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Section 232 Leadership Changes:
As some of you may have heard, Roger Miller recently announced certain leadership changes within the Section 232 Program.  Further, we have heard from some of you that the Section 232 leadership announcements made internally within HUD needed further clarification to the industry.  To ensure accurate communication, we wanted to share these important changes with our business partners through this Email Blast.  Thanks so much for your input, and below is additional information, announced by Roger Miller and effective immediately:

Michael Vaughn, named Acting Director of the Section 232 Program:

                Michael has been named Acting Director of the Section 232 Program.  Michael has served exceptionally well in his leadership role of the 232 asset management division and in an overall leadership capacity for the Office of Healthcare Programs (OHP).  Michael is uniquely experienced to lead the entire Section 232 Program with his prior HUD and mortgage lending experiences and with his educational background from Georgetown and Yale Universities.

William Lammers, Health Systems Advisor, will continue in an integral role with the Section 232 Program and with OHP.

                Bill, who has provided strong and enthusiastic leadership as the Acting Director of the Section 232 Program for the past 3 years and has been a tireless advocate for Lean process improvement, will continue to be involved in the Section 232 Program in very important ways.  Bill will continue to serve on the Section 232 Loan Committees, in policy development and Lean Processing activities, and as a key advisor to Michael Vaughn and other 232 leaders in all aspects of the Section 232 Program.  Roger Miller has also asked Bill to provide important advisory services to the Section 242 Program and to the overall OHP leadership team, as necessary.
Other critical Section 232 leadership positions identified for interim, transitional period.

               Other OHP key leadership positions will be posted over the next several months for qualified individuals to apply.  For the interim period of time, OHP has initiated personnel actions for the following individuals to serve as follows:

                Roger Lewis, Acting 232 Development Director

                Kelly Haines, Acting 232 Asset Management Director

                John Hartung, Acting 232 Policy Director

                Kate Murray, Workload Manager for Closing Coordination

Other Leadership Transitions.

Renee Greenman was honored with a certificate of thanks from the Commissioner and an inscribed vase from the OHP staff in Seattle for her leadership service in the Section 232 Program, particularly in the development area and in assisting OHP in implementing Lean Processing.  We wish Renee continued success as she returns to Multifamily Housing full time. 

Mark Williams was thanked for his service in OHP and congratulated for being tapped for the Office of Risk Management staff.  In his new position, Mark will work closely with OHP and all of its healthcare programs.

Nathan Dean was welcomed to OHP as Nate will be bringing his investment banking experience from the Office of Risk Management and transitioning into a new role with OHP.
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Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

Interested in getting updates on the LEAN  232 Program?
Join our email list by sending your contact information to:
Mike.M.Lawassani@HUD.GOV 

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out:
www.hud.gov/healthcare
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Renee’ to concentrate on Multi-family:
We regret to announce that Renee’ Greenman will no longer be working on OHP initiatives – she will be concentrating on her Multi-family work (including process improvement initiatives).   As you know, Renee’ has  filled the role of National Acting Director for 232 as well as the Multi-family Hub Director of the Seattle Hub since the inception of Lean processing of Section 232’s in 2008.    We want to thank Renee’ for her tireless work in the development of the Lean Section 232 processing program.  Needless to say, Renee’s energy and leadership have been instrumental in the development of this program!   

Additional Thank-you:

The OHP team also wants to publically thank Kristine Martin and Pat West in the Seattle office for their contributions.  Kristine has done an excellent job in coordinating our Email Blasts – this will now be coordinated by Mike Lawassani.  Pat did an excellent job in the planning and logistical efforts for our previous Kaizens and training sessions in Seattle (amongst other things).  

Do You have a Question on the status of a project in one of our queues?
Please contact one of our Program Specialists if you have a question on the status of a project in one of our queues.  Their contact information is listed below:

Mike.M.Lawassani@HUD.GOV
Rasheedah.C.Dix@HUD.GOV
Miranda.J.Schoenecker@HUD.GOV
Markham.W.Stickney@HUD.GOV
Consolidation of our REgular 223f and green 223f Queues:
Our current Risk Assessment worksheet has not been an effective tool in identifying the less risky 223f projects and our Workload Managers are having a difficult time in allocating resources between these queues.  For these reasons, we have found it necessary to consolidate our Regular 223f and Green 223f Queues.  The consolidated queue will be named “223f Non-Portfolio Queue”.   The underwriters working on this consolidated queue are the same ones that had been previously working on the Regular 223f and Green 223f queues.

Please use the attached revised Certification for Electronic Submittal immediately.  This document will be posted to HUD.GOV in the future.  

Additional information on refunds of hud application fees:
The February 23, 2011 Email Blast discussed the new process for handling refunds.  Effective immediately, please email Markham Stickney in the Seattle office when you are requesting a refund of an application fee.   Markham’s contact information is listed below:

Markham.W.Stickney@HUD.GOV
Additional clarification on minimum lease payments:
The February 23, 2011 Email Blast discussed Minimum Lease Payments.   Please note that this language does not apply to Section 223(a)(7)’s.

Lean Thinking:

With our continued staffing shortage in OHP, we strongly encourage you to send all general questions and questions related to projects that are not currently assigned to an OHP Underwriter or OHP Closer to Leanthinking@hud.gov.  It is important to use Lean Thinking as it allows us to be more consistent in our responses, gives you a written record of the communication that you can submit with the Firm Application should you choose to submit, and helps in our development of our Frequently Asked Questions. 

Update on HUD.GOV:

Unfortunately, we are continuing to have problems in getting up-to-date documents posted to HUD.GOV.  Until we are able to more consistently update HUD.GOV, please see the below:  

One area on HUD.GOV where none of the links currently work is “Sample Closing Documents”.  We hope to have these links re-established in the next couple of weeks.  In the meantime, if you need an electronic version of these documents, please email Miranda Schoenecker (Miranda.J.Schoenecker@HUD.GOV).  

Attached to this email are the following:

· Our current underwriting queues (numbered 1 through 5)

· Our current closing queues (numbered 6 and 7)   

· New Construction documents where the links do not currently work (numbered 13-16)

· Current listing of Lean new construction and substantial rehabilitation projects (numbered 17)
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Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out:
www.hud.gov/healthcare
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New AlTA survey standards effective February 23, 2011:
To address the revised ALTA survey standards that are effective February 23, 2011, we have revised the Lean 232 Survey Instructions and the Owner’s Survey Certification (used when submitting a pre-existing or expired survey). This revised document is attached to this email blast and will be posted to HUD.GOV in the future – previously these were two separate documents.  The acceptability of surveys issued prior to February 23, 2011 will be judged under the old standards, but after this date the new standards are to be followed. 
Revised procedures on FHA Number requests and Electronic firm application submissions:
The November 20, 2009, January 15, 2010, and November 2, 2010 Email Blasts discussed our procedures for requesting FHA Numbers and Electronic Firm Application submissions.   Effective immediately, we are modifying our procedures related to this as discussed below.  In the past, Amee Welch in Seattle has processed all of these requests.  Amee will be transitioning to working on Multifamily process improvement initiatives – among other items.  We want to thank Amee for her outstanding contributions to our team – she has done an incredible job! 

· FHA Number Requests:  The lender requests (via email) assignment of an FHA Project Number from Rasheedah Dix in Detroit (Rasheedah.C.Dix@HUD.GOV).  Such request attaches the completed FHA Project Number request form that can be obtained from the HUD.GOV website.  Rasheedah Dix emails the lender with the assigned FHA Project Number.

· Submitting Firm Applications (project enters queue):  When the Lender has a Firm Application (including an Initial Submittal on a 2 Stage Firm process) that is completely assembled, the items below are sent to Rasheedah Dix (also see below address):

1.  Completed Certification for Submission of Electronic Firm Application (including referenced attachments).

2. Completed Check Transmittal Letter Template 

3. Check for the FHA application fee, and 

4. Storage medium containing the electronic version of the Firm Application 

Rasheedah’s address is:

Rasheedah Dix

Dept. of HUD

McNamara Federal Building

Room #1670

477 Michigan Avenue

Detroit, MI  48226

· Final Submittals on 2 Stage Firm Submissions:  When the Lender has a completely assembled package, below are the procedures for submittal:

· The items below are sent to Rasheedah Dix (see above address):

1.  Completed Certification for Submission of Electronic Firm Application (including referenced attachments).

2. Storage medium containing the electronic version of the Firm Application

· Rasheedah will email the OHP Underwriter and Workload Manager informing them that the electronic application has been submitted.
· OHP Undewriter will contact the lender to request the hard copies of the application.  Final Submittals bypass the queue and go directly to the underwriter.
Mark Williams’ move to the Office of Risk Management:
Effective February 28, 2011, Mark Williams will be moving from OHP to the Office of Risk Management. We want to congratulate Mark and thank him for all his work in OHP - his contributions have been  instrumental in the development of the Lean Section 232 processing program!   We also want to encourage you to send any questions that previously would have been directed to Mark to leanthinking@hud.gov.  Our team is meeting weekly to discuss Lean Thinking questions and are currently averaging replies within our target response period of 7 days.   
Low income housing tax credits and section 232 new construction/substantial rehabilitation projects:
Provided the Firm Applications are submitted in a timely manner, HUD reserves the right to adjust its Other Queue to give preference to processing new construction and substantial rehabilitation Section 232’s that include Low Income Housing Tax Credits (LIHTC) to meet placed in service deadlines on specific projects.   We encourage lenders to submit the Firm Applications on these projects in such a manner that will allow as much time as possible for HUD to act on the applications – including reviewing whether our 2 Stage Firm Application process will provide for such.  

Changes to Our procedure for handling seasoning of debt:
The April 10, 2009 Email Blast discussed our definition of Eligible Debt and the two and five year seasoning rules.  Although this language was silent on the date that the seasoning is based upon, we have consistently required that the two or five year period must have passed prior to the application being submitted (entering our queue).  Because of the length of time that projects are spending in our queues, we are changing how we will handle this.  Effective immediately, the two and five year time period will be based upon when a project is assigned to an OHP Underwriter (exits our queue).  Lenders may choose to submit a project prior to the seasoning period expiring, however, if the project reaches the top of the queue prior to the debt being properly seasoned, the project will be placed on hold.   Lenders submitting projects in such a manner must regularly monitor the project’s progression through the queue and contact a Workload Manager at HUD (prior to the project being assigned to an OHP Underwriter) if it becomes evident that the project will be assigned prior to the seasoning period expiring.  

Refunds of Hud Application fee:
We understand that HUD is no longer issuing refund checks  - all refunds are being handled by Direct Deposit.  To accommodate this procedure, when requesting refunds in the future, please use the attached document as a template for your letter requesting the refund.  This document will be posted to HUD.GOV in the future. 
Management agent and operator grid:
Please see the attached grid.  This document addresses HUD’s closing document requirements for operators and management agents to ensure that HUD has a valid security and regulatory interest in the project assets of the healthcare facility.  Particularly of note, this grid addresses the document signing requirements of the operator and/or management agent for the operating lease, license, equipment, provider agreements, deposit accounts and facility repairs.  This document will be posted to “Sample Closing Documents” on HUD.GOV in the future. 
Stale Date on Phase I Environmental reports:
We have been asked numerous times in the past few months to waive the stale date on Phase I Environmental Reports – listed in the endnotes on our Checklists.  We have turned down all such requests as we are unable to waive this requirement.  
Closing Queue:
We will soon be posting our closing queues to HUD.GOV.  Until these are posted, please see the attached two spreadsheets, which list the projects in our closing queues.  Projects will be assigned from the top to bottom of the spreadsheets.  Currently we have three closing coordinators working on the non 223(a)(7) queue (one of these individuals concentrates on Insured Advances projects).
Clarification on Minimum Lease Payments:
During the closing of Section 232 loans, OHP and OGC have encountered confusion on the minimum lease payment required for closing documents and operating leases.  For the actual leases, we are requiring that the annual lease payment be calculated using a minium of a 1.05 coverage ratio - annual principal + annual interest + annual mortgage insurance premium + annual reserve for replacement deposit + annual property and liability insurance + annual property taxes times a multiplier of 1.05.  This minimum coverage level required for executed leases is different than the test measurement used in the 223 F Lender’s Narrative, which remains unchanged - it will continue at the 1.17 coverage level.
Revised Construction specification template:
OHP will be following the revised construction specification template discussed in HUD Mortgagee Letter 2010-41 – see attached.  All Firm Applications submitted to HUD on or after April 25, 2011, must use the new CSI MasterFormat 2010.  Future revisions to our checklists and other documents posted to HUD.GOV will reflect this revised document.  
Changes to our standard documents:
Please do not change Lean Approved exhibits posted on HUD.GOV.  This includes, but is not limited to, submitting exhibits in MS Excel or QuattroPro when they are to be in original Word format, adding or subtracting fields of information in current documents, and changing language in Firm Commitments.  When these changes are made it takes Underwriters and Closing Coordinators extra time to identify and mitigate these unapproved changes and is contrary to the standardization required under Lean.  We will be following the February 19, 2010 Email Blast and requesting a revision to the Firm Application when this situation is present. 

In addition, if a section of the Lender Narrative or an exhibit is not applicable to your project, please note that it is “not applicable” and explain why you believe this is not applicable.  No sections are to be left blank or deleted from the Template. Your cooperation with this request will help us process your application more quickly.

Market Interest rate above rate used in Section 223(a)(7) Applications:
Given the recent rise in interest rates, interest rates proposed in applications under Lean Section 223(a)(7) may not longer be achievable.  Please advise your assigned OHP Underwriter if this is the case so you can work to ensure your application is consistently updated throughout to reflect a more accurate interest rate at the time of Firm Commitment issuance. For applications still in the queue that are no longer feasible due to interest rate hikes, lenders can opt to withdraw their application and have the application fee returned.  
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Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out:
www.hud.gov/healthcare
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Correction to the November 2, 2010 Email Blast:
The Certification for Electronic Submittal that was attached to the November 2, 2010 Email Blast has been revised to remove 5. b., which required pre-approval of master lease, account receivable and/or other important legal documents as identified by HUD on small portfolios.  As the language in the November 2, 2010 Email Blast indicates, this is only required on medium and large portfolio applications (as defined by Notice H 01-03).  Please use the revised (attached) certification immediately.  This revised certification will also be posted to HUD.GOV in the next several weeks.

Although pre-approval of the documents mentioned in the first paragraph is not required on projects that are not part of a medium or large portolio, we urge lenders and outside counsel to have fully developed/vetted documents on other projects as early in the process as possible.   This will reduce the time from Firm Commitment issuance to closing and will make HUD’s review faster (helping to ease the resource constraints that HUD currently faces in OHP and in OGC).

