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[bookmark: _Toc485795982][bookmark: _Toc481591767][bookmark: _Toc402446281][bookmark: _Toc443983793][bookmark: _Toc430787114][bookmark: _Toc326228253]HANDBOOK 4232.1 REV-1 SCRIVENER AND MINOR ERROR CORRECTIONS
Since the January 12, 2017 publication of Handbook 4232.1 REV-1, Scrivener and other minor errors have been identified and corrected.  These corrections are reflected in the handbook posted on the Handbook 4232.1 webpage.  For a list of Scrivener and other minor error corrections, please refer to Transmittal June 26, 2017 on the handbook website (here).  
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[bookmark: _Toc485795983]232 LENDER TRAINING PRESENTATION SLIDES AVAILABLE ONLINE 
On June 7, 2017, ORCF held a Lender Training Session in Seattle, WA.  The focus of the training was to provide guidance for newer Lender Underwriters about 232 application submissions, reviews and closings.  Presentation slides from the training may be found on the Section 232 Program Website (here).
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[bookmark: _Toc485795984]UPDATED STATE RISK SUMMARY GRID AND FURTHER CLARIFICATION ON RISK MITIGATION STEPS
In the February 29, 2016 Email Blast (here), ORCF provided the industry with an Updated State Risk Summary Grid to provide suggestions on how to address and mitigate funding and regulatory risks.  

Based on lessons learned since the initial publication, ORCF has updated state risk summary grid which can be found below and (here).  

Please note that the Risk Mitigation to Consider section is not intended to be all-inclusive.  Lenders may propose alternative risk mitigation with supporting rationale for why it would address the potential risk to the same or greater extent as the Risk Mitigation included in this grid.

This grid is not meant to limit the extent of the Lender’s inquiry; ORCF expects Lenders to address State budget and regulatory constraints, as appropriate.    



Updated State Risk Summary Grid
(Print Version here)

	State Risk Category
	Facility Characteristics
	Risk Mitigation to Consider

	Medicaid Waivers (1915(c)) & Medicaid State Plan Option (1915(i)) – Final Home and Community-Based Services (HCBS) Settings Rule - high Medicaid Census & combos including SNF beds
	1. Non-SNFs with very high Medicaid Census (e.g., >=80%)
1. Combined SNF/ALFs that rely on Medicaid for non-SNF residents whose DSCR falls below 1.0 with a minimal decline in Medicaid Census or Rate  

(NOTE: CMS will require combined SNF/ALF settings to undergo “heightened scrutiny”)
	Indicate whether facility is at risk of being unable to comply with the HCBS Settings Rule.  
1. Refer to the Statewide Transition Plan (here), CMS responses to or approval of the Plan, State requirements (either enacted or proposed) and/or State Medicaid Agency Input (including documentation of a setting survey or evidence of “heightened scrutiny” having been conducted) indicating the likelihood of compliance.  
1. If unable to determine from the above, discuss the facility's compliance with HCBS Settings requirements (here).  

If facility appears unable to comply, or will be out of compliance for a time, consider including one or more of the following in the underwriting to mitigate this risk:
1. Subject facility’s ability to operate without Medicaid Waiver residents, including a demonstrated market and capacity for serving a different resident mix, more private pay residents, etc.;
1. Long-term operating and Debt Service Escrow in an amount that adequately mitigates risk of being out of compliance for a time, a demonstrated market for private pay and a demonstrated capacity to eventually come into compliance; and/or
1. Project’s ability to convert to a viable alternative residential care facility type, that a market exists and Certificate of Need process would allow for such a conversion, and the operator has financial capacity to withstand such a transition if it is anticipated that coming into compliance will not be possible.

	Medicaid Reimbursement Delays
	SNFs that will not have AR Financing, but that are in a state with a history of reimbursement delays
	Consider including one or more of the following in the underwriting to mitigate this risk:
1. Evidence of a recent history (e.g. last six months) of timely payments (e.g. payments made in 60 days);
1. Accounts Receivable Financing will be required for the project as a condition for firm commitment;
1. Long-Term Debt Service Escrow in an amount that adequately mitigates risk of future payment delays; or 
1. Project’s ability to handle delayed payments without AR Financing, as evidenced by available sources of liquidity compared with the project’s material accounts receivable aged over 120 days.

