Process Name: 232/223f Underwriting Punch List
DATE: XX/XX/XX

ASSIGNED HUD UNDERWRITER: XXXXXXXXXXX

PROJECT NAME: XXXXXXXXXXX

PROJECT NUMBER: XXX-XXXXX


Section A:  General Underwriting/Program Eligibility
(To turn on quick click formatting, go to the Review menu, select Protect Document, Restrict Formatting & Editing, Check Box 2, Filling in Forms.  Click the”Yes, Start Enforcing Protection”, and click on “Okay” without entering a password.  To disable, go back to the Protect Document menu & click “Stop Protection.”  NOTE:  The header can not be accessed when this formatting is turned on.)
	Step
	Activity
	Key Point
	Key Question(s)

	A1
	Initiate Review Process.

Source Document(s)

· Email from Workload Manager
· 

 OGC Request e-mail template
· OGC Contacts List:  


· 

 UW Assignment email to Lender template
· Email Blasts: 9/18/2009; 9/1/2011; 9/13/11; & 11/18/2011

Link to complete listing of archive Email Blasts 


· Verify Lender and Lender Underwriter approval status on LQMD website (SharePoint Favorite Links):  http://hudatwork.hud.gov/po/h/hm/fog/dev/authsign.pdf 

This is an internal website only, and should not be shared with or discussed with any external clients.
	U/W receives email from WLM with 223f Project assignment 

Request OGC attorney assignment 

Send assignment e-mail to Lender

***Underwriter should begin review with the Sharepoint electronic copy.  Lender will send one full hard copy package to the assigned U/W. Lender will send Legal documents directly to the assigned HUD Attorney*** 

*UW check SharePoint to ensure that Environmental Reviewer  (4128 Review) and Title & Survey Reviewer have been assigned, a Decision Circuit Completed and an Appraisal Reviewer assigned as necessary.  (Wayne Harris will update SharePoint Appraiser Entry tab.)
	Lean approved Lender?

 Yes, move on

 No, contact WLM

Lender Name:     
Lean approved Lender Underwriter?

 Yes, move on

 No, contact WLM

Lender Underwriter Name:     
 U/W Assignment email sent to Lender

 OGC attorney assigned.  Record in SharePoint “In Queue” & “Initial U/W” tabs.

 Environmental Reviewer assigned*
 Title & Survey Reviewer assigned*
 Appraisal Decision Circuit Completed
 Appraisal Reviewer assigned*
UW Comments

     


	A2
	UW checks Medicare.gov website for skilled nursing facilities verifying subject facility is not on Special Focus Facility(SFF)List.
Source Document(s)

http://www.cms.gov/CertificationandComplianc/Downloads/SFFList.pdf
http://www.medicare.gov/NHCompare/Include/DataSection/Questions/ProximitySearch.asp?bhcp=1

	Confirming whether project is on SFF list. [image: image5.png]



Special Focus Facilities (SFF) are nursing homes that have a history of persistent poor quality of care. These nursing homes have been selected for more frequent inspections and monitoring. To learn more, visit the CMS Certification & Compliance website.
	On list:

 Yes.  Contact WLM to discuss rejection before continuing review.

 No.  Move on.

UW Comments

     


	A3
	Verify CMS sprinkler compliance on SNFs

Source Document(s)

http://www.medicare.gov/Download/DownloadDB.asp
	Check the CMS website for compliance:  

1. From the drop down menu called “Select a Database” select “Nursing Home Compare – About the Nursing Home” and click on the “Continue” button.

2. Click on the “Download” button for the CSV Flat Files option (2nd download button from the top).

3. Click “Open” to open the zip file folder that will pop up.

4. Within the zip file folder is an Excel file called “NC_NH csv”,  click on it to open it up.

5. Column M “Sprinkler Status” indicates if the facility is Fully, Partially or Not Sprinklered;

6. Column I “Fire Survey Date” indicates the date of that determination by the State surveyor.
	  No SNF beds, Move On; 
  CMS website shows facility as Fully Sprinklered, Move On;
CMS website does NOT list facility as Fully Sprinklered:

  Firm Application submitted prior to 5/1/2013.  Include the following Special Condition in the Firm Commitment:  

NFPA 13 Standard Compliance:  Prior to Closing, the project must be listed as fully sprinklered on the CMS website, or a certification (to HUD’s satisfaction) must be provided that the property is currently in compliance with the 1999 Edition of NFPA 13 Standard for the Installation of sprinkler systems.   Such certification must be provided by a qualified third party entity (e.g. fire marshall or another entity that is qualified to opine on this matter).  

  Firm Application submitted to HUD on or after 5/1/2013.  Must be listed as fully sprinklered per the CMS website prior to HUD acceptance of the application, Contact Lender.
UW Comments

     


	A3
	UW perform internet search on facility name
	Use internet search engine (Google, Yahoo, etc.) to check for any adverse media information.
	 Yes.  Adverse information found.  Contact lender if not addressed in Lender Narrative, or contact WLM to discuss implications.

 No.  Move on.

UW Comments

     


	A4
	Read Lender Narrative in its entirety
Source Document(s)

Lender Narrative (01-02)
	Reading the Lender’s Narrative will give you an overall understanding of the project.
	 Yes.  There are potential compliance issues/red flags. Make notes of issues/flags in “comment” section.

 No.  There are no potential issues/red flags identified at this time in review.

UW Comments

     


	A5
	Conduct “Hello Call” with Lender
	UW offers to hold a “Hello Call” with the Lean Approved Lender UW.  (UW Trainee may attend the call, but the Lean Approved UW must be on the call as the lead lender representative.)

This call is an introduction to all parties.  It is an opportuntity for Lender to provide overview of deal and identify key factors pertinent to the OHP UW, including any timing issues.
Note:  The OHP UW is not required to provide any expectations on timing of review and presentation to Loan Committee during the call.
	 Lender requested Hello Call

Date Conducted:       
 Lender did not request Hello Call
UW Comments

     


	A6
	Contact  OGC Attorney for introduction
Source Document(s)



 Email template
NP –Reg Agreement Matrix link 

	Email assigned OGC Attorney to introduce yourself as the assigned UW.  If you know of any issues at this time that the attorney should be aware of, note that in the email as well.

Examples of issues to raise:

· A/R Financing

· Project a part of a portfolio

· Master Lease required

· Waivers

· Licensing issues

· Title or Survey issues

· Changes to property/legal description

· Ground Lease

· Secondary Financing
· Type of Reg Agreement for a Non-Profit 
	 Email sent to Attorney; Date:       
Part I Review completed?

 Yes, forward a copy to the Lender, and note any special conditions specified in the review.  Move On.

 No, review has been requested/assigned, but not completed prior to Firm Commitment.  Confirm with OGC if loan can go to Committee.  Note that there is now a standard condition for the Legal Punchlist.  Move On.
Is the Mortgagor a Non-Profit?

 Yes, use NP-Reg agreement Matrix to determine type of Reg Agreement needed,  include the Standard Special Condition in the Firm Commitment. 
 No, move on.

UW Comments

     


	A7
	Determine if the Key Points are applicable to application
Source Document(s)



 Accounts Receivable Punchlist

Waivers List on SharePoint:  http://hudsharepoint.hud.gov/sites/IHCF/DEVL/Lists/Waivers/AllItems.aspx 



 HUD-2 general
HUD-2 substitute for PLI  waiver:  




 Related FHA Insured Project Punchlist

	· A/R Financing

· Project a part of a portfolio

· Master Lease required

· Waivers

· Review to determine if Mortgagor/Operator has other FHA-Insured Facilities:

· APPS/2530 submissions

· Consolidated Certification Attachments

· Resumes

· Schedules of Facilities Owner/Operated

· Prepayment of current FHA Mortgage

Note:  If there are other FHA-Insured Facilities, it should be disclosed in the Lender Narrative.  Reviews and approvals of A/R financing, master lease, and other related items may have already been completed.


	Is there A/R financing or proposed A/R financing? 

 Yes.  Notify WLM and assigned HUD Attorney prior to initiation of HUD Accounts Receivable Punch List.  

 No, move on

Is the project part of a portfolio? (3 or more facilities)

 Yes, contact WLM

 No, move on

Is a Master Lease required?(3 or more facilities or $15 million mortgage amount )

 Yes, contact WLM

 No, move on

Waivers requested? 

 Yes, Review Waivers list on SharePoint, contact WLM & begin HUD-2 review process

 No, move on

Are there other FHA facilities owned, operated or managed by the mortgagor, operator or management agent?

 Yes.  Further review will occur in Section C, D, E, & F of the Punchlist including:  CMS star ratings,TSI, and iREMS.

 No, move on
UW Comments

     


	A8
	Identify Purchase Transaction 
Source Document(s)



 Purchase Punchlist
	223f purchase transactions have different requirements than refinancings.

Note: A purchase is defined as an actual or proposed acquisition after the date the original application was accepted in the queue.  If there is an identity of interest between the buyer and seller, then the transaction is to be treated as a refinance.
	Purchase Transaction?

 Yes, complete Purchase Punchlist

 No, move on
UW Comments

     


	A9
	Review debt for cross-collateralizations and/or financing with a line of credit.
Source Document(s)

· Lender’s Narrative (Exhibit: 01-02: Special Underwriting Considerations - Q2; AND Existing Indebtedness)

· Title Search (Exhibit: 08-03A)

· Title Exceptions (Exhibit: 08-03C)
· Email Blast of April 10, 2009 


· Draft HB, Loan Sizing Chapter 4:  


· Payoff Statements, Copies of Notes (Exhibit: 08-01 A)
· A/R Punchlist
	SEE EMAIL BLAST ON EXISTING DEBT
If debt is cross collateralized, debt must be allocated between each asset in a reasonable manner, examples include:

· Exisiting debt allocated by project with a bank’s specified payoff/release amount 

· Valuation on all facilities (including non-FHA)

· Per bed method

· Case by Case method

· (See Draft 232 HB, Loan Sizing chapter, Existing Indebtedness section regarding portfolio/pooled debt for more detail.)
· Comments should discuss the type of debt, total loan amount, number of facilities covered, and allocation approach. 

	1.) Is any of the existing debt cross-collateralized with other assets?

 No, move on
 Yes
If yes:

Was debt allocated proportionally between each asset?

 Yes, move on 

 No, lender must explain the rationale behind the allocation. Take concerns to WLM or HUD appraiser. 
2.) Is any of the existing debt Financed with a line of credit?

 No, move on
 Yes, Lender has adequately addressed, move on
 Yes, Contact Lender.  This is not to be included in existing indebtedness.  Any outstanding lines of credit (other than HUD approved AR) are to be terminated at closing. 
UW Comments

     


	A10
	Determine if the Transaction Costs include Swap Termination Fees
Source Document(s)

·  

 UW PL review for swap fees eligibility

· Mortgagee Letter 2012-08 dated 4/26/2012 http://portal.hud.gov/hudportal/HUD?src=/program_offices/administration/hudclips/letters/mortgagee

	Refer to Mortgagee Letter 2012-08 for Background.
	Are swap termination fees included in transaction costs as a mortgageable item?