Closing Queue:

As a result of our continued staffing shortage in OHP and in an effort to keep the number of active projects assigned to each OHP closer at a manageable number, we are establishing two separate closing queues – one for Section 223(a)(7) projects and one for all other Section 232 projects.   The logistics of the closing queue are as follows:

· Effective immediately, after a Firm Commitment is issued, if there is not capacity with an OHP Closer, the project will enter the appropriate closing queue.  

· During a project’s wait in the closing queue, lender’s counsel should contact the OGC reviewer to determine whether the legal review of the draft closing documents can commence prior to the assignment of an OHP closer.  The OGC reviewer may reserve the right to delay the legal review of the draft documents until an OHP closer is assigned.

· When a project reaches the top of the queue and an OHP closer has capacity, the proposed OHP Closer will contact the lender and request the draft closing documents.  The lender will have five business days to submit the draft closing documents to the OHP Closer and OGC reviewer (if not already sent to OGC).  If the draft closing documents are not submitted within the five day period, or if the draft closing documents are found to be substantially incomplete or incorrect, the project will be placed back in the closing queue.   If a project is placed back in the queue, the OHP Closer will notify the lender via email about the procedure the lender may follow when they have a complete package prepared.  Note: To be considered complete, the draft closing package must address all special conditions and provide all required evidence that critical repairs have been completed.
· The email the OHP Underwriter sends to the lender after a Firm Commitment is issued, will be revised to include the following for all Section 232’s (previously we had a diferent procedure on Section 223(a)(7)’s) :

Once the firm commitment has been signed by both the lender and the borrower, please return a pdf copy of it to the OHP Underwriter.  Please retain the signed original until a Closing Coordinator has been assigned, at which time you may forward it to the Closing Coordinator.

The below comments relate to A Section 223(a)(7) REFINANCE OF A Section 232 Project, effective immediately (except where noted otherwise):

A.  Establishment of a Green Lane  for Section 223(a)(7) Applications with No Extension of Loan Term, Accounts Receivable Financing or Change of Entities: 

Due to the rapidly increasing volume of Section 223(a)(7) refinancing, and in an effort to expedite processing of the queue, we are establishing a Green Lane.  Applications that do not propose extension of the current loan term do not require as much scrutiny with respect to determining whether they inure benefit to the FHA Fund; accordingly, these applications will move to the Green Lane as a separate queue. In addition, applications that do not propose a Transfer of Physical Assets (TPA), Change of Operator/Agent or Accounts Receivable Financing for HUD approval concurrent with the Section 223(a)(7) transaction require less underwriter and legal review and accordingly, will also be placed in the Green Lane queue. The (a)(7) Green Lane queue will be assigned underwriters on a priority basis over applications requesting approval of a loan term extension, TPAs/Change of Operator or Agent or Account Receivable Financing.   We have revised the attached Certification for Electronic Submittal document to differentiate between Green Lane and regular Section 223(a)(7) applications.

B.  Loan Term Extension Requests on Section 223(a)(7)’s:
In an effort to ensure sound risk management of the FHA Fund for the Lean 232 Program, OHP Underwriters will carefully review requests for an extension of the existing loan term in a Section 223(a)(7) refinance to determine if the additional term will inure benefit to the insurance fund.  Accordingly, underwriters will focus on, and may request supplemental information, as follows based on the proposed application:

· Debt Service Coverage calculation without a term extension and/or Debt Service Coverage calculation with a reduced term extension than proposed in the Firm application;

· Extent of mortgagor contributions to the reserve for replacements, including additional deposits and increases of annual deposits;

· Age and configuration of facility;

· Renovations that have occurred to update the facility.

· Strength of Owner/Operator and Market

C.  Reserve for Replacement Schedules on Section 223(a)(7)’s:
When considering the risk management of the proposed reserve schedule under the Section 223(a)(7) refinance, OHP Underwriters will review the proposed reserve schedule in a manner consistent with current Lean Asset Management guidelines, using a $1,000 per unit “soft” minimum for at least years  1 through 10.

D.  Occupancy on Section 223(a)(7)’s:

Consistent with the Email Blast issued 8/19/10, OHP Underwriters will be requesting current occupancy information when the application is under Firm review for Section 223(a)(7).  In addition, if occupancy numbers are low, underwriters may request information on census trends, and supplemental information on how low census numbers are being addressed by owner/operator/manager.  This is in order to ascertain the project’s current risk profile so that any appropriate asset management risk mitigation activities are initiated.

E.  Interest Rate Locks:

On Section 223(a)(7)’s, lenders are advised against having the mortgagor lock the interest rate until the HUD closing coordinator has advised them to proceed.  The closing coordinator works in concert with the HUD closing attorney to communicate the closing schedule to the lender.  Please work closely with the HUD Closing Coordinator.

F.  Extensions to the Firm Commitment:

For Lean Section 232/223(a)(7)s, a Firm Commitment is effective for 90-days.  We encourage lenders to make every possible effort to work with the HUD closing coordinator and closing attorney to accomplish the closing within this prescribed timeframe.  However, in order to address extenuating circumstances which may arise, the lender may request a 90-day extension (“extension request”) to the Firm Commitment.  The extension request must provide a justification acceptable to HUD that the extension of the Firm Commitment is warranted and necessary in order to accomplish closing by the end of the 90-day extension period.   It is both cost effective and efficient for HUD and the lender to process one 90-day request instead of three 30-day extension requests.  If, at the expiration of the granted 90-day extension, the closing fails to occur, HUD reserves the right to consider the application as withdrawn.  In that case, for further consideration under the Section 223(a)(7) program, the application will need to be updated and submitted as a new application in the Lean 223(a)(7) queue.

G.  Revised Project Capital Needs Assessment (PCNA) Guidelines for Section 223(a)(7) Projects:

The February 6, 2009 Email Blast discussed situations when a PCNA is required on Section 223(a)(7) projects.   That Email Blast required a PCNA complying with the 223f LEAN Guidelines when either of the following is the case at the time the Section 223(a)(7) application is submitted to HUD:

1.  A term extension is being requested.  HUD will consider waivers on a case by case basis where justified. The lender should request the waiver in the mortgage insurance application cover letter and in the Lender Narrative.

2.  At least 10 years of the existing FHA-Insured loan’s amortization period has passed and a PCNA has not been submitted to HUD in the previous 10 years.

Effective for any Section 223(a)(7) project entering the queue after March 25, 2011, a PCNA is also required if the project does not currently meet the fire sprinkler requirements for projects participating in the Medicaid or Medicare programs that must be in place by August 13, 2013 - see the 1999 edition of the National Fire Protection Association’s (NFPA) "Standard for the Installation of Sprinkler Systems” (NFPA 13).

A revised Statement of Work for the Limited Scope PCNA for Section 223(a)(7) will be posted to HUD.GOV in the next few weeks, which addresses these sprinkler requirements (as well as a revised Lender Narrative and Firm Application Checklist).

H.  FHA Application Fees on Section 223(a)(7)’s:

While the loan application fee paid at time of application is equal to .3% of the mortgage amount, please use .15% in the Criterion 10 maximum mortgage calculation on the 92264a, as half of the fee is refundable upon endorsement of the loan under Section 223(a)(7). 

The below comments relate to Section 232 Projects that are Adding Additional Units to the Market (including Substantial Rehabilition and Section 241(a) Where New Units are being Added):
A.  Information on the Mortgagor Entity Related to Financial Capability and Experience:

Exhibit 3-7 of the Firm Commitment Checklist for New Construction requires the year-to-date financial statements for the proposed Mortgagor entity.  In the case of new construction deals, a significant number of Mortgagor entities are newly-created for the sole purpose of developing, owning and operating the new facility.  The financial statements for such an entity, if they exist, often provide only limited information.  Similarly, Exhibit 4-3 of the Checklist requires a Resume for each principal of the Mortgagor.  In many cases the principal entities are newly-created companies, again for the sole purpose of owning and operating the new facility.  A number of applications have been submitted with deficient parent financial history or experience for the parties responsible for the transaction.

Supporting Documentation of Financial Capability:

Effective immediately, Exhibit 3-7 of the application for Firm Commitment must include YTD financial statements for the party who will be responsible for the financial requirements (typically the parent entity) at the initial closing.  If the legal entity of the Mortgagor will be capitalized by another party, the financial statements for that party(ies) must be provided.  The requirements of Footnote 5 of the Checklist apply to all financial statements submitted.  Please keep in mind that the underwriting process is seeking to confirm that sufficient financial resources will be available for the cash requirements for closing, and the Lender must provide the information needed to make such a determination.

Supporting Documentation of Appropriate Experience:

Also effective immediately, Exhibit 4-3 of the application for Firm Commitment must include complete information on the individuals and/or entity that will be bringing appropriate experience to the project.  Appropriate experience is 3 to 5 years successful practice in developing, owning and/or operating board and care facilities, assisted living facilities and/or skilled nursing facilities.  This requirement has been in place for a number of years and continues under LEAN.  If an entity or its principal does not have the appropriate experience, it may contract with a third party experienced operator.  Evidence of appropriate experience should be provided which includes specific project examples including project name, type of care provided, location, unit/bed count, year opened and key operating metrics (fill pace, occupancy, net operating income margins) and specific responsibilities for the management and operation of the example health care facility.  The Office of Healthcare Programs (OHP) is seeking assurance that the developers and other stakeholders are committed to the long-term success of their project and have the requisite experience to operate and manage the project.

In addition to the requirements under Exhibits 3 and 4 of the application package, the Lender Narrative must also provide a complete discussion on the Mortgagor’s commitment to the project, both financially and in a business sense over the long term as well as his/her experience.

For applications that are currently in the processing queue, the OHP Underwriter will request this information from you once the project has been assigned for processing.  Lenders should be prepared to provide this information in an expeditious manner at that time.  When we revise the New Construction, Substantial Rehabilitation, and Section 232/241(a) documents posted to HUD.GOV, we will revise the Lender Narrative Templates and Firm Application Checklists to reflect these changes.

B.  Debt Service Reserve Escrows:

Projects that add units to a market pose a higher risk to the FHA Insurance Fund than do existing projects, particularly with the difficult economic climate we are currently experiencing.  Therefore, all Section 232 projects recently approved by the Loan Committee to add additional units to the market have included the added risk mitigation of a debt service reserve escrow.  Typically these escrows require that six to twelve months of principal and interest payments be held until the underwritten debt service coverage is met for twelve consecutive months.  We recommend that you review whether a debt service reserve escrow should be added as additional mitigation to all such loans.  If you wish to revise a project that has already been submitted, please work with the OHP Underwriter (once assigned) to revise your application.

Authorized Signatures:  

HUD’s Lender Qualification and Monitoring Division (LQMD) maintains a list of lender staff who are authorized to sign on behalf of the lender.  Please ensure that all documents signed by the lender (including those signed at closing) are signed by a person who is on this list.  As this list is an internal document to HUD, if you have questions about which individuals from your company are on this list, please contact LQMD.

Clarification to the Two Stage Firm Submittal Process:  

As has been mentioned in several Lender Conferences/Trainings, if the Initial Submission stage does not result in a Firm Commitment being issued, the lender may request a refund of 50% of the HUD Application fee paid upon submission.

Reserve for Replacement deposits on All Section 232 loans:  

The Statement of Work for the PCNA for Section 223(f) (at IV. D. 13. b.) and for Section 223(a)(7) (at V. D. 9. b.) states the following:  

It is the Needs Assessor’s responsibility to assess the condition of major capital items, and major movable equipment.  This assessment will include a proposed replacement and cost schedule over a 15-year period.  The Mortgagee will then use this analysis to determine the required initial and annual deposits to the Replacement Reserves for Capital Items and Major Movable Equipment.

To ease future asset management of the project, HUD strongly recommends that the annual deposits proposed by the lender in the narrative remain at the same amount for the first 10 years of the loan.   Moreover, as a reminder, on December 1, 2008, OHP implemented the recommended minimum account balance to be maintained in the Reserve for Replacement Account of $1,000 per unit for all Section 232’s.   The initial and annual deposits proposed by the lender in the narrative on all Section 232 projects should take into account this recommended minimum account balance.   

Revision and Clarification to August 19, 2010 Email Blast:  

The August 19, 2010 Email Blast discussed “Lender Inspection of 232 Projects”.  In this language, we asked you to obtain pre-approval for a qualified construction site inspector by emailing Amee Welch.  We are revising this procedure to ask that you send the appropriate request (with resume) to LeanThinking@HUD.GOV.  Moreover, the Email Blast stated that the qualifed construction site inspector must be employed by the lender.  We are hereby clarifying that the qualified construction site inspector must be an employee of the lender (we have had requests for approval of third party individuals, which we have not approved).

Clarification to MAP Guide Section 3.11 A.:  

There has been some confusion related to the language on Section 232/223(f)’s in the MAP Guide at Section 3.11 A, which OHP is following.  The language states that “projects with additions completed less than 3 years previous are eligible as long as the addition was not larger than the original project in size and number of beds”.   We want to clarify that both tests (size and number of beds) must be met in order for a project with an addition to be eligible for Section 232/223(f).

Above-ground storage tanks:  

HUD is required to qualitatively evaluate the risks associated with proximity to hazardous facilities (MAP Guide, Section 9.5.H). OHP reviews on Section 232 applications will consider the potential danger presented by liquid fuel and gas storage tanks, even in cases of refinance where the tanks are pre-existing, and may at times require mitigation. Whenever above ground tanks exist on site, whether containing liquid fuel (over 100 gallons in size), or containing pressurized gas (stationary tanks of any size), a conformance letter from the governing Fire Department/District will be required. The letter must specifically address the safety of the storage tanks. In cases where new units are being added, and where off-site tanks are in close proximity to the subject building, or where safety letters cannot be obtained, a calculation of the Acceptable Separation Distance (ASD) must be included in the application. A useful tool for calculating ASDs can be found at http://www.hud.gov/offices/cpd/environment/asdcalculator.cfm. 

Lender Name Changes:

Please be certain that your current name is reflected on all documents in the firm application submission.   These documents include the draft firm commitment (including all attachments) as well as the lender narrative and any lender certifications.

In addition, please note that when a lender who is approved to do Section 232 loans merges with a lender who is not approved to do Section 232 loans, or a transfer in ownership occurs, or the lender changes its name, a new MAP lender approval application must be submitted to the Lender Qualification and Monitoring Division (LQMD). The certification in Exhibit L of the MAP lender approval application must be signed and dated by an authorized official and contain the following language: 

WARNING: HUD will prosecute false claims and statements. Convictions may result in criminal and/or civil penalties. (18 U.S.C. 1001, 1010, 1012; 31 U.S.C. 3729, 3802)

Any name change, merger or transfer of ownership involving an FHA - approved lender must be reported to Jacqueline Jones in the Lender Approval and Recertification Division at HUD Headquarters. In such cases, lenders are required to keep their existing mortgagee identification number.

