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232 Handbook - Chapter 5
Appraisals and Market Studies

 Originates from Appraisal Statement of Work (now obsolete) 
and some guidance taken from MAP Guide.



Chapter 5.1 - General

 Indicates which loan programs require an appraisals

 Asserts HUD’s role as a regulatory enforcement agency
– Allows us access to appraiser’s entire work file

 Remedies for unacceptable submissions
– Warning letters

– Limited Denial of Participation

– Referral to regulatory agencies



Chapter 5.2 – Selection of Appraisers

 To qualify as the appraiser, you must:
 Inspect the property

 Perform the analysis

 Have appropriate experience

 Sign appraisal certification

 Be certified by State where the property is located or hold a 
temporary permit

 Be independent from lender

 This does not preclude others from signing or using a trainee, 
so long as at least one person meets all the qualifications 
above.



Chapter 5.3 – Appraisal Requirements 
(Statement of Work)

 Compliance with the Uniform Standards of Professional 
Practice (USPAP) is the foremost rule.

 In addition you are required to supply:
 Resume

 Copy of License

 Photo documentation of subject

 Appraisal expires after 180 days

 Require “Market Value of the Total Assets of the Business”

 Guidance given for 3 approaches to value and descriptions



Chapter 5.3 – Market Studies

 Every appraisal must contain a market study.

 In some cases, we allow the market study to be “truncated” 
whereby they don’t need to quantify the unmet need (by 
number of beds or units) in the market.  Allowable when:

 Subject not adding beds or changing target market

 Subject at stabilized occupancy

 No foreseeable increase in supply

 No foreseeable decreases in demand



Chapter 5.4 - Ground Leases
 Lease Duration

 Must run 10 years beyond loan term

 Loan Sizing
 Appraiser will hypothetically assume land is owned

 Ground lease will include an option to purchase; the optional purchase 
price will be deducted from loan amount

 If no option to purchase subtract the “leased fee” value of land from 
the loan amount

 HUD review appraiser examines ground lease for:
 Acceptability of lease payment amounts 

 Acceptability of any scheduled rent increases

 Acceptability of other lease provisions or rent during construction



Chapter 5.5 – Tax Abatements

 Type A abatements:
 Abatements that will not be inherited by a typical buyer, and abatements 

where there are less than 5 years of abatement remaining.
 Appraised with full market tax expenses

 Type B abatements:
 Abatements that would be inherited by a typical buyer, where the 

abatement amount is level, or the exemption is complete, and lasts the 
term of the mortgage.
 Appraised recognizing tax savings

 Type C abatements:
 Abatements that would be inherited by a typical buyer, but are variable in 

amount and/or shorter than the term of the mortgage.
 Appraised assuming full tax expense but then adds back the “Net Present Value” of 

the tax savings



Chapter 5.6 – Restricted Rents

 Allowed to underwrite at Market Value ignoring the rent 
restrictions.
 Appraiser will invoke a hypothetical assumption

 Appraiser will supply a second value showing the value 
acknowledging rent restrictions for us to consider in our 
assessment of risk.

 Maximum Loan sizing based on Debt Coverage will be based 
on restricted, not market, incomes.



Standard Work Punchlists



New Construction
What Does HUD’s Appraisal Review Entail?



HUD Standard Work

 Check Senior Acquisition Report for sales that should 
be considered

Web research on local economy

 Check if best rent comps were used:
 ALFs:  State’s Licensing Agency
 SNFs:  Nursing Home Compare

 Visit Site

 Visit Planning Department

 In person interviews of administrators at the most 
directly competitive properties

http://medicare.gov/NursingHomeCompare/?AspxAutoDetectCookieSupport=1


Administrator Interviews

 Share information about what 
is proposed and explain 
purpose of visit

 What is the perceived overlap 
and impact on occupancy as a 
result of proposed project?

 Verify # of Units/beds, Use 
(AL/MC/SN/IL/Rehab), and 
Type (private/shared)

 Payor mix 
(Medicare/Medicaid/Private 
Pay/Insurance, etc.)

 Occupancy by type of Use

 Waitlists by unit type

 Rents/Concessions?

 Care charges

 Second occupant fees

 Assessment/screenings fees

 Expenses (per unit & as a % of 
EGI)



Administrator Interviews (continued)

 Knowledge of proposed 
facilities or expansions and 
input about absorption 

 Knowledge of any sales

 Who are main competitors

 Anything about competitors 
that is odd or unusual

 Discuss any deal specific 
concerns (e.g., # units, sizes, 
design…)

 General strengths of market

 Referral sources (other 

people we should talk to)

 Resident origin

 Ask “what would I miss 
about the market if I am 
only here for a day?”



Initial Operating Deficit Analysis
HUD-91128-ORCF



HUD-91128-ORCF



HUD-91128-ORCF



223f Refinances
What Does HUD’s Appraisal Review Entail?



Decision Circuit

 Tool for setting the scope 
of the appraisal review

 All applications are 
looked at by an ORCF 
appraiser

 Scope of review is on a 
spectrum depending on 
risk factors

 DC Link

https://portal.hud.gov/hudportal/HUD?src=/federal_housing_administration/healthcare_facilities/residential_care/underwriting/223f


Inputs

Physical property details

Loan parameters

Income & expense history table

Census mix history table



When further review is required 
the scope is customized to the 

situation by the Decision Circuit.



Flags prompt reviewer to comment

Occupancy lower than 75%
Ground Lease
Change in the building footprint
Change in Potential Resident Days
Tax Abatements



Flags (continued)

Recent purchases

Commercial Space over 4%

NOI trending down for 3 years.

Recent NOI at half of concluded rate.

Private Pay or Medicare census higher than 
proven history. 



Flags (continued)

Medicaid census lower than history

No sales comps from in-state

More than 2 comps of bulk sales

Concluded value > undepreciated cost



Flags (continued)

DSCR over 2.00

LTV under 80% - evaluated under 2 scenarios

1. As underwritten and 

2. Using most recent NOI and Avg Market Cap Rate



Concluded NOI  is compared to each 
historical period.



Normalizing Expense History



Balancing Historical Statements



Special Consideration

 Loans over $25 million

 Stabilizing NOI

 Special Income (IGT/UPL/QASP…)

 Purchase within 3 years

 Altering DC

 Management Fees

 Stress Tests



Loan Term Coaching
• Year built?
• Substantial renovations?
• Divergence from current design standards? 
• CON State?
• Ranking among competition?
• Rural vs. Suburban vs. Metro?