 No, move on
 Yes, complete the swap fees punchlist

Are swap fees determined to be included as an eligible transaction cost?

 Yes, move on

 No, include in lender’s deficiency list
UW Comments

     


	A11
	Verify receipt of check for application fee 

Source Document(s)

Exhibit 1-1 of lender’s checklist
	 Copy of application check is uploaded to SP in 00_HUD_UW folder

Application Fees are $3/$1000 (not rounded)

Cannot move forward if check is not received
	Check Received

Correct Amount?

 Yes, move on

 No, contact lender. 

· Overpayments can be corrected after closing.

· Underpayments must be corrected by Lender’s submission of the additional fee before issuance of firm.
UW Comments

     


	A12
	Process all required APPS/HUD 2530 documents.

Source Document(s)

https://hudapps.hud.gov/apps/part_reg/apps040.cfm

 APPS Punchlist link
	Business Partner Registration System (BPRS) entries must be completed

APPS/2530’s submitted for all applicable participants

It is the OHP Underwriter’s responsibility to ensure all required participants have approved 2530/APPS submittals.  If processing of the 2530/APPS submittal was completed by someone else prior to UW receiving project, the approved 2530/APPS will be posted to SharePoint under the “00 HUD UW Docs” folder under the project. 

If a Master Lease is required, 2530 and BPRS registration will be required of the Master Tenant.
	Has BPRS been completed, and verified, for all participants?

 Yes, move on

 No, contact Lender

Indicate APPS/2530s are completed for required entities: 

 Yes, move on

 No, contact Lender

Firm Commitment cannot be issued if any of the applicable participants have flags in the system.

Does the Mortgagor have any identities of interest with the lender?

 Yes, they are ineligible for the program. Contact WLM.

 No, move on
UW Comments

     


	A13
	Review current license(s)
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Program Eligibility Licensing/Certificate of Need/Keys Amendment)

· Licenses (Exhibit: 08-02)

· Possible Section 232 Participant – Licensing Scenarios Matrix 

· 232 Elligibility Definition 


· 232 Frail Elderly Definition


· Special Use Facilities:  Email Blasts 9/1/11 & 1/6/12:  



	The correct entity is the one with direct oversight.

The number of beds on the facility license must be equal to or higher than the number of beds in operation.

For ALFs, confirm that resident population will meet the statutory 62+ frail elderly requirement.

Unlicensed units should be fully described in lender narrative.  If there are Independent Living Units, it should be clear how many were included in underwriting analysis and the basis for that determination.
caution on Special use facilities:

Special Use Facilities are facilities that serve a particular tenant population (e.g., behavioral health care facilities, drug/ alcohol rehab, psychiatric hospitals, eating disorder facilities, hospice, etc.).   Special Use Facilities may pose a higher risk to the FHA Insurance Fund because of inspection/regulatory weaknesses and concerns related to the stability of future funding sources, and therefore HUD Mortgage Insurance for these projects will not be approved, except in extraordinary situations.  
	Contact the lender if you cannot confirm the following:

 License is current

 License covers required number of beds.

 License is issued to the correct entity?


Choose:

  Mortgagor Operator Management Agent

 Assisted Living Facility meets 62+ frail elderly requirement
Does Lender Narrative indicate Independent Living units?

 No Independent Living Units, move on.

 Yes, under 25 % threshold move on.

 Yes, over 25%.  Waiver required (should not exceed 30%)

Waiver requested?

 Yes, contact WLM for approval

 No, contact Lender

Is the facllity considered a Special Use Facility?

 No, move on

 Yes, contact Lender

 Facility is determined eligible, OHP Appraisal Review requested
UW Comments

     


	A14
	Check for Commercial Space
Source Document(s)

Lender Narrative (Exhibit: 01-02: Program Eligibility-Commercial Space/Income)

	Commercial Space, if any, must not exceed either 20% of the total net area or 20% of effective gross income.

If yes to EITHER total net OR effective gross income, the project is ineligible without a waiver. 

On Commerical Leases, a non-IOI entity is allowed to include a  Subordination Non-Disturbance Agreement (SNDA).  For IOI entities, a SNDA is not allowed.
	Is there Commercial space? 

 Yes, 


 area is 20% or less of total net area, move on.


 area is > 20% of total net area, a waiver is required.

AND


 the income is less than 20% or less of the effective gross income, move on.


 the income is more than 20% of the effective gross income, a waiver is required.

AND


 Special Condition included for Commerical Leases allowing or disallowing a SNDA.

 No commercial space, move on
UW Comments

     


	A15
	Check Zoning for non-conforming use
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Project Description - Zoning)

· Title Policy (Endorsements)

	If use is non-conforming, it should at least be “legal nonconforming” use.

If legal non-conforming use, the insurance must include zoning ordinance coverage.  This may be on either the title insurance policy or the property insurance.

If use is illegal, consult with HUD attorney.
	Is the building a legal conforming use with local zoning? 

 Yes, move on

 No


If no, is there zoning ordinance insurance coverage? 


 Yes


 No (if not, this must become a Firm Commitment Special Condition)

UW Comments

     


	A16
	Collect & Review the HUD 4128 signed by the HUD Reviewer
Source Document(s)

· Phase 1 (Exhibit: 02-02)

· Phase 2, Asbestos O&M Plan, Floodplain (Exhibit: 02-02, if applicable)

· Lender Narrative (Exhibit: 01-02: Environmental)

· HUD-4128
Additional Guidance:  CMS guidance on how to develop an evacuation plan:  



	The 4128 must be completed prior to issuance of firm commitment.

When possible, all 4128 conditions should be resolved prior to issuance of firm commitment.  Examples of possible 4128 conditions:  Asbestos O& M plan, AST compliance, Modified 8-Step requirements. 
If underwriter does not concur with reviewer’s finding, consult with supervisor prior to routing to Director.

Signatures required on 4128 include the normal full concurrence chain and, if project exceeds 200 units, the regional environmental officer. 

	Is the project recommended for approval?

Yes, continue
OR

Yes, “with conditions.”  Check appropriate box below:


 Notify lender of the conditions. The lender should resolve prior to issuance of firm. 


 For issue(s) that will have to be resolved after firm commitment, underwriter must include a precise special condition outlining the steps needed to resolve the environmental issue.

 No, Immediately, notify lender of environmental findings and advise the project must be rejected unless resolved.  
UW Comments

     


	A17
	Collect & Review the OHP Title and Survey Review findings and recommendations.
Source Document(s)

· Title & Survey Review Form


· Title & Survey Standard Special Condition

	The Title and Survey review should be done prior to firm commitment.  The Title & Surveys are currently being reviewed by Hospital A&E Division, coordinated by Wayne Harris.  For specifics of the review, refer to the Title & Survey Review Form in Source Document. 

Review Status and Reviewer information is available on the project’s SharePoint, Appraiser Entry tab.  If not indicated as requested, contact Wayne Harris.
	Is the title and survey review completed?

 No, confirm Title & Survey review has been requested and assigned.  


No, review has not been requested or assigned, contact Wayne.


Yes, review has been requested/assigned, but  not completed prior to Firm Commitment.  Include the Standard Special Condition in the Firm Commitment.  Move on.

 Yes, no deficiencies noted. Move on

 Yes, deficiencies noted, include in lender’s deficiency list.  If not cleared prior to Firm Commitment, include the Standard Special Condition in the Firm Commitment.
UW Comments

     


	A18
	Confirm that the prepayment has been approved, if refinance of a HUD loan.
Source Document(s)

· HUD-9807, Insurance Termination Request for Multifamily Mortgage has been approved. (Either by Insurance Operations Branch or in conformance with Mortgagee Letter 2004-21). 

· Exhibit 08-01 A4


	There must be an approval to prepay the existing HUD mortgage.  A HUD-9807 must be completed and approved.
	Has the prepayment been approved, if refinance?

 Yes  No  NA, not currently a HUD-insured mortgage

If Yes, move on.

If No, determine status of 9807 approval.  If 9807 has not yet been received, it can be noted as a Special Condition.

 Noted as a Special Condition.
UW Comments

     


	A19
	Determine whether to move forward with full application review or stop with early rejection.
Source Document(s)

· 

- Modified Early Reject Template on SharePoint
· 

-Sample Modified Early Reject LCM.

· For examples of reject letters to lenders, go to 223 F Projects and filter on rejected project status.
· 


HYPERLINK "http://hudsharepoint.hud.gov/sites/IHCF/DEVL/ap/Deficiency_Protocol_and_Holds_and_UW_Timing_Goals/Deficiency_Protocol_and_Holds_and_UW_Timing_Goals.docx"
Deficiency Protocol and Holds and UW Timing Goals[image: image26.png]





	If a rejection is recommended at this stage, discuss with WLM and lender.  The lender has the option to withdraw the application at this point.

Note:  An early rejection requires a presentation to Loan Committee.

SharePoint needs to include Initial 7 day review date by UW.
	Is a Rejection recommended at this stage in processing?

 Yes, review with WLM and begin Rejection Letter and modified LCM for presenting to Loan Committee.

If yes, also notify OGC Attorney and Technical Reviewers

 No, full application review recommended.  Move on.

Initial 7-day review date entered into SharePoint

 Yes, move on.
UW Comments

     



Section B:  Financial Operations & Appraisal Review

Entity that controls the facility financial operations:  Mortgagor   Operator   Management Agent  
	Step
	Activity
	Key Point
	Key Question(s)

	B1
	Read 3rd Party Appraisal Report & OHP Appraisal Review for Value Conclusion.
Source Document(s)

· Appraisal Report

· OHP Decision Circuit/Appraisal Review Worksheet (00_HUD_UW folder in SharePoint)

· Lender Narrative, (01-02 Appraisal)

· 
 Link to FIRREA/USPAP Memo Regarding Value Increases

	Reading the appraisal will give you an overall understanding of the project.  Departures from the appraisal are allowed in the Lender’s conclusion as long as they are supported.

A Decision Circuit worksheet is completed by OHP Appraisers to determine if further review is necessary.  If further review is necessary, an Appraisal Review Worksheet will be completed by an OHP Appraiser.

Lenders can make adjustments decreasing value from the conclusions in the appraisal with justification.  Lenders may not, however,  adjust value upward.  If you have concerns about their justification, talk to WLM and/or OHP Appraiser.

Note:  Ground leases are valued differently than land owned in fee simple.  OHP Appraiser should confirm that valuation and related mortgage amount are correct.
	Do the value conclusions in the reports (third-party Appraisal & OHP Appraisal Review) agree with the lender narrative?

