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Lender Quality and Monitoring Division Mortgagee Certification

HUD’s Lender Quality and Monitoring Division (LQMD) is currently ensuring all lenders doing business with HUD under Section 232/Lean have provided the proper mortgagee certification (per the March 30, 2012 Email Blast).  Accordingly, any lender needing to complete the certification will be contacted by LQMD staff in the very near future.  Lenders can confirm an updated certification is on file at the following link:  Mortgagee Certification MAP Approved Lenders List
Back to top
Consolidated Section 223(a)(7) Queue

By Email Blast dated January 25, 2011, we announced the creation of two lanes for enhanced workload management of Section 223(a)(7) Firm Applications – the Green and Regular Lanes.  Green Lane deals were defined as proposed Section 223(a)(7) refinances with no loan term extensions, no Transfer of Physical Assets (TPA)/change of operator and no new Accounts Receivable Lines requiring Lean compliance approval (subsequently, electronic 2530s were also required with Green Lane deals). 

Since that time, ORCF has allocated additional staffing resources able to perform underwriting reviews for 223(a)(7) applications, helping greatly to reduce previous backlogs.  Accordingly, we have decided to merge the two lanes back into one consolidated 223(a)(7) queue.  The consolidated Section 223(a)(7) queue will take effect for Firm Applications submitted on or after January 15, 2013, with those applications assigned to underwriters on a first-in, first-out basis.

Lenders are encouraged to perform thorough quality review checks to applications prior to submission to assist in the efficient and accurate Firm Review of the Section 223(a)(7) application.  Lenders also are reminded that loan term extension requests will continue to be carefully reviewed by ORCF to determine if the additional term will inure benefit to the insurance fund. 

Back to top
New Queue Views for Section 223(f) and 223(a)(7)
In response to concerns raised by some lenders when an application no longer shows up on the hud.gov queue lists upon assignment to an Underwriter, we are adding additional information fields to the existing views for Section 223(f) and 223(a)(7) loans.  The new view will now include a list of loans that have been assigned within the last week, along with the assigned ORCF Underwriter’s name.  This new view should help lenders track their loans while the applications move from an “In Firm Queue” status to the “Firm Review” status.

Back to top
Other Queue – Lenders Preparation Of an Application As It Reaches The Top Of The Queue

When an application in the “Other Queue” reaches the top of the queue, you will be contacted by the ORCF Underwriter once your application has been assigned.  Please be prepared to submit the following documentation to the Underwriter at that time (we recommend you begin to address these items when your loan is the fifth one from the top of the queue):

1. Place all updates in the hard copy of the full application, including the third party reports (a hard copy of the plans and specifications is not required).  The assigned ORCF UW will inform you when to send the hard copy. 

2. Updated financials (YTD) for relevant entities (electronic and hard copies).  If the updated financials indicate a significant change from the data in the original submission, please provide a narrative explanation of those changes.  Please see sample document (here) for example of projects having existing operations.  For the mortgagor entities, we will need updated financials on the entity or person(s) who is providing the financial capacity for the project as well.  

3. Updated working capital calculation for the General Contractor – not required for initial submission applications.

4. If any of the principals have changed, please submit revised organization charts and update any other relevant exhibits. 

5. An electronic copy of Division 1 of the specifications (including the wage decision) – not required for initial submission applications.

6. For existing SNF projects update the state survey information as well.

7. For the Operator and General Contractor, please answer the following questions:

1. Do the Aging of Accounts Payable schedules show any material accounts payable (amounts in excess of 5% of effective gross income) over 90 days?  If so, please provide an explanation.

2. Do the Aging of Accounts Receivable schedules show any material accounts receivable (amounts in excess of 2% gross income) over 120 days?  If so, please provide an explanation.

3. Are there any net losses or declining net incomes for the year to date and last three fiscal years?  If so, please provide an explanation.

Please review the Email Blast dated 9/1/11 regarding Financial Capacity, Participant Experience and Debt Service Reserve Escrows, and update any relevant exhibits.  Moreover, please note that once we begin our underwriting review, it is unlikely that a refund of the HUD application fee will be issued.  

Back to top
Revised Accessibility Matrix for Section 232

In conjunction with HUD’s Office of General Counsel, Fair Housing Compliance Division, ORCF’s Accessibility Matrix has been revised.  A summary of the significant changes to the original February 9, 2010, version (published in the February 19, 2010, Email Blast) follows:

· The Fair Housing Amendments Act (FHAA) is applicable to Skilled Nursing and Intermediate Care facilities (as well as Assisted Living and Board & Care).

· For Purchase/Refinance loans, the Uniform Federal Accessibility Standards (UFAS) is applicable to all existing HUD Section 232 New Construction, and existing HUD Section 232 Substantial Rehabilitation (but only those elements that underwent alteration), that Initially Closed with HUD after July 11, 1988.

· Compliance with Title II and Title III of the Americans With Disabilities Act (ADA) has been clarified.

The revised Matrix, dated December 5, 2012, can be found here and is to be used immediately.  The Matrix is also posted under “Lender Tools for Firm Application,” for New Construction, Substantial Rehabilitation, 241(a), and 223(a)(7).  Any questions should be directed to LeanThinking@hud.gov.
Note – HUD is currently working on a proposed rule to adopt the Architectural Barriers Act (ABA) Accessibility Guidelines with some revisions.  Stay tuned for details.

Back to top
Use of Risk Management Programs

As the HUD underwriter and the Loan Committee have considered how a facility has been performing with respect to risk management (considering, for example, state survey scores, insurance claims, etc.), HUD has sometimes included in its firm commitment a special condition specifying that an operator must create and maintain a risk management program.  Further, the recently published Operator Regulatory Agreement includes a provision for all operators to provide for risk management, stating:

RISK MANAGEMENT PROGRAM.  In accordance with Program Obligations, Operator shall implement and maintain a risk management program which incorporates a real-time incident reporting and tracking system that informs Operator’s senior management of all incidents with the potential to expose the Operator to liability for personal injury or other damages.  Each incident must be reviewed by Operator’s appropriately-trained professional staff, and such staff must follow-up on incidents as necessary.  The risk management program must include appropriate training for Operator’s staff.

The effective date of the Operator Regulatory Agreement and other recently published documents has not yet been announced, and details for the risk management program will be addressed in the forthcoming handbook.  However, given operators’ interest in knowing what to reasonably anticipate, and given that HUD does presently include a special condition on this subject in some firm commitments, ORCF is setting forth below general examples of risk management programs that operators should anticipate may be required, depending on the circumstances.  They include:

1. Develop and document a comprehensive software-based risk management program and have designated staff positions to implement the risk management program - In this approach, a highly experienced long-term care risk manager develops the company’s risk management program, tracks incidents, analyzes incident trends, trains/re-trains front line staff as needed, works with the professional liability insurance carrier, etc.  This could be implemented across multiple facilities.
2. Contract with a third party provider of electronic risk management.  This level of risk management provides the highest degree of confidence, accuracy and follow-through on reducing incidents and claims.  The statement of work must include, at a minimum, the following:

· Access and use of an electronic incident tracking and reporting system

· Facility incident reporting and tracking with the third party provider’s data processing/risk management center

· Clinical specialists to review all incidents and trends and train staff accordingly

· Assist the facility in developing, implementing and maintaining appropriate risk prevention initiatives 

The risk management program, which must be reviewed and approved by HUD prior to closing, is expected to be maintained for the life of the loan.  If at some time in the future the operator requests to make any changes to the original risk management program that was approved by HUD prior to closing, Asset Management would review and consider the request on a case-by-case basis.  

Back to top
Final Rule for Section 232 Partial Payment of Claims is Published

On December 7, 2012, the Department published a Final Rule providing for the partial payment of mortgage insurance claims in the Section 232 Program (FR-5537-F-02).  The new rule will be a substantial risk mitigation tool; it will be used only to prevent otherwise unavoidable full insurance claims.  Under the rule, HUD can request a mortgagee to participate in a partial payment of claim in lieu of assignment after HUD determines that partial payment would be less costly than other reasonable alternatives for maintaining the project and keeping it available to serve community needs.  This tool will not be used except in circumstances in which HUD finds that the financial relief resulting from the partial payment of claim, when considered with other resources available to the project, will be sufficient to restore the financial viability operational stability of the project (and thus prevent a full claim).  While the rule has been pending, HUD approved several partial payment of claim transactions pursuant to temporary authority provided by a mortgagee letter (Mortgagee Letter H-2011-15), and HUD has thereby been able to avoid several Section 232 assignments that otherwise would have occurred.  The new rule provides permanent authority for this tool and clarifies the requirements for its use.

Back to top
Update on REAC Physical Inspections

As a result of the Final Rule (FR–5465 F–02) published September 7, 2012 and as discussed in the October 31, 2012 Email Blast, HUD has revised its protocol on REAC physical inspections on some Section 232 projects.  Consistent with the Rule, HUD is ceasing the routine inspection of skilled care facilities on the basis that those facilities are subject to routine surveys and inspections by the states pursuant to the requirements of the Centers for Medicare and Medicaid Services.  The document entitled “Account Executive Facility Assignment – Contact Listing” (posted here) lists which Section 232 projects are subject to future routine REAC inspections.

If you believe our coding for a particular project is incorrect, please contact the project’s Account Executive.  Please note, projects containing more than one type of facility are coded as the predominant facility type (based on # of beds).  Please also note that if the previous REAC inspection on a facility was below a 60, HUD will require a re-inspection regardless of the type of facility (until a score of 60 or above is obtained).

Back to top
Legal Punch List For Transfer of Physical Assets (TPA) Effective December 19, 2012

Effective immediately, please begin using the TPA legal punch list (located here) for all TPA transactions.

Back to top
ALTA Title Policy Endorsement Requirement
Due to changes in the ALTA Title Policy Endorsement 9.3-06 comprehensive endorsement, HUD now requires Title Policy Endorsement 9-06 and 9.6-06.  The next revisions of the punch list will reflect this change. 

Back to top
Lender Training on March 13th and March 14, 2013

Save the Date!  Working in conjunction with the Eastern Lenders Association, ORCF plans to have a lender and third party training on underwriting, closing, asset management, and policy related to Section 232 loans on March 13th and March 14th of 2013.  The training will take place at the Philadelphia Marriott Downtown.  The Eastern Lenders Association will be sending out additional information to their email listserv.  If you wish to be placed on this listserv, please email Kim Henry (Assistant to Jeff Allshouse, Secretary of ELA) at kim.henry@prudential.com.
Back to top
FROM THE CLOSING CORNER

Section 232 New Construction Final Closing Consolidated Certification
The Section 232 New Construction Final Closing Consolidated Certification is a sample form first published in the June 27, 2012 Email Blast.  This form is being republished (link here) as some minor changes have been made to fit the title designations in the Section 232 final rule, as well as to reiterate that it is completely discretionary.  It is issued in order to reduce the number of final closing requirements.  ORCF will accept this certification as an alternative to resubmitting documents from the initial closing.  When using this optional approach, the expectation is that the identified parties will certify to HUD that, to the best of their knowledge and belief, various critical documents have not been revoked, amended, modified or changed as of the date of final closing.  To the extent that the identified documents have been revoked, amended, modified or changed since initial closing, they must be submitted for HUD review and approval as part of the draft final closing submission.

Back to top
Comfort Letters and Identity of Interest (IOI) Between Borrower and Operator

Some transactions involving accounts receivable, master leases, and/or an operating lease between a non-identity of interest owner and operator, included letters from HUD indicating that HUD would honor certain provisions in loan documents to which HUD is not a direct party.  These letters (which some referenced as “comfort letters”) were intended to address potential inconsistencies between documents, and were relevant primarily in the case that the borrower and operator were not identity-of-interest entities.  Please note that the newly published documents include provisions that have been revised so as to eliminate the basis for requesting such a letter from the Department.  Therefore, once those documents are in effect and applicable, such letters should no longer be necessary.  In the meanwhile, HUD will continue to consider requests for comfort letters, but the “comfort” requested should be appropriate for the transaction.  For example, IOI parties should not request non-disturbance provisions in their documents. 

Back to top
Rollout of the Special Conditions Matrix

The purpose of the special conditions matrix is to consolidate the special conditions in an easy to use matrix and document how each of the special conditions is being satisfied.  The special conditions matrix is available here and also posted on ORCF’s Sample Closing Documents Page here.  As a sample document, its use is discretionary.  The special conditions matrix will be emailed to the Lender/Lender Counsel by the Closing Coordinator with the initial closing email.  The Lender/Lender Counsel should include the special conditions matrix with the closing package.  The Lender/Lender Counsel should fill in the column entitled: “Evidence provided to clear condition” with the necessary explanation on how the special condition is being satisfied.  Supporting documentation, e.g. letters, forms, plans, can be referenced in the matrix.  After reviewing the closing package, the ORCF Closer will indicate in the following columns whether the condition has been satisfied or not, along with a date.  If the Lender /Lender Counsel has not provided sufficient documentation to satisfy the special condition, the Closer will notify the Lender/Lender Counsel, asking for additional information or documentation.  As a reminder, all special conditions must be satisfied prior to closing.  For new construction projects only, it may be necessary for a special condition to survive closing and must be cleared prior to Final Endorsement.  Once all of the special conditions have been cleared by the ORCF Closer, a copy of the special conditions matrix will be sent to HUD counsel, along with the email clearing the project for closing.   If HUD Counsel agrees, the special conditions matrix may be used in lieu of amending the Firm Commitment.  

