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[bookmark: _Toc64958351]Save the Date - Virtual Lender Dialogue - Production
ORCF is pleased to announce the upcoming Virtual Lender Dialogue:

Date:		Wednesday, March 10, 2021 
Time:		2:00-3:30 p.m., EST
Location:	Virtual using GoToWebinar platform.
Attendance:	This webinar is open to all lenders.  

Please use registration link (here). 

The purpose of this dialogue session is to engage in detailed discussions on Loan Production topics important to both HUD and Section 232 lenders. If you have questions or topics you would like to submit for consideration, you may send them to LeanThinking@hud.gov, or through either the HMAC or MBA organizations which are also consolidating topics for their members.

Please watch for registration instructions for the webinar to be sent at a later date.
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[bookmark: _Toc64958352]New – Operating Loss Loan Section 232/223(d) – COVID Documents Now Available For Use
[bookmark: _Hlk64875836]On January 15, 2021, ORCF published Mortgagee Letter 2021-01 (here) which implemented temporary statutory authority to insure operating loss loans under Section 223(d) of the National Housing Act to mitigate healthcare facilities’ COVID-related temporary revenue reductions. Referenced in that Mortgagee Letter was the forthcoming Lender Narrative to be used in applications for such loans. That Lender Narrative – Operating Loss Loan Section 232/223(d) – COVID (Form HUD-90011t-ORCF), as well as the following documents for use with the Operating Loss Loan 232/223(D) – COVID program is now available for use:

· Lender Narrative – Operating Loss Loan Section 232/223(d) – COVID (Form HUD-90011t-ORCF), (here).
· Firm Application Checklist – Section 232/223(d) – COVID (here).
· Firm Commitment Template – Section 232/223(d) – COVID (here).
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[bookmark: _Toc380585836][bookmark: _Toc33003846][bookmark: _Toc64958353]Best Practice – Third-Party Environmental Submissions in HEROS
[bookmark: _Hlk33624580]Beginning in February 2020, third-party environmental reviews are accepted through the HUD Environmental Review Online System (HEROS) for Section 232 mortgage insurance applications. HEROS submissions by third-party consultants, when completed thoroughly and accurately, and in accordance with ORCF guidance, help to expedite the Section 232 environmental review process. While such submissions remain voluntary at this time, lenders are encouraged to use HEROS submissions to facilitate completion of environmental reviews. 

The third-party consultants can assign the HEROS review to ORCF at the time of, or shortly before, the application’s submission to HUD. Upon approval by the lender, the consultant should submit the HEROS review to ORCF by using the “Assign Review” feature and selecting Wayne Harris as the assignee. Please do not contact Wayne Harris regarding HEROS; his name is only used to store the HEROS submissions until an environmental reviewer is assigned to the project. Questions regarding HEROS should be submitted to LeanThinking@hud.gov.

Consultants should enter the name of the facility and the FHA Project Number in the “Project Name” field on the Initial Screen (1105) in HEROS. For example, 111-22999-ABC-Healthcare. Providing the FHA number with the project’s name allows ORCF to quickly identify the subject of the HEROS review. 

A download of the HEROS environmental review record (ERR) should be included in the mortgage insurance application in Section 2: Third-Party Reports. The HEROS exhibit should be named “Other-HEROS ERR” to identify its content. Please note that a HEROS submission does not replace or eliminate any application exhibits.  
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[bookmark: _Toc64958354]Lender Completion of the Maximum Insurable Mortgage Calculation (Form HUD 92264a-ORCF)
ORCF is seeing frequent data errors in the Maximum Insurable Mortgage Calculation form (form HUD-92264a-ORCF) submitted in the firm application. These data errors in the form are delaying ORCF’s ability to process applications. Please review the below reminders. Should you have any questions prior to application submission, please contact Leanthinking@hud.gov.
 