HUD Signature on Regulatory agreement riders:  

Effective immediately, HUD will no longer sign Regulatory Agreement Riders – they will continue to be signed by the Mortgagor and Operator (along with the Regulatory Agreements themselves).  HUD will continue to sign the Regulatory Agreements.
RElease of initial operating deficit (IOD) escrow funds: 

OHP’s benchmark measurement for releasing remaining IOD escrow funds will be the property maintaining at least three consecutive prior months with a debt service coverage (including Mortgage Insurance Premium) ratio of at least 1.45.  OHP will look to the servicing mortgagee to certify that this benchmark has been met, based on financial statements provided the mortgagee by the mortgagor.

Importance of timely submission of firm application documents to hud OGC reviewer: 

OHP believes that allowing time for legal review prior to Firm Commitment will significantly expedite the closing process after the Firm has been issued. Therefore, effective immediately, a hard copy of the Firm Commitment Application documents must be received by both the OHP Underwriter and HUD Counsel prior to the start of review of the application.   We are not changing the 9/18/2009 Email Blast, which lists the hard copies sent  to the OHP Underwriter and HUD Counsel.  When a project is assigned from the queue, OHP will make every effort to obtain a prompt assignment of HUD counsel. As soon as counsel is assigned, the HUD Underwriter will communicate the assignment and contact information to the Lender. 

HUD Inspection fees on section 232/223(f)’s: 

There has been some confusion on the correct calculation of inspection fees on Section 232/223(f)’s.  Below is the correct calculation:

· If the total cost of the critical, non-critical and borrower-proposed repairs is equal to or less than $3,000 per unit or bed (whichever is higher), the HUD Inspection Fee shall be $30 per unit or bed (whichever is higher).  This includes projects where there are no repairs.

· If the total cost of the critical, non-critical and borrower-proposed repairs is greater than $3,000 per unit or bed (whichever is higher), the HUD Inspection Fee shall be 1% of the total cost of the critical, non-critical and borrower-proposed repairs.    

Phase I Environmental Assessments on Section 232/241(a)’s and Section 232 Substantial REhabilitation TRANSACTIONS: 

The current checklists for Section 232/241(a) and Section 232 Substantial Rehabiliation projects posted to HUD.GOV allow for the Phase I Environmental Assessment to be omitted in certain situations.   Effective for any Section 232/241(a) or Section 232 Substantial Rehabilitation project submitted to HUD (entering the queue) after March 25, 2011, and to comply with HUD MAP environmental guidelines, a Phase I Environmental Assessment will be a required exhibit for all Section 232/241(a) or Section 232 Substantial Rehabilitation projects.  When we revise the Section 232 Substantial Rehabilitation and Section 232/241(a) documents posted to HUD.GOV, we will revise the appropriate documents to reflect this change.

clarifications related to several forms that are attached to the Firm commitment:  

There has been confusion related to the completion of several forms that are attached to Section 232 Firm Commitments.   Therefore, please see the below clarifications/revisions.   We encourage following these revisions/clarifications immediately, however, these revisions/clarifications will become mandatory for any project entering the queue after February 8, 2011. 

Form HUD-92264-HCF:

We will no longer require that Form HUD 92264-HCF be submitted for Section 223f transactions. The Lender’s Narrative already covers the items that are on this form.  The requirements remain unchanged for all other Section 232 loan types regarding this form.   When we revise the Section 223f documents posted to HUD.GOV, we will revise the appropriate documents to reflect this change.

Form HUD-92264-A:

The following language applies to all Section 232 loan types and supersedes the language in the 2/19/2010 and 9/18/2009 Email Blasts, which asked lenders to show the more restrictive maximum insurable mortgage (value or cost) on Criteria 3. 

Please use the new Form HUD-92264A that can be found at: http://www.hud.gov/offices/adm/hudclips/forms/files/92264-a.pdf
As has been previously conveyed, the percentage of value used in Criterion 3 on line (a) of the HUD-92264a should be the loan to value in the Section 232 Statute/Regulations.  The lender narrative will contain a discussion of the actual underwritten LTV (including discussion of justification/mitigation if the underwritten LTV exceeds the Lean Benchmarks summarized in the February 19, 2010 Email Blast).

In addition, the attached "92264-A Attachment" must be submitted together with the Form HUD 92264-A to assure that additional LEAN criteria have been considered in determining the mortgage amount. (Those criteria are not mandatory, but should be used unless mitigation has been offered and discussed in the lender narrative.)  This document will be attached to the signed Firm Commitment.

An itemized breakdown of the transaction costs that make up Criteria 7 or Criteria 10 maximum insured mortgage should be provided when applicable. These can be included at the bottom of page 2 or on page 4 of the new form. 

An additional calculation for the initial deposit for the reserve for replacement should be provided for projects with an existing reserve for replacement account. It should show that the existing balance plus the additional deposit equals the total initial deposit. Consistent with current practice, only the additional deposit can be included in eligible transaction costs.

There has been confusion about when to use the appraiser’s Net Operating Income (NOI), and when to use the Lender’s NOI, which sometimes differs in terms of replacement reserve amounts, taxes, and/or management fee.  Except when the lender is correcting for errors, the value used in Criteria 3 on Form HUD-92264-A is to be the market value as determined by the appraiser. Conversely, the NOI used in Criteria 5 will be the lender’s amount, which was derived using facility specific expense amounts for replacement reserves, taxes (when exempt) and management fee. 

The 92264-A Attachment will be posted to HUD.GOV under each loan type.  Moreover, when we revise the documents posted to HUD.GOV, we will revise the appropriate documents to reflect this change.

Reac inspections on projects being refinanced that are currently insured by hud: 

Any project (that is already in our FHA Insurance portfolio) submitted for a Section 223(a)(7) or Section 223(f) refinance (entering the queue) after March 25, 2011 will be required to have the PCNA address the most recent HUD REAC  Physical Inspection and whether deficiencies (if any) identified in the inspection report have been corrected.  The Lender Narrrative Template for Section 223(a)(7), the PCNA Statement of Work (SOW) for Section 223(a)(7), and the  PCNA SOW for Section 223(f) will be revised to reflect this and posted to HUD.GOV in the next few weeks.   When we revise the Lender Narrative Template for Section 223(f) in the future, we will address this issue – in the meantime, please address under the PCNA section.

A New Tool Related to nursing Homes:  

The Office of Healthcare Programs has commenced using Team TSI’s nursing home data analysis & dashboard web application.  This web application and reporting tool will provide new analysis tools and reporting capabilities to underwriters, account executives, and lenders/servicers.  Each user will have the ability to review, monitor, and analyze in a proactive and real-time mode. The web application called IntelliLogix™ enables each HUD user or lender/servicer to access a nursing home’s complete survey, watch list or special focus designation, cost reporting elements, five star rating, and other vital historical data elements related to the operation of nursing home facilities throughout the United States.   For a lender to obtain access to the portal to view their existing FHA insured portfolio, please email the request to surveyresults@hud.gov.  There is no charge for the lender to access this site for their existing FHA insured portfolio.  However, if a lender would like to obtain information on facilities that are not currently FHA insured, they will need to contact TEAM TSI CORPORATION at 1-800-765-8998 for separate pricing information.  The additional cost to include non-FHA insured properties will be the obligation of the requesting lender.   Disclaimer: Team TSI is one of many companies in the industry that provide this type of information for a fee. The reference to this company should not be interpreted as an endorsement by HUD to the expertise of the company or quality of the product provided.    

Queues and Staffing related to Section 232 processing: 

Below is a snapshot of our current underwriter staffing that we have allocated to each queue and our goal for monthly output from each underwriter.   As has been previously mentioned, OHP hopes to hire additional staff in early 2011 – to address underwriting and the OHP program side of closing.  We intend to closely monitor our staffing allocation and make adjustments when necessary. 

· Green Lane Queue and 223f Regular Queue: currently 6 underwriters assigned to work on these queues.  We intend to closely monitor both of these queues and allocate resources as needed to ensure that Green Lane projects are processed as quickly as possible.  We estimate 1.5 to 2 projects brought to loan committee per underwriter per month.

· Other Program Queue:  currently 3 underwriters assigned to this queue.  We estimate 1.5 projects brought to loan committee per underwriter per month.

· Portfolio Queue:  currently 6 underwriters assigned to this queue.  Please see the 11/2/2010 Email Blast for timing estimates on this queue.

HUD.GOV: 

As many of you know, we have experienced significant problems with our HUD.GOV website over the past month.  We are working diligently to fix the problems that remain.  As of the writing of this email blast, below is the latest:

· We have fixed the broken links to the New Construction and Early Commencement documents posted to HUD.GOV.

· Updated “Lender Duties Related to the PreConstruction Conference” has been posted.    The document’s date that is listed on HUD.GOV is being changed to November 15, 2010.  The duties in this document have been updated to reference both Originating and Servicing Lenders.

· Updated, “Lender’s PreConstruction Conference Agenda” has been posted.  The document’s date that is listed on HUD.GOV is being corrected to September 30, 2010.  The Agenda has been updated, including Item #16, Permission to Occupy, to reference possible related Firm Commitment Special Conditions.  The Agenda was also updated to replace a number of old OIHCF references with OHP.

· We have separated the documents posted to HUD.GOV for the 2 Stage Firm Submittal Process between new construction and substantial rehabilitation documents.  We are  revising the format of the posting, however, documents for New Construction Initial Submittal, New Construction Final Submittal, and Substantial Rehabilitation Initial Submittal are posted to HUD.GOV.  We will post the documents for Substantial Rehabiliation Final Submittal in the next few weeks. 

· We are working on posting the latest Weekly Statistical Report (along with archive versions of this document) and a spreadsheet that contains detailed information on each of the Section 232 loans that OHP closed in Fiscal Year 2010.

· We are working on posting a list of the projects in each of our queues.  Only FHA project numbers will be listed – except the portfolio queue, which will also list batch numbers.  Projects are listed in the order we received the Firm Application submission – with those listed at the top having earlier submission dates.  The posting of the Section 223(a)(7) queues will lag several weeks behind the posting of the four other queues.   We intend to update this frequently in the future.

· We are working on re-establishing the links to the Sample Closing Documents. 
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Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out:
www.hud.gov/healthcare
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NEW QUEUE APPLICATION PROCESSING STRATEGIES AND PROJECTED PROCESSING TIMES FOR SECTION 232/223 (F) APPLICATIONS

SUMMARY

The Office of Healthcare Programs (OHP) conducted a Lean Processing Training/Kaizen event September 14-16, 2010, in Seattle, WA. Based on input from that event, OHP has decided to implement revised queue application procedures to expedite processing and to address significant increases in a number of types of applications.
Further, OHP completed an in-depth review of the Section 232 projects that currently reside in the underwriting queue, as well as the estimated number of new applications that OHP expects to receive over the next 12-18 month period.  The objective of this review was to project the approximate wait times for Section 232 mortgage insurance applications from the time they are received by OHP until the applications are assigned to Lean underwriters for processing.

QUEUE PROCESSING CHANGES - Given the significant increase in demand for the Section 232 Program, OHP will revise the queue system into five separate queues, as follows:

1. 223f Regular Queue – containing all Section 232/223f projects that do not meet the Green Lane criteria (see section titled SECTION 232/223F – ELIGIBILITY OF GREEN LANE PROCESSING in this memo) and are not a part of a Large or Midsize Portfolio (as defined by HUD Notice H 01‑03);  

2. 223f Green Lane Queue – containing all Section 232/223f projects that meet the Green Lane criteria (see section titled SECTION 232/223F – ELIGIBILITY OF GREEN LANE PROCESSING in this memo)and are not a part of a Large or Midsize Portfolio;  

3. 223f Portfolio Queue – containing projects that are a part of a Large or Midsize Portfolio, previously approved under HUD Notice H 01-03;

4. Other Program Queue – containing all Section 232 New Construction, Section 232 Substantial Rehabilitation, Section 232/241a and Section 232 Blended Rate applications;

5.   Section 223a7 Queue – containing all Section 232/223a7 applications.

Each of the five separate queues will have a team of underwriters dedicated to processing applications of the specified type.  Therefore, these queues will run concurrently.

PROJECTED PROCESSING TIMES FOR 223(F) APPLICATIONS - OHP performed an analysis of historical and expected processing times, from submission to closing, for Section 232/223f applications.  This analysis was designed to provide an estimate of queue wait times given the current queue volume, underwriting resources, and new Section 232 mortgage insurance applications expected to enter the queue over the next 12-18 months.  This information has been summarized below in the chart, Range of Estimated Processing Times-Submission to Closing, for the period September 2010 to October 2011. 
Please Note:  These numbers are only estimates based upon the most current information on project submissions, processing times and staff resources.

Based on data as of October 1, 2010:

          
	RANGE OF ESTIMATED PROCESSING TIMES

SUBMISSION TO CLOSING

OCT 2010 TO OCT 2011

(BASED ON EXISTING STAFF RESOURCES)

	
	223f Regular Queue Applications
	223f Green Lane plus 223f Portfolio Queue Applications

	QUEUE
	8 – 9 months
	9 – 10months

	UNDERWRITING
	15-20 days
	7-17 days

	CLOSING
	45-90 days
	45-90 days

	TOTAL TIME
	10 – 13 months
	11– 14 months


After studying the above trends and volumes for Section 232 mortgage insurance applications, OHP has decided to make adjustments to its current underwriting systems and processes to more effectively and efficiently process applications, given limited underwriting resources and continued high demand for the 232 programs.  OHP has carefully analyzed its processing systems and reviewed, with the Office of General Counsel (OGC), OHP staff and Lenders, the complexity and time delays currently being encountered during processing and closing of Section 232 transactions.  OHP’s objective is to refine underwriting and closing processes to effectively process applications from all applicant groups in a fair and efficient manner.

As a result of this analysis and review, OHP will implement the following modifications to the Section 232 underwriting processes.