Back to top
Last Step – Transaccess Information Needed

As mentioned in the November 18, 2011 Email Blast, ORCF introduced a new method to obtain critical documents for each project following closing – The Transaccess Process.  These critical documents are essential for the Account Executives to service the new loans.  We thank all of those Lenders/Lenders’ Counsel that have been diligently providing Compact Discs and Zip files with these documents.  

This is a friendly reminder that, while this still has not become a standard operating procedure for all Lenders/ Lenders Counsel, we strongly encourage all to provide these documents in a timely manner – within 30 days of the closing of the project.  The Lender/Lender counsel must provide an electronic version of all recorded documents to the Closer, in addition to the hard copies already submitted to Headquarters.  The ORCF Closer will provide the Lender/Lender Counsel with a “Transaccess Scanning Sheet” (located here), with the respective documents checked, with the electronic version of the file.  Please submit all documents, using this “Transaccess Scanning Sheet” as your cover-page, and number your documents according to this Transaccess Scanning Sheet”.  We strongly encourage you to use CDs to accommodate the number/size of documents required to be sent simultaneously.  

ORCF appreciates your continued support in this endeavor to provide timely documents for our Account Executives.  

Back to top
Document Links Included In This Blast

1. Mortgagee Certification MAP Approved Lenders List
2. “Other Queue” Updated Financials Table Sample for Lenders
3. Revised Accessibility Matrix For Section 232
4. Section 232 Partial Payment of Claims Final Rule FR-5537-F-02
5. Section 232 Healthcare Facility Insurance Program-Strengthening Accountability and Regulatory Revisions Update Final Rule FR–5465 F–02


6. Account Executive Facility Assignment – Contact Listing
7. TPA Legal Punch List
8. Section 232 New Construction Final Closing Consolidated Certification
9. Special Conditions Matrix
10. Transaccess Scanning Sheet
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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 

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 online. 

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare
HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF)
Update as of November 30, 2012
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Revised Section 232 Documents Available For Public Review

On November 21, 2012 a Federal Register Notice (FR–5623–N–01) was published to share the public comments received during the first round of review of the proposed Section 232 documents (held May 3, 2012 – July 2, 2012).  The Notice also shares HUD’s responses to the received comments, as well as the newly revised documents themselves.  A link to this Notice, revised documents and redline comparisons to those documents posted on May 3rd, is available for review at: www.hud.gov/232forms.  
Back to top
Document Link Included In This Blast

1. Federal Register Notice FR–5623–N–01, Revised Section 232 Documents and Redline Comparisons
Back to top
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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 

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 online. 

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare
HUD’s Lean 232 Program

Office of Residential Care Facilities (ORCF)

Update as of October 31, 2012
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Section 232 Accountability Rule, Effective October 9, 2012, Makes Key Program Changes

The Final Rule entitled “Federal Housing Administration (FHA):  Section 232 Healthcare Facility Insurance Program-Strengthening Accountability and Regulatory Revisions Update,” (click here for Final Rule) which was published September 7, 2012, became effective October 9.  The Final Rule covers many facets of the 232 Program, including physical, financial and operational matters, and though its overall effective date was October 9, various provisions of it have initial applicability dates beyond that point.  Here is a summary of some key provisions of the Final Rule, which is attached.  Note that although the preamble portion of the attached Final Rule is lengthier than the regulatory provisions themselves, the preamble language provides useful background and context. 

Operator Financial Statements

This provision requiring operator financial statements (24 CFR 5.801(a)(6) and (d)(4)) is not yet applicable; it will not apply until HUD announces (via Federal Register notice) the manner in which such financial reports are to be submitted.  HUD anticipates that this announcement will be made in 2013.  Even then, this provision will apply only with respect to fiscal years commencing at least sixty days after the announcement.  When the applicability date is ultimately reached, however, this provision will apply both to existing and future 232 projects.

The provision requires operators to submit quarterly/year-to-date operator-certified financial statements to the lender and HUD.  The Rule further states that HUD may direct the operator to submit the financials to a third party in lieu of or in addition to HUD.  Given the substantial relationship between operator financial performance and mortgage risk, obtaining operator financial performance data is extremely important.  The reporting requirement will also help assure that the operator maintains facility-by-facility accounting records.

REAC Physical Inspections

This provision (24 CFR 200.855) is now applicable, and it limits the inspections on skilled nursing facilities.  It provides in part that REAC will no longer routinely perform physical inspections on skilled nursing facilities (though HUD can direct on a case-by-case basis that one be conducted).  In applying this provision, HUD is halting the inspections on facilities categorized in HUD’s database as skilled nursing facilities (SNFs).  This can include skilled nursing facilities that do have some non-skilled nursing units, but are predominantly providing skilled nursing care. 

In implementing this provision as expeditiously as possible, HUD is halting the scheduling of routine inspections on such facilities.  Additionally, HUD has directed the cancellation of:

a) inspections already scheduled to occur between October 9th and November 8th on any such facilities, where the prior REAC inspection resulted in  a score of 80 or above, and 
b) inspections already scheduled to occur on or after November 9th on any such facilities, unless the prior REAC score was below 60.

The provision also gives HUD the authority to determine that other (non-SNF) projects in a particular jurisdiction do not need REAC inspections, if HUD finds that a particular jurisdiction provides adequate inspections with readily available results.  Action, if any, with respect to that authority will be announced at a later date.

Purchase of Goods and Services

This provision (24 CFR 232.1007) is now applicable, and it applies to all existing and future 232 projects.  It simply applies a reasonableness standard to the purchase of goods and services.   Although this matter had not previously been set forth at the rule level, it is not a departure from longstanding HUD expectations or from industry practice.

Working Capital

This provision (24 CFR 232.1013(b)) directs that the operator may not withdraw funds if it fails to timely submit its quarterly/year-to-date financial statement or if that statement shows negative “working capital”, a term to be applied based on Generally Accepted Accounting Principles (GAAP).  The provision applies only to transactions for which a firm commitment is issued on or after April 9, 2013.  

Prompt Notification of Circumstances Placing the Value of the Security at Risk  

This provision (24 CFR 232.1015), is now applicable, and it applies to all existing and future 232 projects.  The provision requires a facility’s operator to very promptly provide HUD and the lender with any notification that has placed the licensure, a provider funding source, and/or the ability to admit new residents at risk, and any response to those notices.

The language of the Final Rule is far-reaching on this notification issue, but the provision also states that HUD may choose to exempt certain information from the requirement based on the severity level.  Toward that end, HUD included in the proposed Operator Regulatory Agreement (published as part of the PRA Document Notice concurrently with the Proposed Rule) the following proposed exemption from this requirement:

Unless otherwise requested by HUD, the reporting requirement of this provision shall not encompass regulators’ communications relating solely to Licensed Nursing Facility surveys wherein all cited violations are less severe than a “g” level, or its equivalent, and, collectively, do not result in an imposition of remedy level greater than CMS Remedy Category 1, or its equivalent (pursuant to CMS State Operations Manual, Chapter 7, as may hereafter be edited or updated, or any successor guidance).  

HUD finds this limitation on the scope of 24 CFR 232.1015 reasonable, and HUD at this point is not expecting to be routinely provided with communications about such matters that do not rise above this level of severity.

Back to top
Eligibility of Bridge Loan Financed Indebtedness
Clarification on the Eligibility of Bridge Loan Financed Indebtedness- A bridge loan is one that spans the gap between the termination of a short-term loan and the start of another long term loan.  Bridge loans are permitted as eligible indebtedness in the Section 232/223(f) program as long as the original indebtedness meets eligible debt requirements (please see April 10, 2009 Email Blast) and the bridge was not used to artificially increase the mortgage, circumvent program intent or to facilitate equity cash out.

Please note that when any identity of interest is involved, further requirements or restrictions may apply.  As established in the April 10, 2009 Email Blast and reaffirmed in the March 30, 2012 Email Blast, transactions involving any identity of interest between the Borrower and the Lender of the proposed FHA transaction (“FHA Lender”) are not permitted by Section 232.  Similarly reaffirmed on March 30, 2012, when either the lender of the original indebtedness (“original lender”) or the lender of the bridge loan (“bridge lender”) on said indebtedness has any identity of interest with the Borrower, the debt must season five years before it can be refinanced under Section 232/223(f).  When there is any identity of interest between the FHA Lender and the Bridge Lender, the original indebtedness must meet eligible debt requirements and any identity of interest must be disclosed so that it may be carefully analyzed by HUD.  Such identities of interest can raise concerns about the objectivity of the lender in its analysis of value.

Back to top
Changes to the “Other Queue”
ORCF has received numerous inquiries on status of applications in the “Other Queue”; we want to point out the current changes with processing in the “Other Queue”.  For a period of 60 days, some ORCF Underwriters were pulled from reviewing applications to review industry comments on the new forms being developed by ORCF for publication.  Now that the forms review process is completed, we are assigning five ORCF Underwriters and five ORCF appraisers to concentrate on reviewing the applications in the “Other Queue.”  By allocating these resources to the “Other Queue,” ORCF will be able to reduce the queue time for these applications.

One other change involves Diane Rosinski ‘s retirement on September 30, 2012.  As Diane was very instrumental in the development of the underwriting process for the “Other Queue” she will be missed! We wish her many years of HAPPY Retirement!

Back to top
New Construction Processing – Applications with Major Deficiencies
We are continuing to screen applications in the other queue per the Email Blast dated May 31, 2012.

If the prescreening identifies any major deficiencies, ORCF will contact the lender to advise them of those deficiencies.  The firm application will then be placed on long-term hold until the lender has provided sufficient evidence or explanation to resolve the major deficiencies.  Firm Applications that are received on or after November 1, 2012 that are placed on long-term hold due to major deficiencies will be returned to the back of the queue based on the date the lender provides an acceptable response to ORCF.  By managing firm applications for new construction projects in this order, ORCF can provide the fastest processing to lenders with complete applications.

Major deficiencies include, but are not limited to:

· Incorrect program templates used (i.e. used initial submission documents for a single stage application)

· Expired Third Party Reports

· Environmental Issues are not addressed

· Impact of proposed state reduction in Medicaid is not addressed

· Insufficient experience of the Borrower

· Unclear or insufficient financial position of the Borrower/Principals

· Insufficient equity

· Incorrect or inconsistent calculations throughout the application

· 2530s/APPS not completed or completed incorrectly

· Missing exhibits

Back to top
Lender Performance Measures (Underwriting)
ORCF is collecting data based on our Underwriter Reviews of applications submitted by Lenders.  Applications are evaluated based on six general criteria: Mathematical Calculations; Quality Control; Responsiveness; Due Diligence; Programmatic/Legal Issues; 3rd Party Reports and Assessments. Any significant problems in these areas that lead to delay in underwriting review are noted by the ORCF underwriter.  Data is collected for every application sorted by lender and will be shared with individual lenders on a quarterly basis.  While we coordinate with our Lender Approval and Monitoring Division, please confirm with Mary Walsh who the lead underwriting contact you wish to receive the quarterly data report.  Please email Mary at: Mary.V.Walsh@hud.gov.  Mary also can be reached at 817.978.5807 for any questions.

Back to top
Upcoming Team TSI/HUD Training Webinar

As mentioned in the January 25, 2011 Email Blast, HUD has contracted with Team TSI to provide a web site which contains all the survey reports for HUD’s 232 existing nursing home portfolio (Disclaimer: Team TSI is one of many companies in the industry that provide this type of information for a fee. The reference to this company should not be interpreted as an endorsement by HUD to the expertise of the company or quality of the product provided).  This information is crucial in understanding the quality of care provided to the residents.  This service is FREE for all lenders to access their existing FHA insured portfolio.  Team TSI/HUD will be providing a training webinar on use of the Team TSI Corporation web portal on Friday, November 9, 2012, from 1:00pm-2:00pm CST and Friday, December 14, 2012, from 1:00pm – 2:00pm CST.  To register for a session, click on a date below:

Fri, Nov 9, 2012 1:00 PM - 2:00 PM CST
Fri, Dec 14, 2012 1:00 PM - 2:00 PM CST
Back to top
FROM THE CLOSING CORNER 

Early Commencement Shortfall Process

Lenders have reminded us that for ORCF approved Early Commencement construction transactions the HUD-92264HCF Section H may over-estimate certain line items since it is based on the estimated replacement cost.  To address this issue, ORCF is offering Lenders the option to request amendments to firm commitments which more accurately reflect estimated costs in the determination of the maximum mortgage amount (Criteria 12 of the HUD-92264A).  The firm commitment amendment request letter should include:

1.  Information on the estimated and actual cost in connection with the subject loan for new construction, rehabilitation, or addition, after excluding any kickbacks, rebates, adjustments made for items including but not limited to taxes, interest, insurance, MIP, or other expenses identified.  This information shall be submitted and certified by an authorized representative of the mortgagor entity.  A sample certification for your reference is located on ORCF’s website under Sample Closing Documents (Direct link here).
2.  A revised HUD-92264A reflecting a reduction in the Replacement Cost in Criteria 12 by the amount of the Early Commencement Savings.

