buiider assumes that the loan

draws will be used only on the project for which they were intended.

However, the developer/builder may find himself/herself involved in a
project that is in need of money but with draw payments not expected for
some time. The developer/builder may choose, at this point, to use the

funds from another project to rescue the project that is in need. This
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procedure is known as the commingling of funds and is prohibited by the
laws in Florida. However, many builders still are willing to take the risk

in order to keep a project from collapsing.

Builders may find themselves forced to commingle funds for a number of
reasons. One of these may be dué to the pbor timing of payment draws.
Most Builders may run many projects simultaneously, and manage them
very well. However, the fact thét draw payments are sometimes
scheduled at inauspicious times makes it impossible to continue the
project without having money from another source. Draws from another
project are convenient to use and are much less expensive than additionai

financing.

Another form of diverting funds is when builders use money for "soft
costs" that is intended for "hard costs". Soft costs are those costs
considered indirect costs or overhead which includes marketing costs,
sales fees, interest expense, etc. Hard costs are direct costs that go
toward building the building such as labor, material, and equipment costs.
The builder in this case is placing himself at greater risk since these

funds, devoted for hard costs, are limited. This is another item that must
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be addressed in this survey.

The fraudulent side of commingling funds originates from the poor
management of a project that is over budget, overdrawn and in trouble. In
this situation, builders may divert funds from another project that is
doing well fo save alproject that is in trouble. However, by diverting

funds from the other project, the builder is putting both the project and

the lender i-n danger.

Commingling of funds may be a necessary part of the resiciential
development process. Builders and developers are operating a single
business and must meet all associated costs. Many builders and
developers argue that to be successful, they must be able to use all
incoming funds in whatever manner is necessary to keep each project
running. One buiider inte_rviewed stated that at least 90% of ali
homebuilders use funds intended for one project to pay costs on a
different project at one time or another. He further stated that many

would go out of business if they did not do this occasionally.
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THE APPRAISAL

The appraisal plays a very important role in the process of lending money
for a project. The loan-to-value ratio is based on the appraisal. Lenders
use outside appraisers contracted for this purpose. This is done to avoid
conflicts of interest between the builder and the lender. There are
basically three methods the appraiser may use to establish the value of
the property. These methods include the comparison approach, the income
approach, and the cost approach (Brooks 1976). They are usually used

together but may be used alone depending on the situation.

In the comparison method, the appraiser finds the average of the sales
prices of similar real estate in the given area over a designated period of
time. The income approach establishes the amount of income a piece of
real estate will generate and, based on that, analyzes how much capital it
would take for a similar investment in real estate in the area to generate
that income. The value of that capital would be the value of the real
estate being appraised. Finally, the cost approach involves finding the
actual cost of the real estate in terms of the resources used to build it

such as materials, labor, equipment for repiacement value purposes.
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Although these approaches seem straight forward, they tend to be
subjective and open to interpretation. To add the confusion, there is little
uniformity among appraisers who use different forms and different
procedures within each method outlined above. In the past, this
subjectivity has put the appraiser in a position to be influenced by the
various particfpants of the reéidential loan process for fraudulent

purposes (Warren 1992).

A contributing factor in the S&L crisis occurred when appraisers were
pressured into inflating the value of real estate to increase the loans for
purchase. This not only raised property values, but it also incréased the
lender's risk by increasing the ioan often above the value of the real
estate. If the- borrower defauited, the lender, in this case, could not

recover the loan by selling the property.

Due to past fraud in appraisals, legislators have included in FIRREA
restrictive guidelines for appraisers working with federaily insured
lending institutions. These guidelines, called the Uniform Standard of
Professional Appraisal Practice (USPAP), have made it easier to indict

those who attempt to influence the appraisal. However, much is still
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needed to clean up this process and create uniformity among appraisers
(Warren 1992). The recent use of a new form, the Uniform
Commercial-industrial Appraisal Report Form, is a step toward improving
the situation, but a lot must still be done (Warren 1992). Since the role of
the appraisal is so important and appraisals are less than scientific, this

issue must was included in the survey.
THE CONSTRUCTION LIEN LAW

"The Lien Law", as it is referred to, is one of the most important laws that
pertain to both the lender and the builder regarding payments to
subcontractors. The Construction Lien Law is defined by the Florida

Construction Law Manual as follows:

"...a claim or charge against a property to secure a debt incurred for
improvements of the property when certain procedural requirements have

been done...."(Lieby 1988).

The purpose of this law is to make sure that builders, suppliers and others

associated with the construction process get paid for their services. This
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is done by periodically issuing a "Notice to Owner" which is a document

submitted to the owner and lender requesting payment for the services

completed to date. Once the owner pays the builder or subcontractor with
ar loan draw payment, the builder, or whoever has been paid, returns to the
owner a lien waiver. This is a3 document stating that the builder gives up

the right to ’place a lien on the title of the property for the amount of

~work already paid. If not paid, the lien on the property can be enforced in

court whereby the court may seize and foreclose upon the property to pay

the builder.

The lien law is important to the construction lender for a number of
reasons. First, The construction lender is interested in making sure that
every builder, subcontractor, and supplier gets paid fairly so that no liens
are placed on tﬁe property. If liens are placed bn the property during
construction, it will jeopardize the possibility of getting the long term
mortgage financing that will be used to pay for the construction loan

(Tindalt 1990).

When the property already has a construction lien, the long term mortgage

lender will have to subordinate its claim to a second lien and this may not -
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be acceptable. By subordinating its lien, the lender will be second in line
to get paid in the event the property is foreclosed upon. Second, the
lender is interested in receiving timely lien waivers because if a lien is
placed on the property then it wiil take priority over later construction
loan payment draws if the property is eventually foreclosed (Tindall
1990). For this reason, many lenders will attempt to convince the builder
to sign a subordination agreement that will subordinate any lien they may

file to the lender's lien.

It may not be in the interest of the builder to subordinate his or Her right
to piace a lien on the property. Builders should also investigate how to
protect their rights under the Construction Lien Law. Three things must
occur for builders to be p‘zrotected-by this law. First, they must submit
Notices to Owner within 45 days of 'furnishing materials or services or
before the earlier of the following: abandonment of the general contractor
or the submittal of general contractors final affidavit (Lieby 1988).
Second, after finishing all work, the builder must record claim of lien
within 90 days (Lieby 1988). Third, the builder must give the owner a
copy of the claim of lien no later than 15 days after recording it (Lieby

1988).
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Many times builders may nullify their rights by not acting on time or by

following procedures incorrectly. This provides an unfair advantage to
lenders. In the study entitled "The Role of the Lending Industry in
Construction”, it was discovered that roughly 28.3 % of contractors and
25.7% of subcontractors in Florida are not familiar with the lien law
(Eppes and Whiteman 1992). This is alarming because ofteﬁ the only way

to protect their rights is by fully understanding this law.

CONCLUSION

The issues identified as potential impediments to making the lending
process fair and efficient to all parties were derived through interviews
with builders. and lenders in Phase | of the investigation. A review of the
literature supp!iéd the background information and description of some of
the problems. Chapter Three, Firrea and Other Influential Laws provides a
discussion of the events that led to the major changes in the lending

process that are affecting residential buiiders and developers today in the

state of Florida.
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CHAPTER THREE

Firrea and Other Influential Laws

INTRODUCTION

The difficuity Florida residential builders and developers are now facing
in obtaining project financing has come about primarily as a result of the
S&L crisis. In this chapter three very important legal changes affecting
S&Ls and banks are discussed. First the creation of The Financial
Institutions, Reform, Recovery and Enforcement Act of 1989 (FIRREA) and
the policy changes that it enforces will be discussed. Basically, this act
has targeted the savings and loan institutions, but banks have felt its

effect indirectly.

Second, the Interagency Guidelines for Real Estate Lending Policies will
be discussed. These guidelines were created by the Office of the
Comptroller of the Currency, The_ Federal Reserve Board, The Office of
Thrift Supervision, and the Federal Reserve Board in a joint effort to

obligate lending institutions to create more thorough lending policies.

.



Third, a discussion will be given on a new law, The Financial Deposit

insurance Corporation improvement Act of 1991, part of which took effect
during this study. Although not much is known on this law or the effects
it will have on the industry, information that is available will be
presented. This law has been directed towards commercial banks and
S&Ls to increase the ability of regulatory bodies to enforce policies on
lenders to protect the public. FIRREA has created the most change and is
the iaw most relevant to this study. Some of the effects FIRREA has had

on the industry and on the economy will be presented.
ORIGINS OF FIRREA 1989

In an attempt to respond to the catastrophe of the collapse of the savings
and loan industry, President Bush signed the Financiai Institutions
Reform, Recovery and Enforcement Act of 1989‘. At that time, a great
number of projects were being foreciosed and thousands of lending
institutions around the country were filing for bankruptcy. The

government felt obligated to step in and minimize losses.




FIRREA was passed by Congress on the morning of August 5,1989 and it
was signed into law by President Bush on August 9, 1989. However. the
plan to save the S&Ls had been started on February 6, 1989, when The Bush
Administration introduced an overview of the pian to close down or sell at
least 350 insoivent S&Ls. Part of this plan included a reorganization of
the régulatory system to cause it to provide greater protection against
similar dangers in the future. From the start, the numerous changes
brought about by this law were intended to maintain the solvency of the
S&Ls, and to streamline and improve the way they are regulated, insured,

and protected from fraud and abuse.

FIRREA produced an immediate impact on the acquisition, development and
constfuction lending industry. This law served to practically eliminate
the involvement of S&Ls in A,D&C financing by establishing requirements
that would make it difficult for them to get involved. A majority of S&Ls
are now being forced to turn down many builders who were issued loans in
the past. This act has created new restrictions and procedural
requirements that have changed the process by which these institutions

make loans.



FIRREA has also reduced the maximum amount of loans that may be

approved. The impact on residential builders has been felt strongly
throughout the industry. According.to the Acquisition, Development and
Construction (A,D&C) Financing Survey of 1989 conducted by the National
Association of Home Builders, 60% of the builders surveyed have had to

alter their building plans for the year 1990.

On the other hand, not all builders feel negatively concerning this new
law. For- example, in a survey done by Professional Builder Magazine for
July 1989, some large builders found FIRREA beneficial because it has
helped to reduce some of the competition (Heinly 1989 b). However, most
builders do not feel this way. The majority feel that it has brought about
negative results to the industry through the reduction of investment
capital, the increase in documentation, the increase in project delays in
searching for other sources of capital and through other negative effects

that will be discussed in this chapter.
REORGANIZATION OF THE BANKING SYSTEM

One of the leading criticisms of FIRREA has been the speed with which it

T N N AN A I DD T BE AN O B GF BN S G O = e



proceeded to implement such drastic changes. In an article written on
FIRREA, Martin Periman, the President of the National Association of Home
Builders at the time, commented negatively regarding this aspect of the
law. His main complaint was that although everyone in the industry was
in favor of a longer transition period to implement this act, none in the
industry were effectively making an effort to do so. The sudden
implementation of this act Was considered by many to be a terrific shock

due to the immediate increase in loan restrictions that it brought about.

Another issue has been the fear of what many consider to be an impending
"regulatory recession" caused by extreme government intervention into the
lending process. Extreme government intervention has not only limited

the involvement of lenders in construction, it has starved builders by

" creating a shortage of badly needed investment capital.

FIRREA has also been a burden for lenders due to its sudden and drastic

changes. It has left S&Ls struggling to rearrange their balance sheets and

- their investment portfolios to conform to new requirements. This burden

will continue to be endured long into the future as regulators begin to

define the details of the law and to implement the standards which




congress has established. Many S&Ls have since been forced out of the

acquisition, development and construction lending business altogether.

ORGANIZATIONAL CHANGE

FIRREA has caused a drastic reorganization of the entire banking system.
Many of the existing reguiatory agencies have been disbanded and have
been replaced by entirely new organizations. The most drastic change
created by this act has been the complete elimination of the Federai Home
Loan Bank Board and the Federai Savings ahd Loan Insurance Corporation
(FSLIC). In the past, these agencies both regutated and insured the
deposits of all S&Ls throughout the country. FIRREA then distributed the

responsibilities of these two agencies among a variety of other agencies,

some of which had not existed before.

The first change to the regulatory structure occurred with the creation of
the Office of Thrift Supervision (OTS), established under the Treasury. Its

responsibility is to manage all emerging, new and existing charters of

- S&Ls, including state charters and thrift holding companies. The director

of the OTS has also replaced the chairman of the Federal Home Loan Bank
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Board as the chief regulator of the entire savings and loan industry.

The second change invoived the Federal Deposit Insurance Corporation
(FDIC), which regulated and insured commercial banks and mutual savings
banks. With this new law, the FDIC was to take control of two newly
created insurance funds. The first of these was the Savings Association
Insurance Fund (SAIF) which is now responsible to insure the deposits of |
the former Federal Savings and Loan Insurance Corporation (FSLIC). The
other was tﬁe Bank Insurance Fund that is now in charge of insuring
deposits for commercial and mutual savings banks. This took‘ away the
FDIC's primary regulatory responsibilities and replaced them with
secondary responsibilities (White 1991). That is, it regulates as it did
before but now it do‘es it thrdugh separate entities. This served to

centralize the insurance of bank and S&L deposits.

The third change was the establishment of the Federal Housing Finance
Board (FHFB). This board replaced the bank boards oversight of the Federal
Home Loan Banks (FHLB). The FHFB now has five members which includes
the Secretary of Housing and Urban Development and five other members.

The FHFB is also in charge of regulating the process by which FHLBs



allocate credit.-

Finally, FIRREA established the notorious Resolution Trust Corporation
(RTC) which took over the responsibility to dispose of the S&Ls and their
assets that had become insolvent before 1993. This responsibility was
previously handled by the FSLIC. The RTC is presently scheduled to
disband in 1996 after it is through disposing of all mismanaged S&Ls.
Despite its refatively short life, it was given funds totaliig $50 billion
provided by the Treasury and by the Resolution Funding Corporation (Ref

Corp).

The Ref Corp was created to borrow up to $30 biliion from the public to

give to the RTC. It is also in charge of paying the interest on the $30

Billion. The RTC is now managed by the FDIC and is considered to be a
branch of it, aithough never designated as such (White 1991). FIRREA also
established the RTC Oversight Board that is to set policies and review the

actions of the RTC. This board consists of a five member committee

~ which includes the Secretary of the Treasury, The Secretary of Housing

and Urban Deveiopment, the Chairman of the Federal Reserve Board and

two appointed members.
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CHANGES IN DEPOSITOR INSURANCE

With the FSLIC no longer in existence and the SAIF now responsible to
insure deposits, there have been some important changes in thé way in
which the deposits of the S&Ls are insured. The SAIF is now being
controlled by the FDIC which means that depositor insurance for both
banks and S&Ls have been centralized under the oversight of the FDIC.
This will not only allow the FDIC to influence S&L depositor insurance, it
will also provide greater uniformity in this area throughout the lending

industry. The SAIF has also been given the authority to adjust S&L

insurance premiums higher or lower. These premiums are used to build up

insurance fund reserves until they equal at least 1.25 percent of total
insured deposits. The FDIC board may also deem it necessary, through the
SAIF,_to create reserves equal up to 1.5 percent of total insured deposits.
If the FDIC goes beyond the required fund reserves, it is required to pay
rebates to S&Ls for any money above the reserve amount. In addition, the
premiums imposed on all lending institutions are now caiculated on the

basis of risk as opposed to a set fee across the industry.




CHANGES IN LENDING REQUIREMENTS

FIRREA has changed the lending policies of S&Ls in basically four areas.
These areas are not only the most criticfzed by builders but they are also
the main instruments used by this law to alter lending policies for the
S&Ls. These areas include lender capital requirements, limits on the loan
to one borrower rule, the qualified thrift lender (QTL) test, and real estate
equity requirements. A brief discussion on each of these will be provided
to show the impact each has had on the lending process. In all of these
areas, the objective is the same. They represent an attempt to severely
limit or even terminate the_ involvement of S&Ls in the area of A,D&C

financing.
CHANGES IN CAPITAL REQUIREMENTS

All S&Ls are required to meet stiffer, risk-based capital requirements
that are at least as stringent as those standards that are enforced on
banks by regulators. The Office of Thrift Supervision is responsible for
enforcing these requirements on S&Ls. Capital requirements basically are

a form of insurance for lending institutions. Lenders collect and hold
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deposits and in return they pay depositors market interest rates.

Meanwhile, lenders invest these deposits in the securities markets or by
issuing loans to generate a return higher than the rate given to depositors.

What is left over, after depositors and overhead is paid, is considered

"profit. However, the lenders are restricted as to how much of the

depository funds may be invested. The moneys that must be retained and
not invested are called capital requirements. Basically, the riskier the
investments. that lenders make, the more capital is required to be kept on
hand and the less may be invested. Although capital requirements make

lending institutions safer, they also make them less profitable.

WiAthin 120 days after FIRREA was enacted , S&Ls were required to
maintain capital requirements of not less than a 3% ratio of core capital
to assets, as defined for national banks. Of this required capital, at least
haif has to be tangible, meaning it has to be in liquid form such as cash,
securities, or other assets that are easily converted into cash without
reducing their market value. Under the act, core capital includes 30% of
the market value of the S&L's purchase mortgage service rights. S&Ls are

also required to maintain 1.5 percent of tangible capital on hand or 90% of
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the market value of purchased mortgage-servicing rights. S&Ls that are
found not to comply with these requirements are now subject to limits on

asset growth and face the possibility of having their depositor insurance

taken away.

To increase capital, lending institutions can do four things. They may
increase earnings or profits, raise outside capital, restructure their
balance sheets, or consolidate with another institution. However, some of
these options may require S&Ls to sell off some of their assets which can

include mortgage backed securities or selling their branches.

The largest inhibitor of A,D&C financing are the risk-based capital rules.
Under this system, assets considered less risky will require less capital

to be kept on hand by the institution. For example, all assets are given a

~ weight commensurate with risk. This weight is multiplied by the 8%

Capital required for every $100 in assets to caiculate the total for capital
requirements. A,D&C funding has been given a 100% weight rating while
other assets such as mortgage-backed securities like Freddie Mac and
Fannie Mae are weighted at 20%. Five times more capital requirements

are mandated for A,D&C financing than for regular home mortgage loans.
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It is evident that this requirement is a powerful deterrent for S&Ls to

stay away from A,D&C lending.

S&Ls have reacted by refusing to lend to builders or by offering loans at
much higher costs to make up for the additional cost of having money tied
up in capital requirerhents._ The capital requirement quotas will be met by
S&Ls. However, most lenders will refuse to use additional depositor funds
as capital requirements. This will only reduce the money they can invest
and the profits they can earn in the financial markets. Instead, lenders
will demand that the borrower put up the money in the form of lending
fees, to satisfy their requirements. In this way, lenders will pass the

costs on to the consumer.
LOANS TO ONE BORROWER (LTOB) RULE

FIRREA has reduced the amount of loaned dollars that a single borrower
may be issued. Before, the lending institution could issue the borrower up
to 100% of an institution's capital but now only 75% of the institutions
capital may can be borrowed. The borrower limit did increase to 25% for

loans involving readily marketable colilateral but it was not allowed for
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real estate.

S&Ls were given a minimum LTOB limit of $500,000. This has put S&Ls
ahead of banks which have a lower limit. However, this is no consolation
to builders who have had to suffer the loss of the S&Ls due to more
restrictive requirements of FIRREA. There is another exception to the
general LTOB. Lenders may increase their LTOB to 30% or $30 million
dollars, which ever is less, for residential development. This exception is
only allowed if S&Ls have obtained fully the capital requirement of 3%

core capital to assets ratio and an overall 8% risk based capitai

requirement.

In Addition, S&Ls must have permission from the OTS, and have a limited
aggregate ‘arnount of loans made under this exception. However, only about
1000 thrifts, out of the many existing nationwide, meet these
requirements. This brings some comfort to builders in need of loans but

obviousty there will not be enough financing for everyone.

Adjusting to this law was difficult since it became effective as soon as it

was established. This meant that S&Ls had to perform a major
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reorganization process to their loan portfolios. To add to the confusion,
FIRREA changed the definition of capital on which the LTOB was based.
The new limit is based on real or actual capital whereas in the past
capital was interpreted to mean net worth. This has changed things
dramatically since the previous definition was, for the most part, an
overstated figure whereas the new definition is closer to the actual

amount of capital held by an institution.
THE QUAULIFIED THRIFT LENDER (QTL) TEST

The Qualified Thrift Lender Test is basically a requirement to ensure that
S&Ls devote a certain percentage of their assets to housing related
investments. FIRREA has served to tighten this requirement by obligating
S&Ls to invest at least 70% of their total assets in housing related loans.
Before FIRREA, the QTL test was 60%. It should be noted that

construction loans are considered to be a housing related investment

though acquisition and development loans are not.

There are some disadvantages of not complying with the QTL test. If an

S&L's QTL test results with less than the required percentage, the
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institution will no longer be eligible for tax benefits and will no longer be
eligible to access low interest advances from the Federal Home Loan
Banks. In addition, it will lose its charter and will have to convert to a
more restrictive bank charter or remain a thrift and limit its investments
and activities to those of a national bank. In either case, it would remain
insured by the SAIF but it would lose access to Fedefal Home Loan Bank

monetary advances.
REAL ESTATE EQUITY INVESTMENTS

After FIRREA, S&Ls were prohibited from making any direct equity
investrments in real estate. That is, S&Ls are not allowed to invest in
propefty or generate a profit through the direct sale or p;:rchase of real
estate. They are still allowed to organize joint ventures and equity
participations, but their involvement is limited by the new capital
requirements. These requirements obligate S&Ls to capitalize these
subsidiaries separately from the parent S&L 5 years after the enactment
of FIRREA. Further, the S&L may no longer lend any amount of money to
this type of financial subsidiary. Therefore, undercapitalized S&Ls are

likely to rid themselves of these subsidiaries in order to free up their
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. assets for use in other less restricted and more lucrative investments.

EFFECTS ON THE ECONOMY

Many residential builders accustomed to obtaining investment capital
from their S&Ls have been highly restricted as to the terms of the loan
and the loan amount. Some builders were even denied all lending
privileges altogether.

According to the Acquisition, Development and Construction (A,D&C)

Financing Survey of 1990 done by the NAHB, 60% of all builders around the

country had relied on S&Ls to finance their projects. Of those builders

52% in acquisition, 46% in development and 30% of construction are no
longer able to obtain capital from S&Ls. Banks have also been restrictive
due to the overall climate of caution having been established in the

lending industry.

FIRREA has been accused of creating what has been regarded as the
crippling "credit crunch” (Heinly 1990 b). Now most builders are able to
find little, if in any, A,D&C financing through the traditional sources

which include S&Ls and banks. Surprisingly, this survey revealed that the
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hardest hit of these have been the large builders. This was not expected
since it was believed that the larger builders were weil financed and had
good existing relations with lending institutions. However, all builders,

not just large ones, have been hit hard in one form or another.

As a results of this credit crunch, notable changes have taken place in
residential construction. An example of this is exhibited by housing start
activity throughout the country. From late 1989 to 1990 housing starts
dropped from a peak of around 1750 to a low of 790. This is believed to be
the result of FIRREA and other important factors in the economy, that have
worked together to produce a negative effect in the residential
construction industry. Some of these other variables can include

population growth, unemployment rate, interest rate, inflation and the

like.

Many believe that the sudden drop is caused only by the changes in the
economy during those years. However, FIRREA has played a large part in
this as well. The drop in housing starts between 1989 ahd 1990 caused
many to go out of business temporarily or permanently. Even builders,

considered well established, were limited due to new lending
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requirements and economic conditions not conducive towards growth.

Fortunately, housing starts have leveled off in the beginning of 1991. This
can be attributed to some buiiders being able to obtain investment capital

from alternative or nontraditional sources and to the drop in the interest

" rates. However, the problem of obtaining financing is not over for

builders. Despite the economic improvement, many are still scrambling to
gain the capital they were accustomed to having before FIRR_LA. Many have

even closed their doors after being starved of their investment capital.

IN SEARCH OF INVESTMENT CAPITAL

Due to FIRREA it is evident that traditional forms of A,D&C financing will

be hard to come by. In many articles, it was pointed out that in the 90's
new ideas will be needed in the area of housing related finance due to the
shortage of capital now being faced (Bortel 1990). In the survey done by
Professional Builder, one builder had to go as far as Japan and Australia to
find investment capital for residential construction projects (Heinley
1990 b). In the same survey, many builders responded by saying that they

were out scrambling for money or busy trying to develop new
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relationships with people who have access to large amounts of investment

. capital. It is clear for most builders, at this point, that if they ever

expect to have the same amount of A,D&C financing as before, they will

have to obtain it through other nontraditional sources. -

THE INTERAGENCY GUIDELINES FOR REAL ESTATE LENDING

POLICIES

On March 19, 1993, The Interagency Guidelines for Real Estate Lending
Policies were instituted for ail lending institutions acrbss the country.
These guidelines were a resuit of a joint effort of The Federal Deposit
Insurance Corporation, The Office of the Comptroller of the Currency, The
Federal Reserve Board, and The Office of Thrift Supervision. The focus of
the guidelines was to order all lending institutions to establish strict apd
formal lending policies that would be subject to periodic review. This
directive sent to ali iending institutions makes reference to FDICIA which

is the next law to be discussed in this chapter.

The guidelines address basicaily three topics which includes the
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loan-to-value ratio, the establishment of formal lending policies, and the

supervisory review of policies. The purpose of the guidelines is to create

within both banks and S&Ls a more cautious attitude, and a more

systematic procedure for issuing loans.
THE LOAN-TO-VALUE RATIO

Before the Interagency Guidelines, loan-to-value ratios were already low
due to the S&L crisis, FIRREA, and iﬁdustry apprehension towards risks
due to the first two events. The Interagency Guidelines serQed only to
formalize the lower loan-to-value ratio limits éince the previous limits
had become obsolete. In conversations with a bank lending officer in the
North Central Florida area, it was learned that the guidelines were not
restrictive on most banks. ;I'he new loan-to-value ratios répresents a
ceiling limit and most lenders have now become so cautious with their
lending policies that they are now well below these limits (Cameron

1993).

The loan-to-value ratio for the purchase of raw land is now 65%, to

develop raw land it is 75%, to construct commercial, muitifamily and
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other non-single family residential it is 80%, to construct 1-to 4- family
residential it is 85%, and to improve property it is 85%. However, lenders
are encouraged to set their own loan-to-value ratios, within the above
limits. These ratios must be set relative to the risk involved for each
type of loan. If, for example, a lender issues loans under any of the above
cafegories that is riskier than the overall category, then its loan-to-value

ratio should be lower than that required.
FORMALIZING LENDING POLICIES

The Interagency Guidelines were created to insure that lending
institutions create, maintain and review formalized policies establishing
limits and restrictions for the issuance of loans and all extensions of
credit 'related to real estate. The guidelines take into consideration that
each institution is different and allows each to create lending policies
that best suit its needs and risk factors. However, the policies
established by the various lending institutions must follow the broad
requirements of this regulation. In addition, each institution's policies

must be comprehensive and consistent with sound lending practices.
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According to the guidelines, the lending policy must contain a broad
overview of the scope and organization of the institution's credit

facilities as well as the method in which loans are given, managed and
collected. Basically the institution's real estate lending policies should
include the following: the geographic areas in which loans will be made, a
loan diversification policy, the appropriate terms and conditions for réal
estate loans, loan origination and approval procedures by loan type,

prudent and measurable underwriting standards, review and approval

procedures for exception loans, loan administrative procedures, such as

documentation, disbursement, collateral inspection, collection etc., real
estate appraisal and evaluation programs, and programs to review the loan

portfolio.

The Interagency Guidelines also requires the lending institution to take
.into consideration external factors involved in lending, not just internal
items directly related to the loan application. In issuing loans, the
institution should bear in mind its size and financial strength. It should
also consider its level of expertise and size of lending staff. Also, it
should avoid undue concentrations of risk and it should comply with all

real estate laws and regulations.
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The institutions should also monitor local market conditions within the
lending area to allow fast reactions to changes in the economy. In lending,
the institution should bear in mind the following market variables:
Demographic and economic indicators, zoning requirements, current and
projected vacancy, construction and absorption rates, current and
projected operating expenses for different projecis, current and projected
lease terms, rental rates and sales prices and current figures used for the

valuation of property, such as the discount and direc¢t capitalization rates.

For issuing loans in development a.nd construction projects, ‘Iending
institutions should establish lending policies that are well suited not only
for the size of the project to be funded but élso for the types of loans
issued. For A,D&C financing, the Interagency Guideline;s specify that
lender policies must cover the following: requirements for feasibility
studies and sensitivity and risk analysis, borrower equity requirements,

standards for net worth, cash flow and debt service coverage of the

borrower, standards for accepting non-amortized loan, pre-sale

requirements, limits on recourse and nonrecourse loans, requirements for
guarantor support, requirements for takeout commitments and covenants

for loan agreements.
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It is evident that this reguiatory requirement is very open ended. It gives ff
|
|
each lending institution the freedom to generate their own policies. |

|

However, institutions must create policies that contain a sufficient
amount of detail so that all of the areas mentioned above may be
adequately covered. This will not only protect the lending institution and

its depositors but it will also clear up ambiguities and loopholes in

" lending policies. According to a representative of the Office of the Deputy

Comptroller of the Currency, in Atlanta, Georgia, this part of the
guidelines represents an effort among many regulatory bodies to
formalize policies and procedures of all lending institutions to cre'ate,
within the industry, a greater sense of caution and control over daily

operations.

_SUPERVlSORY REVIEW OF LENDING POLICIES

The Interagency Guidelines aiso require financial institutions to have
their lending policies periodically reviewed. The board of directors of
each lending institution is to make sure that the policies not only conform
to safe lending practices and standards but also that the institution

follows those standards.

2 '
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For the most part, the lending policies of financial institutions will be

reviewed by regulatory examiners during the course of their annual

| examinations. Examiners must ensure that these policies are consistent

%; with safe lending practices, the Interagency Guidelines and the
“requirements of all banking regulations. During examinations, examiners

~ will take into consideration the following items: Market conditions,
nature and extent of Iending-activity, size and strength of the institution,
the effectiveness of the institution's internal and administrative
controls, and the expertise and the size of the loan department staff.
Examiners also will review each loan made thét did not conform to the

lending policies and will expect extensive documentation providing

sufficient justification for it.

it is evident that this law had some effect on lenders. However, it did not

| create as much commotion as did FIRREA. Compared to FIRREA, many

would agree that The Interagency Guidelines for Real Estate Lending
Policies have had a small effect on A,D&C financing. However, it has

created change for construction lenders and therefore it was necessary to

discuss it in this chapter.
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FDICIA of 1991

This new law is called The Federal Deposit Insurance Corporation
Improvement Act and was passed on December 19, 1991. However, the law
was not implemented all at once. Parts of it have been phased in over
time and there are paris still waiting to be implemented. The intent of

the law was to:

" ..require the least cost resolution of insured depository institutions, to
improve supervision and examinations [of lending institutions by
regulators], to provide additional resources to the Bank insurance Fund,

and for other purposes...."(FDICIA 1991).

it was discovered through interviews that lending officers and bank
executives knew little or nothing of this law. Members of regulatory
agencies, that are affiliated with the law, were then contacted to gain
more information. From these consuitations it was discovered that
FDICIA is a very complex law and it is still too early to tell what effects
it will have on lending institutions or the economy. Although there are

opinions among lawyers affiliated with congress who have read and
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understood the law, there is still not enough literature written in this

area that expresses these opinions in detail.

Another reason why little is known about this law is that the changes it is
bringing about are much more subtle than the other laws discussed in this

chapter. One IaWyer in a regulatory agency, wishing to remain anonymoué,

stated that "FIRREA brought about changes with a sledge hammer

compared to FDICIA which brought change with a surgeon's scalpel”.

Changes created by FDICIA are less dramatic and not as controversial as
those of FIRREA. According to this lawyer, FDICIA was intended to give

the Federai Deposit Insurance Corporation, more regulatory power to

control, manage and sanction all lending institutions around the country.

It was not intended to restructure lending institutions a great deal nor

was it intended to restructure the banking system

It is FIRREA that has created the greatest disturbance in the lending
industry. FDICIA and The Interagency Guidelines for Real Estate Lending
Policies have been more subtle in their approach and the changes brought

on by these two have not been extremely restrictive nor have they been a
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burden to the construction industry. FDICIA and The Interagency
Guidelines may produce complications in the residential construction
lending industry in the future. However, lenders and residential builders

are busy with the more immediate concerns of FIRREA.
HIGHER COST OF FINANCING

The end result of FIRREA and the changes it has brought about will
undoubtedly increase the cost of construction the way most restrictive
regulations have done in the past. First, the costs of cbnstruction will
increase with the extra time and effort dedicéted to obtaining A,D&C
financing. Builders may have to increase the cost of construction to pass
their added costs on to the consumer. Second, there will be an increase
due to the added cost of Sorrowing money from two or tﬁree sources as
opposed to only ‘one. Third, banks as well as all other sources of financing

are requiring more documentation.

This also will increase the time and money expended by builders. In the
end, the result will be an increase in the cost of housing. According to the

survey in Professional Builder Magazine for July 1990, one builder stated
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the following:

“..It is critically important to communicate to home buyers that
we[builders]are not responsible for a good portion of the costs...so they

can start to put pressure on their elected officials...."(Heinly 1990 a).