PORTFOLIO PROCESSING

1.  OHP will create a separate 223f Portfolio Queue for large/midsize portfolio applications.  To improve efficiency in both processing and closing, each portfolio in the Portfolio Queue will be processed in batches of approximately 15-20 projects each.  The applications to be included in each batch will be coordinated between the lender and OHP.  Please contact Tom McMillan (Thomas.McMillan@HUD.GOV) to coordinate the assembly of batches for applications for any large/midsize portfolios that either have been submitted or will enter the queue in the future.  In addition, each batch will be processed only when all applications included in that batch are deemed fully complete.   The language in this Email Blast supersedes the language under “Portfolios and Placeholders” in the August 19, 2010 Email Blast with the exception of the following language which still applies:  “no individual portfolio application, for midsize and large portfolios, will be allowed to be submitted and to enter the queue prior to the actual date of the portfolio approval letter to the lender”. 
2.  Certification of “complete” applications for medium and large portfolio applications.  For portfolios with master lease, accounts receivable (AR) financing and/or any special conditions specified in the portfolio approval letter, HUD needs assurance that the FHA Lender, Owner, Operator, Master Tenant, and AR Lender (all signatories to the pertinent documents) will sign a form of master lease or AR financing documents, or additional important legal issues or documents identified by HUD, or specified in the portfolio approval letter, that have been reviewed and found acceptable to OHP and OGC.  Once all private parties have finalized the documents, and those documents have been reviewed and accepted by OHP and OGC (contact  Tom McMillan - Thomas.McMillan@HUD.GOV – if you have questions about the logistics of the review by HUD), the lender may submit the executed master lease, AR financing, and/or other important legal documents identified by HUD, or attach copies of the unexecuted documents with a certification, signed by all signatories to the pertinent document, that the attached documents will be executed at closing without changes, except for stipulating the final lease payment amount.  The certification will require that all parties to the master lease, the AR financing and/or other important legal documents, such as the Deposit Account Instructions Service Agreement and Deposit Account Control Agreement, have given final approval to these documents.  The certification can only be given on documents that have been reviewed and accepted by OHP and OGC, and must be received by OHP in order to issue a Firm Commitment.  Future projects will not be allowed to enter the queue until they have complied with this paragraph.  This certification requirement is designed to avoid lengthy delays in processing that further aggravate and lengthen the queue, and serve to delay processing and closing of fully completed applications.  For any projects currently in the queue that do not have master lease, AR financing documents and/or other important legal issues or documents identified by HUD or specified in the portfolio approval letter that have been accepted (or are currently under review) by OHP and OGC, the lender will be notified of this requirement and have 30 days after receipt of the notification to submit the documents for OHP and OGC review.  If documents are not submitted within the 30 day period, the portfolio’s Firm Applications will not be assigned to an OHP Underwriter until the documents have been submitted for OHP and OGC review.  Should OHP determine that the legal documents or the projects have unresolved issues after processing has begun, processing of that portfolio batch and of the entire portfolio will be suspended until those issues have been resolved.  

3.   Portfolio Batch Processing.  Once portfolio batches have been established as described in paragraph 1 above, portfolio projects will be processed in batches in the order they have been submitted in the queue, subject to a rotation process, described below, for portfolios submitted within a short time of each other.   

OHP will identify every portfolio in the portfolio queue that was submitted within a 45-day period of the earliest portfolio submission in the queue at that time.  For example, assume there are three (3) portfolios submitted identified as portfolios A, B, and C; that the first portfolio has 40 applications; and that the remaining two (2) portfolios each have 20 applications.  4 batches of 20 applications each will be created out of this to be numbered 1-4. These applications will be processed in the following order:

· Portfolio A - 20 applications out of 40 submitted (Batch 1)

· Portfolio B – 20 applications  (Batch 2)

· Portfolio C -  20 applications (Batch 3)

· Portfolio A -   Remaining 20 applications (Batch 4)

A second batch from the same portfolio will not be processed until each portfolio submitted within the chosen 45-day time period has had one batch completely processed.  

Once all the applications selected within the 45-day time period have been processed, OHP will go back into the queue and select all of the portfolios which were submitted within the next 45-day time period and repeat the above ordering process.

A medium or large portfolio batch that is in the queue on the date that this Email Blast is issued, will be considered to be ready for processing when the last application from that batch has been submitted to OHP and all applications are fully complete.     All future submittals of a medium or large portfolio batch must be a complete submittal – we will not allow the batch to enter the queue until all Firm Applications in the batch are submitted and are fully complete. 

REVISION TO OUR ELECTRONIC SUBMISSION POLICY 

The below language replaces the language in the November 20, 2009 and January 15, 2010 Email Blasts related to our requirements for the electronic submission of the Firm Application package.  

To enter OHP’s Firm Application processing queue, we require submission of all of the following:

a. Completed Certification for Submission of Electronic Firm Application (including referenced attachments) - this Certification is attached to this email and is posted to HUD.GOV

b. Completed Check Transmittal Letter Template

c. Check for the FHA application fee, and 

d. Storage medium containing the electronic version of the Firm Application  

SECTION 232/223F – ELIGIBILITY OF GREEN LANE PROCESSING

Individual and small portfolio Section 232/223f’s will continue to be eligible for processing in the 223f Green Lane Queue.  The criteria for eligibility for green lane processing is as follows:  passing the risk assessment; no regulatory waivers requested; no outstanding or unresolved underwriting issues; and for those projects with Firm Applications submitted  after August 16, 2010, forms HUD-92530 submitted using APPS.   Green lane processing will not be permitted for projects in the Portfolio Queue due to the complexity of underwriting and closing those transactions.  However, HUD will still require completion of the Risk Assessment Worksheet on all Section 223f applications which are part of any size portfolio.  HUD will continue to use this worksheet for lender/appraiser quality control and as an internal workload management tool.  OHP expects that lenders will conservatively underwrite projects in order to expedite the OHP underwriting process. 

DETAILED ANALYSIS OF QUEUE AND CLOSING WAIT TIMES FOR SECTION 232/223F APPLICATIONS

The 223f analysis, referred to in the Summary section above, focused on the historical queue in two main categories:  (1) the 223f Regular Queue applications; and (2) the 223f Green Lane Queue and 223f Portfolio Queue applications.  Applications for New Construction/Substantial Rehabilitation and Section 223a7 refinancing were excluded from the above-referenced analysis.

The forecasted number of applications for the large/midsize portfolios is primarily based on the current group of accepted medium and large portfolios and on projections from lenders as to when these portfolio applications are expected to be submitted.  A modest projection of estimated new applications in this category has also been included.  For the Small Portfolios/Individual Applications, the projections are based on historical volume (approximately 70 applications per quarter).

As of October 1, 2010, there were 85 projects in the 223f Regular Queue category.  Given the projected future applications and the number of estimated underwriters, the 223f Regular Queue is expected to consistently range from 80 to 93 applications, and the wait times are projected to be about 8 to 9 months in the queue (from application submission to assignment to an underwriter) over the next twelve-month period.

Similarly, for the 223f Green Lane Queue and 223f Portfolio Queue categories, there were 170 applications in the queue on October 1, 2010, and, given future volume and processing times, OHP expects these queues to increase by about 10 projects per quarter and wait times to be about 9 to 10 months in the queue (from application submission to assignment to an underwriter) over the next twelve‑month period.

OHP also reviewed queue wait times, which recently were approximately 7 months.  However, for the previous two quarters, the queue wait time had been around 4 to 5 months and, therefore, queue times have been trending up.  In OHP’s new queue analysis, we project the queue to level off at about 9 to 10 months because we are expecting that the realignment of current staff will permit us to process approximately 2.5 applications per underwriter per month for both the 223f Green Lane and Portfolio Queues and 1.5 applications per underwriter per month for the 223f Regular Queue.  OHP will continually monitor actual queue processing times along with updated application submission projections and adjust the queue wait times, as necessary.

This analysis also focused on recent trends in the time frame needed to close a project transaction, once a firm commitment has been issued.  The closings that have occurred to date in the most current quarter took an average of 98.7 days to close.  This is up sharply from the average 60 days to close in the previous 2 quarters, and this increase can be attributed, in part, to the recent increase in portfolio transactions, many of which require additional documents, such as master leases and AR financing.  OHP conducted a training session with regional OGC representatives during the week of September 13, 2010, to address closing issues, especially related to master leases and AR financing, including processes for earlier approval of these documents.  Therefore, by implementing new review processes related to these closing issues, we expect the time frames needed to close transactions to decrease in the future.

______________________________________________
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Portfolios and “Placeholders”:
The November 20, 2009 Email Blast (under “Logistics of our Queue”) stated that on midsize and large portfolios, “once the portfolio is approved by Headquarters and the lender receives verbal approval, the lender may submit one application upon finalization of the review but prior to receipt of the approval letter.  This individual submittal will then secure the position in the queue for all of the applications for that tranche”.  Midsize and large portfolios are defined in HUD Notice H 01-03.

We would like to call your attention to two important changes to Lean Processing of portfolios:

  
First, to ensure fairness and consistency and to remove any confusion, effective immediately, no individual portfolio application, for midsize and large portfolios, will be allowed to be submitted and to enter the queue prior to the actual date of the portfolio approval letter to the lender.  A copy of the signed, dated portfolio approval letter should accompany the first application submittal.

       

Second, to improve the speed and quality in processing applications, we are no longer allowing placeholders (as discussed in the November 20, 2009 Email Blast) – an individual submittal securing the position in the queue for all the applications in that portfolio or tranche.  All projects currently in the queue or entering the queue in the future must have submitted electronic copies of all Firm Application packages in that portfolio or tranche (whether the portfolio is small, midsize or large).  Moreover, on portfolios submitted in tranches, the place in the queue will be based upon the date HUD receives electronic Firm Applications for all projects in that tranche – not the date the original tranche of that portfolio was submitted.  There is no change to our requirement of a Firm Application Fee check prior to entry into the queue.  If you have a portfolio that is currently in the queue on which you did not submit electronic copies of all applications in that portfolio or tranche, please email Amee Welch (amee.welch@hud.gov) by August 24, 2010 with your timeline for submittal of any missing electronic Firm Applications. 

  
Addendum to Operating Lease has been Posted!
A HUD Addendum to Operating Lease is posted to HUD.GOV under “Sample Closing Documents”.  We strongly urge you to use this addendum on all applicable projects as soon as possible.  This document will be a Firm Commitment condition for all projects with Operating Leases where a Firm Commitment is issued on or after September 30, 2010.  This document is also posted under “Loan Servicing Guidance” as HUD OPERATING LEASE ADDENDUM. This document is required when there is a Transfer of Physical Assets which affects the lease or there is a change in the lessee.

Two Stage Firm Submittal Process:  

As long as the Final Submission is submitted to HUD prior to the Firm Commitment’s expiration date (including approved extensions), HUD will not regulate when the Final Submission may be submitted to the OHP Underwriter.

OIHCF is now OHP:

The Office of Insured Healthcare Facilities is now officially known as the Office of Healthcare Programs (OHP). 

Sinking Funds:

We are following MAP Guide Section 3.9 J on Sinking Funds.   Any project that meets the criteria in the MAP Guide should include a special condition in the Firm Commitment that is submitted with the Firm Application package requiring the establishment of the appropriate escrow and discuss this issue in the Lender Narrative under Risk Factors.  Please note, the revised 223(f) Narrative Template briefly discusses this issue under “Income Capitalization Approach” “Revenue” and “Welfare (Medicaid)”.  Future versions of the Lender Narrative templates will likely address this situation in Risk Factors as a yes/no question.

 
Indemnification Provisions:

All forms of mortgagor entities are to be treated the same regarding indemnification provisions in their organizational documents.  Thus, the indemnification restriction in the MAP Guide, Chapter 12.1.4.F.2.e, applies to corporations, partnerships and LLCs.

Corporate articles of incorporation and bylaw provisions which make the corporation responsible for indemnifying its officers and/or board members are not acceptable, except to the extent mandated by state law and/or to the extent that such indemnification is limited to liability insurance coverage or distribution approved by HUD from residual receipts or surplus cash.

Reminder on Reporting Requirement:

OHP Loan Servicing would like to remind mortgagees they are all required to electronically report mortgage delinquencies, defaults, reinstatements, assignments, elections, withdrawals of assignment elections, and related mortgage information electronically in the MDDR system.   Moreover, HUD needs this data to be input timely - it is not acceptable for servicers to enter the 30-day, 60-day and 90-day delinquencies for a property simultaneously.  The only exception in the Regulation is for mortgagees that hold or service fewer than 10 multifamily mortgages.  These mortgagees may report the required information in writing on Form HUD-92426 only with specific HUD approval.  HUD will grant approval, upon application from the mortgagee, for reasons of hardship due to insufficient resources.  (Mortgagee Letter 02-18)

Revised AFHMP:

There is a revised Affirmative Fair Housing Marketing Plan (HUD-935.2A) posted to HUDCLIPS – dated 5/2010.  Please use this form for all future submittals requiring this form.
Lender Inspection of 232 Projects:

In the September 18, 2009, Email Blast, we stated that “OIHCF will require the site inspection be done by either the Lender’s Underwriter or Lender’s qualified construction site inspector, so long as this individual is not connected with the loan origination”.  We are revising this language as indicated below:
On projects involving the addition of beds/units (through new construction, substantial rehabilitation, or Section 241(a)), the Lender’s Lean Approved Underwriter of record on the project must inspect not only the subject site but also the market competitors and/or comparables from the appraisal/market study.  HUD is not requiring inspection of all comparables listed in the appraisal/market study – it is up to the Underwriter to determine which comparables will give them enough information to become familiar with the market.

On Section 223(a)(7)’s, there is no change to the February 6, 2009 Email Blast, which only required a lender inspection on 223(a)(7)’s submitted without a new Property Capital Needs Assessment.  However, we do want to clarify that such inspection can be performed by either the Lender’s Lean Approved Underwriter of record or by a qualified construction site inspector employed by the lender (so long as this individual is not connected with the loan origination).   

On Section 232/223(f)’s, the site inspection must be performed by either the Lender’s Lean Approved Underwriter of record or by a qualified construction site inspector employed by the lender (so long as this individual is not connected with the loan origination).   

HUD pre-approval of the qualified construction site inspector is required – email resume’ to Amee.Welch@hud.gov.

Assessment Fees on 232 Projects:

There has been confusion on whether assessment fees are allowed on 232 projects.  Assessment fees are paid upon entry to the facility for the purposes of covering the cost of assessing new residents’ need for services.   These fees are different than  “founders fees” or “life care fees”, which are prohibited in FHA Insured projects.  If you have a project that you are underwriting that charges an assessment fee, the lender narrative should document that the fee charged is typical for the market, what the fee amount is per new resident, whether or not any of it is reimbursable ( and if so what the terms are), and that the amount of the fee is based upon the cost of performing such an assessment.

Lean Thinking:

OHP staff are now meeting weekly to discuss questions sent to leanthinking@hud.gov.  As a result of this, we are now able to provide better response times to questions than we have in the past.  Thus, we ask that all questions/comments relating to Section 232 projects that haven’t been assigned to an OHP Underwriter or relating to Section 232 Lean Processing issues be sent directly to the Lean Thinking mailbox.  This will enable us to ensure consistency in our responses and will aid in our upcoming compilation of previous questions and answers into an updated FAQ (to be posted to HUD.GOV). 

Owner Architect Agreement (B181 vs. B108):

HUD has not officially transitioned from the B181 to the B108 document. OHP continues to require the B181, where applicable.  As soon as the B108 (and related HUD Amendment) are approved, we will make the required changes to HUD.GOV and announce such changes via an Email Blast.
COMPLETION OF FORM HUD-2453, Commitment to Insure Upon Completion (SECTION 232/223F):

Prior to the submission of your firm commitment application, all forms must be carefully reviewed to insure that the information entered is correct.  Specifically, the draft firm commitment (form HUD-2453) must be completed correctly.   All information entered on this form must be accurate and the numbers must be consistent with other underwriting forms.  Also, please remember to add the Mortgagor’s Name to the first paragraph of the commitment.  Errors and omissions can delay the issuance of the firm commitment and delay loan closing. 

