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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of November 20th, 2009
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As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program.  As of November 20th, 2009, we would like to share with you the following:

Logistics of our Queue:  

The June 12, 2009 Email Blast established the procedures for our queue.   Because of the size of the queue, we have discontinued the need for Lenders to email Amee Welch when a project is approximately 5 days from submittal.  Per the June 12, 2009 Email Blast, submittals must still be completely assembled prior to entering the queue.   We have found that some Lenders are submitting incomplete applications to secure a place in the queue.  We do not believe this is fair to other Lenders who follow LEAN requirements and only submit complete applications.  Thus, for all future electronic submittals going into the queue, please include a statement in your cover letter that the application is completely assembled according to LEAN Requirements.   Applications determined to be incomplete will be rejected and we’ll focus on next application. 
Moreover, we have revised our stance on projects needing HUD Headquarters’ mid-size and large-size portfolio reviews.  Individual Firm applications may not be submitted while the portfolio review is in process in Headquarters. However, once the portfolio is approved by Headquarters and the lender receives verbal approval, the lender may submit one application upon finalization of the review but prior to receipt of the approval letter.  This individual submittal will then secure the position in the queue for all of the applications for that tranche. 

Below is a summary of the procedures for submitting a LEAN 232 project:

· The Lender requests via email assignment of an FHA Project Number from Amee Welch in Seattle (Amee.Welch@HUD.GOV).  Such request attaches the completed FHA Project Number request form that can be obtained from the FHA.GOV website.  Amee Welch emails the Lender with the assigned FHA Project Number.

· When the Lender has a Pre-application or Firm Application that is completely assembled, the electronic version is sent to Amee Welch in Seattle (for Firm Applications, the application fee check and Lender check transmittal letter will also be submitted).  In your cover letter please include a statement that the application is completely assembled according to LEAN requirements.  The date that Amee receives the electronic submittal and the check shall be considered the receipt date for the Pre-application or the Firm Application and shall constitute the date of submittal for third party reports, credit reports, etc.  

· If the underwriting workload management system has no spare capacity at the time of electronic submittal, the project will be placed in a queue.  The Lender will receive notification stating that the project has been placed in the queue and the number the project currently is in the queue.  Lenders may obtain an update on the status of their project while it is in the queue by emailing Amee Welch at the above email address.

· When underwriting capacity becomes available, the Workload Manager will assign the first project in the queue to an underwriter (OIHCF is following a first in, first out approach).

· When assigned a new project, the OIHCF Underwriter will contact the Lender via email and tell them where to submit the hard copies of the submittal - the Underwriter will follow the procedures outlined in the September 18, 2009 Email Blast.

· Once an OIHCF Underwriter is assigned, they become the Lender’s primary contact regarding the project.  

Our Processing Queue:

Currently we have 124 projects in the queue – 43 Preapplications and 81 Firm Applications.   The latest projects assigned out of the queue have been in the queue for 9 weeks before being assigned an underwriter.  While we still have not received the staffing resources originally anticipated, we are continuously re-assessing how we can best deploy our limited resources to better serve you.  To this end, we have recently established a separate team to process Section 223(a)(7)’s  and Section 223(d)’s on Section 232’s.   Mary Walsh is Team Leader for the Section 223(a)(7)Team.  Please continue to follow the above established procedure when you have a Section 223(a)(7) or Section 223(d) on a Section 232 that is ready to be submitted – contact Amee Welch.   On a positive note,  we recently added an appraiser to our team and anticipate adding several more in the near future.  With these additional appraisal resources, we expect to eliminate the current several week backlog in getting the market study/appraisal reviewed for projects that are now in processing.  The elimination of the appraisal backlog will allow projects to complete the underwriting process and move to the Loan Committee weeks faster.

Reminder on Loan to Value Requirements:

Our underwriting staff has received many proposals recently where the LTV did not achieve current LEAN benchmarks. The higher LTV projects often demonstrated increased risk and, in some cases, used more aggressive assumptions in the underwriting as compared to other projects which were underwritten using a more conservative approach.  

 

OIHCF has previously provided underwriting guidance to Lenders regarding Loan to Value (“LTV”) LEAN benchmanrks for skilled nursing homes and assisted living facilities. For Skilled Nursing Facilities (“SNF”) and Independent Living Units, the maximum LTV is 80% for all Section 232 loan types.  For Assisted Living Facilities (“ALF”), without the presence of strong, specific, risk-mitigating circumstances,  the maximum LTV is 80% for existing units/beds and 75% for new construction (and substantial rehabilitation/241a’s where ALF units are being added).  For projects that combine existing units/beds and new construction of ALF units, you may use a blended LTV that takes into account the number of beds of each type – see below paragraph for additional details.   These maximums should not be exceeded unless there are extenuating circumstances that reduce project risk below that of a typical skilled nursing or assisted living facility.  

