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

Update as of July 24th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of July 24th, 2009, we would like to share with you the following:

PLEASE KEEP IN MIND WHEN PRESENTING 232/223f LOAN TO VALUE (LTV) %...

Given the difficult economic and fiscal environment nationally, and the uncertainty of both Medicare and Medicaid reimbursements, the Department is requesting that lenders exercise caution in underwriting all 232 loans.  Although the Section 232 Regulations allow Section 232/223f loans to go as high as 85% loan to value (LTV), OIHCF will not exceed 80% LTV without mitigating factors.  Going forward, loan applications not meeting this criteria will be rejected. We ask that you adhere to the 80% LTV rule regardless of what your experience has been in the past. The Department’s review of mitigating factors will focus on any project specific attributes that result in limiting project market risk or in reducing project financial risk.  Examples of mitigating factors include, a high debt service coverage ratio, a 3-year history of income and expenses that support the Net Operating Income conclusions, very conservative appraisals, additional collateral, or other default protections.  It is not considered adequate mitigation to solely cite the strength or reputation of the owner/management/lender.  Please note that this list of examples is by no means all inclusive and each project requesting a LTV exceeding 80% will be evaluated based upon the project as a whole and it’s risk to the FHA Insurance Fund. 

TIPS TO REMEMBER FOR APPRAISALS AND MARKET STUDIES

· Don’t ignore the Sales Comparison Approach!  HUD recognizes that incomes vary from facility to facility and the Income Approach is key to the valuation of the going concern. But what HUD wants to know for its loan decisions is what the property would sell for with an Operator in place at the projected occupancy. This is the “market value” of the going concern.  It is an indicator of trouble when comparable building sales do not support the conclusions of the income approach. 
· A common problem we have seen with market studies is that the Analyst has ignored inferior units on the supply side. These units must be discussed even if you are making a case for their exclusion from the competition. 

· When making your conclusions about the size of the Primary Market Area, pay close attention to where the existing competitors are drawing their tenants from.

· Be sure your market study includes all vacant/off-line units in the supply count.

· Some Lenders have been reluctant to depart from the conclusions of the appraisal as they perceive this would violate FIREA rules. HUD wants Lenders to view the appraisal as a tool to do their underwriting and loan sizing correctly. Lenders should not use a value they disagree with, and are allowed to make modifications with justification. If Lenders feel they are prohibited from doing this, they should cite the FIREA rule at issue in their narrative.

· The concluded “Highest and Best Use as if Vacant” is important because it dictates the type of land comparables the Appraiser will chose. Unless the site is located next to a hospital, it is unlikely that the highest and best use as vacant will be senior housing. The highest and best use conclusion should conform to the actual zoning. 

· The selection of the capitalization rate should be primarily based on recent sales. Ideally these rates would come from the Building Sales Comparables, however these are often chosen by location before sale date. Recent cap rate data should be included every time, even if an additional set of cap rate comps needs to be introduced.

· Supply your Appraiser/Analyst with copies of the Statement of Work for Appraisals and Market Studies. We are constantly trying to improve these documents, so check with FHA.gov for new versions before you start. You may also contact wayne.d.harris@hud.gov for the most recent version. Many of the problems we encounter in our reviews could be avoided by adherence to the SOWs.

    LEAN 232 Pipeline as of July 17th, 2009
The current activity of our 232 pipeline for the week ending 
July 17th, 2009 is outlined in the following table.
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Applications Received

     Refinancings 223(f) 4 132

     New Const Pre-App 26

     223 (A7) 4

     223 (D)2 1

     New Const-Firm  4

     TOTAL 4 167

Market Acceptance Letters

     New Construction 19

     TOTAL 0 19

Commitments Issued

     Refinancings 223(f) 2 96

     New Construction 1 2

     223 (D)2 1

     223 (A7) 3

     TOTAL 3 102

Closings

     Refinancings 223(f) 1 64

     New Construction 1

     223 (D)2 1

     223 (A7) 3

     TOTAL 1 69

Applications currently in underwriting review: 39

Applications in queue (not yet assigned): 39


      Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
 

http://portal.hud.gov/portal/page?_pageid=73,7716182&_dad=portal&_schema=PORTAL
 

 

     LEAN Thinking Mailbox - LeanThinking@hud.gov
We continue to be inundated with questions and are working through these questions as quickly as we can – many of these involve policy issues, which require substantial discussion.  We appreciate your patience.
 

 

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

 

For more information on the LEAN 232 Program, check out our FHA.GOV website at:
 

http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
�








