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Section |
Handbook Introduction

Chapter 2

Lender Relations, Approvals
and Monitoring Requirements

A. The Office of Residential Care Facilities (ORCF) within the Office of Healthcare Programs
(OHP) actively partners with Section 232 approved lendersLenders as an ongoing part of
providing accessible and affordable housing in FHA-insured residential care facilities. In
that regard, ORCF provides periodic training sessions and Kaizens, to promote effective
dialogue between ORCF and the lending community in administering the Section 232
Program. In its review and monitoring, ORCF strives to provide feedback to lendersLenders
on their performance in order to enhance the quality of Lender activity, from underwriting
through servicing. Lender Relations is an integral part of ORCF’s way of achieving
continuous improvement and productivity while reducing risk to the FHA Insurance Fund.

B. In order to participate in the Section 232 Program, Lenders are required to have staff skilled
in underwriting, closing and servicing residential healthcare facility loans, and in preparing
applications for Section 232 mortgage insurance. To that end, the Section 232 Program
requires three levels of approval for participation.

1. Approval in accordance with 24 CFR Part 202 and HUD Handbook 4000.1 (FHA
Single Family Housing Policy Handbook).

2. Approval as a Multifamily Accelerated Processing (MAP) Lender in accordance with
published MAP guidelines. See MAP Guide for the standards required for
qualification. Traditional Application Processing will not be accepted.

3. Approval by ORCF as a Section 232 Program Lender and approval of individual
Section 232 underwriters in accordance with requirements set forth in the MAP Guide
and prescribed in Section 2.2 below.

C. Approval as a Section 232 Lender by ORCEF is on a nationwide basis. Therefore, the Section
232 Program Lender may process Section 232 loans regardless of where the property is
located.
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_ Lender Approval Requirements

A. Once a Lender has met the MAP approval requirements under section 2.1.B.1 and B.2, the
Lender must submit the following information, in the following format to ORCF to obtain
Section 232 approval as described in section 2.1.B.3:

1. Cover Letter.

2. Exhibit A. Name of applicant, address, employer identification number, contact
person or persons, telephone and fax number, e-mail address, branch offices for
residential healthcare facility business with address, telephone and e-mail address,
and the FHA Mortgagee ID Number.

3. Exhibit B. Evidence of approval from FHA’s Multifamily Asset Counterparty
Oversight Division (MACOD) Counterparty Oversight Branch (COB) or appropriate
FHA-designated entity in accordance with 24 CFR Part 202 and the Single Family
Housing Policy Handbook (HUD Handbook 4000.1), including the most recent
recertification, if any.

4. Exhibit C. Evidence of MAP Approval

5. Exhibit D. A lenderLender certification that the lenderLender will only use
underwriters for Section 232 mortgages that have already been approved as Section
232 Healthcare Underwriters or who obtain approval as set forth in Section 2.3
below.

B—A Lender must submit two copies of its application to:

_the Multifamily Asset Counterparty Oversight Division

C.B.  ATFN:, Counterparty Oversight Branch, Attention: OHP Section 232 Approvals.
Room 6153
Washington, DC-20410

Review and approval or disapproval will take approximately 30 to 45 days from the date an
application is received. The applicant will be informed in writing of the decision.

Approval Requirements for Section 232
Healthcare Underwriters
A. Approval of Lender Underwriters. The Lender’s 232 Healthcare Underwriter(s) must be

approved accordlng to thls section. Eendepundew%wem#emﬁaa%eenapp@&d—by

@iﬁeeuef—ResrdeFmLHealthea%eﬂEaem{les—The approval requwements are as foIIows with
Section 232 Handbook, Section I, Handbook Introduction, Chapter 2 Page 2
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83 exceptions te-priorfor Lean approval effective prior to the issuance of this Handbook and

84 Underwriter Approval Delegation as described in 2.3.C below:

85

86 1. Cover Letter.

87

88 2. Exhibit A. Include a resume for healthcare underwriter that supports experience in

89 underwriting residential healthcare facilities within the previous five years. The

90 resume should highlight(a) any experience that evidences satisfaction of training

91 requirements for MAP Approval, and (b) any emphasis or training provided in-house

92 or by industry experts in healthcare underwriting, finance and appraisals.

93

94

95

96

97

98

99
100
101 4.3 . BxhibitC—Fvidence that the healthcare underwriter:{a} has underwritten;-asa
100 inee. : E : I ial Rehabilitation. )
103 j
104 232-Leanloans-that-have-closed-has-alse- three Section 232 applications and
105 participated in ORCF’s Underwriter training. For all healthcare deals, the
106 underwriter trainee must have clearly been involved in all aspects of the underwriting,
107 including but not limited to financial calculations, underwriting analysis, quality
108 completion of paperwork, readily communicating with and responsive to ORCF staff,
109 all under the mentorship and guidance of the lender’s Section 232 approved chief or
110 lead underwriter and where appropriate, involved in responding to any issue arising in
111 closing the loan. While trainees are encouraged to work with ORCF approved
112 underwriters in underwriting 223(a)(7) loans, for purposes of underwriter approval as
113 described herein, Section 232/223(a)(7) loans do not count for underwriter approval
114 under this exhibit.
115 a. Provide evidence of having underwritten, as a trainee, three Section 232 (New
116 Construction/Substantial Rehabilitation, 223(f) or 241(a)) loans that have
117 closed.
118 b. Provide evidence that the proposed Section 232 underwriter has participated
119 in ORCEF’s Underwriter training or other ORCF-approved industry delivered
120 comprehensive residential care facility underwriting training.
121 a-C. The Lender requesting approval of an underwriter trainee as a Section 232
122 Underwriter shall have direct experience in working with the trainee on
123 healthcare deals.
124 b-d.The Lender is to provide to HUD the Lender Narrative and Maximum
125 Insurable Loan Calculation (“MILC”) (Form HUD-92264A-ORCF) for the
‘126 transactions underwritten by the HealtheareSection 232 Underwriter. The
127 Lender is also to provide a copy of the HealtheareSection 232 Underwriter’s
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attendance letter from ORCF Underwriter training, if applicable.