Postings to HUD.GOV:

We have posted the following documents to HUD.GOV recently (some of the changes are listed below also):

FHA Number Request Form:  added “Number of Memory Beds” and now asking whether the project is a small sized portfolio (per Notice 01-03).

Lender Duties Related to the PreConstruction Conference:  Changes include inviting the Office of Healthcare Programs’ Closing Coordinator and Account Executive to the PreCon, as well as a more detailed description of preparing the required three sets of Plans and Specifications for the PreCon and Initial Closing.  In addition, OHP is now requesting legible reduced-size sets of the “HUD Master Set,” and “HUD Inspection Set” Plans.
HUD Labor Relations Protocol:  Changes include identifying the OHP Underwriter as the primary contact during Firm Commitment processing, the OHP Closing Coordinator as the primary contact during Initial and Final Closing, and the OHP Construction Manager as the primary contact during the Construction Phase.

Lender’s PreConstruction Conference Agenda:  A number of additions/clarifications have been added, including:

· Reminder for Lender to transmit PDF copy of Monthly Requisitions to the HUD Construction Manager

· Change Orders: Architect’s Certification, and number of copies to send to HUD

· Clarification regarding the Construction Progress Schedule

· Permission to Occupy: attachments, and number of copies to send to HUD

· Updated bullet list of issues that must be completed prior to scheduling the Final HUD Inspection

Revised Closing Checklists for Section 223(a)(7) and Section 223(f):  checklists now only require two copies of closing documents.

Updated List of Lean Projects with New Construction Units:  we are currently working on filling in the data on number and types of units/beds.

Queue Update:  most recent and previous versions that weren’t posted have now been posted.

HUD Signatory Closing Documents:

Effective immediately for all Section 232 projects processed by OHP, the maximum number of copies of HUD signatory closing documents, such as Regulatory Agreements, letters, et cetera, that may be submitted for signature is four.  We will not sign more than four copies of each type of closing document.
Updated information on 232/223f Projects:
Once a 232/223f project is assigned from the queue, we will be requesting the Lender’s Underwriter to provide updated occupancy, NOI and existing indebtedness figures (with applicable certifications) – if the lender has not already submitted updated information while the project was in the queue per our appraisers’ request.  Your ability to provide this quickly will help in expediting our review.

Occupancy Information on 232/223a7’s:

Once a 232/223a7 project is assigned from the queue, we will be requesting the Lender’s Underwriter to provide current occupancy information.  

Firm Commitment Amendments-232/223f Transactions:

The HUD closer will allow (without further investigation) small increases (less than $10,000) to the reserve for replacement account to avoid small mortgage reductions as a result of cost certification.     Any proposed increase to the replacement reserve account above that amount should include an explanation of the proposed uses (line item and timing) for the additional deposit.       
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Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out:
www.hud.gov/healthcare
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Revised Section 232/223(f) Documents Posted and Criteria for Green Team processing:
We have posted the revised Section 232/223f documents on HUD.GOV.  They are posted under “Revised Section 232/223(f) Documents” and “Lender Tools for Firm Application”.  Use of these documents is mandatory for all Section 232/223f projects submitted to HUD on or after August 16, 2010.  Until this date, lenders may use these new documents if they so choose.  Moreover, as mentioned below, our criteria for eligibility for “Green Team” processing will change for any Section 232/223f submitted to HUD after August 16, 2010 – to be eligible, all 2530’s must have been submitted electronically via APPS.
 

Two Stage Firm Submittal Process on those projects that are adding units to the market:  
As the March 26, 2010 Email Blast discussed, documents for the Initial Submission stage of this process have been posted to HUD.GOV.  You may now submit projects in accordance with this procedure.  Please note, that these documents are subject to change.  Moreover, we are still working on the Final Submission stage documents.  The documents currently posted were based upon the New Construction checklist.  To date, we have not developed separate documents for Substantial Rehabilitations that are adding units to the market.   If you have such a project that you are going to submit in accordance with the Two Stage Submittal process, please email Patrick Berry (patrick.berry@hud.gov) – Patrick will work with you on the submittal (we will ask that you provide us with a draft revised Checklist).  Submitting a project “Direct to Firm” is always an option - in fact, because of our staffing shortage, we encourage you to do so whenever possible.   Although our posting to HUD.GOV mentions a two stage submittal on Section 241a’s,  we would prefer to do all Section 241a’s as “Direct to Firm”.
 

Green Team:  
As you may know, in January we created a “Green Team” to process Section 232/223f’s that pass the Risk Assessment and do not have any Regulatory Waivers (and for projects submitted after August 16, 2010, have all 2530’s submitted electronically via APPS).  The initial results of the Green Team have been promising.  The average days from OIHCF Underwriter assignment to Firm Issuance/Rejection have been 19 days.  Moreover, projects processed by the “Green Team” are spending considerably less time in our queue – the last projects assigned to the “Green Team” were in the queue for 77 days vs. the last projects assigned that are not being processed by the “Green Team” were in the queue for 140 days.
 

Lenders who submitted small, mid-size or large portfolios with a mixture of projects with passing and failing Risk Assessments will receive an email from Tom McMillan (Leader of the Green Team).  This email will give the lender the following three options:
 

1.   If the projects can close separately, we’ll process those that passed the Risk Assessment with the “Green Team” and those that failed the Risk Assessment will stay in queue and not be processed by the “Green Team”, or
 

2.   If the projects must close together,  the projects will stay in the queue and not be processed by the “Green Team”, or
 

3.   Restructure the submittals so all loans pass the Risk Assessment: 
  This can be done while a project is in queue (whether part of a portfolio or not).
  Please see the 12/18/09 Email Blast for the required revised documents.
  We’ve had borrowers bring in additional equity to make the projects pass the Risk Assessment.
  If you are restructuring a project that has already been submitted, please email Amee Welch (amee.welch@hud.gov) with the revised documents.
 

 

Business Partners Registration System:
We are still receiving applications where the participants have not registered in the Business Partners Registration System.  Participants who have correctly submitted their 2530’s via APPS will have completed this process – Lenders should concentrate on whether participants who have submitted paper 2530’s have completed this process.   Please ensure that each project that is in the queue or that you are working on is in compliance with this requirement.  To register, please go to: http://www.hud.gov/offices/hsg/mfh/apps/appsmfhm.cfm.
 

 

LEAN Thinking Mailbox – LeanThinking@hud.gov
As you know, we have had difficulty in the past in providing timely responses to Lean Thinking questions.   In an attempt to provide you with better service, we now have a set time weekly whereby the Workload Managers discuss the more difficult questions.  If you have any unresolved questions, we would appreciate it if you would re-send them to LeanThinking@hud.gov. We will address them as soon as possible.
 

Firm Documents to HUD Closing Attorney:
The September 18, 2009 Email Blast discusses the documents that are sent directly to the HUD Closing Attorney at the time of Firm Application review – this is precipitated by an email from the OIHCF Underwriter.  When sending future packages to the HUD Closing Attorney, we ask that on the top of the submittal you include a copy of the email that the OIHCF Underwriter sent you that lists the documents – and order the documents in the order listed in the email.
 

 

Itemized Breakdown of Costs on HUD-92264a:
Per the February 19, 2010 Email Blast, on Section 232/223f’s, please ensure that all submittals of Form HUD-92264a include an itemized breakdown of the costs of the transaction that make up the Criterion 7 or Criterion 10 maximum insured mortgage – this breakdown can be included at the bottom of page 2 or on page 4 of the form HUD-92264a.  There have been recent submittals (particularly amendment requests) that don’t follow this. 
 

 

Risk Assessments:
The Risk Assessment spreadsheets in Step 1, #4 ask for the subject’s NOI for the most recent 12 month period. Please note when completing this portion of the Risk Assessment, one must use the project’s actual historical performance – not prospective numbers. Both calendar year and trailing 12-month NOIs are acceptable, but it is not acceptable to annualize a partial year’s NOI for this entry. Please revise and resubmit any Risk Assessments that were completed using prospective numbers that have already been submitted. 
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Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

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

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out:
www.hud.gov/healthcare
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Interested in Participating in the next 
LEAN 232 Kaizen June 29th – 30th 2010?  
 

Looking for 4-6 Stakeholders interested in participating in the next 
LEAN 232 Kaizen event tentatively scheduled for June 29th- 30th.  Topics to be discussed include Streamlining Portfolio processing in the Field and the redesign of the 2264A to meet the LEAN 232 requirements and needs.  If you are interested, please send an email to LEANThinking@hud.gov  Include in the subject line – “LEAN 232 Kaizen in June 2010”.  You will be notified by the LEAN Team when details and participation are finalized.
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New Postings to HUD.GOV:

Two Stage Firm Submittal Process on those Projects with New Units:  The  documents for the Initial Submittal of Firm have been posted to HUD.GOV.  Please note, we are still working on the format of the revised Firm Commitment.  It is likely that these documents will be revised after we complete our Beta Test.  If you have any questions on this process, please email Lean Thinking at LEANThinking@hud.gov
Queue Updates:  
At the bottom of the Underwriting Guidance page, we have added a posting entitled “Queue Updates”, which will periodically update you on our various queues (including size and assignments made out of the queues).

Interested in finding out what other properties HUD has in its inventory in a given market?

From time to time we respond to questions from researchers about what other properties HUD has in its inventory in a given market. This information can be accessed on-line at: 
http://www.hud.gov/offices/hsg/comp/rpts/mfh/mf_f47.cfm
Although the database does not include information on insured hospitals, it does include all 232 projects. At the bottom of the page, select the option “Access 2000 Format”. At the next prompt, click “Save”. Choose where you want to store the file on your computer.  It will then be saved as a compressed file. Right click on the new file and select Winzip then extract here. An unzipped file will appear. Double click the uncompressed file and Microsoft Access will open. Three options will appear on the left. The first is simply the date the information was extracted. The second is the glossary of SOAs (Section of the Act or loan type). The third is the data file. It contains all projects in the HUD portfolio and can be sorted in many ways including, by location or type. If you are only interested in 232s, scroll down the SOW column to the projects that begin with the letters RN. All of these will be 232s. This information will make it easy for you to determine what HUD has in its portfolio in any given market. The information is updated quarterly.  Give it a try. 

Updated Statistics for the LEAN 232 Program

Fiscal Year-To-Date through March 26, 2010

[image: image61.emf]Section 232 Activity

FY 2010 

YTD

FY 2009 

YTD

Applications Received

     New Const/Market Acceptance /Pre-App 60 64

     Refinancings 223(f) 159 180

     New Const/Sub Rehab - Firm  10 8

     223 (D)2 3

     223 (A7) 38 16

     TOTAL 267 271

New Const/Market Acceptance /Pre-App

     Market  Acceptance Letter Issued 21 32

     Market Rejection Letter Issued 27 5

     TOTAL 48 37

Commitments Issued

     Refinancings 223(f) 80 119

     New Construction - Firm 7 4

     223 (D)2 1 1

     223 (A7) 44 8

     TOTAL 132 132

Commitments Rejected

     Refinancings 223(f) 17

     New Construction - Firm 1

     223 (D)2 2

     TOTAL 18 2

Total Commitments Considered  150 134

Closings

     Refinancings 223(f) 66 79

     New Construction - Firm 1 3

     223 (D)2 1

     223 (A7) 28 5

     TOTAL 95 88

Applications currently in underwriting review: 63 48

Applications in queue (not yet assigned): 161 60


Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
  

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

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out: 
www.hud.gov/healthcare 
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HOT OFF THE PRESS – form HUD-92438, Itemization of Costs on form HUD-92264a, and Amendment Requests:

Effective immediately, you are no longer required to submit a HUD Form 92438 (Underwriting Summary Report) on LEAN 232 submittals.  We are no longer requiring this form because all of the items included on the 92438 are reflected elsewhere in our Firm Commitment and its attachments.   The Lender Firm Application Checklists will be revised to remove this document in the future.   On Section 232/223f’s, please ensure that all submittals of form HUD-92264a include an itemized breakdown of the costs of the transaction that make up the Criterion 7 or Criterion 10 maximum insured mortgage – this breakdown can be included at the bottom of page 2 or on page 4 of the form HUD-92264a.  Moreover, when submitting an amendment request that includes a change in the payment amount, please include the monthly principal and interest amount in the amendment request cover letter. 

Requests for Clarification/Revisions on Firm Applications: 
On some projects we spend a substantial amount of time going back and forth with lenders in an attempt to craft a project that is an acceptable risk to the FHA Insurance Funds.  Because of our severe staffing shortage and in the spirit of LEAN, we have chosen to expedite this process in the future, as the current process increases the time in queue for all other projects.  On projects where the OIHCF Underwriter needs clarifications/revisions, the email from the OIHCF Underwriter requesting such clarifications/revisions will give a timeline whereby a response is required.  If a full response (partial responses add time to our process) is not received by the stated timeline, the project will be brought to Loan Committee in its current state.  As we will only be allowing one timely response of a clarification/revision, it is important that the lender response is fully researched and thoughtfully assembled – taking into account the overall risk of the project to the FHA Insurance Fund.

Summary of Underwriting Benchmark LTV’s and DSCR’s Contained in Other Email Blasts:

Below is a summary of the LEAN Underwriting Benchmarks for Loan to Value (LTV) and Debt Service Coverage Ratio (DSCR).  These have been discussed in previous Lender Email Blasts – most recently in the 11/20/09 version.  Please note the 9/18/09 Lender Email Blast that limits the maximum insurable mortgage (MIM) amount on new construction loans to 90% of replacement cost. This test applies to the HUD Replacement Cost, as calculated in Section H of HUD Form 92264, not the cost approach of the appraisal, which generally does not factor in Davis Bacon wages. Since the 92264a form only has one space for both the “cost” and “value” tests to be shown in Criteria 3, show the more restrictive MIM in that space, and summarize both tests in the Lender Narrative. 
	Type of Unit
	New/Existing Units
	Mortgagor Type
	Max. LTV*
	Min. DSCR*

	SNF/ILU
	Both 
	For Profit
	80%
	1.45

	SNF/ILU
	Both 
	Non-Profit **
	85%
	1.45

	ALF
	New
	For Profit
	75%
	1.45

	ALF
	New
	Non-Profit **
	80%
	1.45

	ALF
	Existing
	For Profit
	80%
	1.45

	ALF
	Existing
	Non-Profit **
	85%
	1.45


SNF = Skilled Nursing Facility

ILU = Independent Living Unit

ALF = Assisted Living Facility

*  Maximum loan to values and minimum debt service coverage ratios are set by the Section 232 Statute and Regulations.  Any submittal above the LTV’s listed in this Email Blast or below the DSCR’s listed in this Email Blast will require justification/mitigation as discussed in the July 24, 2009 and November 20, 2009 Email Blasts. 