Note that LEAN underwriting benchmarks permit Not-for-Profit Owner/Operators to have 85% LTV proposals for SNF AND ALF refinancing projects and 80% for new construction ALF projects.   To achieve the more liberal LTV benchmark, Not-for-Profit Owners and Operators must demonstrate a successful operating track record, significant project operating and management experience, and a solid financial track record.

 

 
Projects that combine new construction of units/beds with existing units/beds:

We have previously given direction that projects that combine new construction with existing could be processed as Section 232/223f’s, provided the total cost of all construction didn’t exceed 15% of the project’s value after completion of all repairs, replacements, improvements, and additions.   Unfortunately, upon additional legal review, we have been informed that this is not allowed under our current 232/223(f) statute and regulations. Therefore, effective immediately, all submittals that include new construction of beds/units must be submitted under Section 232 (unless you are submitting under Section 241a) and Davis Bacon wage rates will be applicable to the entire project.   We have not yet developed documents under LEAN for this type of submittal.  Until we do so, you will need to use a combination of the new construction and Section 223f checklists posted to FHA.GOV.

 

As mentioned above, for these types of projects, you may use a blended LTV that takes into account the number of beds of each type.  An example of this follows (assuming the project has 77 existing beds and 39 new construction beds):

 

77 beds multiplied by .8 (80% applicable to existing) = 61.6

39 beds multiplied by .75 (75% applicable to NC) = 29.25

Total = 90.85

90.85 divided by 116 (total # of beds) = Blended LTV of 78.3%

 
New Revised MAP Guide Chapter 9:
As announced by Mortgagee Letter 09-27 and Housing Notice 09-14, the MAP Guide, Chapter 9, Environmental Review has been revised.  OIHCF is utilizing the revised chapter in completing environmental processing for all Section 232 applications.  The revised Chapter 9 includes options for remediation of contaminated sites, instead of requiring the removal of the contamination in its entirety or the approval of a Headquarter’s’ environmental waiver request.   ASTM E 1527-05 is referenced, in terms of Environmental Site Assessments and preparer’s qualifications.   

The revised Chapter 9 can be found on:  

http://www.hud.gov/offices/hsg/mfh/map/mapguide/chap09.pdf
Moreover, the below link discusses the implementation of this new guidance:

http://www.hud.gov/offices/hsg/mfh/map/mapguide/mapguide.cfm)
 
 
232/223f Firm Application Checklist Being Revised!

We are revising the Firm Application Checklists to specify that we want the Lender’s Narrative included with the Firm Application submittal to be a Word document.  In the meantime, we ask that you submit a Word version of the Lender’s Narrative in your electronic Firm submittals (if you wish, you may still submit the PDF version).  Please also submit closing documents in Microsoft Word 2007. This will allow attorneys to compare two documents electronically to see if any changes have been made from one version to another. This will speed up our processing of projects.

 

Future Lender Training:

Through your industry associations, many of you had become aware that there was a proposed Lender Training that was postponed.  
Lender Training is now scheduled for the week of January 18th, at the Sheraton Towers in Chicago.  OIHCF will provide you with additional information as soon as possible via Email Blast.   

 
Stay Tuned!
Updated Lender Narrative and other documents for the LEAN 232/223f Program will be released here shortly.    
 

 

Clarification for completing form HUD-92264: 
The OIHCF has received several questions from Lenders on how to appropriately fill out the form HUD-92264.   Lenders should view the form HUD-92264  as a document that summarizes the Lender Narrative. Many Lenders are using the form as it was used  under MAP, to summarize the appraisal conclusions. Since LEAN allows the Lender to depart from the appraisal conclusions under certain conditions, such as when lenders require higher reserves for replacements, the form HUD-92264 should now reflect the Lender’s  conclusions, not the appraiser’s. The form should be signed by the Lender, not the appraiser. 

One of the biggest challenges Lenders may face is filling out the expense portion. The expense categories in the Lender Narrative do not match those in Section F of the HUD 92264.  For example, the Lender narrative does not require a breakdown of salaries.  For this reason, we are no longer requiring lenders to fill out Section D of the form HUD 92264.    The new categories of the Lender  Narrative were an attempt to show the data in a format that is more conventional in today’s market. We do not expect Lenders to spend a great deal of time transposing the expenses, but the totals should correspond to their conclusions.  In regard to Section H of the form HUD 92264 if the appraiser did not utilize the cost approach, you are not required to fill out this section. 

In the future, LEAN processing may have a more permanent solution, but for now, please, do your best to make the form HUD 92264 summarize the conclusions in the Lender Narrative.
 