Exhlblt C. EV|dence of aggroval as a MAP-aQQI’OVGd underwrlte

4. In lieu of evidence of approval as MAP-approved underwriter, an applicant seeking
Section 232 underwriter approval can alternatively meet the following conditions:

a. _Provide evidence of having underwritten, as a trainee, three additional Section
232 (New Construction/Substantial Rehabilitation, 223(f), or 241(a) loans) loans
that have closed beyond what is provided in response to item A.3immediately
above.

b. Provide evidence that the proposed underwriter is a full-time salaried employee of
the Section 232 Lender and not hired or retained only for a specific loan
application. Provide evidence from the Lender that the underwriter compensation
is not based solely on loan production volume, and that the underwriter is not
compensated in a way that may be construed as a means of discouraging prudent
risk management. Provide evidence from the Lender that the underwriter does
not (or may not, in the future) hold a significant equity position in, or be a
principal of, the Section 232 Lender or any of the Lender’s affiliates (aside from
any Employee Stock Ownership Plans or similar forms of compensation).

c. Provide evidence of the underwriter’s general experience in banking, accounting,
finance, commercial lending and in commercial mortgage financing; the ability to
analyze corporate and personal financial statements; and a broad knowledge of
lending practices for permanent mortgages, construction loans, and of the
financial structures of individuals, partnerships and other business entities.

Submission of Applications. A Lender must submit two copies of its

application to the Multifamily Asset Counterparty Oversight Division
C.B.  ATFN:, Counterparty Oversight Branch, Attention: OHP Section 232 Approvals.

Room 6158

Washington, BDC-20410

Review and approval or disapproval will take approximately 30 to 45 days from the date the
application is received. The applicant will be informed in writing of the decision.

B-C. Underwriter Approval Delegation. -accordance-with-Housing-Notice H-2015-08-and

Mortgagee Letter 2015-16, and until such further notice, FHA’s MACOD requires COB and
the MAP Guide, Chapter 2, require eligible Section-232-Lenders to designate qualified

individuals as “Chief Underwriter” and “Deputy Chief Underwriter.” As ORCF requires
MAP approval for Section 232 Lenders, per Section 2.1.B.2 above, these conditions apply to
Section 232 Lenders.
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1. The designated Chief Underwriter will have responsibility for approving Section 232

Underwriters, provided they are in good standing with MAP and Section 232
requirements. |If the Chief Underwriter is absent or is no longer employed by the
Section 232 Lender, and there is no Deputy Chief Underwriter available to perform
these functions, the Lender may not submit new applications until COB has approved
a new Chief Underwriter. In order for a Lender and Chief Underwriter to certify to
an Underwriter’s competency to submit loans under the Section 232 program, the
Section 232 Lender and Chief Underwriter will evaluate the prospective underwriter
to ensure and commit to the following (“Designation Criteria”):

a. _Underwriter has completed and complied with HUD’s experience/training
requirements, as noted in 2.3.A. above, and the Lender’s approved training

plan.

b. Chief Underwriter/Deputy Chief Underwriter has extensively reviewed the
Underwriter trainee’s underwriting during the training period to ensure it
complies with the MAP Guide and/or Section 232 Handbook requirements,
as well as accurately represents the risk associated with the proposed loan.

c. The Chief Underwriter/Deputy Chief Underwriter has reviewed and ensured
loan documentation submitted to HUD during the training period was
complete, and that the submission did not require significant revision by
HUD staff to correct errors or omissions.

d. The Chief Underwriter/Deputy Chief Underwriter has reviewed feedback
from ORCEF on the Underwriter trainee’s performance during the training
period. Significant issues noted during the training period shall inform the
approval process.

1.2.Depending on the volume of a Lender’s firm commitments, as prescribed by the

abevereferenced-notice-and-mortgageetetterMAP Guide, Chapter 2, the Lender

either participates in Underwriter Approval Delegation or, for certain low volume
endersLenders, may opt to continue to obtain underwriter approval from HUD as
described in 2.3.A and B, above. All newly approved Section 232 Lenders must
comply with Underwriter Approval Delegation.

AHAdditional approval requirements for Section 232 Lenders; eligible for delegated

underwriter approval are as follows:

a. The Lender must be in good standing with the Department and in full MAP
and Section 232 compliance, defined as:
i.  Compliance with all HUD and other applicable financial requirements
(liquidity, net worth, etc.).

Section 232 Handbook, Section [, Handbook Introduction, Chapter 2 Page 5
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217 ii.  No MAP or Section 232 disciplinary actions (warning letter,

218 probation, suspension or termination) within the previous eighteen
219 months that have not been reviewed and excepted from this

220 prohibition by HUD.

221 b. The Lender has on staff a Chief Underwriter-and-Deputy-Chief, approved in
222 writing by HUD.

223 a:C. The Lender has satisfactory procedures in place for training and approving
224 Underwriters are set forth by MACOD in accordance with the

225 aforementioned-Noticeand-Meortgagee Letter-, detailed in the Lender’s
226 Quality Control Plan.

227

228 24.FHA’s MACOD COB will continue to review and approve underwriters with

229 suspension or termination enforcement actions within the previous 18 months.