** To qualify for the higher Non-Profit benchmarks, the owner/operator must demonstrate a successful operating track record, significant project operating and management experience, an a solid financial track record.

Searchable Version of Previous Email Blasts:  

We have posted a searchable Word version of the previously issued Email Blasts to HUD.GOV under “Previous E Newsletters”.

Keep in Mind when Dealing with Participant Changes Under the LEAN 232 Program… 
Participant changes done in conjunction with a new Section 232 loan (on a project that is currently insured):  

New Loans that are Section 223(f), Section 232 NC/SR; Section 223(d); and Section 241 (a):  

As long as the revised/new participants are fully evaluated in the Firm Application for the new loan, there is no need for a separate Transfer of Physical Assets (TPA) application.   The Lender Narrative should discuss the participant changes that are being made.

New Loans that are Section 223(a)(7)’s:  
For Section 223(a)(7)’s, as long as the revised/new participants are fully evaluated in the Firm Application for the new loan, there is no need for a separate Transfer of Physical Assets (TPA) application. However,  please include a completed form HUD 92266 and a narrative to explain the transaction.  This concurrent review of a TPA with the underwriting of the refinance deal is in line with the general  intent of an 223(a)(7)-- to provide an expeditious means to streamline refinance while further stabilizing and minimizing risk to the FHA portfolio.  If you have a revision to the previously approved participants, please contact the underwriter assigned to your (a)(7) or the (a)(7) Workload Manager to discuss further.

Now Available – Handicapped Accessibility Matrix for LEAN Section 232 Program! 

The attached Matrix describes the applicability of the Fair Housing Amendments Act, Uniform Federal Accessibility Standards and Section 504, and the Americans with Disabilities Act, to the various Section 232 programs.  Lenders and their Third Party Needs Assessors and Architectural Reviewers should find the Matrix a useful tool in determining when and how the various accessibility standards apply to  Purchase/Refinance, New Construction, and Substantial Rehabilitation transactions.

Questions or comments regarding the Matrix can be directed to  Michael Peeler, Senior Account Executive, at Mike.Peeler@hud.gov.

Need to Reference Previous LEAN 232 Updates?
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Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out: 
www.hud.gov/healthcare 

 US Department of Housing and Urban Development’s

Office of Insured Health Care Facilities (OIHCF)

Handicapped Accessibility Matrix for Section 232
	
	Fair Housing Amendments Act (FHAA)
	Uniform Federal Accessibility Standards (UFAS) and Section 504
	Americans with Disabilities Act (ADA)

	Skilled Nursing and Intermediate Care:

Purchase/Refinance
	Not Applicable. (See Note 1)
	Uniform Federal Accessibility Standards (UFAS) and Section 504 is applicable for all housing receiving Federal financial assistance (See Note 3), plus all existing HUD Section 232 New Construction, and existing HUD Section 232 Substantial Rehabilitation (but only those elements that underwent alteration), built after 1973.

If repairs are required, and they affect health and/or safety, they are considered Critical Repairs and must be completed prior to Closing.  All other repairs must be completed within 12-months of Closing. (See Note 2)

In addition, all alterations (required or Owner initiated) that change an existing floor plan shall also follow the “Skilled Nursing and Intermediate Care: New Construction” standards below.

HUD encourages projects to make at least 5% of the units accessible for the mobility impaired, plus 2% of the units for persons with hearing and vision impairments, up front.
	All common areas that are open to the public shall comply with ADA Title III: Public Accommodations. 

Repairs are required if not in compliance with standards.  

If repairs are required, and they affect health and/or safety, they are considered Critical Repairs and must be completed prior to Closing.  All other repairs must be completed within 12-months of Closing. (See Note 2)

	Skilled Nursing and Intermediate Care:

New Construction
	Not Applicable. (See Note 1)
	Accessibility for the mobility impaired must be provided for 100% of resident bedrooms and toilet rooms, public use spaces, and common use spaces; plus accessibility for the vision and hearing impaired provided for 2% of the resident bedrooms, all public use facilities, and not less than one each of common use facilities.
	All common areas that are open to the public shall comply with ADA Title III: Public Accommodations.


	Skilled Nursing and Intermediate Care:

Substantial Rehabilitation
	Not Applicable. (See Note 1)
	All new construction shall follow the “Skilled Nursing and Intermediate Care: New Construction” standards above.

In addition, all alterations that change an existing floor plan shall also follow the “Skilled Nursing and Intermediate Care: New Construction” standards above.

Finally, if the cost of alterations is 75% or more of the replacement cost of the completed facility, then at least 5% of the existing units shall be made accessible for the mobility impaired, plus 2% of the existing units for persons with hearing and vision impairments.
	All common areas that are open to the public shall comply with ADA Title III: Public Accommodations.

If the property is not in compliance with standards, all modifications/retrofits shall be incorporated into the Scope of Work.

	Assisted Living and Board & Care:

Purchase/Refinance
	Property must comply with the Fair Housing Amendments Act if the building or buildings received their initial certificate(s) of occupancy after March 13, 1991.

Repairs are required if not in compliance with standards.

If repairs are required, and they affect health and/or safety, they are considered Critical Repairs and must be completed prior to Closing.  All other repairs must be completed within 12-months of Closing. (See Note 2)


	Uniform Federal Accessibility Standards (UFAS) and Section 504 is applicable for all housing receiving Federal financial assistance (See Note 3), plus all existing HUD Section 232 New Construction, and existing HUD Section 232 Substantial Rehabilitation (but only those elements that underwent alteration), built after 1973.

If repairs are required, and they affect health and/or safety, they are considered Critical Repairs and must be completed prior to Closing.  All other repairs must be completed within 12-months of Closing. (See Note 2)

In addition, all alterations (required or Owner initiated) that change an existing floor plan shall also follow the “Assisted Living and Board & Care: New Construction” standards below.

HUD encourages projects to make at least 5% of the units accessible for the mobility impaired, plus 2% of the units for persons with hearing and vision impairments, up front.
	All common areas that are open to the public shall comply with ADA Title III: Public Accommodations. 

Repairs are required if not in compliance with standards.  

If repairs are required, and they affect health and/or safety, they are considered Critical Repairs and must be completed prior to Closing.  All other repairs must be completed within 12-months of Closing. (See Note 2)


	Assisted Living and Board & Care:

New Construction
	Property must comply with the Fair Housing Amendments Act, except where specifically more restrictive standards are required by UFAS or ADA.


	Accessibility for the mobility impaired must be provided for 100% of the public areas, common use areas, and residential accommodations (including the exceptions regarding residential accommodation kitchens); plus accessibility for the vision and hearing impaired provided for 2% of the resident bedrooms, all public use facilities, and not less than one each of common use facilities.  (See Note 4)

HUD recognizes the concept of “adaptability” as described in Section 4.34.3 of the UFAS, especially if it improves marketability.
	All common areas that are open to the public shall comply with ADA Title III: Public Accommodations. 

	Assisted Living and Board & Care:

Substantial Rehabilitation
	Property must comply with the Fair Housing Amendments Act if the building or buildings received their initial certificate(s) of occupancy after March 13, 1991.

If the property is not in compliance with standards, all modifications/retrofits shall be incorporated into the Scope of Work.


	All new construction shall follow the “Assisted Living and Board & Care: New Construction” standards above.

In addition, all alterations that change an existing floor plan shall also follow the “Assisted Living and Board & Care: New Construction” standards above.

Finally, if the cost of alterations is 75% or more of the replacement cost of the completed facility, then at least 5% of the existing units shall be made accessible for the mobility impaired, plus 2% of the existing units for persons with hearing and vision impairments.
	All common areas that are open to the public shall comply with ADA Title III: Public Accommodations. 

If the property is not in compliance with standards, all modifications/retrofits shall be incorporated into the Scope of Work.


Web Links:

Fair Housing Amendments Act


http://www.hud.gov/offices/fheo/disabilities/fhefhag.cfm
Uniform Federal Accessibility Standards

http://www.access-board.gov/ufas/ufas-html/ufas.htm
Americans with Disabilities Act


http://www.ada.gov/cguide.htm#anchor62335
General Note: Functional obsolescence and marketability must always be considered, even if none of the above accessibility standards are required programmatically.

End Notes

1. The Fair Housing Amendments Act applies to multifamily housing.  Skilled Nursing and Intermediate Care facilities are considered an Institutional Use Group by building code, and therefore are categorically not required to comply with the Act.  (Note: while the International Building Code considers ALF and B&C’s an Institutional Group (I-1), they often contain kitchens or kitchenettes, which create a more residential occupancy, and therefore the Act does apply.)

2. Accessibility violations must be corrected as a condition of mortgage insurance.  These structural modifications/retrofits must meet the following conditions:

· Public and Common Areas.  Except in extraordinary circumstances, modifications/retrofits of the public and common areas of the project must commence within thirty days after the Initial/Final Closing date.

· Residential Units.  Modifications/retrofits for individual units in the project must be scheduled to commence within sixty days after the Initial/Final Closing date.

· In all cases, once these structural modifications/retrofits are begun, the work should be completed without unreasonable delay.

3. Medicaid and Medicare reimbursements are not considered Federal financial assistance when determining accessibility compliance.

4. See, “Lender’s Architectural Reviewer and Cost Analyst’s Statement of Work, LEAN Section 232 – New Construction, Substantial Rehabilitation, and 241(a),” Section IV.A.1.c.(3)(a), for details regarding exceptions to residential accommodation kitchens.
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Office of Insured Health Care Facilities (OIHCF)
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Chicago Lender Training a Success!
 

Last week, the OIHCF staff, in coordination with the Eastern Lenders Association hosted the 3rd LEAN 232 Lender Training since the beginning of this program in July 2008.  Discussion topics included working with portfolios, appraisal issues, the new “Green Team” and much, much more.  Stay tuned for future email updates sharing more of topics and discussions presented at this training. 

Early Commencement of Construction – 

Preliminary HUD Notification
 

In an effort to facilitate participation in the required HUD Pre-Construction Conference, as well as HUD inspections, the Lender shall complete the attached data sheet (see below) for the proposed project, and send it via email to Mike.Peeler@hud.gov  no later than 45 days prior to the submission of the Early Commencement of Construction application.  The Lender’s email shall also include the name and contact information of their proposed Pre-Construction Conference Coordinator.

Requirement of a Separate Deposit Control Agreement on Projects with Governmental Receipts
As discussed in the September 18, 2009 Email Update, HUD is requesting Deposit Control Agreements (DCA) on 232 project Operating Account(s).  The Operator needs to set up two such accounts on projects with governmental receipts (Medicaid/Medicare) – one for government receipts, and one for private pay/commercial insurance/miscellaneous receipts where the funds from the governmental account are swept.  This will result in the need for two Deposit Control Agreements – commonly referred to as a DAISA (Deposit Account Instru   ctions Service Agreement for governmental receipts) and a DCA (for non-governmental receipts).  HUD has a sample DCA posted to HUD.GOV under “Sample Closing Documents”.  HUD is currently vetting a sample DAISA – until such time that this sample is posted to HUD.GOV, if you have questions on this, please work with the assigned HUD Closing Attorney. For a sample DCA used in Accounts Receivable Financing transactions, check hud.gov under “Accounts Receivable Financing Documents.”

Updates on 223f projects assigned from the Queue
Please be advised that you may be contacted by the OIHCF Underwriter, once a 223f project is assigned from the queue, requesting the Lender’s Underwriter to provide updated NOI figures through 12/31/2009.  Your ability to provide this quickly will help in expediting our review.

New Member to the OIHCF Team

We would like to introduce the newest member of the OIHCF Team – Scott Werdal.  He joins us as an Appraiser/Underwriter.  Welcome to the Team, Scott.
Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out: 
www.hud.gov/healthcare 
 

………………………………..

Early Commencement Data Sheet

	PROJECT DESCRIPTION

	PROJECT NAME:

	FHA Project No.:


	ADDRESS:

	Type of Facility (High-rise, Walkup, Row, etc.):


	Number of Dwelling Units/Bedrooms/Beds:

	Number of Buildings:


	Section of the Act:

232
	Number and Type of Accessory Buildings:


	Type of Project (New Const., SubRehab., or 241a):

	Foundation System (Slab on Grade, Crawl Space, Basement, etc):


	Structural System (Wood Frame, Steel, Concrete, etc.):

	Offsite Work (explain):   



	

	Proposed Initial Closing Date:     

Proposed Start of Construction Date:    
	Scheduled Construction Period (months):   
__ months

	

	PROJECT OWNER


	DESIGN ARCHITECT:



	CONTACT PERSON & TELEPHONE NO.


	CONTACT PERSON & TELEPHONE NO.



	SUPERVISORY ARCHITECT:


	BUILDER:



	CONTACT PERSON & TELEPHONE NO.


	CONTACT PERSON & TELEPHONE NO
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Next Email Update Coming February 5th!
 

Stay tuned as we will be sharing exciting updates from the LEAN 232 Lender’s Training that took place in Chicago this week!

Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Or check out: 
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Happy New Year!
 

The Office of Insured Health Care (OIHCF) is as busy as ever as we start this new year.  We are excited to share the following updates as we continue to strive to provide quality customer service and timely processing.  Topics to share with you today include:
 
UPDATE - Chicago LEAN 232 Lender Underwriter Training:
 

        Dates and Times:  The dates of the training are different for each audience. 
a.   Monday January 25th is only for HUD Staff
b.   Tuesday January 26th 8am to 12pm is only for HUD Staff and Third Party Appraisers and Market Analysts. Office of General Counsel (OGC) Round Table Discussion /3rd Party training will also be taking place at this time.
c.   Tuesday January 26th; 1PM Sharp to 5:30 PM; All parties, including Lenders, Third Party Providers, Attorneys, and HUD Staff.  
d.   Wednesday January 27th; 8AM to 5:45 PM; All parties as noted in c. above.
e.   Thursday January 28th; 8AM to 2:00 PM, plus 2:00 PM – 3:00 PM for Final Q&A; All parties as noted in c. above.
 

        Cost; $300 per person for the conference. 
a.   Attach the final list of names who will be attending to the check. 
b.   If you already filled out your registration form and sent it in, you do not have to fill it out again. If not, it is attached here and please send it back to the Eastern Lenders Association.
c.   Final Confirmation of receipt of checks will be mailed out in a series of group emails, from the Eastern Lenders Association.
	 

