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Handbook 4232.1 REV-1 was published on December 6, 2016 and will be effective January 5, 2017.  The updated handbook provisions will apply to all new loan applications, as well as other transactional requests for existing Section 232 projects (e.g., change of participants, Reserve for Replacement requests, etc.), received on or after January 5, 2017.  Additionally, the updated handbook provisions will apply to all projects in the Section 232 portfolio, and to all lender/underwriter approval requests received on or after January 5, 2017.

Handbook 4232.1 REV-1 (here) continues to improve the Section 232 Program by updating and revising guidance that required further clarification or that needed to better reflect program policy.  Minor corrections, grammatical errors, etc. were also made throughout the Handbook.  Below are some highlights of revisions in Handbook 4232.1 REV-1.

Section I – Introduction

· Incorporates Housing Notice H-2015-08 and Mortgagee Letter 2015-16 regarding Underwriter Approval Delegation (Section I, Chapter 2)

Section II – Production

· Updates loan sizing and eligibility matters (Section II, Chapters 2 and 3)
· Updates existing guidance for debt seasoning and bridge loans  
· Updates guidance on line of credit financing and specifically addresses REITs
· Provides guidance on the use of tax credits on 232 transactions
· Identifies as ineligible those projects having a CMS special focus designation
· Provides further details for allowable costs during cost certification
· Updates guidance and references related to the Previous Participation Final Rule

· Enhances underwriting in ways that foster improved asset management and servicing (Section II, Chapter 2)
· More clearly articulates expectations with regard to the experience and capacity of prospective owners and operators
· Adds the requirement of HUD form 91128-ORCF for consistency in method of estimating Initial Operating Deficit, and provides a solid basis for comparing projected and actual draws and intervening early on if necessary
· Provides an optional process for delegating non-critical repair escrow administration to the FHA lender/servicer--which makes ORCF consistent with Multifamily and fosters more efficient use of HUD staff time
· Consistent with new documents, treats nonprofits as nonprofits for distribution purposes.  If for-profit underwriting benchmarks are met, they have limited ability to take surplus cash.

· Updates environmental and related matters (Section II, Chapter 7)
· Revises the Subsurface Exploration/Geotechnical Investigation policy to be consistent with industry standards and MFH
· Adds a new section to provide guidance on Radon Reports
· Revises guidance language related to the environmental review process with the implementation of the new HUD Environmental Review Online System (HEROS).

· Improves and clarifies property and professional liability insurance requirements (Section II, Chapters 14)
· Adds depth and specificity to property insurance requirements, bringing HUD requirements in line with industry standards and making them more consistent with Fannie Mae property insurance requirements.  

· Sets forth updated Master Lease Requirements (Section II, Chapters 13)
· Includes clarifying language regarding alternatives to master lease when there is no operating lease  

· Clarifies guidance on Insurance Upon Completion Section II, Chapter 18)

Section III – Asset Management

Revisions include updates necessary to correspond with those made in Sections I and II (e.g. environmental, Previous Participation, etc.).  Other revisions highlights are described below.

· Lays out expectations of lenders in proactive monitoring and risk management (Section III, Chapter 4)
· Sets forth expectations of lenders regarding financial statements and regarding notices of matters placing Permits and Approvals at risk (information that lenders now receive pursuant to the Accountability Rule)
· Delineates specific review criteria for financial and operational data received, as well as timing and reporting requirements to HUD 
· Provides details regarding lender follow-up with borrowers to obtain action plans addressing financial or operational performance
· Includes various provisions for lenders to get involved in addressing problematic issues as they arise.  (Though some lenders already do this sort of monitoring, standards will guide such reviews and foster consistency.)

· Addresses various workout tools in detail, as well as lender involvement in such workouts (Section III, Chapter 4)
· Specifically addresses loan modifications, staying substantially consistent with the Multifamily approach (Section III, Chapter 5)
· Addresses master lease and accounts receivable financing issues in asset management (Section III, Chapters 9 and 10)
· Revises ‘Optional Lender Delegated Approval’ processes and procedures for Reserve for Replacement and Non-Critical Repair releases (Section III, Chapter 3)
· Amends Reserve for Replacement deposit and investment requirements (Section III, Chapter 3)
· Broadens language for some Asset Management requirements to reference current governing protocols housed elsewhere within HUD (e.g. REAC, DEC, etc.) instead of specific details in the Handbook that would trigger actions, and may change over time in those originating locations (Section III, Chapters 3 and 6)
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