 

Accounts Receivable Financing – Please Keep in Mind:
· Any changes to the lending CAP (loan limit) in an existing Accounts Receivable (AR) Agreement must be approved by OIHCF staff.  For projects currently in development, please contact your HUD Underwriter. For those projects that have closed and are currently in the LEAN 232 inventory, please contact your Account Executive in the Asset Management Division. OIHCF will be reissuing Notice 08-09 with a revised Intercreditor Agreement in the near future.
· Should there be a transfer of Operator, a Transfer of Physical Assets (TPA), change in Operator, or for those existing projects that are obtaining an AR loan for the first time,  the OIHCF staff will need to review the AR Loan documents to ensure requirements of Notice H08-09, (“Accounts Receivable Financing”) are being met.  OIHCF requires that all operators of Section 232 projects must meet the requirements of Notice H08-09.
· If an Owner or Operator submits a request for approval of AR financing shortly after origination, the AR financing document package should be submitted to the HUD Account Executive, not the HUD Closing Attorney that closed the loan.

· The two items below are misperceptions by Lenders as to when AR Financing Notice H08-09 applies.  Please note that in each case, the AR Financing Notice does apply:

· Not perfecting the Operator’s Collateral. Some owners claim that HUD approval is not required for AR Financing if the Operator’s collateral is not perfected, (i.e. UCC not filed, no DACA). The claim is that since there is no actual “encumbrance” to the property, there is no HUD approval required.  This is not accurate because the Owner and Operator’s Regulatory Agreements require HUD approval for a pledge of project assets.  
· AR Financing not provided by “traditional” AR Lenders. Owners also claim that Notice H08-09 is designed for traditional AR Lenders (i.e. Large Banks, GE Capital, Etc.) for “Working Capital” loans. They claim the Notice is not applicable if the AR Financing is provided by a related sister company, and is not a working capital, but is a more specific purpose loan.  Notice H08-09 applies if the Owner/Operator or Operator seeks to pledge its governmental or private and commercial receivables regardless of the type of lender providing the AR financing.  
 

 
Operator Agreements – Please Note Requirements
OIHCF has recently reviewed several applications that were submitted for review with Operator Agreements that will expire within 5 years or less.  The underwriting criteria used by both OIHCF and the Lender is based on the current Operator. Lenders need to provide HUD with information in their application regarding any changes to the Operator that will occur within the next five years.  This plan of action is needed to ensure that the quality and experience of any potential new Operator will be comparable or better than the current Operator. For assisted living facilities (ALF), it is important to reemphasize that operators need to be experienced and have a proven track record with the operation, marketing and lease up of ALF facilities.  The five year lease expiration issues does not apply to lessees that have lease renewal options.
New Staff Join HUD 232 Team!

We would like to welcome the four new members to our LEAN 232 HUD Team:

· Ani Ramos – Appraiser/Underwriter in New Jersey

· Mike Glasgow – Underwriter in Denver

· Kate Murray- Account Executive/Attorney-will help to coordinate A(7) transactions in HQ

· Robert Wolfrey- CPA-financial, statistical and contract management support in HQ

 

 

Closing Updates:

After a Firm Commitment is issued on a project, HUD will email the lender with the name of the individual who will be handling the Program side of closing.  If there are deadline issues relating to when a project must close by, please immediately highlight this via email to the HUD Closing Coordinator.

Signatory Authority 
As many of you know, we recently had complications relating to the signing of many of our documents in the field.   We have now addressed this issue and have returned to the procedure we were using initially – with some additional flexibility.  The OIHCF Closing Coordinator will coordinate and communicate with the Lender and their Closing Attorney regarding who will sign closing documents.  We anticipate that most 232 and 223(F) closing documents will be signed by Renee’ Greenman in Seattle, with most A(7) closing documents signed by William Lammers or Roger Miller in Washington DC.

Update on Market Deterioration:

We have seen evidence of continued erosion of the single family residential resale market in a number of areas.  This adversely affects the amount of and/or timing of the receipt of the equity available to seniors selling their homes.  Please ensure that your submittals address this issue when needed – particularly on projects that are adding units or experiencing downward trends in occupancy.  
LEAN 232 Pipeline as of November 19th, 2009
The current activity of our 232 pipeline for the week ending November 19th, 2009 is outlined in the attached table for your reference. 
Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
 http://portal.hud.gov/portal/page?_pageid=73,7716182&_dad=portal&_schema=PORTAL
 
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

Interested in getting updates on the LEAN  232 Program?
Join our email list by sending your contact information to:
Kristine.Martin@hud.gov
 

 

For more information on the LEAN 232 Program, check out our FHA.GOV website at:
 http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
 

