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The European Banking Authority (EBA) published the final version of the Guidelines on loan origination
and monitoring on May 29, 2020. They are in response to the European Commission's action plan,
the main objective of which is to reduce the level of non-performing loans at banks in the European Union.

The main objectives of introducing the Guidelines are:

. to improve the processes and mechanisms for new lending in Europe,

. to ensure reliable standards of credit risk taking, management and monitoring by institutions,
. to ensure high credit quality for new lending,

. to ensure that consumer protection is adequate and properly implemented.

The provisions of the document may have a direct impact on the practice of valuers in Poland. Chapter 7
of the Guidelines is devoted to valuation of real estate and movable property. There is a provision referring
to the form of carrying out a real estate valuation.

At the time the loan is being granted, the value of the property serving as a collateral should be estimated
by an appraiser based on a complete visual inspection of the property. The real estate appraisal may
be prepared by a licensed external valuer, which means a person who prepares the study on behalf
of the institution, or by an internal valuer, in other words a professionally licensed employee of the institu-
tion. Exceptions are residential properties on well-developed and mature real estate markets, which can
be valued remotely using advanced statistical models. Models should be:

. based on a sufficiently large sample that is based on observed transaction prices,
. based on updated data of high quality,

. adjusted for location at the appropriate level of detail.

EBA makes it clear that the hallmark of a good model is the quality of the data it contains. The effectiveness
and performance of the models should be continuously monitored. The institution is responsible
for the proper operation of the model, while the appraiser is responsible for the valuation performed
on the basis of the model. The valuer will evaluate, verify and approve the valuation proposal suggested
by the model. It is important that the appraiser understands all the inputs and assumptions of the model.
If there are doubts about the value proposed by the model, the appraiser should opt for another valuation
method.

Institutions that have recourse to external valuers should create a list of acceptable valuers, who are knowl-
edgeable in particular segments of the real estate industry.

The valuer, who carries out the valuation, must:

. meet national or international requirements and accepted professional standards for appraisers,

o possess appropriate experience, technical skills and the necessary knowledge (knowledge
of the market, as well as the subject and the purpose of the valuation)

. be independent from the lending process.
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Institutions should evaluate the work of the valuers, for example by comparing their estimated values
to the results obtained by advanced statistical models. Appropriate rotation of appraisers is extremely im-
portant - institutions should determine the number of consecutive valuations that can be executed
by the same appraiser.

There is little time left to comply with the new requirements - the guidelines apply on June 30, 2021.
Will the introduction of the guidelines have an impact on the work of valuers?
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N AMRON Centre

AMRON Centre is a professional analytical and research center, specializing in issues relating to the real estate market analysis

and monitoring. Since over 10 years we provide our clients and partners with reliable information on real estate market, we
explain phenomena recorded on that market and we assure the access to dependable economic information. Our expertise and
experience covers assessing the influence of transaction prices changes on Polish housing market perspectives — as the only
market researches provider, we analyze changes on housing loans market, due to access to the data gathered in System for
Analysis of Real Estate Financing Market (SARFiN System). Unlike publications of other housing market consulting companies,
our reports express the actual picture of the market, based on transaction prices. We guarantee comprehensive approach to the
real estate market issues, including the complex analyses of micro- and macroeconomic factors and long-term perspective
grounded on historic data, current market prices and prognoses.

LEGAL NOTE

AMRON Centre states that the Report was prepared with due diligence in purpose to assure the accuracy of the presented information. Nevertheless, AMRON
Centre reserves that the Report shall be of a general nature and may not be concerned as advisory service or any kind of service. AMRON Centre shall not bear
responsibility for any consequences of using the information included in the Report, in particular any consequences of decisions or actions undertaken
or abandoned on the basis of included information.

Contents of the Reports is legally protected due to the regulations of Act on copyrights and other related rights and use of it entirely or in part requires
a disclosure on presented data source.

AMRON Centre acts in the name of and on behalf of Polish Banks Association, owner of the AMRON System.
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