230

231

232 5. If at any time a Lender no longer complies with the requirements for delegation of
233 Underwriter approval due to unforeseeable reasons, the Lender must immediately
234 contact HUD to discuss implementation of corrective action. The Lender must

235 expeditiously act to initiate the agreed upon corrective action within the time frame
236 agreed upon with HUD.

237

238 6. Section 232 Lenders shall promptly advise HUD of each change in their Section 232
239 underwriting staff, under delegated processing.

240

241

_ Electronic Capability and Internet Access
242

243 ORCF will post information on its web-sitewebsite and will transmit messages to Lenders and to
244  the lending community by electronic mail, or alternative secure methods, often with attached
245  documents. This is the only format in which the lenders will receive this information. Much of
246  the information required by ORCF must be submitted electronically, in a format determined by
247  HUD to be acceptable.

248
249
250
251  A. Section 232 Lenders. An “Identity of Interest” is defined in Program Introduction,
252 Chapter 1.6. Any identity of interest (I0I) between:
253
254 1. An officer, director, partner or the principal staff of the Section 232 Lender, or any of
255 their family members, or contract employees of the Section 232 Lender working on a
256 particular application, and
257
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2. An officer, director, partner or family member of the sponsor, the Borrower, the
principal of the Borrower, the general contractor, subcontractor, seller of the land or
seller of the property is not permitted.

Transactions that involve an 101 between any persons described in subsections 1 and 2,
above, are not allowed under the Section 232 program.

B. Counsel to the Borrower. An IOl shall be deemed to exist between the Section 232 Lender
and Counsel to the Borrower (whether a law firm or an individual attorney), if:

1. Counsel to the Borrower, or any attorney who is a partner, member or employee of
the law firm that is counsel to the Borrower, or any of their family members, is:
a. An owner of any direct or indirect ownership interest in the Section 232
Lender, or
b. An employee of the Section 232 Lender.

2. Any such identity of interest must be disclosed so that the relationship can be
analyzed for potential impermissible conflicts of interest.

3. In the Opinions of Borrower’s and Operator’s Counsel (Form HUD-91725-INST), an
attorney signing the Opinion cannot have any identity of interest with any party to the
transaction. If another member of the firm has an interest in any entity involved in the
transaction, such a relationship must be disclosed. Additionally, attorneys that
represent both the Borrower and the Operator must disclose to both parties the
inherent conflicts of interest involved. The Borrower and Operator must disclose any
such identity of interest to HUD in writing.

C. Consultants. It has long been common practice for lenders to use consultants, individuals
and companies, to increase market share. The term consultant, as used here, applies to a
mortgage broker, loan correspondent and packager. The consultant’s sole purpose is to refer
new business to the Section 232 Lender including information supplied by a proposed
Borrower. HUD prohibits identities of interest between the consultant (as defined herein)

and the Section 232 berrewer-operatorBorrower, Operator, or management
agentManagement Agent, or any principals of or entities affiliated with those participants.

[NOTE: See Production, Chapter 12.2.E for a discussion of how to treat identities of interest
between the Section 232 Lender and a tax credit equity syndicator or an investor.]

_ Limitation on Requirements

A. There are no additional capital requirements for Section 232 Lenders beyond HUD’s
minimum net worth and liquidity requirements in 24 CFR Part 202.

B. There is no additional fee required by HUD for qualifying as a Section 232 Lender.
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C. Section 232 Lenders must notify FHA’s MACOD COB, or designated entity, if there has
been a change of address of the home office for residential healthcare facility business,
electronic mail address, telephone number, ownership or if the Lender has a material change
in its way of doing business. Lenders must also notify MACOD COB, or designated entity,
if they withdraw as a Section 232 Lender, even if temporarily. These notification
requirements are in addition to the requirements of FHA’s MACOD COB, or designated
entity, and MAP.

D. Section 232 Lenders must notify ORCF if they lose their MAP or FHA approval. The loss of
either of those approvals also constitutes a loss of the Section 232 approval.
E. Section 232 Lenders are expected to maintain and improve the level of experience and the

number of experienced staff members. ORCF expects the Section 232 Lenders to be certain
that their staff meet the qualifications prescribed by the ORCF.

2.7 Agreement to Accept Monitoring

By accepting approval, the applicant for 232 Lender approval agrees that it will make its files,
records and offices available to HUD or HUD’s authorized contractors or agents for such
monitoring of 232 loans as HUD determines. The Lender shall retain the origination and
underwriting files for ten years from final closing even if the loan has been sold. The servicing
file shall be maintained for the life of the loan plus 34 years.

The 232 Lender collects, prepares, and reviews the documentation for a firm application
submission for mortgage insurance. Consequently, HUD will rely on the accuracy and validity
of the documentation and data the Lender collected or created in order to obtain HUD’s
approval. HUD further requires that Lenders exercise integrity and competence in the
origination of loans for FHA insurance. The 232 Lender will have the affirmative duty to report
underwriting risks and provide for mitigation. HUD and Section 232 Lenders have a mutual
interest in ensuring consistent Lender competence and compliance with this Section 232
Handbook and other relevant guidance and handbooks. If in the process of performing this
work, the Lender fails to maintain such compliance and/or thereby places HUD at a risk level not
fully disclosed, then HUD may pursue administrative action or other actions against the Lender.

A. Section 232 Lenders are subject to monitoring and periodic on-site reviews by HUD or its
designee to verify that:

1. The Lender’s underwriting, closing, servicing, loss mitigation and asset management
decisions are consistent with and adhere to any and all statutory requirements, regulatory
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requirements, Section 232 Handbook requirements, Mortgagee Letters, Notices, and
other directives issued by HUD.