Increases in iending restrictions may not be the sole cause of increases in
housing prices. However, these, together with other variables such as

inflation and the shortage of materials,’ have served to increase the cost

of housing.

CONCLUSION

Thre;e recent legislative changes thét have produced a variety of changes
have been discussed throughout this chapter. These three laws include
The Financial Institutions Reform, Recovery and Enforcement Act of 1989,
The interagency Guidelines for Real Estate Lending Policies, and The
Federal Deposit Insurance Corporation improvement Act of 1991. Out of
these, FIRREA provided the most change to the lending industry and the

greatest shortage of funds to the residential construction industry. It is
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FIRREA that has generated the most controversy while the rest have, for

the most part, remained obscure or have attracted very little interest.

Aimost every change brought about by FIRREA has been directed toward
limiting or removing the S&Ls from A D&C financing. The result has been
a tremendous shortage of investment capital in the residential |
construction industry. It has also been FIRREA and the restrictions it has
brought about, together with other economic variables, that have
drastically reduced the number of housing starts from the end of 1989 to
the beginning of 1991. Although the economy is expécted to pick up in the
coming years, FIRREA may make it difficuit to obtain the capital to make

the turn around.
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CHAPTER FOUR

Survey Development and Distribution

INTRODUCTION
This chapter describes the design and dissemination of the surveys. The
creation of the surveys occurred in phase Il of this project with

distribution completed in phase Ill. The formulation of the

‘representative sampie, the selection of the survey group, the

quantification of the responses, and survey validity will be presented in
this chapter. Due to the initial low response, two rounds of survey follow

up were required. The appendices contain the mailing lists and surveys as

follows:

Appendix A Builder Mailing List
Appeﬁdix B | Lender Mailing List
Appendix C Builder Survey
Appendix D Lender Survey

CREATION OF THE SURVEY
The process of creating the survey was begun on March 1, 1993 and was

concluded on April 21,1993. The intent of the surveys was to present the



issues derived from initial investigation in Phase | to builders and lenders
to determine the impact on the residential construction industry in
Florida from both viewpoints. Information found either in the literature

or acquired through interviews with builders and lenders was incorporated

 into the surveys. The surveys were limited to two double-sided pages.

Postage paid return envelopes were supplied to all participants to make

the return of the survey as effortless as possible.

After the initial surveys were completed, they were reviewed by faculty
members at the University of Florida and a number of profeésional
organizations such as The National Association of Home Builders (NAHB),_
The Américan Bankers Association (ABA), the Savings and Community
Bankefs Association (SCBA), and the Mortgage Bankers Association (MBA).
Individuals participating in the initial phase also reviewed the survey. In
addition, G.L. Homes Corporation in South Florida was sent the .survey and
provided many helpful comments to improve it. Based on suggestions from

these sources, the surveys were redesigned.

REPRESENTATIVE SAMPLING

The first stage consisted of determining the representative sample that



would be used to obtain a Qalid response for the survey. The conclusions
derived in the study sought to represent the opinions of all types of
builders and financial institutions in A,D&C lending through out Fiorida.
Therefore, an attempt was made to include in the survey a representative
group consisting of large, small and medium builders, commercial and
community banks, savings and loan institutions, and mortgage banks.

The budget could support 250 surveys to be sent out to each group. Qut of
these it was believed that a minimum response rate of 18.1% would be
required to generate a sample that would represent the industry
acéurately. This percentage figure was determined after consulting with
response rates of similar studies done in this area. This response rate

would include 38 survey responses from each group.

SELECTION OF THE SURVEY GROUP

From the start, an attempt was made to make the selection of the survey
group in the most cost efficient manner. A number of professional
organizations in Florida were relied upon to provide lists of mailing
addresses of affiliate members. These professional organizations

included The NAHB, The ABA, The SCBA, and The MBA.




Builder Mailing List

The initial mailing list was provided by the NAHB and included 1110 NAHB

members throughout the state of Florida. In order to achieve a valid

representation without exceeding project budget constraints, every fourth

member on the mailing list was chosen. A copy of the builder mailing list

appears as Appendix A in this report.

Lender Mailing List

The recipients of the survey were organized intq three categories which
included banks, savings and loans and mortgage bankers. Once divided the
total maiiing addresses for banks was 865, for S&Ls it was 60, and for
mortgage banks, 282. The total number of mailing addresses received

were 1,208, out of which 250 were selected at random to receive the

‘survey. In distributing the survey, 150 of the surveys were sent out to

banks, 50 were sent out to savings and loans and 50 were sent to

mortgage banks. Banks were given this priority in representation because

the S&Ls were no longer a primary lender in the acquisition, development
and construction process due to severe restrictions imposed by FIRREA.
Also, mortgage banks serve mainly as brokers of funds between the

developer/builder and banks or savings and loans. Therefore, by nature,



they play a smaller role than other lenders.

The quantities required for each lender type were randomly drawn out of 3
baskets, each of which contained separately the total number of mailing
addresses for banks, S&Ls and mortgage bankers. A copy of the mailing
list used for this study is included in Appendix B of this report. Through
out this tiﬁe, it was difficult to find an extensive number of S&Ls to
participate in this study. For this reason, only 60 S&Ls were used from
which to draw the 50 S&Ls required to participate in the survey. This
served to confirm the large decline of the S&L industry :within Florida. It
became appafent that the S&Ls stili in existence were among the most

conservative in their lending policies and in their investments.

INITIAL RESPONSE:  BUILDERS

Builders were given two weeks to fill out the survey. After a three week

period, the following responses occurred:

Surveys distributed 250

Surveys returned undeliverable 0

Net surveys distributed 250
5



Surveys returned complete 15

Percentage distributed\returned 6%

INITIAL RESPONSE: LENDERS

All lending institutions were given two weeks to fill out and return the

survey. The number of surveys returned were the following:

Surveys distributed 250

Surveys returned undeliverable 0

'Net surveys distributed 250
Surveys returned complete 11
Return response rate 4.4%

It is important to note that out of the initial 11 responses, 8 were from
S&Ls. This could be due to the fact that they have been hit the hardest in
the last few years with the crisis experienced in their industry and

because of the subsequent restrictions imposed by FIRREA.
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The response rates were short of the targeted 18.1% response rate. At *
this point, greater effort was employed to increase the number of the
surveys returned. Each recipient was contacted a second time by :

telephone to encourage the person responsible for filling out the survey to

|

\

!

return it. i
Survey Follow-up

A month was spent in following up on the surveys by telephone. After the 7
end of this phase, there were people who wére unable to be reached

through any attempts. Many messages were left but never returned and,

in general, it seemed that many builders and lenders had little enthusiasm

about this study. Alternative means were sought to obtain a larger survey

response.

Builders

From telephone  calls, an additional 50 surveys were sent to builders.
From these, 9 surveys were returned, bringing the total response rate for

builders to 9. 6%. Four local homebuilders’ associations in Florida were ~




'contacted for permission to distribute surveys at their next meeting. The

four were the North East Florida Home Builders Association, the
Gainesville Home Builders Association, the Marion County Homebuilders
Association, and the Mid-Florida Home Builders Association. These were

chosen for the expediency of travel to distribute surveys and for their

varying sizes.

The actual number of Surveys sent to be distributed during meetings was

as foliows:
Gainesville Home Builders Association 15
North East Florida Home Builders Association 50
Marion County Homebuilders 'Association 50
Mid-Fiorida Home Builders Association. 50

Three of the representatives contacted failed to retrieve the surveys
after the meeting, thereby relying upon the members to return the surveys
themselves. The fourth could not be reached by telephone. 'None of the

surveys from this follow up effort were returned.




Lenders

Lender organizations were reluctant to distribute surveys during

meetings. It was discovered in the foliow up phase that the majority had

not even seen the survey and many admitted that it might have gotten

thrown out with the other "junk mail". At this point, a commitment from

the lending institutions to return the survey filled out if the investigator
would send it in the form of a facsimile transmission (FAX) was obtained

from many contacted. Others who wanted to respond, but did not want to

receive a FAX, were mailed another survey.

At this point, an additional 24 Surveys were mailed out and 49 Faxes were
transmitted. Out of these, 35 additional financial institutions responded.
These responses greatly improved the study's results for the lenders. The

response rate after these new surveys were received was as follows:

Surveys distributed 250

Surveys Returned undeliverable 0

Net surveys distributed 250

Surveys returned complete 46

Return response rate 18.4%
9




This response rate was considered enough to adequately describe

residential A,D&C lenders in Florida.

were from banks. Banks were represented by 31 surveys or 67% of the
total returned. It was important for this to be the case since commercial
banks are the primary lender in residential A,D&C financing after the
enactment of FIRREA. Therefore, they had to be allowed a greater

representation in this survey. The S&Ls had the next greatest number

with 11 surveys or 23% of the total returned.

Mortgage banks had the fewest number with only 4 surveys or 8% of those

returned. The surveys from mortgage bankers were not enough to do a

thorough analysis. Since mortgage banks are basically loan brokers and |

since S&Ls have been restricted in A,D&C financing, the mortgage bankers
will mostly broker loans for banks, not S&Ls. For this reason, their
surveys were included in with banks. Essentially, this survey will derive

information about banks and S&Ls but will also take into account the

littie information given by mortgage banks.

10
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VALIDITY OF THE RESULTS

The surveys can be considered valid régarding the results. Builders were
sent faxes but none responded. After efforts to improve the response rate
for builders were exhausted, it was decided to supplement the results by
more personal interviews as could be aliowed by time and budget

constraints.

The lender survey was considered valid at 18.6%. Similar studies in this
afea have a survey response rate that is close to that obtained by this
study. The Acquisition, Development and Construction (A,D&C) Financing
Survey of 1990 done by the NAHB provided high validity with an 1‘8.5%‘
response rate. Also, a previous study entitled "The Role of the Lending
Industry in Construction" achieved high validity when surveying groups

provided an 18.1% response rate.

It is evident that the process of survey dissemination and response was
difficult.  Builders did not respond well to fax or mail. The unexpected
low response rates of builders might be attributed to the fact that the

surveys were sent during a season of significantly increased building
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activity for builders in the state of Florida. For each recipient, there
were fewer qualified personnel available to fill out surveys as compared
with lending inétitutions which are generaily larger organizations.
However, it was determined by consuiting a statistician that the 9.6%
response rate could still be considered to give valid results if the
sampling was representative and random. Because all reasonable means of
obtaining data had been exhausted, it was decided that the responses from

the builder survey could be validly compared with those in the lender

survey.

The key questions that were identical to each survey were evaluated using
the chi-square test. A chi-square test is “...a test of the significance of a
difference between two sets of observations...” .(Balsley, 1979). The chi-
square test is used in place of correlation analysis. It takes the
difference between the two sets of information and squares it. Each of
the squared differences is then di\;ided by the value from the second set of
information. The resulting values are added and the resﬁlts are applied to
a table. Value-s from this table determine th;a level of confidence with
which one can state that there is no significant difference between the

two sets of information. Each of the identical questions were tested with
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the chi-square test and all showed the null hypothesis that there is no
significant difference between the builders’ statements and lenders’
statements. In other words, all responses are true as they cannot be

rejected at the 95% level of confidence.
BUILDER SURVEY

The Builder/Developer Survey, developed over a three month period,
consisted of 51 questions and was designed in booklet form. The survey
size was reduced to four pages and was printed on both sides of 11" x 17"
paper folded to produce the booklet format. A separate page was included
which contained optional questions, as well a piace for respondents to
include any concerns they might have regarding the role of lending

institutions in residential construction.

Ten survey questions were included to develop a profile of the
respondents. Thirteen survey questions were asked regarding lending
institutions. Eight questions investigated the appraisal process. Six
questions were asked regarding the disbursement of funds. Three

questions were asked regarding the lender's role in the construction lien
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law, while 3 additional questions investigate the builder or developer's
knowledge of the construction lien law. Three final questions were asked

regarding The Occupational Safety and Health Act of 1970 (OSHA).

PROFILE OF BUILDER SURVEY RESPONDENTS

The purpose of the first 10 questions was to establish a profile of the
survey respondents. During the initial investigation no ciear information
couid be found regarding a standard method of classifying builders and
developers frbm any source, including the National Association of
Homebuilders in Washington, D.C. Therefore it was decided that a method

of profiling builders and developers would be established for this Study.

During interviews with builders, it was decided to classify builders by
dollar volume as small, medium, and large. Small builders would be those
whose annual volume is less than $1 million. Medium builders would be
those whose annual volume is between $1 million and $9.5 million, and

large builders wouid be those whose annual volume is $10 million and

above.
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It was further decided to ciassify respondents based on the type of work.
This was broken down into single family homes, multi-family homes for
sale, multi-family homes for rent, remodelling, tand development,
institutional work, and other type of work as applicable. In addition to
this, respondents were ask to stéte separately their building construction

and development activity by dollar volume for 1992,

Respondents were also ask to list how many projects were started and
completed in the last 5 years. This information was broken down into
land development projects, residential units, and multi-family units, and
included the number of foreclosures for the past § years in each of these

categories.

The response group to the survey included 36.4% who considered
themselves to be small builders, 45.5% listing themselves as medium-
sized builders, and 9.1% listing themselves as large builders. The
majority of the respondents, at 81.8% are involved in single family homes,
with 13.6% being involved in muiti-family homes for sale, 18.2% being

involved in remodelling, and 13.6% being involved in land development
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Approximately 41% indicated that their land development activity for
1992 was less than $1 million, with 13.6% stating that their 1992 land
development activity was between $1 million and $3 million, and

9.1% stating that their 1992 land development activity was between $3
miilion and $9.5 million. Approximately 36% indicated that their building
construction activity for 1992 was less than $1 million, with 36.4%
stating their 1992 building construction activity was between $1 million
and $3 million, 18.2% stating that their 1992 building construction
actiyity was between $3 million and $9.5 million, and 4.5% stating that

their 1992 building construction activity was between $10 million and

$24.5 million. -

Approximately 86.4% of the respondents have been involved in between one
and ten land development projects in the last five years, with 4.5% stating
they were involved in between 11 and 25 land development projects in the
last 5 years. Approximateiy 18% of the respondents stated they were
involved in between one and ten residential units in the last 5 years,
13.6% stating that they have been involved in between 11 and 25
residential units in the last 5 years, 13.6% stated that they were invoived

in between 26 and 50 residential units in the last 5 years, 13.6% stated
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that they were involved in between 51 and 100 residential units in the
last 5 years, 4.5% stated that they were involved in between 101 and 200
residential units in the last 5 years, and 18.2% stated that they were

involved in excess of 200 residential units in the last 5 years.

Approximately 5% of the respondents stated that they were involved in
between one and ten multi-family units in the last 5 years, 4.5% of the
respondents stated they were involved in between 11 and 25 multi-family
units in the last 5 years, 4.5% of the respondents stated that they were
involved in :between 51 and 100 multifamily units in the last 5 years, and
13.6% of the respondents indicated they were involved in excess of 200
multi-family units in the last 5 years. Only 4.5% of the respondents have
been involved in between one and ten land development projects in the last

S5 years that have gone into lender foreclosure.

This indicates that despite the problems in the residential construction
industry in the period between 1989 and the present, foreclosures of land
development projects have not been a serious problem in the state of
Florida for the respondents to this survey. However, the respondents only

represent a small portion of builders and developers in the State of
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Florida, and do not represent builders and developers who may no longer be
in business. Therefore, this information may not accurately represent the

foreclosure rate in the State of Fiorida.

Approximately 9% of the respondents indicated they have been involved in
between one and ten residential units in the last § years that have gone
into lender foreclosure. None of the respondents indicated they had been

involved in any multi-family units in the last 5 years that have gone into

lender foreclosure.

LENDER SURVEY

The lender survey contained f-orty-two questions in ail. The data
presented throughout this study, particularly in all figures and tables,
expresses information derived only from those lending institutions that
responded to each given survey question. For this reason, the lender
responses, expressed by percentages, sometimes do not add up to 100%.

This is because not ail lenders surveyed answered each question.
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PROFILE OF LENDER RESPONDENTS

Lenders were divided into banks and savings and loan (&) institutions.

A vast majority represented in the survey group were heavily involved in
residential lending. A large number of banks, 40%, stated that more than
75% of all of their loans issued are in residential and 52% stated that
more than half of their loans are in this area. Approximately 11.4%

reported less than 50% of their activity was in this area. No answer was

given by approximately 25%.

As expected, S&Ls were more involved with 81% stating that more than
75% of ali of their loans were in residential loans. Less than 9% reported
activity under 25% for residential lending. These results may serve as
evidence that the pressure FIRREA has exerted on S&Ls has forced most of
these institutions to concentrate, as before, strictly in residential loans
as opposed to commercial construction and other‘types of loans. However,
some have aiso returned to this area due to bad experlences with other
types of lending. As dlscussed in Chapter Two, most S&Ls do not have the
experience, nor the expertise, to deal extensively outside of residential

lending. For whatever the reasons, S&Ls are clearly concentrating on
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residential lending.

Also, it was discovered that the majority of the lenders issue between 31
to $10 million in residential loans per year. Banks reported the following
for the doliar amount of lending: 5.7% over 20 miliion doliars, 14 2% in
the 10 to 20 million doliar range, 31. 6% in the 1 to 10 miIIioq doliar
range, and 5.76% under 1 million doilars. Forty-two percent did not

respond. It is interesting to note that overall more banks left this

QUestion blank than did S&Ls. It is assumed that persons filling out this

information for banks either did not have access to this information or did

not have permission give this information out.

The distribution of lenders according to size could be an influential factor

in lender responses so it was necessary to obtain this information. For

this question, the lenders rated their own size by small, medium and targe

according to the their particular type of lending institution. It is evident

that the S&Ls were not as well distributed as the banks. Half of the S&Ls

responding, 45.5%, were large institutions and the other half, 45.5%, were

medium size lenders.
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No small S&Ls were represented in this survey. The reason for this is
because they are very hard to find. The majority of the S&Ls that have
survived the crisis in the industry have been the stronger medium to large
institutions. Most smali or weak S&Ls have been swallowed up through
takeovers, have gone bankrupt or have been liquidated by the Resolution

Trust Corporation (RTC).

The majority, or 65%, of the banks surveyed were small. Since the

surveys were sent out randomly, this may represent the most common size

- of bank in Florida. Also, all sizes of banks are represented in this survey,

although some more than others. Medium size banks represent 14.3% of

those surveyed and the large banks represeht 5.7%.

The fact that all banks, especially small ones, are represented, unlike the
S&Ls, is evidence that banks havg not been hurt as badly as the S&Ls.
Smaller banks are able to exist along side large banks without a great
threat of being taken over or going bankrupt. The reason why so many of
the banks dealt heavily in residential lending could be because most banks
surveyed were small. If a greater number of larger banks had been

involved, the response in the previous question may not have indicated
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such a strong involvement in residential A,D&C lending.

The area of residential lending most of the surveyed lending institutions
concentrated upon was divided into acquisition, development, and
construction. In this case, it was also necessary to separate the
responses of banks and S&Ls since their responses are different. It is
clear that most banks and S&Ls prefer to deal in residential construction
lending but are hesitant to issue development loans. Approximately 20%
of the banks reported over 75% activity in acquisition loans and 17% in

construction loans.

Out of those banks surveyed, 71.4% deal in construcfion loans, 65.7% in
acquisition loans, and 37.1% deal in development loans. Banks seem to be
less inclined to issue development loans because they may find these
loans inherently riskier than the acquisition and construction loans.

inspection, that the majority of the banks responding stated that most of

their A,D&C loans represent less than 50% of their total residential loans.

This can be seen by the fact that most of the responses of banks were on

the bottom portion of the table. The reason this percentage is lower than

that of S&Ls is because banks have not been restricted as much as S&Ls by

22



regulations. Unlike S&Ls, Banks are allowed to diversify most of their
loans away from residential lending and make more risky investments.
They may make more risky investments, such as commercial A,D&C
lending, and therefore they do not need to deal as much in residential

A,D&C lending.

The response of S&Ls differs greatly fr_om those of banks. The majority of
S&Ls, 90.9%, deal in residential éonstruct_ioq loans as opposed to only 65%
of banks. However, the involvement in other more risky forms of
residential A,D&C lending has been limited. This is evident with only
36.4% of the S&Ls dealing in residential acquisition and 36.% in

residential development loans. Also, 63.6% of all S&Ls have stated that
residential construction loans made up more than 75% of their total

residential loans.

The S&Ls depict clearly the effects of FIRREA that forced them to become
more conservative in their lending policies. The Qualified Thrift Lender
(QTL) Test has required these lenders to maintain at least 70% of their
deposits in housing related investments. While residential construction is

considered by FIRREA as housing related, acquisition and devetopment
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loans are not. In addition, since acquisition and development loans are
considered more risky under FIRREA, S&Ls are forced to maintain greater
capital requirements when investing in these loans. Since high capital
requirements serve to reduce the profitability of a lending institution,
they have moved away from these loans. S&Ls have obviously been
discouraged in acquisition -and development lending by FIRREA and this

survey question has bi'ought out evidence of this.
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CHAPTER FIVE

Builder Survey Analysis

INTRODUCTION

This chapter presents the results of the builder \ developer survey.
Questions found only on the builder \ developer survey are presented and
analyzed. In addition, the questions that were identical to both surveys
are compared according to the responses of both lenders and builders. The
Builder Survey appears as Appendix C of this report. The lender survey is
presented and analyzed in Chapter 6. The survey itself appears as -
Appendix D of this report. The tabulations of the reéponses of both

surveys are found listed on the surveys in both Appendix C and D.

BUILDER SURVEY ANALYSIS

The first ten questions on the builder survey dealt with builder \

developer profile and characteristics in terms of project types, size, and



dollar amounts.

Those results are summarized in Chapter 4. The

remainder of the q

uestions on the builder\developer survey are presented

in this section according to the number listed in the original survey.

11. Please check your primary source of funding.

[ ] Thrift tnstitutions
[ ] Mortgage Company Commercial

[ ] Bank

[ ] Other

° TS COMMERCIAL SANK WONTGACE. COMPANY OTHER
Figure 5.1 Primary Source of Funding

The survey results, shown in Figure 5.1 indicate the vast majority of

builders and developers, at 54.5%, fund t

heir projects through commercial

by




banks. Even Qith the drastic changes in the thrifts industry, thrifts, at
36.4%, are the second most common source of funding for the builders and
developers surveyed. Mortgage companies are the third most used source
for financing, with owner financing being listed as another source of

funding for builders and developers.

The 1990 National Association of Homebuilders's Acquisition,
Development and Construction (AC&D) Financing Survey found that overall,
60% of builders and developers nationwide used thrifts as their primary
source of funding for acquisition, development and construction loans.
This survey further revealed that overall, 82% of builders and developers
nationwide used coﬁmefcial banks as their primary source of funding.for

acquisition, development and construction loans.

The results of the 1993 B'uilder/Developers Survey indicate that in the
State of Florida thrifts are used as a primary source of funding
approximately 40% less than they were nationwide in 1990. The survey
results further reveal that in the State of Florida commercial banks are
used as a primary source of funding approximately 349% less than they

were nationwide in 1990. This indicates that thrifts and commercial



construction and development.

banks are decreasing significantly as a source of funding for residential

What ways have your thrifts changed their lending practices?
[ ] More equity required

[ ] Increased documentation

[ 1 Personal guarantees

[ 1 Reduces amount of lending
[ ] Decreased lending for residential developments
[ 1. No longer lending for residential developments
[ 1 No changes

[ ] Other
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Figure 5.2

Changes in Thrift’'s Lending Practices




The changes brought about by FIRREA prompted thrifts to initiate drastic
changes in their lending practices. The changes included severe
restrictions on thrifts' capacity to lend. The most common change, as
shown in Figure 5.2, has been increased documentation, with 63.6% of the
respondents stating that their thrift has begun this practice. The second
most common change, at 45.5%, is the requirement for more equity -from
the builder or developer when making a loan. This puts an increased
burden on the builder or developer to invest a larger percent of company or

personal cash into a project from the start.

Thrifts have also decreased the amount of lending overall, ‘as well as

decreasing lending for residential development. Requirements for

personal guarantees were listed in 36.4% of the surveys as a change,

although several respondents stated that personal guarantees were always

required.

Only 9.1% of the respondents indicated that their thrift was no longer
lending for residential development, with 4.5% stated that their thrift has
made no changes in its lending practices. Other changes, listed by 13.6%

of the respondents include less tolerance of poor credit, and tighter



ratios. In the 1990 NAHB survéy 50% of the respondents revealed that
thrifts had reduced the amount they could lend for future land acquisition,
development or construction. Thrifts were asking for n'iore equity on land
development loans according to 44% of the respondents, and on

construction loans according to 41% of the respondents.

Forty-six percent of the respondents to the NAHB survey stated that
thrifts were no longer making fand development loans for 46% of the
respondents, and no longer rﬁaking construction loans for 29% .of the
respondents. That survey further revealed that in the South, 39% of the
respondents indicated that thrifts were reducing the amount they could
lend to small volume builders. This information indicates that the S&L
crisis and FIRREA has caused lthrifts to become _much more conservative in

their lending practices.

However, with only 40.9% of the respondents to the 1993 Builder /
Developer Survey indicating that thrifts had reduced the amount they
could lend to builders and developers, there are less thrifts in the State of
Florida reducing the amount they can lend than the 50% there were

nationwide in 1990. The number of thrifts requiring more equity is

l
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consistent with the number that were adding this requirement nationwide
in 1993. Requiring more equity and personal guarantees allows only
builders and developers with strong financial positions to acquire
financing for their projects. With only 9.1% of the respondents to the
1993 Builder/Developer survey indicating that their thrifts were no
longer lending to builders and developers, this has lessened as a problem
in the three years since the nationwilde NAHB study. This lower
percentage may be due, however, to a _reduction in the number of thrifts,
as well as a reduction in the number of residential builders and developers

who use thrifts.

Among the comments included by respondents to the survey were

that thrifts now have "unrealistic underwriting requirements.” One
builder stated that "generally [the] bank file must be over-documented.
Another said that “Interest ratés are too low for bank's [thrift's]
interest," with another stating that banks are "over-picky on clean
applications." In reference to the loan application process, one respondent
stated that thrifts take "way too long to process loans." All of these
comments indicate that financing from thrifts for residential

construction and development has become more difficuit to obtain.



The Lender Survey, conducted at the same time and under identical
conditions as the Builder/Developer Survey revealed that 35% of the
thrifts surveyed were requiring more equity, 40% were requiring
increased documentation, 15% were requiring personal guarantees, 135%

were no longer lending for residential developments, and only 5% had made

no changes in their lending practices.

13. iIf the thrift has changed its practices, what reasons did it give?
{ ] Changes brought about by FIRREA
[ 1 Increased control by regulators
[ 1 The economy/recession
[ ] No reason given

na

1.7

s

-
“
.
E
-

11111
xxxxx

€3 A G ATORS ECOCMY MO RLASCM

Figure 5.3 Reasons for Thrifts’ Changes in Lending Practices
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As shown in Figure 5.3, the largest response to this question, at 5

indicated that increased control by regulators has caused thrifts to

change their lending practices. FIRREA was the second most common

response, at 31.8%,with the economy/recession being listed 22.7% of the

time, and 9.1% of the respondents stated that no reasons were given by

their thrift for changes in lending practices. This indicates that the

banking crisis of the 1980’s, and the subsequent laws and new regulations

have restricted lending in the state of Florida for residential builders and

developers.

14. Have you attempted to make other arrangements for financing as a
result of problems with your thrifts?

1]Yes
[1No
NA (9.1%) .
HO (22.7%)
TES (68.2%)
Figure 5.4 Builders Who Attempted to Find Other Financing



Due to FIRREA and its role in decreasing thrifts as sources for residential
development capital, many builders have been forced to seek alternative
sources of financing. As shown in Figure 5.4, 68 percent of the buiiders
and developers surveyed indicated that they had attempted to make other
arrangements for financing as a result of problems with their thrifts. in
the 1990 NAHB survey more than 90% of the large volume builders, 70% of-
the medium volume, and 60% of the small volume builders had attempted
to make other arrangements for financing for land acquisition, land

development and construction due to problems with thrifts.

15. If yes, did you succeed in finding other financing?

{1 Yes

[]1 No
As shov;'n in Figure 3.9, 60% of the builders and developers who attempted
to make other arrangements for financing as a result of problems with
their thrifts were successful. Forty percent of the builders and
developers who attempted to find other sources of financing were
unsuccessful. In the 1990 NAHB survey approximately 33% were
successful for |aﬁd acquisition and development loags, and 41% were

successful for construction. Problems with the thrift industry have left a

10
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significant number of builders and developers in the state of Florida with

limited sources for project funding.

NO (40.0%)

YES (60.0%)

Figure 5.5 Bufldefs Who Succeeded in Finding Other Finani:ing

However, when compared to the nationwide situation in 1990, a
significantly larger number of residential builders and developers in the
State of Florida have been successful in finding other sources of financing
due to problems with the thrift industry. Financing is still, however, a
major concern for many builders and developers. One builder stated during
the initial investigation that the biggest question facing residential

builders and developers in the state of Florida was where to find their
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16.

next loan.

[ ] Private sources

[ ] Personal/company cash

[ ] Other

[ 1 New methods of lot sales and development

What were the sources of alternate financing?
[ ] Commercial banks

30

45

40

1

30
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1.7

0
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PAVATL SOURCES PORSONAL/CO. CASH

NEW WETHOOS

Figure 5.6

As shown in Figure 5.6, the builders and developers overwhelmingly

indicated commercial banks as the main source of alternative financing.

Alternative Sources of Financing
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Many failing thrifts were converted to commerciall banks, and with
commercial bank failures much less common, they are a natural choice as
an alternative source for financing. Private sources were listed as the |
second most common source for alternative financing, although some
respondents stated that this source was "very limited." Personal or
company cash was listed third. One builder, however, stated that the "last
five years generally absorbed ready cash." Another builder stated in
regard to new methods of lot sales and development that "marketing
concepts are in again." Even with these alternative sources of financing,
however, question number fifteen indicates that 40% of builders who have
attempted to find alternative sources for financing their projects could
not do so. Therefore these alternatives do not solve the financing

problems for many construction and development firms.

17. What ways have your commercial banks changed their iending
practices?
[ 1 More equity required
[ ] Increased documentation
[ ] Personal guarantees
[ 1 Reduced amount of lending
[ ] Decreased lending for residential developments
[ 1 No longer lending for residential developments
[ 1 No changes
[ ] Other

13




The changes brought about by FIRREA have also influenced the lending

practices of commercial banks. As shown in Figure 5.7, in no case did the
survey respondents indicate that their commercial bank had not made
changes in its lending practices. In response to the S&L crisis commercial

banks have become more conservative in their lending practices, regarding

residential construction and development.
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Figure 5.7 Changes in Commercial Bank’s Lending
Practices
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The most common change, as with the thrifts, has been increased
documentation, with 63.6% of the respondents stating that their
commercial bank has begun this practice. The second most common
change, at 54.5%, is the requirement for more equity from the builder or
developer when making a loan. This is a larger response that the thrifts,
indicating that banks are using more conservative practices in order to
cut their risk when making residential construction and development
loans. This puts_.an increased burden on the builder or developer to invest
a larger percent of company or personél cash into a project. Commercial
banks are also asking for personal guarantees, again in a larger percentage

of cases than with the thrifts.

Another change commercial banks have made is to decrease the amount of
lending overall, as well as decrease Iending for residential development.
According to the survey reépondents a significantly large number of
commercial banks are no longer lending for residential development.
Commercial banks have also begun to require stronger financial
statements from builders and developers. While this rﬁay be a problem for
some buiiders and developers one builder stated that a stronger financial

statement is "not a problem. It should be stronger in light of foreclosures

15




in the industry."

In the 1990 NAHB survey 50% of the respondents revealed that commercial
banks were asking for more equity. Commercial banks were asking for
more equity on construction foans according to 46% of the respondents. In
the South 21% of the respondents to the NAHB survey stated that
commercial banks were no longer making land development loans, and 13%
stated that commercial banks were no longer making construction loans.
Approximately 25% of the respondents to the NAHB study indicated that
their commercial bank had made no changes in its lending practices. The
results of the 1993 Builder/Developer Survey indicate' that commercial
banks are asking.for more equity a higher percentage of the time than they
were nationwide in 1990. The percentage of commercial banks that will
no longer lend for residential developments has remained consistent with

the nationwide NAHB survey results.

Also, none of the respondents to the 1993 Builder/Developer Survey stated
their commercial bank had made no changes in.its lending practices.
Compared to the 1990 NAHB survey, which revealed that 25% of

commercial banks had made no changes in lending practices, it can be seen
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that commercial banks in the State of Florida have tightened lending

requirements significantly for residential builders and developers.

The Lender Survey, conducted at the same time and under identicai
conditions as the Builder/Developer Survey revealed that 25% of the
commercial banks surveyed were requiring more equity, 45% were
requiring increased documentation, and only 5% had made no changes in
their lending practices.
18. If the commercial banks have changed their practices, what

reasons did they give?

{ 1 Changes brought about by FIRREA

[ ] Increased control by regulators

[ ] The economy/recession

[ 1 No reason given
As shown in Figure 5.8, the largest response to this question, at 50%, was
that increased control by regulators has caused commercial banks to
change their lending practices. This was the same response the thrifts
gave indicating that the banking crisis of the 1980's, and the subsequent
laws and new regulations has restricted lending in the state of Florida for

residential buiiders and developers with commercial banks as well as the

thrifts.
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Figure 5.8 Reasons for Changes in Commercial Banks'’ Lending

Practices

FIRREA was the second most common response, with the

economy/recession being listed 18.2% of the time, and 13.6% of the

respondents stated that no reasons were given by their commercial bank

for changes in lending practices.