Additional Discussion of Early Commencement Shortfall Concept

The most common and most significant savings in cost in early commencement transactions would be in the interest line item.  The borrower will not be paying (HUD insured) interest payments during the early commencement period.  To determine the revised interest amount the lender should estimate the remaining interest payments for the number of months (plus two months) that will remain in the construction schedule at the time of Initial Closing, and attach that calculation (and any explanation) to the Shortfall Certification.

There will in many cases be a savings in Mortgage Insurance Premium as well.  Please note that the most accurate estimate of the Mortgage Insurance Premium would be based on a per diem calculation (based on the remaining construction period plus two months).

Savings in other line items should be reviewed by the lender and included in the certification as appropriate.

Do not revise the HUD-92264HCF and do not attach it to the amendment request.  The HUD-92264HCF attached to the Firm Commitment reflected the estimated replacement cost at the time of Firm Commitment and remains the approved cost estimate for appraisal purposes.

The Lender’s Advance Register should reflect the Early Commencement Cost from the Shortfall Certification as the opening balance for each affected line item.

Questions should be addressed to your ORCF Closing Coordinator.

Back to top
New Construction Final Closing Legal Checklist and Punchlist

To clarify and correct, the New Construction Final Closing Legal Checklist and New Construction Final Closing Legal Punchlist that were published in the 6/27/12 Email Blast are to be “For closing packages submitted on or after 8/1/12,” not “For applications submitted on or after 8/1/12.”   The checklist and punchlist for new construction final closings (and 241a’s) were intended to be effective immediately on all final closing packages submitted on or after 8/1/12.  This clarification/correction is effective immediately. 

Back to top
REMINDERS

Application Submission Reminders

Identify Common Ownership and Portfolios at Application Submission

As stated and defined in the November 18, 2011 Email Blast, and May 31st Email Blast if 2 (or more) projects have any degree of common ownership, indicate that on the Certification for Electronic Submittal and/or preferably let Rasheedah Dix know when you submit your FHA # request.  Remember, this is part of an 18 month period; you may have to look at what already closed or what you will submit in the future.  

We need lenders' help to identify the common ownership as early as possible, preferably when you get the FHA number 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 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 common ownership allows us to assign one underwriter and attorney to all of the applications. This simplifies and speeds up the application processing for everyone.  The underwriter will inform you if your group will require a master lease under current criteria.

Back to top
Naming Convention in Submission of Electronic Applications

As has been mentioned in the past, when submitting an electronic application, please use only letters, numbers and underscores when making the electronic names of the documents.  Please do not use special characters or punctuations.  Please only use letters, numbers and underscores.  
Back to top
Closing Reminders

After Closing – The Transaccess Process
As mentioned in the November 18, 2011 Email Blast, ORCF introduced a new method to obtain critical documents for each project following closing – The Transaccess Process.  These critical documents are essential for the Account Executives to service the new loans.  We thank all of those Lenders/Lenders’ Counsel that have been diligently providing Compact Discs and Zip files with these documents.  

This is a friendly reminder that, while this still has not become a standard operating procedure for all Lenders/ Lenders Counsel, we strongly encourage all to provide these documents in a timely manner – within 30 days of the closing of the project.  The Lender/Lender counsel must provide an electronic version of all recorded documents to the Closer, in addition to the hard copies already submitted to Headquarters.  The ORCF Closer will provide the Lender/Lender Counsel with a “Transaccess Scanning Sheet” (located here), with the respective documents checked, with the electronic version of the file.  We strongly encourage you to use CDs to accommodate the number/size of documents required to be sent simultaneously.  

ORCF appreciates your continued support in this endeavor to provide timely documents for our Account Executives.  

Back to top
223f/223(a)(7) Closings

· EXTENSION REQUESTS:  The Firm Commitment may be extended for a 60-day period for 223(f) or a 90-day period for 223(a)(7) provided that processing and underwriting conclusions are current at the time of any extension.  The lender’s request to amend the Firm Commitment to extend it for 60/90 days must include the reason for the delay and justify how the delay can be solved during the extension.  Amendments that extend the time of the Firm Commitment must also include the following MAP Guide 11.2(G) statement that there has been no material change in the project or the underwriting of the project:  “The requested delay is not likely to change significantly the underwriting data on which the commitment was based or to undermine the feasibility of the project due to a change in the market, inflation, or other factors affecting cost.”   Note: The FIRST request to extend may be approved by the Closer.  The subsequent request must go to the Underwriter and project WLM for approval; please cc the closer when you submit this request.  

· INTEREST RATE PREMIUM AND CLOSING STATEMENTS:  Please remember that the full amount of the interest rate premium and sources of any cash to Borrower are required to be shown on closing statements.

· NEW FORMS:  The proposed revised documents have not gone into effect and should not be used.

Back to top
New Construction Final Closing Timeframes

Please keep in mind the following key time-periods when planning for Final Closing of your New Construction project:

	TIMEFRAME
	ACTION REQUIRED

	Construction Complete Date
	Construction Completion

The Final Trip Date (date of inspection) is considered the Construction Completion Date.

	Up to 60 days from date of Construction Completion/Final Trip Report
	Cost Cut-Off:

The Mortgagor has up to 60 days from the date of the Final Trip Report/Construction Completion to determine the Cost Cut-off Date for development soft costs.

	Up to 60 days from Cost Cut-Off Date
	Cost Certification Package: 
Lender to submit the Cost Certification Package (see required documents for package in Email Update of 2/2/12, and supplemental information in 11/18/11, 1/6/12, and 5/31/12)

**If Lender is not able to meet this deadline, an extension request will need to be sent to the Closing Coordinator.

	Up to 30 days from receipt of Cost Certification Package
	ORCF Review of Cost Certification Package:

Maximum Insurable Mortgage Letter will be issued once Cost Certification Package is approved.

	Up to 30 days from issuance of Maximum Insurable Mortgage Letter


	Final Closing Package:

Lender to submit the Final Closing Package (see required documents for package in Email Update of 6/27/12)

**If Lender is not able to meet this deadline, an extension request will need to be sent to Closing Coordinator.

	Up to 30 days from receipt of Final Closing Package
	ORCF/OGC Review of Final Closing Package and Final Closing Date Set:

	Incomplete packages or delays in submission of required documents will cause delays in reaching Final Closing.  

ORCF will be looking to Lenders to share these critical timeframes to all parties involved in a New Construction Final Closing.


Back to top
DID YOU KNOW?

ORCF’s Frequently Asked Questions (FAQ) Have Been Updated

The most recent update to ORCF’s FAQs was on October 17, 2012.  ORCF’s FAQs are a valuable reference resource when looking for quick answers.  The updated FAQs can be found here.  

Back to top
FY 2012 LEAN Closings are Now Posted on HUD.gov

FY 2012 LEAN closings are now posted on HUD.gov and can be found here.  All LEAN closings (FY 2010 – FY 2012) can be found here.  Please check these pages in the future for LEAN closing updates.

Back to top
Document Links Included in this Blast

1. Final Rule - Federal Housing Administration (FHA):  Section 232 Healthcare Facility Insurance Program-Strengthening Accountability and Regulatory Revisions Update
2. FY 2012 LEAN Closings
3. All LEAN Closings FY 2010 – FY 2012
4. ORCF FAQs
5. Early Commencement Shortfall Certification Sample Document
6. Transaccess Scanning Sheet-UW and Closer
7. Upcoming TEAM TSI/HUD Training Webinar Registration

Fri, Nov 9, 2012 1:00 PM - 2:00 PM CST
Fri, Dec 14, 2012 1:00 PM - 2:00 PM CST
Back to top




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 

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 online. 

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare
HUD’s Lean 232 Program

Office of Residential Care Facilities (ORCF)

Revised Update as of August 29, 2012
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AUGUST 29, 2012 Contents

Mortgage Insurance Premium (MIP) Update
Fixed Monthly Replacement Reserve Deposit
Guidance On Floodways
Site Visit Inspections by LEAN Approved Underwriter for 232/223(a)(7)s and 223(f)s
Where to Send Application Fees
FROM THE CLOSING CORNER
Document Links Included In This Blast
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Mortgage Insurance Premium (MIP) Update
Effective October 1, 2012 (FY2013) all firm commitments issued or re-issued for all Section 232 projects will have an increase in the annual Mortgage Insurance Premium.  However, firm commitment applications (whether “Initial Submittal of Firm” or “Direct to Firm” applications) that were in the queue prior to June 1, 2012 will be grandfathered under the previous (FY2012) MIP rates. The new rate information is attached and available here: MIP Change for FY 2013 FR-5634-N-02
MIP Collected by Lenders—All Projects

ORCF does not regulate the amount of mortgage insurance premiums collected by lenders from borrowers in refinance or construction transactions. Lenders may have their own policies as they deem appropriate.

MIP Collected by ORCF at Initial Closing—223(f) and 223(a)(7) Transactions

The current practice remains in place.  The first year MIP for a Section 232/223(f) health care facility remains at 100 basis points (one percent). The first year MIP for a Section 223(a)(7) refinancing loan remains at 50 basis points.
MIP Collected by ORCF at Initial Closing—New Construction, Rehabilitation, 241a, Blended Rate Transactions

Effective October 1, 2012 the lender must provide a check for one year of MIP at initial closing.

MIP Underwritten Amount—New Construction, Rehabilitation, 241a, Blended Rate Transactions

For underwriting purposes, the MIP should be calculated on a per diem basis as required for cost certification. 

MIP Year 2 Source of Funds—New Construction, Rehabilitation, 241a, Blended Rate Transactions

Lenders may request release of funds from the Working Capital account to make this payment if the project has not yet reached final endorsement. This request should be made in writing to the ORCF Closing Coordinator.

MIP Cost Certification Amount—New Construction, Rehabilitation, 241a, Blended Rate Transactions

For cost certification purposes the MIP should be calculated on a per diem basis. This was included in instructions in the email blast of January 6, 2012 in the Lender Narrative Cost Certification Supplement attachment.

MIP—Additional Questions

If you have additional questions on MIP (including billing errors to borrowers) please forward those to Lean Thinking.

Back to top
Fixed Monthly Replacement Reserve Deposit

ORCF has received a number of Firm Applications with a reserve for replacement schedule/analysis that factors in a large increase in annual replacement reserve deposits in years 11-15 of the mortgage.   We do realize that a new Project Capital Needs Assessment (PCNA) report will be completed in year 10; however, we are concerned about the property’s ability to absorb such increases (especially in light of the uncertainty of the future reliability of government provider payments as a revenue source).   Therefore, for Firm Applications submitted on or after 9/30/12, the replacement reserve schedule/analysis must use annual replacement reserve deposits that are fixed over the 15 year term of the replacement reserve schedule/analysis.  
Back to top
Guidance On Floodways

Recently, applications have been rejected for having floodways or coastal hazard areas on site. The decisions were based on a prohibition against mortgage insurance in the situations cited in 24 CFR 55.1(c). Once an application for a site containing a floodway has been submitted, the application may not be accepted subject to a carve-out of the floodway portion. Under an exception in 24 CFR 55.12(c)(6), floodways may only be part of the insured site so long as all floodplain areas (including the 500-year floodplain for critical actions) are considered to be incidental portions of the site and construction (including existing improvements) or landscaping activities (except for minor grubbing, clearing of debris, pruning, sodding, seeding, etc.) do not occupy or modify the relevant floodplain. Due to the constraint that activities must “not occupy or modify” the floodplain, the floodplain cannot be utilized in the development or support of any project activity, except as passive open or green space. Open space is a portion of a development site that is permanently set aside for public or private use and will not be developed. Green space is considered to be undeveloped land or land restored to its natural state. 

When invoking the incidental portion exception at 24 CFR 55.12(c)(6), a protective covenant or comparable restriction must be placed on the property’s continued use to preserve the floodplain.  The covenant or comparable restriction must run with the land to provide for permanent preservation of the floodplain. A restriction that is contained in a document that would expire at the conclusion of the HUD-insured mortgage does not meet the requirement for permanent preservation of the floodplain.

In considering the safety of the residents, offsite floodways and other flood hazards will be evaluated in terms of separation distance, elevation differences, and the nature of the hazard in question. Unacceptable proximity to hazards may result in rejection of the application. Pre-submission rulings can be requested through Lean Thinking (LeanThinking@hud.gov).

Back to top
Site Visit Inspections by LEAN Approved Underwriter for 232/223(a)(7)s and 223(f)s

HUD is updating and clarifying the standard for site inspections of 232/223(a)(7)s and 223(f)s.  A LEAN approved underwriter, who is NOT the LEAN underwriter of record, would be appropriate to perform the site visit so long as the site inspection report is reviewed and certified/signed by the Lender Underwriter.  

Back to top
Where to Send Application Fees 

Application fees are due to Mike Luke in Minneapolis before the signed Firm Commitment.  After the Firm Commitment is issued, any additional application fees go to Mike Moe Lawassani in the San Francisco office.  

Mike Luke

HUD Minneapolis Field Office

920 2nd Ave S, Suite 1300

Minneapolis, MN 55402

Mike Moe Lawassani

U.S. Department of HUD - San Francisco Field Office

600 Harrison Street, 3rd Floor

San Francisco, CA  94107

Back to top
FROM THE CLOSING CORNER 

Language changes to form legal documents:  As a reminder, form legal documents are intended to apply to relevant transactions without editing.  Proposed changes should be very rare and based on highly exceptional circumstances.  if any changes to form legal documents (e.g. Regulatory Agreements, Riders, Lease Addenda, etc) are proposed, please do not forget to submit the suggested changes to BOTH OGC and OHP via a red-line document with comments or justifications for the change.  OGC and OHP will work together to discuss and decide on such suggested changes, as it relates specifically to the project.  The OHP contact person for the requested changes should be the assigned Closing Coordinator, who will coordinate the proper authorizations within OHP.  Lenders and Lenders’ Counsel should not submit changed form documents without flagging such changes for clearance by both OGC and OHP.  Any proposed document change will need to be approved by OGC and OHP prior to closing.

