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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

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