 Yes, move on

 No, include in lender’s deficiency list

UW Comments

     


	B2
	Check for Assumptions and Limiting Conditions (aka Hypothetical Conditions, Exdtraordinary Assumptions, or Jurisdictional Exceptions).

Source Document(s)

· Lender Narrative (Exhibit: 01-02: Appraisal - Hypothetical Conditions and Extraordinary Assumptions)

· Appraisal (Exhibit: 02-01: Assumptions & Limiting Conditions)

· Statement of Work

	The appraisal will spell out a list of assumptions and limitations on which the appraisal is based.  The appraisal’s table of contents will help you find where they are listed.
	Are there Assumptions and/or Limiting Conditions, other than completion of repairs/construction completion? 

 No, move on

 Yes, consult with OHP Appraiser to confirm acceptability or recommend technical review if more clarity is necessary.


 Acceptable per OHP Appraiser.  Move on.

 Unacceptable per OHP Appraiser. Include in lender deficiency list

UW Comments

     


	B3
	Check Appraisal for Remaining Economic Life.  

Source Document(s)

· Lender Narrative (Exhibit: 01-02: Appraisal - Remaining Economic Life)

· Appraisal (Exhibit: 02-01)

· PCNA (Exhibit:  02-03)
	Loan term is the lesser of 75% times the remaining economic life or 35 years maximum.  If calculation for remaining economic life is less than 47 years, a shorter loan term is needed.
Items to take into account:  Actual age of property, typical life and effective age, renovations and dates

For example, 

 SYMBOL 183 \f "Symbol" \s 10 \h 
typical life is 55 years;

 SYMBOL 183 \f "Symbol" \s 10 \h 
actual age is 30 years; 

 SYMBOL 183 \f "Symbol" \s 10 \h 
effective age is 15 years; 

Then remaining economic life is 40 years (55 years -15 years) and the loan term is limited to 30 years

Note:  The Appraisal determines a Remaining Economic Life, as opposed to the PCNA’s Remaining Useful Life of the building and its components.  Generally, the Appraisal’s Remaining Economic Life is used because it captures the facility’s ability to continue to generate income.

Factors to consider and discuss as needed in LCM:
· Older building with limited repairs noted in PCNA; is it because facility has been well-maintained to be better than its age, or do the limited repairs dictate a shorter term? 
· If questions remain on loan term, consider the project’s financial performance for last 3 years as well as market indication in the appraisal report.  What is age, condition, occupancy relative to competitors?  Are there ward beds (outdated facility)?  Is overall market demand strong, and/or are there barriers to entry such as CoN, moratorium on new beds, densely developed area with little land for development, etc.).  Also, look at pictures in appraisal as well as PCNA to get an idea of the building condition.
Mitigants:

· Reduce the loan term;
· Require a shorter PCNA review term other than 10 years. 


	Has justification been given for the determination of the subject’s remaining economic life, and do you agree with the conclusion?

 Yes, move on

 No, include in lender deficiency list


 Acceptable response, move on


 Unacceptable response, consult with OHP Appraiser

UW Comments

     


	B4
	Review payor mix for changing trends & relative position in market.

Source Document(s)

· Lender Narrative (Appraisal; Income Capitalization Approach; Historical Revenue section).

· Census History (Exhibit 9-7)

· Updated Financial Tables, as necessary


	Payor Mix review not necessary on projects that are entirely Private Pay.
Lender Narrative should discuss any departures from historical reimbursements, mix, and trends.

· For SNFs, review Medicare mix in particular, as the higher reimbursement rates have greater impact on NOI.
· Is the concluded mix in line with historic levels and competitors?
· Does the subject compete well in the market relative to unit mix, age, condition, and care reputation?
· If an increased payor mix level is projected (especially higher income), is there adequate justification that the subject facility can capture more of this market?
· Comparables should be facilities with a similar payor mix.  Alternatively, the third-party appraiser can review separate comparable facilities for SNF, AL, dementia care, and/or IL components of facilities with more than one level of resident care.

If project is steadily losing “higher income” payor source mix, this may be a concern.  Generally, Medicare beds (and private pay beds) have higher rates (and profit margins) than Medicaid beds.

Discuss if an ALF is participating in a State Medicaid waiver program.  If so, is it because they have had occupancy issues, or there is weak market demand?  Do the competitors participate, and how is participation viewed in the market?
	Does the underwritten payor mix seem reasonable as compared to historic levels and competitor facilities, and has the lender adequately discussed it in the Narrative?

 Yes, move on

 No, include in lender’s deficiency list

UW Comments

     


	B5
	Review subject’s historical occupancy for changes and compare to market comparables.
Source Document(s)

· Lender Narrative (Appraisal; Income Capitalization Approach; Occupancy section).

· Census History (Exhibit 9-7)

· Rent Rolls, last 3 months (Exhibit 9-9)

· Updated Financial Tables, as necessary


	The narrative should address any decline in occupancy or below average occupancy.
· How does underwritten occupancy percentage compare to historical performance?
· Look for any trends or fluctuations in occupancy for last three years—up, down, or stable.
· How does subject property’s occupancy rate compare to competition?  Does age, condition, unit mix appear to negatively impact the facility in comparison?
· Comment on any difference between numbers of licensed versus operating beds.
· ALFs may have a higher number of licensed beds to allow for dual occupancy in a unit.  Most ALFs operate on single occupancy, but dual licensing could provide additional revenue from second occupant income.  Dual occupancy may also be used if a facility participates in a Medicaid waiver program, operating shared units for the typically lower reimbursement amounts.
· SNFs could be “banking” beds.  In CoN States, or areas where obtaining new bed licensing is difficult, operators may maintain licensed beds.  Consider if the difference provides an operational benefit, i.e.:  operating more marketable semi-private rooms instead of multi-bed wards; operating more private rooms than semi-private rooms for more Medicare revenue, converting room space to therapy space.  However, if the lower number of operational beds seems to be an indication of declining market concerns (review occupancy trend and market narratives), have lender address.
· Note:  We should have a license for all the licensed beds, as they are pledged as security to the insured mortgage, and they could have value that could be applied to the mortgage principal balance if those bed licenses were sold.
Market Considerations:

· What does the appraisal/OHP appraisal review say about the overall future of the project’s market?
· Discuss number of competitors/beds and the average occupancy rate in the PMA, as well as any new competitors entering the market.
· Comment on any CoN, moratoria (on new construction, new units, etc.), other barriers to entry, or Medicaid waiver programs (for ALFs).
· Discuss facility’s ability to compete in the market and to continue to capture market share at the underwritten level.
· The underwriter should clearly understand which facilities are competitors and which are merely comparables that are not true competition to the subject.  If that is not clear from the appraisal or the lender narrative, contact the lender for clarification.
Mitigants:

· Consider reducing the underwritten occupancy % and loan amount;
· If the percentage of occupancy underwritten is reasonable but the project has not performed an adequate amount of time at that level, require a debt service reserve escrow.  (Note:  Debt service escrow amounts include Principal, Interest, & MIP, and is not a mortgageable item.)


	Does the underwritten occupancy seem reasonable as compared to historic levels and competitive facilities, and has the lender adequately discussed it in the Narrative?

 Yes, move on

 No, include in lender’s deficiency list

UW Comments

     


	B6
	Verify full real estate taxes included.
Source Document(s)

Lender Narrative (Exhibit: 01-02: Special Underwriting Considerations-Q15; AND Income Approach-Expenses)


	NOI for Value must use full market rate real estate taxes—as opposed to PILOT or abated taxes—to reflect a value for a typical owner or operator that may not benefit from an abatement. 

However, NOI used for Debt Coverage can be calculated using the subject facility’s specifc tax expense (when exempt).
	Do the underwritten expenses include all real estate taxes (without tax abatements or incentives)?
 Yes, move on

 No, include in lender’s deficiency list
UW Comments

     


	B7
	Review Operating Expense Ratio.
Source Document(s)

Lender Narrative (Exhibit: 01-02: Expense Analysis

	Review overall expense ratio percentages against historic and comparables overall expense percentages; investigate wide differences.  Appraisal and underwritten conclusions should not be at levels that property has not achieved before without strong supporting argument.  Also be aware of IOI charges for supplies, pharmacy, and bookkeeping.

Note that the income comparables may be different than the expense comparables since local expense comparables are more difficult to obtain.  OHP underwriters need to review non-PMA expense comparables to determine if the analysis is persuasive.  Are there material issues that need to be raised with the lender?
	Does the underwritten operating expense ratio seem reasonable as compared to historic levels & competitor facilities and has the lender adequately discussed it in the Narrative?

 Yes, move on

 No, include in lender’s deficiency list

UW Comments

     


	B8
	Review Cap Rate.

Value = NOI/Cap Rate
Source Document(s)

Lender Narrative (Exhibit: 01-02: Appraisal; Income Capitalization Approach; Expense Analysis)

	As a measurement of risk the cap rate is increased when a higher risk is associated with the income stream.

· Some examples that may warrant a higher cap rate are:  higher percentage of Medicare units than the comparables, a Medicare rehabilitation wing, specialized patient care, 3- or 4-bed wards, or older property compared to comparables.

· NOI conclusions relative to historic levels may also impact cap rate.  Conclusions higher than what the subject has achieved historically are more aggressive, and could warrant a higher cap rate to account for that risk.  More conservative NOI below historic levels would allow for a lower cap rate, as a result of the lower risk from the conservative conclusion.

· Rule of thumb cap rates:  ALF/Memory Care 9% to 11%; SNF 13% to 15%+.  The higher number is the more conservative one.

· In facilities with a combination of SNF, AL, and IL beds/ units, a weighted average cap rate should be used.  It should be allocated based on underwritten NOI for that portion.

Action:
· As with value, assess impact of higher cap rate on underwriting.  If applying a higher cap rate to the NOI still results in a loan within the 80% LTV parameter, discuss in Comments, but no need to require adjustments from lender or appraiser.

· If a higher cap rate would indicate a mortgage reduction, discuss the issue with WLM and/or OHP appraiser to determine if the cap rate should be higher than what the lender and third-party appraiser have established based on risks of the project.
Mitigants:

· Reduce mortgage amount to 80% LTV based on OHP value conclusion;

· Lender offers mitigation for >80% LTV, such as debt service reserve escrow, master lease, strength of ownership (financial, ownership of other quality facilities, etc.).


	OHP appraiser review done

Did the OHP appraiser find the underwritten cap rate acceptable?

 Yes, move on

 No, 


If No, does the loan amount remain the same using the OHP appraiser’s cap rate?  (Comment in LCM.)

 Yes, move on 


 No, further justification of cap rate required from Lender.

No OHP appraiser review done

Did the lender underwrite using the third party appraiser’s concluded cap rate and does OHP Underwriter concur?

 Yes, move  on.

No, further justification of cap rate required from Lender.