	State Budgetary Risk (SNFs susceptible to possible future cuts)
	Projects with SNF beds whose DSCR falls below 1.0 with: 
1. a minimal decline in Medicaid Census or Rate (e.g. <= 5%),
1. a moderate decline (e.g. <=10%) in Medicaid Census or Rate and very high reliance on Medicaid (e.g. >= 80%)
	Consider and discuss the project state’s anticipated commitment to funding skilled nursing care through Medicaid, as evidenced by: recent rate increases, anticipated budget increases, etc.  If long-term funding is uncertain, Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Project’s ability to reduce its reliance on Medicaid (increasing capacity for short term rehab & Medicare patients, marketing to private pay residents, etc.);
1. Long-Term Debt Service Escrow in an amount that adequately mitigates against the risk of future rate decreases; and/or
1. Reduced Mortgage Amount.

	State Budgetary Risk (SNFs susceptible to forthcoming cuts)
	Projects with SNF beds in states with proposed cuts to Medicaid provider rates whose DSCR falls below 1.0 with: 
1. a moderate decline in Medicaid Census or Rate (e.g. <= 10%), or
1. high reliance on Medicaid (e.g. >= 70%)
	Consider and discuss the project’s ability to withstand funding cuts, as evidenced by: outline of previous instances where the project, or project participants at a different facility, successfully implemented a strategy to respond to rate decreases, or a significant decline in occupancy; or documentation verifying prospective new sources of revenue, etc.  If the project’s ability to withstand these cuts is uncertain, Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Project’s ability to reduce its reliance on Medicaid (increasing capacity for short term rehab & Medicare patients, marketing to private pay residents, etc.);
1. Long-Term Debt Service Escrow in an amount that adequately mitigates against the risk of pending and future rate decreases; and/or
1. Reduced Mortgage Amount. 

	Rebalancing Initiatives - Money Follows the Person (individuals with mental illness)
	Projects with a current or historical concentration of MI/DD residents* (e.g., >=25%) 
	Some states intend to focus their rebalancing efforts toward moving significant numbers of mentally ill individuals to home and community-based settings.  
If Lender cannot provide evidence that the subject facility does not serve a significant MI/DD resident population, Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Project state’s Medicaid funding for residents with mental illness is stable;
1. Project’s ability to reduce its reliance on Medicaid (by diversifying its Census mix or demonstrating the ability to serve other types of residents), that a market exists for this alternative resident type and that the operator has the financial capacity to withstand the transition;
1. Long-term operating and/or Debt Service Escrow in an amount that adequately addresses the risk of losing significant Census; 
1. Reduced Mortgage Amount; and/or
1. Project’s ability to maintain healthy Debt Service Coverage with fewer beds.

	Rebalancing Initiatives - Money Follows the Person (individuals with mental illness in ICFs)
	Projects with ICF beds 
	Several states intend to focus their rebalancing efforts toward moving significant numbers of mentally ill individuals out of Intermediate Care Facilities for intellectually or developmentally disabled (ID/DD) populations.  
Consider and discuss the project state’s commitment to funding ICFs, including confirmation that ICFs of comparable size (by # of beds) are considered a viable option. Consider and discuss the project’s ability to sustain an Olmstead challenge, possibly resulting in a significant decrease in Census.
If either of the above is uncertain, Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Project’s ability to convert to a viable alternative residential care facility type, that a market exists and Certificate of Need process would allow for such a conversion, and the operator has financial capacity to withstand such a transition;
1. Long-term operating and/or Debt Service Escrow in an amount that adequately addresses the risk of losing significant Census; and/or
1. Reduced Mortgage Amount or significant reduction in Loan Term.

	Rebalancing Initiatives -Money Follows the Person (Non-Elderly, Physically Disabled)
	Projects with SNF beds whose DSCR falls below 1.0 with a moderate decline in Medicaid Census or Rate (e.g. <=20%)
	Several states intend to focus their rebalancing efforts toward moving significant numbers of non-elderly, physically disabled individuals out of Skilled Nursing Facilities (SNFs).  
If Lender cannot provide evidence that the subject facility does not serve a significant population of non-elderly with physical disabilities, then Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Project’s ability to reduce its reliance on Medicaid (by diversifying its Census mix or demonstrating the ability to serve a larger population of frail elderly in need of skilled care), that a market exists for this shift in residents and that the operator has the financial capacity to withstand the transition;
1. Long-Term Debt Service Escrow in an amount that adequately mitigates the risk of declines in Census; 
1. Reduced Mortgage Amount; and/or
1. Project’s ability to maintain healthy Debt Service Coverage with fewer beds.

	Rebalancing Initiatives -Money Follows the Person (Elderly)
	Projects with SNF beds whose DSCR falls below 1.0 with a moderate decline in Medicaid Census or Rate (e.g. <=15%)
	Several states intend to focus their rebalancing efforts toward moving significant numbers of elderly individuals out of Skilled Nursing Facilities (SNFs).  
Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Project’s ability to reduce its reliance on Medicaid (by diversifying its Census mix, increasing capacity for short term rehab & Medicare patients, marketing to private pay residents, etc.), that a market exists for this shift in residents and that the operator has the financial capacity to withstand the transition;
1. Long-Term Debt Service Escrow in an amount that adequately mitigates the risk of declines in Census; 
1. Reduced Mortgage Amount; and/or
1. Project’s ability to maintain healthy Debt Service Coverage with fewer beds.