Back to top
Document Links Included In This Blast

2. MIP Change for FY 2013 FR-5634-N-02
Back to top
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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 

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 online. 

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare
HUD’s Lean 232 Program

Office of Residential Care Facilities (ORCF)

Update as of July 13, 2012
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July 13, 2012 Contents

Proposed Rule for Section 232 Partial Payment of Claims is Published
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Proposed Rule for Section 232 Partial Payment of Claims is Published
A proposed rule establishing the criteria and process by which FHA will accept and pay a partial payment of the claim under the FHA mortgage insurance contract for Section 232 projects has been published in the Federal Register.
https://federalregister.gov/a/2012-16559 

This proposed rule changes the Section 232 regulations, and your input is important for ORCF in its effort to shape an appropriate final rule after the public comment period.  Please provide feedback and submit public comments by September 7, 2012, as described in the proposed rule. 

All comments should refer to Federal Housing Administration (FHA) Section 232 Healthcare Mortgage Insurance Program: Partial Payment of Claims, Docket Number FR-5537-P-01.

Back to top
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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 

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 online. 

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare
HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF) 
Update as of JUNE 27, 2012
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JUNE 27, 2012 Contents

232 Email Blasts moving to HUD Listserv
Green Lane for 223(a)7 combined with 232(i) Fire Safety Equipment Loan Program transactions
Information Needed for Waivers of 24 CFR 232.3 (Bathroom Waivers)
Mitigate Special Income Sources in Appraisal and Underwriting
Clarification on Lender Underwriter Approval
Completed Kaizen Action Items, Legal Review Updates
Revised Management Agent Grid
Revised Closing Legal Punchlists and Checklists – 232/223(a)(7) and 232/232(f)
Accepting one set of closing documents with a soft copy
FROM THE CLOSING CORNER
“Hot off the Press!”  - Guidance for Final Closing for 232 New Construction Projects
TAKE NOTE:  HUD Application Fee Adjustment Process has Changed
Closing Contract Changes
Files Distributed in this Blast
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232 Email Blasts moving to HUD Listserv

ORCF has set up a new listserv to distribute Email Blasts and other program announcements.  All addresses on the current Blast distribution list have been added to the electronic mailing list.  This system allows people to subscribe and unsubscribe themselves directly through the HUD website. This will allow you to manage your own subscription preferences and reduce HUD staff time required to manage the list.  Messages will still come from Mike.M.Lawassani@hud.gov but will be forwarded by Lean-232-Updates-L@hudlist.hud.gov.  Depending on your email settings one or the other address may appear in the “From” field.  

Due to listserv limitations we will not be sending any files attached to future Email Blasts.  All files will be available from the ORCF website, and the Blast will include a direct link to the online file. 

Access the Lean 232 Updates mailing list on this webpage: http://portal.hud.gov/hudportal/HUD?src=/subscribe/signup&listname=Lean%20232%20Updates&list=LEAN-232-UPDATES-L 

Please do not send future subscription requests to Mike Lawassani.  Use the online portal to manage your own subscription. 

Back to top
Green Lane for 223(a)7 combined with 232(i) Fire Safety Equipment Loan Program transactions

The January 25, 2011 Email Blast established a “Green Lane” for expedited processing of Section 223(a)(7) applications meeting certain criteria.  The criteria is being updated to address the potential that a 223(a)(7) application can be submitted with 232(i), Fire Safety Equipment Loan Program application.  Effective immediately, the criteria for expedited Green Lane processing has been expanded to include all 223(a)(7) applications submitted with 232(i), Fire Safety Equipment Loan Program applications.  The Fire Safety Equipment Loan Program was highlighted in the March 30, 2012 Email Blast.

Back to top
Information Needed for Waivers of 24 CFR 232.3 (Bathroom Waivers)

The April 30, 2012 Email Blast directed lenders to send requests for waivers of 24 CFR 232.3 to Vance.T.Morris@hud.gov.  In sending the request, the following information must be included from the Lender’s Narrative:

1. Project Name

2. Project Address

3. Copy of License

4. Sketch of Floor Plan showing residents’ sleeping, bathing and toileting facilities

5. Number of Residents

6. Number of Full Bathrooms

7. Number of Half Bathrooms

8. Number of shower rooms or bathing areas (excluding those in full bathrooms)

9. Full explanation on why the loan applicant cannot meet the requirements of 24 CFR 232.3 for number of bathrooms and/or private access to bathrooms.

It is important to remember that 24 CFR 232.3 “Bathroom” waivers must meet HUD’s legal sufficiency standards, as determined by the HUD’s Office of General Counsel, and be approved by the FHA Commissioner.

Back to top
Mitigate Special Income Sources in Appraisal and Underwriting

The Section 232 Loan Committee has recently encountered applications where Medicaid Upper Payment Limit (UPL) revenues have materially impacted the income approach to valuation used to determine the maximum loan amount.  In most cases, this relatively new special income source emanated from a new operator arrangement with a governmental entity, thereby allowing the UPL revenue stream to be created.  As such, this new arrangement caused concern, delay, and required changes to individual applications before a Firm Commitment could be issued. 

To avoid similar problems in future applications, lenders should ensure that all special income sources are appropriately addressed in advance.  The key principles are disclosure and mitigation.   

Any unusual income sources must be clearly identified and described in both the text of the lender narrative and in tables, financial statements, sources & uses, etc. as applicable.  The lender underwriter should evaluate the risk and stability of these income sources and include specific, appropriate, and clearly defined mitigation such as modified capitalization rates, long-term debt service reserve escrow accounts, or other mitigations.  The third party appraiser should determine the appropriateness of including such income when establishing the market value of the property using the income approach. 

As a reminder, sound appraisal principles require that the appraised market value of a property be established without regard to the identity of the current owner and operator.  If needed, the appraiser should cite a hypothetical condition in order to include or exclude the owner- or operator-dependent income.  Examples of special revenue sources that are not included in the calculation of income for determining market value include fundraising, endowments, grants, and investment income.  Depending on the circumstances Upper Payment Limit revenue may need to be excluded as well. 

Back to top
Clarification on Lender Underwriter Approval

The March 30, 2012 Email Blast had comprehensive guidance on the criteria for Lender and Underwriter Approval under 232/Lean.  We have received questions and would like to clarify one item needed for underwriter approval.  Loan Underwriter Approval described Exhibit A as “Resume for healthcare underwriter which supports five years of experience in underwriting residential healthcare facilities.”  ORCF does not intend to require 5 years duration of underwriter experience.  Instead, consistent with the previous MAP Guide, the lender underwriter should demonstrate recent residential healthcare experience. Therefore, effective immediately, the above-quoted sentence with respect to instructions for Exhibit A is amended to read, “Resume for healthcare underwriter which supports experience in underwriting residential healthcare facilities within the previous five years.”

Back to top
Completed Kaizen Action Items, Legal Review Updates

The following items complete the process improvement tasks identified in the February 2012 Kaizen.    

Revised Management Agent Grid

Pursuant to the February Kaizen, changes were made to the Management Agent Grid to provide better guidance for field counsel when reviewing the roles of the parties operating the project regardless of their title.  (See revised Management Agent Grid posted online)

Revised Closing Legal Punchlists and Checklists – 232/223(a)(7) and 232/232(f) 

The 232/223(a)(7) and 232/223(f) legal closing punchlists and checklists have been revised and are effective August 1, 2012.  The legal punchlists have been changed to clean up obsolete or inaccurate language, indicate when redlines copies of documents should be provided, suggest that field counsel facilitate discussion of legal comments by making an evaluation call to lender’s counsel, and clarify the required searches.  (See revised Punchlists and Checklists posted online)

Accepting one set of closing documents with a soft copy

Some local HUD counsel have elected to eliminate the need for multiple sets of closing documents when lender’s counsel has committed to providing HUD, within 2 weeks but no later than 30 days from closing, with a CD containing all the closing documents as a searchable pdf organized per the closing checklist.  The Atlanta Regional Office, Baltimore Field Office, and New York Regional Office currently participate.  Lenders are encouraged to ask the HUD closing attorney if they are willing to follow this process, which is completely discretionary.

Step-By-Step “One Set” Process 

The hard copy delivered at the closing will be the documents submitted for the Washington Docket.  The soft copy will be retained as the field counsel copy of closing documents.  Process outline: 

· CD Formatting - The CD must contain the documents listed in the order of the checklist preferably with electronic tabs /bookmark as a searchable pdf.  All scanned documents included in the CD as a PDF should be OCR (optical character recognition).  

· Lender’s counsel would be required to provide 1 original of the closing documents.

· On the day of closing or the next day, the OGC field counsel would scan in certain documents to Headquarters. (Note, Regulatory Agreement(s), Escrow Agreements) to Closing Coordinator and Mike Lawassani for 290 Closing Memorandum.

· The OGC closing attorney would hold all of the original closing documents in their offices until all recorded documents are returned to HUD. 

· As the original recorded documents come back, lender’s counsel would (i) send original Regulatory Agreement(s) to the OGC closing attorney to replace in the original closing file and (ii) send photocopies of the other file-stamped recording documents to the OGC closing attorney to replace in the original closing file. 

· As soon as the original closing file is complete with the file-stamped recording documents (no later than 30 days) lender’s counsel would at the same time send OGC field counsel 1 CD with all of the closing documents and the closing checklist.  

· Lender’s counsel would also send to Closing Coordinator 1 CD with the documents required by the Transaccess Scanning Sheet, with the documents names including just the numbers on that sheet. 

· OGC closing counsel would then send the original set of closing documents to Tiffany Tyer in Washington and keep 1 CD in their office in the field.  (no change from current transmittal sheet) 

Back to top
FROM THE CLOSING CORNER

“Hot off the Press!”  - Guidance for Final Closing for 232 New Construction Projects

Through the collaboration of OGC and ORCF, further guidance is now available for Lenders/Borrowers preparing for the final closing of a Section 232 New Construction project.  The following documents (posted online) may be used by lenders to facilitate their final closings.   

1. 232 NC Operator Attorney Opinion Update – Final Closing DACA/DAISA – If the attorney’s opinion which was issued at initial closing did not address all of the documents applicable at final closing, then the attorney’s opinion must be updated at final closing.  We have occasionally found this to be the case with respect to the DACA/DAISA.  In situations in which those particular documents are the only documents requiring an updated opinion, this file provides a suggested format to prepare an attorney’s opinion meeting HUD requirements. 

2. 232 NC Final Closing Consolidated Certification – In order to reduce the number of final closing requirements, ORCF will accept this certification as an alternative to resubmitting documents from the initial closing.  When using this optional approach, the expectation is that the identified parties will certify to HUD that various critical documents have not been revoked, amended, modified or changed as of the date of final closing.  To the extent that the identified documents have been revoked, amended, modified or changed since initial closing, they must be submitted for HUD review and approval as part of the draft final closing submission.

Effective August 1, OGC/ORCF will be using this updated punchlist and updated checklist for all Section 232 New Construction final closings, and it is provided for your reference.

3. 232 NC Final Closing Legal Checklist – This Checklist outlines all requirements for the draft final closing submission.  OGC will collect and review these items.  Lenders may use this guide to ensure the required materials are available.

4. 232 NC Final Closing Legal Punchlist – This Punchlist will be used by OGC when reviewing the draft final closing submission.  We encourage lenders and their counsel to utilize this punchlist to better ensure compliance with HUD requirements prior to submitting a draft final closing submission.

Should you have any questions regarding these updates, please contact your assigned Closing Coordinator directly.

TAKE NOTE:  HUD Application Fee Adjustment Process has Changed  

When experiencing an increase to the mortgage amount, the HUD Application Fee will need to be adjusted (increased) to reflect the new loan amount.  The process for submitted a check for the difference has changed!  The check for the difference must be mailed to Mike Lawassani, with a copy of the check forwarded to the Closing Coordinator.  Confirmation from Mike Lawassani that he has received the check must occur at least one day prior to closing.  If HUD does not receive this confirmation by the day prior to closing, HUD will reschedule the closing date.  

Mike Lawassani’s mailing information:

Office of Healthcare Programs (OHP)

U.S. Department of HUD - San Francisco Field Office

600 Harrison Street, 3rd Floor

San Francisco, CA  94107

mike.m.lawassani@hud.gov
Closing Contract Changes

Please Note - The Government Technical Monitors (GTMs) for Regions I – IV who support the legal services closing contractor—Savage & Associates—have changed.  Tina Strong, Attorney Advisor in the Atlanta Regional Office has replaced Chali Roche-Garcia, Koren McKenzie John, and Jud McNatt effective immediately.  This does not affect the GTMs assigned to other regions.