19.

Have changes in lender practices affected your building plans for
19937

[ 1 No changes

[ ] Decreased land development

[ ] Decreased number of units started
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FIRREA and the subsequent changes in lending practices have affected the
1993 building plans for 54.5% of the respondents, as shown in Figure 5.9,
with decreases in both land development and number of units started. One
respondent stated that it has affected his business "for the last 3 years."
This indicates that difficulties in obtaining financing are a contributing

factor to a decrease in housing starts and a decrease in annual volume by

builders and developers.
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Figure 5.9 Changes in 1993 Building Plans
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' This statistic has changed very little from 19390, when the NAHB survey

revealed that nationwide 60% of builders and developers had changed their

building plans due to changes in lending practices.

20. Does your lender administer development and construction loans
within a separate residential loan department?
[] Yes '
[1 No

NA (9.1%) NO (13.6%)

eh

YES (77.3%)

Figure 5.10 Lender Administers Loans Through Separate
Residential Loan Department

As shown in Figure 5.10, the 77.3% positive response indicates that the

20
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survey respondents’ lenders have included separate residential loan
departments within their loan department. However, the Lender Survey
showed that 35% of the lenders surveyed administered development and
construction loans within a separate residential loan department.

21. If yes, does the residential construction loan department
include staff experienced in the residential construction industry?

[] Yes
[] No

NA (11.8%)

, NO (23.5%)

YES (64.7%)

Figure 5.11 Loan Departments with Staff Experienced in
Construction '
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As shown in Figure 5.11, 64.7% of the builders and developers surveyed
indicated that the lenders that do have a separate Construction Loan
Department have a staff that is experienced in the Construction Industry,
23.5% of the builders and developers responding indicated that the
Construction Loan Departments of the their lending institutions do not
have experienced construction personnel.involved in this department.

The Lender Survey revealed that 86% of the lenders surveyed who
administered development and construction loans within a separate
residential loan department staffed that department with personnel

experienced in the residentiai construction industry.

22. In what percentage of your projects involving a construction
lender have there been payment delays due to the lender's

involvement in the disbursement process?

Approximately 41% of the respondents indicated that there have not been
payment delays due to the lender's involvement in the disbursement
process. Nine percent indicated that there were payment delays between
0.01% and 10% of the time, with 13.6% indicating payment delays between

11% and 25% of the time. Only 4.5% of the respondents indicated that the

22



lender's involvement in the disbursement process caused payment delays
more than 50% of the time. Payment delays due to lender's involvement do
not seem to be a significant problem for the survey respondents. One
builder stated that "the banks do respond quickly if the builder pushes it
[the draw request] through."
23. What type of documentation do lenders require in order to verify

your financial position?

[ ] Certified financial statement

[ 1 Interviews with those doing business with the developer

[ ] Business reference check

[ ] Tax Returns

[ 1 Personal financial statement

[ 1 In-depth investigation of financial statement

[ ] Dun and Bradstreet

[] Other
As shown in Figure 5.12, increased documentation was indicated as a
change in lending practices for 63.6% of the thrifts and 63.6% of the
commercial banks. The purpose of this question is to establish what types
of documentation are currently being required in the conservative lending
environment due to FIRREA and the lending crisis. Personal financial

statements are required by 90.0% of the respondent's lenders, while 81.8

% require tax returns and 59.1% rely on business reference checks.
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Figure 5.12 Documentation Required to Vverify Financial
Position

Other requirements listed by the respondents were corporate tax returns,

profit and loss statement, and appraisals.

24, What percentage of the time in single family loans is the
appraisal significantly higher or lower than the builder's contract
amount?

[ ] Higher
[] Lower

As shown in Figure 5.13, the appraisal is significantly higher than the

builder's contract amount in 36.4% of the respondents loans, with 59.1%
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indicating that the appraisal is significantly lower- than the contract

amount.

NA (4.5%)

HGHER (36.4%)

LOWER (59.1%) -E

Figure 5.13 Percentage of Time Appraisal is Higher or Lower
Than Contract Amount
Of the respondents indicating that the appraisal is higher, 37.5%
indicated that thé appraisal is higher between 1% and 10% of the time,
with 12.5% stating it is higher between 11% and 25% of the time, 12.5%
stated that it is higher between 26% and 50% of the time, and 37.5%

stated that it was higher more than 50% of the time.

Of the respondents who stated that the appraisal is lower than the
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contract amount, 37.5% stated that it is lower between 1% and 10% of the
time, 37.5% stating that it is lower between 11% and 25% of the time,
50% stated that it is lower between 26% and 50% of the time and 25%
stated that it is lower more than 50% of ;he time. One respondent stated
that higher appraisals are "rare," and another respondent stated that
"appraisals should be required by law to give market value, not opinions.

This is a major loop hole to cheat the banks, system and industry.”

The Lender Survey supported this. Responses revealed that the appraisal

is significantly higher than the builder's contract amount 65% of the time.

25. When the appraisal is significantly higher or lower than the
builder's contract amount, it is usually due to:
[ ] Appraiser over/undervaluation
{ ] Contractor over/undervaluation
The purpose of this question was to determine which party involved over
or under values the property in the cases where the appraisal is
~ significantly higher or lower than the builder's contract amount. As

shown in Figure 5.14, an overwhelming majority of the respondents, at

59.1%, indicated the appraiser is the one who over or under values a
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property. Only 4.5% of the respondents believe that the contractor is
responsible for over or under valuation of a property. Over 36% of the

respondents chose not to answer this question.

CONTRACTOR (4.5%) .

NA (35.4%)

APPRASER (59.1%)

Figure 5.14 Who Affects High or Low Appraisal

The Lender Survey revealed that 20% of the lenders believe that when the
appraisal is significantly higher or lower than the builder's contract
amount it is due to appraisal over or under valuation, while 55% stated

that it was due to contractor over or under valuation.
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28. How much do you rely upon the appraisal for setting loan to value?
[ ] Always
[ 1 Almost aiways
[ ] Sometimes
[ 1 Almost never

40

33
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Figure 5.15 BuilderS- Who Rely Upon Appraisal for Loan-to-Value
Ratio

As shown in Figure 5.15, the majority of respondents to this question,at

36.4%, almost always rely upon the appraiser for setting the loan-to-

value ratio, although 31.8% stated that they almost never relied upon the

appraiser for this. Only 9.1% stated that they always relied upon the -

appraiser, while 9.1% stated that they sometimes relied upon the
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appraiser for setting loan-to-value.

The Lender Survey revealed that 30% of lenders always rely upon the
appraiser for setting the loan-to-value ratio, white 65% almost always
rely on the appraisal for the setting loan-to-value ratio, and only 5%

stated they sometimes rely upon the appraiser for setting the [oan-to-

value ratio.

29.  Which of the following more often tries to influence the-outcome

of the appraisal?
[] Lender
[ 1 Contractor

LEMDER (18.2%)

NA (22.7%)

» 0}
'

CONTRACTOR {59.1%)

Figure 5.16 Who Attempts to influence the Appraisal
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The outcome of the appraisal can ultimately determine how much money
the builder or developer will be able to finance. The purpose of this
question was to determine if either of the parties involved in the
financing process (the lender and the builder or developer) attempts to
influence the outcome of the appraisal of a project. As shown in Figure
5.16, the vast majority, at 59.1%, stated that the contractor more often
tries to influence the outcome of the appraisal, with 18.2% stating that
the lender is the one who most often tried to influence the appraisal's
outcome. Almost 23% of the responden-ts chose not to respond to thi§
question. One builder stated that contractors only try to infiuence the
outcome of the appraisal "when something is wrong," while another stated
that he "will document our differences of opinion. Some appraisers won't

accept documentation that prove their error.”
The Lender survey revealed that lenders believe that the contractor tries

to influence the outcome of the appraisal 60% of the time, and that the

lender tries to influence the outcome only 5% of the time.
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30. What does your company do to prevent appraisal fraud?

[ 1] Nothing

[ 1 Rely on the reputation of the appraiser
[ ] Independent appraisal consuitant
[ ] Multiple appraisals
[ 1 I!n-house review of appraisals

[ ] Other

HOTHING

MATPLE APPRAISALS

4.5

APPRASER RCPTATION

QTHER

43

20

30

40
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Figure 5.17 Methods of Preventing Appraisal Fraud
As shown in Figure 5.17, the majority of the respondents to this question,

at 54.5%, rely upon the reputation of the appraiser to prevent appraisal

fraud, while the next most common method, at 40.9%, is to conduct an in-
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house review of appraisals. Only 9.1% of the respondents indicated that
they conducted multiple appraisals, with 9.1% indicating their company
did nothing to prevent appraisal fraud. One builder stated that he refuses
to work with a particular appraiser or the banks that use him. He stated

that "he [the appraiser] will constantly under-appraise. The banks love

n

him.

31. Do you think the lending industry does enough to prevent appraisal

fraud?
[1 Yes
{1 No
NO (13.6%) °
NA {22.8%) :
YES (53.6%)

Figure 5.18 Builders Who Think Lending Industry Does Enough to
Prevent Appraisal Fraud
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Fraudulent appraisal practices were a contributing factor to the S&L
crisis. Property values were inflated and consequently the loan amount
was higher than the value of the property. As Shown in Figure 5.18, the
majority of builders and developers surveyed, at 63.6%, indicated that
they feel the lending industry does do enough to prevent appraisal fraud.

However, 22.8% of the respondents chose not to respond to this question.

The Lender Survey revealed that 55% of the lenders surveyed believe the
lending industry does enough to prevent appraisal fraud, while-35% believe

that the lending industry does not do enough to prevent appraisal fraud.

32. In the past two years has your loan-to-value ratio changed
significantly?
[T Yes
[1 No

As shown in Figure 5.19, the majority of respondents, at 59.1%; indicated

their loan-to-value ratio has not changed significantly in the past 2 years,

* with only 27.3% of the respondents indicating a change in loan-to-value

ratios in the past 2 years. The Lender Survey revealed that 25% of the
lenders surveyed had changed their loan-to-value ratio in the past 2 years,

while 75% stated they had not changed their loan-to-value ratio in the

35




past 2 years.

Na (13.6%)

th

YES (27.3%)

NO (59.1%)

Figure 5.19 Builders Whose Loan-to-Value Ratio Has Changed in
| the Past Two Years

33. If yes, by how much?

| Of the respondents whose loan-to-value ratio has changed in the past 2
years, the majority, as shown in Figure 5.20, stated their loan-to-value
‘ratio has decreased by 20% or more in the past 2 years. This indicates
that for these respondents, it is becoming increasing difficult to finance a

higher percentage of their project. This puts the builder or developer in

| 36



the position of having to invest more money "up front" into the project.
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Figure 5.20 Change in Loan-to-Value Ratio

While only 27.3% of the respondents have experienced a drop in loan-to-
value ratios, the fact that the majority of these experienced a 20% or
more drop indicates that the lending institutions that are lowering this

ratio are doing so by a significant amount.
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34. Do you believe when Builders/Developers make an application for
a Construction or Land Acquisition Loan they typically represent:
[ 1 Their true financial position
[ 1 A slightly exaggerated financial position
[ ] A highly exaggerated financial position

wa {4 6%)

HGH,Y DIAGSIRATID (13.4X)

TMX POSTION (40.9X)

SLICHTLY DXAGCERATED (49.9%) »

Figure 5.21 Builders’ Representation of Financial Position

As shown in Figure 5.21, 40.9% of the builders and developers surveyed
feel that builder and developers generally at least slightly exaggerate
their financial position when applying for financing. Twenty percent of

the respondents indicated that they believe builders and developers give a
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highly exaggerated financial position, while only 15% indicated that they
believe builders and developers give their true financial position when n
applying for construction loans. When trying to obtain financing, builders
and developers must sell the lender on their relative strength, and the
results of this question indicate that over one-half of all builders and
developers feel that slight exaggerations are necessary in order to obtain

financing.

The Lender Survey revealed that 15% of the lenders surveyed believe that
builders and developers represent their true financial position when
applying for financing, 55% stated that they believe builders and ‘
developers represent a slightly exaggerated financial position when
applying for financing, and 20% stated that they believe builders and
developers represent a highly exaggerated financial position when
applying for financing.
35. What steps are being taken by lenders to reduce their risk when

making construction loans?

[ ] Builder equity

[ ] Personal guarantees

[ ] Pre-sales
[] Other
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As shown in Figure 5.22, the vast majority of responses to this question,

at 77.3% indicate that lenders are requiring personal guarantees from

builders and developers who are seeking financing.
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Figure 5.22 Steps Taken by Lenders to Reduce Their Risk

The second highest response, at 72.7%, was that lenderls were requiring
higher builder equity in order to reduce the lender's risk. The third
highest response, at 54.5%, indicated that lenders were requiring pre-
sales of projects which they were providing the financing for, while only

9.1% of the respondents indicated lenders were using other means to

40




reduce their risk. The other methods listed by the respondents included
some lenders conducting more in-depth checks on customer's financial

situation and credit experience.

36. What is the most reliable method to monitor the monthly

construction draw to insure that the project is not overdrawn?

1 = Most reliable 5 = Least reliable

In-house bank official

Outside Construction consultant

Architect of record

Other
A previous study indicated there are differences between lenders and
builders as to the most effective method of monitoring the monthly
construction draw. This previous study indicated that a majority of
lenders choose to rely upon an outside construction consultant, while half
of the general contractors indicated that they preferred for their lender
to use an in-house bank official to perform the inspections (Eppes,
Whiteman, p.IV-67). Approximately 32% of the respondents feel that using
an in-house bank official is the most reliable method for monitoring the
monthly construction draw, while 22.7% stated that the using the

architect of record is the most refiable method. Oniy 13.6% of the

respondents indicated that using an outside construction consultant was
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the most reliable method, while 13.6% stated that other methods were the
most reliable. Among the other methods listed were using the appraiser, a
private buiiding inspector,or a "reliable, honest and efficient contractor.”

One builder stated that he has "turned in inspectors to banks when they

approved payment when we did not complete that phase as yet."

37. What precautions do lenders take to assure that you do not co-
mingle funds for different projects or take dollars drawn for hard
costs to pay for other projects or to pay soft costs?

[ ] None :
[ 1 B8uilder certification of disbursement

[ 1] Audit of builder/developer records

[ ] Review of builder/developer banking records

[] Other
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Figure 5.23 Lenders’ Precautions to Prevent Co-mingling of
Funds
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This question was asked to determine if lenders use precautions that
funds drawn on a project are used for the project for which they were
disbursed, and that they are not used to pay the "soft costs,” which are
costs not directly tied to the construction of a project. As shown in
Figure 5.23, over 45% of the respondents indicated that their lender takes
no precautions to assure the builders and developers do not co-mingle
funds. The method most used for those respondents whose lenders do take

precautions is a builder certification of disbursement.

Only 4.5% of the respondents stated that their lender reviews the builder
or developer's banking records, while 4.5% indicated that their lender uses
other means to ensure that the builder or developer is not co-mingling
funds. One respondent stated that his lender pays subs direct on .
development loans. Another builder stated that "this is a dumb question
when profits average 12%." He further explained that "when you don't get
a construction draw until after that phase is completed and you hold 10-
20% as the last draw, cash flow from job to job is required, opviously.“
His suggested sdlution to this problem "is to qualify thle contractor as to

experience, financial integrity, customers, awareness, etc.”
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38. Does your lender require verification of your draw request?
[] Yes
[] No

NA (9.1%) NO (13.6%)
o

-

YES (77.3%)

Figure 5.24 Lenders Who Require Verification of Draw Réquests

When a lender disburses funds to a builders or developer, it is based on an
established draw schedule. The purpose of this question was to determine
whether or not lenders are attempting to verify a builder or developer’s

draw request. As shown in Figure 5.24, the vast majority of the
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respondents, at 77.3%, stated that lenders are Qerifying buiiders’ and
developers’ draw requests. One respondent stated that "it should be
required." The Lender survey revealed that 85% of the lenders surveyed do
require verification of the builder or developer's draw request, while 15%

do not require verification of the builder or developer's draw request.

39. If yes, which of the following is used?
[ ] Receipts
[ 1 As per lender-specified draw schedule
{ ] Progress inspection based on your estimation
[ J Other
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Figure 5.25 How Lenders Verify Draw Requests
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As shown in Figure 5.25, the majority of respondents, at 70.6%,indicated
that the lender specified draw schedule is the primary method used by

lenders to verify the builder's draw request.

40. Does your lender take any precautions to ensure that you pay your
subcontractors and suppliers on a timely basis?

[ 1 Yes
[ 1No

NA (22.8%)

NO (13.6%)

YES (63.6%)

Figure 5.26 Lenders Who Make Sure Subcontractors are Paid

This question was asked to determine whether or not lenders are taking
steps to see that funds drawn for a project are actually used for the

purpose for which they were intended. As shown in Figure 5.26, the
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majority of the respondents surveyed indicated their lenders do take steps
to see that funds drawn for a project are used to pay the appropriate

subcontractors on a timely basis.
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Figure 5.27 Steps Taken by Lenders to Insure That
Subcontractors are Paid

Figure 5.27 shows that 85.7% of the respondents stated that their lender

uses builder certification to insure that subcontractors are paid, with

42.9% of the lenders using lien releases. Other methods listed by the

respondents include direct payment to the subcontractor by the lender
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41. Please rank how often the following professionals are involved in

your projects.
1 = Always 2 = Almost always 3 = Sometimes 4 = Aimost never

5 = Never

Architects

Engineers

Professiona! Planners

Environmental Consultants

Marketing Consultants
Architects were listed by the respondents as always being involved in
their projects 13.6% of the time, almost never 27.3% of the time,
sometimes 13.6% of the tim, almost never 27.3% of the time,.and never
18.2% of the time. Engineers were listed by the respondents as always
being involved in their projects 31.8% of the tim;e, almost always 13.6%

of the time, sometimes 13.6% of the time, almost never 9.1% of the time,

and never 22% o;f the time.

Professional Planners were listed by the respondents as always being
involved in their projects 0% of the time, almost always 18.2 % of the
time, almost never 13.6% of the time, and never 59.1% of the time.
Environmental consultants were listed by the respondents as always being
involved in their projects 4.5% of the time, almost always 4.5% of the

time, sometimes 13.6% of the time, almost never 27.3% of the time, and
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never 40.9% of the time. Marketing-consultants were listed by the
respondents as always being involved in their projects 4.5% of the time,
almost always 9.1% of the time, sometimes 18.2% of the time, almost

never 18.2% of the time, and never 40.9% of the time.

42. Do you believe the Lending Industry should become more responsible
for insuring that all parties for whom monies are drawn are in fact

paid with those funds?

{ ] Yes

[ 1 No
The majority of respondents, at 54.4% do not believe the lending industry
should become more involved in seeing that all parties for which funds are
drawn are paid with those funds. However, 45.5% of the respondents
indicated that they do believe lenders should be more responsible

regarding this issue. One respondent stated that “if the banks choose the

contractor as if it was their home, there would be few problems”.

The Lender Survey revealed that 45% of the lenders feit the lending
industry should become more responsible for insuring - ail parties for whom
monies are drawn are in fact paid with those funds. At least 55% do not

believe the industry should become more involved.
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43.

other purposes?

[ ] Yes
[ ] No

Do you believe the lender should be required to set aside the portion
of the loan for construction costs and that there should be
restrictions on the developer and lender in using those funds for

YES (40.9%)

NA (9.1%)

A‘

NO (50.0%)

Figure 5.28 Builders Who Believe Lenders Should Set Aside a
Portion of the Loan

Using funds for purposes other than that for which they were intended,

known as co-mingling of funds, is believed by many in the residential

construction industry to be necessary in order to operate 'successfully. As
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shown in Figure 5.28, 50% of the respondents stated that they did not

believe the lender should restrict their use of funds, while a surprising
40.9% did indicate that they believed that the lending industry should be
required to restrict the way in which builders use funds. Approximately
9% of the respondents chose not to answer. The primary concern of this
question is how the transfer of funds from the designated cost to other

costs affects the chanced for project failure.

The Lender Survey revealed that 60% of the lenders surveyed believe that
the lending industry should set aside the portion of the loan for
construction costs and that there should be restrictions on the builder for
using' those funds for other purposes, while 35% of the lenders surveyed
believe that the lending industry should not set aside the portion of the’
loan for construction costs and that there should be restrictions on the

builder for using those funds for other purposes.

44, Do you believe the lender should be required to give notice to the
subcontractors in the event of a default by the Builder \ Developer?
[ ] Yes
[ ] No
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In many situations when the lender determines that a loan is not
performing to its standard, they will give the borrower (developer) a
Notice of Default. This enacts the lender's rights under the Construction
Loan Agreement to discontinue funding of the loan. When this situation
arises, the subcontractors are usually the last to find out that the project

is no longer being funded.

NA (13.7%) ; NO (13.6%)

s iy

YES (72.7%)

Figure 5.29 Builders Who Believe Lender Should Notify
Subcontractors of Defauit

In some cases, if one draw has just been submitted that is currently due

within the next 30 days, the construction groups will work for another 30
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days without knowing that they are not going to get paid for any further ;
work. The result is 60 days worth of improvements to the property for
which the lender or in the case of foreclosure, the future owner of the
property receive a benefit for which they have not paid. As shown in
Figure 5.29, the vast majority of respondents, at 72.2% do believe that
lenders should be required to give notice to subcontractors in the event of
a default by the builder or developer. However, 13.7% of the respondents
chose not to reply to this Cjuestion. One buiider;s comment‘was
“absolutely! The bank should not take the principles back as in a new

corporation.”

The Lender Survey revealed that 35% of the lenders sUrveyed' believe that
the lender should be required to give notice to the subcontractors in the
event of a default by the builder or developer, while 60% of the lenders
surveyed do not believe that the lender should be required to give notice to

the subcontractors in the event of a default by the builder or developer.
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45. What percent of t-he time are you required to provide a performance
and payment bond?

Almost 60% of the respondents indicated that they are never required to

provide a performance and payment bond. Only 4.5% stated that they are

required to provide a performance and payment bond more than 50% of the

time. One builder commented that performance and payment bonds

“generally can’t be found”.

46. Are you knowledgeable about the Construction Lien Law?
[ ] Yes
[1 No

NA (4.5%) NO (9.1%)
4

' o a

YES (B6.4%)

Figure 5.30 Builders Who are Knowledgeable About the
Construction Lien Law
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The lien laws are complex and it is important to the industry for builders
and developers to be knowledgeable about them. As sho

the vast majority of the respondents, at 86.4%,

knowledgeable about the lien laws.

Have your or someone in your organization attended a Construction

As shown in Figure 5.31, 59.1% of those responding indicated they had not
attended a Construction Lien Law Seminar in the last two years. This

indicates that many may not be familiar with the new changes to the law.

47.
Lien Law seminar in the last 2 years?
[ 1 Yes
[ ] No
YES {40.9%)
NO (39.1%)
Figure 5.31

Builders Who Have Attended a Lien Law Seminar

wn in Figure 5.30,

indicated that they were




- A majority of builders polled, at 68.2% stated they had never had an OSHA

48. Do you or someone in your organization plan to attend a Construction
Lien Law Seminar in the next year?

NA (4.67)
3

YES (22.7%)

NO (72.7%)

Figure 5.32 Builders Who Plan to Attend a Construction Lien
' Law Seminar

Figure 5.32 shows the majority of builders, at 72.75%, do not plan to
attend a seminar in the next year. This indicates the majority of builders
polled believe their knowledge to be adequate or have not had significant

enough problems to warrant the attention to the new law.

49. Have you ever had an OSHA inspector visit your jobsite?

inspection.
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50. Have you or someone in your organization attended an OSHA or safety

related seminar in the last two years?

Most of the respondents, at 63.6%, stated they have not attended such

seminars.

51. * Do you or someone in your organization plan to attend an OSHA or -
safety related seminar in the next year?

Again, a majority or 68.2%, reported they did not_plan to attend such a

seminar.
FINAL COMMENTS

Seven respondents added comments in the optional section of the survey.
One builder said the improving market would make A,C, and D loans
increase in the immediate future. Three other respondents indicated an.

expected increase in residential growth.

Other respondents did not expect their business to increase. One

respondent stated,” too much government regulation. It's not worth the

effort. They are putting small and medium guys out of business unless you
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can afford 2 or 3 people as full time permit and government agency people,

you can't do business.”

Finally, one respondent offered suggestions for improving the situation.
He state that,” Loose ends that need tightening are starting appraisals,
market analysis of project, integrity of the principals of . contractors, all
loans to require personal and corporate guarantees and all bank officials

held responsible for questionable loan losses.”
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CHAPTER SIX

Lender Survey Anaiysis

INTRODUCTION

The following questions are presented in the ordef in which they appear on
the Lender Survey. The questions begin with Question 4, as Questions 1 -
3 are summarized in the lender profile in Chapter 4. The Lender Survey
appears as Appendix D in this report. A summary of the respdnses to the
survey is provided in this appendix. Chapter 7, Study Analysis, presents a
final comparison of the results of both studies and additional

considerations gained through a final interview stage.

LENDER SURVEY

4. How have you changed your lending policies or procedures
within the past 5-10 years ? (check ail that applies)

Loan Types

‘ Acq. Dev. Const.
No Changes [ ] L ] [ ]
Not renewing/extending maturity [ ] [ ] [ ]

" Calling all or part loans

before maturity [ ] { ] [ ]
Charging higher interest rates [ ] [ ] ( )
More equity required [ ] [ ] [ ]




Asking for more collateral [ ] [ ] [ ]
Increased documentation ( ] [ ] [ ]
Requiring personal guarantees { ] [ ] [ ]
Higher capital requirements [ ] [ ] [ ]
No longer making loans| ] [ ] { ]

Other [ ] [ ] ( )

This question was placed in the survey to find what recent changes have
taken place in the lending industry and what lending restrictions have
been imposed on developer/ builders and was identical to one in The
Acquisition, Development & Construction (A,D&C) Financing Survey of
1990 done by the NAHB. The quéstion in this study, unlike the one in the
NAHB study, was geared toward lenders. The responses to this question

are organized in Table 6.1a) for banks and Table 6.2 for S&Ls.

TYPES OF CRAANGES EXPERIENCED BANKS IN BANKS IN . BANKS IN
BY ALL BANXS ACQUISITION | DEVELOPMENT | CONSTRUCTION
LOANS LOANS LOANS
No Changes 8.6% 0.0% 17.1%
Not Renewing/Extending Loans 5.7% 5.7% 5.7%
Call All/Part of Existing Loans T 2.9% 2.9% 2.9%
Charging Higher Interest Rates 5.7% 8.6% 8.6%
More Equity Required 51.4% 48.6% 37.1c
Asking for Additicnal Collataral 28.6% 28.6%} 20,0%
Increased Documentation 77.1% 57.1% 54.3%
Requiring Personal Guarantses 14.3% 17.18 17.1%
Bigher Capital Raquirements 1.4% Jl.4% 3l.4%
No Longer Making Loans 2.9% 5.7% " 0.0%
Othar 2.9% 2.9% 2.9%
No Answer 17.1¢

Figure 6.1 Percentage of Banks Respbnding That Have Had the

Following Policy Changes for Acquisition,
Construction Lending Within the Last 5-10 Years.

Development and/or
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Table 6.1) shows there are four distinct areas of change to which the
greatest number of banks responded. These changes include increased
equity requirements, increased required collateral, increased required
documentation, and increased capital requirements. Of these, increased
documentation, or the necessary studies and paper work that are
necessary for loan approval, was Without question the most often selectéd

change among all lenders.

Of. the banks, 77.1% are requiring increased documentation for acquisition
loans, 57.1% are requiring it for deveiopment Ioaﬁs and 54.3% are
requiring it for construction loans. Increasing _eq'ui_ty was'the' second
strongest response wiih 5_1 4% of the banks stating this has been done in
acquisition lending, 48.6% in development lending, and 37.1% in
construction Iendiﬁg. The third strongest response was given for higher
capital requirements by 31.4% of banks in acquisition loans, 31.4% in

development loans and 31.4% in construction loans. Finally, 28.6% of the

- banks in acquisition lending, 28.6% in development lending and 20.0%

construction lending stated that they are requiring additional collateral.

According to the question, some of the banks are aiso increasing their use



of personal guarantees as seen by 14.3% of the banks in acquisition

lending, 17.1% in development lending, and 17.1% in construction lending.

Finally, it is evident that the other items received comparatively low

responses.

TYPES OF CHANGES EXPERTENCED S&Ls IN S&lLs IN S&ls IN
BY ALIL S&Ls ACQUISITION § DEVELOPMENT | CONSTROCTION
LOANS LOANS LOANS

No Changes . 0.0% 0.0% 0.0%
Not Renewing/Extending Loans 0.0t 0.0% 0.0%
Call All/Part of Existing Loans 0.0% 0.0t 0.0%
Charging Higher Interest Rates 9.1% 9.1% 27.3%
More Equity Required 36.4% 36.4% 63.6%
Asking for Additional Collateral 0.0% 0.0% 0.0%
Increased Documentation 45.5% 45.5% 72.7%
Requiring Personal Guarantees 9.1% 9.1% 27.3%
Higher Capital Requirements 9.1% 9.1% 9.1%
No Longer Making Loans ’ 45.5% 45.5% 0.0%
Other 0.0% 0.0% , 0.0%
No Answer 9.1%

Figure 6.2 Percentage of S&Ls Responding They Have Had the
Following Policy Changes for Acquisition, Development, and\or
Construction Lending within the Last 5 - 10 Years.

The response of S&Ls in Table 6.2 were similar to that of banks, but there
were a few differences. According to the survey, the greatest number of
S&Ls stated that they have increased required documentation. The second

strongest response was given for increased equity requirements.

Increased documentation is being required by 45.58% of S&Ls in land
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acquisition loans, 45.58% in development loans and 72.7% in construction
loans. More equity is required by 36.4% of S&Ls in acquisition loans, -
36.4% in development loans and 63.6% in construction loans. [n addition,
45.5% of all S&Ls replied that they are no longer making residential land
acquisition and development loans. Finally, 27.3% of the S&Ls are
charging higher interest rates and requiring persoﬁal guarantees in

residential construction loans.

The above findings confirm the results of the Acquisition, Development
and Construction (A,D&C) Financing Survey of 1990. In this previous
survey, the majority of the builders stated that banks have increased
required equity, required_ documentation, and requifed collaterai in
residential A,D&C lending. In this survey, a great majority of the builders'
also stated that S&Ls have increased equity required, and required
documentation. Many of these builders aiso stated that S&Ls are no longer

issuing A,D&C [oans.

S. If changes have occurred, what are the reasons?

For Thrift Institutions Only:

(check all that applies) Loan Types
Acq. Dev. Const.
Single borrower restrictions [ ] ( ] { ]
5



New capital requirements ( ] ( ] ( ]
Company Concern for risk [ ] [ ] [ ]
RTC :

takeovers ( ] | ] ( ]
Greater Reguiatory Requirements [ ] [ ] [ 1
Tough Regulators/Examiners ( ] ( ] [ ]
Other

(please specify)

For Commercial Banks:
(check all that applies)

Acq. Dev. Const.
FDIC takeovers
Higher capital requirements
Restrictive regulations/audits
Company concern for risk
Other
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(Please specify)

This question was also derived from a similar question in the NAHB survey
of 1990. In this case, the question had to be phrased differently for S&Ls
and for banks since they are infiuenced by different factors. Nonetheless,
the responses were fairly consisﬁent between S&Ls and banks. These

responses are depicted in Figures 6.3 and 6.4.




(CATEGORIES OF INVOLVEMENT) BANK IN BANKS IN BANKS IN
ACQUISITION, DEVELOPMENT OR CONSTRUCTION ACQUISITION | DEVELOPMENT | CONSTRIRCTION
LOANS AS A PERCENTAGE OF RESIDENTIAL LOANS LOANS LOANS LOANS

‘ > 75% 20.0% 0.0% 17.1%
50% to 75% 8.6% 0.0% 5.7%

25% to 50% 11.4% 11.4% 14.3%
< 25% 25.7% 25.7% 34.3%
TOTAL 65.7% 37.1% 71.4%

No Answer T 22.9%

Figure 6.3

Changes
Construction Lending.

Percentage of Banks Responding To Reasons for
in Lending Policies for Acquisition,

Development and/or

It is clear from Table‘ 6.3 that banks, not just S&Ls, have been heavily

restricted by reguiations and requirements imposed by bank examiners.

The greatest number of banks stated that the reasons for policy changes in

question four have been due to restrictive regulations and audits imposed

on them. This response was given by, 65.7% of the banks for acquisition

loans, 62.9% for development loans and 57.1% for construction loans. The

next strongest response given for these changes was the company's or

lender's concern for risk. This response was given by 48.6% of the banks



in acquisition lending, 48.6% in development lending and 40.0% in

construction lending. Banks gave little or no attention to the other

response options.

