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Expect Changes in “Other Queue” – New Construction, Substantial Rehab, and Blended Rate

ORCF is performing an initial screening of the Other Queue Firm Applications

The purpose of this screening is to identify any obvious problems and ensure that applications are complete upon assignment to an underwriter.

At the initial screening, a preliminary review is conducted of the following:

· The experience of the Principals of Mortgagor.  Experience must be in the field of developing, marketing, owning and operating a facility similar in type to the one being proposed.  Experience of the management agent is not an acceptable mitigant to offset the borrower’s lack of experience. The experience of the development team was previously discussed in the January 25, 2011 Email Blast. This Blast clarifies that the principals of the mortgagor are expected to be experienced themselves. 

· As previously discussed in the September 1, 2011 Email Blast, the financial qualifications of the borrower including net worth/cash liquidity of the borrower and principals.

· As in the September 1, 2011 Email Blast, the cash investment as a percentage of total project cost.

· The proposed Initial Operating Deficit Escrow

· Whether the application is eligible under the Section of the Act it is proposed under.

· Status of any described liens or legal actions against any of the principals.

· Whether the Market Study, Appraisal or Phase I were expired as of the date the application was submitted.

· The status of any significant site issues noted in the Phase I.

· Discrepancies among the major underwriting documents (Lender’s Narrative, Forms 92264 and 92264A).

· Initial cursory review of the APPS and paper submission under the previous participation certification.  We will conduct a search for critical flags.  For paper submissions we will also confirm that all parties are registered in the Business Partner Registration System (BPRS).

· Lender’s Narrative has been submitted in Word format.

· Cursory review of Form 935.2, Affirmative Fair Housing Marketing Plan (AFHMP).

Once this initial review is completed, ORCF will place the application into one of the following categories:

1. All items satisfactorily submitted:  The project will be deemed ready for assignment to an underwriter (as capacity allows).

2. Minor revisions needed:  An email is sent to the lender requesting additional information.  The project’s application remains in the Other Queue.

3. Major revisions needed (e.g. lack of experience of development team, incorrect Section of the Act, expired Reports):  The project will be placed on hold and taken out of the queue until items are corrected.  If items are corrected, the application is placed back into the queue based on the firm application’s submittal date.

Back to top
Eleven “Other Queue” projects on hold following initial screening

For your information eleven projects from the Other Queue have been placed on hold following initial screening. Lenders with these projects have been notified of their status. These projects will be returned to the queue (with their original entry date) if the identified major revisions are corrected. This may cause changes in the number of projects in this queue. 

Back to top
Effective Immediately - Five Days to Address Deficiencies on “Easy Items”

Following the February 2012 Kaizen in Atlanta, ORCF and members of industry worked together on developing a lender response time of 5 calendar days for items that are “easy resolution” items, such as minor deficiencies in draft documents submitted.

Examples of these “easy resolution” items would be the following:

UNDERWRITING DOCUMENTS:
· Correction of numerical inconsistencies or errors within the application

· Updated license, liability or other insurance policies, state survey, Medicaid rate letters

· BPRS registration 

· Exhibit 1-8 (contacts) updates

· Purchase contract (if purchase)

· Additional support for waiver requests

· Management agent HUD forms, documentation (when applicable)

· Additional documentation of project eligibility (example, discussion of number of independent living units or evidence of no substantial rehabilitation in last three years)

· Updated occupancy and census mix 

· Updated organization charts 

· Credit reports if not in application for participant

CLOSING DOCUMENTS:
· Providing the executed Firm Commitment

· Providing revised Regulatory Agreements with any numerical errors like FHA #, Reserve for Replacement figures, or facility bed numbers

· Providing Critical and Non-Critical repair photos and invoices not already included* 
· Providing revised Mortgage Note with any numerical errors like the FHA#, mortgage amount, P&I amount, etc.

· Providing further license or insurance forms not already included*
· Providing all special condition documentation not already included*
* These documents should already be submitted in the original package.  The assigned Closer will identify any deficiencies in the documents submitted.