Back to top
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3. Revised Management Agent Grid 

4. Revised 232/223(a)(7) Legal Punchlist
5. Revised 232/232(f) Legal Punchlist
6. Revised 232/223(a)(7) Legal Closing Checklist
7. Revised 232/232(f) Legal Closing Checklist
8. 232 NC Operator Attorney Opinion Update – Final Closing DACA/DAISA 

9. 232 NC Final Closing Consolidated Certification
10. 232 NC Final Closing Legal Checklist
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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 

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 online. 

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare
HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF) 
Update as of May 31, 2012
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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
HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF) 
Update as of May 4, 2012
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Proposed Rule for Section 232 is Released

The proposed rule revising Section 232 regulations has been published in the Federal Register, http://federalregister.gov/a/2012-10690.  The proposed rule is also on the HUD website at http://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page. 

This proposed rule sets forth significant proposed changes, and your input is extremely important for ORCF in its effort to shape an appropriate final rule after the public comment period.  Please provide feedback and submit public comments by July 2, 2012, as described in the proposed rule. 

All comments should refer to Federal Housing Administration (FHA): Section 232 Healthcare Facility Insurance Program-Strengthening Accountability and Regulatory Revisions Update, Docket Number FR-5465-P-01.
Back to top
Proposed Revisions to Section 232 Documents are Released

The notice of document revisions and information collection for Section 232 has been published in the Federal Register, http://federalregister.gov/a/2012-10687.  The notice and proposed documents can also be downloaded and reviewed on the HUD website at http://www.hud.gov/232forms.  

Some of these proposed documents are new and others are revisions of documents previously used.  Together they cover the range of ORCF operations.  Your input is extremely important for ORCF in its effort publish appropriate documents in final form.  Please provide feedback and submit public comments by July 2, 2012, as described in the notice. 

All comments should refer to Federal Housing Administration (FHA) Healthcare Facility Documents: Proposed Revisions and Updates and Notice of Information Collection, Docket Number FR-5623-N-01.
Back to top
May 31 Discussion Forum on Proposed Rule and Revised Documents 

ORCF will host a discussion forum on the proposed rule and document revisions on May 31, 2012. Please RSVP if you would like to attend. Space is limited and will be filled on a first-come, first-serve basis. If a large number of responses are received, the number of attendees from each company may be limited. The registration deadline is May 23, 2012.
The event will also be simulcast over the internet and available afterwards for video download. Webcast observers may submit questions during the event to ResidentialCareForumMay2012@hud.gov.

Date & Time:  Thurs, May 31, 2012 (2:30PM – 5:00PM)

Location:    U.S. Department of Housing and Urban Development

Brooke-Mondale Auditorium, 1st floor

451 7th Street SW, Washington, DC 20410

Registration Deadline:  Wednesday, May 23rd, 2012

Please complete the attached registration form for each person who will attend. Items with an asterisk are REQUIRED for entry to the Weaver Federal Building. Email completed form and any questions about the event to ResidentialCareForumMay2012@hud.gov. You will receive an e-mail notification with information on procedures for visiting HUD headquarters approximately one week before the forum.

2012 Discussion Forum Registration Form
  Back to top
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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
HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF) 
Update as of April 30, 2012
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Use Updated FAQs for Quick Answers

The ORCF website has an extensive list of completely updated Frequently Asked Questions collected from applicants.  This resource is your first stop for information if you have a question about a current deal and need a quick answer. The FAQ list has been completely reworked and is now organized by subject in an Excel workbook for easy access.  ORCF’s Policy and Risk Management Division has now taken on responsibility for this resource, and the team makes a point of culling and updating this information each quarter, taking into account all the Lean Thinking questions that are submitted.  (See below.)  The most recent FAQ update was April 18, 2012.  

Back to top
Reminder: Lean Thinking is Available for Your 232 Program Questions

LeanThinking@hud.gov is now fully staffed with members of ORCF’s Policy and Risk Management Division and waiting for your questions. Please use it as a resource for any and all questions that aren’t answered by existing written resources, including applicant materials, FAQs (discussed above), and other materials on OHP’s Lean website.  Answering questions through Lean Thinking ensures that you receive timely and consistent answers.  This also helps the program to track emerging issues in order to maintain and update the FAQs and identify areas for improvement.  

The Lean Thinking in-box is checked and assigned weekly.  Please allow a week for responses as the team works to provide consistent and well-researched answers in coordination with others within ORCF.  Don’t wait until the day before a client meeting to ask a pivotal question!  

Back to top
Elimination of Partial Submission of Electronic Firm Applications

The September 13, 2011 Email Blast (revised by the November 18, 2011 Email Blast) allowed partial submittals of electronic Firm Applications—those documents omitted from the electronic Firm Application submittal were provided at the time of the OGC Completeness Review.  Many projects are now being assigned to OGC and underwriting soon after entering the queue and thus this process is no longer practical.  Therefore any electronic Firm Applications submitted after May 1, 2012, must include all documents on the Firm Application checklists.

Back to top
Elimination of Legal Completeness Check

Effective May 1, 2012, the Legal Completeness Check for 223(f) and 223(a)(7) applications that was introduced September 1, 2011, is eliminated.  This change is a result of the OGC Kaizen and workflow streamlining.  As mentioned for partial submissions, projects are now moving rapidly through the queue and this extra step is unnecessary.  

Back to top
Requesting Refunds of HUD Application Fees

Effective immediately, please email OHPrefunds@hud.gov when you are requesting a refund of an application fee. This dedicated email supersedes the instructions from the March 25, 2011 Email Blast. 

Back to top
Update: Revision to Procedure on Construction Starts Prior to Commitment—241(a)’s

The January 6, 2012 Email Blast stated that ORCF would no longer authorize construction starts prior to commitment on new construction, substantial rehabilitation, and 241(a) projects.  Having further considered the matter with respect to 241(a) projects, having gained further industry input, and having considered the risk and benefits of  241(a) loans, ORCF has determined that, with respect to 241(a) loans only, we will continue to entertain requests for construction starts prior to commitment.  We are hereby revising the language in the January 6, 2012 Email Blast to allow lenders to request construction starts on 241(a)’s.  

Back to top
Tax Credits and Grants with Section 232 New Construction/Substantial Rehabilitation Projects

As stated in the February 23, 2011 Email Blast, HUD reserves the right to adjust the Other Queue to give preference to projects that include Low Income Housing Tax Credits (LIHTC) in order to meet project-specific placed-in-service deadlines.  HUD may extend similar preference to projects with other types of up-front subsidies such as time-sensitive grant support. One example of such a grant that has been brought to our attention is the HEAL NY program in New York State.  

Lenders, please inform Mike Luke (Michael.D.Luke@hud.gov) immediately if you have a project of this type in the current Other Queue. 

On future applications, please inform Mike Luke (Michael.D.Luke@hud.gov) at the time of submission of any project that includes a time-sensitive tax credit, grant, or other external support.  This will allow evaluation of the situation and appropriate queue placement.  It is helpful if lenders submit the Firm Applications for such projects in a manner that allows as much time as possible for HUD to act on it; this may include using the Two-Stage Firm Application Process. 

Queue adjustments are not automatic and will be made on a case-by-case basis appropriate to the subsidy on the project.

In the future, our Certification for Electronic Submittal form will be revised to collect this information.

Back to top
Reminder: Waivers of 24 CFR 232.3 (Bathroom Waivers)

When preparing an application that will require a waiver of 24 CFR 232.3, regarding bathroom access in assisted living facilities or board and care homes, please submit the waiver request directly to Vance Morris (Vance.T.Morris@hud.gov).  This will allow for efficient and timely processing of the waiver request.  This waiver may be submitted before the application has been assigned to a HUD underwriter, although if an underwriter has been assigned to the project please inform her or him about the waiver request as well. 

Back to top
Exhibit 1-4, 223f Firm Commitment Template

To expedite review of the Firm Commitment by ORCF staff, please note the following items you should verify before submitting the Firm Commitment in future application submissions:

Form Version

· Please verify that you are using the February 2, 2012 version of the FHA Form 2453-MM

Page 1

· Line 1 of text—“Mortgagor Name” should be replaced by the name of the Mortgagor Entity.

· Please verify that the mortgage amount, interest rate, loan term, and monthly payment match the figures on your Lender Narrative Executive Summary.

Page 2

· Please verify that the annual and initial deposits to the reserve for replacement account match the figures on your Lender Narrative Executive Summary.

Page 3

· Please verify that the critical and non-critical repair cost estimates match the figures on your Lender Narrative Executive Summary.

Signature Page

· Please include/insert the name of the Mortgagor and Mortgagee.

Back to top
HUD Publishes Mortgagee Letter Addressing Swap Termination Fees

HUD has published a Mortgagee Letter  (2012-8) setting forth the Department’s policy in defining the indebtedness eligible for refinancing in connection with healthcare (Sections 232 and 242) projects and in connection with multifamily projects to include, under certain circumstances, interest rate swap termination fees.  It applies to debt to be refinanced in connection with Section 223(f), substantial rehabilitation, or replacement facility projects.  The Mortgagee Letter can be found on HUD’s web site at http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/letters/mortgagee 

Back to top
FROM THE CLOSING CORNER

Firm Commitment Amendments

Lenders can help speed up Firm Commitment Amendment processing by considering the following when preparing firm amendment requests:

1. Whenever possible, please collect all changes to the firm commitment and make one comprehensive request for amendments. This will be much faster to track and process than multiple one-off amendment requests. 

2. All second and subsequent amendment requests should summarize the previously amended items.  

3. Include the following in all Firm Commitment Amendment requests: 

a. Make sure text can be copied from the file. If you provide a scan of the signed copy, also include an editable .pdf or .doc version. 

b. Use your company letterhead

c. Requester name, title, address, and company name 

d. Amendment request number (1st, 2nd, 3rd…)

e. FHA number of the loan

f. Project name and project address

g. Mortgagor

h. Number the newly requested amendment(s) to the Firm Commitment. See below for examples of clear and complete requests. 

i. Requester signature

The ORCF closer will then prepare the Firm Commitment Amendment by using the Firm Commitment Amendment Template.  This template is attached for your information.  Clear amendment requests will enable closers to prepare this document and quickly obtain approval. 

Examples

Item 1: 

Current Firm Commitment language: [provide exact sentence or phrase]

Requested Firm Amendment language: [proposed change exactly as it would be written in the Firm Commitment Amendment]

Justification: Concisely describe the reason for this change. 

Item 2:

Current Firm Commitment language: [The Mortgage shall bear interest at the rate of 6.0% per annum payable on the first day of each month…]

Requested Firm Amendment language: [The Mortgage shall bear interest at the rate of 4.5% per annum payable on the first day of each month…]

Justification: Rate lock on the loan came in at 4.5%. 

Item 3:

Current Firm Commitment language: [Special Condition #7: prior to closing the mortgagee shall provide evidence that…]

Requested Firm Amendment language: [Special Condition #7 is deleted.]

Justification: Special Condition #7 has been resolved as follows…

Closing a Transaction?  Tips to Ensure a Smooth Closing
· Make sure loan closing charges/ worksheet are included on Form 2264A.

· Confirm correct and consistent Mortgagor name, Project name, Lender name, Operator name, and addresses are on the Firm Commitments & 2264A before Firm is issued.

· Please remember to send the original executed Firm Commitment to the ORCF Closing Coordinator for all 223(a)(7) and 223(f) projects.

Back to top
Asset Management Updates
The Account Executive Facility Assignment – Contact Listing has been posted on FHA.gov at the following link: http://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/loan_servicing_guidance_home_page 

Click on Account Executive Facility Assignments – Contact Listing to download the spreadsheet.  This will provide a convenient location where individuals internal and external to HUD can identify a facility’s Account Executive.  This spreadsheet will be updated periodically. 

Back to top
ATTACHMENTS

1. HUD Firm Amendment Template
Back to top
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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
HUD’s Lean 232 Program
Office of Residential Care Facilities (ORCF)
Update as of March 30, 2012
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Fire Safety Equipment Loan Program

OHP is very aware of Health and Human Services’ Centers for Medicare and Medicaid (CMS) regulation that all CMS certified nursing homes have automated sprinkler systems in place no later than August 13, 2013.  To help CMS certified nursing homes meet this requirement, a waiver has been issued to amend provisions of HUD’s Fire Safety Equipment Loan Program (FSELP).  (Waiver attached).  FSELP is a HUD program allowing owners of nursing homes, assisted living facilities, intermediate care facilities, and board and care projects to purchase and install fire safety systems.  In the 38 years of FSELP, however, there has been no demand for the program (as revealed by a search of the records). Particular program regulatory provisions—promulgated in 1974 and not amended since then—have been very unattractive to lenders.  Consequently, the waiver will eliminate those requirements and it is believed that with those changes, FSELP will be more attractive to lenders and project owners.  