Lmaaspus FOR CEANGES S&Ls IN S&Ls IN S&Ls IN
IN LENDING POLICIES ACQUISITION | DEVELOPMENT | CONSTRUCTION
LOANS LOANS LOANS
Single Borrower Restrictions 27.3&' 27.3¥ 27.3%
New Capital Requirements 36.4% 36.4% 54.6%
Company Concern for Risk 54.6% 54.5% S4.6%
RTC Takeovers ) 0.0% 0.0% 0.0%}
Increased Requlatory Requirements 36.4% 27.3% 27.3%
Tough Requlators/Examiners 36.4% 45.5% 36.4¢%
Other 0.0% 0.0% 0.0%
No Answer 9,1%
-Figure 6.4 Percentage of S&Ls Responding To Reasons for
Changes in Lending Policies for Acquisition, Development and/or

Construction Lending.

From Figure 6.4, the greatest number of S&Ls stated that changes in their

lending policies were caused by the institution's increased concern for

risk. According to the survey, 54.6% stated this was the case for

acquisition lending, 54.5% stated this for development lending and 54.6%

for construction lending. S&Ls also attributed policy changes to tough

regulators, to increased regulatory requirements and to the new capital
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requirements, as required by FIRREA, all of which were the next strongest

responses.

The strongest of these were given for the new capital requirements which
received a 36.4% response in acquisition lending, a 36.4% in development
lending and a 54.6% response in construction lending. Tough regulators
were the reason given for changes by 36.4% in acquisition lending, 45.5%
in development lending, and 36.4% in construction lending. In addition, the
increase in regulatory requirements was the respohse given by 36.4% of

the S&Ls in acquisition lending, 27.3% in development lending and 27.38%

in construction lending. Finally, under one third of the S&Ls attributed

changes to the single borrower restrictions for ail categories of A D&C

lending.

What was most surprising from this question was Vthat banks gave a
stronger response, compared to S&Ls, to regﬁlations as a cause of changes
in lending policies. In lieu of the S&L crisis and the subsequent
restrictive regulation imposed on S&Ls, it was expected that S&Ls would
respond stronger than banks to this item These regulatory restrictions

being faced by banks are more than likely due to the Interagency




Guidelines for Real Estate Lending Policies and FDICIA of 1991 covered in

Chapter Three.

Does your institution prefer to loan to a particular size of builder?
( )Yes ( )No

Does your institution have restrictions on builders according to
size?
( )Yes ( )No

S&Ls

54.5%

LEGEND
Oxe
H res

i r " d
L1 T L] L4 1

PERCENTAGE RESPONSE

Figure 6.5 Lender Preference for Builder Size

When this survey was in the process of being formed it was discovered in
- the NAHB's Acquisition, Development and Construction (A,D&C) Financing

Survey of 1990 that large builders were feeling more of a shortage of
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funds than smaller builders. The issue then arose of lending institutions

possibly having preferences as to builder size when funding construction

projects. This question sought to investigate this area.

From the figure, it is clear that the vast majority of lending institutions,

as expressed by 65.7% of banks and 54.5% of S&Ls, do not have any
partiality towards contractors in regards to size. However, there are
some lenders that do prefer certain sizes of builder. Within the lending
industry, 20% of banks and 36.4% of S&Ls have builder size preferences
when issuing A,D&C loans. This constitutes one fifth of banks and over on
third of S&Ls surveyed. This information is a partial explanation of the
results of the NAHB survey. However, a more fhorbugh ex.planation can be
derived from question seven to be discussed shortly. The second part of
question six sought to find whether lending institutions restrict

contractors on the basis of size. The results derived are shown in Figure

6.6.
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Figure 6.6 Lenders that Do Restrict Certain Sizes of Builders.

It is evident that the majority of those lenders that do prefer a particular
size of builder do not restrict those they do not prefer. This is seen by
63.6% of the S&Ls and 74.3%. of the banks stating this to be the case.
However, there are some that do restrict builders. These include 27.3% of
the S&Ls and 8.6% of the banks. Although this is not a large proportion of
the overall industry, this percentage of lenders may be steering funds

away from those sizes of builders they prefer not to deal with.
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If yes to any of the above in question #6, piease rank your
preferences in lending:(circle one)

1=lowest preference to 5=highest preference

Smail builder 1 2 3 4 5 (< $1 mil. volume)
Medium builder 1 2 3 4 S ($1-$9.5 mil. volume)
Large builder 1 2 3 4 5 (> $10 mil. volume)

SeLS

PERCENTAGE RESPONSE

Figure 6.7 Size of Builders Lenders Prefer

This question is meant to be an extension of question six in order to
determine the size preference of the lenders surveyed. It was found that
some lenders do prefer certain sizes of builder and some within this group
actually restrict certain sizes. This question seeks to find what sizes of
buiiders are actually preferred. Rather than quantifying the degrees of
preference, the table depicts only the most preferred buiider size for each

lender response whether it was large, medium or small builders.
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from this question were surprising as illustrated in Figure 6.8.
~ According to the survey, 72% of all S&Ls and 51.4% of all banks stated
that the removal of FIRREA would benefit all individuals associated with

the residential construction industry.

72.7%

LEGEND

-Dimm

M Benetits Landers

Dnhldvcham

M penetits ALl
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Figure 6.8 Lender Response to Consequences of Possible
Removal of FIRREA

This represents over half of banks and nearly three quarters of S&Ls. It is
understandable why S&Ls voiced a stronger reaction against this law

since they have been restricted more than banks by FIRREA.

In addition to the above, 27.3% of S&Ls and 14.3% of all banks stated that
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the removal of FIRREA would directly benefit lenders. Only 8.6% of the
banks and none of the S&Ls stated that FIRREA would disadvantage all
affiliated with residential construction. Finally, 5.7% of banks and 9.1%

of the S&Ls stated that FIRREA's removal would hurt builders.

Lenders believe FIRREA was a necessary measure taken by the law makers
in response to the S&L crisis and the subsequent losses of billions of
dollars of invested fund;. However, the majority of the lending industry
see FIRREA as an over reaction to a situation that no longer exists, at

least not to the degree it did.

With such a strong reaction from lenders and with the negative

disposition most builders are already known to have toward FIRREA, it
may be possible for both of these groups to join forces and bring about
either the removal or the modification of FIRREA. The efforts of both
these groups may convince regulators thaf the restrictions of FIRREA need
to be reconsidered. It may also be possible that FIRREA, like so many
other laws in the past, no longer serves the purpose for which it was

intended.
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9. in residential construction loans, is prompt payment of the
subcontractor by the contractor a problem?
( )Yes ( )No

In the information phase of this report, it was discovered that lack of
prompt payment of the subcontractors, suppliers, and others at the bottom
of the construction payment chain raised the concermns of those involved in
the residential construction process. Suppliers and subcontractors who

are not paid on time by the developer/ builder experience great financial

difficulty in maintaining sound operations.

63.6%

S5als

7.

54.3%

LEGEXD

| E ™

PERCENTAGE RESPONSE

Figure 6.9 Lender Response to Prompt Payment

Lenders are also hurt when this occurs since subcontractors and suppliers

can file liens on the property that may make other lenders hesitant to

18

b‘l!



issue permanent loans that would pay for the construction loan.
Figure 6.9 shows that the majority of both banks and S&Ls believe that
prompt payment of all parties involved in the residential construction
process is not a problem. In particular, 63% of S&Ls and 54.3% of banks
stated that this issue is not a great concern for them. However, 28.6% of
the banks surveyed and 27.3% of the S&Ls stated that prompt paymént was
considered a problem. This represents nearly one third of the industry. It
is apparent that although prompt is not a wide spread dilemma in t-he
industry, it exists and it worries some lenders.
10.  What does your company do to insure prompt payment to
subcontractors and to prevent "double payments" ?

(circle one for each that applies)
1=never to S=always

( )Require lien releases/waivers. 1 2 3 4 5
( )Require "pay when paid" clause. 1 2 3 4 5
( )lssuance of joint checks 1 2 3 4 S
( )General contractor's _

certification 1T 2 3 4 5
( )Other

1 2 3 4 5

This question attempted to find what lenders do to insure that
subcontractors and suppliers get paid on time during the construction
project. This represents one of the questions used to find what roles are

played by lenders to protect other participants of the residential
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construction industry. A variety of responses were given to lenders to

choose from.

Lenders could have chosen to respond to lien releases of subcontractors to
make sure no liens are being placed on the property. Lenders could have
chosen "pay when paid" ciauses which are legél clauses in the loan
contract document that obligate developer/builders to pay those under
them as soon as they receive the loan draw. The issuance of joint checks
was included and it entails issuing loan draw checks payable to more than

one person. This is helpful because it prevents the money from being only

in the hands of the developer/ builder.

‘Lenders could have chosen the use of contractor certification of payments.
These are documents sent to the lender by the general contractor to
assure that those under the general contractor have been paid. Finally,
lenders were given the option of filling in their own response if they used
an additional not specified among the answers. For this question, each
response was counted only if a 3 or higher was used as the frequency.

This was interpreted to mean that the institution takes the precaution at

least half the time. Figure 6.10 shows the responses.
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Figure 6.10 Measures Used to Ensure Prompt Payment.

The greatest number of lenders stated that lien waivers are used to insure
prompt payment 6f those involved in the proj-ect. As shown, 81.8% of the
S&Ls and 80.0% of the banks stated that lien waivers were required from
those under the developer/ builder to insure prompt payment. Lenders also
gave strong responses for the use of certification statements. From the
survey, 72.7% of S&Ls and 62.9% of banks stated that they used this
method. It seems that lenders trust these above all others to make sure
the developers/ builders pay ali parties fairly. Joint checks were the next

strongest response among lenders. Evidently, 45% of S&Ls and 60% of
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banks stated that they issue construction loan draws in the form of joint

checks to insure prompt payment,

Few lenders stated that legal clauses in the construction contract, such
the "pay when paid" clause, were used to insure prompt payment. Only
9.1% of the S&Ls and 31.4% of the banks admitted to using this method.
Finally, 27.3% of the S&Ls and 17.1% of the banks responded that othen_'
measures were used to ensure timely payments. Other methods cited by
lenders that were used to insure prompt paymenf were the use of title
insurance check downs and close communication with subcontractors. A
title insurance check down is when the title of the property is checked to
see that there are no liens placed on the property and therefore that all
subcontractors have beeh paid.
11.  What percentage of the time, in single family homes, is the
appraisal significantly higher or lower than the builder contract

amount?

Higher. % Lower %

Before projects are funded, lenders wiil have the project evaluated by a
professional appraiser who is trusted by the bank to establish the value of

the project. Lenders are concerned that the loan amount will be greater
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than the vaiue of the item which will be obtained with the loan or in this
case the project contract amount to be funded. This makes it impossible
to recover the money even by foreclosing on the property. A wide variety
of responses were elicited from this question. They were therefore
organized according to a scale consisting of five overall categories as

illustrated in the legend of Figure 6.11.
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Figure 6.11 Percentage of the Time the Appraisél is Higher or
Lower than the Builder Contract Amount.

The responses of lenders, concerning the percentage of the time
appraisals vary above or below the builders contract amount; were
organized according to the following categories: The appraisal being
higher than the builder contract amount more than 20% of the time, being

higher 10-20% of the time, being higher 1-10% of the time, always being
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on target, being lower 1-10% of the time, being lower 10-20% of the time

and being lower more than 20% of the time.

The responses were not as clear cut as the results in previous questions
as seen in Figure 6.11. The responses indicated that lenders, in general,
believe there is a wide variance between the appraisal and the builder
contract amount. The stronger responses of the banks included 31.4%
believing that the appraisal is higher than the contract amount more than
20% of the time and 22.9% believing that it is lower 10-20% of the time.
Banks provided weaker responses with 5.7% stating that the appraisal is
higher than the -builder'contract amount 10-20% of the time, 14.3% stating
that it is higher 1-10% of the time, 8.6% stating that ft is lower 1-10% of
the time and 11.4% stating that it is lower more than 20% of the time.

Finally, only 11.4% of banks believe that appraisals are always on target.

The S&Ls also made it clear they feel appraisals tend to be inconsistent.
The strongest responses included 27.3% stating that the appraisal tends to
be higher than the builder contract amount more than 20% of the time,
27.3% stating that it is higher 1-10% of the time, 18.2% stating that it is

lower 1-10% of the time and 18.2% stating that it is lower more than 20%
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of the time. Weaker responses indicated that 9.1% of the S&Ls believe the
appraisal is higher than the builder contract amount 10-20% of the time,
and another 9.1% believe it is lower 10-20% of the time. None of the S&Ls
believed that appraisals were ever accurate as noted by 0% stating that
the appraisal is always on target. Lenders in general are skeptical as to
the consistency or the accuracy of the loan appraisal. Lenders strongly
believe that the appraisal is either abové or below the builder contract

amount but few, if any, believe that it is ever on target.

12.  When the appraisal is significantly higher or lower than it should be,
it is usually due to; (check only one) ’
( )Appraiser over/under evaluation
( )Contractor over/under evaluation

This survey question asks lenders to state the party they feel is at fault
when an appraisal is over or under the builder contract amount. The

responses from banks and S&Ls were very different from one another as

exhibited in Figure 6.12.
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Figure 6.12 Reason for Inaccurate Appraisals

According to the survey, 40.0% of the banks stated that inaccurate
appraisals are due to poor appraiser evaluation as opposed to 22.9%
stating they are due to the contractor. On the other hand, 72% of the S&Ls
stated that inaccurate appraisals are the contractor's fault and only 18.2%
stated that they are due to the appraiser. This strong response of the
S&Ls may be due to a feeling of mistrust of builders after what was
experienced in the S&L industry in the late 1980's. This mistrust on the

part of the S&Ls was seen in the previous question when S&Ls stated that
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the appraisal always varies and is never on target. In this question, the

majority of the S&Ls blame the contractor for this.

13. What percentage of the time does an incorrect appraisal play a
significant role in project foreclosuré? %

It was important to find out the possible harm caused by a bad appraisal.
Often project foreclosures are blamed on poor appraisals or negligent and
untrained appraisers. Lenders were asked to give their opinion on the
;;ossibility of foreclosure being produced by an inaccurate'appraisal.
Simiiar to question eleven, a wide array of answers were brought out by
this answer. The answers were thgrefore organized according to three

categories: inaccurate appraisals causing foreclosure above 15% of the

time, up to 15% of the time and poor appraisals never causing foreclosure.

The overall response to this question from all lenders is not as definitive
as in other questions. Out of both lender types, S&Ls showed the
strongest response with 36.4% stating that poor appraisals may cause
foreclosure up to 15% of the time. Also, 9.1% stated that inaccurate

appraisals caused foreclosures more than 15% of the time. Finally, 18.2%
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stated that foreclosure was never caused by inaccurate appraisals.

S5&Ls 36.4%

2.9

B above 15%

Oup o 154
5.7
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Figure 6.13 Percentage of the Time an Inaccurate - Appraisal
Leads to a Foreclosure.

The second strongest overall response and the greatest response seen

from banks was 25.7% stating that an inaccurate appraisal never causes
project foreclosures. In addition, 22.9% of banks stated that appraisals
endanger a project more than 15% of the time and 8.6% statéd that they

endanger projects up to 15% of the time.

It is difficult to interpret these results since they are so disparate. One
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way to interpret these results is that different lenders have had different
experiences with the consequences of inaccurate appraisals. The reason
for this may be due to some lending institutions taking more precautions
to protect themselves against poor appraisals so that even though they
may occur, their position is not jeopard_ized. In subsequent questions it

will be shown how this may be the case.

14.  How often is the appraisal within the foliowing percent correct
margin of the actual market value of the property involved? (c1rcle
one for each that applies) 1=never to S=always

R — 1 2 3 4 5
(L0 J— 1 2 3 4 5
rJ R 7 — 1 2 3 4 5
30 % -eeme-- 1 2 '3 4 5

The question ‘being asked in this case is similar to question eleven.
However, in this case the idea was to ask how close the appraised value of
the property was to the market value, or to the potential value of the
property if it were sold in the real estate market. The lender is also

asked to state the frequency of each response by ranking it on a scale of 1

to 5 as explained in the question.
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Figure 6.14  Appraisal Variation According to Market Value

In essence, lenders were asked how great the deviation is in this area and
how often it occurs: Both banks and S&Ls were grouped together. In this
case, since it was important to find out what frequently happens
regarding appraisal variance, only those responses with a frequency rating
of 4 and above were counted. The results of the survey are exhibited in

Figure 6.14.
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According to the survey, 26.1% of the lenders stated that the appraised
value of the property deviates from the actual market value by 5%, 26.1%
stated that it deviates by 10%, 19.6% stated that it deviated by 20% and
28.3% stated that it deviated by 30%. Further, each of these groups
believed that this deviation from actual market value occurred either
always or almost -always. These findings illustrate that nearly one fifth,
and in some case almost one third, of the industry believe that the
appraisal value of property is between 5% to 30% in error of the actual

market value.

15.  How much do you rely upon the appraisal for setting loan to value ?
( )Always '
( )AImost always
( )Sometimes
( )Almost never

Lenders believe that the appraisal process is not an exact science. Errors
will be made due to the fact that ultimately it is based on judgment.
However, it can also be very accurate if done correctly by persons with
the right training. This question served as an attempted to find out how

often the appraisal is used by the lender for the purposes of setting

loan-to-value ratios. From the question, it can be seen that lenders could

31




have chosen one of four responses based on their use of the appraisal.
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Figure 6.15 Frequency of Lender Reliance on Appraisals for

PERCENTAGE RESPONSE

Setting Loan-to-Value Ratios.

Figure 6.15 shows the responses of lenders to the above question. From
the iliustration, it is evident that both banks and S&Ls still rely heavily
on the_ appraisal for the setting of loan-to-value ratio. Since each
feSponse in this case is mutually exclusive, the percentages of responses

given by each lender may be added together for the purpose of the

discussion.

At least 45.5% of the S&Ls stated that the appraisal is always used for

setting the loan-to-value ratio, the other 45.5% stated that it is used
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almost always. By simple addition, 91.0% of the S&Ls surveyed either

always or almost always rely on the appraisal for setting this ratio.

Banks sho;Ned a weaker response with 17.1% stating that the appraisal is
always used for this purpose, and 57.1% stating that it is almost always
used. Another 8.6% stat.ed that the appraisat is never used for this
purpose and 2.9% stated that it is aimost never used in this area.
Essentially, 74.2% of banks stated that they either always or almost
always use the appraisal for the setting of loan-to-value ratio. This
shows that the majority of lending institutions still rely heavily on the
appraisal .for issuing loans in residential A,D&C Iend}ng. Despite potential
drawbacks, lenders still have faith in the benefits of carefully done

appraisals.

16.  Which of the following attempts to direct/influence the outcome of
the appraisal most often?
(check only one)
( )Lender
( )Contractor
( )Comments
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Lenders

No Answer 8.7%
J0.4%

other e e e Contractors
10.9% 308

-

Figure 6.16 Influence Over Appraisals

For the purpose of the survey, the responses of banks and S&Ls were
grouped together since their reaction to this question were nearly |
identical. Among all lenders surveyed, 8.7% stated that the lender most
often attempts to influence the appraisal, 30.4% chose not to answer this
question and 10.9% stated that the appraisal is more likely to be
influenced by other parties. These other parties included the real estate
broker and the buyer. In addition, 50.0% of all lenders stated that it was

the contractor that most influenced this process. This is a relatively high
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percentage compared to the other percentage responses and shows that
lenders tend to be suspicious of contractors regarding the property

appraisal process.

17.  What does your company do to prevent appraisal fraud?
(circle one for each that applies) 1=never to S=always
( )Nothing

( )Rely on reputation of appraiser

( )independent appraisal consultant

( )multiple appraisals

( )in-house review of appraisals

( )Other

_.__.__...._._.
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In previous questions it was found that lenders surveyed felt that the
éppraisal value does vary significantly from the market value of the
property. This discrepancy is often due to the influence or incompetence
of parties affiliated with this process. It was also found that, for some
lenders, bad appraisals have resuited in subsequent foreclosures.
Nonetheless, lenders still rely heavily on the appraisal as one of the
better means to determine the vaiue of projects to be funded. As the

above question specifies it was important to determine what lenders do to

protect themselves and other industry participants from the effects of an

inaccurate appraisal.
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Lenders were also asked how often each of the precautions are taken. The
lender responses were counted only if they were given a frequency rating
of 3 or higher. This rating is interpreted to mean that the lender takes

this precaution at least half of the time.

PERCENTAGE RESPONSE

Figure 6.17 Methods Used to Prevent Inaccurate Appraisals

Figure 6.17 shows the most common way by which all lenders avoid bad
appraisals is by performing in-house reviews. According to the survey,
90.9% of the S&Ls and 74.3% of the banks rely on this method. However,
there is some question as to the skill of these in-house review appraisers
since not all of them are licens=d by the state and they are not subject to

the Uniform Standard of Professional Appraisal Practice (USAP) mandated
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by FIRREA (Warren 1992). Since they are not subject to regulatory review,
some review appraisers have been known to reject honest, accurate
appraisals because they have not been in the interest of the financial
institution, not necessarily because they have been inaccurate (Warren
1992). The second strongest response given by lenders was to rely on an
apprz;iser with a good reputation. This response was given by 72.7% of'

S&Ls and 60.0% of banks.

Early in the information phase, it was discovered from interviews with

lenders that the best methods used to avoid inaccurate appraisals are the

use of an appraisal consuitant or the use of multiple appraisals. However,.

few lenders in the survey stated that they used these methods. Appraisaiﬁ
consultan'gs were used by 27.3% of S&Ls and by 20.0% of the banks. The
multiple appraisal method was used by 36.4% of the S&Ls' and only 2.9% of
banks. This low response is more than likely due to the greater cost and

time involved in having more than one appraisal made.

Very few lenders stated that they did nothing to avoid inaccurate
appraisals. Only 2.9% of banks stated this. Finally, 9.1% of S&Ls and 8.6%

of banks stated that they used other methods to protect against bad
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appraisats. These other methods include having the holding company

review the appraiser and having errors and omissions insurance.

18. Do you think the lending industry does enough to prevent appraisal
fraud? ( )Yes ( )No

36.3%

S&Ls

45.5%

] 28.6%

S1.4%
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Figure 6.16 Does the Lending Industry Does Enough to Prevent
Appraisal Fraud. .

The methods considered to be the best in preventing appraisal fraud
received much weaker responses as compared to those methods considered

satisfactory but not optimal. Lenders were then asked if they believed
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that they could do more to protect themselves and other industry
participants from the possible effects of inaccurate appraisals. Figure
6.18 shows the majority of lenders believe that the lending industry does
enough to prevent appraisal fraud. From the figure, 45.5% of the S&Ls and
51.4% of the banks stated that this was true. However, 36.3% of the S&Ls
and 28.6% of the banks believe that lenders must find better ways to
remove fraud in appraisals. This percentage represents nearly one third of
the banks and S&Ls willing to play a greatér role in bringing about more

accurate appraisals.

19. Please state the importance of the following evidence a builder
must provide to qualify for a residential construction loan.
(circle one for each that applies)

1=insignificant to S5=highly important

( )Personal cash position 1 2 3 4 5
( )The reputation of buiider 1 2 3 4 5
( )Project equity 1 2 3 4 5
( )Personal guarantees 1 2 3 4 S
( )Project pre sales 1 2 3 4 5
( )Project type and location 1 2 3 4 5
( )Other 1 2 3 4 5

In the literature it was seen that it is difficult for developer/builders to
obtain funding from lending institutions due to the fear created by the S&L

catastrophe and subsequent restrictive regulations. This question was
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included in the survey to find out directly from lenders what they feel are
the most important factors considered in approving a residential
construction loan application. By knowing what lenders look at, builders
may, with a bit of work, change their operations to be seen as more
attractive investments by lenders. This may allow them to attract more
A,D&C loans not only from banks and S&Ls but also from pension funds,

insurance companies and the like.
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Figure 6.19 Important Items Approving Construction Loan
Applications
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The information derived from lenders is summarized in Figure 6.19.
From interviews during the information phase of this study, it was
discovered that the most important factor that lenders looked for in
approving construction loan applications is a solid cash position. Second
to this was a strong local reputation. However, the results of the survey
reverse these two in order df importance.
The greatest number of banks and S&Ls chose the builders reputation as
one of the most important factors in approving loans. Evidently, 90.9% of
the S&Ls and 77.7% of the banks chose this response. The second most
frequgntly chosen response was a strong cash position of builders as seen
by an 81.8% response from the S&Ls and a 68.6% response from the banks.
The other options were close behind with strong response rates. For
project equity, 72.7% of the S&Ls and 65.7% of banks stated this is an
important factor to be considered. The use of personal guarantees
received a 63.6% response from the S&Ls and a 65.7% response from the
banks. Also, the type of project and its location is considered important
by 72.7% of the S&Ls and 60.0% of the banks. Only 36.4% of the S&Ls and
37.1% of the banks stated that project pre-sales are given important

consideration.
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For the most part, banks consider builder reputation and cash when
funding projects. Lenders want to see that developer/ builders have been
around a long time and have a reputation of competence and integrity. in
addition, they want to see financial strength proving developer/builders
have the ability to stay profitable in business. Lenders interpret financial
strength i.n terms of high liquidity. During the information phase of this
report, a lender interviewed on this subject stated that banks interpreted
liquidity to mean large amounts of cash on hand, preferably §6'5,000 to
$70,000 of debt free capital in a savings account ‘(Seymour 1993).

-

20. Generally speaking what risk category is assigned to the loan
categories below ? (circle one for each that applies)
T1=low to 5=high

Residential construction loans . 1 2 3 4 S
Commercial construction loans 1 2 3 4 S
Industrial construction loans 1 2 3 4 S

Usually, if there is a large amount risk associated with a loan, lenders

will charge a large amount of interest to builders to compensate for the

additional risk. Therefore, this question was important to include in the
survey since it has cost implications. The intent here was to find the
risk assigned to residential construction loans relative to other types of

construction loans. Although only the information for residential loans
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was analyzed, it was important to include commercial construction and

industrial construction loans to assure that lenders would rate the risk of

residential construction loans relative to the other two types. In the

majority of cases, the risk assigned to residential loans was either low to

very low compared to commercial or industrial construction loans.

For the purpose of analyzing the results, a risk rating of 1 to 2 was

interpreted as a low risk, a 3 was moderate risk and a 4 to 5 was high

risk. The results are illustrated in Figure 6.20.

Sals

27.3%

63.6%

54.3%

LEGEND
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O nodarute Risk

B row Risk
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Figure 6.20 Risk Assigned

to Residential A,D&C Lending.

The majority of lenders consider residential construction loans as
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relatively safe. From the illustration, 63.6% of the S&Ls and 54.5% of the

banks stated that residential construction loans have low risk relative to
other construction loans. Also, 27.3% of the S&Ls and 20.0% of the banks
stated that residential construction loans represent moderated risk.

Finally, none of the S&Ls and only 11.4% stated that residential loans can

present high risk.

21. Do your underwriting procedures reflect this difference in risk?
( )Yes ( )No

No Answar
15.2%

No

Tas
BC.4%

Figure 6.21 Do Lending Policies Reflect Risk Differences in
Different Types of Construction Loans.
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This question was important to ask because lenders must always take into
consideration the degree of risk associated with each type of construction
loan. Each type of construction loan has high or low amounts of risk.

A high risk loan is a more expensive loan for the borrower since the
interest rate shouid be higher to compensate the lender for the additional
ri.sk incurred. In addition, higher risk loans may be rejected by Ienaers
due to the increased capital requirements they face in taking them on. If
Iendi:ng policies do not take into consideration the lower risk of
residential construction, as opposed to other construction Idans,
residential developer/ builde_rs may be charged more interest or be
rejected more than they desewelto be. |

The responses of the S&Ls and of the banks were nearly identical andv
were included together. The results are organized in Figure 6.21.
According to the responses, 80.4% of all lending insfitutions do reflect in
their policies the differences in the risks associated with different types
of construction loans. Only 4.4% of the lenders did not reflect this
difference and 15.2% of them chose not to answer this question.

it should be a relief for developer/builders to know that residential
construction loans are regarded as safer loans by lenders and that iender

policies reflect this. Although this may not make it easier to get loans
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from lenders during this time of tight credit, it will help to know they
have an advantage over developer/ builders dealing in more risky

construction loans that may be in competition for the same funds.

22. For speculative development do you require any type of feasibility

document? (circle each one that applies) 1=never to S=always
( )Return on investment analysis 1 2 3 4 5
( )Market Demand Investigation 1 2 3 4 5
( )Site analysis 1 2 3 4 5
( )Other _ _ 1 2 3 4 5

Speculative lending may be considered by many to be the most risky area

of residential construction. Lending institutions should consider this

added risk and take greater precautions to insure that the project will

succeed.

There are a variety of studies that can be performed by lending
institutions to tell whether or not a project has a good chance of being
profitable. According to the survey, all given types of studies or

documentation were given high response rates.
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Figure 6.22 Documents Required for Specm.:lative Residential
Construction.

For both the market demand analysis and the site analysis, 54.6% of the
S&Ls and 54.3% of the banks stated that they required these at least half
the time in issuing loans for speculative construction projects. Also,
54.6% of the of the S&Ls and 37.6% of the banks stated that they required

a return on investment analysis at least for haif of their speculative

projects. Only 2.9% of the banks stated that they relied on other methods -

not listed in the question, but they did not mention what these other

methods included.

47




23. Does your institution actually research the demand reiative the
~ supply of the type of residential project before the loan is
’ approved? ( )Yes ( No

36.4%

S&Ls

45.58

LEGERD
Ow

Bt

PERCENTAGE RESPONSE

Figure 6.23 Lender Research on the Demand/Supply for Each
Project Funded.

ﬁesearching the demand,'relative the supply, is very important in
residential construction iending. lf there is an excess supply in the
market, relative to the demand, new residential space supplied by a
project will not be "absorbed" 'by the market. The result is that the
project may not be sold, permanent financing may not Ibe found and, to the
dismay of the lender, the construction ioan may not get paid.

Each residential construction project should have the financial strength to

48



stand on its own merits and one of the methods used to determine whether
it does or not is through the market demand analysis. Further, there are a
variety of residential construction markets each geared toward a
particular consumer. There may be an excess supply, relative the demand,
in one market and a great demand, relative the supply, in the other. Many
lenders believe With little or no analysis of market demand for the type of
residential project, they méy never know whether or not there is

sufficient demand for a particular type of project.

According to Figure 6.23, the majority of the lenders stated that they do
research the demand, relative the supply, for the type of residential
project as indicated by.45.5% of the S&Ls and 54.3% of the banks.

However, 36.4% of the S&Ls and 20.0% of the banks stated that they do not

research this area for the type of residential project done.

24. Do you administer residential construction loans with a department
or division separate from other commercial real estate loans 7
() Yes ( YNo
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Figure 6.24 Does the Lender Issue Construction Loans Through
Construction Loan Departments.

From the outset of this study, it was _stated that one of the major-
problems in the industry is the failure to properly analyze the risk
associated with residential construction loans. This question was
included because many in the residential construction industry believe
that lenders should form separate construction loan departments to deal

with these special problems. The responses of lenders are summarized in

Figure 6.24.
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It is seen that the majority of all lenders do not issue residential
construction loans through commercial loan departments. According to
the survey 54.6% of the S&Ls and 57.1% of the banks do not have
construction loan departments. However, 36.4% of the S&Ls and 25.7% of
the banks do have them. This is an area in which lending institutions can

minimize their risk and provide greater protection to depositors.

Separate construction loan departments are better able to approve,
manage and collect construction loans than commercial loan departments.
Lenders can play a greater role to protect all those involved in residential

construction by improving in this area.

25. If yes to the above question, does your Residential Construction
Loan Group include staff experienced in the Residential Construction
industry ? ( ) Yes ( )No

This question was incorporated into the survey to make sure, if
residential construction loan departments are used, that they have the
potential to operate effectively. For this to occur, these departments

must be staffed with personnel experienced in residential construction.

Lending officers must be trained to avoid problems exclusive to A,D&C
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lending. Some of these probiems may include judging poorly the actual
progress of construction and paying ahead of construction, failing to
request lien waivers from subcontractors, lacking knowledge of reputable

developer/builders in the area, etc.

S&Ls

100.0t

T1.8%

PERCENTAGE RESPCONSE

Figure 6.24 Lenders With Construction Loan Departments that
Have Staff Experienced in Residential Construction.

From Figure 6.24, surveyed lending institutions felt that construction loan
departments had to include staff knowledgeable in construction. Of those
surveyed, 100% of the S&Ls and 77.8% of the banks responded that their
construction loan departments have this skilled staff. Only 22.2% of the

banks stated that this was not the case. This indicates that most lending
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institutions, that have construction loan departments, understand the

importance of specialized staff needed to run them.

26. Do you make construction loans even when you are not interested in
the permanent financing of the project ? () Yes ( )No

54.5%

2.6 LEGEND

Ow
M res

PERCENTAGE RESPONSE

Figure 6-26 Lenders Making Construction Loans Separate

From Permanent loans

From Figure 6.26, it is evident that the majority of the banks did issue
construction loans without being interested in the permanent financing of
the project. However, S&Ls did not. Of the banks, 54.3% stated that they
did issue construction loans separate from permanent loans. Only, 28.6%

responded that they were looking to issue the permanent loan. S&Ls were
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nearly opposite to banks with 54.5% stating that they wanted to issue the

permanent financing. Further, 36.4% stated that this was not the case.

It was expected that the S&Ls would respond this way, as compared to
banks. They are being pushed in this direction by the tough regulatory
require;'nents of FIRREA. Banks seemed to be issuing more construction
loans separate from long term financing since they want to take advantage
of the higher interest rates offered to increase p.rofits and to offer higher

depositor interest rates.