Checks only  Should  Be  Remitted  To:

	Eastern  Lenders  Association

	c/o  Paula  Quigley

	M&T  Realty  Capital  Corporation

	25  South  Charles  Street

	17th  Floor

	Baltimore,  MD  21201

	410‐545‐2494


pquigley@mtb.com 
 

        Hotel:  Sheraton Chicago Hotel and Towers, 301 East North Water Street Chicago, Illinois 60611
a.   Reservation Code is "LEAN Training"  
b.   Phone is (312) 464-1000 x0 (In-House Reservations), 1-877-242-2558 or 1-800-325-3535
c.   Reservations must be made by 1/18/10
 

        Who can attend and how many? 
a.   At this time participants are not limited per organization 
b.   Please remember Underwriter attendance should be a priority.  However, since many of the policies established for underwriting have been adopted by Office of Insured Health Care Facilities’ Servicing, Lenders may consider sending a limited number of their Loan Servicing staff as well.
c.   Please confirm, to the Eastern Lenders Association, how many people will be attending on Tuesday as seating is more limited on Tuesday. 
 

        Topics (Actual Agenda to Follow in subsequent email)
a.   Introduction and a Briefing on the FHA Commissioner’s Recent Meeting in Seattle 
b.   Appraisals, Valuation, Market and Economic Analysis
c.   Professional Liability (PLI) and Property Insurance 
d.   Accounts Receivable Financing and Lockboxes 
e.   Master Lease & Subordination Agreements 
f.    Risk Management & Risk Mitigation 
g.   Basics of the Lean Underwriting Process & Frequently Encountered Underwriting Deficiencies
h.   New Construction Updates 
i.     Portfolio Transactions
j.    OIHCF Lean Environmental Review Guidance 
k.   Lean Closings – Closing Coordinator
l.     A 7 Issues and Processing 
m. Asset Management Surplus Cash + What Financial Statements are Required for Asset Mgt. Review 
n.   Discussion of Possible New Lean/OIHCF Policies 
o.   Question & Answer Session – Seminar Conclusion 
 

Questions regarding the Lender Training can be addressed to either:
 

Wendy Stamnas
Vice President
FHA Chief Underwriter
Metropolitan Funding Corp.
28 West 44th Street, Suite 222
New York, NY  10036
Direct:  (212)-983-1502
Cell:  (603)-828-2832
wstamnas@metropolitanfunding.com
www.metropolitanfunding.com
 

or
 

Michael Peeler
Senior Account Executive
Office of Insured Health Care Facilities
909 1st Avenue, Suite 190
Seattle, WA  98104
(206) 220-5181
Mike.Peeler@hud.gov
 

Further information will be sent out in group emails.
 

 

Revised URL for FHA.gov Website - Please Bookmark!
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page
Efforts to Streamline Processing Time – 
  Assignment of HUD Reviewers for LEAN 232 Projects in the Queue
In an attempt to speed our overall processing time, we will begin assigning HUD environmental and OGC legal staff while projects are in the queue.  To this end, you may receive an email from OIHCF requesting the following be completed:
 

    One hard copy of the environmental related documents be sent directly to the HUD environmental reviewer, and
    One hard copy of the documents identified in the September 18, 2009 Email Blast be sent directly to the HUD Closing Attorney. 
 

The email from OIHCF will include all the details you need – including the addresses of the HUD reviewers - to send the needed documents to the assigned reviewers.
 

  NOTE - Changes to Electronic Submissions
 
When you have a completely assembled Firm Application package and you are sending the electronic version to Amee Welch in Seattle, in your cover letter please indicate whether the subject project is part of a portfolio (whether it be a small, medium, or large portfolio).  Note, the November 20, 2009 Email Blast also requested that the cover letter include a statement that the application is completely assembled according to Lean requirements.
 

Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232/lean_processing_page/underwriting_guidance_home_page/previous_e_newsletters
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out:
http://portal.hud.gov/portal/page/portal/HUD/federal_housing_administration/healthcare_facilities/section_232
Or check out: 
www.hud.gov/healthcare 
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HOT OFF THE PRESS!

As a result of this week’s Kaizen, and feedback from our Lender participants as we re-evaluate how best to provide customer service and timely processing while we continue to experience a severe shortage of staffing resources, the following changes are being implemented immediately:

1. NO FURTHER PRE-APPLICATION SUBMISSIONS WILL BE ACCEPTED.  For New Construction projects, applications may still be submitted direct to firm. We are working on a process whereby we can provide more timely and higher quality feedback for new construction projects.  The process is being finalized and will be communicated via email blast.  Our goal is to have this process rolled out by the upcoming Lender training.

2. In order to serve you better on all the Section 223f’s in the queue, please provide a completed Risk Assessment to Amee Welch (Amee.Welch@hud.gov) – no later than 12/31/09.  Also, please include the completed Risk Assessment in all future electronic submissions.  Submissions that pass the Risk Assessment and have no Regulatory waivers will receive accelerated processing.   We will allow revisions to the previously submitted loan amount to make the submittal more conservative.  Any revision will require a new Lender Narrative, Firm Commitment and its attachments. 

Also, upon receipt of the Risk Assessment, we will immediately run the project through APPS to determine whether there are any flags.

Should you have any questions on the Risk Assessment or how to fill it out, please contact Wayne Harris, OIHCF Appraiser, at: wayne.d.harris@hud.gov
Learn more about these and other LEAN 232 program updates at the upcoming Lender Conference in January 2010.  More details on this conference can be found below.

##########

 

Mark your Calendars for the Upcoming Lender Training –
January 27th-29th, 2010!
The next Lender Training will be held January 27th – 29th, 2010, at the Sheraton Chicago Hotel and Towers.  Interested in receiving more information on this event?  Please contact:
 

Wendy Stamnas
Vice President
FHA Chief Underwriter
Metropolitan Funding Corp.
28 West 44th Street, Suite 222
New York, NY  10036
Direct:  (212)-983-1502
Cell:  (603)-828-2832
wstamnas@metropolitanfunding.com
www.metropolitanfunding.com
 

##########

Happy Holidays!
Thank you for your continued interest and support in the LEAN 232 Program.  We look forward to working with you in 2010.  Wishing you and your staff a wonderful holiday season!
 

Next LEAN Email Update will be sent out on
January 15th, 2010!
 

  ##########

Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
 http://portal.hud.gov/portal/page?_pageid=73,7716182&_dad=portal&_schema=PORTAL
 

 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out our FHA.GOV website at:
 http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
 

Or check out: 
www.hud.gov/healthcare 
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As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program.  As of December 11th, 2009, we would like to share with you the following:

New Postings to FHA.gov

The Sample Closing Documents folder on FHA.GOV contains many revised and new documents.  Please pass this along to any attorneys working on Lean closings.

More information on Upcoming Lender Training – 
January 27th-29th, 2010:

It has been confirmed that the next Lender Training will be held January 27th – 29th, 2010, at the Sheraton Chicago Hotel and Towers.  Further details will be sent out next week from the Eastern Lenders Association.  Interested in receiving more information on this event?  Please contact:

Wendy Stamnas

Vice President

FHA Chief Underwriter

Metropolitan Funding Corp.

28 West 44th Street, Suite 222

New York, NY  10036

Direct:  (212)-983-1502 

Cell:  (603)-828-2832

wstamnas@metropolitanfunding.com
www.metropolitanfunding.com
 
 

New Staff Join HUD 232 Team!

We would like to welcome the a new member to our LEAN 232 HUD Team:

· Dave Goldammer – Appraiser/Underwriter in Minneapolis
 

 

Guidance for Lenders for Market Rate Projects in Areas with Significant Adverse Economic Impacts:
The following is guidance to LENDERS regarding temporary risk management initiatives that have been implemented by OIHCF regarding the review of new construction market rate projects in areas that have been impacted by significant adverse economic conditions. In essence, OIHCF has received a number of applications for projects in areas that have been hard hit by the current economic crisis. After a thorough review of the current conditions in those areas most affected by adverse economic events, OIHCF has determined that the approval of certain market rate projects in those areas would place the FHA insurance fund at an elevated risk for higher defaults and an increase in potential insurance claims.

OIHCF recently directed one of our most experienced appraisers to Florida and Arizona to assess the prevailing market conditions for “market rate” assisted living projects. The assessment conducted in Florida was mainly contained to the area south of Tampa including the Bradenton and Sarasota areas. We are aware that the Miami, Orlando and Ft. Myers/Naples markets as well as other areas of Florida have also been severely impacted by the housing crisis and are similarly impacted. Our analysis of those areas has demonstrated a very high rate of foreclosures, a high rate of delinquent properties not yet in foreclosure, higher unemployment rates and increasing stress with the commercial real estate portfolio. OIHCF has determined that the market for assisted living projects in those areas may be far weaker than the current marketing data otherwise indicates.

With respect to Arizona, OIHCF reviewed and analyzed the potential assisted living market for the major urban areas of the state. The conclusion of our analysis indicated that the potential market for market driven assisted living was severely impacted by the housing crisis, with large numbers of vacant properties, severe price reductions and serious evolving problems with commercial real estate. It is also noteworthy that many of the Section 232 applications had weak operating entities that had little or no experience with assisted living projects.

OIHCF staff has noticed that some  recently reviewed Market Acceptance/pre-applications and their attached market have been projecting optimistic market data from 2-3 years ago which has been projected forward without fully accounting for the current serious economic realities that have altered the market characteristics for those and other markets.

As a result of the findings of our appraisal staff, OIHCF is instituting the following action:

For example, but not limited to the following geographic areas, OIHCF has determined that all market driven assisted living projects in California, Florida, Arizona, Nevada, Michigan, Ohio, Indiana, and Illinois are to be underwritten with FULL RISK MITIGATION.  All mortgage insurance applications for properties in those states will be subjected to a full appraisal review and a full review of the market study and if necessary, a more thorough economic analysis. Market studies must take into account the changing economic conditions of the market areas where the facility is located, and both Lender and OIHCF reviews should reflect that reality.

With respect to nursing homes, lenders and OIHCF staff will review the fundamentals of each project. If the nursing homes are contemplated to have a high percentage of private pay residents or otherwise have unusual marketing issues, OIHCF staff will also undertake full risk mitigation. However, if nursing home applications have Certificates of Need, a patient mix that reflects the current market, and other positive underwriting characteristics, then processing will proceed without any change to the current instructions.

OIHCF will continually review the prevailing market conditions and will make appropriate changes as market circumstances dictate.

LEAN 232 Pipeline as of December 11th, 2009
The current activity of our 232 pipeline for the week ending 
December 11th, 2009 is outlined in the attached table for your reference. 
Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
 http://portal.hud.gov/portal/page?_pageid=73,7716182&_dad=portal&_schema=PORTAL
 
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out our FHA.GOV website at:
 http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
Or check out: 
www.hud.gov/healthcare 
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As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program.  As of November 20th, 2009, we would like to share with you the following:

Logistics of our Queue:  

The June 12, 2009 Email Blast established the procedures for our queue.   Because of the size of the queue, we have discontinued the need for Lenders to email Amee Welch when a project is approximately 5 days from submittal.  Per the June 12, 2009 Email Blast, submittals must still be completely assembled prior to entering the queue.   We have found that some Lenders are submitting incomplete applications to secure a place in the queue.  We do not believe this is fair to other Lenders who follow LEAN requirements and only submit complete applications.  Thus, for all future electronic submittals going into the queue, please include a statement in your cover letter that the application is completely assembled according to LEAN Requirements.   Applications determined to be incomplete will be rejected and we’ll focus on next application. 
Moreover, we have revised our stance on projects needing HUD Headquarters’ mid-size and large-size portfolio reviews.  Individual Firm applications may not be submitted while the portfolio review is in process in Headquarters. However, once the portfolio is approved by Headquarters and the lender receives verbal approval, the lender may submit one application upon finalization of the review but prior to receipt of the approval letter.  This individual submittal will then secure the position in the queue for all of the applications for that tranche. 

Below is a summary of the procedures for submitting a LEAN 232 project:

· The Lender requests via email assignment of an FHA Project Number from Amee Welch in Seattle (Amee.Welch@HUD.GOV).  Such request attaches the completed FHA Project Number request form that can be obtained from the FHA.GOV website.  Amee Welch emails the Lender with the assigned FHA Project Number.

· When the Lender has a Pre-application or Firm Application that is completely assembled, the electronic version is sent to Amee Welch in Seattle (for Firm Applications, the application fee check and Lender check transmittal letter will also be submitted).  In your cover letter please include a statement that the application is completely assembled according to LEAN requirements.  The date that Amee receives the electronic submittal and the check shall be considered the receipt date for the Pre-application or the Firm Application and shall constitute the date of submittal for third party reports, credit reports, etc.  

· If the underwriting workload management system has no spare capacity at the time of electronic submittal, the project will be placed in a queue.  The Lender will receive notification stating that the project has been placed in the queue and the number the project currently is in the queue.  Lenders may obtain an update on the status of their project while it is in the queue by emailing Amee Welch at the above email address.

· When underwriting capacity becomes available, the Workload Manager will assign the first project in the queue to an underwriter (OIHCF is following a first in, first out approach).

· When assigned a new project, the OIHCF Underwriter will contact the Lender via email and tell them where to submit the hard copies of the submittal - the Underwriter will follow the procedures outlined in the September 18, 2009 Email Blast.

· Once an OIHCF Underwriter is assigned, they become the Lender’s primary contact regarding the project.  

Our Processing Queue:

Currently we have 124 projects in the queue – 43 Preapplications and 81 Firm Applications.   The latest projects assigned out of the queue have been in the queue for 9 weeks before being assigned an underwriter.  While we still have not received the staffing resources originally anticipated, we are continuously re-assessing how we can best deploy our limited resources to better serve you.  To this end, we have recently established a separate team to process Section 223(a)(7)’s  and Section 223(d)’s on Section 232’s.   Mary Walsh is Team Leader for the Section 223(a)(7)Team.  Please continue to follow the above established procedure when you have a Section 223(a)(7) or Section 223(d) on a Section 232 that is ready to be submitted – contact Amee Welch.   On a positive note,  we recently added an appraiser to our team and anticipate adding several more in the near future.  With these additional appraisal resources, we expect to eliminate the current several week backlog in getting the market study/appraisal reviewed for projects that are now in processing.  The elimination of the appraisal backlog will allow projects to complete the underwriting process and move to the Loan Committee weeks faster.

Reminder on Loan to Value Requirements:

Our underwriting staff has received many proposals recently where the LTV did not achieve current LEAN benchmarks. The higher LTV projects often demonstrated increased risk and, in some cases, used more aggressive assumptions in the underwriting as compared to other projects which were underwritten using a more conservative approach.  

 

OIHCF has previously provided underwriting guidance to Lenders regarding Loan to Value (“LTV”) LEAN benchmanrks for skilled nursing homes and assisted living facilities. For Skilled Nursing Facilities (“SNF”) and Independent Living Units, the maximum LTV is 80% for all Section 232 loan types.  For Assisted Living Facilities (“ALF”), without the presence of strong, specific, risk-mitigating circumstances,  the maximum LTV is 80% for existing units/beds and 75% for new construction (and substantial rehabilitation/241a’s where ALF units are being added).  For projects that combine existing units/beds and new construction of ALF units, you may use a blended LTV that takes into account the number of beds of each type – see below paragraph for additional details.   These maximums should not be exceeded unless there are extenuating circumstances that reduce project risk below that of a typical skilled nursing or assisted living facility.  