	Olmstead Cases & Settlement Agreements (SNFs)
	Projects with SNF beds in States with Olmstead Settlement Agreements or pending litigation, specifically serving a disabled population (e.g., DC, IL) or serving a concentrated population of residents with MI/DD* (e.g., >=25%) (e.g., LA, ME, NH, TX) 
	Several states have Olmstead Settlement agreements or pending Olmstead litigation which could potentially impact residents of nursing facilities with physical disabilities, mental illness (MI) or developmental disabilities (DD). 
If Lender cannot provide evidence that community-based care is not appropriate for the residents served, Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Sufficient evidence that the project demonstrates the ability to reduce its reliance on Medicaid (by diversifying its Census mix or demonstrating the ability to serve a larger population of frail elderly in need of skilled care), that a market exists for this shift in residents and that the operator has the financial capacity to withstand the transition;
1. Long-term operating and/or Debt Service Escrow in an amount that adequately mitigates the risk of declines in Census;
1. Reduced Mortgage Amount; and/or
1. Demonstrated ability to maintain healthy Debt Service Coverage with fewer beds.

	Olmstead Cases & Settlement Agreements (individuals with mental illness)
	Projects with a concentrated population of residents with MI/DD (e.g., >= 25%) in States with Olmstead Settlement Agreements or pending litigation (e.g., FL, IL, IN, KY, NY, NC, VA)
	Several states have Olmstead Settlement agreements or pending Olmstead litigation which could potentially impact residents with mental illness (MI) or developmental disabilities (DD). 
If Lender cannot provide evidence that community-based care is not appropriate for the residents served, Lender should consider including one or more of the following in the underwriting to mitigate this risk:
1. Sufficient evidence that the project demonstrates the ability to reduce its reliance on Medicaid (by diversifying its Census mix or demonstrating the ability to serve a larger population of frail elderly in need of skilled care), that a market exists for this shift in residents and that the operator has the financial capacity to withstand the transition;
1. Sufficient evidence that the project demonstrates the ability to convert to a viable alternative residential care facility type, that a market exists and Certificate of Need process would allow for such a conversion, and the operator has financial capacity to withstand such a transition;
1. Long-term operating and/or Debt Service Escrow in an amount that adequately mitigates the risk of declines in Census; 
1. Reduced Mortgage Amount; or
1. Demonstrated ability to maintain healthy Debt Service Coverage with fewer beds.


*NOTE: For SNFs, the number of MI/DD residents can be derived using data from CMS Form 672 related to the Mental Status of residents.  Specifically, the number of residents with an intellectual and/or developmental disability and those residents with a documented psychiatric diagnosis as their primary diagnosis would be considered MI/DD residents.
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[bookmark: _Toc485795985]UPDATED LENDER’S PRECONSTRUCTION CONFERENCE AGENDA, AND LENDER’S PRECONSTRUCTION CONFERENCE DUTIES
The Lender’s PreConstruction Conference Agenda (here), and Lender’s PreConstruction Conference Duties (here), have been revised and are both dated May 16, 2017.

All references to Early Commencement of Construction have been removed to be consistent with the revisions in Handbook 4232.1 REV-1.  In addition, improvements and notes were added throughout the documents.

Remember, the Lender’s PreConstruction Conference Coordinator works with ORCF’s Construction Manager, Michael Peeler, to schedule and conduct the Conference.  The Conference is scheduled only after a date for Initial Closing has been set, or an Early Start has been approved, and shall be no earlier than one week prior to Closing and/or the start of construction.

All Conferences conducted after July 1, 2017, should use these two revised documents.
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[bookmark: _Toc485795986]UPDATED LENDER’S ARCHITECTURAL REVIEWER AND COST ANALYST’S STATEMENT OF WORK; PROJECT CAPITAL NEEDS ASSESSMENT (PCNA) STATEMENT OF WORK – SECTION 232/223(F); AND PROJECT CAPITAL NEEDS ASSESSMENT (PCNA) STATEMENT OF WORK – LIMITED SCOPE - SECTION 232/223(A)7;
The Lender’s Architectural Reviewer and Cost Analyst’s Statement of Work – New Construction, Substantial Rehabilitation, and 241(a) (here);  Project Capital Needs Assessment (PCNA) Statement of Work – Section 232/223(f) (here); and Project Capital Needs Assessment (PCNA) Statement of Work – Limited Scope - Section 232/223(a)7 (here), have been revised and are all dated May 16, 2017.

