[bookmark: _top][bookmark: _GoBack]HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF)
Update as of August 28, 2015
[image: image001]


August 28, 2015 Contents

Industry Conference Call for Proposed Rule FR-5850-P-01 Retrospective Review – Improving the Previous Participation Reviews of Prospective Multifamily Housing and Healthcare Program Participants
Final Rule Published – FR-5632-F-02--“Federal Housing Administration (FHA): Updating Regulations Governing HUD Fees and the Financing of the Purchase and Installation of Fire Safety Equipment in FHA-Insured Healthcare Facilities”
Cash Equity In New Construction/Substantial Rehabiliation Projects
The Green Lane and Environmental Checklist
Firm Commitment and Checklist Update Involving Property Insurance Attachment
Reminder on Borrower Requirements
Important update for the Mortgage Termination (Pre-Payment) Process
Asset Management: New Sample Documents for Notifying ORCF of Action Plans
ORCF Reserve For Replacement (R4R) Specialized Team
ORCF Valuable Tools and Resources
Document Links Included In This Blast

[image: image001]
[bookmark: _Toc380585836]
[bookmark: _Toc428522210]INDUSTRY CONFERENCE CALL FOR PROPOSED RULE FR-5850-P-01 RETROSPECTIVE REVIEW – IMPROVING THE PREVIOUS PARTICIPATION REVIEWS OF PROSPECTIVE MULTIFAMILY HOUSING AND HEALTHCARE PROGRAM PARTICIPANTS
As announced in the August 10, 2015 Email Blast, HUD published the proposed rule: FR-5850-P-01 Retrospective Review – Improving the Previous Participation Reviews of Prospective Multifamily Housing and Healthcare Program Participants (available here).  The written comment period will close on October 9, 2015.  HUD will hold a conference call to provide an overview of the proposed rule and to provide an opportunity for all interested parties to ask questions and offer industry viewpoints.  Please note that formal comments for consideration in the record must be submitted to regulations.gov.  Below, are the details for the conference call:

Date:         Wednesday, September 16, 2015
Time:        11:30am-1pm Eastern Standard Time

Please register (here) if you plan to participate.

Conference call information will be provided to meeting attendees via e-mail after you register.
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[bookmark: _Toc428522211]FINAL RULE PUBLISHED – FR-5632-F-02--“FEDERAL HOUSING ADMINISTRATION (FHA): UPDATING REGULATIONS GOVERNING HUD FEES AND THE FINANCING OF THE PURCHASE AND INSTALLATION OF FIRE SAFETY EQUIPMENT IN FHA-INSURED HEALTHCARE FACILITIES”
On August 11, 2015, HUD published the Final Rule on Fees and Financing Fire Safety Equipment (here).  Through this rule, HUD gains flexibility in raising or lowering program fees.  The Final Rule also streamlines the Section 232 program regulations that govern the financing of the purchase and installation of fire safety equipment in the insured healthcare facilities.  These changes to the residential care facilities program streamline the fire safety equipment loan application process by eliminating unnecessary requirements, conforming needed requirements to current industry practices, and allowing for HUD to centralize the loan application process.

Keywords:        Fire Safety Equipment Installation
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[bookmark: _Toc428522212]CASH EQUITY IN NEW CONSTRUCTION/SUBSTANTIAL REHABILIATION PROJECTS
During the recent Lender Dialogue, held in Jacksonville, FL, ORCF received inquiries regarding what could be counted toward equity in a Section 232 New Construction/Substantial Rehabilitation transaction.  ORCF expects that New Construction and Substantial Rehabilitation projects will have sufficient cash equity in the project in the form of reserves (e.g. initial operating deficit reserve, debt service escrow, working capital escrow) to be available to support the project through opening, lease-up and stabilization.  ORCF does not dispute that there is value in a project’s land or CON.  Certainly these other forms of project contributions would be seen as enhancements, but they are not cash. 