General Requirements – Fire Safety Equipment Loan Program

	
	FHA-Insured Project 
	Non-FHA-Insured Project

	
	
	

	Eligible Facilities
	Nursing Homes, Intermediate Care Facilities, Board and Care, and Assisted Living Facilities
	Nursing Homes, Intermediate Care Facilities, Board and Care, and Assisted Living Facilities

	Maximum Loan Amount
	Lesser of Fire Safety Improvements plus eligible fees or debt service coverage 
	Lesser of Fire Safety Improvements plus eligible fees or debt service coverage

	Improvements
	Fire safety equipment installed in compliance with CMS, State and other regulatory authorities
	Fire safety equipment installed in compliance with CMS, State and other regulatory authorities

	Mortgage Term (Amount of $100,000 or greater)
	Lesser of:  Coterminous with maturity of existing FHA mortgage or 15 years
	15 years

	Mortgage Term (Amount less than $100,000)
	Lesser of:  Coterminous with maturity of existing FHA mortgage or 10 years
	10 years

	Loan Security
	1st or 2nd lien position
	1st or 2nd lien position

	Debt Service Coverage Requirement*
	1.45 
	1.45 

	Appraisal Requirement
	Not required
	Not required

	Project Capital Needs Assessment (PCNA)
	Not required
	Required

	Contract
	Standard FHA Contract
	Standard FHA Contract

	MIP
	1 percent of Mortgage Amount
	1 percent of Mortgage Amount

	Insurance
	Commitments will be issued on an "Insurance upon Completion" basis only.  Construction financing will not be insured.
	Commitments will be issued on an "Insurance upon Completion" basis only.  Construction financing will not be insured


The procedures to request a case number and to submit a firm application package are the same as existing Section 232 programs.  To obtain templates for Firm Application Checklists and Lender Narratives, lenders should send an email to Vance.T.Morris@hud.gov
Alternatives to using FSELP       

Project owners may also use non-FHA financing to install their automated sprinkler systems.  In circumstances that the non-FHA financing requires a subordinate lien on the FHA insured facility, the project owner must consult with the OHP assigned Account Executive.  OHP will allow subordinated debt, to the extent allowed by FHA requirements.  It must be noted that subordinated debt requests must also be approved by HUD’s Office of General Counsel.

Project owners may also want to use the project’s reserve for replacement fund for fire safety improvements.  As determined by the facility’s OHP assigned account Executive, OHP will allow existing FHA-insured nursing homes to use a portion of the reserve for replacement account.  OHP will not allow reserve for replacement accounts to collateralize non-FHA insured loans.

For additional information contact Vance T. Morris by phone at 202-402-2419 or by email at Vance.T.Morris@hud.gov.

*Debt Service Coverage Ratio is calculated as: (Net Operating Income1)/(Total Debt Service2)

1NOI has the standard HUD definition of annual NOI for calculating DSCR

2Total debt service includes principal, interest, and MIP on FHA-insured facility mortgage and the fire safety loan

Back to top
Clarification and Interim Guidance on bond financed projects

The new MAP Guide (MAP Guide 4430.G) includes some updated policy on bond financed projects in Section 8.14 thereof.  This new MAP Guide does not directly apply to Section 232, and ORCF is still utilizing the MAP Guide dated March 15, 2002 pending publication of a Section 232 Handbook.  However, ORCF does anticipate including this new provision related to bond financed projects in its upcoming Section 232 Handbook, and also will apply that policy in the interim.  Specifically, on bond financed Section 223(f) applications, any funds generated from bond premiums paid to the mortgagor entity, operator or any of their principals must be transferred to the reserve for replacement account.  

On bond financed Section 232 construction projects (232 NC, 232 SR and 232 Blended Rate), any premium raised by a transaction is considered part of the mortgagee, bond underwriter, or issuer’s profit.  In order to prevent “kickbacks” on bond financed projects, any funds generated from bond premiums paid to the mortgagor entity, operator or any of their principals must be included in the “windfall” calculation as described in the Lean Lender Narrative Cost Certification Supplement, which was attached to the January 6, 2012 Email Blast.

Back to top
Requirement of a DACA/DAISA where FHA Lender is Affiliated with the Operator’s Depositary Bank

Current guidelines (first initiated in the December 2008 transition to Lean) require a Deposit Account Instructions Service Agreement (DAISA) and/or a Deposit Account Control Agreement (DACA) as part of the loan document package.

In past practice, OHP has not always required a DACA/DAISA in cases where the FHA lender is affiliated with the depositary bank of the operator.  

Effective for all Firm Commitments issued after the date of this Email Blast, a DACA/DAISA will be required in all cases, including when the FHA lender is affiliated with the depositary bank of the operator.

The rationale for this requirement is to protect HUD and the FHA lender against potential risks, such as the borrower moving bank accounts immediately following closing without the notice or consent of the FHA Lender.  With a DACA/DAISA, the FHA lender must be notified and must approve any such move before it occurs.  In the instance of an assignment of a loan to HUD, which is later assigned or sold to another lender, without a DACA/DAISA already in place, a DACA/DAISA would likely be difficult to obtain.

This new guidance does not apply to projects currently in the closing process. 

Back to top
ORCF to Review Key Environmental Concerns in Advance of Application Submission

Help on environmental issues is now available to you, even prior to application, through Lean Thinking. We invite you to submit questions on unusual site conditions, such as soil contamination, explosive hazards, unacceptable noise levels, fall hazards, etc, to LeanThinking@HUD.gov. If your site contains flood hazards or wetlands, we can conduct the 8-step decision making process prior to application. Also, some State Historic Preservation Offices (SHPO) and some regional offices of US Fish and Wildlife will only respond to consultation requests from HUD. Since these consultations can sometimes take months to complete, we want to get the process started early. In cases where HUD involvement is required, we can initiate the consultation process. The lender must provide the research necessary for HUD to make a recommendation. In each case, we will supply you with a custom list of requirements sufficient for us to complete our analysis. 

We do not have the capacity to conduct full environmental reviews through Lean Thinking, but single item obstacles may warrant early consultation in order to avoid wasted time and effort.

Back to top
CLARIFICATION ON DEBT SEASONING AND MORTGAGOR/MORTGAGEE RELATIONSHIP

“Debt seasoning” is intended to deter prospective borrowers (or their related entities) from increasing the mortgage or including debt unrelated to the project in order to extract cash from FHA-insured loan proceeds and circumvent program intent.  Some lenders have expressed questions about ORCF’s policy on debt seasoning requirements when a mortgagor-mortgagee relationship is involved.  When a mortgagor-mortgagee relationship exists with respect to a loan that is to be retired, there is a five-year seasoning requirement between when that loan closed and when processing begins on the new loan.  When there would be a mortgagor-mortgagee relationship in a new loan, the transaction cannot proceed; debt seasoning simply does not come into play in this latter instance.

Back to top
LENDER AND UNDERWRITER 232 PROGRAM QUALIFICATION UPDATE

In the November 18, 2011 Email Blast, we brought together in one article the various provisions that had been set forth regarding lender and underwriter Section 232 Program Approval.  Since then, inquires have been made regarding the requirement that an underwriter obtain Multifamily Accelerated Processing approval before obtaining Lean approval.  Underwriters have pointed out that they may be fully experienced and well qualified with respect to residential care facility underwriting, even if they have not obtained Multifamily Accelerated Processing Approval.  

We agree.  Accordingly, we are revising our provisions to take this into account, and we are setting forth in full the November 18 article, with the additional language addressing this.  (See the italicized sentence at the conclusion of B-3 below.)  Additionally, we are striking one sentence (strikethrough) that was erroneously included and that is not fully consistent with the specific provisions in Section B below.  The November 18, 2011 article, with the indicated changes, follows immediately below.

The MAP Guide used by the Office of Multifamily Housing before August 18, 2011 (and still available on HUD’s Section 232 Underwriting Guidance web page), sets forth standards and procedures for approval of an underwriter to underwrite a Section 232 loan under MAP.  The new MAP Guide, issued August 18, 2011, does not do so. However, to participate in the Section 232 program, HUD does continue to require that the lender and its underwriter be MAP approved.   In particular, the policies in effect with respect to underwriter approval for the Section 232 program prior to the new MAP Guide’s publication do remain in effect.  The forthcoming Section 232 Handbook will address the process for Section 232 lender and underwriter approval fully, but in the interim some clarification of the continuing policy is needed.  

The existing policy with respect to underwriter approval is set forth in several documents.  In particular, the former MAP Guide language (language which is still being utilized in the Section 232 approval process) states, in Chapter 2, Section 2.3:

For Health Care Applications, the MAP underwriter must have within the previous five years experience in underwriting the development and operation/management of health care facilities. The underwriter’s resume must demonstrate this specific experience and is submitted to the Lender Qualifications and Monitoring Division (LQMD) of the office of Multifamily Development in Headquarters for review and approval. Any MAP Lender, whose underwriter cannot demonstrate the necessary level of experience, must use Traditional Application Processing (TAP) Program when financing its health care facility. 

In responding to Frequently Asked Questions on June 15, 2006, HUD clarified that the above-referenced experience “in underwriting the development and operation/management of health care facilities” was being construed as requiring at least three MAP skilled nursing facilities.  

With the implementation of Lean underwriting (rather than MAP underwriting) in the Section 232 Program, the Office of Healthcare Programs issued the following clarification on the HUD website:

We require the lender to be an FHA Approved Lender, a MAP-Approved lender and the lender’s underwriter must also be a MAP-Approved Healthcare underwriter.   In addition, to underwrite a Lean loan, the underwriter must have attended one of our Lean training sessions or have underwritten at least two Section 232 Lean loans that have been closed.
OHP recognizes that some underwriters now seeking approval to underwrite Section 232 transactions will not have any MAP Section 232 experience and, in any event, Lean Section 232 experience is now more relevant.  Accordingly, OHP is allowing underwriters to cite either Section 232 MAP transactions or Section 232 Lean transactions toward the three transactions previously required.  Additionally, if at least two of those transactions are not Section 232 Lean transactions that have closed, then the underwriter must also have attended lean underwriter training.

Below is guidance for the lender in packaging and submitting an application for approval.  This guidance substantially tracks procedures that have previously been set forth.

A. Lender Approval

In support of a lender’s application, the following information is to be provided to HUD:

1. Cover Letter. 
2. Exhibit A.  Name of applicant, address, employer identification number, contact person or persons, telephone and fax number, e-mail address, branch offices for residential healthcare facility business with address, telephone and e-mail address, and the FHA Mortgagee ID Number.
3. Exhibit B.  Evidence of approval from FHA’s Lender Approval Division in accordance of HUD Handbook 4060.1 REV‑2, FHA Title II Mortgagee Approval Handbook, including any recertifications.
4. Exhibit C.  Evidence of MAP approval.  

5. Exhibit D. Lender certification that the lender will only use underwriters that have already been approved as 232 Lean healthcare underwriters or who obtain approval as set forth immediately below.

B. Loan Underwriter Approval
The lender submits the following information to HUD in support of its request for approval of a 232/Lean healthcare underwriter.  

1. Cover Letter.

2. Exhibit A.  Resume for healthcare underwriter which supports five years of experience in underwriting residential healthcare facilities.

3. Exhibit B.  Evidence of approval as a MAP-approved underwriter. In lieu of MAP approval, an applicant seeking Lean underwriter approval can provide evidence of having completed OHP’s Lean Underwriter Training and also having underwritten, as a trainee, four additional Section 232 (Construction/Substantial Rehabilitation or 223(f)) loans that have closed, beyond what is provided in response to item 4 immediately below.
4. Exhibit C.  Evidence that the healthcare underwriter (a) has underwritten, as a trainee, three Section 232 (New Construction/Substantial Rehabilitation or 223(f))  Loans that have closed and (b) unless at least two of those loans are Section 232 Lean loans that have closed, has also participated in OHP’s Lean Underwriter training.  The lender is to provide to HUD the Lender Narrative, and form HUD-92264-A, Supplement to Project Analysis, for the transactions underwritten by the Healthcare Underwriter.  The Lender is also to provide a copy of the Healthcare Underwriter’s attendance letter from OHP for Lean training, if applicable.

C. Application Submission and Response Procedures 

A lender should submit two copies of its application to:

Office of Multifamily Development

Room 6134

HUD Building, 451 Seventh Street, SW

Washington, DC 20410

Review and approval or disapproval will take approximately 30 to 45 days from the date the application is received.  The applicant will be informed in writing of the decision.

If you have questions on the approval process, please call Terry W. Clark at (202) 402-2663 or email Terry.W.Clark@hud.gov 
Back to top
FROM THE CLOSING CORNER

Did You Remember to Submit Final Plans and Specifications for New Construction – Initial Closings?

It is the Lender’s responsibility to ensure that the final plans and specifications submitted at Initial Closing are identical to those identified in the executed Firm Commitment, and related Amendments.  Any changes to the plans and specifications after issuing the Firm Commitment, and prior to Initial Closing, shall be documented in an Addendum issued by the project Architect, and included in a Firm Commitment Amendment.  The number and date of all Addenda shall be incorporated into a revised description of the plans and specifications.  This revised description will be included in the HUD Construction Contract.

Lenders are encouraged to enlist the services of their Third Party Architectural Reviewer to review any changes made to the plans and specifications since submission of the Firm Application.  The Third Party Architectural Reviewer shall provide an updated Report as described in Section IV.B. of their Statement of Work.

Back to top
The Signing of Closing Documents – Key Elements to Keep in Mind:

To ensure a smooth closing of Lean 232 projects, it is important to keep in mind the process for getting closing documents signed in preparation for your closing.  

1. “The GREEN LIGHT”  - The OHP Closing Coordinator will send the Lender and Lender Attorney an email with detailed instructions for mailing  the Closing Docs (Regulatory Agreement(s), Note, Agreement and Certification (3305), and Assignment, if applicable) to the designated HUD signatory. These instructions will be provided only after the OHP Closing Coordinator and HUD Counsel have received and approved complete final drafts, including all riders and attachments, of these documents.   DO NOT SEND DOCUMENTS TO OHP PRIOR TO THIS EMAIL AS THEY WILL BE RETURNED.
2. Your timetable for closing should include a minimum of three days for the signed documents to be sent back to the appropriate parties, in addition to the number of days needed for any pre-recording prior to closing.  

