1

[bookmark: _top]HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF)
Update as of December 30, 2014
[image: image001]


December 30, 2014 Contents

Final Rule Published – “Federal Housing Administration (FHA):  Section 232 Healthcare Facility Insurance Program – Aligning Operator Financial Reports with HUD’s Uniform Financial Reporting Standards”
Early Start and Early Commencement Updated Instructions and Checklist
Completing Management Certifications
Update on Interest Rate Reductions
Lender Performance in Underwriting FY 14
Revised “Save the Date” For Lender Dialog Meetings
Reminder - Section 232 Program Fees Paid Through Pay.gov
FROM THE CLOSING CORNER
Document Links Included In This Blast

[image: image001]
[bookmark: _Toc380585836]
[bookmark: _Toc406160251][bookmark: _GoBack]Final Rule Published – “Federal Housing Administration (FHA):  Section 232 Healthcare Facility Insurance Program – Aligning Operator Financial Reports with HUD’s Uniform Financial Reporting Standards”
The Final Rule - “Federal Housing Administration (FHA):  Section 232 Healthcare Facility Insurance Program – Aligning Operator Financial Reports with HUD’s Uniform Financial Reporting Standards”, containing the same provisions as the Interim Rule, was published on December 16, 2014, and is available here.  During the Interim Rule comment period, no public comments were received.  

As stated in the September 22, 2014 Email Blast, the Interim Rule was published on September 16, 2014 with an effective date of October 16, 2014.  The Interim Rule provided that operators will have an additional 30 calendar days to comply with the financial statement reporting requirements.  Specifically, operators will now have 60 calendar days following the end of a fiscal quarter and 90 calendar days following the end of the fiscal-year-end quarter to comply with HUD’s financial statement reporting requirements.  
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[bookmark: _Toc406160252]Early Start and Early Commencement Updated Instructions and Checklist
In response to Lender feedback and in an effort to improve processing times, ORCF has updated the Early Start and Early Commencement Instructions and Checklist.  They can be found on the Section 232 Program website for Early Start and Early Commencement of Construction Documents (here).
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[bookmark: _Toc406160253]Completing Management Certifications
As a reminder, the services and compensation details of Management Fees presented in Management Certifications (HUD-9839-ORCF) should be clearly spelled out.  Statements such as “See Management Agreement” are not acceptable, as they do not provide the detail necessary to be able to complete the ORCF approval.  The form should memorialize the approval of the specific details presented, and generic references to the Management Agreement could appear to allow changes in that underlying document, without getting ORCF’s approval of those changes.  It is also not appropriate to copy and paste pages from the Management Agreement into the Management Certification to provide the detail.  The information should be provided in a clear, succinct manner that gives the ORCF reviewer sufficient information to understand the level of compensation and services provided.
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[bookmark: _Toc406160254]Update on Interest Rate Reductions
We are pleased to report tremendous success in our Interest Rate Reduction (IRR) Program in ORCF.  We have received over 120 IRR submissions to date, already realizing well over $6 million in annual savings.  Our preliminary reviews are being processed by a specialized team in ORCF generally within 2-3 weeks, allowing for timely interest rate lock-in to respond to market conditions. 

Additional IRR Guidance/Clarification:  Once the Preliminary Review is completed by the ORCF Team, ORCF notifies the lender by letter.  The lender is instructed to submit final modification documents reflecting the locked-in interest rate to ORCF and OGC for approval within 30 days in order to proceed to effectuate the IRR.  

· OGC Checklist: An OGC checklist has been developed that identifies documents needed to complete the expedited legal review of streamlined IRR for lenders’ and lender counsels’ use.
· Title Policy/Lender Certification: As a general matter, HUD will not require a title endorsement in connection with an IRR.  It is up to the Lender to determine what diligence it needs in order to provide the required Certification to HUD.  OGC will accept title endorsement if the Lender chooses to submit one in lieu of the Certification.  OGC has developed a Lender Certification showing continued first lien priority for use in these types of transactions. 
· Modification of Mortgage: The mortgage/security instrument must be modified only if the form of that document or an addendum thereto identifies the interest rate.  
· Signatories: IRR submissions (see Sample Lender Analysis) must be reviewed and approved by a Section 232 HUD-approved UW.  We want to ensure consistent, accurate submissions by the Lender and ensure a quality review check at the lender level, to facilitate expedient processing by ORCF.
Please see the Section 232 Program website for Loan Servicing and Asset Management (here) for instructions and sample formats for IRR submissions, along with the above-referenced OGC documents.
Reminder:  IRRs are for streamlined processing only:  the purpose of an IRR submission is to propose to reduce the interest rate on Section 232  loans that are out of prepay lockout along with proposing a new prepayment premium schedule as part of the modification.  Our ORCF team ensures there are no other asset management concerns that need lender attention but strives to turn requests around quickly. Therefore, other substantive changes (e.g. TPA, change of operator/agent, changes to A/R Lines) must be processed as part of a normal asset management and legal review.  Please consult your assigned Account Executive for changes other than streamlined interest rate reductions. Please submit any general questions on ORCF’s IRR process to Leanthinking@hud.gov.
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[bookmark: _Toc406160255]Lender Performance in Underwriting FY 14
The individual ORCF Lender Performance Profiles have been sent to each lender participating in Section 232 underwriting in FY 14.  The profiles reflect ORCF feedback on underwriting deals brought to Loan Committee from October 2013-September 2014.  Specifically, ORCF underwriters, workload managers and appraisers provide feedback on issues causing significant delays with lender performance based on six metrics: math calculations, quality control, responsiveness, due diligence, program/legal requirements and lender assessment of 3rd party reports. The feedback is compiled and quantified to determine any patterns of problems and then shared with lenders in the spirit of continuous improvement.