Keywords:        Equity Contribution
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[bookmark: _Toc428522213]THE GREEN LANE AND ENVIRONMENTAL CHECKLIST
As mentioned in the June 24, 2015 Email Blast, one of the criteria for consideration in Green Lane processing is an initial screening for environmental concern.  ORCF is seeing many applications pass both the loan size and appraisal tests only to be disqualified for environmental reasons.  Some have asked what the initial environmental screening entails.  The elements of this review are contained in the Environmental Checklist found in the 223(f) documents (here).  We encourage lenders to fill out the checklist with each application in order to increase the number of applications eligible for Green Lane processing. 

Keywords:        Green Lane, Environmental Checklist
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APPRAISAL INCOME CAPITALIZATION RATE DERIVATION
When deriving capitalization rates from comparable sales, the sale’s analyzed income must be consistent with the appraised property’s income being capitalized.  Handbook 4232.1, Section II, Chapter 5.3.R.4.m:

Under the direct capitalization method, the appraiser extracts the overall capitalization rate from sales comparables. The methodology for estimating the comparables NOI should match the methodology used in developing the subject NOI.

If the comparable sales’ capitalized income is not consistent with appraised property’s income, the appraiser must analyze the impact of the sale’s income on the capitalization rate.  The capitalization rate support must describe and analyze how the sale’s risk and potential for income fluctuations impacts the capitalization rate.   The utilization of a trailing capitalization rate will not be considered acceptable unless the appraiser provides adequate support that the stated capitalization rate is consistent with the property appraised’s income.  Special care and consideration should be given to those sales where the buyer anticipates major changes in income.
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[bookmark: _Toc428522214]FIRM COMMITMENT AND CHECKLIST UPDATE INVOLVING PROPERTY INSURANCE ATTACHMENT
To streamline Firm Commitment documents, all templates have been updated to eliminate the need to attach the ORCF Insurance Requirements document to the Firm Commitment.  Language has been incorporated into the property insurance sections of the templates that prior to closing, the Borrower must provide evidence of all required insurance in conformance with current program requirements.  By virtue of signing and accepting the firm commitment, there will no longer be the need to attach the ORCF Insurance Requirements document as an attachment since the same document is already included in Handbook 4232.1, Section II, Chapter 14 as program requirements.  All related checklists have also been revised to reflect this update.

Keywords:        Firm Commitment, Property Insurance Requirements
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[bookmark: _Toc428522215]REMINDER ON BORROWER REQUIREMENTS

Recently there has been some confusion related to two Section 232 requirements: the Borrower’s level of experience with similar healthcare facilities, and the citizenship requirements for principals of the Borrower.  

As a reminder, Handbook 4232.1, Section II, Production, Chapter 2.5.EE provides that the Borrower’s experience is to be at the level of a Borrower’s principal. Paragraph 2.5.EE also explains that the experience of the Management Agent or Operator is generally not an acceptable mitigant to offset the Borrower’s lack of experience.

In addition, please note that the citizenship requirements for the principals of the Borrower set forth in Section II, Production, Chapter 6.1.D.  That paragraph provides that the single-asset borrower entity must be registered in the United States in the state where its corporate office is located, and at least one principal, with operational decision-making authority, must be a United States citizen.
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[bookmark: _Toc428522216]IMPORTANT UPDATE FOR THE MORTGAGE TERMINATION (PRE-PAYMENT) PROCESS
Longtime Multifamily Insurance Branch expert, Mary Deschenes, has recently retired.  Mary was the primary contact for prepayment submissions.  Due to this staffing change, Please submit all requests to: MFIOBTerminationApprovals@hud.gov.  Please do not send any future requests to Mary Deschenes’ HUD email address.  

Additionally, if you need assistance or follow-up information (for ORCF prepayments and/or the form HUD-9807 only), please contact ORCF’s liaison, Rachel Miller, at Rachel.E.Miller@hud.gov.   
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[bookmark: _Toc428522217]ASSET MANAGEMENT: NEW SAMPLE DOCUMENTS FOR NOTIFYING ORCF OF ACTION PLANS
The Strengthening Accountability Rule, published September 7, 2012 (here), and Section III, Asset Management of the Section 232 Handbook 4232.1 prescribes that a project is required to notify both HUD and the Lender when there are threats to the project’s permits and approvals.  