3. Once documents are signed, the OHP Program Specialist will send out documents as outlined in your instructions/cover memo.

Please feel free to contact your assigned OHP Closing Coordinator if you have any questions.

Back to top
Did You Remember To…

· Send the executed Firm Commitments (hard copy) to assigned Closing Coordinator?

· Ensure all closing checks include the project name, FHA number, and purpose of the check (MIP, Inspection, etc.) on the check or the check stub? 
· Sign up your Closing Team to receive Lean 232 Email Updates?  Policy and procedural updates for closing are communicated through these email updates!

ATTACHMENTS

12. Fire Safety Equipment Loan Program Waiver 3-14-12 

Back to top
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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
HUD’s LEAN 232 Program
Office of Residential Care Facilities (ORCF)
Update as of February 2, 2012
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Updated Frequently Asked Questions (FAQs)

ORCF has posted an updated version of FAQs on our website, as of February 1, 2012, and intends to keep the FAQs updated periodically.  The latest updates are much more extensive than the previous FAQs, and the document is searchable.  The document is in an Excel workbook and the tabs are sorted by categories that will correspond to the forthcoming Section 232 Production Handbook.  The intent is for this document to be an immediate resource for questions you may have, and although our Lean Thinking email is still very much available for your questions about the program, we do encourage everyone to begin using this FAQ document as a resource of first resort.  

Revised Document Submission Protocol

ORCF has made some changes to improve our processes and reduce the amount of time to underwrite applications.  We have also increased the amount of time the lender has to submit legal documents to the OGC Reviewer, from 5 working days to 7 working days. 

 

Below are two sample e-mails that will be used to request legal documents from the lender.  One e-mail is solely for those properties that entered the queue on or prior to January 18, 2012 and the other e-mail is for those properties that entered the queue after January 18, 2012 and for projects that entered the queue prior to January 18, 2012 with completed prep work.
All properties entering the queue on or prior to January 18, 2012 will receive a HUD e-mail requesting that revised organization charts and updated exhibits (examples include Lender Narrative, Facility License, Professional Liability Insurance Accord, etc.) be submitted electronically, to the requestor, within 7 business days.  (Please see e-mail below.)

SAMPLE HUD EMAIL FOR PROJECTS THAT ENTERED QUEUE BEFORE 1/18/12

This is in response to your email where you indicated that the subject project is ready for Queue Prep Work.

 

Please send the following documents, as applicable, to me electronically (via email or electronic storage medium) so that they are received within the next 7 business days:

A. If any of the principals have changed, please provide revised organization charts and update any other relevant exhibits. 

B. Please review your application and revise/collect any exhibits that have expired or changed while the project was in the queue.  (Examples include:  Lender Narrative, Facility License, Professional Liability Insurance Accord, etc.)

C. Please verify that the numbers in the Lender Narrative (Executive Summary and Contents) tie into the firm commitment and attachments (Examples are:  mortgage amount, repairs, initial and annual deposit to the reserve for replacement account, interest rate, loan term, number and type of beds, and net operating income). 

 

When HUD counsel is assigned, ORCF will notify the lender of the assignment and request that the lender send one complete hard copy set of the following documents, tabbed and in the following order, to the assigned HUD counsel within 7 business days.  Please note, the exhibit numbers listed below correspond to the revised Firm Application Checklists that will soon be posted to HUD.GOV – if there is no Exhibit number listed, the document is currently not on the Firm Application Checklist. 

Please forward this email to lender counsel.

Revised Document Submission Protocol:
 
Section 223(f): 

1. Title (Exhibit 8-3)

2. Licenses (Exhibit 8-2)

3. Documents related to Operating Lease (if applicable) (Exhibit 5-11)

A. Operator's Estoppel Certificate (with Operating Lease and HUD Addendum a attached) 

B. Memorandum of Lease 
C. SNDA (if applicable for non-related owner and operator)
4. Survey (Exhibit 8-4) (full size)

5. Organizational Docs of Mortgagor (Exhibits 3-1 & 3-2 only)

6. Organizational Docs for each entity in Mortgagor’s signature block (if applicable) (Exhibits 4-1 & 4-2)

7. Organizational Documents of Operator/ Lessee (if applicable) (Exhibits 5-1 & 5-2 only)

8. Organizational Docs for each entity in Operator’s signature block (if applicable) (Exhibits 6-1 & 6-2)

9. Master Tenant Organizational Documents (if applicable)

10. Accounts Receivable Documents (if applicable) (Section 12)

A. Cash Flow Chart

B. AR Loan Agreement and Amendments

C. AR Loan Note

D. Security Agreement with AR Lender
E. Intercreditor Agreement

F. Rider to Intercreditor Agreement  

G. Lessee Security Agreement with FHA Lender

H. UCC-1 Filings and UCC Searches

I. Guarantees (if applicable)

J. AR Lender Lock-Box Agreement or equivalent control agreement

K. Accounts Receivable Financing Certifications (format posted to HUD.GOV)

11. Ground Lease (if applicable) (Exhibit 8-9)

12. Secondary Financing Documents (Exhibit 11-1)

13. Management Agreement  (if applicable) (Exhibit 7-4)

14. Master Lease Documents (if applicable) (Exhibit 5-12)

A. Master Lease (with HUD Addendum when available)  

B. HUD Master Lease SNDA or Subordination Agreement (if related owner and operator) 

C. Cross Default Guarantee of Sub-Tenants

D. Sublease

15. Organizational Docs of Management Agent (if applicable) (Exhibits 7-1 & 7-2)

16. Commercial Leases (if applicable) (Exhibit 8-8)

17. Underwriting Narrative (Exhibit 1-2)

18. Contact List (Exhibit 1-8)

To expedite this process, please ensure the following: 
 

(   Sticky notes are placed on the page of the organizational documents with the HUD provisions, so HUD counsel can quickly flip to that page, and note that the item appears complete.

 

(   Title exceptions are clearly numbered (with a marker, if necessary). Exception documents should be marked with the same number at the top.  This will allow HUD counsel to quickly glance at the pro forma and exception documents in order to determine that all exception documents have been submitted.

 

(   Where a HUD sample form is available, the submitted documents shall be redlined against the HUD sample form, and the lender/lender’s counsel must also submit a clean copy of the document.  Any changes to the sample documents, other than the names of parties or state law requirements, must be documented in a memo, and submitted to ORCF as a waiver request.

 

(   The submission includes a HUD legal punchlist completed by lender/lender’s counsel indicating which documents have been submitted, and which review items have been addressed.  Highlight in yellow items that have been omitted and provide a justification and/or waiver request, as appropriate.  Any documents not submitted or HUD language omitted must be explained with a facially compelling justification for the omission in the lender narrative and in the completed legal punchlist.  For instance, if there is no operating lease submitted, the lender narrative and punchlist must explain that the project does not include an operating lease.  Another example: the lender narrative may state that the HUD operating lease addendum should not be used because of certain specified, unique circumstances, and the lender should request a waiver of this item.

 

· The certification in the HUD legal punchlist is signed by the lender or lender’s counsel.  

All properties entering the queue on or after January 18, 2012, and those projects that entered the queue prior to January 18, 2012 with completed prep work, will receive a HUD e-mail requesting one complete hard copy of the Firm Application be sent to OGC within 7 business days.

SAMPLE HUD EMAIL FOR PROJECTS THAT ENTERED THE QUEUE AFTER JANUARY 18, 2012 AND FOR PROJECTS THAT ENTERED THE QUEUE PRIOR TO JANUARY 18, 2012 WITH COMPLETED PREP WORK

 
Please send one complete hard copy set of the following documents, tabbed and in the following order, to the assigned HUD counsel within 7 business days.  Please note, the exhibit numbers listed below correspond to the revised Firm Application Checklists that will soon be posted to HUD.GOV – if there is no Exhibit number listed, the document is currently not on the Firm Application Checklist. The assigned HUD counsel is:

 

                   [Name of Assigned HUD Counsel]

                   [Title, e.g., Associate Regional Counsel]

                   Dept. of Housing and Urban Dev.

                   [Street Address]

[City, State Zip Code]

                   [HUD Counsel’s Phone Number]

Please forward this email to lender counsel immediately.

Revised Document Submission Protocol:
 
Section 223(f): 

1. Title (Exhibit 8-3)

2. Licenses (Exhibit 8-2)

3. Documents related to Operating Lease (if applicable) (Exhibit 5-11)

A. Operator's Estoppel Certificate (with Operating Lease and HUD Addendum a attached) 

B. Memorandum of Lease 
C. SNDA (if applicable for non-related owner and operator)
4. Survey (Exhibit 8-4) (full size)

5. Organizational Docs of Mortgagor (Exhibits 3-1 & 3-2 only)

6. Organizational Docs for each entity in Mortgagor’s signature block (if applicable) (Exhibits 4-1 & 4-2)

7. Organizational Documents of Operator/ Lessee (if applicable) (Exhibits 5-1 & 5-2 only)

8. Organizational Docs for each entity in Operator’s signature block (if applicable) (Exhibits 6-1 & 6-2)

9. Master Tenant Organizational Documents (if applicable)

10. Accounts Receivable Documents (if applicable) (Section 12)

A. Cash Flow Chart

B. AR Loan Agreement and Amendments

C. AR Loan Note

D. Security Agreement with AR Lender
E. Intercreditor Agreement

F. Rider to Intercreditor Agreement  

G. Lessee Security Agreement with FHA Lender

H. UCC-1 Filings and UCC Searches

I. Guarantees (if applicable)

J. AR Lender Lock-Box Agreement or equivalent control agreement

K. Accounts Receivable Financing Certifications (format posted to HUD.GOV)

11. Ground Lease (if applicable) (Exhibit 8-9)

12. Secondary Financing Documents (Exhibit 11-1)

13. Management Agreement  (if applicable) (Exhibit 7-4)

14. Master Lease Documents (if applicable) (Exhibit 5-12)

A. Master Lease (with HUD Addendum when available)  

B. HUD Master Lease SNDA or Subordination Agreement (if related owner and operator) 

C. Cross Default Guarantee of Sub-Tenants

D. Sublease

15. Organizational Docs of Management Agent (if applicable) (Exhibits 7-1 & 7-2)

16. Commercial Leases (if applicable) (Exhibit 8-8)

17. Underwriting Narrative (Exhibit 1-2)

18. Contact List (Exhibit 1-8)

To expedite this process, please ensure the following: 
 

(   Sticky notes are placed on the page of the organizational documents with the HUD provisions, so HUD counsel can quickly flip to that page, and note that the item appears complete.

 

(   Title exceptions are clearly numbered (with a marker, if necessary). Exception documents should be marked with the same number at the top.  This will allow HUD counsel to quickly glance at the pro forma and exception documents in order to determine that all exception documents have been submitted.

 

(   Where a HUD sample form is available, the submitted documents shall be redlined against the HUD sample form, and the lender/lender’s counsel must also submit a clean copy of the document.  Any changes to the sample documents, other than the names of parties or state law requirements, must be documented in a memo, and submitted to ORCF as a waiver request.

 

(   The submission includes a HUD legal punchlist completed by lender/lender’s counsel indicating which documents have been submitted, and which review items have been addressed. Highlight in yellow items that have been omitted and provide a justification and/or waiver request, as appropriate.  Any documents not submitted or HUD language omitted must be explained with a facially compelling justification for the omission in the lender narrative and in the completed legal punchlist.  For instance, if there is no operating lease submitted, the lender narrative and punchlist must explain that the project does not include an operating lease.  Another example: the lender narrative may state that the HUD operating lease addendum should not be used because of certain specified, unique circumstances, and the lender should request a waiver of this item.

 

· The certification in the HUD legal punchlist is signed by the lender or lender’s counsel.  

CORRECTIONS TO 223(a)(7) AND 223(f) LEGAL PUNCH LISTS

Effective immediately please use the legal punch lists (attached) dated February 3, 2012 for all (a)(7) and (f) transactions.  The revised punch lists correct permitted language on indemnification provisions in the Mortgagor’s organizational documents which was inadvertently omitted.  

Revision to procedure on construction starts prior to commitment

The January 6, 2012 Email Blast stated that HUD will no longer authorize construction starts prior to commitment on new construction, substantial rehabilitation, and 241(a) projects after a certain date.   We are hereby revising this language to allow lenders to continue to request construction starts prior to commitment on 241(a)’s.  
Reminder: Use Current Document Versions

ORCF has noticed that application submissions do not always contain the most recent versions of documents.  We encourage you to reference the OHP website before submitting each application, to ensure that the documents you are using are the most current, and have version dates matching what is posted.  

An example of a commonly incorrect version of a document submitted is the 223(a)(7) Firm Commitment.  The most current version online is dated June 26, 2009; however many submissions contain the February 2, 2009 version.  Again, please be sure to verify that each document is current.

NON-PROFIT ENTITIES May Use CONSULTANTS for New Construction AND Substantial Rehabilitation Projects
Lenders must review the consultant contract as a part of their due diligence and must include a detailed discussion of the consultant and the contract in the lender narrative.    The consultant contract should be included as a part of the application (in Exhibit 3-3).