2. The Lender’s technical processing is consistent with the requirements of the Section 232
Handbook.

3. Each of the Lender’s loan applications is clear, complete, and organized in a manner that
facilitates efficient review and processing.

4. The Lender has complied with the conditions of the Firm Commitment and the
requirements for Initial or Final Closing.

5. The Lender has complied with the requirements for construction loan administration
in the Section 232 Handbook.

B. HUD will not begin reviews of origination and underwriting documentation until after the
Lender’s first Section 232 Program Firm Commitment has been issued. However, significant
deficiencies identified by HUD, even if corrected prior to the issuance of the Firm
Commitment, may be included in the analysis of the Lender’s performance. Any origination
loan may be reviewed by ORCF for up to ten years after Initial or Final Closing. Servicing
loans may be reviewed for as long as HUD’s Contract of Insurance is in effect plus three
years.

C. If there has been fraud or misrepresentation by the Lender, HUD reserves its right to take
action against the Lender under the contract of mortgage insurance and/or Mortgagee Review
Board requirements. Instances of fraud are also referred to the Office of the-Inspector
General.

D. This review by HUD is not a substitute for other periodic audits and reviews by HUD, or any
other authorized entity (e.g., Office of Inspector General or General Accounting Office)
including a financial management review and a review of the Lender’s Quality Control Plan
as required by 24 CFR Part 202.5(h) and the Single Family Housing Policy Handbook.

_ Quality Control Plans and Reviews

A. Quality Control Plans.

1. As with Lenders under Multifamily Accelerated Processing (MAP), Lenders under
the Section 232 Healthcare Program must have and maintain a Quality Control Plan
(QC Plan) for underwriting and construction loan administration, if applicable, of
their FHA-insured mortgages. Objectives and guidance on overall requirements of
Quality Control Plans tsare are located in Section V of the FHA Single Family
Housing Policy Handbook, HUD 4000.1, the Insured Multifamily Mortgage
Servicing and Field Office Handbook, HUD 4350.4 and are further promulgated by
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MACOBMACOD’s COB, which is responsible for the approval of the QC Plan-and
for-menitoring-ef-the. Moreover, additional QC Plan requirements specific to Section

232 Lender’sperformance-inaccordance-with-the- QCPlanLenders are set forth

below.

The QC Plan must clearly describe the requirements for the Section 232 loan
origination, underwriting and-construction loan administration, loan servicing, and
portfolio/Master Lease monitoring, as applicable. The QC Plan must also state the
actions the Lender will take to assure acceptable management and comprehensive risk
reduction in the lending precess—and servicing processes, as applicable.

a. For Servicing Lenders, the QC plan must address how quality control is integrated
into the asset management/loan servicing processes, including troubled loan
servicing and timely responsiveness to HUD requirements/inquiries.

b. For Servicing Lenders, the QC plan must address how the Lender will exercise
prudence and due diligence in assuring that the technical staff and/or contractor(s)
are knowledgeable of, and compliant with, HUD requirements.

c. For Servicing Lenders, the QC plan must address how the Lender will oversee
any functions completed by sub-servicers/service bureaus and how these
contractors will coordinate with the Lender’s servicing department on asset
management functions.

d. For Servicing Lenders, the QC Plan must address oversight practices for:
i. Changes in Participants
ii. _Changes in Collateral
iili. Prepayment/Termination requests
iv. 10-year Project Capital Needs Assessments
V. Operator Quarterly Financial Statements
vi. Action Plans to address Risks

e. For Lenders with Delegated Non-Critical Repair Escrow Administration and/or
Delegated Administration of Reserve for Replacement Account Disbursement
functions, the QC plan must provide assurances as to how they will address the
guality control of these activities.

The Lender may submit the Section 232 QC Plan as part of an overall QC Plan that
also incorporates the QC Plan for MAP activity, since by definition, a Section 232
Lender is also a MAP-Approved Lender. Regardless, the Section 232 QC Plan
follows the same format and requirements required of the MAP QC Plan and MAP
required QC Reviews, in accordance with MACODBMACOD’s COB requirements.,
with the exception of the additional ORCF QC Plan requirements. Accordingly,
MACOBMACOD’s COB monitors and assesses tenderlender compliance and risk
for Section 232 Lenders, consistent with the requirements for MAP Approved
Lenders.
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B. Quality Control Reviews.

Quality Control Reviews (QC Reviews) of the Lender’s Section 232 operations are to be
part of the overall QC Review performed annually, in accordance with and set forth by
MACODBMACOD’s COB guidance consistent for MAP Approved Lenders- and the
additional Section 232 requirements set forth in this section below. For lendersLenders
participating in Underwriter Approval Delegation (see 2.3.C of this section), QC reviews
must confirm that the Chief Underwriter and designated underwriters are approved and
have satisfactorily completed all designation criteria including the Lender’s approved
training and approval requirements. The review will iasureensure that each loan
reviewed was underwritten by an approved and designated underwriter and if the
underwriter was approved within the previous four years, the QC review should include a
review of the underwriter’s approval package. Additionally, Lenders opting to participate
in Delegated Lender Processing for Reserve for Replacements and Non-critical Repair
Escrows must address the appendix to the QC Plan reviewing the procedures, staff and
recordkeeping for fenderLender processing in accordance with Chapter 3 of the Asset
Management portion of the Handbook.