UW Comments

     


	B9
	Compare Underwritten Net Operating Income (NOI) to the subject’s historical NOI.
Source Document(s)

· The 92264a Criterion 3 lists the underwritten NOI.
· Both historical and underwritten NOI are listed in the Lender Narrative (Appraisal; Income Capitalization Approach; NOI section).

· The NOI necessary to meet a 1.0 DSCR is listed in the Lender Narrative under Sensitivity Analysis.

· CMS rate reduction Email blast 9/1/11:  


	In determining whether the subject’s mortgage amount is appropriately sized, NOI is a key component.  

Calculate the Net Operating Income (NOI) for the project, and compare to the lender's NOI calculation.  NOI should reflect the project's EBITDAR (earnings before interest, taxes, depreciation, amortization and rent).  NOI divided by proposed annual debt service (P + I + MIP) equals the DSCR per Lean.  The DSCR helps estimate whether the project generates enough revenue to cover the debt payments.  The higher the DSCR, the less HUD is concerned about a default.
Trailing 12 month financial updates are preferable to year-to-date annualized financials, particularly when the year-to-date figures available is a small sample.
· Review the NOI trend for the last 3 years.  Is it stable, trending up, or trending down?  As NOI is a crucial area of review, the lender must provide a very detailed explanation of what has occurred with the NOI.
· Appraisal and underwritten NOI conclusions should not be at levels that the property has not achieved before without strong supporting argument(s).

· Look for any material fluctuations (over 5% year to year) or negative trends in NOI.  Material downward fluctuations could be caused by a reduction in Medicare rates, and may be appropriate (see 9/1/11 Email Blast).

· Review subject monthly rents (ALFs) or daily charge (SNFs) as compared to historic and comparables’ amounts.

· Review overall expense percentages against historic and comparables overall expense.  Also, be aware of IOI charges for supplies, pharmacy, and bookkeeping.

· Note that Appraisal’s NOI conclusion can sometimes differ from the Lender’s underwritten NOI in terms of replacement reserve amounts, taxes, and/or management fee.  The appraisal conclusion should generally be determined based on market expenses, weighted by the subject’s historic expense levels, where the lender’s conclusion should be derived using facility specific expenses. 

· If a reduction to the NOI is made by OHP, perform a test of LTV and NOI to determine if amounts are at or above the OHP thresholds of 80% LTV and 1.45 DSC.

· Also, compare underwritten and historical NOI to the NOI necessary to meet a 1.0 DSCR.  The NOI necessary to meet a 1.0 DSCR is the lowest that NOI could fall to and still have the project be able to pay its bills.  The greater the difference between the historical NOI and the NOI necessary to meet a 1.0 DSCR, the better.

Mitigants:  

· Debt service reserve escrow;
· Mortgage reduction if using more recent NOI figures would result in lower value, impacting LTV.

	Is the Underwritten NOI generally in line with the subject’s historical NOI? 

 Yes, move on.

 No, 


If No, has it been justified? add comment in LCM


 Yes, move on 


 No, further review and explanation required from Lender.

Is the underwritten and historical NOI substantially above the NOI necessary to meet a 1.0 DSCR?

 Yes, move on

 No, include in lender’s deficiency list

OHP appraiser review done

Did the OHP appraiser find the underwritten NOI acceptable?

 Yes, move on

 No, 


If No, does the loan amount remain the same using the OHP appraiser’s cap rate?  (Comment in LCM.)

 Yes, move on 


 No, further justification of NOI required from Lender.

No OHP appraiser review done

Did the lender underwrite using the third party appraiser’s concluded NOI and does OHP Underwriter concur?

 Yes, move on.

No, further justification of cap rate required from Lender.

UW Comments

     


	B10
	Review Balance Sheet to evaluate financial operating ability
Source Document(s)

· Lender Narrative (Exhibit: 01-02) Key Questions Mortgagor/Operator

· Operations – Financial Statements:

Accounts Payable, Schedule of Accounts Payable –(Exhibit 09-03.A.5.), Accounts Receivable, Schedule of Accounts Receivable –(Exhibit 09-03.A.1.)

· Balance Sheet (Exhibit: 09-03A)

· Income Statement (Exhibit:  09-03B)
	Review Balance Sheets to evaluate:

· Aging of Accounts Payable as a measure of an entity’s current and past payment history.

· Aging of Accounts Receivable is measure of an entity’s ability to collect.  Funds from a local, state, or federal source that are older than 120 days may be considered if evidence is provided that source is historically late and it can be expected that these funds will be received before initial closing.  It is not unusual for Medicaid and Medicare to pay 30 to 90 days after service.

Tenant Deposit Accounts funding.  Balance Sheets (most recent) will include these as Assets with an offsetting Liability account for the tenant deposits.  The asset account must be equal to or greater than the liability account.  Tenant deposit accounts can include security, cleaning, key, and other deposits that can be refunded to the tenant.
	Has the lender adequately addressed the Aging of Accounts Payable schedules that show any material accounts payable (in excess of 5% of Effective Gross Income) over 90 days?
 Yes, move on.

 No, include in lender’s deficiency list.

Has the lender adequately addressed any material accounts receivable (AR) (in excess of 2% of Effective Gross Income) (AR) over 120 days?

 Yes, move on

 No, include in lender’s deficiency list.

Is the Tenant Deposit asset account equal to or greater than the tenant liability account?

 Yes, move on

 No, contact lender to obtain satisfactory explanation and resolution.

UW Comments

     


	B11
	Review Eligible Debt

Source Document(s)

· Balance Sheets (Exhibits: 03-07 / 03-08 / 03-09)

· Lender Narrative (Exhibit: 01-02:) Mortgage Determinants – Transaction Costs – Existing Indebtedness – Q2 & 3 (See Program Guidance in Lender Narrative Template.)

· Certification of Outstanding Obligations (Exhibit: 08-01A.1)

· Title Search (Exhibit: 08-03A)

· Email Blast of April 10, 2009 


· Draft Handbook Chapter 4

· Email Blast of March 30, 2012:  


	SEE EMAIL BLAST ON EXISTING DEBT

Compare most recent Balance Sheet to previous years balance sheets, reviewing for new debt in the Notes Payable, Long Term Liabilities sections. 

Eligible Debt:

· Outstanding mortgage(s) on the property that are at least two years old at the time that HUD begins processing the loan are considered eligible debt.  For debt less than two years old, the lender must determine that there was no cash out to the mortgagor or its principals in order for the debt to be considered eligible debt.  Identity of Interest debt must meet the two year debt seasoning requirement.
· Other debt can be other recorded debt such as mechanic’s or tax liens, unrecorded debt directly connected with the project (supported by documentation), or costs associated with paying off eligible debt. 
· OHP does not recognize debt recently placed against the project to increase the mortgage or circumvent program intent of no cash out to the mortgagor, or on operating debts of the operating entity.
· Review Draft 232 HB, Loan Sizing chapter, Existing Indebtedness section for more detail.
If additional funds are needed to close the transaction and will not be funded by borrower cash (or pre-paid items), determine if a Surplus Cash Note (or Residual Receipts Note for non-profits) is required.
	Has the lender adequately explained the debt to be included in the requested mortgage amount as being eligible?
 Yes, move on.

 No, include in lender’s deficiency list.

UW Comments

     


	B12
	Review Mortgagor Balance Sheet for debt surviving closing
Source Document(s)

· Balance Sheet (Exhibit: 03-07A)

· Lender Narrative (Exhibit: 01-02: Mortgage Determinants – Transaction Costs – Existing Indebtedness Q-1)

· Certification of Outstanding Obligations (Exhibit: 08-1A.1)

· Pro Forma Title (Exhibit: 08-03B)

· Email Blast of April 10, 2009 



	Compare Notes Payable on the most recent Mortgagor Balance Sheet to the Lender’s Underwriting Narrative.

Examples of surviving debt:

· Betterments to the facility

· Operating deficits

· Cash provided in acquisition of facility by mortgagor

· Seller Notes included as additional financing for acquisition of facility

· Debt (not included in the mortgage) owed to a partner

Debts that survive closing must conform to HUD’s surplus cash note requirements and the Firm Commitment must have a special condition.  For Non-Profits, a Residual Receipts Note is required instead.

See HUD Attorney for further information and/or requirements for HUD’s surplus cash note.
	Are there any debts on the balance sheets that will survive closing?

 No, move on

 Yes.


 The surviving debt is permissible, adequately explained by the lender and a Special Condition is included to convert debt to a Surplus Cash or Residual Receipts Note.  Move on.


 The debt is not permissible as a surviving debt, include in lender’s deficiency list.

UW Comments

     


	B13
	Review for proposed secondary financing
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Special Underwriting Considerations – Q13; AND Source & Uses)

· Pro Forma Title (Exhibit: 08-03B)

· Additional Funding Sources (Exhibit 11)

· Draft HB Chapter 4-15

· Lender Narrative Template Program Guidance

	The Lender Narrative should identify any secondary financing proposals.  Secondary financing is permitted to cover a portion of the equity requirement under Section 223(f) when transaction costs exceed 80% (85% for non-profits) LTV. 

Review Chapter 4-15 of Draft HB for details.

Government Sources

Secondary financing, grants and tax credits from a federal, state, or local government agency or instrumentality, may be used to cover up to 100% of the equity requirement or to finance non-mortgageable costs.  Funds covering non-mortgageable costs, when added to the HUD mortgage and required equity contribution, may exceed 100% of the project’s Fair Market Value (FMV).

Private Sources:

The aggregate amount of the FHA insured first loan and the private second loan cannot exceed 92.5% of FMV. Therefore, the amount of a private loan may range from 7.5% of FMV (the difference between 85% and 92.5% of FMV) to a larger percentage if a mortgage criterion is lower than 85% of FMV controls. However, this allowance should not be used to circumvent our existing policies that do not permit equity take-out on Section 232 refinance transactions, or on purchase transactions as a way to finance costs that otherwise would not be permitted. For example, seller take backs on property acquisition costs that are not supportable by market data should not be approved.
	Is there secondary financing proposed?

 No, move on

 Yes
If yes, is the proposed financing within program guidelines?


 Yes, a Special Condition is required to address the secondary loan requirements.  (Contact HUD Attorney for further information and/or requirements for Special Condition language.)


 No, include in lender’s deficiency list

Contact WLM to discuss any additional questions or concerns.
UW Comments

     



Section C:  Creditworthiness/Character of the Mortgagor
	Step
	Activity
	Key Point
	Key Question(s)

	C1
	Recall (a) Who mortgagor is,( b) Type of ownership structure, and (c) Principals

Determine the level of experience of the mortgagor. 
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Mortgagor Experience / Qualifications; Principal of Mortgagor – Experience / Qualifications)

· Organization Chart (Exhibit: 03-01)

· Organization Docs (Exhibit: 03-02)
· Resumes for Principals of the Mortgagor (Exhibit: 04-03) 

· Schedule of Facilities Owned, Operated, or Managed (Exhibit: 05-03B)

· Possible Section 232 Participant Scenario Matrix 


	Notice H01-03 still applies to Large and Medium Portfolios.  Contact Portfolio Reviewer with questions.