27. If yes to the above question, what requirements do you have for
there to be permanent financing in place before the construction
loan is made ?

Even though some lenders are not interested in the permanent financing of

the project, most of them require developer/builders to have a

commitment from another lender that the permanent ioan will be provided.

For the construction lender, the possibility of the developer/builder

obtaining a permanent loan is one of the most important things considered

before the construction loan can be issued. Generally speaking, the

permanent loan is used to pay for the construction loan. Without it, the
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lender has less of a guarantee that the construction loan will get paid.

0.0t
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Figure 6.27 Requirements for Issuing Construction Loans
Separate From Permanent Loans.

According to the survey, the lenders stated that they either require an
unconditional permanent loan commitment, greater equity or some other
arrangement depending on the situation. Out of these nearly all of the
lenders stated that they required a permanent ioan commitment. For this
reason, the responses were organized into two categories consisting of
requiring a commitment and requiring some other arrangements. Thesé

results are exhibited in Figure 6.27.
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According to the survey, 100% of the S&Ls and 94.7% of the banks that did
issue construction loans, without the permanent financing, did require
permanent loan commitments from somewhere eise. Only 5.3% of the
banks stated that they would issue a construction loan with greater equity
or some other guarantee. These results show that lenders understand the

importance of having a permanent loan commitment.

28. Do you feel that when a developer/builder makes an application for a
residential AD&C loan, they typically represent: (check one)
() their true financial position ?
() a slightly exaggerated financial position?
( ) a highly exaggerated financial position ?

7.n

S&Ls T

M ighly Exaggeratad

w.e O s1igbesy

W pocurwte

Figure 5-28 Accuracy of Developer/Builder's Stated Financial
Positions.
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Due to the S&L crisis and the resulting restrictive laws, lenders have had
to tighten their lending policies or even pull out of residential A,D&C
lending altogether. This has left developer/builders with a crippling
shortage of credit that has stifled their profits. Lenders understand that
developer/builders are desperate for investment capital and may cause
their stateme'nts of financial position to look better than they really are.
For this reason, it was irhportant to determine to what extent lenders feel

that builders exaggerate their financial strength. This will not only help -

- to summarize the opinion of the lending industry but it will also help

builders to understand how they are viewed by lenders when applying for

-

| A,D&C loans.

Figure 5-28 shows that most of the lenders surveyed believe that
developer/builders do exaggerate their stated financial position. The
responses indicated that 27.3% of the S&Ls and 8.6% of the banks believe
that developer/- builders highly exaggerate their stated financial position.
Another 27.3% of the S&Ls and 48.6% of the banks stated that developer/

builders slightly exaggerate their financial position. Since the response

options are mutually exclusive, the response percentages may be added for

this discussion. Therefore, by simple addition, 54.6% of all S&Ls and
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57.29% of the banks stated that developer/builders exaggerated their

financial position to some degree.

There was also strong indication that some lenders believe the accuracy
of the stated financial position of builders. Surprisingly, 45.5% of S&Ls
and 22.9% of the banks believed that developer/builders stated accurately
this. informétion. it appears that S&Ls would be more likely to believe the

accuracy of a builder's stated financial position than would banks.

29. What available means do you use to verify a developer's true
financial position ? (circle each one that applies) 1=never 10
S=always
( )Certified financial statement 1 2 3 4 5
( )in-depth investigation of :

financial statement ' 1 2 3 4 5

( )linterview people doing

business with developer 1 2 3 4 S5
( )Dun & Bradstreet 1 2 3 4 5
( )Other 1 2 3 4 5

This question was asked in order to find the most commonly used method
for checking a developer's financial strength. Similar to other questions,
the lender was able to identify the frequency of each response option by

rating it from 1 to 5 as explained in the question. Once again, only those
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responses with a rating of 3 and above were counted since it was

important that the lender rely on this option at least half of the time.
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Figure 6.28 Methods Used to Verify True Financial Position

The results of the lender survey are shown in Figure 6.29. The greatest
number of lenders stated that they preferred doing an in-depth financial
investigation as seen by 72.7% of the S&Ls and 82.9% of the banks.
Lenders believe this method is most accurate and reliable. In addition,
45.5% of the S&Ls and 82.9% of the banks stated that they interviewed

those doing business with the contractor. It seems that S&Ls believe that

39




interviews are not as believable as the more formal methods of verifying
financial strength. This can be seen by the fact that 63.6% of the S&Ls as
opposed to 54.3% of banks use certified financial statements. Apparently,

S&Ls interview less and make up for them using other methods.

Dun & Bradstreet reports generated comparativelv fewer responses from
lenders as seen by 45.5% of the S&Ls and 31.4% of the banks. Apparently,
lending institutions are not able to find all of the detailed information in
these reports that is necessary for the issuance of loans. Finally, 18.2%
of the S&Ls and 22.9% of the banks stated they relied on other methods to
verify the developer/builder's financial positi_on; These other mgthods
-included reviewing the developer‘/bdilder's tax returns, financial
references, and credit reports.

30. Do you find developers willing to admit concerns that they may have

about other projects they own that might cause them financial
setbacks ? ( ) Yes ( )No

This question sought to find information along the same lines as question
twenty-eight which inquired whether developer/builders exaggerate their
financial position. Lenders are very interested that the loan application

present as much information as possible that bears on the risk of the
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Figure 6.30 Do Builders Admit Possible Financial Setbacks

\ They also expect for that information to be as accurate as possible. Many

residential developers today have more than one project under way at one
time. it is possible for some of those projects to be in a state of
financial difficulty. These mismanaged projects will not only weaken the
develqper's financial position, but they will alsé make it difficult to
financially manage projects that are doing well. This problem also

encourages developers to commingle funds.

61




The results are summarized in Figure 6.30. The vast majority of the
lenders do not believe that developer/builders are willing to admit
concerns of possible setbacks. S&Ls seemed to be much more cynica!l than
were banks. According to the survey, 90.9% of the S&Ls stated that
developers were not willing to admit this. None of S&Ls stated a
contradictory response. Banks gave a slightly weaker response with 60.0%
stating that developers did not admit possible financial setbacks and
14.3% stating that they do.

31. What steps do you take to assure that the developer/contractor is
reputable to construct the project? (circle one for each that

. applies) ~ 1=never to S5=always
( )lnvestigate with the Construction Industry Licensing
Board(CILB) 1 2 3 4 5

( )Submittal of a developer/contractor
qualification statement 1. 2 3 4 5
(  )nterview with architects/engineers
: 1 2 3 4 S
( )interview developers/
contractors
( ) Other

(9]

2 3 4
2 3 4 5

All lending institutions have an obligation to ensure that builders not only
have the technical competence but aiso the financial expertise to build the
projects to be funded. Since builders need the investment capital being

loaned, they must submit to the terms of the loan contract. This places
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the lenders in a key position to impose terms on the developer/builder
that would inciude making sure that he/she has the ability to finish the
project in a satisfactory manner. This protects the lender's stake and

also the entire industry in general.
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Figure 5-31 Measures Taken to Assure the Developer /
Contractor's Competence.

Some of the methods that the lender may use to ensure that the
developer/contractor has the ability to finish the project are listed in the
question above. The lender may seek information from the Cons‘truction
industry Licensing Board which is responsible for the licensing of

construction professionals in the state. Detailed information may be
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obtained from this agency on the track record of all licensed contractors.
This method entails perhaps one of the richest sources of information on
the competency of licensed construction professionals. Lenders may also
review developer qualification statements which consist of a document

containing evidence of past work of the developer/ contractor.

Some lenders can also interview architects, engineers as.well as other
developers who are familiar with the intended borrower. Lenders
participating in the survey were also given a response option for bther
"methods not mentiongd above. Finally, lenders were allowed to rate the
frequéncy of each response option and only those responses with a rating
of 3 and above were counted. These .were interpreted to mean that lenders
used these—measures at teast half the time. The responses of lenders are

summarized in Figure 6.31.

From the figure, it appears that S&Ls and banks place more reliance on
different methods to verify a developer/ confcractor's competence. The
majority of the banks, with a 60.0% response, rely on interviews with
architects and engineers to assure that the developer/contractor is

competent. In addition, 40.0% relied on interviews with other developers
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and 37.1% relied on developer qualification statements.

For S&Ls the opposite was true as seen by the placement of emphasis on
those areas that banks felt were not 2= important, Only a weak 27.3% of
the S&LUs stated that they relied on interviews with the architect and
engineers to verify the developer/ contractors competence. Further,
54.6%, the majority of the S&Ls, stated that they both ’interview other

developers and use developer qualification statements to find out about

the developer.

Lenders gave a comparatively. weak response for using the CILB which is
one of the most accurate methods av;ilable for checking on the
developer/contractor. Perhaps not enough lenders know that this
information source does exist and is available to them. Finally, 18.2% of
the S&Ls and 28.6% of the banks stated that they relied on methods not
mentioned in the above response options. Lenders stated such methods as
using financial institution reference of the developer/builder, doing trade
checks, intel;viewing past buyers, interviewing subcontractors and

suppliers that have dealt with the developer/builders and using personal

knowledge of the builder.
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32. What is the most reliable method to monitor the monthly
construction draw to insure that the project is not overdrawn 7
(please check one)

( )Outside construction consuitant

( )Architect of record

{ )In-house bank official

( )Other

i 72.7%

|| In-Housa Bank
Otficial

3 Architect of Record

W outeide Consultant
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Figure 6.32 Most Reliable Methods to Monitor the Construction
Draw.

A variety of methods may be used to make sure this does not happen. An
outside construction consultant may be used to monitor the progress of
construction. The architect may be held responsible to make sure that
payments are made according to progress. The bank may also have experts

on staff that have been trained to manage the loan disbursements




according to the set schedule of values or agreed percentages of
completion. Also, all lenders were given an open ended option to state
other means that they use that were not included as possible responses.

The lender responses are illustrated in Figure 6.32.

The strongest responses of lenders were for the use of in-house bank
officials. From the illustration, 72.7% of the S&Ls and 45.7% of the banks
stated that they used this method. S&Ls like to use this method more
than banks and they neglect the other methods. Likewise, banks do not use
the in-house official as much, but they take greater advantage of other
techniques. This can be seen from 9.1% of the S&Ls co_mpared to 20.0% of
the banks stating that they use the architect of record to monitor
payments. Also, 9.1% of S&Ls as compared to 40.0% of banks stated that
they use an outside consultant. There is really no apparent reason for
S&Ls to use the in-house bank official this extensively except that they

may be more comfortable and more accustomed to using this method.
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33.  Under what circumstances would you lend to a developer/
contractor who has a previous record of cost over runs and/or

difficuity in repaying loans?

(circle all that apply) T=never to S=always

( )Never 1 2 3
( )Greater up-front equity 1 2 3
( )With a co-signature of a
financial partnership 1 2 3
( )Other _ 1 2 3
LEGEND
E other
'co-slgne.r
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Figure 5-33 Circumstances Under Which Lenders Deal With

Developers with Past Financial Difficulty.

The purpose of this question was to find how flexible lenders were in
funding developers that have a record of past financial difficulty. The

results indicate that lenders were very pessimistic of developer/builders
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in this situation as seen in Figure 6.33. The vast majority of the lenders
would, not fund developers with poor track records. According to the
survey, 81.8% of the S&Ls and 71.4% of the banks stated that they would

never lend money to developers under these circumstances.

Some lenders were oﬁen to these builders but they represented a small
minority of the lending industry. Apparently, lenders were more willing
to w'ork.with greater equity than with the co-signature of a financial
partner. As shown in the illustration, 36.4% of the S&Ls and 18.2% of the
banks stated that they wouid consider these builders with greater equity.
1"his may be combared with 18.2% of the S&Ls and 14.3% of the banks
stating that they would consider these builders with a co-signer. Cnly
5.7% of the banks stated that they would consider other options but they

failed to state what those options might be.

From this and previous questions, it appears ‘that one of the best assets
that residential developer/builders have is their local reputation.
However, the minute that reputation is stained due to negligence or
financial irresponsibility, developer/builders will have little hope of

being funded especially now in an era of tight money. Lenders show
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financial responsibility and safe policies by dealing in this way with

builders.

34. What precautions do you take to insure that a developer/ contractor
does not commingle funds of different projects or take doilars
drawn for hard costs to pay for other projects or to pay soft costs ?
{circle one for each that applies) 1=never to S=always

( )None 1 2 3
( )Builder certification

on disbursements 1 2 3
( )Audit of Builder records 1 2 3
{ )Review of builder banking

records 2 3
( )Other 2 3
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Figure 6.34 Methods Used to Protect Against the Commingling

of Funds.

The commingling of funds is a serious dilemma in the residential industry.
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In the information phase of this study, the majority of residential
developer/builders that were interviewed stated they frequently engage in
this activity and that it was common industry practice to do so. Once
again, lenders rated each answer with a frequency of occurrence of 1 to 5.
Only answers of 3 and above were chosen since the response could only be
'valid if the lenders rely on it at least half of the time. The responses of

lenders are shown in Figure 6.34.

Both the S&Ls and the banks gave the strongest response for using the
certification on disbursement method. According to the survey, 63.7% of
the S&Ls and 65.7% of the banks statea that they used this method at least
haif of the time. A much lower response was given fof the other options.
The figure shows that 9.1% of the S&Ls and 5.7% of the banks stated that
they reviewed the developer/builder's bank records. In addition, 9.1% of
the S&Ls and 2.9% of the banks stated that they audited the

developer/builder's records.

Only a small minority stated that they do nothing to the prevent the
commingling of funds as seen by 9.1% of the S&Ls and 8.6% of the banks.

Finally, 27.3% of the S&Ls and 8.6% of the banks replied that they used
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other methods besides those mentioned in the response options. These
additional options included staying in touch with suppliers and
subcontractors to make sure they get paid, requiring lien releases and
staying in touch with the builder to make sure that the projects remains

financially sound.

Lenders seem to rely almost exclusively on the certification of
disbursements to protect themselves. This may be due to the fact that it
is a less time consuming and less expensive method to carry out on the
part of lenders. Also, it does not require to much work from the
developer/ builderlso it preserves a more benign relationship between the

lender and the borrower.

35. Do you believe the Lending industry should become more responsible
for insuring that all parties for whom moneys are drawn are in fact
paid with those funds ?

() Yes ( )No

This was a key question to ask lenders because so many issues within the

industry have to do with subcontractors not getting paid for one reason or

another. Lenders are in a key position to require developers/builders to

fulfill certain requirements as a condition of receiving the loan. They may
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impose requirements that would not only reduce their risk but also
guarantee that ali construction laborers get paid correctly. The

responses of lenders are exhibited in Figure 6.35.

54.6%

S&lLs
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Figure 6.35 Lenders to Accept More Responsibility to Ensure
Parties Entitled to Part of the Draw are Paid.

The overall consensus among the lending industry is that, presently,
enough is being done. According to the survey, 54.6% of S&Ls and 45.7% of
the banks stated that they were not willing to do more to ensure that
subcontractors, suppliers and others get paid. There were some in the
industry that felt differently. Evidently, 36.4% of the S&Ls and 34.3% of

the banks stated that lenders should do more than they do presently.
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There were strong remarks from some of the lenders that did not want
greater responsibility. One representative of a lending institution
summarized the majority opinion when he stated,

“...Why should the lender be made responsible to anyone but the

owner/borrower?...

Another comment received stated the following:

" ..Monitoring of the payments to ensure that all get paid down the chain

would be very cost prohibitive...."

36. Do you believe that lenders should be required to set aside the
portion of the Loan for Construction Costs and that there should be

restrictions on the owner and lender to use thos_e funds for other
purposes 7 ( ) Yes ( )No

S&Ls

45.3%

PERCENTAGE RESPONSE

Figure 6.36 Should Funds for Hard Costs be Restricted
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A limited amount of funds available to cover construction. Those
subcontractors that finish their work or suppliers that furnish materials
toward the end of the project are placed at high risk since there may not
be enough money at that time with which to pay them. In addition, if the
developer/ builder defaults on the loan and has used up some of the hard
costs to cover the soft costs, or has commingled funds, the lender may
foreclose on the property and put all affiliated with the project in
jeopardy of not getting paid._ In this case, the lender is the first lien
holder and may take over the project, according to the In addition, if the
developér/ builder defaults on the loan and has used up some of the hard
costs to cover the soft costs, or has commingled funds, the lender may
foreclose on the property and put all affiliated with the project in

jeopardy of not getting paid.

In this case, the lender is the first lien holder and may take over the
project, according to the loan contract. The lender is under no obligation
to pay those parties that have worked on the project prior to default but

have not been paid. This is a serious problem and perhaps the best

solution is simply to require that the money intended for construction be

set aside and used only for this purpose.
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This requirement is not a new idea, it has been around for some time.

Many construction companies that have surety with a large surety
company are often required to assure that the funds intended only for
construction are set aside and used only for this purpose. However, this is
not always the case and sometimes developer/builders have little
restriction on the use of fﬁnds. According to Figure 6.36, the majority of
the lenders responding to the survey stated that they would accept being

restricted in using the construction cost accounts only for this purpose.

According to the survey, 45.5% of the S&Ls and 42.9% of the banks stated

that they would be willing to do this. However, a strong percentage of the
responses were opposed to fhis as seen by 45.5% of the S&Ls and 31.4% of
the banks. For the most part, the industry seems to be split on its opinion

regarding this matter.

37. Do you believe that the lender should be required to give notice to
the subcontractors in the event of a default by the developer ?
( ) Yes { YNo
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Figure 6.37 Lenders Willing to Give Subcontractors Notice of
Developer/Contractor Default.

This question, similar to the last few questions, asks lenders whether or
not they are willing to use their key position in the residential
construction industry to protect those that may be exposed to greater

risk. In particular, this question deals with the problems that result when

the developer defaults on the construction loan.

Lenders only have "contract privity” with the developer/builder and have

no real obligation to inform subcontractors and suppliers of the
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developer/builder's default. Contract privity between the lender and
borrower means they have a legally binding contractual relationship with
one another. News of a developer's default may be vital for those under
the developer/builder to limit their losses in this situation. However,
lenders may not want to inform subcontractors working under the
developer/builder since this may only complicate the situation by
stopping the work, creating project delays and creating greater

uncertainty throughout construction.

However, subcontractors are placed at great risk when not informed in

| this situation. The project may be in trouble, face default and foreclosure
while the subcontractors, suppliers énd others are still bringing about
improvements to the property for which théy may ne.ver get paid. It is
possible, if a loan draw request has just been submitted and is due within
-the next 30 days, for subcontractors to work an additional 30 days beyond
this before they receive payment. This adds up to a possible 60 days of
accumulated, unpaid work which can translate into hundreds of thousands
of dollars worth of property improvements for which subcontractors will

never be reimbursed.
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If the developer/builder defaults at this point he/she can not pay the
subcontractor and suppliers for this work. The lender, usually has first
lien on the property and a contractual obligation only to the
developer/builder. The lender is under no obligation to pay for any
improvements done to the property before the developer defaults. It is
only responsible after foreclosure. If lenders would communicate the
news of the default, subcontractors could stop work immediately and
forego greater losses. As can be seen, this question covers an important
issue related to lender responsibility. The lender responses are

summarized in Figure 6.37.

The majority of the lenders were not willing to givé subcontractors notice
of developer/contractor default. According to the survey, 54.6% of S&Ls
and 57..1% of the banks stated this was the case. Obviously, lenders are
not willing to complicate an already complicated situation by involving
subcontractors within the lender-borrower relationship. Despite this,
36.4% of the S&Ls and 22.9% of the banks stated that they would be

willing to inform subcontractors. They believe it is their responsibility
to limit losses within the industry if it is within their power. However,

they represent the minority opinion of the A,D&C lending industry.
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38. Should the lender be required to pay for all improvements made prior
to the date of the default by the developer/ contractor ?

( )Yes ( ) No

T72.7%

S&Ls

i8.2%

68.6%

LEGEND
On

H tes

[ 1. 1 i
T T T 1
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Figure 6.38 Lenders Willing to Pay for Improvements Prior to
the Date of Default.

it wés learned in the previous question that lenders by not informing
subcontractors of the developer/contractor's default, may allow them to
incur greater losses than they would otherwise face. The question then
arises as to who should reimburse subcontractors for the property
improvements made but not paid for. Lenders were asked if they should be
held responsible for making sure that the subcontractors get paid. Their

responses are organized in Figure 6.38.
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As shown, there was a strong response from the lending industry against
being held responsible for anything that occurs outside the lender -
borrower relationship. According to the survey, 72.7% of the S&Ls and
68.6% of the banks stated that they were not willing to pay for
improvements prior to the date of default. There was a small response
from lenders who felt t_hey should be held responsible. Only, 18.2% of the
S&Ls and 5.7% of the banks stated that they would be willing to

compensate the subcontractors.

Emotional responses were generated from most of the lenders that were
fiercely opposed to reimbursemént of subcontractors. By accepting
responsibility on this issue, they felt they would be made to suffer for ‘the
mistakes or negligence of others as explained by this irate bank president:
"...Why should a lender be made responsible to anyone other than the
owner/borrower ?...The "deep pockets" theory must be stopped or there

wilt be no loans to this industry !...

39. Do you require verification of the contractor /developer's draw
request 7 () Yes { )No

The loan draw is usually disbursed according to a schedule of values. This
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schedule of values may be based on a percentage completion or on the-
completion of certain key activities in construction like the placement of
the floor slab. When it comes time to receive a payment the builder will
issue to the lender a draw request specifying that the percentage of
project completion has been reached or that the activity signaling
payment has been completed. The lender may then issue payment or may

choose to verify that it is time for payment.

It is advisable that lenders do verify the developer/ contractor's draw

request since this guarantees against paying ahead of actual construction.

However, there are some lenders that do not verify the draw. This

question seeks to investigate what percentage of the lending industry

does not verify draws. The responses of lenders are shown in Figure 6.39.

Most of the lenders surveyed indicated that they did verify the
construction draw request. According to the survey, 72.7% of the S&Ls
and 77.1% of the banks stated that this was done. Only 18.2% of the S&Ls
and 2.9% of the banks did not verify the request. It appears that the
lending industry is very careful now to make sure not to pay ahead of

construction. It should also be mentioned that the banks are more likely
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to verify the request than are the S&Ls as is evident from the illustration.

18.2%

S&Ls

72.7¢

LEGEND
O
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T7.1%
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Figure 6.39 Required Verification of the Developer / Builder's
Draw Request.

40. If yes, to the above question, which of the following is used as

verification ? (check all that apply)
( )Receipts
( )As per a lender - specified draw schedule
( )Progress inspection based on a builders estimation

( )Other

{ enders surveyed were given an open response option to state additional
methods they use to verify the draw. The responses of the lenders

surveyed are exhibited in Figure 6.40.
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Figure 6.40 Methods Used to Verify the Loan Draw Request

{t seems, in this case, that all lenders were in agreerrient as to the most
commonly used methods. The method bringing the greatest percentage
response was the lender specified draw schedule, followed by the
progress inspection based on the builder's estimation. The least selected

method involved the review of receipts.

According to the survey, 72.7% of the S&Ls and 68.6% of the banks relied

on the lender specified draw schedule. It seems that lenders recognize
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that this method is safer and more reliable than the rest. Also, 54.6% of
the S&Ls and 54.3% of the banks relied on progress inspections based on
the builders estimate. This was surprising since this method tends to
require more trust between the lender and the borrower. Only 27.3% of the
S&Ls and 45.7% of the banks reviewed the developer/builders receipts
before issuing Iéan draws. It seems lenders understand the amount of

work involved with this method and wish to rely on more efficient and

less taxing methods. Finally, none of the S&Ls and 5.7% of the banks used

filled in additional methods not mentioned among the response options. Of
these additional methods, the most often used were lien waivers.
41. In the past 2 years have you changed your loan-to-value ratio

significantly ?
( )Yes ( INo

This question was added to the survey to find out about recent changes in
the loan-to-value ratio. Most developer/builders frequently complain
about the difficulties involved with this ratio. This seems to be one of
the more difficult changes to deal with since it requires developers to
generate more equity capital. The responses of lenders are exhibited in

Figure 6.41.
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Figure 6.41 Significant Changes to Loan-to-Value Ratio.

It appears that the majority of the lenders have not had changes to their
loan-to-value ratio. [t has been mainly S&Ls that have made changes‘in

this area. According to the survey, 54.6% of the S&Ls and 71.4% of the
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banks stated that they have not changed this ratio. On the other hand,
36.4% of the S&Ls and 11.4% of the banks stated that they have changed it.
It was no surprise that more S&Ls have changed than banks. S&Ls have
been subject to more regulations and restrictions than banks. They are
still adjusting to the traumatic effects of FIRREA and other legislative
acts. The loan-to-value ratio serves as an example of these adjustments.
Some S&Ls may be tightening this ratio finding that their policies are not
safe enough while others may be loosening it believing that their policies

may be too restrictive. Whatever the case, it seems they have not yet

-reached a state of equilibrium in their policies, but they are close.

42. If yes, which of the following would be most accurate 7
( )Reduced by 10%
( )Reduced by 20%
( )lincreased by 10%
( dincreased by 20%

This question serves as an extension of the previous question. Those that

replied that they had adjusted their loan-to-value ratio were then asked

what these changes entailed. In this question, to reduce the loan-to-vaiue

ratio means to reduce the loan amount relative to the value of the project.

On the other hand, increasing it would mean that the loan would cover a

87




greater percentage of the project value,

Although it would seem logical to say that the loan-to-value ratio is set
by the law and therefore cannot be changed, it was discovered that this is
not always the case. Financial regulations place a ceiling on this ratio
when used for different loan types so that lenders cannot have it above
this limit. However, lenders, in an effort to be more conservative may set
their ratio substantially below the limit. They are allowed by law to
increase or decrease their loan-to-value ratio as long as they maintain it
below the maximum allowed. The responses from Iendérs are given in

Figure 6.42.

S&Ls
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Figure 6.42 The Percentage Change to Their Loan-to-Value
Ratio.
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In the previous question, it was seen that more S&Ls have changed their
ratio than banks. However, ail changes done by banks have been to
increase the loan-to-value ratio while S&Ls have both increased and
decrease it. As shown by the illustration, the overall result is that

lenders have changed their ratios by increasing them.

According to.the survey, 100% of the banks and 50.0% of the S&Ls stated
that they have increased their loan-to-value ratios. Lending-institutions
are understanding that the industry has been well intentioned but in many
areas has gone overboard. Some have tried to balance things out through
the adjustment of this ratio.t Further, 25.0% of the S&Ls have increased
their loan-to-value ratio by 20%. This may again be seen as an attempt to
balance things out in the lending industry. Finally 25.0% of the S&Ls have
attempted to decrease their ratio. These are the lending institutions that

have felt that their policies are not safe enough and need stricter policies

- to prevent losses.
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CHAPTER SEVEN
RESEARCH CONCLUSIONS

Introduction

The following is a summary of the more important information obtained
through the research pertaining to this report. Conclusions and
recommendations for further study are included. Primary topics include
builder and lender opinions on FIRREA, payment issues, preferred builder
si.ze of lenders, the role of the appraisal, residential lending risks,
information required for loans, the nature of construction loan
departments, commingiing of funds, and disclosure of borrower default.
Findings are derived from both surveys and the comparison of the

responses.

In some cases, the responses of the builders and lenders were surprisingly
similar. In others, the vested interests of each party create a difference
in position. A predominate theme throughout the entire lending process is

the marked increase in requirements for personal and project

. documentation provided by the builder to the lender.



A Comparison Between the Lender and the Builder Responses

Fifteen questions on each survey were identical. The issues the fifteen

questions address revolve around the following concepts:

Accuracy of appraiséls

Reliance on appraisals for setting loan-to-value ratios
Influences over appraisal outcome

Prevention of appraisal fraud

The nature of conétructioni loan departments

Accuracy of a developer's statement of financial position
Commingling of funds | |
Lender accountability for payment draws

Restrictions on the use of construction funds

Lender disclosure of developer default

| Methods for verifying draw requests

Recent changes to the loan-to-value ratio




Accuracy of Appraisals

The question asked of both lenders and builders was to state whether
inaccurate appraisais are due to the appraiser's or the contractor's
over/under evaluation. The lenders were split on their responses to this
question. The majority of the S&Ls responding, 72.7%, stated inaccurate

appraisals are due to the contractor while the majority of the banks

responding, 40.0%, stated that they are due to the appraiser. According to

the builder survey, most builders agree with banks that appraisers create

most of the inaccurate appraisals as seen by a 59.1% response .

From the survey resulfs, it éan be seen that a majo-rity of fhose affiliated
with the A,D&C lending process believe it is the appraiser ‘who should be
credited for inaccurate appraisals. The reason why S&Ls blame
contractors so fiercely may be because they still feel a deep mistrust for

builders after the big losses seen in the S&L crisis.

This study found that, in general, lenders believe that appraisals could be
an inaccurate method for calculating the value of property. Despite this,

nearly all lenders stated that they rely on the appraisal for setting the



loan-to-value ratio. The majority of lenders believe, that when an
appraisal is not accurate, it is usually due to the appraiser's, not the
contractor's, over/under evaluation. Builders agreed with lenders that

this is the case.
Reliance on Appraisals - for Setting Loan-to-Value Ratio

Both lenders and builders were asked to state how much lenders rely on
the appraisal for setting loan-to-value ratio. Those surveyed could have
answered by stating that it is used always, almost always, sometimes or
never. However, the majority of lenders responding, 91.0% of S&Ls and
74.2% bf banks, stated that the appréisal was either always or almost

always used. Few lenders stated that it is sometimes or never used for

this purpose.

On the other hand, only 45.5% of the builders believe that lenders always
or almost always use the appraisal for this purpose. In addition, 31.8% of

all builders responding believe lenders never use the appraisal for setting

“the loan-to-value ratio. This response indicates that builders might be

unaware of how important the appraisal is in setting project value. Either
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To prevent fraud, lenders resort to a number of methods. However, the
method most popular among lenders is the use of in-house review
appraisers. Finally, it was discovered that lenders believe they do enough
to prevent appraisal fraud and therefore are not willing to take greater
responsibility in this area. The majority of builders responding in the
builder survey confirm the lenders response by stating they also believe

enough is done by lenders.
Construction Loan Departments

Lenders and builders were asked whether or not lenders issue construction
loans through a construction department separate from commercial loan
departments. The majority of the lenders responding, 54.6% of the S&Ls
and 57.1% of the banks, stated that construction loan departments are not
used. Surprisingly, the majority of the builders, or 77.3% of those
responding, contradicted the above results by stating that the majority of
lenders do issue residential construction loans through construction loan

departments.

Obviously, there seems to be some contradiction between lenders and



builders. A possible reason for this is that perhaps the majority of
builders are more likely to approach those few lenders that have these
special departments since their needs are better met by these lenders. By
having construction loan departments, lenders are better able to
accommodate builders or are better able to guide them through technicai

lending procedures that are exclusive to A ,D&C lending.

Staffing of Construction bLoan Departments

Builders dealing with these departments and lenders running these
departmerits were asked whether or not these special departments contain

staff experiencéd in construction. The majority of the lenders responding,

- which includes 100.0% of the S&Ls and 77.8% of the banks, stated that

these departments include experienced staff. The results provided by the
majority of the builders in the builder survey agreed with lender
responses. According to the builders, 64.7% stated that construction loan
departments have experienced construction staff as opposed to 23.4% that
stated they usually do not. Once more, there is a consensus among the
entire industry that lenders are beginning to take greater precaution to

provide the experienced staff that are more capable of accessing the risk



involved in A,D&C lending.

Accuracy of a Developer's Statement of Financial Position

In this question, survey participants were asked whether they feit
developer/builders represent their true financial position, a slightly
exaggerated position, or a highly exaggerated position when applying for
A,D&C financing. The majority of the lenders responding, which
constituted 54.2% of the S&Ls and 57.2% of the banks, stated that
developer/builders either 'slightly or highly exaggerate their financial
position. The majority of the builders closely confirm this with 54.5%
stating that they either slightly or highly exaggerate their financial

position.

It seems that the entire industry is aware that the majority of all

builders will attempt to some degree to make their financial position look
better than it really is. This may be seen as another attempt by builders
to obtain larger amounts of capital in a time when A,D&C loans are hard to

come by. The restrictive nature of lending money for residential projects



is being felt by all builders in their search for financing. The survey
showed that the reputation of the builder is the most important aspect in
evaluating the qualifications of the builder to complete a project. This
indicates that builders are seeking financing from the same lenders who
have had good experience with the builder’s capabilities. It also indicates
a possible impediment to new builders or to builders seeking new sources

of financing.

The Commingling of Funds

Lenders and builders were asked to state what methods lenders rely upon
to prevent this activity throughout construction projects. A variety of
methods were listed in this question as response options. The majority of
lenders responding, as seen by 63.6% of S&Ls and 65.7% of banks stated
that certification of disbursements were used. Very few lenders
responded that other methods are used. Finally, only 9.1% of the S&Ls and
8.6% of the banks stated that they do nothing to prevent the commingling

of funds.

Similar to lenders, the majority of builders, expressed through 40.9% of
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the responses, indicated they use certification of disbursements. The rest
of the methods to choose from received much weaker responses. For the
most part, lenders relied on satisfactory but not fool-proof methods to
monitor and control the commingling of funds. For example, very few
lenders audited the developer's records or reviewed the developer's
banking statements. According to the lender survey, less than 10% of the
lenders stated they do nothing to prevent the commingling of funds.