1. Ingeneral, the Annual QC Review shall:

a. Track all Section 232 loans presented by individual loan originators and
underwriters.

b. Evaluate the Lender’s overall QC plan for adequacy (including an analysis of
Section 232 specific program requirements) and the Lender’s operation for
compliance with the QC plan.

c. Perform audits of Section 232 Individual Loan Commitments. For Lenders
with total commitments on 20 or more Section 232 loans in the applicable
year of review, QC reviews will be completed for 5% of all closed loans. The
maximum number of required reviews will be the lesser of 5% of all closed
Section 232 loans or three reviews. Lenders with fewer than 20 commitments
in the applicable year of review will be required to perform one QC review.

d. Determine the scope of deficiencies, if any, identified by the HUD review
staff. Did the initially submitted firm commitment and/or closing package
substantially meet HUD’s requirements or were significant revisions required?
Did any deficiencies identified significantly impact the overall processing?

e. Document whenever significant oversights and/or deficiencies in loan
servicing are found as a result of problem loan reviews.

f. Evaluate the effectiveness of the Lender’s policies and procedures for tracking
and completing overdue Non-Critical Repairs and for Lenders who are
Servicing Lenders, tracking and obtaining overdue Project Capital Needs
Assessments (PCNAS).

C. Additional Reviews.

1. Audit Reviews of Problem Loans. The originating Section 232 Lender must also
undertake a comprehensive review and reexamination of any loan it underwrote that
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goes into claim either during construction or within threefour years after final
endorsement. This must be done in all cases including those in which the Lender no
longer has the loan in its portfolio.

2. Loans Purchased/Transferred from Another Section 232 Lender.

While not required, Section 232 Lenders are encouraged to perform a basic due diligence QC
Review on any loan purchased from another Section 232 Lender.

D. Independent Third--Party Reviews.

The Quality Control function, which must be independent of the origination and servicing
functions, may be conducted by either of the following:

1. In-house staff. Lenders may establish a unit that is dedicated solely to Quality
Control. Staff performing Quality Control must not be involved in the day-to-day
processes that they are reviewing.

2. Outside firms. Lenders may use knowledgeable outside independent firms to assist
in the performance of the QC Reviews. The outside source must use the Lender's QC
Plan in completion of the annual QC review. Lenders seeking to use an outside firm
should consult with MACOBMACOD’s COB on specific mandates pertaining to
qualifications and acceptability of outside sources.

_ Other Monitoring Reviews

Generally, fendersLenders and program participants are subject to several types of monitoring by
HUD staff or other entities designated by HUD, which are described below-:

A. Desk Reviews. The purpose of a desk review is to determine the level of compliance with

HUD’s loan origination, underwriting, closing, servicing, loss mitigation and/or asset
management requirements. The review examines the policies, procedures, and practices as
they relate to FHA-insured loans, to determine that they are timely, proper, and effective in
mitigating unnecessary losses to HUD’s insurance fund. Desk reviews may also be used as a
tool to assess the effectiveness of training provided to Lenders.

. On-site Reviews. These reviews, conducted at merteagees’Lenders’ offices, consist of an

opening conference; interviews with mertgageelLender officials and their employees; reviews
of individual case files, logs and computer records; reviews of the mertgageesLenders’
policies, procedures, and Quality Control Program; and an exit conference; followed, as
appropriate, by selected re-verifications, such as interviews with Borrowers. Generally,
Lenders are given 30 days’ notice prior to a review and will be contacted in writing.
MertgageesLenders are expected to have files requested by FHA monitors available for their
review.
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C. Communication with Lenders regarding monitoring for Desk Reviews.

1.

Initial Letter Following the Desk Review. HUD will issue a letter to the Lender
based on the findings of the desk review(s). The letter will identify and describe
items of concern and require the Lender to reconcile with its Quality Control Plan to
assure compliance with HUD requirements. Within 30 days of the date of the letter,
the Lender is to provide HUD a full explanation for each finding with documentation,
and a statement of corrective actions taken to prevent recurrence of each violation and
cure the original finding.

Final Letter. After the Lender’s response letter is reviewed by HUD, a final letter
will be sent to the Lender. The final letter indicates that the Corrective Actions were
reviewed and states whether those Corrective Actions are considered appropriate to
satisfy the desk review findings. Lenders have a responsibility and an obligation to
use reasonable diligence in assuring that all requirements of the Section 232 Program
are followed. If the findings are major, the actions prescribed in Sections 2.13 and
2.15 —2.18 below will be followed.

D. Communication with Lenders for On-site Reviews.

1.

Exit Conference. Upon completion of the on-site review, an exit conference is held
to discuss problems and deficiencies in loan files and in the Lender’s operations.
Minor findings, which have been resolved by the Lender, may be closed out at the
exit conference.

Initial Letter Following the On-site Review. HUD will issue a letter to the
lenderLender based on the findings of the on-site review(s). The letter will identify
and describe items of concern and encourage the lenderLender to reconcile with its
Quality Control Plan to assure compliance with HUD requirements. Within 30 days
of the date of the letter, the fenderLender is to provide HUD with the following:

a. Full explanation for each finding with documentation, and
b. Statement of corrective actions taken to prevent recurrence of each violation.

Final Letter. After the Lender’s response letter is reviewed by HUD, a final letter
will be sent to the Lender. The final letter indicates that the Corrective Actions were
reviewed and states whether those Corrective Actions are considered appropriate to
satisfy the on-site review findings. Lenders have a responsibility and an obligation to
use reasonable diligence in assuring that all requirements of the 232 Program are
followed. If the findings are major, the actions prescribed in Sections 2.11 —2.14
below will be followed.

E. Communication with Lenders on Loan Servicing Performance Issues
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1. Lender Points of Contact. Section 232 Lenders shall notify ORCF of their primary

servicing point of contact, including any changes in contact information.