References to compliance with Radon requirements found in HUD Handbook 4232.1 Rev.1, Section II – Production, Chapter 7 – Environmental Review, 7.8 Radon, have been added.

All Firm Commitment Applications submitted to HUD after July 1, 2017, should use these revised statements of work.

Any questions regarding Radon should be directed to Terry Bessette, ORCF Senior Appraiser, at Terry.L.Bessette@hud.gov.
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[bookmark: _Toc485795987]CLARIFICATION ON INSPECTION FEES FOR 223(F) APPLICATIONS USING THE OPTIONAL PROCESS FOR DELEGATED ADMINISTRATION OF THE NON-CRITICAL REPAIR ESCROW
Handbook 4232.1 REV-1, Section II, Chapter 2.9.G.3 (here) states that if the Lender elects and is approved to follow the optional process for
delegated non-critical repair escrow administration, HUD will not charge an inspection fee. As a clarification to the October 30, 2015 Email Blast, approved lenders will not need to pay the inspection fee and receive a refund from HUD.  Please follow the guidance in Section II, Chapter 2.9.K.3.

Please review Chapter 3 of the Asset Management portion of Handbook 4232.1 REV-1, Non-Critical Repair Escrow – Chapter 3.2.4.G, for further details.  The logistics of requesting Lender approval are posted on HUD.GOV:  Request for Optional Lender Delegated Review and Approval Process (here).
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[bookmark: _Toc485795988]SECTION 232 AND REAC PHYSICAL INSPECTION COMPLIANCE 
The Office of Residential Care Facilities (ORCF) recently changed its process for addressing Real Estate Assessment Center (REAC) physical inspections.  REAC physical inspections, combined with inspections performed by State and local regulatory entities where applicable, are an integral component of HUD’s monitoring of the physical plant on Section 232’s.   ORCF will continue to work in partnership with the servicing FHA Lender to address follow-up on REAC physical inspections. 

ORCF now uses a centralized process for tracking follow-up on all non-passing REAC physical inspections (below 60) and has implemented a “Rapid Response Team” (RRT) to follow up with inspection scores below 31.  

Inspections with a below 31 score:  For these properties, ORCF’s RRT will coordinate the follow-up related to this physical inspection.   As soon as possible after the report is released, a site visit by an ORCF RRT member will be scheduled; this visit will include owner representatives (including on-site staff) and the servicing FHA lender will also be notified (we strongly recommend participation by the FHA servicing lender).  The site visit and follow-up by the RRT will address the owner’s plan to mitigate all deficiencies in the REAC physical inspection report, as well as other financial, operational, compliance, and quality of care issues at the property.  

Inspections with a score of 31 to 59:  For these properties, the HUD assigned Account Executive will follow-up with the borrower, working in cooperation with the servicing FHA lender.  

On all inspections with a score that is below 60, a Notice of Violation (NOV) of the Regulatory Agreement will be issued by either HUD’s Departmental Enforcement Center (DEC) or by ORCF staff.  The NOV will detail required owner follow-up (including the timeline for such) as well as remedies that HUD may choose to employ in the event of continued owner non-compliance.  

On all inspections with a score below 60, once the deficiencies in the REAC physical inspection report have been addressed, HUD will work with REAC to have the property re-inspected.     

Please see the below links for further information related to REAC physical inspections, and if you have questions about how this relates to a particular FHA Insured Section 232 property, please contact the property’s Account Executive.

Resources for REAC Inspections:
1. Information for the borrower to have before the inspection: Preparing for REAC Inspection 
1. Information if the property needs to request a database adjustment after the inspection: Technical Review and Database Adjustments (TRDBA) 
Keywords: Real Estate Assessment Center (REAC), Departmental Enforcement Center (DEC), Physical Inspections
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[bookmark: _Toc485795989][bookmark: _Toc396209070]FROM THE CLOSING CORNER
[bookmark: _Toc485795990]Hard Copy Submission of ORCF Closer Packages to HUD Closing Attorney
In the February 22, 2017 Email Blast, ORCF stated ORCF Closer Packages can be submitted to the Closer electronically.  However, hard copy draft submissions should continue to be provided to the HUD Closing Attorney for legal review.
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1. Lender PreConstruction Conference Duties
1. Lender’s Architectural Reviewer and Cost Analyst’s Statement of Work - New Construction, Substantial Rehabilitation, and 241(a) 
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1. Project Capital Needs Assessment (PCNA) Statement of Work – 223(a)7 
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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 Carson on Twitter and Facebook.
If you wish to be taken off this mail list, please go here.
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