Surprisingly, 45.5% of the builders responding stated that lenders did

‘nothing to prevent the commingling of funds. This is a direct contradiction

" to the information in the lender survey.

A possible explanation for this is that builders are -seeking to obtain Idans
from those few lenders that are known to not closely monitor
commingling of funds. This way builders may have greater freedom to use
loan disbursements as they wish. Either that or lenders are simply
overstating the safety of their policies. Whatever the case, the
consequences are questionable to all industry partiCipants since nearly
half of all builders are not prevented in any way from commingling funds.
Builders also noted that this is a prevalent practice in residential

development and building and indeed, in many cases, their business could
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not remain viable if this was not done on occasion.

Lender Accountability for Payment Draws

Both lenders and builders were asked whether they believe that lenders
should become more responsible to see that parties for whom moneys are
drawn are in fact paid with those funds. The majority of all lenders
responding, evidenced by 54.6% of the S&Ls and 45.7% of the banks, stated
that they did not believe this should be so. However, the majority of

builders responding, as seen by 54.5%, disagree with lenders and believe

that lenders shou!d take a greater role.

Prompt payment of the subcontractors and suppliers by the
developer/builder in residential construction is not perceived to be a
problem by the majori’ty of lenders. Although some showed concern, they
represented a slight minority. In addition, the majority of lenders were
not willing to take greater responsibility to. ensure that all parties for

whom moneys are drawn are in fact paid with those funds

Obviously, contractors and subcontractors want to guarantee that they get
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paid fairly and on time. However, lenders are nof legally bound for what
happens outside the lender-borrower relationship and they incur great
additional expense monitoring cash flows down the pay chain from
developer to contractor to subcontractor. However, the majority of the

builders in the builder survey felt that lenders should play a greater role

in this area. Of those lenders taking steps to ensure prompt payment, the

majority relied on methods such as lien releases and certifications from

general contractors.
Restrictions on the Use of Construction Funds

This question asked both builders and lenders whether they believe that
lenders should be required to set aside a portion of the loan for
construction costs and whether the owner and lender should be restricted
as to the use of these funds for other purposes. The majority of banks

responding or 42.9% stated this should be the case. S&Ls were split on

their decision with 45.5% stating that this should be the case and 45.5%

stating that this should not be the case.

According to the builders survey, the majority of the builders responding,
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as seen by 50.0% of the builders, felt that Iendérs should not be restricted
as to the use of the loan money intended for construction hard costs.
However, 40.9% of the builders stated that they should be restricted. In
this case, the majority of the builders contradict the majority opinion of
the lenders. Developer/builders opposed these restrictions because they

would limit their freedom to use loan funds as they wish.

Despite some opposition, both lenders and builders seem willing to make
improvements in this area for the enhancement of the industry. After all,
it appears that most lending institutions are willing to submit to
restrictions on tHe use of these funds to insure the timely payment of
those affiliated with the construction process. Although the majority of
builders are opposed, a large number of them feel that such a move would

be for the best.

The majority of lenders stated they are willing to.submit to restrictions
on the use of construction funds. The majority of the builders, from the
builder survey, stated that they would be opposed to this. This is
understandable since such a move would limit their freedom to use the

loan draw as they wish. Lenders show, for the most part, a substantial
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degree of caution in the area of administering payments.
Lender Disclosure of Developer Default

This question asked lenders and builders whether they felt that lenders
should be required to give notice to subcontractors in the event the
developer/builder defaults. As expected, the majority of lenders
responding, exhibited by 54.6% of the S&Ls and 57.1% of the banks, were
opposed to this. However, the majority of the builders responding, or
72.7%, were in favor. It seems builders are aware of the dam;'ige that can
be brought about when lenders do not provide this information to

subcontractors.

At the same time lenders are not willing to risk their position as first
lien holders by disclosing information concerning the lender-borrower
relationship.  Lenders are able to reduce dramatically the losses incurred
by subcdntractors yet they are not willing to play a greater role in this
area. The majority of lenders are fiercely opposed to paying for
improvements made prior to the date of default. There is no indication

that lenders will change their minds soon on these issues since their
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responses concerning these areas were very strong. Lenders seem to be
comfortable with their position as first lien holders and they are not
willing to risk this advantage by disclosing any information to those
below the developer/builder. Also, they are not willing to compensate
subcontractors and suppliers for negligence that lenders feel was not

committed on their part.
Extent of Verification of the Draw Request

The majority of lenders, as seen by 72.7% of the S&Ls and 77.1% of the

banks, stated that verification of the draw request is made. Builders

confirmed these resulfs with 77.3% stating that lenders verify the draw
reqhest (Hall 1993). It seems that all affiliated with -thg A ,D&C lending
process agree that the loan draw is verified by the lender. Lenders

appreciate the danger of paying ahead of actual construction and are now

very careful to make sure that this does not happen.

Methods of Verification of the Draw Request

In this question, both lenders and builders were asked to identify what
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methods lenders use to verify this request. A variety of response options
were possible when answering this question. The majority of the lenders
responding, exhibited by 72.7% of the S&Ls and 68.6% of the banks, stated
that the lender specified draw schedule is used. The second strongest
response was given for progress inspections by the builder as seen by

54.6% of the S&Ls and 54.3% of the banks.

The builders confirmed the responses of lenders giving the strongest

response for lender specified draw schedules wkth a 70.6% responsé. The
second strongest response was given foAr the use of progress inspections
based on the builder's estimate with a 58.8% response. it seems that the

lending industry relies on these two methods in the majority of the cases

to verify the developer/builders loan draw request.
Recent Changes to the Loan-to-Value Ratio

According to the question, both lenders and builders were asked whether
they have seen the loan-to-value ratio change significantly within the
last two years. The majority of lenders responding, made up of 54.6% of

the S&Ls and 71.4% of the banks, stated that this has not been the case.
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The majority of builders agreed with lenders with 59.1% stating that their
loan-to-value ratio has not been changed. It appears that the majority of

those affiliated with the A,D&C lending process agree that there has been

little or no change to this ratio. This contradicts the NAHB study that

shows on a national level, loan-to-value ratios have dramatically

decreased.
Type of Change to the Loan-to-Value Ratio

This question was directed only toward those builders and lenders that
had experienced a change in the loan-to-value ratio. This group was asked
to étate how this ratio has changed. The majority of the lenders in this
'group , as seen by 50.0% of the S&Ls and 100.0% of the banks, stated that
this ratio has increased by 10%. The majority of builders in this group, as
seen by 50.0% of those responding, éontradict lenders by stating that the
majority of lenders have decreased this ratio by 20%. This evaluation is
similar to the resuits found in the NAHB study that polied builders

nationwide.

It appears that lending institutions fee! that lending policies in the last
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few years, especially those regarding the loan-to-value ratio, have been

too strict. There is a point where lending policies go beyond safe practice

and become too restrictive. Banks are coming to this realization and are

loosening their loan-to-value ratio. However, it should be kept in mind

that although lenders may loosen or increase the loan-to-value ratio, they

may not increase it beyond the maximum ceiling required by law.
Apparently, builders are lunder the impression that thié ratio has gotten
too restrictive. They disagree with lenders and believe that the
loan-to-value ratio is for the most part being decreased not increased.
Builders seem to be expressing their frustration with the difficulty of

obtaining A,D&C lending in today's -residential construction industry.
Additional Survey Observations

The survey revealed additional concerns from both lenders ‘ and builders
viewpoints. The following issues were brought to light through the
research of this study: The role of FIRREA, residential loan risk from
lender viewpoint, and breference of builder‘size. The increased
requirements for documentation that builders believe is too costly and

time consuming are also discussed.
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Opinions on FIRREA

This report found that the majority of lenders felt that the removal of

FIRREA would benefit the entire construction lending industry. This may

be due to the overly restrictive policies imposed on lenders or it may be
due to the fact that lenders are just tired of having "big brother looking

over their shoulder”. Whatever the case, legistators may soon expect

complaints concerning FIRREA not only from builders but also lenders.

Both lenders and builders may come after law makers, in a team effort, 1o

changes this law.

Preferred Builder size

It was found in the survey that the majority of lenders have no preference

as to the size of builders being funded. However, over one fifth of the

industry do favor a certain size of builder. In addition, of those lenders
that do have a size preference, very few of them actually restrict builders
based on size. Finally, it was found that the majority of lenders, that

have size preferences, prefer small builders over the rest.
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Residential Lending Risk

The study showed that the majority of lenders surveyed rated residential
construction loans as low risk investments as compared to other types of
construction loans. This will put developer/builders ahead of other
nonresidential construction contractors that are seeking funds from
lending institutions or alternative sources of financing. In addition, the
majority of lenders stated that their lending policies reflect these

differences in risk.
Information Required For Loans

Based on the survey, the items most important to lenders in deciding
whether or not to fund a project is, first, the developer/builder's
reputation, and second, the developer/ builder's cash position. The
majority of the lenders stated they would never fund builders with a
record of past financial difficulty. Most lenders believe that builders tend
to slightly exaggerate their financial position and that rhost are not
willing to admit possible financial setbacks from other projects. The

majority of builders confirm the response of lenders by stating that they
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alter their statements of financial position to make them iook better
when applying for loans. To obtain true information on builder financial
strength, lenders most often rely on an in-depth investigation of the
developer/builders financial records. This is perhaps the most reliable

method.

For speculative developments, it was shown that the majority of lenders
responding frequently require studies covering thelsite analysis, market
demand, and rethrn on investment for the project. Finally, the majority of
ienders surveyed stated they verify the builder's loan draw request and
that they rely on the lender specified draw schedule for verification of
the draw request. The majority of the builders, in the builder survey, also
agreed with the response of lenders regarding the frequency of
verification and the methods used for this purpose. The above shows that
lenders are taking a greater role to reduce their risks and to make sure

that projects do succeed.

Other Issues
In addition to the questions asked on the surveys, interviews with lenders

and builders on other issues such as letters of credit, lines of credit, and
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bonding were conducted to detect any problems in these areas. Two
builders and four lenders were interviewed and the summary of their

responses follow. All wish to remain anonymous.
1. Lines of Credit - [Also called a working capital line ]
The attempt was to investigate the difference between lines of credit in

speculative home and contract home construction as well as investigate

the fact that banks can call these loans in at any time. Many builders

believe the terms under which lenders can close out the loan are too broad.

Essentially, this occurs whenever lenders "deem themselves to be

insecure" or at risk.

2. Letter of Credit - The investigation centered on the irrevocable

Letter of Credit.

The attempt was to investigate the parameters in obtaining one of these
letters, the problems associated, and in general how to get one of these.
A letter of Credit is a letter sent out to an entity that supplies the

contractor whether a product or service for money. This letter is a
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guarantee to this entity that the lender will pay the cost if the

contractors is not able. If due to a shortage of funds the contractor

cannot pay off this entity then this letter will turn into a loan. The lender

will pay the supplier and the contractor will owe the lender this money.
In addition, the contractor will owe interest. To assure the contractor
will pay the debt the lender will have the contractor promise the lender

receivables or assets owned by the contractor as security.
3.  Assignments of receivables for surety bonding

When banks give either a' line of credit or a letter of credit they will

require the contractor to sign an assignment of receivables saying that

"lender may send out a letter to all other creditors, the surety in

particular, stating that it has taken over the assets of the contractor.
However, most of the time the contractor has already promised these to
the surety in exchange for bonding and the lender and the surety will

usually fight for the same assets.
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Interview Summary: Lenders

Letters of Credit

. Fee for a letter of credit is usually 2% and the contractor is charge
6% when it turns into a loan.

* Extremely rare in residential construction usually done in
commercial construction but even then not very common.

* Usually done in construction when dealing with a supplier overseas
that needs a guarantee in writing that it will get paid.

* Letters of credit are rarely used to purchase a bond.

* Letters of credit when they are issued require 100% collatéral.

* The problem with letter of credit occurs when it turns into a loan
and is unrecoverable. For this reason the lendef require very strong

evidence that the contractor can pay the debt.

Line of Credit

* Requires a loan-to-value ration of 75% minimum for a highly

financially qualified builder.

* Charge for line of credit is Prime rate (presently around 6%) + 1.5%

minimum for a very financially qualified contractor.
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Most all of the banks issue this credit on a revolving basis
(revoiving lines of credit)-- meaning the line of credit has a ceiling
as to the amount that can be outstanding at a particular point in
time. The builder may borrow out and may pay money back to stay

below the ceiling.

- This credit requires security or coliateral of at least 25% -- which

can be obtained by owning the land on which the project will be built
and promising this to the lender in case difficulty is experienced in
paying of the loan.

When issuing lines of credit it is important to know how many
lenders and projects the contractor is.doing business with to
prevent commingling of funds and to prevent too many lenders
getting involved with the project at hand and over leveraging the
project.

Before issuing a line of credit, lenders will look very carefully at
1.)Project type and salability 2.)Equity 3.)Builder track record
4.)Liquidity and 5.)How many projects the lender has funded to see
if can tie up more money in further loans. |
Lenders place a lot of importance on equity--they want to make sure

the builder has a margin of safety or a cushion so that the builder
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can absorb certain construction problems and not rely so heavily on
the draw so that if the slightest thing happens the contractor will
not be able to continue the project. The contractor must not be

spread too thin, the schedule must be conservative--- not over

leveraged so that the interest alone on a small delay will bury the

contractor.

Another problem in lending using lines of credit is the commingling
of funds which arises from a failure to monitor funds usage by the

contractor.

Usually lines of credit for construction are permitted with a 1 year
maturity. - -

Before issuing lines of credit, lenders rate builders by looking at,

most importantly, experience, then financial strength (liquidity) as

determined by an in-depth financial analysis.

Lenders will not call in a line of credit just because they feel like it
[as builders fear]. In doing this lenders would be putting
themselves in an a very ris}sky legal situation. Contractors usuaily
function undér a very tightJ financial situation and to call the loan
may cause lenders undue hardship. Lenders must be able to prove

|
they are facing REAL, TANGIBLE risk in not recovering the loan or

‘27



else they may open themselves up to a law suit. Evidence includes
the contractor not paying bills for some time, suspended
construction as a resuit of disputes, heavy lien placement on the

property and other evidence supporting the facts in court.

Problems of Assighments Receivables for Surety Bonding

Very few builders in residential contractors are required bonds,
usually less than 1%.

In residential construction, bonding is usually obtaineid for the
construction of street, curb and gutter. Contractors get bonded for
this work to obtain liability protection required by the

municipality in case this work is not done correctly.

Yes, problems may arise between the lender and surety when dealing
with contractor's receivables that may be promised to both the
lender and the surety. The lender is not interested in building
anything. They either want the contractor to finish the project or if
not, then for the surety to keep the loan current and to continue the
project. When the owner/contractor defaults on the ioan, the lender

will expect the surety to come on the scene quickly and continue

. construction, finish it and keep the loan current.
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However. the surety is usually an out-of-town company that usually
does not keep close tabs on what is going on with its clients. It may
be the last to get the news of a default. If only they could act
quickly the lenders would be pleased to have the surety finish the
project. However, when it fails to act the lender will not-wait to
lose money on the loan. It will attempt to recover its loses by
obtaining the builders assets even if it means ruining all possibility
of the surety from coliecting for its losses. The surety may argue

that if the lender takes over the contractor's assets, the surety

‘cannot recover its losses and it would not be feasible to finish the

project. The lender's opinion is that problem arises from the

surety's failure to act quickly.

When the surety usually does not act quickly enough, the lender, to
protect itself, will attempt to reduce its loses by liquidating the
contractors assets. Sometimes the project is in such ruin that the
surety company does not want the project due to excessive cost
overruns and will deiay performance for this reason. (n this case,

the surety may incur greater losses by finishing the project than by
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allowing the lender to take over the assets of the builder

* When there is a conflict with the surety and the lender in taking the
assets of the builder, lenders believe they shouid have first claim to
the builders assets since they are incurring the greater risk by
putting up the money. They believe it is only fair that they should be
privileged with first lien rights.

* This potential adversity could be avoided by sitting down with the
surety and agreeing which assets the lender and which the surety

would be entitled to.

Interview Summary: Builders
Letters of Credit
* Letters of credit are virtually unheard of. They are never given for

speculative home building.

Lines of Credit

* Lenders seldom will give these out when the land to be built on is
undeveloped. In general, these are difficult to obtain for A&D
financing. It is easier for construction financing.

* Builders are concerned about lenders calling the loan at any time.
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There is a clause to this effect in the agreement. One builder stated:

"Builders just don't trust lenders any more . . .before builders would
refer to their lender as 'my bank', they no longer do it. | have seen
loans being foreclosed for no apparent reason and this adds to my
lack of trust."

It is difficult to obtain a line of credit-- This is for the most part
is due tp lenders overreacting to the S&L crisis which has resulted
in the overly harsh judgment of builders.

Irrevocable letters of credit - Usually require 100%
collateralization.

Bonding and Letters of Credit are very rare in residential
construétion.

Builders interviewed had never used either a bond or needed a letter

of credit -- mainly because they have never been qualified as a good

~enough risk to receive a letter of credit. This is not because they

have never been well regarded but as one builder stated, “... you
practically have to be able to walk on water to receive one. Those
who qualify for a letter of credit usually are so financially secure

they don't really need one. Those that don't qualify that really do

need this letter would never receive one.”
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*

Builders felt that in single family residential land acquisition,
development and construction, bonding is not very necessary. In

commercial construction A,D&C it is a crucial necessity.
Conclusions

1. The appraisal of residential development projects is the definitive
force in setting !oan-to-value ratios. The appraisal process is an
inexact science and the surveys show it is frequently inaccurate. At
a time when available financing for builders is very tight, this has
the pbtential of decreasing further the funds available to any builder

on a project.

2. Commingling of funds is prevalent and even considered necessary by

many builders. Lenders have little responsibility for monitoring this

and do not wish to have more.

3. There is no mechanism in place or responsibility on the part of the

lender to ensure that subcontractors are paid promptly.
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4, As with commercial projects, there is no responsibility for lenders

to notify subcontractors of project loan defauit and no

responsibility to pay for work done after default.

5. Subcontractors have as their only recourse the timely filing of liens
to recover money in event of default. Yet most builders and
subcontractors are unaware of the changes in the construction lien

taws.

Recommendations For Further Study

1. An additional study should be made to determine if the problems
being faced and‘ the opinions felt by builders and lenders in Florida

are similar to those of lenders in other states.

2. A study of the appraisal process including the licensing of
appraisers, their qualifications, methods to improve the uniformity
and the objectivity among appraisals and the regulation of lender

in-house review appraisers should be made. This is because the
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appraisal is seen to be inaccurate a large percentage of the time but

used extensively to set loan-too-value ratio.

The shortage of investment capital in this industry is causing grave
consequences for all those affiliated with it. A study should be
made to determine how to generate capital for residential

contractors either through traditional or nontraditional methods.

It was learned in this report that commingling of funds is prevalent

among residential develpper/builders. This topic should be studied

-more closely to find out how much money is involved in the

commingling of funds statewide, how much risk is incurred and what
new and more effective methods if any could be used to disburse

funds.

There are other laws that, although lack the impact of FIRREA, still
have a substantial influence on the residential construction
industry. These laws include FDICIA and the interagency Guidelines
for Real Estate Lending Policies. These laws should be further

studied to find what impact they will have on residential

34




construction lending.

Additional methods that lenders might use to investigate the
reputation of builders should_ be studied. This will prevent such
things as the Construction Industry Licensing Board from being
virtually unused by the lending industry, even though it is one of the
better industry information sources. The information derived from

this study should then be distributed to lenders.

Methods to produce greater information disclosure among all
industry participants, for the benefit of all, should be studied.
subcontractors will benefit from knowing when a developer defaults
and lenders will benefit from knowing if the property title is about
to be stained with construction liens. Trade offs will have to be

made since not all will want to disclose information.
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Appendix A

Builder Mailing List




Neptune Builders, Inc.
P.0.Box 22837 |
Ponte Vedra Beach. FL 32004 :

Raycon Development Corporation
15307 Amberly Drive
Tampa, FL 32647

Young Homebu:tders
P.J. Dox 433
Doctars Intet, FL 32030

Williams Construction, Je
P.0. Box 2082
Lake City, FL 32056

Trane Builders
£.0. Box 3634
Ormond Beach, FL 32074

RW Custom Builders inc.
955 Orange Ave.
Daytona Beacn, FL 32114

JLR, ine.
210 Cessna Bivd.
Daytorma Beach, FL 32124

TurnerBuiiders
109 Dak Lans
Ormond Beach, FL 32174

The Mutiigan Group Inc,
4061 Dover Road
Jacksonvilie, FL 32207

Southeast/Zills
3908 Novaline Lane
Jacksonvilis, FL 32211

Homes Beautiful Constr.
1865 Everies Rd.
Jacksonvills, FL 32216

Kenco Builders
14108 Yaliow Bluff Rd.
Jacksonviile. FL 32226

Blank Construction
6274 Cranberry Lane
Jacksonville, FL 32244

Turner Enterprisss, AL
P.0.Box 1016
Green CV, FL 32043

Ahpla Inec.
P.0. Box 326
Orange Park, FL 32067

Thompson Properties
2730 U.S.1 8. #N
St. Augustine, FL 32086

Richard Veddar Construc.

135 Broadway Ave.
Daytona Bsach, FL 32118

Zampolino Construction
1 Farraday Lane
Psim Coast, FL 32137

Security buiiders
P.0. Box 280
San Mateo, FL 32187

Worsham Construe. Co.
4244 Garibaldi Ava.
Jacksonville, FL 32210

Arko Constr./Eng.
6900 Phillips Hwy.
Jacksonvitie, FL 32216

W.W. Buiiders Inec.
604 New BarlinRd.
Jacksonville, FL 32218 -

Wilson Construction, J.B.
P.0. Box 14734
Jacksonviile, FL 32239

Excellent Designer Homes
9250 Baymeadows Road 74
Jacksorville, FL 32256



Fennyworth rHomes Inc.
2110 S. Adams St. #B
fatianassee, FL 3230

Live Dak Corstruction
25 industrial Drive
Taltahassee, FL 32310

Stephen Sheiton Constr.
P.O.Box 13104
Tattanassee, FL 32317

Spencer Construction
- P.0.Box 16521

Panama City, FL 32406

Toole Construction Co,
RR 1 Box 176A
Cottondale, FL 32431

Warner Works, Inc.
Route 1, Box 5578
SantaRasa, FL 32459

Panhandle Homes
312 Fern Points Lane
Pesnsacola, FL 32505

Vaght Company
P.0. Box 10637
Censacols, FL 32524

Sunbeit Construction Co.
1403 Colwyn Drive
Cantonment, FL 32533

Olen Senterfitt Construction
1341 Biueberry Lane
Fort Walten, FL 32547

Sprague Construction Co.
1162 Sawgrass Drive
Gutf Breezs, FL 325861

Danny Warrick Gen. Contr,
3909 Rodeila St
Pace, FL 32571

Florda Fence and Deck
3060 W, Tharps St.
Tallahasses, FL 32303

Price Vencent Constr.
1265 Penny Lane
Tallahassse, FL 32312

Joe Waiiace Buiiders
Rt 3, box 783-W
Havana, FL 32333

Tatum Construction
RR 1 Box 235
Altha, FL 32421

Morris & Taylor -
132 Margaret Circle
Lynn Haven, FL 32444

Marshall Homes Inc.
916 E. Yonge Street
Persacola, FL 32504

Acorn Construction
8341 Briess Lane
Pensacola, F. 32514

Arnerican Her itage Homes

2715 Nandora Ave,
Persacola, FL 32526

Stoffals Constr. Ca. [nc.
P.0.Box 1635
Destin, FL 32541

Waiton Properties

701 Anchors Street N.W.

Fort Waiton, FL 32548

Wayne Smith Builders
6373 8ill Lundy Roed
Laurel Hill, FL 32567

H. Randoiph Smith Builder

1580 Pine Street
Niceville, FL 32578
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{of, inc.
P.0. Box 750
Nievilie, FL 32588

Wesaman Construction Co.
35071 AW, 35th Aves,
Gainesviite, FL 32605

H.J. Seharps Construction
4505 N.W. 36th Ave.
Gainesviltie, FL 32606

H. Fredr:k Wetterquist Constr,

1244 N.W, 35th Ave,
Gainesv:lle, FL 32609

Fremisr investment Group
117 Hwy 41 S,
Inverness. FL 32650

Underwood Construction
3808 S.E. Fort King St
Ocala, FL 32671

Siater Custom Hornes
19915 E. Altoona Rd.
Altoora, FL 32702

Sehwab Construction
628 Nighthawk Circle
Winter Springs, FL 32708

L & JBuiiding Enterprises
821 N. U.S. Hwy. #1
Romona Beach, FL 32714

AMICORP
430 Nut Tree Drive
Deiand, FL 32724

Zalloumeo Construction
P.0. Box 6079
Deltona, FL 32728

Vincent Davelopment Corp.
244 Toligate Trail
Langwood, FL 32750

CLS Construction, Inc.
205 N.W, 22¢d 5t
Gainesville, FL 32601

Spain Constr. Co. Inc.
2321-A2 N.W. 415t 5L,
Gainesville, FL 32606

Whitscraft Homes
77071 S.W. 10th Ava.
Gainesville, FL 32607

United Builders of FL
£.0. Box 3290
Homesassa, FL 32646

Smith Buiiders
Rt. 2, Box 200
Micanopy, FL 32667

Beeline Development, Inc.

P.0.Box 523
Ocaia, FL 32678

Superior Constr. Co.
65 N. GriffinDr.
Casseiberry, FL 32707

Ernest Senez Builder
P.0. Box 956
De Bary, FL 32713

Gereral roofing
P.0. Box 180300
Casssiberry, FL 32718

Trask Contruction
2100 Avenue C.
Eustis, FL 327256

Ster {ing Construction Co,
259 Clarmant Ave,
Lake Mary, FL 32746

Russeli C. Strouse Inc.
262 Marjorie Bivd.

Longwood, FL 32750
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WLW Constructicn inc.
PO Box 1822
Longwood, FL 32751

Marrison Homes
149y Country Ciub Bivd.
Mzumt Dera, FL 32757

Fioneer Devel, & Contractors
PO Box 1227
Tavares, FL 32778

tntec Computer Service
1300 Armstrong Dr. #103
Titusville, FL 32780

Coiony Homes
1069 W, Morse Blvd,
Wwinter Park, FL 32789

Pristine Custom Homes
P.0. Box 940474
Maitland, FL 32794

Trame!l Webb Partners Inc.
P.0. Box 2501
Orlando, FL 32802

D & D Smith Constructors
2500 Kunz Ave. #8
Criande, FL 32806

viver romes Corp. of Fi.
3504 Lake Lynda Dr.
Urlanqe, riL 32817

Progressive Constructicen Co.
S§75Q Major Bivd, #215
Ortande, FL 32819

Silliman Homes ,
1192 Palm Cove Drive
Oriando. FL 32835

Schopke Constr. Ine,
1620 Tangerine 5t,
Melbourne, FL 32901

Sierra Homes Inc.
1101 N. Lake Destiny Road
Maitland, FL 32751

Homes By Charlie
702 Hwy. 19A
Mount Dora, FL 32757

Major Buiiding Corp.
2973 W.5R 434

Longwood, FL 32779

Edwin Skaggs Masonry
8585 Cynthia Drive
Titusville, FL 32780

Van Home Builders Inc.
P.0. Box 915927

Longweaod, FL 32791

Snowden Construction
4125 Atachua Avenue
Titusville, FL. 32796

Stowel! Builders.
724 Brookhaven Dr.
Orlande, FL 32803

Davex Corporation
710 Romano Ave,
Orlando, FL 32807

All Construction & Design
2535 Woodhaven Ct.
Orlando, FL 32818

Rockwood Design & Constr,
67 39 Narcogsses Rd.
Orlando, FL 32822

Newcastle Enterprise
P.0. Bax 690249
Ortando. FL 32869

Darve Contracting, Inc.
P.0. Box 033663

indialantic, FL 32903
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Wmbenhauer Remodeling
2762 Scheol Drive, NE
Paim Bay, FL 32905

Jason Corporation
TSN US. A
Cocoa, FL 32926

Dumont Smith Corstr.
475 Hamlin Ave.

Satellite Beach, FL 32937 .

Wise Brothers Gen. Contr.
230 Parneli St
Merritt !sland, FL 32953

Fant:asy Kitchans and Baths
P.0.Bex 650517
Vero Bsach, FL 32965

‘RBW Communities Corp.

4056 S.W. 69th Avs,

- Miramar, FL 33023 .

K.V, Consiruction
16635 S.W, 236 St.
Homestead, FL 33031

Doral Ridge Properties
9335 W. Sampie Roag
Coral Springs, FL 33065

Landstar Homes
100 Chopin Plaza #3190
Miami, FL 33131

Tutt Renovation & Dev.,
6055 Pinetree Dr.
Miami Bsach, FL 331400

H A S Buiiders inc.
S135SW. 113th {t
Miami, FL 33165

Monograrn Homes
21141 N.E. 22 Court

N. Miami Beach, FL 33180-100

JT Tile Installation Inc,
972 Schean Ava. SW
Paim Bay, FL 32907

Hegemen=Harris Co.
P.0. Box 361345

Maibourne, FL 32936

Castle Builder of Brvd.
6955 N. Wickham Rd,
Mealbourne, FL 32940

Ocean Reef Construction
505 Beachiand Bivd.
Verq Beach, FL 32960

James Young Construction
445 27 Ave S.W,

S. Vero Beach, FL 32968

Legacy Development Corp.
900 S.W, 116th Terrace
Pembroke Pines, FL 33025

FCB Development
1940 S.E. 2nd St,
Pompano Bsach, FL 33060

Coral Ridge Properties
8357 N.W, 51 Manor
Coral Springs, FL 33067

Shahin Construction
2600 Douglas Road
Coral Gables, FL 33134

Vernon Construction
7243 S.W. 168th St. #D
Miami, FL 33155

Stefan Deveiopment Corp.
11420 S.W, 109th Strest
Miami, FL 33176-3149

Siater Corp.
4700 S.W. 51 St.
Davie, FL 33314-5504



Connors Brothers Construction

2430 S.W. 40 Court
Davie, FL 33328

F.J1 Woif Enterprises
4200 Soruce Avenue

West Palm Beach, FL 33407

Suniand Construction of PB

1120 Reoyal Palm Beach Blwvd,
West Paim Beach, FL 33411

Crossroads Conmstruetion
12798 v, Forest Hiii Bivd.

West Palm Beach, FL 33414

William Safreed
2101 Corporate Drive.
Boynton Beach, FL 33426

Weavar Deveiopment Corp.
9400 Mititary Trail
Boynton Beach, FL 33436

George White, Inc.
649 East Drive
Deiray Beach, FL 33445

Schaaf Development Group
1052 Keystone Drive
Jupiter, FL 33458

Best Masonry & Constr.
7926 Blackwood Lane
Lake worth, FLL 33467

Stwwoods ine.
P.0.Box 812
Hobe Sourd, FL 33475

Acme Construction, Ing,
5633 American Circile
Dairay Beach, FL 33434

Sunrise Homes, inc.
P.0. Box 2161
Srandon, FL 33509

Ecciestons Sigrature
1555 Paim Baach Lakes

West Paim Beach, FL 33401

St. Laurent Glass
1696 Qld Ok eechobee Rd.

West Palm Beach, FL 33409

Simmons Building Corp.
175 Cleary Rd. #A-6

Woest Patm Beach, FL 33413

DA, Silvester inc.
6085 Muilin Street
Palm Beach, FL 33418

Center Construction
S00 N.E. Spanish Trail
Boca Raton, FL 33431

Britannica Homes Inc.
11222 Wastbourna Dr.
Boynton Beach, FL 33437

Sixwoods, Inc.
G265 S.E. Karin Street
Hobe Sound, FL 33455

Talon Construction
311 North K Strest
Lake Worth, FL 33460

Thomas Companies
1340 U.S. 1, Suite 102
Jupiter, FL 33469

Sloane Construction Co,
#.0. Box 2251
Palm Beach, FL 33480

Natl. Bidg. & Dev. Corp.
16758 Knightsbridge Lane
Deiray Beach. FL 334838

Sandy Development Co,
1723 N, U.5. 303
Dads City, FL 33525
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G.L. Steve Construction
A7746 Glades Lans
Zephyrhilis, FL 33541

Paragon Group, tne.
101 E. Kenneay Bivd. #4000
Tamga, FL 33602

Wesichester Group inc.
3917 W. Humphrey St. # 205
Tampa, FL 33614

Town N Ceuntry Park
3550 W, Busch Bivd, #145
Tarmpa, FL 33618

Professional Builders of Amaer,
19651 Bruce B. Downs Bivd,
Tampa, FL 33647-2445

Wadsworth Devalopment Corp.
83511 Blind Pass Road
St. Petersburg Beach, FL 33706

Arnie Smith Construction
P.0.Box 91413
Lakeland, FL 33804

Leroy Wells Construction
5137 Weindell Rd.
Laketand, FL 33809

Wiiiiams & Son Construction
12165 Payne Road
Sebring, FL 33822

Arthur Rutenberg Homes
5950 Imperial Lakes Bivd.
Mulbery, FL 33860

Whes!lerBuiiders
P.0. Box 1327
Wauchula, FL 33873

Varnadore Construction
P.0. Box 1677
Winter Haven, FL 33882-1677

L.C.C. Suncoast
2410 Success Drive
Doessa, FL 33556

Walter Industriss, Inc,
1500 North Dale Mabry
Tampa, FL 33607

Crystatlare Manors, Inc.
11008 Carrollweed Dr.
Tampa, FL 33618

Crest Builders
2910 Bay to Bay Bivd.
Tampa, FL 33629

Pulte Homes
P.0. Box 27090
Tampa, FL 33688-0603

Stephenson Land Co.