 
For underwriting and closing 223(f) and 223(a)(7)s, the underwriters and closers will be asking that the lender respond to ORCF comments with revised documents within 5 calendar days, or to please notify ORCF within 24 hours of receiving such comments, if certain documents cannot be provided within the next 5 calendar days. 

Back to top
Reminder: Send Electronic and Hard Copy Application Submissions to the Correct Recipients  

Some lenders have been sending hard copies of applications along with the electronic submissions. Please submit your checks and electronic copies (CDs/flash drives) to Mike Luke but not the hard copies.  Save those for the project’s assigned underwriters.

The instructions for submitting applications were detailed in the February 23, 2011 Email Blast and updated in the September1, 2011 Email Blast. 

Send the Electronic Firm Application package (including 2 Stage submissions) to:

Department of Housing and Urban Development

Attention:  Mike Luke

920 Second Avenue South, #1300

Minneapolis, MN  55402

Back to top
Reminder: Identify Common Ownership and Portfolios at Application Submission

As stated and defined in the November 18, 2011 Email Blast, if 2 (or more) projects have any degree of common ownership, indicate that on the Certification for Electronic Submittal.  

We need lender’s help to identify the common ownership as early as possible, preferably when you get the FHA # but also when you submit an application.  Common ownership is usually on the Principal of Mortgagor Consolidated Certification, but please ensure that it is also reflected on the Certification for Submission of Electronic Firm Application. This is item #4 for mid-size and large portfolios, item #5 for small portfolios.  This is not the determination of master lease or portfolio review requirements.  This is simply for the purpose of proper naming and tracking of the projects.  

Early identification of portfolios (including small portfolios) allows us to assign one underwriter and attorney to all of the applications. This simplifies and speeds up application processing for everyone.  The underwriter will inform you if your small portfolio will require a master lease under current criteria.

Back to top
Clarification on Legal Review for Firm Applications  

We have received questions about the process for legal review of documents. As stated in the April 30, 2012 Email Blast, ORCF will no longer require a legal completeness check in advance of underwriting assignment for 223(f) and 223(a)(7) applications now that the queue is much shorter. This does not change the required Legal Firm Review. Legal review will occur at the same time as underwriting review. Therefore it is important that lenders are prepared to submit all of the documents on the underwriting and legal checklists when the Firm Application is assigned to an underwriter.

Back to top
Clarification of Inspection Fee Amount

ORCF’s Inspection Fee policy was stated in the January 25, 2011 Email Blast.  However, no distinction on whether to use underwritten or licensed bed/unit numbers when figuring the fee using the $30 amount was included.  To clarify, when using this formula, the Inspection Fee of $30 per bed/unit is based on underwritten number of beds/units, not licensed number of beds/units.   

Back to top
Limit Electronic File Sizes to 50 MB

Due to server limitations, please ensure that all electronic documents are less than 50 megabytes in size. Please separate extremely large documents into smaller sections of 50 MB or less. This should only present a problem for a few third-party reports and plans/specifications. We are sorry for the inconvenience. 

Back to top
ORCF Considers, and Lenders Need to Consider, Proposed Funding Cuts in Underwriting

State government budgetary constraints continue to create some uncertainty about the future reliability of government provider payments as a revenue source for long-term residential care facilities.  Various states are proposing—or proceeding to implement—changes in reimbursement rates or eligibility criteria for Medicaid or other government provider payment sources.  Particularly in the case of a skilled care facility, Medicaid is the most substantial revenue source, and even in Assisted Living Facilities, Medicaid is becoming increasingly important.

ORCF believes that, to effectively manage risk, it is vital that announced cuts be reflected in underwriting and proposed cuts reflected in enhanced sensitivity analysis.  ORCF recognizes that lenders share this concern.  Consistent with HUD requirements, lenders should discern the impact of such cuts when preparing to request FHA insurance for a mortgage on a residential care facility, and their underwriting should reflect consideration of those announced or proposed reductions.  ORCF lenders should adjust their underwriting for all 232 programs in response to material changes in future government reimbursement rates or in eligibility criteria (most typically, but not limited to, Medicaid).  