· Instructions: Please carefully review the instructions page on Form HUD 92264a-ORCF and Handbook 4232.1, Section II, Chapter 3 prior to application submission.  
· Submission of the 92264a-ORCF Form:
· Please do not override the formulas contained within the form HUD 92264a-ORCF. Changes to the formulas may result in corrections and additional review of the numbers, as well as potential impacts to loan sizing.  In addition, the formulas constitute part of the OMB approval of the form, and changing the formulas results in a change to the form without HUD permission.
· Submit an Excel version of the form as well as a pdf.
· Include all applicable pages in one pdf. Please review instructions #6, 11 & 12 on the Instructions tab of the workbook regarding what pages to include.
· Include signature of Lender's Underwriter and date.
· Include the Project Name, Project Number and Program Type on BOTH the Sources & Uses page and on MILC Page 1. Ensure these are correctly noted for the subject project.
· Loan to Value, Criterion D: Use the Maximum Loan-to-Value (LTV) Ratio underwriting benchmark that applies to your project per HUD Handbook 4232.1, Section II, Chapter 3.2. If your project qualifies for the limited debt seasoning exception (See Handbook 4232.1, Section II, Chapter 3.13.D), use the LTV Ratio that applies to your project rather than the maximum LTV limits.
· Amount Based on Debt Service, Criterion E: The Net Operating Income (NOI) in line "e" should match the lender's underwritten NOI in the Lender's Narrative.
· Amount Based on Cost to Refinance, Criterion H: Line "a" should be the HUD Eligible Costs as listed on the Sources & Uses. Line "b" should list the amount of the existing reserve for replacement.  Line "c" should be line "a" minus line "b."
· Reserve for Replacement:  
· Note that there are two distinct lines on the Sources & Uses for reserve deposits. The distinction is made because they are treated differently with regard to loan sizing. Do not delete either line. If either line is not applicable to the transaction, simply indicate “$0” for that cost.
· Initial Deposit to the Reserve for Replacement: Any reasonable and necessary loan proceeds used for the Initial Deposit to the Reserve for Replacement should be shown on the "Initial Deposit to the Reserve for Replacement" on the Sources & Uses. As noted in the instruction comment, this amount should not include any existing reserves being transferred.
· Existing Replacement Reserves to Transfer: Any existing reserves for replacement should be shown in the Sources under "Existing Replacement Reserves to Transfer" and then as a HUD Eligible Use under "Existing Replacement Reserves to Transfer." Please note that on 223(a)(7) loans, Handbook 4232.1, Section II, Chapter 2.10.Q requires that existing reserves be rolled over to the new loan. This line item may also apply to 223(f) loans refinancing existing FHA-insured projects.
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[bookmark: _Toc64958355]Application Processing for 232/223(a)(7) Projects Involving Repairs
Lenders are reminded to consider the environmental review requirements for 223(a)(7) applications involving projects with proposed repairs that exceed Routine Maintenance. Notice CPD-16-02 (here) provides “Guidance for Categorizing an Activity as Maintenance for Compliance with HUD Environmental Regulations, 24 CFR Parts 50 and 58”.  Lenders are encouraged to consult this notice when repairs are proposed within a 223(a)(7) application. For applications where an existing HUD-insured project involves work that exceeds the level of routine maintenance (including, but not limited to, construction, demolition, building repairs, site clearing, tree removal, or ground disturbance), HUD must complete an Environmental Review before the work can commence.  
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[bookmark: _Toc64958356]Underground Fuel Storage Tanks
In accordance with the provisions in Handbook 4232.1, Section II, Chapter 7.3, the following is guidance to assess the environmental risk presented by underground storage tanks (UST) and the potential for contamination.  When an underground storage tank containing, or previously containing, hazardous waste or petroleum products exists on the project site, HUD will require information to evaluate the environmental risk that the UST presents. When an onsite UST is regulated by the State, please provide documentation that confirms compliance with the State’s regulations. When a UST is not subject to State oversight, including testing and inspection protocols, the UST and its service lines must pass an integrity test before HUD completes the environmental review.  In addition, an Operations and Maintenance plan must be submitted that includes periodic testing of the tank and its service lines, as well as repair, maintenance, and emergency response procedures. These requirements do not apply to propane USTs.