Based on feedback from the industry during past Asset Management Kaizens, ORCF has posted some sample formats that can be used to notify HUD of certain risk conditions, and detail the proposed action plan to remedy threats to the project’s permits and approvals.  Use of these sample notification formats is not mandatory; however the content provided under each category is required.  Therefore, if a Lender chooses not to utilize these sample formats, it is required to provide the information required by ORCF in Handbook 4232.1, Section III, Chapter 3.10.5 and Chapter 4.4.

The Operator’s Notification to HUD of threats to Permits and Approval may be found on our Section 232 Program website, (here).  The Servicer’s Notification to HUD of the Risks to Healthcare Projects and Action Plan for Remedy may be found (here).
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[bookmark: _Toc428522218]ORCF RESERVE FOR REPLACEMENT (R4R) SPECIALIZED TEAM
The ORCF R4R Specialized Team is up and running.  Servicing lenders should familiarize themselves with the related R4R documents posted on ORCF’s website (see Section 232 Program website for R4R here).  Please review the documents, in particular the R4R ORCF Lender Checklist, on the website before making any R4R requests as appropriate. 

1. Work of Specialized R4R Team for ORCF.  The lender performs their review of the R4R submission for the following requests (with the exception of troubled/high risk facilities or facilities in lease-up) and sends to 232R4Rrequest@hud.gov where the Specialized Team will process:
1. Standard R4R requests for release for reimbursements;
1. R4R requests for advances/installment releases for capital improvement projects that have been approved by the assigned ORCF Account Executive. 
 
1. Involvement of AEs on R4Rs. The lender performs their review and ensures any of the following R4R related requests falling outside the scope of I. above are sent directly to the assigned AE for more detailed review/processing:
1. Suspensions or Adjustments to R4R deposits; 
1. Projects serviced by ORCF Risk Mitigation Team; 
1. 232 NC/SR/241a Projects still in Lease-Up;
1. Mortgage payments, Short term loans;
1. Requests for pre-approval of large capital improvements projects that will require advances or installments of R4R draws.

1. Lender Delegation for R4R Processing per HB 4232.1. If you have not done so, we encourage you to submit for R4R Lender Delegated approval; the instructions are also posted at the same link (here).  Please contact Mary Walsh at: mary.v.walsh@hud.gov should you have any questions or need further guidance when preparing the delegated lender submission.  Once approval is received and you begin to process R4Rs eligible for lender delegation, Mary will work with you, giving you feedback and answering questions you may have to give ongoing support and added assurance in taking on this role for enhanced processing and customer service for your borrowers.

Keywords:        R4R, Lender Delegation
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[bookmark: _Toc428522219]ORCF VALUABLE TOOLS AND RESOURCES
ORCF would like to remind our partners of ORCF tools and resources that are available anytime you may have a question or need clarification.  The following tools are available on ORCF’s program website:

1. Program Question and Answers (here) 
1. Current and archived Email Blasts (here).
1. Handbook 4232.1 (here)

Please take advantage of these tools and resources since answers to many of the questions we receive are contained here.  If you cannot find the answers you need or need further clarification, ORCF’s Lean Thinking email box is an additional resource available at LeanThinking@hud.gov.  
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[bookmark: _Toc333920723][bookmark: _Toc428522220]DOCUMENT LINKS INCLUDED IN THIS BLAST

1. FR-5850-P-01--“Retrospective Review – Improving the Previous Participation Reviews of Prospective Multifamily Housing and Healthcare Program Participants”
1. FR-5632-F-02--“Federal Housing Administration (FHA): Updating Regulations Governing HUD Fees and the Financing of Purchase and Installation of Fire Safety Equipment In FHA-Insured Healthcare Facilities”
1. ORCF Environmental Checklist
1. Strengthening Accountability Rule
1. Operator’s Notification to HUD of threats to Permits and Approval 
1. Servicer’s Notification to HUD of the Risks to Healthcare Projects and Action Plan for Remedy
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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.
Have your loan servicing colleagues joined our email list? The Email Blasts contain information relevant to them as well. You might suggest they Join here.
We hope that you will want to continue receiving information from HUD. We safeguard our lists and do not rent, sell, or permit the use of our lists by others, at any time, for any reason. Connect with HUD on Social Media and follow Secretary Castro on Twitter and Facebook. If you wish to be taken off this mail list, please go here.
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