The lender should demonstrate that:

(1)  The consultant has relevant experience which includes knowledge of HUD’s Section 232 program.

(2)  The consultant fee is based on reasonable and necessary costs, which means that the number of hours and the hourly rate for each function should be identified.   The burden is on the lender to demonstrate that the hourly rate is reasonable.

(3)  None of the consultant's functions duplicate tasks that should be carried out by the lender, lender's counsel, borrower's counsel, architect (design or supervision), general contractor, clerk of the works, surveyor, management agent, marketing vendor or other participants in the development, construction or operations of the facility.

If the borrower has already signed an unacceptable or partially unacceptable agreement without prior HUD approval, then the borrower will need to pay for excess items with other sources of funds.

The estimated consultant fee on construction projects should be shown on line H-35 of the Form HUD-92264.  If a consultant is used, the estimate for organization costs should be lowered accordingly.  If a Developer’s Fee is being included in Line H-27, no separate Consultant Fee should be shown.   

FROM THE CLOSING CORNER

Office of General Counsel (OGC) now working with Closing Contractor under the LEAN 232 Program
 
The Department procured the law firm Savage & Associates Law Group P.C. (“Savage & Associates”) to provide assistance with FHA closings.  Savage & Associates is a small, woman owned corporate law firm based in Philadelphia, Pennsylvania, with an office in Washington D.C.  Savage & Associates will utilize a team of experienced closing attorneys and client advisors to assist the Department with closing FHA-insured Healthcare and Multifamily mortgage transactions involving the acquisition or refinancing of an existing project that does not require substantial rehabilitation in any state.  These transactions include, and are limited to, closings under Sections 207/223(f), 207/223(a)(7), 213/223(a)(7), 220/223(a)(7), 221(d)(3)&(4)/223(a)(7), 231/223(a)(7) and 232/223(a)(7).  The closing contractor will be completing both Part I Reviews for Underwriting as well as the Closing Review.  Please note that Savage & Associates will not assist with the refinancing of healthcare facilities when accounts receivable financing and or a master lease is involved.

 

To assist the closing contractor, there are eight attorneys designated as Government Technical Monitors (GTMs): Chali Roche-Garcia, Koren McKenzie-John, Jud McNatt, Joshua Mason, John Munday, Jessica Lee, Edward Ferguson, and Brenda Joseph-Chambers.  These GTMs will have primary responsibility for specific regions and serve as the primary conduit between the contractor, OGC and Housing for any substantive closing issues that arise.  

 

There should be no difference in how closings are conducted under the LEAN 232 program, except that more people may be copied on correspondence as all documents will be copied to Ed Ferguson and Brenda Joseph-Chambers and the Regional GTM that is assigned to the project (one of the GTMs listed above).   We will keep you posted as this new process is implemented.  Should you have any questions regarding a specific closing, please contact the assigned OHP Closing Coordinator directly.

 
 

Clarification for Cost Certification on 241a Loans

Please note:  According to the Lender Narrative Cost Certification  Supplement (LNCCS) published in the January 6, 2012 email blast, it states that LNCCS is not required for 241 a loans.  The LNCCS is correct. Completion of the LNCCS is not required for 241a loans unless there is a mortgage increase.
 

An updated LNCCS is attached for your reference.  Please use this document, effective immediately, when submitting Cost Certifications.

223(a)(7) Legal Punchlist 0212
223f Legal Punchlist 0212
LEAN Lender Narrative Cost Certification Supplement 8 2011
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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://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities
Or check out:

http://www.hud.gov/healthcare
 HUD’s LEAN 232 Program
Office of Residential Care Facilities (ORCF)
Update as of January 17, 2012
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Queue Update
OHP is working diligently to respond to the demand of applications awaiting underwriting review in the queue, and, ultimately, working towards the goal of being able to process applications upon submission by the lender. With the help of additional resources, including an underwriting contract, we are making significant headway in eliminating the queue for 223(f)’s and 223(a)(7)’s with a projected elimination sometime in mid-2012. In collaboration with industry partners, we are developing new procedures that will enable us to continue to process applications that have been waiting in the queue as expeditiously as possible. As stated in previous email blasts, we are currently performing proactive outreach by providing lenders the opportunity to ensure aged applications are fully updated and corrected in order to proceed to underwriting. 

 

However, as of January 18, 2012, newly submitted applications must be complete and ready to underwrite upon submission by the lender. This means complete, up-to-date financials, APPS submissions, and other required exhibits must be submitted with the lender’s confidence that they are ready for Firm Review by the OHP underwriter. This does not include documents that are allowed to be omitted and submitted separately to the OGC. "Placeholder" documents will not be acceptable. We want to further improve upon the great strides that we have all made in the quality and completeness of the applications over the past year. In an effort to be fair to all, it is OHP's prerogative to return incomplete applications as rejected.

                                                                                                                                                     

The November 18, 2011 Email Blast asked that the lender email Rasheedah Dix when they were ready to submit the required documents within five business days. This email blast only discussed the Section 223(f) projects that were on the list attached to the Email Blast. We are hereby revising this process to ask lenders to submit this email to Rasheedah (as soon as the documents are in fact ready to be submitted in seven business days) for all Section 223(f)’s in the queue before January 17, 2012 – regardless of when the project was submitted. The email is not required for any other loan type. We will concentrate our queue prep work on projects that the lender has emailed Rasheedah that it is ready. See the November 18, 2011 Email Blast for additional details.

 

 

APPS Submission Update
During the month of December, a team of HUD staff processed over 120 APPS submissions on applications in the queue. Most of the submissions that had errors and had to be returned were paper documents. In contrast, the electronic submissions were typically processed very quickly. While paper filing of APPS is permissible, we strongly urge filing of APPS electronically because the electronic submission reduces the processing times significantly. If you have any questions about how to submit electronically or about the process in general, please email Angela Collier at Angela.B.Collier@hud.gov.
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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 <mailto: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://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities
Or check out:


www.hud.gov/healthcare <http://www.hud.gov/healthcare
HUD’s LEAN 232 Program
Office of Residential Care Facilities (ORCF)
Update as of January 6, 2012
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Construction Starts Prior to Commitment Will No Longer Be Approved

In light of risks associated with allowing construction starts prior to issuing a commitment, ORCF no longer intends to authorize construction starts prior to commitment.  (This applies with respect to applications being submitted after February 29, 2012.)  This is true with respect to Section 232 construction or substantial rehabilitation, as well as the 241a program.  ORCF will, however, consider approving a post-commitment early start of construction, and ORCF is working to revise and repost forms to facilitate this.

ELIGIBLE/INELIGIBLE DEBT IN SALE/LEASEBACK TRANSACTIONS
As discussed at the lender training in Chicago in September 2011, debt incurred from an identity-of-interest purchase that survives the sale transaction must be seasoned for two years (i.e., there must be 24 months between the closing date of the purchase loan and the date OHP underwriting begins on the FHA mortgage).  Recall, an identity of interest is a financial or family relationship, however slight, between any two or more parties in a transaction (primarily, lender, seller and purchaser). 

ORCF has stated “an owner/operator who continues to operate the facility after the sale constitutes an identity of interest.”  However, ORCF does not intend to restrict arms-length transactions from prompt eligibility.  When the transaction is clearly arms-length and at market value, ORCF may not necessarily categorize it as identity of interest for debt eligibility purposes, even though the seller may continue to operate the facility, provided that the post-transaction operator will have no interest whatsoever in the mortgagor entity.

REMINDER REGARDING SPECIAL USE FACILITIES

Given the history of claims on the FHA insurance fund, OHP has previously stated mortgage insurance for special use facilities (e.g. behavioral health care facilities, drug/alcohol rehab, psychiatric hospitals, etc.) will not be approved except in extraordinary situations.  (See Email Blasts of 9/1/11 and 11/18/11).  This continues to be ORCF’s position.  It is important to note that ORCF does not consider memory care/dementia units (whether in combination with an assisted living facility, skilled nursing facility or a standalone facility) to be special use facilities.  

At this point we also wish to bring our Lenders’ attention to the issues associated with very high acuity facilities, such as those providing for ventilator patients, traumatic head injury, etc.  These facilities are likely to have a much higher component of their valuation in the operation, rather than the real estate (as is true, to a lesser degree, of all skilled nursing facilities), therefore posing a correspondingly high level of risk.   

Given the rapid changes in both technology and reimbursement policies, OHP emphasizes that in the event that such a transaction is considered,  the obsolescence risk of these high acuity facilities should be dealt with by using very short amortization periods.   The underwriting should also address the facility’s capacity to continue to service the debt in the event that market/provider payment changes dictate that alternative/modified uses of the facility be pursued.   The normal risk mitigants for transactions with a higher risk profile would also be expected.   These include conservatively underwritten NOI that is well supported by historical performance, low loan to value, high debt service coverage ratio, strong principals (in terms of experience and financial capacity), and demonstrated near-term and long-term market.  

NEW CONSTRUCTION: STAFFING SCHEDULE (FIRM COMMITMENT EXHIBIT)
New construction firm commitment checklists include an exhibit under the Operations Section, called “Staffing Schedule”.  The schedule is to include job titles, salaries, and full time equivalents for the facility.  In order to ensure consistency, we have developed a standardized template which includes the requested information.  The Staffing Schedule template (Staffing Schedule Exhibit) is attached to this email and should be submitted as part of the firm commitment application. 

Where to send the original, fully signed Firm Commitment
The September 18, 2009 Email Blast and our draft Firm Commitments request that the original Firm Commitment (signed by the Mortgagor and Mortgagee) be returned to the OHP Underwriter.  We are hereby revising this procedure to request that this document be sent to the OHP Closer (or the contract closer -– on Contractor-processed projects).  In the future, we will revise the language in our draft Firm Commitments to reflect this revised procedure.

LEGAL PUNCH LIST REVISIONS EFFECTIVE JANUARY 6, 2012

Effective immediately, please begin using the attached legal punch lists for all 232/223(f) and 232/223(a)(7) transactions.  The revised legal punch lists correct two errors in earlier versions:

1. Review items for the organizational documents of the Mortgagor have been revised to omit references to language in the new multifamily documents as the multifamily documents are not used in Section 232 transactions.

2. Reference to the internal HUD document “Waiver of Exceptions to Title” has been omitted as this form is obsolete.

All earlier versions of these punch lists are superseded, and should not be used.

FROM THE CLOSING CORNER

Construction Cost Certification—What You Need to Know For New Construction, Substantial Rehabilitation, 241a Projects!

As noted in the November 18, 2011, email update, the Office of Healthcare Programs (OHP) requires that Lenders review all Construction Cost Certification documents prior to submission to the OHP Closing Coordinator.  Under the Lean 232 program, the Cost Certification review is the responsibility of the Lender.  The OHP Closing Coordinator will perform an analysis of the Lender’s conclusion and final mortgage determination based on the documentation provided.  

Effective immediately, the Lender is required to submit the following documents to the OHP Closing Coordinator no later than 45 days from the Owner’s selected Cost Cut-Off Date:  

1. Form HUD-92330, Mortgagor's Certificate of Actual Cost.   
2. Form HUD-92330-A, Contractor's Certificate of Actual Cost.  (The General Contractor must certify if there was or is an identity of interest with the Mortgagor.)

Subcontractors at any tier must cost certify if an identity of interest exists or comes into being between such subcontractor, equipment lessor, material supplier or manufacturer of industrialized housing and either the Mortgagor or General Contractor.

3. The Lender Narrative—Cost Certification Supplement (LNCCS) is required for Substantial Rehabilitation, 241(a), and Blended Rate projects.  It is also required for New Construction projects when a mortgage increase is requested.   

4. A Lender Certification is required for all long-form Cost Certifications.

5. Audited Mortgagor and Operator Financial Statements. 

6. Executed Form HUD-92023, Request For Final Endorsement of Credit Instrument.   (This form may need to be updated if there are   material changes before final closing.)

7. Draft Maximum Insurable Mortgage Letter.

8. Invoices that have not been provided to OHP for initial closing or insured advances.  

Note:  Please provide cover sheets for invoices or documentation for each line item of the cost certification.   These cover sheets should identify the number and name of the line item and list all sub-categories.   Additional cover sheets should be provided for each sub-category identifying the purpose of each invoice (examples: Third Party Appraiser, PCNA, Phase I, Survey).   If no invoice is available a cancelled check may be provided.
9. Updated Third Party Appraisal and Lender Narrative Appraisal section (in the case of a mortgage increase request that includes a proposed revision to value).

10. Form HUD-92451 Financial Record of Mortgage Loan Transaction or similar advance register. 

For your reference, attached are the Lender Certification form, an example draft Maximum Insurable Mortgage Letter, and the Lender Narrative Cost Certification Supplement.  Please note:  The Maximum Insurable Mortgage Determination Letter has replaced the form HUD-2580 Maximum Insurable Mortgage.

Questions?  Please contact your OHP Closing Coordinator if you have any questions regarding Cost Certification requirements for your Construction Project.

[image: image36.png]



Attachments:
Staff Schedule
223(a)(7) Legal Punchlist
223f Legal Punchlist
LEAN Lender Narrative Cost Certification Supplement 12_2010
LEAN Lender Certification of Cost 12_2010
LEAN Maximum Insurable Mortgage Letter 7_2011

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 <mailto: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://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities
Or check out:


www.hud.gov/healthcare <http://www.hud.gov/healthcare