2. Risk Surveillance Dashboard. This report is compiled from certain CMS data (e.q., Star

Rating Report and Special Focus Facility Report for Skilled Nursing Facilities); certain

Borrower and Operator financial data; physical condition data from the Integrated Real

Estate Management System (iREMS); and other compliance factors as determined by the

AE. It rates each Section 232 project within ORCF's portfolio and provides a basis for

requiring Lenders to provide risk notifications and to request and monitor action plans for

correction from Borrowers and/or Operators.

Section 232 Program Authority to Issue
Sanctions

A. General.

1.

At any time, the-ORCF Birectorleadership may initiate discussions with a Section
232 Lender regarding any concerns HUD has with respect to any of the Lender’s
actions or personnel, or any changes the Lender should make in using its Section 232
Program authority.

If there are concerns about the Lender’s underwriting, servicing and/or construction
loan administration, the-ORCF Birecter-mayleadership may issue a letter of caution,
or take certain actions listed below without limitation. A letter of caution may be
issued for relatively minor violations which are of low severity that do not rise to the
level of a Warning Letter and do not require the imposition of Lender sanctions or
Targeted Enforcement Measures. Violations that may result in issuance of a letter of
caution are usually due to the Lender’s failure to comply with its administrative or
reporting obligations to HUD or with Section 232 loan application processing
requirements, which the letter will direct the Lender to address.

Every ORCF employee must refer any possible instances of fraud or other criminal
violations to the Office of the-Inspector General.

B. The ORCF DirectorLeadership may:

1.

2.

Issue a Warning Letter (see Section 2.2112 below) to the Section 232 Section Lender.

Temporarily suspend a Section 232 Lender’s approval status (see Section 2.12
below). (This action mustshall only be taken in eenjunetioncoordination with steps-3;

4-5-the Departmental Enforcement Center and/or 6-immediatehy-beloewMortgagee
Review Board, as appropriate).

Ihitiate-the-issuance-ofPursue a Limited Denial of Participation (LDP) tefor an
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individual or firm invelvedin-a—"covered-transaction’as-defined4n-pursuant to 2 CFR
180.220-and-2-CFRpart 2424220, subpart J.

4. Make a referral to the Department’s Mortgagee Review Board in accordance with
procedures in Section 2.16 below.

5. Make areferral to FHA’s MACOD COB.

6. Coordinate with FHA’s MACOD COB on a Settlement Agreement.

6—7. For non-Lenders, those program participants who are not FHA-approved
Mortgagees involved in the lending transaction, make a referral to the Departmental
Enforcement Center (DEC) for appropriate action.

7—8. Make a referral to the HUD Office of Inspector General (OIG).

C. All referrals in Section 2.10 B above shall be in writing, and shall include an administrative
record described in Section 2.13 below.

Basis for Issuance of Warning Letter from
the- ORFC DirectorlLeadership or Targeted
Enforcement

A. A Section 232 Lender’s improper, inaccurate or inadequate origination, underwriting,

construction loan administration, servicing, loss mitigation or asset management may lead to
HUD issuing a Warning Letter or other sanction. Offenses that may be the basis for a
Warning Letter include, but are not limited to:

1. Failure to provide required exhibits-e+, the submission of incomplete or inaccurate
exhibits, or the inadequate disclosure of material facts affecting the loan application.
Although a Section 232 Lender will be permitted to correct minor errors or provide
additional information, substantial inaccuracies or lack of significant information will
result in the return of the application and retention of any fees collected. Moreover,
even minor errors or the initial failure to provide full and complete information lead
to loss of efficiency, avoidable delays and unnecessary use of staff time, and are thus
significant.

2. Preparation and submission of a Lender Narrative that is not supported by the
appropriate documentation and analysis.

3. Failure to notify the HUD processing office promptly of changes in the mortgage loan
application for a Firm Commitment that has been submitted, such as changes in rents,
numbers of units, unit configurations, or gross project area.
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4. Failure to meet Section 232 closing requirements or construction loan administration
requirements.

5. Failure to meet the Section 232 servicing, loss mitigation, or asset management
requirements, including failure to provide any notice to ORCF as required per Asset
Management, Section 111, Chapter 3.10.

6. Business practices that do not conform to those generally adeptedaccepted by prudent
Lenders or those that are imposed by this Handbook, that that do not conform with
the approved Quality Control Plan.

B. The Warning Letter.
1. May require a meeting with the Director of ORCF or designee’s office with principal
owners of, and/or officers of a Section 232 Lender to discuss the problem(s) and
possible corrective action(s).

2. Shall specify the violation(s) for which the Warning Letter is issued.

3. Shall direct the taking of a corrective action by Lender and the Warning Letter will
include the timeframe for corrective action.

4. The Warning Letter does not suspend a Lender’s Section 232 privileges, but may impose
a higher level of review of the Lender’s underwriting, closing, servicing, loss mitigation
or asset management. The Warning Letter must clearly state that it is a Warning Letter
issued pursuant to the Section 232 Program requirement violated. The letter will be
mailed to the Section 232 Lender’s contact person as listed on the Section 232 Program
website. The website is maintained by HUD, but the Lender is responsible for notifying
HUD of any changes or updates to its contact information.

C. Targeted Enforcement.

In accordance with the MAP Guide, Chapter 15, MACOD COB may impose targeted
enforcement measures concurrent with the issuance of a Warning Letter. As applicable, these
targeted enforcement measures will also apply to Section 232 loans, as determined by the COB.
Likewise, ORCF leadership may impose targeted enforcement measures as warranted.