.6501 25th Way S,

St. Petersburg, FL 33712

Florida Leisure Comm.
146 Horizon Court
Laksiand, FL 33807

NCF Associates Inc.
P.0. Box 7069
Laksland, FL 33813

White Res. Constr. Co.

- P.0. Box 365

Kathieen, FL 33849

Cruder Construction
933 Fielder Ave,
Sebring, FL33870 _

Varnadore Construction
1503 3rd St., S.E.
Winter Haven, FL 33830

Vegtar Construction, Inc.
3823 Gainas Court
Winter Haven, FL 33884



innovative Builders
3040 Dol Prado Bivd.
Cape Coral, FL 33904

Showease Homes
1 2764 Kenwood Lane
Ft. Myers, FL 33607

Gary D. Waldrop, inc.
15280 Fiddlesticks Blvd.
£1, Myers, FL 33912

Tull Comstruction, !ne.
4326 S.w. 10th Ave,
Cape Coral, FL 33914

Tidewater isiand Dev. Corp.
6700 Wirkler Road #1
Ft, Myers, FL 339319

Williars Construction
611 Lake Shore Drive
Immokalee, FL 33934

Masterpianned Communities -

801 12th Ave, South
Naples, FL 33940

Enterpriss Ventures
P.0.Box 7837
Naples, FL 33941

U.S. Capital & Dev.
4227 Exchanges Ave,
Naples, FL 33942

The Constructien Co., Ine.
3306 EuropaDrive #11
Naples, FL 33942

Mitcheile & Stark Constr.
2319 J& CBhvd
Naples. FL 32942

Cuatam Built Homea
429 lamiami 1ria

Punta Gords, FL 33558

Sheiton Homes In¢.
4414 5k, )1 6th Place
Cape Coral, FL 33904-7458

The Woltsr Group, Inc.
16680 McGragor Bivd,
Ft. Myers, F 33908-38586

Schehr Construction Co.
6086 Cocos Drive
Ft. Myers, FL 33912

Wood Construction
906 Adeiphi Court
Ft. Myers, FL 33919

Bonita Bay Properties
3451 Bonita Bay
Bonita Springs, FL 33923

Larry Tayior Construction
911 Moon Court ’
Marco Island, FL 33937

Willey Construction
4062 Belair Lane
Naples, FL33940

Wcéton Construction
3106 Horseshoe Dr.
Naples, FL 33942

Schmeck peper ing.
4755 Marcantile Ave.
Naples, FL 33942

Nassau Pools Constr. I
3420 Westview Or,
Napies, FL 33942

Richland Buiiding & Dev,
P.0. Box 2700
Pt Charlotte, FL 33949

J

Breatigs .Hnm-n
109k, Ulympia Ave,
Punta Gorda, FL 33950



Creative Construction
220 Gardner Drive NE

Port Chartotte, &L 33952

Ttone Buiiding Corp,
Z£300 Airport Road South
Maples, FL 33952

Audubon Buiiders, Inc.
5603 Southfork
Napies, FL 33963

Myakka River Homes inc.
5929 Gillot Bivd.
Port Charlotte, FL 33981

Bozeman-Alleman
2530 55th St. S.W.
Haples, FL 33999

BW General Contractors, Inc.

3008 8th Ave. West -
Paimetto, FL 34221

STC Corporation
P.0.Box 3178
Sarasota, FL 34230

Svenson Enterprises Inc.
057 Jirus Trai
tarasota, FL 34232

Ted Woiff Buiiging, inc.
1748 indepsndence Bivd,
Sarasota, FL 34234

Siabach Ine.
6398 Danner Drive #1
Sarasota, FL 34240

Ammen Schrock Inc.
P.0. Box 20759
Sarasota, FL 34276

Castie Builders
530 W, Benica By Pass
Venice, FL 34292

Canshor Inc.
PO Box 1777
Bonita Springs, FL 33959

WA WlLtg,
1427 MariinDrive
Napies, FL 33962

Wiison Construction inc.
P.0.Box 1906
Marco, FL 33969

Holiday Builders Inc.
1517 SE. 16th PL #3
Cape Coral, FL 33990

Arthur Rutenberg Homes
10303 Clubhouse Drive
Bradenton, FL 34202

0.C. Associates, Ltd.
6500 Oriofe Blvd,
Englewood, FL 34224

Radnor Sarasota Corp.,
P.0. Box 810
Sarasota, FL 34230

Madal lion Homes
4270 Brittney Lane
Sarasota, FL 34233

Johnson Construction
7535 Calle Fecil

Sarasota, FL 34238

Custom Homes By Don
6145 Misty Oaks Ct,
Saerasota, FL 34243

Mel Yoder Homes
P.0. Box 7439
Sarasota, FL 34278

Pins Hollow Construction
P.0. Box 1863
Engiewood, FL 34295



Sends Comstruction
p.A Box 187
Letanto. FL 34460-0137

Jamelin Custom Homes Inc.
£.U. Box 3475
SpringHiii, FL 3460

‘Quaii Rioge Ueveiopment

12518 Flamingo Parkway
Spring Hith, FL 34610

The Straubinger Companies
19567 Guif Bivd.
Indian Shores, FL 34635

Otfice of David Williams
P.0. Box 2003
New Port Richey, FL 34656

Ward Plastsring
P.0. Box 954
Crystal Beach, FL 34621

‘P ioneer Developers of Amaer,
48 West Lermon Street
farpon Springs, FL 34689

Bili Thomas Construction Inc.
P.0. Dox 443
Clerment, FL 24711

Tompk ins Her itage Homes Inc.

1637 E. Vine Stroet
Kissimmee, Fi. 34744

Watson Construction Co, Ing,
P.0. Box 865
Windermere, FL 34786

E & 5 General Contractors
2130 N. U.S, Hwy. 1
Fort Pierce, FL 34946

D.A. Scholes Construction
1489 5.E. Viliage Green Dr.

Naws o 1 imin 1 SAnC"a
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Cantron Homes
P.0. Box 185
Ocala, FL 34478

Cornerstone Buiiders
13407 Twin Lake Ave,
SpringHill, FL 34609

Lennar Homes
13700 Sath St N.
Clearwater, FL 34620

Samueisen Builders

- 3251 Seaway Drive

New Port Richey, FL 34652

Hunter's Deveiopment
8410U.S5. 19 #1085
Port Richey, FL 34663

F&SFrame & Trim
ISTTAILT9N.
Paim Harbor, FL 34683

The Trace Partnership
3012 Peterborough St.
Heliday, FL 34690

Suther land Construction
P.0. Box 120486
Clermont, FL 34712-0486

Wagner Construction
P.0. Box 490002
Leesburg, FL 34749

Sikes Construction
P.0.Box 171
Yalaha, FL 34797

Worthington Construction
1722 S.E. Lorraine Strest
Port St. Lucie, FL 34952

McGee & Aasociates, Inc.
321 Olive Ave,

Port SL Lucis, FL 34352
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Qeneral Contractor
P.0. Box 346
Jersen Beach, FL 34958

Wagner Butlders
3262 S.W, 4th Ave, #2
Oksechobee, FL 34974

Brookfisld Homes (nc.
514 SE. Pt, St. Lucie Blvd.
Part St Lucis, FL 34984

DS General Contractors
1125 S.W, Martin Downs Bivd,
Palm City, FL 34930

Beilissima Homes, [nc,
701 N, Federal Hwy, #207
Stuart, FL 34994

Townsend fnc.
2569 N.E. 54 Trajl
Ok eechobee, FL 34372

Turner Homes
662 N.E. Horizon Lane
Port St. Lucie, FL 34983

Nail Head Constrution
P.0. Box 7942
Port St. Lucie, FL 34985

JW, Wheeler & Sons
2502 5.W. Raquet Club Dr.
Palm City, FL 34990

F & D Wilberding
3151 S.E. Dominica Ter.
Stuart, FL 34997
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Appendix B
Len er Mailing List




Mailing Addresses of Banks

Branford State Bank
PO Box 4147
Branford, FL 32008-0447

First Coast Community Bank
PC Box 1739

Fernandina Beach, FL
32034-1739

Barnett Bank/North
Central FL.

PO Box 1058

Lake City, FL 32056-1058

Citizens Bank of Macclenny
PO Box 545
Macclenny, FL 32063-0545

Clay County Bank
PO Box 2107
Orange Park, FL 32067-2107

Barnett Bank of St. Johns
PO Box 1929
St. Augustine, FL 32085-1929

First Natl. Bank/Bradford
PO Box 6008
Starke, FL 32091-6008

Sun Bank of Volusia
PC Box 2120
Daytona Beach, FL 32115-2120

Industrial Natl BRank
PO Box 3726
Tallahassee, FL 32315-3726

Capital City Second Natl Bank
PO Box 2805
Tallahassee, FL 32316-2805

C & L Bank of Bristol
PO Box 550
Bristol, FL 32321-0550

Gulf State Bank
PO Box GG
Carrabelle, FL 32322-1233

Gadsden State Bank
PO Box 5
Chattahoochee, FL 32324-0005

Southtrust Bank of Volus:a
PO Box 3760
Deland, FL 32723

First Bank of the Villages
903 Avenida Central
Lady Lake, FL 32159-0018

Putnam State Bank
PO Box 1299
Palatka, FL 32178-1299%

Marine Natl Bank Jacksonville
PO Box 179
Jacksonville, FL 32201-0179

Sun Bank North Fleorida N.A.
PO Box 23490
Jacksonville, FL 32203-2340

Southtrust Bank/Jacksonville’
PO Box 7219 )
Jacksonville, FL 32238-021%

Capital City First Natl Bank
PO Box 900
Tallahassee, FL 32302-0900

City National Bank
PO Box 5737
Tallahassee, FL 32314-5737

Wewahitchka State Bank
PO Box 100
Wewahitchka, FL 32465-0100

Sunshine Bank
50 Beverly Pky
Pensacola, FL 32505-2814

Bank of the South
PO Box 3229
Pensacola, FL 32516-3229

First Bank of Crestview
PC Box 877
Crestview, FL 32536-0877

First American Bank
PO Box 6339
Destin, FL 32541-6339



The Citizens Bank of wakulla
PO Box 1240
Crawfordvilie, FL 32327-1240

The Farmers & Merchants Bank
PC Box 310
Monticello, FL 32344-03490

The Citizens Bank of Perry
PO Box 1247
Perry, FL 32347-0781

Gadsden National Bank
PO Box 1080
Quincy, FL 32353

First Natl Bank/Northwest FL
PO Box 2900
Panama City, FL 32402-29%00

Bank of Jackson County
PC Box 677
Graceville, FL 32440-0677

First National Bank/Alachua
PO Box 219
Alachua, FL 32615-0219

Crystal River Bank
PO Box 607
Crystal River, FL 32623-0607

Bank of Florida
PO Box 1010
Chiefland, FL 32626-1010

Dunnellon State Bank
PO Box 1189
Dunnellon, FL 32630-1189

Brannen Banks of Florida Inc.
PO Box 19329
Inverness, FL 32651-1929

Sun Bank of Ocala
PO Box 2310
Ocala, FL 32678-0310

Farmers & Merchants Bank
PO Box 476

Trenton, FL 32693-0476

Perkins State Bank
PC Box 788
Williston, FL 32696-0788

First National Bank & Trust
PO Box 12327

Ft. Walton Bch, TL 32546-1127

Vanguard Bank & Trust
PO Box B88
Mary Esther, FL 3256%-0888

First Natl Bank/Santa Rosa
PO Box 3654
Milton, FL 32572-3654

Amsouth Bank
PO Box 12790
Pensacola, FL 32575-2790

Peoples Natl Bank/Niceville
PO Box 517
Niceville, FL 32588-0517

" Barnett Bank of Alachua

PO Box 1229
Gainesville, FL 32602-1229

First State BRank
800 Deltona Blvd.
Deltona, FL 32725-7163

First Mercantile Bank
PO Box 6060

Longwood, FL 32752-6060

First Community Bank/Qrange
2240 S. Volusia Ave.
Orange City, FL 32763-7614

Semino;e National Bank
PO Box 2057
Sanferd, FL 32772-2057

National Bank of7Commerce
1201 S, Orlando Ave.
Winter Park, FL 32789-7107

First National Bk/Central FL
PO Box 913900
Longwood, FL 32791-3%00

First Seminole Bank
PO Box 951629
Lake Mary, FL 32795-1629

Southtrust Bank of Orlando
PO Box 2166
Orlando, FL 32802-2166
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Securirty National Bank
Altamonte OFC

360 W. Highway 436

Altamonte Spg., FL 32714-4134

Barnett Bank of Volusia
PO Box 2077
Deland, FL 32721-2077

Fidelity Bank of Florida
PC Box 540160
Merritt Island, FL 32954-0160

l1st Aamerican Bank Indn Rvr,
4000 20th st.
Vero Beach, FL 32960-2414

Consolidated Bank, N.A.
PO Box 2157
Hialeah, FL 33012-0157

First Naticnal Bank/Hollywood
3900 Hollywood Blvd.
Hollywood, FL 33021-6732

TIB Bank of the Keys
PO Box 2808
Key Largo, FL 33037-7808

First Natl Bk of Florida Keys
PO Box 50098
Marathon, FL 33050-0098

Naticonal City Bank
PC Box 9747
Coral Springs, FL 33075-9747

Florida First Internatl Bank
PC Box 6699
Hollywood, FL 33081-0699

First Natl Bank of Homestead
PO Box 128
Homestead, FL 33090-0128

First Union bank
PO Box 12500
Miami, Fl 33101-2500

Banco Pedrosa NA
PO Box 149004
Coral Gables, FL 33114-9004

Florida International Bank
PO Box 570070
Perrine, FL 33157-0070
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Independent Bankers Bank
PO Box 1998
Orlando, FL 232802-4938

Security Natl Bank of Brevard
PO Box 1238
Melbourne, FL 32902-1238

The Internatl Bank/Miami NA
2121 SW 3rd Ave
Miami, FL 33129-14589

Barnett Bk of South Florida
PO Box 450310
Miami, FL 33131-0310

Sun Bank of Miami
777 Brickell Ave
Miami, Fl1 33131

Popular Bank of Florida
688 Brickell Ave
Miami, FL 33131-2913

Commercial Trust Bank
1101 Brickell ave
Miami, FL 33131-3104 .

Pacific National Bank
1390 Brickell Ave STE 400
Miami, FL 33131-3316

Eastern Naticanl Bank
PC Box 14400
Coral Gables, FL 33134-4400

The Bank of Coral Gables
2701 Ponce De Leon Blvd.
Coral Gables, FL 33134-6020.

Jefferson National Bank
PO Box 402249
Miami, FL 33140-0249

Westchester Bank
PO Box 441900
Miami, FL 33144-1900

Key Biscayne Bank/Trust Co.
95 W McIntyre St.
Key Biscayne, FL 33149

Regent Bank
PO Box 291980
Davie, FL 33329-1980



Peoples First National Bank
PO Box 900
N. Miami Beach, FL 33160-0900

Central Bank
7970 NW 36th St.
Miami, Fl 33166-6604

Executive National Bank
9600 N Kendzall Dr.
Miami, FL 33176-1919

Citibank (Florida) N.A.
8750 NW Doral Blvd.
Miami, FL 33178-2402

First Natl Bank of S, Miami
PO Box 431000
South Miami, FL 33243-1000

Metro Bank of Dade County
PO Box 560425

" Miami, FL 33256-0425

American National Bank
4301 North Federal Hwy
Oakland Park, FL 33308-56%2

C & S National Bank of FL
PO Box 5367
Fort Lauderdale, FL 33310-5367

Union Bank of Florida
PO Box 5787
Lauderhill, FL 33313-5874

Suburban Bank
PO Box 5619
Lake Worth, FL 33466-5619

Jupiter-Tequesta .Natl Bank
250 Tequesta Dr.
Tequesta, FL 33469-2763

Bank of Pahokee
PO Box 599
Pahokee, FL 33476-0599

The Merchant Bank of Florida
PO Box 1970

Brandon, FL 33509-1970

Sun Bank/Pasco County
PO Box 609

Zephyrhills, FL 33539-0609
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Bankers Trust Co. of FL, N.A.
505 8 Flagler Dr. FL &
W. Palm Bch, FL 333401-53%22

First Natl Bank/Lake Park
PO Box 12217

Lake Park, FL 1313403-0217

Manufacturers Bank & Trust/FL
The Harbour, 2401 PGA Blvd.
Plm Bch Grdens, FL 33410-3598

Carney Bank
PO Box 3219
Boynton Bch, FL 33424-3219

Prime Bank
PO Box 460
Boynton Bch, FL 33425-0460

Bank of Belle Glade
PO Box 790 .
Belle Glade, FL 33430G-0790

The Guardian Bank
2255 Glades Rd., Ste 140w
Boca Raton, FL 3341-7360

First Bank of Clewiston
PO Box 1237
Clewiston, FL 33440-1237

Great Southern Bank )
6266 Congress Ave., Ste. 12
Lantana, FL 33462-2308

University State Bank
PO Box 17744
Tampa, FL 33682-7744

Terrace Bank of Florida
PO Box 16828
Temple Terrace, FL 33687-6828

First Gulf Bank
6025 4th St. N
St. Petersburg, FL 33703-1419

The Chase Manhattan Bk/FL
PO Box 12408
St. Petersburg, FL 33733-2408

First State Bank of Arcadia
PO Box 1400
aArcadia, FL 33821-1400




The Hillsboro Sun Bank
PO Box B
Plant City, FL 33564-9002

Valriceo State Bank
PO Box 849
Valrico, FL 33534-0849%

Enterprise National Bank
201 E Kennedy Blvd., Ste 1800
Tampa, FL 33602-5829

Scuthtrust Bank of Tampa
PO Box 21587
Tampa, FL 33622-1587

Columbia Bank
PO Box 5079
Tampa, FL 33675-5079

Central Bank of Tampa
PO Box 4115
Tampa, :‘FL 33677-4115

Merchant Naticnal Bank
PO Box 06077
Ft. Myers, FL 33906-6077

Southtrust Bank/Southwest FL
PO Box 1048
Cape Coral, FL 33910-1048

First Bank of Immokalee
1400 N 15th st.
Immokalee, FL 33934-2234

Hendry County Bank
PO Bex 2020
Labelle, FL 33935-2020

Sun Bank/Naples N.A.
3055 Tamiami Trl N
Naples, FL 33940-4102

Community Bank of Charlotte
PO Box 2490
Port Charlotte, FL 33949-2490

Community Bank of the Islands
PO Box 1640
Sanibel Island, FL 33957-1640

First National Bank
PO Box 2648
Bonita Spings, FL 33959-2648
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Community Natl Bank at Bartow
1375 N Broadway Ave
Bartow, FL 33830-3309

Citizens Bank of Frostproof
PO Box 7
Frostproof, FL 33843-0007

Sun Bank/South Central FL
3601 U.5. 27 N
Sebring, FL 33870-1642

Wauchula State Bank
PO Box 248
Wauchula, FL 33873-0248

Commerce Bank/Central FL
141 E Central Ave
Winter Haven, FL 33880-6338

Barnett Bank of Lee County
PO Box 338
Fort Myers, FL 233902-0338

Barnett Bank of Manatee
PO Box 9390
Bradenton, FIL 34206-93%0

First State Bank of Sarasota
5700 Clark Road
Sarasota, FL 34223-3302

Englewocd Bank
1111 5 McCall Rd.
Englewood, FL 34223-4229

Enterprise National Bank
PO Box 49557
Sarasota, FL 34230-6557

First National Bank of Venice
PO Box 1780
Venice, FL 34284-1780

Plant State Bank
PO Beox O
Plant City, FL 34289-9010

The Hernando County Bank
PO Box 10289
Brooksville, FL 34601-0289

First National Bank
PO Box 179
Clearwater, FL 34617-0179%



Island Bank of Cellier County

PC Box 845
Marco Island, FL 33969-0845

Liberty National Bank
PO Box 25002
Bradenton, FL 34206-5002

Pinellas Community Bank
PO Box 2910
Largo, ¢L 34649-2910

Peoples State Bank
PO Box 2133
New Pt Richey, FL 34656-2133

First National Bank
PO Box 1457

Tarpon Springs, FL 34688-1457

Gulf Bank of Dunedin
2200 Bayshore Blvd.
Dunedin, FL 34698-2507
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Lake State Bank
PO Box 1439
Land of Lakes, FL 34632-14%3

Rutland's FL Gulf Bank
7101 Park St.
Seminole, FL 346417-4632

First National Bank/Osceola
PO Box 420369
Kissimmee, FL 34742-01366%

Citizens Natl Bank/Leesburg
PO Box 490047
Leesburg, FL 34749-0047

Public Bank
POB 235
St. Cloud, FL 34770-0235

First Bank of Indiantown
PO Box 365
Indiantown, FL 34956-0365

Mailing Addresses of Savings & Loans

Meritor Savings
203 Avenue A, NW
Winter Haven, FL 33881}

First Federal S&lL Assoc.
2201 Second st.

PO Box 940

Fort Myers, FL 33902-0940

World S&aL Assoc.
12700 Military Trail
PO Box 259005

Boynton Bch, FL 33425

First Federal S&lL
FO Box 430
Daytona, FL 32170

Barbor Federal SsL
222 N Nova Rd.
Oormond Bch, FL 32174-5124

First Federal S&alL
PO Box 798
Palatka, FL 32178-0798

Peoples First Financial S&lL
14333 Beach Blvd. Ste 104
Jacksonville, FL 32250-1573

First Federal S&l Assoc.

215 S Olive Ave., PQ Box 3515

W. Palm Bch, FL 33402-3515

Security First Federal S&lL
501 N Grandview Ave.

PO Box 2870

Daytona Beach, FL 32120-2870

Coast Federal Sal
7 0ld Rings Rd. N Ste 36
Palm Coast, 32137-8230

Meritor Savings
490 N Orlando Ave
Winter Park, FL 32789

Coral Gables Federal SsL
455 S Orange Ave
Orlando, FL 32801-3342

Lochaven Federal SaL Assoc.
2415 N Orange Ave.
Crlando, FL 32804

Harbor Federal S&lL Assoc.
2255 W New Haven Ave.
W Melbourne, FL 32904




Peoples First Financial Sal
PO Box 13895
Talliahassse, FL 32317-3895

Peoples First Financial Ss&L
PO Box 2950
Panama City, FL 32402-2950

Peoples First Financial SalL
PO Box 30379
Pensaccla, FL 32503-1379

Peoples First Financial S&L
PO Box 979
Shalimar, FL 32579-0979

First Federal S&L
800 W. Main ST.
Inverness, FL 32651-1569

Crown Savings Assoc.
105 Live Qaks Gardens, #129
Casselberry, FL 32707

First Family Federal S&l
PO Box 1090
Eustis, FL 32727-1090

Ponce De Leon Federal S&aL
1220 Ponce De Leon Blvd.
Coral Gables, FL 33134-3376

Ceoral Gables Federal S&L
2511 Ponce De Leon Bivd.
Coral Gables, FL 33134-6084

American S&L of Florida
17801 NW 2nd Ave
Miami, FL 33169-5003

Turnberry S&L Assoc.
19575 Biscayne Blvd.
N. Miami Bch, FL 33269

Glendale Federal S&L
PO Box 406008

Fort Lauderdale, FL
33340-6008

Community Savings, F.A.
660 U.S. Highway One
N. Palm Beach, FL 33408

Palm Bch Sal
1818 S Australian Ave Ste
West Palm Bch, FL 33409-6463
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F.A., Meritor Savings
1701 Babcock St. NE
Palm Bay, FL 32605-2823

Coral Gables Federal S&L
333 17th St. #J
Vero Beach, FL 32960-5636

Financial Federal S&L Assoc.
6625 Miami Lakes Dr.
Miami Lakes, FL 33014

Gibralter‘S&L Assoc.
18590 NwW 67 Ave,PO Box 170710
Hialeah, FL 33017-0710

Truman S&L ASsOC.
4651 Sheridan St., # 125
Hollywood

Suncoast SalL AssocC.
4000 Hollywood Blvd.
Hollywood, FL 33021~6747

Flagler Federal S&L Assoc.
101 NE lst Ave.
Miami, FL 33132

Meritor Savings
405 N Westshore Blvd.
Tampa, FL 33609-1521

FPirst Federal S&lL Assoc.
205 E Orange St.
Lakeland, FL 33802-1527

First Federal SalL Assoc.
One First St., PO Box 1290
Lak Wales, FL 33859-1290

Bayside Federal S&l AssocC.
3280 Tamiami Trl
Pt. Charlotte, FL 33952-8048

Coast Federal Sal
5714 14th St. W .
Bradenton, FL 34207-4096

Meritor Savings
4462 Bee Ridge Rd.
Sarasota, FL 34233-2502

Crown Savings
2900 S Tamiami Trl #ist
Sarasota, FL 34239%-5105




Coral Gables Federal Sal
22893 Sandalfoot Plaza Dr.
Boca Raton, Fl 33128-6629

Charter S&L Assoc.
5300 Atlantic Ave.
Del Ray Bch, FL 33484-7568

z.Nshine State Federal SalL
PO Box F
Plant City, FL 33564-9056

First Federal S&L Assoc.
B0O North Blvd., West
Leesburg, FL 34749-0420
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First Federal Ssl Assoc.
1206 8. McCall Rd.
Englewoed, FL 34295-1285

Madison S&L Assoc.
35388 U.S. 19 North
Palm Harbor, FL 34684-1931

First Federal S&L Assoc.
200 E. Broadway
Kissimee, F1 34741-5791

Community Savings
101 S Federal Hwy
Stuart, FL 34994-2001

Mailing Adresses of Mortgage Bankers

lst Surety Mtg. Corp.

1071 Pt. Malabar Blvd. NE,
#202

Palm Bay, FL 32905-5161

American Heritage Mtg. Corp.
2170 SR 434 W #494
Longwood, FL 32779

American Mtg. Corp.
PO Box 540548
Merritt Island, FL
32954-0548

Amerimortgage Corp.
1300 s Roosevelt Blvd.
Key West, FL 33040

Big First Mortgage Corp.
500 Federal Hwy
Lake Park, FL 33403-3558

Booker Mortgage Company
PO Box 2219
Titusville, FL 32781-2219

Camelot” Mortgage Corp.
300 S Pine Island Rd., #3023
Plantation, FL 33324-2620

Community Mortg. Co.
2700 Westhall Ln., #137
Maitland, FL 32751

Community State Mortgage
2101 E SR 434 #317
Longwood, FL 32779

Capital Commercial Mtg. Co.
PO Box 2391
Orlando, FL 32802-2391

Centerbank Mtg. Co.
801 N Douglas Ave, #103
Altamonte Springs, FL 32714

Chase Home Mortgage Corp.
4651 Salisbury Rd. _
Jacksonville, FL 32256-6187

Coastal States Mortgage Corp.
4000 Hollywood Blvd.
Hollywood, . FL 33021

Collateral Mortgage, Ltd.
2727 NW 43rd St., #3
Gainesville, FL 323606

Colonial Mtg. Co.
2852 Remington Green Cr #102
Tallahassee, FL 32308

Combank Mortgage Co.
15600 SW 288th 5t., 4th Floor
Homestead, FL 33033-1200

Gulf States Mtg. Co., Inc.
3859 Bee Ridge Rd., #101
Sarasota, FL 34233

Homebanc Mortgage Corp.
600 W. Hillsboro Blvd.
Deerfield Bch, FL 33441
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Countrywide Funding Corp.
1790 N Hwy AlA, #1086
Melbcurne. FL 32937

CTX Mortgage Co.
6140 S Point Pkwy. #1BQ
Jacksonville, FL 32216

Enterprise Mortgage Corp.
1120 E. Semoran Blvd.
Apopka, FL 32703-5523

First Bancerp Mortgage, Inc.
8211 W Broward Blvd.
Plantation, FL 33324

First Florida Funding Corp.
6447 Miami Lakes Dr. E., #202
Miami Lakes, FL 33014-2703

First State Mortgage Co.
2484 W SR 434 #108
Longwood, FL 32779

First Unity Mortgage Corp.
5050 Pines Blvd. #100
Pembroke Pines, FL 33024

Flagship Mortgage Bankers
1301 Seminole Blvd. #170
Largo, FL 346490

Mortgage First
PO Box 670
Panama City, FL 32402

Mortgage Network Centers
13902 N Dale Mabry Hwy, #212
Tampa, FL 33618-2424

NBD Mortgage Company
PO Box B48B
Venice, FL 34284-0848

North American Meortgage Co.
11300 4th sSt. N. #417
St. Petersburg, FL 33716

Ocean States Mortgage Corp.
7270 NW 12th St. #660
Miami, FL 33126-1927

Palm Coast Mortgage Co.
14 Office Park Dr., Ste. 1
Palm Coast, FL 32137-3830

Hevnanian Mtg./FL
1800 S Australian Ave., #1072
West Palm Bch, FL 33409-46150

Huntington Mtg. Co.
400 5th Ave. S., #204
Naples, FL 33940

IDL Mortgage Corp-.
6338 Presidential Ct, Ste 205
Ft. Myers, FL 33919-3504

Interbanc Mortgage SVCS.
901 Lake Destiny Dr. #139
Maitland, FL 32751

Rendall Mortgage Corp.
758 Country Club Dr.
Titusville, FL 32780

Kislak Mortgage Corp.
7900 Miami Lakes Dr. W.
Miami Lakes, FL 33016-5897

McCaughan Mortgage Co., Inc.
1320 S. Dixie Hwy. #950
Coral Gables, FL 33146-2912

Mcrtgage Dynamics, Inc.
1761 W. Hillsboro Blvd.
Deerfield, Bch, FL 33442-1502

Ryland Mortgage Cbmpany
605 E. Robinson St. #350

- Orlando, FL 32801

Sears Mortgage Corp.
6767 N Wickham Rd. #214
Melbourne, FL 32940

Southpointe Mtg. Corp-
3874 sheridan St.
Hollywood, FL 33021

Sunbelt National Mortgage
2194 Hwy. AlA
Indn Harbr Bch, FL 32937-4930

Thomas Mortgage
1180 Spring Centre S. #223
Altamonte Spgs, FL 32714

Waters Mortgage Corp.
6190 NW 11th St.
Ft. Lauderdale, FL 33313-6116
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Prudential Hcme ¥ortgage Westlake Mortgage Corp.
174 W. Comstock Ave. #2021 9075 Semincle Blvd. #B
Winter Park, FL 32789 Seminoie, FL 31642
Riverside Mortgage Company Barnett Mortgage Co.
7800 Belfort Pkwy. PO Box 10843
Jacksonville, FL 32256 Jacksonville, FL 32203-08413
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10.

il

Would you primarily consider yourself a:
(36.4%)Small-Less than $1 million {g1.8%)Single Family Homes
(45.5% )Medium=-51 to $5.5 miliion (l2.6%)Multifamily Homes

{ 9.1%)Llarge=-510 million and over (18.2%)Remodeling
(13.6%)Land Development
{ 0.0%)Institutional
( 0.0%)0ther

Please indicate the total number of residential units for the
following categories for 1992:

Started Compieted
{86.4%)Single Family
(13.6%)Multifamily (sales}
( 0.0%)Multifamily {rental)
{ 0.0%)Total

Pleage indicate the total dollar volume of all your land development
activity during 1992.

(40.5%)Less than $1 million {13.6%)$%1 million te $3 million

( 5.1%)83 to $9.5 million { 0.08%)810 to $24.5 million

( 0.0%)$25 million and over

Please indicate the total dollar volume of all your building
construction activity during 1992.

{36.48)Less than $1 millieon © (30.4%)$1 million to $3 million
(18.2%)83 to $9.5 million ( 4.5%)$10 to $24.5 million

{ 0.08)8%285 million and over

How many total land development projects have you been involved with in
the last five years?

How many land development projects with which you have been involved in
the last five years have gone inte lender foreclosure?
(4.5)

How many total residential units have you been involved with in the last
five years?

How many residential units with which you have been involved in the last
five years have gone into lender foreclogure? ( 9.1}

How many total multi-family units have you been involved with in the last
five years?

How many multi-family units with which you have been involved in the

last five years have gone into lender foreclosure? ( 0)

Flease check your primary source of funding.
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i3

14.

15.

16.

17.

18,

19.

20.

(36.4%)Thrift Institutions {22, 7% )Mortgage Company
(54.5%)Commercial Bank { 9.1%)Cther

What ways have your thrifts changed their lending practices?

{27.3%)Decreased lending for residential developments
( 5.i%)No longer lending for residential developments

{45.5%)More equity required (63.6%)Increased decumentation
{36.4%)Personal guarancees (40.9%)Reduces amount of lending
( 4.5%)No changes

{13.6%)0ther

I{ the thrift has changed its practices, what reasons did it give?
(21.R%) hanges brought about by FIRREA

(50.9%)Increased control by regulators

{22.7%)The economy/recession

( 3.1%)No reason given

Have you attempted to make other arrangements for financing as a resul:
of problems with your thrifts?
(68.2%)Yes (22.7%)No

If yes, did you succeed in finding other financing?
{60.0%)Tes (40.0%) %o

What were the sources of alternate financing?
{45.5%)Commercial banks (22.7)Private sources
(22.7%)Personal/company cash { 0.0%)Other

{ 9.1%)New metheds of lot males and development

What ways have your commercial banks changed their lending practices?