If a UST was previously removed from the property or abandoned on the site, HUD will require information to evaluate the environmental impact that the former UST may have had on the site. The Phase I Environmental Site Assessment must determine if the former UST is considered to be a recognized environmental condition (REC), and if so, the REC must be satisfactorily addressed before the application is submitted. Information such as removal/closure documentation and Phase II study results should be submitted with the application.

When the removal of an underground storage tank is proposed, the removal and post-removal site testing must be completed prior to HUD’s completion of the environmental review.  This is due to the potential for contamination to be encountered during, or following, the UST removal.
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[bookmark: _Toc64958357]Intergovernmental Transfer (IGT)/Upper Payment Limit (UPL) Revenues 
As a reminder, ORCF provided guidance in the June 27, 2012 and June 24, 2015 Email Blasts cautioning against relying on Medicaid IGT/UPL type supplemental payments when underwriting skilled nursing facility (SNF) transactions. The June 24, 2015 Email Blast noted that additional scrutiny will be applied as the percentage of NOI derived from UPL increases. We have recently been seeing applications where a significant portion of value is attributable to this supplemental income stream. Inclusion of these increased levels of IGT/UPL in the underwritten value for loan sizing does not adequately minimize the risk associated with this financing mechanism, and therefore presents an unacceptable underwriting risk to HUD. (Note – this guidance also applies to the Quality Incentive Payment Program (QIPP) or other similar supplemental revenue stream structures.)
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[bookmark: _Toc396209070][bookmark: _Toc64958358]FROM THE CLOSING CORNER
[bookmark: _Toc64958359]Updated Construction Budgets and Progress Schedules of Work Required Prior to Initial Closing
Please Note: For all New Construction, Sub-Rehabilitation, and 241(a) loans, an updated construction budget (form HUD-92328-ORCF, Contractor’s and/or Mortgagor’s Cost Breakdown Schedule of Values Section 232) dated within 30 days of Initial Endorsement is required to be submitted for review and approval at least 10 calendar days prior to Initial Endorsement.  In addition, at least 10 calendar days prior to Initial Endorsement, an Estimated Progress Schedule of Work (form HUD-5372) dated within 30 days of Initial Endorsement must be submitted by the general contractor for review and approval.

For further questions, please contact the assigned ORCF Closing Coordinator for the specific project.
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[bookmark: _Toc64958360][bookmark: _Hlk63863178]Survey Review Requirements for Section 232(a)(7) Projects
As a reminder, for Section 223(a)(7) transactions, use the “Survey Instructions and Borrower’s Certification (form HUD-91111-ORCF)” in lieu of a new survey, unless the following has changed:

· New easements;
· New encroachments;
· Changes in description; and/or
· Any unusual circumstances or items that require special attention or conditions.

As a general reference, please refer to Page 2, Section II of the form HUD-91111-ORCF for guidance on whether or not an updated survey will be needed. If it is still unclear, please contact an ORCF Title/Survey Reviewer for clarification.
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[bookmark: _Toc64958361]“After Recording” – Reminder for all Regulatory Agreements
Remember to include the assigned HUD Attorney (name and HUD office address) on all Regulatory Agreements on page 1 under “After Recording”.

For further questions, please contact the assigned ORCF Closing Coordinator for the specific project.
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[bookmark: _Toc401056504][bookmark: _Toc64958362]Signature Dates are Key at Closing
As a reminder, documents required to be signed by the Lender, Borrower, and General Contractor, (i.e. forms HUD-92403-ORCF, 92448-ORCF, 92023-ORCF, and 92464-ORCF) must include the signature date.  If the signature is not dated in the document, the form will be returned to the lender to be dated. This additional step may cause a delay in closing.

For further questions, please contact the assigned ORCF Closing Coordinator for the specific project.
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	Past Lean 232 Updates are available online.
Have questions about the Lean 232 Program? Please contact LeanThinking@hud.gov.
For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare.
 
Stay Connected with the Office of Housing and the Federal Housing Administration:
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