Basis for Suspending a Lender’s 232
Program Approval

Fhe-ORCF Directerleadership may suspend the approval authority for a Section 232 Lender with
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the simultaneous referral to any of the entities listed in Section 2.2516 below. Major offenses
that might be the basis for suspending Section 232 Program Approval authority include, but are
not limited to:

A.

Receipt of two or more Warning Letters over any twelve consecutive month period. In
determining which sanctions to pursue as a result of prior warning letters, HUD will consider
the circumstances surrounding those warning letters and any corrective actions undertaken by
the Lender.

Fraud or material misrepresentation in the Lender’s participation in the Section 232 program.

Lender collusion with or influence upon third--party contractors to modify reports prepared
by the contractor that cause the contractor’s report to misrepresent a material fact to HUD,
cause the HUD loan amount to be improperly increased, or otherwise be misleading or
inaccurate.

. A violation of Section 232 procedures by a third--party contractor, which the Section 232

Lender knew, or should have known, was occurring and which, if performed by the Section
232 Lender itself, would constitute a ground for a sanction under this chapter.

Adequate evidence that a Lender’s improper, inadequate or inaccurate underwriting,
servicing, loss mitigation or asset management was a cause for assignment of an insured
mortgage.

Identity-of-interest violations under Section 2.5 above.

Payment by or receipt of a payment by a Section 232 Lender of any kickback or other
consideration, directly or indirectly, from the sponsor or from any other participant in the
transaction, which would affect the Lender’s independent evaluation, or represent a conflict
of interest, in connection with any insured mortgage transaction.

. Failure to comply with any agreement, certification, undertaking, or condition of approval

listed in a Section 232 Lender’s application for approval.

Noncompliance with any written requirement or directive of the ORCF Director.

Violation of the requirements of any contract with HUD or violation of the requirements in
any statute, regulation, handbook, notice, mortgagee letter, or other written rule or instruction
including the Section 232 Handbook.

Submission of false information or a false certification to HUD in connection with any
Section 232 mortgage transaction.

Failure of a Section 232 Lender to respond in a timely manner to inquiries from the ORCF
Director.
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. Indictment or conviction of a Section 232 Lender or any of its officers, directors, principals

or employees for an offense that reflects on the responsibility, integrity or ability of the
Lender to participate in Section 232 Program.

. Employing or retaining an officer, partner, director or principal at the time when the person

was suspended, debarred, ineligible or subject to a LDP, or otherwise prohibited from
participation in HUD Programs, when the Section 232 Lender knew or should have known of
the prohibition.

Employing or retaining an employee who is not an officer, partner, director or principal, and
who is or will be working on HUD-FHA Program matters, at a time when that person was
suspended, debarred, ineligible, or subject to a LDP or otherwise prohibited from
participation in HUD Programs, when the Section 232 Lender knew or should have known of
the prohibition.

Failure to cooperate with an audit or investigation by the HUD OIG or an inquiry by HUD
into the conduct of the Section 232 Lender.

Failure to fund insured mortgage loans or any misuse of mortgage loan proceeds.
Failure to cooperate with a monitoring review.

Probation, Suspension or Termination under MAP.

_ Administrative Record

When any final action is taken against a Section 232 Lender, an administrative record must be
prepared, which includes all materials that were considered, reviewed and relied upon in the final
decision. Although not intended to be an exhaustive listing, examples of material that should be
included in the record are:

A. Correspondence between the Lender and HUD or the Lender and any third--party contractors

F.

that was provided as documentation in support of the Firm Commitment application;

E-mails or other electronic transmissions (e.g., SMS text messages), if relied on in the
decision process;

Faxes including the FAX cover sheet and the FAX confirmation sheet;

. Application and underwriting submissions;

Copies of appropriate sections of notices, guidance including Frequently Asked Questions
(FAQs) posted on the ORCF web-sitewebsite, handbooks, regulations and statutes;

Notes from meetings and telephone conversations; and
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G. Work product and recommendations from subordinates.

[NOTE: Intra-agency memoranda and other such records should be included, but will not be
released if privileged. The administrative record in its final form as described in this Section
relates to and supports HUD’s final action and is not to be released to any person outside of
HUD until it has been reviewed by HUD’s Office of General Counsel.]

A. Request for an Appeal Conference.

1. Whenever the ORCF Birecterleadership imposes a temporary sanction of suspension
against a Section 232 Lender, the Lender may request in writing within 10 business
days of receiving the sanction letter, an appeal conference before the Appeals
Official.

2. The appeal conference before the Appeals Official regarding the ©RCF
Direetor’sORCE’s action will be held within 30 business days of HUD receiving the
Section 232 Lender’s appeal request. A Section 232 Lender may voluntarily request,
and the Appeals Official may agree to have an appeal conference held more than 10
business days but not more than 30 business days after the date of the
lender’sLender’s request for an appeal.

B. Appeals Official.

1. The Appeals Official must be an individual who was not previously involved with the
proceedings or settlement discussions up to this point. Generally, the appeal will be
made to the OHP Deputy Assistant Secretary or designee.

2. Fhe-ORCF Birectorleadership provides the administrative record to the Appeals
Official and points out the evidence on which the decision was made.

C. Appeal Conference.

1. The Section 232 Lender may provide oral arguments in support of its position and the
evidence previously submitted. No new evidence may be submitted to the Appeals
Official at this point.