If a state provider has announced a reduction of five percent or more in the payment rate for long-term care, or a change in eligibility that would adversely impact the facility, then ORCF does expect the lender to:

· Discuss in the Lender’s Narrative the owner’s and operator’s plan to manage the proposed policy and/or budgetary changes.

· Assure that the underwritten NOI reflects the new reimbursement rates.

· Assure that the Appraisal’s income approach valuation uses the reduced funding level, and that the market value estimate reflects the new rates.

· Review the Accounts Receivable financing in response to announced cuts in the funding, delays in government provider payments, or changes in resident eligibility criteria. The underwriter would confirm that AR lender is aware of and responding to the policy changes impacting the borrower.

In some instances, a state has proposed but not finally announced a reduction in government funding or changes in a government provider’s resident eligibility criteria.  Such a circumstance would encompass policy and payments changes that have a high likelihood of going to effect within two years, including:

a. Governors’ and/or Executive budget proposals that propose lowering government reimbursement rates of 5 percent or more overall for long term care.

b. Governors’ and/or Executive proposals (e.g.,  a proposed change in  resident eligibility criteria) that would adversely affect FHA-insured healthcare facilities

In this circumstance the lender’s submission should still reflect awareness and consideration of the proposed change.  The lender should:

· Discuss in the Lender’s Narrative the owner’s and operator’s plan to manage the proposed policy and/or budgetary changes.

· Enhance the sensitivity analysis. 

· If it is possible to quantify how the proposed change(s) would impact the project, then the lender would show how the underwritten income, expenses, and net operating income would be impacted if the change(s) were enacted.

· If it is not possible to quantify how the proposed changes would impact the project, then, in addition to the standard Sensitivity Analysis, the lender would include an analysis of what percent the average rate type that is being impacted (e.g., Medicaid) could be decreased and still have the project operating at a 1.45 and a 1.0 debt service coverage ratio (including MIP).

Back to top
Reminder: Submit Comments on Proposed Rule and Document Revisions before July 2

The comment period is open for the proposed rule and document revisions for the Section 232 program published May 3, 2012 in the Federal Register. Please read, consider, and submit public comments as instructed in the rule and notice. In order to be considered, all comments must be submitted as instructed in the Federal Register. The comment period ends July 2, 2012. 

Back to top
From the Closing Corner

PLEASE NOTE:  Changes for New Construction Cost Certification Submissions!

The submission date for cost certification should be within 60 days after the owner’s cut-off date.  The submission date has been increased from “within 45 days” to take into consideration the Lender’s review of the cost certification before submitting to ORCF.

Key Items to Keep in Mind before Submitting your Draft Closing Package…

Existing Indebtedness:

When existing indebtedness used for closing documents (cost cert/closing statement) is higher than amount shown on firm commitment 2264A, the increase must be justified and explained and determined to be acceptable by ORCF or it will be disallowed.

Amendments to Firm Commitments:  

· All exhibits that are being amended must be submitted with an amendment request.  

· All amendments issued before the closing packages are submitted (extensions) must be included in the draft packages!

· For extension requests, include an explanation for the delay & the MAP Guide language including a statement from the Lender that there has been no adverse material change in the underwriting or the project.

Lender’s LEAN staff (closers, etc.)

Lenders’ LEAN staff (closers, etc.) & Lender Attorneys should sign up for the email updates for important procedural and policy updates.  This is a great way to get up to date information on the LEAN 232 program and process!  Join our email list by sending your contact information to: Mike.M.Lawassani@hud.gov. 

NO ATTACHMENTS
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Need to Reference Previous Lean 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
Have questions about the Lean 232 Program?  Please send them to the Lean Thinking mailbox at LeanThinking@hud.gov 

Interested in getting updates on the Lean  232 Program?
Join our email list by sending your contact information to:
Mike.M.Lawassani@hud.gov.  

Have your loan servicing colleagues joined our email list?  The email blasts contain information relevant to them as well.  You might suggest they sign up, by contacting Mike.M.Lawassani@hud.gov
For more information on the Lean 232 Program, check out:

http://www.hud.gov/healthcare