Ensure that your review is on the right entity (some names are very similar).
The entity that holds the license MUST have 3 years of experience with similar facilities/census.
Does the lender narrative and resumes for the principals of the mortgagor indicate a minimum of 3 years owning or operating Health Care Facilities/ properties?
You want to gain a good understanding of the background and experience of mortgagor principals.

Specific dates for experience must be included and be prior to submission of application.

The mortgagor’s lack of experience can be mitigated by an experienced operator or management agent who is an IOI or is there a separate entity who will be signing a Regulatory Agreement.

Expertise to include knowledge of intended clientele, their specific heath-related needs, and best approach to meeting these needs.  For ALF’s and Board & Care, the mortgagor or principal(s)must have a proven track record of 3 to 5 years in the ALF and B&C market, and specifically in the developing, marketing, and operating health care and senior housing projects.
	Do the  Mortgagor or Principal(s) have the minimum 3 years of experience? 

 Yes, move on. 

 If No, is the risk mitigated by an experienced operator or management agent who will be signing a Regulatory Agreement? 


 Yes, move on. 

 If No, include a requirement for executing a Regulatory Agreement in the lender’s deficiency list because of mortgagor principals’ lack of experience.  May also require a Special Condition.
Discuss other FHA project experience in the Loan Committee Memo including:  CMS star ratings, TSI, and iREMS (REAC Scores, FASS status).

 Completed
UW Comments

     


	C2
	Evaluate Credit Ratings to determine if each party is an acceptable risk
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Mortgagor/ Credit History; Principal of Mortgagor – Credit History)

· Q2-6; Principal of Mortgagor – Q1-5)

· Certification (Exhibit: 03-05, Part II and attachments; Exhibit: 04-05, Part I)

· Credit Reports (Exhibits: 03-06 / 04-06)


	***Further description on reviewing a credit rating is found in SharePoint ‘Resources’ under Credit Report Review Guidance***

Link to Credit Report Guide  

Credit reports for newly formed single-asset entities will contain minimal information.

Credit reports must be current within 60 days of application submission date (Application Submission Date is in SharePoint as the Date Entered Queue in Status tab of the project). 

Confirm the owner’s name is correct on the credit report (under the same names as other loan documents shown).  There can be various name associations and just the slightest difference can cause a problem (i.e., not looking at the correct report).

	Summarize the scores/ratings for the following, or enter NA

 SYMBOL 183 \f "Symbol" \s 10 \h 
Mortgagor:      
 SYMBOL 183 \f "Symbol" \s 10 \h 
Principal(s) of Mortgagor:      
Do the reports indicated the following?

Delinquent Federal Debt;

Judgments;

Suits or legal actions;

Bankruptcies;

Tax liens

Medicare/Medicaid Fraud

Any checked boxes must be addressed by the lender and appropriately resolved. Cannot issue firm commitment with outstanding issues.

Has the lender adequately addressed any issue(s) noted above? 

 Yes, move on.

 If No, include in lender’s deficiency list.
UW Comments

     


	C3
	Review Sucession Plan of mortgagor entitiy
Source Document(s)

Lender Narrative (not required at this time)
	For smaller organizational entities where one individual has overarching control of the mortgagor entity, does a succession plan exsit in place of that individual?

What provisions have been made for the continued successful operation of these entities and the subject facility?

Does a key person insurance policy exist for the mortgagor?

Key person insurance, also commonly called keyman insurance and key man insurance, is an important form of business insurance. T here is no legal definition for "key person insurance". In general, it can be described as an insurance policy taken out by a business to compensate that business for financial losses that would arise from the death or extended incapacity of the member of the business specified on the policy. The policy’s term does not extend beyond the period of the key person’s usefulness to the business. The aim is to compensate the business for losses and facilitate business continuity. Key person insurance does not indemnify the actual losses incurred but compensates with a fixed monetary sum as specified on the insurance policy.
	Does a succession plan exist for the mortgagor entity if a sole member mortgagor exist?

 Yes, Include discussion of plan in Loan Committee Memo. Move on.

 If No, include in lender’s deficiency list.
 N/A.

UW Comments

     



  No Operator, Skip Section D.

Section D:  Creditworthiness/Character of the Operator/Licensee
	Step
	Activity
	Key Point
	Key Question(s)

	D1
	Determine the level of experience of the operator.
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Mortgagor Experience / Qualifications; Principal of Mortgagor – Experience / Qualifications)

· Organization chart of the Operator (Exhibit; 05-01)

· Resumes for Principals of the Operator (Exhibit: 05-03A) 

· -Schedule of Facilities Owned, Operated, or Managed (Exhibit: 05-03B)

· Possible Section 232 Participant Scenario Matrix 
.

	The entity that holds the license MUST have 3 years of experience with similar facilities/census
Does the lender narrative and resumes for the principals of the operator indicate a minimum of 3 years owning or operating Health Care Facilities/ properties?  
You want to gain a good understanding of the background and experience of the operator.

 Specific dates for experience must be included and be prior to submission of application.

The operator’s lack of experience can be mitigated by an experienced principals. 

Expertise to include knowledge of intended clientele, their specific heath-related needs, & best approach to meeting these needs.  For ALF’s & Board & Care, the mortgagor or principal(s)must have a proven track record of 3-5 years in the ALF and B&C market, & specifically in the developing, marketing, and operating health care and senior housing projects.
	Does the Operator or Principal(s) have the minimum 3 years of experience? 

 Yes, move on. 

 If No, include in the lender’s deficiency list.

Discuss other FHA project experience in the Loan Committee Memo including;  CMS star ratings,TSI, and iREMS (REAC Scores, FASS status).

completed
UW Comments

     


	D2
	Evaluate Credit Ratings to determine if each party is an acceptable risk
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Operator/ Credit History; Principal of Operator – Credit History)

· Q2-6; Principal of Mortgagor – Q1-5)

· Certification (Exhibit: 05-05)

· Credit Reports (Exhibits: 05-06)


	***Further description on reviewing a credit rating is found in SharePoint ‘Resources’ under Credit Report Review Guidance***

Link to Credit Report Guide  

Credit reports for newly formed single-asset entities will contain minimal information.

Credit reports must be current within 60 days of application submission date (Application Submission Date is in SharePoint as the Date Entered Queue in Status tab of the project). 

Confirm the operator’s name is correct on the credit report (under the same names as other loan documents shown).  There can be various name associations and just the slightest difference can cause a problem (i.e., not looking at the correct report).

	Summarize the scores/ratings for the following, or enter NA

 SYMBOL 183 \f "Symbol" \s 10 \h 
Operator:      
 SYMBOL 183 \f "Symbol" \s 10 \h 
Principal(s) of Operator:      
Do the reports indicated the following?

Delinquent Federal Debt;

Judgments;

Suits or legal actions;

Bankruptcies;

Tax liens

Medicare/Medicaid Fraud

Any checked boxes must be addressed by the lender and appropriately resolved. Cannot issue firm commitment with outstanding issues.

Has the lender adequately addressed any issue(s) noted above? 

 Yes, move on.

 If No, include in lender’s deficiency list.
UW Comments

     


	D3
	Review Lease

Source Document(s)

· Lender Narrative (Exhibit: 01-02: Operation of Facility – Operating Lease) 

· Operating Lease (Exhibit: 05-11)

· Email Blasts  


· Minimum Lease Payment:  Email Blast 9/1/2011

· 5 Year Lease Term:  Email Blast 11/20/2009

	Ensure lease complies with HUD requirements as defined in Lender Narrative Template: Operating Lease (lease payment, lease term, HUD Lease Requirements).

The lease must have an annual lease payment equal to 1.05 times the sum of: 
· Annual principal and interest payments
· Annual mortgage insurance premium
· Annual deposit to reserve for replacement
· Annual property insurance

· Annual property taxes.
Note:  The Lease Payment Analysis in the Lender Narrative is a test to demonstrate the operations’ ability to cover mortgage requirements as compared to the debt coverage maximum insurable mortgage amount at the statutory limit of 1.176 times.  The 1.176 test is not required to be applied in the executed lease.

Note:  IOI Operator entities should not have a Subordination & Non-Disturbance Agreement (SNDA) without OHP HQ approval.  SNDA’s are acceptable for non-IOI Operators.
	Is the lease payment sufficient to provide debt coverage after the costs of the mortgage as discussed in the key point section using the 1.05 multiplier?

 Yes, move on

 No, special condition required in Firm Commitment to revise the lease.

Is the lease term a minimum of 5 years, or option for automatic renewal?
 Yes, move on

 No,  special condition required in Firm Commitment to revise the lease.

Does the Lender Narrative or OGC Punchlist indicate compliance with HUD Lease Requirements?

 Yes, move on

 No,  special condition required in Firm Commitment to revise the lease.
UW Comments

     



 No Parent Company, Skip Section E.

 OHP Corporate Credit Review Completed (Midsize and Large Portfolios), Skip Section E

Section E:  Creditworthiness/Character of the Operator Parent
	Step
	Activity
	Key Point
	Key Question(s)

	E1
	Determine the level of experience of the operator parent.

Source Document(s)

· Lender Narrative (Exhibit: 01-02: Mortgagor Experience / Qualifications; Principal of Mortgagor – Experience / Qualifications)

· Resumes for Principals of the Operator (Exhibit: 06-03A) 

· -Schedule of Facilities Owned, Operated, or Managed (Exhibit: 06-03B)

· Parent of Operator’s Consolidated Certirfication (Exhibit: 06-05)

· Possible Section 232 Participant Scenario Matrix 
.

	Experience:

Does the lender narrative and resumes for the principals of the operator indicate a minimum of 3 years owning or operating health care facilities/ properties?  
You want to gain a good understanding of the background and experience of operator principals.

Expertise to include knowledge of intended clientele, their specific heath-related needs, & best approach to meeting these needs.  For ALF’s & Board & Care, the operator or principal(s)must have a proven track record of 3-5 years in the ALF and B&C market, & specifically in the developing, marketing, and operating health care and senior housing projects.
	Does the Operator Parent or Principal(s) have the minimum 3 years of experience in operating similar facilities? 

 Yes, move on. 

 If No, include in the lender’s deficiency list.


 Yes, move on


 No, include in lender’s deficiency list.
Does the lender narrative indicate any of the following derogatory information?

Overall low facility CMS Star ratings/Special Focus List

 Open State findings related to instances of actual harm and/or immediate jeopardy (G or higher)

 Open professional liability insurance claims
 Open investigations

 Other (explain in comments)
Any checked boxes must be addressed by the lender and appropriately resolved. 
Discuss other FHA project experience in the Loan Committee Memo including;  CMS star ratings,TSI, and iREMS (REAC Scores, FASS status).