2. Oral statements made by any participant at this meeting are not considered as
evidence on any matter under consideration, except that the Appeals Official may
consider voluntary admissions against interest as an admission by a representative of
the Lender of any element of the violation charged.
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No transcript of the appeal conference will be made, unless the Lender elects to have
a transcript made by a certified court reporter at its own expense. If the Lender elects
to have a transcript made, it must provide three copies to the Appeals Official.

m Results and Referrals

Major findings from any desk review-e+, on-site review or other ORCF assessment may result in
a referral. Referrals may be made to:

A. Mortgagee Review Board;

B. FHA’s MACOD COB,;

C. HUD’s DEC (suspension or debarment actions);

D. Office of Fair Housing and Equal Opportunity (FHEO) (fair lending issues; fair housing

issues including non-compliance with federal accessibility requirements and non-compliance
with Title VI requirements);

E. HUD Office of General Counsel Office of Program Enforcement;
F. HUD OIG; and

G. State licensing agencies (e.g., Secretary of State, Real Estate Commissioner, Appraisal
Review Board, Department of Banking, Bar Association).

2.17 Administrative Sanctions and Mortgagee
Review Board (MRB) and Other
Administrative Actions

HUD may take an administrative action against individuals, companies and lendersLenders for
actions or omissions in connection with FHA mortgage insurance programs, including but not
limited to:

A. Limited Denial of Participation (LDP). Major isolated violations of FHA requirements
may lead to an LDP of an individual or company (other than an approved Lender) by the
Deputy Assistant Secretary. The LDP precludes the party from participating in the HUD
Programs specified, within the jurisdiction of the HUD official taking the action, for up to
one year (see 2 CFR 2424 Subpart J). An LDP may be issued for reasons that include (but are
not limited to):
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1. Causing unsatisfactory risk to HUD.

Irreqularities in the performance of professional duties.

Material failure to maintain prerequisites, such as required licenses and professional
certifications.

Material failure to honor contracts or contract violations.

False certifications or false statements made to HUD.

Construction, or construction administration and oversight, deficiencies.

Unlawful activities, pending criminal charges or indictment.

N
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B. Debarment or Suspension. Violations of statutes or major or repeated violations of FHA
requirements may lead to a debarment or suspension of an individual, a company, or with
approval of the MRB, a lenderLender, by the DEC or an Assistant Secretary. These actions
preclude the party from participating in most Federal Domestic Programs (see 2 CFR Parts
180 and 2424).

C. Mortgagee Review Board (MRB) Action. HUD’s Mortgagee Review Board (MRB) is
authorized to impose civil money penalties on a Lender-e+-otherparty, and to take
administrative action against any approved Lender that does not comply with FHA
requirements or the non-discrimination requirements of the Equal Credit Opportunity Act,
the Fair Housing Act, or Executive Order 11063. The Department’s regulations on the
Mortgagee Review Board and civil money penalties are in 24 CFR Parts 25 and 30.

1. Administrative Actions. The Board may issue a letter of reprimand, place a Lender
on probation, suspend or withdraw a Lender’s approval, or enter into a Settlement
Agreement. The Board may also issue a cease and desist order where there is
reasonable cause to believe that a Lender is violating, or has violated, the
Department’s requirements. The nature and extent of the violation(s) determine the
type of administrative action that the Board may take.

2. Civil Money Penalties. The Board is authorized to impose a civil money penalty
pursuant to 24 CFR Section 30.35, against a party that knowingly and materially
violates FHA Program regulations or requirements. A civil money penalty may be
imposed against a Lender in addition to any other administrative action taken by the
Board.

D. Examples of participants who may be sanctioned include (but are not limited to):

._Lenders.
Underwriters, Chief Underwriters or loan analysts.
Borrowers and Sponsors.
Independent fee appraisers.
Third-party cost analysts.
Physical needs assessors.
Environmental analysts and engineers.
General Contractors.

D N[ |9 W N[
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9. Architects.

Once issued, a suspension, debarment or LDP may extend from an individual to an organization
or to the individual’s or organization’s affiliates. For example, a specific appraiser or an entire
appraisal firm may be issued a suspension, debarment or LDP, which may also apply to all its
affiliates.

m Enforcement Authority

Lenders and program participants shall review the enforcement authority applicable below.

Action/Entity Citation Enforcement Official Applies to:
Mortgagee 24 CFR Part 25 | Letter of MRB Lenders
Review Board reprimand,
(MRB) probation,

suspension,

withdrawal
Limited Denial of | 2 CFR Part 2424 | Limits Official All Parties to the
Participation Subpart J participation in Designated by | transactions
(LDP) specific Program | Secretary (excluding

activity and Lenders)

within a specific

jurisdiction
Civil Money 24 CFR Part 30 | Civil Money Departmental | All Parties to the
Penalty Penalty Enforcement | transactions

Center (DEC)
Suspension 2 CFR Part 180 | Suspends DEC All Parties to the
and 2424 participation transactions
Debarment 2 CFR Part 180 | Bars DEC All Parties to the
and 2424 participation transactions
Program Fraud 24 CFR Part 28 | Civil Penalties HUD OIG and | All Parties to the
Civil Remedies and/or Office of transactions
Act assessments Program
Enforcement

Notwithstanding any provisions contained in this Chapter or elsewhere in this Handbook, HUD
reserves the right to pursue remedies for any false claims or false statements, as authorized by
the False Claims Act, 31 U.S.C. 88 3729-3733, the Program Fraud Civil Remedies Act, 31
U.S.C. 88 3801-3812, and/or Civil Money Penalties under 12 U.S.C. § 1735f-14; and/or criminal
penalties under 18 USC 88§ 287, 1001, 1010, 1012, and 1014.

Section 232 Handbook, Section I, Handbook Introduction, Chapter 2 Page 22
This is a DRAFT document for posting on the Drafting Table to collect voluntary industry feedback.