(54.5%)More equity required (63.6%)Increased documentaticn
(45.5%)Personal guarantees {27.3%)Reduced amount of lending
( 0.0%)No changes ( 0.0N)Other

(27.3%)Decreased lending for residential developments
(18.2%)No longer lending for residential developments

Il the commercial banks have changed their practices, what reasons did
thay give?

{31.58)Changes brought about by FIRREA

(50.0%)Increased control by requlators

¢16.24%)The economy/recession

(13.68)No reason given

Have changes in lender practicee affected your building plans for 19937
{45.5%)No changes {22.7%)Decreased land development
(36.4%)Decreaged number of unita gstarted

Does your lender administer development and construction loans within a
separate residential lcan department?
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23,

4.

25.

26.

27.

(77.3%)Tes (13.6%)Nc

if yes, does the residential construction loan department include staff
experienced 1n the regidential construcetion industry?
(64.7%)Tes (23.5%)No

In what percentage of your projects involving a construction lender have
there been payment delays due to the lender's invelvement in the
disbursement process?

{40.9%) = 0%

( 3.1%) = .Q1%=10%

(13.6%) = 118.25%

What type of documentation do lender require in order to verify your
financial position?

{40.9%)Certified financial statement

(18.2%)Interviews with those deing businesa with the developer
(59.1iV)Business reference check

(81.8%)Tax Returns

{90.9%)Perscnal financial statement

(16.2%)In-depth investigaticn of finangial statement

( 0.0%)Dun and Bradstreet

{ 0.083Cther

What percentage of the time in single family loans is the appraisal
significantly higher or lewer than the builder's contract amount?
(36.4%)Higher__ &%

" {59.1%)Lower 1]

When the appraisal is significantly higher or lower than the builder‘s
contract amount, it is usually due to:

(59.1%)Appraiser ocver/undervaluation

( 4.5%)Contractor over/undervaluation

What percentage of the time does an incorrect appraisal play a
significant role in project foreclosure?

(3L.8%) - 0%
{ 9.18) = .1%=10%
( 0.0%) - 118-258
{ 4.5%) - 260-50%
( 0.08%) = 510+

How often is the appraisal within the following pércent correct margin of
the actual market value of the property involved?

Ll=Never S5=Always
Sh 1 2 3 4 5
10% 1 2 3 4 5
208 1 2 3 4 5
30% 1 2 3 4 5



28.

30.

31.

3z.

33.

34.

38, °

36.

L2 2 4 5
¢ 9.1% 31.8% 13.6% 4.5%

5% .08%
10% 0.0% 4.5% 27.3% 13.6% 4,5%
20% 13.6% 4.5% 4.5% 13.6% 13.6%
30% 13.6% 0.0% 9.1% 9.1% 18.2%

How much do you rely upon the appraisal for setting loan to value?
( 9.1%)Always (36, 4%)Almost always
{ 9.1%)Sometimes {31.8%)Almost never

Which of the following more often tries to influence the outcome of the
appraisal? '
{18.2%)Lendar (59. 1% )Contractor

What does your company do to prevent appraisal [raud?

. ¢ 9.1%)Nothing

(54.5%)Rely on the reputation of the appraiser
{ J.9%)Independent appraisal consultant

{ 9.1%)Mulriple appraisals

{40.9%}In-house review of appraisals

( 4.58)Y0ther

Do you think the lending industry does encugh to prevent appraigal fraud?
{63.6%)Tes " (13.6%)No

In the past two years has your loan-to-wvalue ratio changed significantly?
(27.3%)1es (59.1%)¥c '

if yes, by how much?
{16.7%)Reduced by 10%
(50.0%)Reduced by 20% or more
(16.7%)Increased by 10%

{ 0.0%)Increaged by 20% or more

Do you believe when Builders/Developers make an application for a
Construction or Land Acquisition Loan they typically represent:
(40.9%)Their true financial positicn

(40.3%)A slightly exaggerated financial position

(13.68)A highly exaggerated financial position

What steps are being taken by lehders to reduce their risk when making
construction loans?

{72.7%)Builder equity (77.3%)Personal guarantees

(54.58)Pre-gales ( 9.1%)0ther

wWhat ig the most reliable method to monitor the monthly construction draw
to insure that the project is not owverdrawn?



w

38.

39.

40.

41.

1=Most reliabile 5=Least reliabie

in-house bank official 1 2 % 4 5
Jutgide Constrouction consultant 1 z 3 4 3
Architert of record 1 2 3 4 5
Cther 1 2 2 4 S

a1 I I S
In-House Bank Official 31.8% 9.1% 27.3% 0.0% 4.5%
utside Consultant 13.6% 18.2% 4.5% 13.6% 9.1%
Architect of Record 22.7% 13.6% 9.1% 4.5% 18.2%
Cther 13.6% 4.5% 0.0% 0.0% 4.5%

What precauticns do lenders take to assure that you do not co-mingle
funde for different projects or take dollars drawn for hard costs to pay

for other projects or to pay soft costs?

(45.5%)None

(40.9%)Builder certification of disbursement

{ 0.00)dudit of builder/developer records

{ 4.5%)Review of builder/developer banking reccrds
{ 4.5%)0ther

Does your lender require verification of your draw request?
(77.3%)%e8 (13.6%)No

1f yes, which of the following is used?

( 0.0%)Receipts

{70.6%)Ag per lender-specified draw schedule
(56.8%)Progress inspection based on your estimation
{ 0.0%)Cther .

Doss vour lender take any precautions to insure that you pay your

subcontractors and suppliers on a timely basis?
{63.6%)1es (13.68)No

Please rank how often the following professionals are invelved in your

PLOJRCLS.

=Always 2=Almost always 3=Sometimes d4=Almost never S=Never
Archicect 1 2 3 4
Enginear 1 2 3 4
Professicnal Planner 1 2 3 4
Environmental Consultant 1 2 3 4
Marketing Consultant 1 2 3 4

I 2 3 A s

Architect 13.6% 22.7% 13,68 27.3% 18.2%
Engineer 31.8% 13.7% 13.68 9.1% 22.7%
Professicnal Planner 0.08 0.08 18.2% 13.6% 59.1%
Environmental Consultant 4.5% 4.5% 13.6% 27.3% 40.9%
Marketing Consultant 4.5%  9.1%  18.2% 18.2% 40.9%

5
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44,

45,

46.

47.

48,

49.

50.

S51.

Do you believe the Lending Industry should became more responsible {or
insuring that all parties for whom monies are drawn are in fact paid waith
those funds?

{45.5%)1es {54.4%)No

Do you believe the lender should be required to set aside the porticn of
the loan for Construction Costs and that there should be restricticns on
the developer and lender using those funds for other purposes?
(40.9%)Tes (50.0%)No

Do you believe the lender should be required to give notice to the
gubcontractors in the event of a default by the Builder/Developer?
(72.7%)%es (13.6%)Nc

What % of the time are you required to provide a performance and payment
bond? L

{59.1%) - 0%

(L13.6%) - 1%-10%
{ D0.0%) = 118=25%
¢ 0.9%) = 26%=50%

{ 4.5%) = S1l+
Are you knowledgeable about the Construction Lien Law?
(86.4%)%as  ( 9.1W)No )

Have you or somecns in your organization attended a Construction Lien Law
seminar in the last 2 years?
(40.9%)Yes {59.1%)Ne

Do you or somecne in your organization plan to attend a Congtruction Lien
Law seminar in the next year?
(22.7%)1ee (72.7%)No

Have you ever had an OSHA ingpector visit any of your jobsites?
(3L.8%)Yes (68.2%)No

Have you or someone in your crganization attended an OSHA or safety
related seminar in the last 2 yeara?
(36.4%)Tes (63.6%)No

Do you or someone in your organization plan to attend an OSHA or safecy
related seminar in the next year?
{27.3%)1esn (68.2%)No
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1.

2.

227

THE ROLE OF LENDERS IN RESIDENTIAL CONSTRUCTION

What percentage of construction loans does your lending instituc:on
do for each type of work?

/year

( ) Residential 3 $ volume
{ )} Commercial % S volume
{ ) Industrial % $ volume

/year
/year

S&ls and Banks: (Answers to guestion #1 organized into categories)
Categories of Inveolvement in Residential

Residential loans + all loans
Residential loans < all loans
Residential loans <+ all loans
Residential loans + all loans

v

<

75%
50% to 75%
25% to 50%
25%

No answer

Sals and Banks: (Answers to question #1 organized into

Categories of Involvement in Residential
Total residential loans > $20 million

Total residential loans = $10-520 million

Total residential loans

Total residential loans < $1 million

No Answer

Banks
[10.13]
fria]
[iz.34]
[1r.43]
[25.7%]

How would you describe your Financial Institution?

{

_———0

check all that apply)

( )Small ({
{ )Medium and {
{ )Large {

S&ls and Banks: (Answers to question #2 organized

categories below)

{ o.os}liarge S&Ls
(i5.58)Medium Sals
{45.53)Small S&Ls

f your residential loans what percentage are:

YAcquisition %
yDevelopment %
yConstruction %

S&ls: (Answers to question #3 organized into
Involvement in Each Loan Type

Loan type/Total residential
Loan type/Total residential
Loan type/Total residential
Loan type/Total residential

Banks: (Answers to guestion

Loan type/Total residential
Loan type/Total residential
Loan type/Total residential
Loan type/Total residential

> 75%
= 50%-75%
25%=-50%
< 25%

S&Ls
[B1.33]
[ 5.3%]
[ 3.0%]
9.1%}

(
[ a.

categories)

Acqg. Dev.
[ o.0%] { o0.0%]
[ 9.1%]) [ o.0n}
[ 5.1%] [ 9.1%]
{18.2%] [27.3¢]

1]

categories)

Banks S&LS
[ 5-7¢] [27.3%]
[1a.73] [ 9.13]
$1-810 million [31.6%] [45.5%]
[ 5.7%] [ 9.1}
[42.9%] [ 9.1%]
}Commercial bank
}S&lLs
JMortgage Bank
into the
( s.7s)Large Sa&aLs
(11.33)Medium S&ls
{65.72)Small S&Ls
$ volume /year
$ volume /year
$ volume /year

Const
[63.5%]
[ o.o%]
[18.2%]
[ 9.19]

#1 organized into categories)
Involvement in Fach Loan Type

> 75%
50%-75%
25%-50%
25%

A

Acyg. Dev.
[20.00] [ o.o%]
[ 8.60] [ o0.0%]
[11.4%] [11.4%]
[25.7%] [25.7%]

Const
{17.1%]
f 5.72]
[14.3%]
[34.3%]
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5.
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How have ycu changed vour lending policies or procedures within the

past 5-10 years 2

S&ls:

{check all that applies)
No Changes

Bot renew loans/extend maturicy
Calling all/part of loan

before maturity

Charging higher interest rates
More equity required

Asking for additional collateral
Increased documentation

Now requiring personal guarantee
Higher capital requirements

No longer making loans

Other

{please specify)

Banks:

(check all that applies)
No Changes

Not renew loans/extend maturity
Calling all/part of loan

before maturity

Charging higher interest rates
More equity required

Asking for additional collateral
Increased documentation

Now requiring personal guarantee
Higher capital requirements

No longer making lcans

Other ]

(please specify)

[ .
[ o.

[ s.
fs.

[ 2.
[ s.
[s1.
[ 28.
[77.
[14.
[ 3.
[ 2.
[ 2.

0% ]
04 ]

0.0%]
9.13)
Ly
.04
.54}
1%
3.1% ]
.5% )
.04 ]

6% ]
7t ]

9t}
7t
at)
61
1t ]
]
]
9% ]
9% ]

[ s.0¢]
[ 20s]

[ c.ov]
[ 5.1%]
[36.4%]
[ a.0%]
[45.5%]
[ 9.:%]

9,12}
f1s.5%])
{f v.oa]

[ o.0%]
[ 5.7¢]

f 2.9%]
[ 8.6%}
[48.61]
[28.6%]
[57.13]
[17.1%]
[31.43]
[ 5.7%]
[ 2.93}

If changes have occurred, what are the reasons?

S&Ls:

{check all that applies)
Single borrower restrictions
New capital requirements
Company Concern for risk

RTC takeovers

Increase Regulatory Requirements
Tough Regulators/Examiners
Cther

(please specify)

Banks:
(check all that applies)
FDIC takeovers
Higher capital requirements
Restrictive regqulations / audits
Company concern for risk
. Other

(Please specify)

[a7.
{ 3s.
[ 54.
[ o.
[ 3s.
[ 36.
[ o.

[ o.
[11.
fes.
[as.

[ o.

%)
4%
6% ]
0% ]
4]
4t
a3 ]

0%
4%
7t ]
(19
o]

[27.3%]
{36.48]
{54.5%¢]
[ o.0%]
{27.3%]
[ 45.5%]
[ o.op]

[ o.o0%]
[11.4%]
[62.99]
[48.6%]
[ 2.9%}

Acquisition Development Censtruction

{0e]

{ 23]

<

.8x ]
Liw )
53]
L
LT ]
LS
L]
.04 ]
BN

Feoa P
[

P T Ay ey e e ey —
P

(GRS

Acquisition Development Construction

[i7.18]
[ 5.7%]

[ 2.9%]
[ 8.63]
[37.1%]
[20.0%]
{s4.3%]
(17.1%]

T [1.43]

[ c.on)
[ 2.9%]

Acquisition Development Construction

[27.3%]
[54.5%]
[54.6%]
{ o.ox]
[a7.0v ]
[36.4%]
[ o0.08]

Acquisition Development Construction

[ o.on}
[11.48]
[57.1%]
[40.0%]
[ o0.0%]
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6b.

8.
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Does your Institution prefer to loan to a particular size of
builder?

S&Ls:
(1s.43)Yes {s54.53)No
Banks:
{u.03) Yes {65.7%)NO

Does your institution have restrictions on builders according to
size 2

S&lis:
(27.33)YYes (63.53 ) NO
Banks:
{ s.s¥}Yes (74.3%)NoO

If yes tb any of the above in guestion #6, please rank your
preferences in lending: (circle cne for each that applies)
l=lowest preference to 5=highest preference

Small builder 1 2 3 4 5 (< $1 mil. activity)
f{edium builder 1 2 3 4 5 ($1-$%.5 mil. activity)
Large builder 1 2 3 4 5 (>$10 mil., activity)

S&Lls: (Only the highest rating per respondent was recorded
and grouped into the options: below)

(20.0s)Large builder preferred

{20.0v)Medium builders preferred

{s0.00)Small builders preferred

Banks: (Only the highest rating per respondent was recorded
and grouped into the options below)

( 9.13)Large builder preferred

(45.5% )Medium builders preferred

(72.73)Small builders preferred

Do you believe that the removal or modification of the Financial
Institutions Reform, Recovery and Enforcement Act of 1989
(FIRREA) will: (check all that apply)

S&ls:

{72.7v)Benefit all participants in residential construction

{ c.on)Disadvantage all participants in residential construction
(27.32)Benefit lenders )
{9.1xv)Disadvantage builders

Banks:

{s1.4v)Benefit all participants in residential construction

( s.sx)Disadvantage all participants in residential construction
{14.33)Benefit lenders

( s.7v)Disadvantage builders

In residential construction loans, is prompt payment of the
subcontractor by the contractor a problem?




10.

l1. What percentage of the time, in single family homes, is the

12.
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S&is:

(27.:8)Yes {s1.50)NO
Banks:

{23.5¢)Yes {%4.23)NO

what does your company do to insure prompt payment to
subcontractors and to prevent “double payments” ?
{circle one for each that applies)

S&Ls: (Only ratings equal to or greater than 3 were counted)
l=never to S=always

(31.83)Require lien releases/waivers. 1 2 3
( 7.:¥)Require "pay when paid" clauses. 1 2 3
{45.5¢) Issuance ©f joint checks 1 2 + 3
{72.7y)Certification from prime contractor 1 2 3
(27.33)0ther 1 2 3

{please specify)

s

P S S

5

5
5
5
5

Banks: (Only ratings equal to or greater than 3 were counted)

l=never to S=always

(s0.0%}Require lien releases/waivers.
{31.41)Require "pay when paid" clauses.
(s0.0v) Issuance of joint checks
(62.98)Certification from prime contractor
{(17.12)0Other

{please specify)

[ S
N NNMON
Wl Lo W

appraisal significantly higher or lower than the builder
contract amount? .

Higher % Lower |3

S&Ls: (All answers grouped into the options below)
{18.23)Lower more than 20% of the time

( 9.17)Lower between 10-20% of the time

(i8.2¢)Lower between 1-10% of the time

{ 0.0¢)On target

(27.33)Higher between 1-10% of the time

{ s.1x)Higher between 10-20% of the time
{27.3%)Higher moré than 20% of the time

Banks: (All answers grouped into the options below)
{11.as)Lower more than 20% of the time

{22.9v)Lower between 10-20% of the time

( e.sx)Lower between 1-10% of the time

(11.48)0On target

(:4.3s)Higher between 1-10% of the time

( s.7v)Higher between 10-20% of the time

{31.4v)Higher more than 20% of the time

When the appraisal is significantly higher or lower than it should

be, it is usually due to: (check only one)

S&ls:

(18.2v)Appraiser over/under evaluation
(72.78)Contractor over/under evaluation

4

-

5

wnou o




13.

14.

15.
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Banks:
(1s.9x)Appraiser over/under evaluation
{:2.93)Contractor over/under evaluation

Builders: (From the builder survey, Hall 1993}
{ss>.. }Appralilser over/under evaluation
{ 1.sa)Contractor over/under evaluation

What percentage of the time does an incorrect appraisal play a

significant role in project foreclosure?

S&ls: (Al answers grouped into the three options below)
{ s.13x)Abovz 15% of the time

{16.42)Up t> 15% of the time

{is..8 ) Never

Banks: (All answers grouped into the three options below)
(2:.9%)Abov2 15% of the time

{ 8.63)Up t> 15% of the time

{25.7t)Neve

How often is the appraisal within the following percentage correct
margin of tie actual market value of the property involved?
{circle one for each that applies)

Sals and Panks Together: (Only ratings egqual to or greater than 4

were counted)

. l=never to S=always
{26.1%) 5 %  cweee—- 1 2 3 4 5
(26.13}) 10 § ——--em-- 1 2 3 4 5
(19.68) 20 % —-ccme-- 1 2 3 4 5
(28.33) 30 3 —ee--=- 1 2 3 4 5

How much do you rely upon the appraisal for setting loan to value ?

{check only one)

S&Ls:

{45.52)Alwars )
{45.38)Almoist always
{ o.ov)Some . imes

{ o.o3)}Almout never

Banks:

(17.1x)Alwars
(s7.13)Almotit always
{ 8.6%)Somei:imes

( 2.99)Almolit never

Builders: (From the builder survey, Hall 1993)
{ 9.13)Alwars

(16.4r)Almont always

{ s.1:}Scomef.imes

(31.8¢)Almotit never




16.

17.

18. Do you think the lending industry does enough to prevent appraisal

19.
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Which of the following attempts to directvinfluence the ocutcome of

the appraisal mest often? (check only one)

SkLs and ‘Banks Together:
{ 4.7s)Lender
(su.0s)Contractor

(.93 )Comments

[please specily)

Builders: {From the builder survey, Hall
{18.:3)Lender

(s¢.13)Contractor

{v/a)Comments

(please specify)

1993)

What does your company do to prevent appraisal fraud?

{circle one for each that applies)

S&lLs: (Only ratings eqgual to or greater than 3 were counted)

( o.0v)Nothing

{72.7v)Rely on reputation of appraiser

(27.3) Independent appraisal consultant

{16.4v)Multiple appraisals

(so.9¢)In-house review of appraisals

(9.12}Qther )
{please specify)

Banks: {(Only ratings equal to or greater

{ z.9t)Nothing
{s0.08)Rely on reputation of appraiser
(0.0} Independent appraisal consultant
( 2.3s)Multiple appraisals
{74:33)In-house review of appraisals
( 8.6x)0ther '

{please specify)

fraud?
S&lLs:
{45.58) Yes {36.3¢)NoO
Banks:
(28.5%)Yes (sL.4% ) NO

Builders: (From the builder survey, Hall
{61.63)Yes {163 )NO

Please state the importance of the following evidence a builder

l=never to 5=always
1 5

ol el
NN N
W W W W
W e
[V T T )]

than 3 were counted)
l=never to S5=always
3 5

=
NONRRN
(W NI W R W)
[N N N NS
[V RV NV NE T

1993)

must provide to qualify for a residential construction loan.

(circle one for each that applies)
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21.

22,
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Ssls: (Only ratings equal to or greater than 3 were counted)
l=insignificant to 5=highly important
(3:.4:)Cash position/net worth 1 2 3 4 S
(23.%+)The reputation of the builder 1 2 3 1 3
(-:."+)Project equity 1 Z 3 3 S
{-1.s:)Personal guarantees 1 2 3 4 S
(is.42)Project pre sales 1 2 3 3 5
(-:.-+)Location and project type 1 2 3 4 5
{ .2+)0ther 1 2 3 4 5

(please specify)

Banks: (Only ratings equal to or greater than 3 were counted)

" l=insignificant to S5=highly important
{sa.s1)Cash position/net worth 1
{77.:3)The reputation of the builder 1
(ss.73}Project equity 1
(ss5.7%)Personal guarantees 1
{17.13)Project pre sales 1
{s0.0m)Location and project type 3
{.0.08)0ther 1

MR RN R RN
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O A O N
LELET LRV RCET

{please specify) ]

Generally speaking what risk category is assigned to the loan
categories below ? '
{circle one for each that applies) l=low risk to 5=high risk

Residential construction loans 1 2 3 4 5
Commercial construction loans 1 2 3 4 S
Industrial construction loans 1

2 3 4 5

S&Lst (Used information from gquestion #20 to rate the risk for
residential construction in the following manner)
(6i3.63}Residential is low risk--rating of 1 or 2 '
(27.23)Residential is moderate risk--rating of 3
{ o.0s)}Residential is high risk--rating of 4 or S

Banks: (Used information from guestion #20 to rate the risk for
residential construction in the following manner)
{s4.3x)Residential is low risk--rating of 1 or 2
{20.0%)Residential is moderate risk--rating of 3
{(11.4v)Residential is high risk--rating of 4 or 5

Do your underwriting procedures reflect this difference in risk?

Sals and Banks TOGETHER:
(80.43)Yes {4.4%)NO

For speculative development dg you require any type of feasibility

document?
{(circle one for each that applies)

S&ls: (Only ratings equal to or greater tham 3 were counted)
l=never to 5=always

{ss.63)Return on investment analysis 1 2 3 4 5
{s4.6y)Market Demand Investigation 1 2 3 4 5
(54.58)Site analysis 1 2 3 4 5
{ 0.0v)Other 1 2 3 4 5

{please specify)



Banks:

(Only ratings equal to or greater tham 3 were counted) Il

l=never tro S5=always
{:7.:3)Return on investment analysis 1 2

3 1 5
(=4.33)Market Demand Investigation 1 2 3 1 5 II
(:4.:3)Site analysis H 2 3 1 5
{ z.9%)Other 1 2 3 4 5
{please speciZy, II
23. Does your Institution actually research the demand relative the

supply of the type of residential project before the loan is
approved ?

S&als:

{is.52)Yes {36.9%)No lI
Banks:
{54.33) Yes (20.0%)No

M 24. Do you administer residential construction loans with a department I'
| Or division separate from other commercial real estate loans 2

S&ls: II
\ {16.12) Yes {54.63)No -
’ Banks:

{25.7%) Yes (s7.13)No Il
l

| . ] Builders: (From the builder survey, Hall 1993)
| (77.33)Yes (13.6¢}No

25. If yes to the above question,
|

does your residential construction
loan group include staff exper

ienced in the residential

26. Do you make Construction loans even when you are not interested in
the permanent financing of the project ?

J construction industry ? ‘ - Il
w S&Ls:

‘ (100.9v) Yes (0.08)No ll
|

| Banks::

} (77.8%)Yes {22.2¢)No

|

| ' Builders: (From the builder survey, Hall 1993) lI
i (64.7%) Yes {23.53)No

|

|

|

S&Ls: .
(16.33)Yes (54.5%}No

|

l Bankss

f . (54.32) Yes {28.61)No
|
\
|

27. 1f yes to the above question,

there to be permanent financin
lcan is made 2

4

what requirements do you have for
g in place before the construction
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S&Ls: (All answers grouped into the two options below)
(1.5 )Permanent lcan commitment
{ ;:.-)i)Other

Banks: (All answers grouped into the two options below)
{:1.m)Permanent loan commitment
{ +.13)0ther

28. Do you feel that when a developer/builder makes an application for
a residential AD&C loan, they typically represent: (check one)

S&Ls: -
{45.533)Their true financial position ?

(i7.33)A slightly exaggerated financial position ?
(i7.33)A highly exaggerated financial position ?

Banks: .

(22.9¢)Their true financial position ?

(s8.62)A slightly exaggerated financial position ?
{ e.s1)A highly exaggerated financial position ?

Builders: (From the builder survey, Hall 19953)
{40.9¢)Their true financial position ?

(40.9%)A slightly exaggerated financial position ?
(13.68)A highly exaggerated financial position ?

29. What available means do you use to verify a developer's true
financial position ? (circle one for each that applies)

S&Ls: (Only ratings equal to or greater than 3 were counted)
' l=never to 5=always

(63.63}Certified financial statement 1 2 3 4 5
(72.73} In-depth investigation of

financial statement 1 2 3 4 5
(#s.53)Interview people doing business

with developer 1 2 3 4 5
{45.5%)Dun & Bradstreet 1 2 3 4 5
(18.2¢)Other 1 2 3 4 5

{please specify)

Banks: (Only ratings equal to or greater than 3 were counted)
l=never to S5=always

(si.33)Certified financial statement 1 2 3 4 5
(82.93) In-depth investigation of

financial statement 1 2 3 4 5
(s2.v)Interview people doing business

with developer 1 2 3 4 5
{31.48)Dun & Bradstreet 1 2 3 4 5
{22.9%)0ther 1 2 3 4 5

(please specify)

30. Do you find developers willing to admit concerns that they may have
about other projects they own that might cause them financial
setbacks ?

S&ls:
{ o.08)Yes (90.9%) No



31. What steps do you take to assure that the developer/contractor is
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Banks:
{.1.8)Yes {sc.08}No

reputable to construct the project 2
(circle one for each that applies)

S&Ls: (Only ratings equal to or greater than 3 were counted)
l=never to 5=always

{36.4v)}Investigate through the

Construction Industry Licensing Board 1 2
(s4.53)Submittal of a developer/contractor

gualification statement , 1 2
(27.32)Interviews with architects and engineers 1 2

{s4.63)Interviews with other
.developers and contractors 1 2
(18.2¢)Other 1 2
{please specify)

3

3
3

3
3

1

e

Banks: (Only ratings equal to or greater than 3 were counted)
l=never to S5=always

(z0.08)Investigate through the

Construction Industry Licensing Board 1 2
(27.1v)Submittal of a developer/contractor

gualification statement 1 2
(so.00)Interviews with architects and engineers 1 2

(s0.08)Interviews with other
developers and contractors 1 2
* (28.61)0ther. 1 2
{please specify)

32. What is the most reliable method to monitor the menthly

33.

construction draw to insure that the project is not overdrawn

{please check one)

S&lLs:

{ 9.1%)Qutside construction consultant
( ¢.1v)Architect of record
(72.7v) In-house bank official
{ 0.0%)Other
{please specify)

Banks:

{40.08)0utside construction consultant
(20.0¢)Architect of record
(4s5.7v) In~house bank official
{ 5.7v)0Other
{please specify)

Under what circumstances would you lend to a developer/contractor
who has a previous record of cost over runs and/or difficulty in

repaying loans? (circle one for each that applies)

3

3
3

3
3

4

4
4

4
4

-

4

5

(4]

5

5
5
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S&ls: (Only ratings equal to or greater than 3 were counted)
l=never to S5=always

{81.3v)Never 1 2 3 4 5
(36.43)Greater up-front eguity L 2 3 4 5
(18.23)With co-signature of .
financial partnership 1 2 3 1 5
( o.0n)Other s 1 2 3 4 5

{please specify)

Banks: (Only ratings egual tO or greater than 3 were counted)
l=never to 5=always
(71.4x)Never 1 2 3 4 5
{18.23)Greater up-front eguity 1 2 3 4 5
(14.13)With co-signature of
financial partnership 2 3 4 5

{ 5.7%)0ther 1 2 3 4 S
(please specify)

[y

34. Wwhat precautions do you take to insure that a developer does not
commingle funds of different projects or take dollars drawn for
hard costs to pay for other projects or to pay soft costs ?
{circle one for each that applies)

S&ls: (Only ratings egqgual to or greater than 3 were counted)
: l=never to 5=always

{ 9.13)None 1 2 3 4 5
(s3.7v)Developer certification

on disbursements 1 2 3 4 5
{ 9.13)Audit of developer records 1 2 3 4 5
{ s.1v)Review of developer

banking records 1 2 3 4 5
{27.33)0ther 1 2 3 4 5

{piease specify)

Banks: (Only ratings equal to or greater than 3 were counted)
l=never to 5=always

{ 8.63)None 1 2 3 4 5
(s5.7¢)Developer certification

on disbursements 1 2 3 4 5
( 2.92)Audit of developer records 1 2 3 4 5
{ s.73)Review of developer

banking records 1 2 3 4 5
{ s.63)Other 1 2 3 4 5

{please specify)

Builders: (From the builder survey, Hall 1993)
{45.53 ) None

{40.93)Developer certification on disbursements
{ o.ot)Audit of developer records

{ 4.5ss)Review of developer banking records

{ ¢.5%)0ther

{please apecify)

35. Do you believe that the lending industry should become more
responsible for insuring that all parties for whom moneys are drawn
are in fact paid with those funds 72



S&ls:
{15.43)Yes

Banks:
{4.1x)Yes

Builders:
(15.53) Yes

36. Do you believe that lenders should be required to set aside the

(From the builder survey, Hall 1993)

portion of the Loan for comstruction costs and that there should be
restrictions eon the owner and lender to use those funds for other

purposes ?

S&Ls:
{45.5¢ ) Yes

Banks:
(42.9%) Yes

Builders:
(40.5¢) Yes

37. Do you believe that the lender should be required to give notice to

(From the builder survey, Hall 1993)

the subcontractors in the event of a default by the developer

S&ls:
{36.43)Yes

Banks:
(22.9%}Yes

Builders: (From the builder survey, Hall 1993)

{72.73) Yes

Should the lender be required to'pay for all improvements made
prior to the date of the default by the developer/contractor ?

S&ls:
(18.2%)Yes

Banks:
( s.71v)Yes

Do you require verification of the contractor/developer's draw

request ?

S&l.s:
(72.7%) Yes

Banks:
(77.1%)Yes

Builders: (From the builder survey,

{77.32)Yes

Hall 1993)
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40. If yes to the above question, which of the following is used as

verification ? (check all that apply)

S&ls:
(27.1%}Receipts
(72.7%x)As per a lender - specified draw schedule

(s4.63}Progress inspection based on a builders estimation

{ 0.0a)}Other

{please specify)
Banks:
{45.73 )Recelipts
(s8.63}ASs per a lender - specified draw schedule

(s4.33)Progress inspection based on a builders estimation

( 5.7%)0Other

(piease specify)

Builders: (From the builder survey, Hall 1993)
( v.ve)Receipts
(70.6¢})As per a lender-specified draw schedule

(se.9%)Progress inspection based on a builders estimation

{ 0.0t)Other

{please specify)

41. In the past 2 years have you changed your loan to value ratio

significantly ?

S&ls:

{16.4x) Yes {s4.6%)NO
Banks:

{11.43) Yas {71.4%)NoO

Builders: {From the builder survey, Hall 1%93)
(27.13}Yes {s59.1¢)NO

42. If yes, which of the following would be most accurate

S&Ls:

(25.0r)Reduced by 10%

{ o.0t)Reduced by 20%
{5¢.03)Increased by 10%
(zs.0v) Increased by 20%

Banks:

{ o.0v)Reduced by 10%

{ ¢o.ox)Reduced by 20%
(100.0e) Increased by 10%
( o.os)Increased by 20%

Builders: (From the builder survey, Hall 1993)
(16.7¢)Reduced by 10%

{s0.ov)Reduced by 20%

(16.7s)Increased by 10%

( o.ox}Increased by 20%

4
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Optional Questions

l.

Please name and rank the factors that determines risk in
residential development projects:

l.

2.

3.
4.

In what ways are financial institutions able to take a more

participative role to reduce the risk of industry participants in
residential construction ?

What do yoﬁ expect in terms of annual volume of the following loans

_for the next 5 years?

ACQUISITION DEVELOPMENT CONSTRUCTION

{ )Increase { )Increase { }Increase
{ )About same ( )YAbout same ( )About same
( )Decrease ( )Decrease ( )}Decrease
By _ % By _ % By __ %

From question #5, to what do you attribute these changes?

Other comments that would make the results of this survey more
meaningful:

The investigators of this study would like to know if you would be
willing to participate in a 15 minute follow up interview. A researcher
will contact you by phone to ask for additional comments regarding this
topic. However, all participants will remain anonymous. If you are
interested please fill out the bottom portion.

NAME

INSTITUTION NAME
ADDRESS

BUS. PHONE ( )