 Completed

UW Comments

     


	E2
	Check business credit rating

Source Document(s)

· Credit Report

· Lender Narrative (Exhibit: 01-02: Parent of Operator Credit History)
	If there is a corporate credit rating equivalent to an S&P “B+” they are low risk and HUD will consider the parent company acceptable without further review.

Credit reports must be current within 60 days of application submission.

Equivalent Credit Ratings Comparison – helpful S&P Moody’s link: http://www.blaha.net/Finance%20Corporate%20Debt%20Ratings.php
	Is the S&P (or equivalent) score “B+” or Greater with no negative outlook?

 Yes, skip remainder of SECTION F
 No, continue with this section

If No, because no score is available, continue with this section.

UW Comments

     


	E3
	Evaluate Credit Ratings to determine if each party is an acceptable risk
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Mortgagor/ Credit History; Principal of Mortgagor – Credit History)

· Q2-6; Principal of Mortgagor – Q1-5)

· Certification (Exhibit: 03-05, Part II and attachments; Exhibit: 04-05, Part I)

· Credit Reports (Exhibits: 03-06 / 04-06)


	***Further description on reviewing a credit rating is found in SharePoint ‘Resources’ under Credit Report Review Guidance***

Link to Credit Report Guide  

Credit reports for newly formed single-asset entities will contain minimal information.

Credit reports must be current within 60 days of application submission.

Confirm the operator parent’s name is correct on the credit report (under the same names as other loan documents shown).  There can be various name associations and just the slightest difference can cause a problem (i.e. not looking at the correct report).
	Summarize the scores/ratings for the following, or enter NA

 SYMBOL 183 \f "Symbol" \s 10 \h 
Operator Parent:      
The reports indicated the following:

Delinquent Federal Debt;

Judgments;

Suits or legal actions;

Bankruptcies;

Tax liens

Any checked boxes must be addressed by the lender and appropriately resolved. Cannot issue firm commitment with outstanding issues.
UW Comments

     


	E4
	Evaluate financial condition
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Parent of Operator)

· Financial Statements (Exhibits: 06-07 through 06-10)

· Lender Narrative (Exhibit: 01-02: General Review, Financial Statements)


	If analyzing audited or reviewed  financial statements:

Working Capital = current assets – current liabilities

If analyzing internally prepared financial statements, consider if current assets are truly convertible to cash within a year.
	Is NOI positive for Parent of Operator?

 Yes, move on
 No, contact Lender for explanation


If No, was NOI acceptably discussed and justified by the lender?


 Yes, move on


 No, include in lender’s deficiency list.
Is Working Capital positive for Parent of Operator?

 Yes, move on

 No, contact Lender for explanation
UW Comments

     



 No Management Agent, Skip Section F.

Section F:  Creditworthiness/Character of the Management Agent
	Step
	Activity
	Key Point
	Key Question(s)

	F1
	Determine the level of experience of the Management Agent.
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Management Agent Experience / Qualifications; Principals/Officers of Management Agent – Experience / Qualifications; Prior HUD Experience)

· Organization chart of the Management Agent (Exhibit; 07-01)

· Resume (Exhibit: 07-05A)

· Schedule of Facilities Owned, Operated, or Managed (Exhibit: 07-05B)

· Possible Section 232 Participant Scenario Matrix 

· Management Agent Scenario Matrix, Firm Application Checklist, End Note #9

	The entity that holds the license MUST have 3 years of experience with similar facilities/census.

Does the lender narrative and resumes for the principals of the management agent indicate a minimum of 3 years owning or managing health care facilities/properties?
You want to gain a good understanding of the background and experience of the management agent.

Specific dates for experience must be included and be prior to submission of application.

The agent’s lack of experience can be mitigated by experienced principals. 

Expertise to include knowledge of intended clientele, their specific heath-related needs, and best approach to meeting these needs.  For ALF’s and Board & Care, the management agent or principal(s)must have a proven track record of 3 to 5 years in the ALF and B&C market, and specifically in the developing, marketing, and operating health care and senior housing projects.  

Reliance on Management Agent experience is generally greater in Assisted Living than in Skilled Nursing Facilities.
	Does the  Management Agent or Principal(s) have the minimum 3 years of experience? 

 Yes, move on. 

 If No, include in the lender’s deficiency list.

Use Matrix as Guide:

· Scenario 3 & 4 - make certain operator has experience

· Scenario 2 & 4a - Management Agent MUST have experience

Scenario #

Description of Participant Roles

1

Mortgagor is Owner/Operator.  One entity

2

Mortgagor has a Management Agent

3

Mortgagor owns building and land, and leases to Operator who holds the license.  There is no Management Agent. 

4

Mortgagor owns building and land, and leases to Operator.  There is also a Management Agent.

4a

License resides with Management Agent Need to have claim on license and Accounts Receivable

Discuss other FHA project experience in the Loan Committee Memo including;  CMS star ratings,TSI, and iREMS (REAC Scores, FASS status).

 Completed
UW Comments

     


	F2
	Evaluate Credit Ratings to determine if each party is an acceptable risk
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Management Agent/ Credit History)

· Certification (Exhibit: 07-07) 

· Credit Reports (Exhibits: 07-08)


	***Further description on reviewing a credit rating is found in SharePoint ‘Resources’ under Credit Report Review Guidance***

Link to Credit Report Guide  

Credit reports for newly formed single-asset entities will contain minimal information.

Credit reports must be current within 60 days of application submission.

Confirm the management agent’s name is correct on the credit report (under the same names as other loan documents shown).  There can be various name associations and just the slightest difference can cause a problem (i.e. not looking at the correct report).
	Summarize the scores/ratings for the following, or enter NA

 SYMBOL 183 \f "Symbol" \s 10 \h 
Management Agent:       
Do the reports indicated the following?

Delinquent Federal Debt;

Judgments;

Suits or legal actions;

Bankruptcies;

Tax liens

Medicare/Medicaid Fraud

Any checked boxes must be addressed by the lender and appropriately resolved. Cannot issue firm commitment with outstanding issues.

Has the lender adequately addressed any issue(s) noted above? 

 Yes, Move on.

 If No, include in lender’s deficiency list.
UW Comments

     


	F3
	Determine if the Management Agent will be required to sign an Operator Regulatory Agreement.
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Program Eligibility:  Licensing/Certificate of Need/Keys Amendment)

· Lender Narrative (Exhibit:  01-02:  Management Agent:  Management Agent’s Duties and Responsbilities)
· Certificate of Need (Exhibit:  08-02A)

· Facility License (Exhibit: 08-02B)

· Provider Agreements (Exhibit:  09-14)

· Management Agreement (Exhibit:  07-04)

· Firm Commitment, Item 16

	HUD needs security interest in the license, receivables, provider agreements, deposit accounts, and the CON.

If the mortgaged property is operated by a Management Agent, the Management Agreement must comply with the Regulatory Agreement (Form HUD-92466-NHL) and incorporate subordination language approved by HUD.  The Management Agent will be required to sign the Regulatory Agreement (Form HUD-92466-NHL).
Item 16 of the Firm Commitment specifies the requirement, but the need for a signed Regulatory Agreement should be identified for the Closing Coordinator.

Note:  If Management Agent is only entering into residential contracts, but not contracts for care, it does not trigger the requirement to sign a Regulatory Agreement.
	Does the Management Agent:

 Hold the Certificate of Need or License to provide care?
 Enter into provider agreement(s) with 3rd party payor(s) (such as Medicare, Medicaid, or private payor)?
 Enter into contracts for patient services?

 Yes (to any of the above):
Include Regulatory Agreement requirement in Memo to Closer, and move on.
 No, move on.
UW Comments

     


	F4
	Review owner management agreement and certification form HUD-9839-A,B or C.
Source Document(s)

· Lender Narrative (Exhibit: 01-02)

· Management Agent’s Agreement (Exhibit: 07-04)

· Certifications (Exhibit 07-03B)

	If the Mangement Agent has an agreement with the Mortgagor, confirm that the management fee percentage and term of the owner/agent agreement matches the ones noted in the Management Certification.

OGC will review the Management Agreement to determine if it meets HUD requirements: 
a. Description of services  and fees

b. Description of computation and payment

c. Description of HUD’s right to require termination of agent and/or take possession of the property

d. Statement as to HUD’s rights and requirements prevailing

e. Statement as to all accounts, investments and records turned over by 30-days after termination

f. Statement that “hold harmless” clause is prohibited

g. Description of contract’s length of term

	Are management agreement and certification required?

 Yes, complete remaining questions

 No, move on to Section G.
Are the term and fee stated in the Management Agreement consistent with Owner/Management Certification?

 Yes, move on

 No, contact lender

Has the Lender identified any required revisions to the Management Agreement in the LN Key Questions?

 Yes, Special Condition Required 

 No, move on 

Obtain HUD signatures on the form HUD-9839 A,B or C and post to SharePoint

 Completed

UW Comments

     


	F5
	Determine whether the Lender reviewed the Management Entity Profile form HUD-9832
Source Document(s)

· Lender Narrative (Exhibit: 01-02)
· Management Agent’s Agreement (Exhibit: 07-04) - form HUD-9832 (Exhibit: 07-03A)

	The document provides information about the management agent entity and principals, including experience and property management and operating procedures, and experience levels.
	Has the Lender reviewed the Management Entity Profile?

 Yes, move on

 No, contact lender
UW Comments

     



Section G:  Professional Liability Insurance (PLI)

PLI Follows the Entity that holds the license.  Please use the Participant Matrix link here as a guide.  

Entity that controls the facility financial operations:  Mortgagor   Operator   Management Agent  

	Step
	Activity
	Key Point
	Key Question(s)

	G1
	Review PLI coverage
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Insurance – Professional Liability Insurance Q2-)

· Loss History (Exhibit: 10-03)

· Potential Claims Certification (Exhibit: 10-04)
· Evidence of current PLI cost [Exhibit 10-06]

	The minimum PLI coverage is $1M per occurrence and $3M aggregate (with a  maximum $100K deductible). 

Notes:
HQ will perform a mortgage credit review of large portfolios before firm commitment can be issued.  States (listed in Appendix 1 of Notice 04-15) where PLI is difficult to obtain, Underwriter can refer operator/manager to HQ for an evaluation.
· 50* or fewer:- $1M per occurrence; $3M aggregate; per occurrence deductible shall not exceed $100,000.  HUD may require lower deductible after reviewing claims history, etc.
· More than 50*:   HQ review before firm issued; $1M per occurrence with an aggregate cap to be established by HUD. 

*50 threshold refers to number of facilities operated or managed by the PLI entity.
	Does PLI coverage meet the HUD minimum standard?

 Yes, move on

 No


If No, Was a Waiver requested?


 Yes, follow-up with WLM and PLI Reviewer


 No, include on lender’s deficiency list

Is a 50+ facility review required by HQ?

 Yes, approval received, move on.