In summary, for all deals submitted in FY 14, ORCF staff identified significant issues for 10% of the deals submitted, a marked improvement from a 19% error rate in FY 13 and a 25% error rate in FY 12.  In addition, 18 of the 39 lenders that participated in Section 232 underwriting activity in FY 14 had NO issues identified with their Firm Application submissions.  Quality control and math calculations topped the list of issues that ORCF communicated as contributing to delays in underwriting.  As communicated in Underwriting Training in July 2014, prospective underwriting was a common issue of concern observed at Loan Committee.  However, we continued to see improvement throughout FY 14, which ended with a 7% error rate in the last quarter.  We truly appreciate the great efforts which Section 232 lenders are clearly taking to focus and improve the accuracy, quality and responsiveness in their Firm Application submissions. 

Any lender wishing to further discuss ORCF metrics or their specific profile should contact Mary Walsh, Lender Relations Liaison at mary.v.walsh@hud.gov.
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[bookmark: _Toc406160256]Revised “Save the Date” For Lender Dialog Meetings
At the Fall MBA Roundtable, ORCF announced a save the date for potential (subject to funding) lender dialog meetings with ORCF staff in downtown Jacksonville, Florida in mid-February.  Please note that due to a conflict with another conference, we have moved these possible dates to February 25 and February 26, 2015.  If we are able to offer this dialog, further details will be provided in a future Email Blast.
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[bookmark: _Toc406160257]Reminder - Section 232 Program Fees Paid Through Pay.gov
As mentioned in the September 22, 2014 and October 30, 2014 Email Blasts, on November 1, 2014, all Section 232 Program fees must be paid electronically by the Lender directly to Pay.gov, a secure website operated by the U.S. Department of Treasury.  See Mortgagee Letter 2014–20 (here).  If you are experiencing technical difficulties with Pay.gov, you may reach Pay.gov Customer Service at: (800) 624-1373.  In addition, you may email ORCF at 232FHAPayment@hud.gov. 
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[bookmark: _Toc401056504]Now Available…Optional Fast-Track Signing of Regulatory Agreements and Note!
Effective immediately, the HUD Closer may permit early execution of the Regulatory Agreement and Note ONLY IF all of the following have occurred:

1. Draft closing packages have been received by the HUD Attorney and HUD Closer. [Note: HUD reserves the right to withhold permission for early execution if the draft closing packages have serious omissions or defects.]

1. Lender represents to ORCF that:
1. There are no known impediments to close;
1. Interest rate is locked; and
1. Loan amount is finalized.

1. HUD Attorney has reviewed and approved the Regulatory Agreements and Note

1. HUD Closer has reviewed and approved the Regulatory Agreements and Note

This fast track is optional and is an incentive for projects to finalize all details in order to avoid a last minute rush to sign closing documents.  

A Closer’s permission to send in documents for signature is NOT express permission to record or close.  Closing will still be contingent upon full program and legal approval. The Regulatory Agreement will not be recorded until the HUD Attorney expressly authorizes the title company to record.  The HUD Attorney will authorize recording only if there is program and legal approval.  

HUD will continue to sign last, only after documents are fully executed by other parties. 
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1. Final Rule – “Federal Housing Administration (FHA):  Section 232 Healthcare Facility Insurance Program – Aligning Operator Financial Reports with HUD’S Uniform Financial Reporting Standards”
2. Early Start and Early Commencement of Construction Documents Webpage
3. ORCF Loan Servicing and Asset Management Webpage – Interest Rate Reduction
4. Pay.gov Mortgagee Letter 2014–20
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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. If you wish to be taken off this mail list, please go here.
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