 Yes, approval not received, follow-up with WLM and PLI Reviewer

N/A, move on.

UW Comments

     


	G2
	Review Six (6) year Professional Liability Insurance (PLI) claims history.
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Insurance – Professional Liability Insurance Key Questions)
· Loss History (Exhibit: 10-03)
· Potential Claims Certification (Exhibit: 10-04)

· State licensing inspections -  [Exhibit 12-02]

	If operator has numerous PL claims made in past 6 years ($X> $35K) pending or potential, critically review UW narrative and analysis of anticipated  claims.

Claims:
Look at claims where the operator/manager was found liable.  Look at actual and potential awards; claims history should address State statutes of limitations for filing claims of negligence, injuries, etc.

· Any claims over $35k over last 6 years (for all facilities of the operator/manager)?  Have they been adequately covered by insurance, or should increased coverage levels be recommended?  What has the lender discussed in the lender narrative about this?
· Check also to see if there is a pattern of claims that may indicate a flaw in operator internal risk management plan.
Coverage:
Consider State survey history.  Higher amounts of coverage may be required based on review of the operator/manager’s history.
Loss run history may include other types of claims; only review and include patient care and professional liability claims.
	Are there any patterns or significant claims?
 Yes, significant.  However, lender addressed satisfactorily, move on.
 Yes, significant.  However, lender did not address satisfactorily.  Include on lender’s deficiency list.
 No patterns or significant claims.  Move on.
Is a third-party risk management plan warranted as a Special Condition?

 Yes, include as Special Condition

 No, move on
UW Comments

     


	G3
	Review PLI Coverage
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Insurance – Professional Liability Insurance –Summary and Key Questions)
· Evidence of PLI coverage for statute of limitations period (Exhibit: 10-05)


	“Per Occurrence” coverage means that a claim is covered as long as the incident occurred while the policy was in effect, regardless of the claim date.  Claim must occur during the policy period but can be reported any time.
“Claims Made” coverage means that a claim is covered only if the claim is made during the policy period, regardless of the date of the incident.  Claim must occur and be reported during the policy period.  (Requires a Retroactive Date or Extended Tail Coverage)

· Tail Coverage:  Extended Reporting Period that allows continued reporting to a claims made policy.

· Retroactive Date:  Date assigned to the policy that allows claims earlier than the effective date of the policy period to be covered under the policy.

The term of either claims made or occurrence policies must provide coverage for current operations and all past operations during the applicable statute(s) of limitation period(s).  Since the term of the policy is normally one year, the operator must also purchase an “extended reporting tail” if the policy renewal does not cover claims from prior years.  The tail provides coverage for an extended period that shall be based on the maximum statute of limitations.
Statute of limitations varies from state to state.

Note in LCM if coverage meets OHP minimum requirements per Notice 04-15; if not, discuss alternate coverage aspects and acceptability.  (Make sure any necessary waivers have been approved.)  If a blanket policy, note number of properties covered.
	If the current policy(s) provide “per occurrence” coverage, have the operations been covered by “per occurrence” for the entire statute of limitations period?

 NA
 Yes, move on

 No, contact lender for remedy

If the current policy(s) provide “claims made” coverage, does the current ACORD show a “retroactive date,” or has the operator purchased tail coverage, covering the entire statute of limitations period?

 NA

 Yes, move on

 No, contact lender for remedy

Is coverage adequate to meet past and potential claims?

 Yes, move on

 No, Include on lender’s deficiency list.
UW Comments

     


	G4
	Review Insurance Carrier’s rating
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Insurance – Professional Liability Insurance, Summary)

· Evidence of Insurer’s Rating (Exhibit: 10-07)

AM Best link
Demotech link
	Insurance company must be rated by AM Best “B++”.

Or if carrier is a Risk Retention Group, an insurance captive, or a small insurance provider, it must be rated by A.M. Best “B++” or better, or by Demotech at “A” or better.
	Is rating of insurance carrier acceptable?

 Yes, move on

 No, a waiver is required to proceed. Contact WLM.
UW Comments

     


	G5
	Evaluate State Surveys
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Operation of Facility – State Surveys) 

· State Licensing Inspection Reports (Exhibit: 09-10)

· Corrective Action Plan and State satisfaction letters

· Generate TSI Report

www.Medicare.gov/NHCompare


	Survey issues can cause marketability issues and can lead to higher insurance claims.  Discuss issues noted in CMS star rating of 2 or lower and/or a “High” TSI risk rating, including G tags or higher.
Assess the number of annual citations and check for any patterns of repeat findings for all facilities of the operator/ manager.  The TSI report also compares the facility’s number of survey deficiencies to the average of the County and State.
Discuss if operator appears to be adequately addressing any survey issues or has been proactive in trying to improve these conditions.  Determine if corrective action plan exists and if State has accepted the Plan of Correction.

For deficiencies that are closed, but systemic, UW may decide to request further explanation and/or require special terms and conditions.

· Consider operator’s overall experience and track record—if they operate other facilities, what is the average Star rating (and TSI if available)?  Confirm that they have not had any facilities on the CMS Special Focus Facility (SFF) list.
· If there seem to be general care issues at the operator’s facilities and/or they do not seem to be adequately addressing survey deficiencies, consider requiring a third-party risk management agreement.
Note:  Imposition of penalties, fines, or suspension of admissions can have a significant impact on NOI.  If recent surveys have resulted in financial sanctions, confirm that NOI is still in line with underwritten levels.
State licensing surveys:

· No Portfolio Review:  Need complete copies of state licensing surveys for all facilities with serious deficiencies (deficiencies where there is actual harm to residents—“G” or higher level deficiencies.)  Electronic URL addresses are acceptable for all additional state surveys
· Portfolio Review:  No need to review all facilities, as this review has been completed during the portfolio review.  


	 NA, no SNF component, Move On.
Do the state surveys identify any instances of “G” or higher tags during the last 3-year period? 

 No, move on
 Yes

If Yes, have the deficiencies been adequately addressed?


 Yes, move on

 No, include on lender’s deficiency list
Are there open findings?

 No, move on

 Yes, Lender must supply a plan and copy of letter from State.

Is a third-party risk management plan warranted as a Special Condition?

 Yes, include as Special Condition

 No, move on

UW Comments

     


	G6
	Determine the level of experience of the Administrator.
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Operation of the Facility, Adminsitrator – Experience/ Qualifications)

· Resume& License for Administrator (Exhibit: 09-11A & B)
	Discuss Administrator qualifications and if they seem appropriate for the type of facility.
Specific dates for experience should be included and be prior to submission of application.

Consider any operational issues such as low occupancy or significant survey issues; do they appear to have adequate experience to handle such issues? 

If the Administrator has minimal experience, does the operator or management agent have sufficient experience to support or replace them?
	Experienced Administrator? 

 Yes, move on. 

 If No, has their lack of experience been adequately addressed?


 Yes, move on


 No, include on lender’s deficiency list.

Is the Administrator’s license current?

 Yes, move on. 

 No,include in lender deficiency list.
UW Comments

     



Section H:  PCNA Review (Physical Condition)

	Step
	Activity
	Key Point
	Key Question(s)

	H1
	Read PCNA.  Check for changes to repair conclusions. 
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Project Capital Needs Assessment (PCNA, Exhibit 02-03))

· PCNA Statement of Work (SOW) 



	PCNA needs to be prepared in accordance with LEAN 232/223f PCNA Statement of Work
	Has the Lender suggested a lower dollar amount or fewer repairs than the Needs Assessor’s repair conclusions?

 No, move on

 Yes.  Are Lender’s changes justified? 


 Yes, move on


 No, include in lender’s deficiency list.
UW Comments

     


	H2
	Check for repair inspectability.
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Project Capital Needs Assessment (PCNA)-Repairs –Completion and Inspection of Repairs)
· Firm Commitment (Exhibit: 01-04: Exhibit C)
· PCNA (Exhibit: 02-03)

· PCNA Statement of Work 



	Read the repair list

If Lender agrees with PCNA list of repairs, this list will be used in the executed Firm Commitment.
The SOW also requires all nursing homes participating in the Medicaid or Medicare programs to be equipped with a supervised automatic sprinkler system by August 13, 2013, installed in accordance with the 1999 edition of the National Fire Protection Association’s (NFPA) “Standard for the Installation of Sprinkler Systems” (NFPA 13).  The Needs Assessor shall obtain and review the facility’s compliance certifications.  If the facility is not in compliance, an installation/repair plan shall be proposed in the List of Repairs and/or Replacement Reserve Analysis. 


	Are the repairs clearly described in terms of Inspectability (location and what the need is)?

 Yes, ,move on

 No, include in lender’s deficiency list.

For Skilled Nursing Facility, CMS requires all nursing homes participating in the Medicaid or Medicare programs to be equipped with a supervised automatic sprinkler system by August 13, 2013.  Does the PCNA state the facility is NFPA 13 compliant?

 Yes, move on.

 No.  If the facility is not in compliance, an installation/repair plan shall be proposed in the List of Repairs and/or Replacement Reserve Analysis. Has this been prepared/included in PCNA?


 Yes, sprinkler compliance costs included in repair list? move on.

 No, include in lender’s deficiency list.
UW Comments

     


	H3
	Verify Fair Housing Accessibility Guidelines (FHAG) and Section 504 Compliance
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Project Capital Needs Assessment (PCNA) – Exhibit 02-03 -Handicapped Accessibility)

· Fair Housing Accessibility Guidelines, and Section 504 / UFAS

· 
 Handicappped accessibility matrix

	FHAG Compliance: All covered multifamily dwelling units available for first occupancy after March 13, 1991.

Section 504/UFAS Compliance: All housing receiving Federal financial assistance, plus all existing HUD Section 232 New Construction, and existing HUD Section 232 Substantial Rehabilitation (but only those building elements that underwent alteration), built after 1973.

If not originally built/sub-rehabbed under FHA program or originally insured under FHA program, then this does not apply.
	Is the project in compliance with the Fair Housing Accessibility Guidelines (FHAG), and Part 504 of the Rehabilitation Act of 1973 (aka Section 504) and the Uniform Federal Accessibility Standards (UFAS)? 

 Yes, move on

 No, but it is covered in the list of critical repairs. Move on.

 No, but conformance not required due to date of construction. Move on.

 No, (and not covered by proposed repairs or exempt due to age) Consult OHP Construction Manager. 

 N/A (facility not originally built/sub rehabbed or insured under FHA program)
UW Comments

     


	H4
	Review Replacement Reserve Funding Schedule
Source Document(s)

· Lender Narrative (Exhibit: 01-02: Project Capital Needs Assessment (PCNA) – Replacement Reserves Section

· Exhibit 03-03; Replacement Reserves

· Firm Commitment (Exhibit: 01-04: Exhibit B) PCNA (Exhibit: 02-03)

· Email Blast January 25, 2011 discusses soft minimum balance of $1,000 per unit. 


	Replacement Reserve Funding Schedule must be attached to the Firm Commitment

Replacement Reserve Funding Schedule must show all funding needs, a proposed Initial and Annual Deposit, and must show a positive Reserve balance in years 1 through 15.

	Has the lender supplied an acceptable Replacement Reserve Funding Schedule showing a positive account balance through year 15? 

 Yes, move on. 

 No

If no, has the negative balance been justified?

 If Yes, must note in Loan Committee Memorandum.

 If No, include in lender’s deficiency list.
UW Comments

     



Section I:  Preparation for Loan Committee/Firm Commitment
	Step
	Activity
	Key Point
	Key Question(s)

	I1
	Compile deficiencies noted in Sections A-H and e-mail to lender’s underwriter.
Source Document(s)




HYPERLINK "http://hudsharepoint.hud.gov/sites/IHCF/DEVL/ap/Deficiency_Protocol_and_Holds_and_UW_Timing_Goals/Deficiency_Protocol_and_Holds_and_UW_Timing_Goals.docx"
Deficiency Protocol and Holds and UW Timing Goals[image: image47.png]





	Request that easy resolution items be submitted within 5 calendar days and all other items be submitted within 10 business days.
	Are there deficiencies from previous Sections?

 Yes, email lender the complied list of deficiencies.

 No, move on

UW Comments

     


	I2
	Confirm any changes in Application Fee
Source Document(s)

· Firm Commitment FHA Form 2453-MM
· 

-Standard Special Conditions

	If there is a change in the loan amount, recalculate the Application Fee.  The difference will either be a refund or an amount due.
Refunds are only processed after closing.  Refund requests should be sent to OHPrefunds@hud.gov.

If there is an increase in the mortgage amount, the additional application fee amount must be submitted before issuance of firm whenever possible.  Checks should be sent to Mike Luke for processing.
NOTE:  If there is a justifiable reason for not being able to submit the additional application fee prior to issuing a firm, a special condition can be included, but is not preferable.
	Change in Mortgage Amount?

 Yes, contact lender 


 Check Received



Correct Amount?



 Yes, move on



 No, contact lender 



 Special Condition required

 No, move on

UW Comments

     


	I3
	Gather Special Conditions from these sources:
· 223F Punchlist noted in previous steps
· OGC punchlist
· 4128 Review
· Title & Survey Review
· Appraisal Review
· A/R Punchlist

· Lender’s Special Condition
· NP Reg Agreement Special Condition (if applicable)
Source Document(s)



 Standard Special Conditions

	Special Conditons must match in the Firm Commitment and Loan Committee Memo with same number and language.
For Standard Special Conditions, language must match that found in Special Condtion Menu.

Include Special Conditions as a part of the Firm Commitment as an additional page following the signature page.
Insert the following special condition:
1. Certification of No Material Changes. Prior to closing, the Mortgagor must certify that between issuance of Firm Commitment and closing, none of the following have occurred: 

· Federal, State, municipal and or other regulatory authority action against the project that demonstrates or alleges substantial deficiencies in the operation of the project which may be evidenced by an administrative or judicial proceeding or final audit finding

· Filing of a bankruptcy petition of mortgagor, or operator

· Filing of a lawsuit or criminal charges against the operator or mortgagor entity or any principal thereof

· Placement of a Special Focus Designation or ban on new admissions on the project.

	 Reviewed the following for development of Special Condtions:

· 223F Punchlist noted in previous steps
· OGC punchlist
· 4128 Review
· Title & Survey Review
· Appraisal Review
· A/R Punchlist

· Lender’s Special Condition
· NP Reg Agreement Special Condition (if applicable)

 Special Conditions compiled and added to Firm Commitment document.
 Special Conditions must match in the Firm Commitment and Loan Committee memo with same number and language.
UW Comments

     


	I4
	Review all requisite forms for correctness, and approval.
Source Document(s)

· FHA Form 2453-MM (Firm Commitment) with Special Conditions 
· Exhibit A- Legal Description

· Exhibit B- Reserve for Replacement Schedule

· Exhibit C – Repair List

· HUD-92264-A

· HUD-92329

· HUD-92447

· HUD-9839 (if applicable)

· HUD-9832 (if applicable)


	Forms are the basis for the underwriting and must be accurate.
Confirm that draft Firm Commitment received from lender is latest version of the HUD master 223f Firm Commitment template, and ALL items on the Firm Commitment are correct and accurate. 

If there are variances between the Firm Commitment and the HUD-92264-A, return to lender for correction.

If there are variances, but not with HUD-92264-A, correct the Firm Commitment.

	Are all forms in the Source Document column complete, accurate, and approved (if appropriate at this Step)?

 Yes, move on

 No, contact lender.

UW Comments

     


	I5
	Prepare for Loan Committee Meeting.
Source Document(s)

Items to post to Loan Committee Folder:

· Loan Committee Memo

· FHA Form 2453-MM (Firm Commitment) with Special Conditions

· Exhibit A- Legal Description

· Exhibit B- Reserve for Replacement Schedule

· Exhibit C – Repair List

· HUD-92264-A

· HUD-92329

· HUD-92447

· HUD-9839 A, B, C if applicable

· HUD-9832 if applicable 

· Pictures/Plans of the Property

· A location map detailing location of the sales and rent comparables

· All required Waivers

· Portfolio Memo (Small & Mid-Size portfolios)


	UW uploads all loan committee documents to SharePoint under “Loan Committee” folder and informs WLM that LCM is ready for their review.

When WLM confirms that project is ready for Loan Committee, schedule deal for Loan Committee meeting by adding it to the target date Loan Committee Scheduler.  (Note: there are only 8 slots available on a 223f LC agenda.)
Link to LC Scheduler – 223f Schedules SharePoint folder:  


Note:  OHP Appraiser should be notified and invited to Loan Committee if there are concerns to be discussed regarding value.

	 Post Loan Committee documents to SharePoint.

 Notify WLM that project is ready for Loan Committee.

 Schedule loan on Loan Committee Scheduler  



 IF LOAN AMOUNT IS > $50M - Notify ORM that project is ready for Loan Committee & request review  
.

UW Comments

     


	I6
	Update DAP to reflect Firm Issued or Rejection.
Source Document(s)

Firm Commitment ~~{OR}~~ Reject letter.
DAP User Guide:  http://hudatwork.hud.gov/po/h/hm/dap/dapindex.cfm 
DAP OCT-2012 PowerPoint Training:  


DAP entries currently being made by Program Specialists until further notice.
	DAP Entry 

(E08) “Firm Commitment Issued” 

~~{OR}~~ 

(E04) “Firm Preliminary Reject/Deficiency Letter” if rejection is issued

Ensure that all required information has been entered in DAP in the appropriate fields correctly so that HUD-290 is accurate when completed later. 

Transaction status changes in DAP must be made as soon as the loan committee has confirmed their verbal approval of Firm Commitment.  

If the loan committee is running late and you have to leave immediately after giving your presentation, you will need to alert your assigned WLM ahead of time.  WLM will see that the change is made in DAP the day verbal approval is given.


	 Completed.  Ensure that the expiration date in DAP is the same as the tickle date and date given to the lender for the expiration.

DAP Processing Steps:

a. Log into DAP and click on the “Administration” icon (the 2nd icon from the left on the top of the screen).

b. Enter the FHA Number without dashes to search for the project and click on “Search”.

c. Double click on the project line that is highlighted.

d. Click on “New Status” and select either“Firm Issued” or “Firm Final Reject”.  The “Status Date” entered for the “Firm Issued” or “Firm Final Reject” statuses is the date the Firm Commitment or Reject letter is signed.  When entering the “Firm Issued” status, you will be able to change the mortgage amount if needed (change DAP mortgage amount if it does not match the mortgage amount on the first page of the Firm Commitment).
UW Comments

     


	I7
	Send PDF copy of Firm Commitment to Lender.
Source Document(s)



 Email Transmittal.Template.Firm 


	After Loan Committee, the Program Specialist will change the status of the project in SharePoint to “Firm Issued” and will send the UW a PDF copy of the signed Firm Commitment package.
The UW emails the electronic copy of firm to lender utilizing the transmittal template.  The UW also uploads the PDF copy of the HUD-signed Firm Commitment package to SharePoint.  The original package will be sent directly to the Lender contact by UPS.
The UW will be notified by email when a Closing Coordinator is assigned in SharePoint, 

Upon receipt of the fully executed firm commitment (HUD, Lender, Borrower), the UW will upload it to SharePoint in the closing folder.
Also, if updates to the contact sheet are provided, upload to the closing folder in SharePoint.
	 Email sent to lender
 Electronic copy of HUD executed firm uploaded to Loan Committee folder in SharePoint
 If no Closing Coordinatory assigned yet, electronic copy of fully executed firm uploaded to Closing folder in SharePoint  

 Updated Contact Sheet uploaded to closing folder in SharePoint

UW Comments

     


	I8
	Complete iREMS data sheet
Source Document(s)

iREMS Data Entry Sheet:  



	Complete PreClosing iREMS Data Entry Sheet and upload to the Closing Folder on SharePoint within 3 business days of Loan Committee.

Change iREMS status on SharePoint Initial/UW tab.

	Is iREMS data entry sheet complete and uploaded?

 Yes
 No

Is SharePoint field changed to “Pre-Closing Sheet Received”?

 Yes
 No
UW Comments

     


	I9
	Complete Transaccess process

Source Document(s)

· 
 Transaccess Instructions with sample email.


	Following Loan Committee, the underwriter should prepare the UW_TRANSACCESS folder in the project folder on Sharepoint.  Rejected projects and projects that don’t close do NOT need a Transaccess folder.

The UW_TRANSACCESS folder should include all of the applicable documents that are listed in the UW Transaccess Instructions.    If a document is not applicable, do not include anything in the UW_TRANSACCESS folder.

The underwriter emails Gregory Arthur at Gregory.a.arthur@hud.gov with a link to the UW_TRANSACCESS Folder where the documents are posted.  Please note:  Do not send an email to Gregory unless ALL applicable documents are complete and ready for transfer to the TRANSACCESS system.
	 FORMCHECKBOX 
 Completed.

 FORMCHECKBOX 
 N/A.  The project was Rejected or was never closed.

UW Comments

     


	I10
	Ship underwriting file to HQ
Source Document(s)



 Transmittal Sheet for mailing Section 232 UW/Closing Files to Headquarters

	1. Box up the underwriting file and mail it to Tiffani Tyer in HQ.

2. Include a Transmittal Sheet at the top of the box

3. Underwriting File should include the following:
a. Hard Copy of the Full Application (from the lender) including copies of any exhibits that were updated as part of the application review

b. Copies of all OHP reviews and signed documents

c. Copies of relevant correspondence (i.e., emails, letters, etc.)
d. Any other documents that would assist in a future audit of the file


	 Completed 
UW Comments
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