Note that LEAN underwriting benchmarks permit Not-for-Profit Owner/Operators to have 85% LTV proposals for SNF AND ALF refinancing projects and 80% for new construction ALF projects.   To achieve the more liberal LTV benchmark, Not-for-Profit Owners and Operators must demonstrate a successful operating track record, significant project operating and management experience, and a solid financial track record.

 

 
Projects that combine new construction of units/beds with existing units/beds:

We have previously given direction that projects that combine new construction with existing could be processed as Section 232/223f’s, provided the total cost of all construction didn’t exceed 15% of the project’s value after completion of all repairs, replacements, improvements, and additions.   Unfortunately, upon additional legal review, we have been informed that this is not allowed under our current 232/223(f) statute and regulations. Therefore, effective immediately, all submittals that include new construction of beds/units must be submitted under Section 232 (unless you are submitting under Section 241a) and Davis Bacon wage rates will be applicable to the entire project.   We have not yet developed documents under LEAN for this type of submittal.  Until we do so, you will need to use a combination of the new construction and Section 223f checklists posted to FHA.GOV.

 

As mentioned above, for these types of projects, you may use a blended LTV that takes into account the number of beds of each type.  An example of this follows (assuming the project has 77 existing beds and 39 new construction beds):

 

77 beds multiplied by .8 (80% applicable to existing) = 61.6

39 beds multiplied by .75 (75% applicable to NC) = 29.25

Total = 90.85

90.85 divided by 116 (total # of beds) = Blended LTV of 78.3%

 
New Revised MAP Guide Chapter 9:
As announced by Mortgagee Letter 09-27 and Housing Notice 09-14, the MAP Guide, Chapter 9, Environmental Review has been revised.  OIHCF is utilizing the revised chapter in completing environmental processing for all Section 232 applications.  The revised Chapter 9 includes options for remediation of contaminated sites, instead of requiring the removal of the contamination in its entirety or the approval of a Headquarter’s’ environmental waiver request.   ASTM E 1527-05 is referenced, in terms of Environmental Site Assessments and preparer’s qualifications.   

The revised Chapter 9 can be found on:  

http://www.hud.gov/offices/hsg/mfh/map/mapguide/chap09.pdf
Moreover, the below link discusses the implementation of this new guidance:

http://www.hud.gov/offices/hsg/mfh/map/mapguide/mapguide.cfm)
 
 
232/223f Firm Application Checklist Being Revised!

We are revising the Firm Application Checklists to specify that we want the Lender’s Narrative included with the Firm Application submittal to be a Word document.  In the meantime, we ask that you submit a Word version of the Lender’s Narrative in your electronic Firm submittals (if you wish, you may still submit the PDF version).  Please also submit closing documents in Microsoft Word 2007. This will allow attorneys to compare two documents electronically to see if any changes have been made from one version to another. This will speed up our processing of projects.

 

Future Lender Training:

Through your industry associations, many of you had become aware that there was a proposed Lender Training that was postponed.  
Lender Training is now scheduled for the week of January 18th, at the Sheraton Towers in Chicago.  OIHCF will provide you with additional information as soon as possible via Email Blast.   

 
Stay Tuned!
Updated Lender Narrative and other documents for the LEAN 232/223f Program will be released here shortly.    
 

 

Clarification for completing form HUD-92264: 
The OIHCF has received several questions from Lenders on how to appropriately fill out the form HUD-92264.   Lenders should view the form HUD-92264  as a document that summarizes the Lender Narrative. Many Lenders are using the form as it was used  under MAP, to summarize the appraisal conclusions. Since LEAN allows the Lender to depart from the appraisal conclusions under certain conditions, such as when lenders require higher reserves for replacements, the form HUD-92264 should now reflect the Lender’s  conclusions, not the appraiser’s. The form should be signed by the Lender, not the appraiser. 

One of the biggest challenges Lenders may face is filling out the expense portion. The expense categories in the Lender Narrative do not match those in Section F of the HUD 92264.  For example, the Lender narrative does not require a breakdown of salaries.  For this reason, we are no longer requiring lenders to fill out Section D of the form HUD 92264.    The new categories of the Lender  Narrative were an attempt to show the data in a format that is more conventional in today’s market. We do not expect Lenders to spend a great deal of time transposing the expenses, but the totals should correspond to their conclusions.  In regard to Section H of the form HUD 92264 if the appraiser did not utilize the cost approach, you are not required to fill out this section. 

In the future, LEAN processing may have a more permanent solution, but for now, please, do your best to make the form HUD 92264 summarize the conclusions in the Lender Narrative.
 

 

Accounts Receivable Financing – Please Keep in Mind:
· Any changes to the lending CAP (loan limit) in an existing Accounts Receivable (AR) Agreement must be approved by OIHCF staff.  For projects currently in development, please contact your HUD Underwriter. For those projects that have closed and are currently in the LEAN 232 inventory, please contact your Account Executive in the Asset Management Division. OIHCF will be reissuing Notice 08-09 with a revised Intercreditor Agreement in the near future.
· Should there be a transfer of Operator, a Transfer of Physical Assets (TPA), change in Operator, or for those existing projects that are obtaining an AR loan for the first time,  the OIHCF staff will need to review the AR Loan documents to ensure requirements of Notice H08-09, (“Accounts Receivable Financing”) are being met.  OIHCF requires that all operators of Section 232 projects must meet the requirements of Notice H08-09.
· If an Owner or Operator submits a request for approval of AR financing shortly after origination, the AR financing document package should be submitted to the HUD Account Executive, not the HUD Closing Attorney that closed the loan.

· The two items below are misperceptions by Lenders as to when AR Financing Notice H08-09 applies.  Please note that in each case, the AR Financing Notice does apply:

· Not perfecting the Operator’s Collateral. Some owners claim that HUD approval is not required for AR Financing if the Operator’s collateral is not perfected, (i.e. UCC not filed, no DACA). The claim is that since there is no actual “encumbrance” to the property, there is no HUD approval required.  This is not accurate because the Owner and Operator’s Regulatory Agreements require HUD approval for a pledge of project assets.  
· AR Financing not provided by “traditional” AR Lenders. Owners also claim that Notice H08-09 is designed for traditional AR Lenders (i.e. Large Banks, GE Capital, Etc.) for “Working Capital” loans. They claim the Notice is not applicable if the AR Financing is provided by a related sister company, and is not a working capital, but is a more specific purpose loan.  Notice H08-09 applies if the Owner/Operator or Operator seeks to pledge its governmental or private and commercial receivables regardless of the type of lender providing the AR financing.  
 

 
Operator Agreements – Please Note Requirements
OIHCF has recently reviewed several applications that were submitted for review with Operator Agreements that will expire within 5 years or less.  The underwriting criteria used by both OIHCF and the Lender is based on the current Operator. Lenders need to provide HUD with information in their application regarding any changes to the Operator that will occur within the next five years.  This plan of action is needed to ensure that the quality and experience of any potential new Operator will be comparable or better than the current Operator. For assisted living facilities (ALF), it is important to reemphasize that operators need to be experienced and have a proven track record with the operation, marketing and lease up of ALF facilities.  The five year lease expiration issues does not apply to lessees that have lease renewal options.
New Staff Join HUD 232 Team!

We would like to welcome the four new members to our LEAN 232 HUD Team:

· Ani Ramos – Appraiser/Underwriter in New Jersey

· Mike Glasgow – Underwriter in Denver

· Kate Murray- Account Executive/Attorney-will help to coordinate A(7) transactions in HQ

· Robert Wolfrey- CPA-financial, statistical and contract management support in HQ

 

 

Closing Updates:

After a Firm Commitment is issued on a project, HUD will email the lender with the name of the individual who will be handling the Program side of closing.  If there are deadline issues relating to when a project must close by, please immediately highlight this via email to the HUD Closing Coordinator.

Signatory Authority 
As many of you know, we recently had complications relating to the signing of many of our documents in the field.   We have now addressed this issue and have returned to the procedure we were using initially – with some additional flexibility.  The OIHCF Closing Coordinator will coordinate and communicate with the Lender and their Closing Attorney regarding who will sign closing documents.  We anticipate that most 232 and 223(F) closing documents will be signed by Renee’ Greenman in Seattle, with most A(7) closing documents signed by William Lammers or Roger Miller in Washington DC.

Update on Market Deterioration:

We have seen evidence of continued erosion of the single family residential resale market in a number of areas.  This adversely affects the amount of and/or timing of the receipt of the equity available to seniors selling their homes.  Please ensure that your submittals address this issue when needed – particularly on projects that are adding units or experiencing downward trends in occupancy.  
LEAN 232 Pipeline as of November 19th, 2009
The current activity of our 232 pipeline for the week ending November 19th, 2009 is outlined in the attached table for your reference. 
Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
 http://portal.hud.gov/portal/page?_pageid=73,7716182&_dad=portal&_schema=PORTAL
 
 

LEAN Thinking Mailbox – LeanThinking@hud.gov
Have questions about the LEAN 232 Program?  Please send them to LeanThinking@hud.gov
 

 

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

 

For more information on the LEAN 232 Program, check out our FHA.GOV website at:
 http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of October 2nd, 2009
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Stay tuned for exciting news to be shared in our October 9th Email Update!

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

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

LEAN Thinking Mailbox – LeanThinking@hud.gov
As of 9/30/09, we have responded to all known outstanding Lean Thinking Mailbox questions.  If you still have an outstanding Lean Thinking question that hasn’t been addressed, please email the Lean Thinking Mailbox with the question - we have done our best to respond to them all, however there were two to three hundred questions over the past six months.  Moreover, we encourage you to submit all future questions (not handled by an assigned OIHCF Underwriter relating to a specific project they are reviewing) via Lean Thinking Mailbox.  We appreciate your patience.
Interested in getting updates on the LEAN  232 Program?
Join our email list by sending your contact information to:
Kristine.Martin@hud.gov
 

 

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

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

Information Specialist

Seattle Multifamily Hub

206-220-5180; toll-free1-877-741-3280, x5180

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

Update as of September 18th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program.  As of September 18th, 2009, we would like to share with you the following:

· CORRECTION!
In the September 4, 2009, email blast, we stated that a Lender Underwriter site visit is required on all Pre-applications.  Although we recommend that the Lender Underwriter site visit be performed as early in the process as possible, we are revising our requirement to require that the site visit be performed prior to submittal of the Firm Application.  OIHCF will require the site inspection be done by either the Lender’s Underwriter or Lender’s qualified construction site inspector, so long as this individual is not connected with the loan origination.

· New Staff Join HUD LEAN 232 Development Team!  

We would like to welcome two new members to our LEAN 232 HUD Development Team:

· Susan Barton

· Terry Bessette

Susan and Terry join our LEAN 232 HUD Development Team as Appraisers.  
Welcome aboard Susan and Terry!

· Portfolio Review Clarification:
When working with portfolios, Lender should keep in mind that a HQ Portfolio Review is required if there are more than 10 properties included in the portfolio AND if the loan amount of the portfolio exceeds $75 million.  Both thresholds must be reached in order for a Portfoilio Review to be required.  That means that an owner/operator could have in excess of 11 projects and still qualify for “small portfolio” if the loan amount did not exceed $75 MM.

· Deposit Control Agreement on LEAN 232 Closings (Update):
 

As mentioned in the April 10, 2009 Lender Email Blast, due to changes made to Article 9 of the Uniform Commercial Code in 2001, a Deposit Control Agreement is necessary in order for the FHA Lender to perfect its  security interest in project funds that reside in a depository bank (other than with the FHA Lender).   Therefore, on all Section 232 LEAN closings, HUD will request a Deposit Control Agreement (DCA) for the Operating Account(s).  This is the account that receives funds from Medicaid/Medicare and private pay sources.   There are often two such accounts—one for government receipts and one for private pay.
For your convenience, sample Deposit Control Agreements are posted on FHA.GOV under “Accounts Receivable Financing Documents” and “Sample Closing Documents.”  Please note, there is a separate sample agreement for projects with and without accounts receivable financing.  These are only samples.  You may submit the form DCA that is used by the depository bank to the HUD Closing Attorney for review.  If you have questions on this issue, please work with the assigned HUD Closing Attorney.

· Your Project Has Been Assigned a HUD Underwriter…Now What?
For projects that are being assigned out of the queue, the OIHCF Underwriter will be contacting the Lender directly when they are assigned the project and will request the hard copies of the application (if not already submitted).   The OIHCF Underwriter will be requesting hard copies be sent to the following items listed below, the addresses of which will be provided by the OIHCF Underwriter in the email:

To the OIHCF Underwriter:    

· One original version of the entire application package, and

· One additional copy of the lender narrative, appraisal, PCNA, and market study - if applicable

To the assigned HUD Closing Attorney:   

One copy of the following documents (on Firm Application submittals only):

Section 232/223f’s:

1.  Underwriting Narrative (1-2)

2.  Contact List (01-08)

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

4.  Organizational Docs for principals of Mortgagor (if applicable) (4-1 & 4-2)

5.  Organizational Docs of Operator/Lessee (5-1 & 5-2)

6.  Operator Lease, Memorandum of Lease, & Estoppel 

Certificate, (if applicable)  (5-11)

7.  Organizational Docs of Parent of Operator (if 

applicable) (6-1 & 6-2) 

8.  Organizational Docs of Management Agent (if 

applicable) (7-1 & 7-2)

9.  Licenses  (8-2)

10.  Title  (8-3)

11.  Survey  (8-4) (full size)

12.  Evidence of compliance (8-5)

13.  Commercial Leases (if applicable)  (8-8)

14.  Ground Lease (if applicable) (8-9)

15.  Accounts Receivable Docs (if applicable)  (9-12)

16.  Master Lease Documents (if applicable) (not on 

checklist)

Section 223(a)(7) on a 232:

1.  Underwriting Narrative (1)

2.  Contact List (6)

3.  Organizational Chart – Mortgagor (10)

4.  Organizational Docs of Mortgagor (11).

5.  Organizational Docs for principals of Mortgagor (if 

applicable) (13)

6.  Organizational Docs of Operator/Lessee (14)

7.  Operator Lease, Memorandum of Lease, & Estoppel 

Certificate, (if applicable)  (15)

8.  Licenses  (18)

9.  Title  (19)

10.  Survey  (if applicable)(20);  (full size)

11.  Evidence of compliance (21)

12.  Organizational Docs – Parent of Operator  (if 

applicable)  (Supplemental Checklist C-2)

13.  Organizational Docs – Management Agent  (if 

applicable)  (Supplemental Checklist D-2)

14.  Accounts Receivable Docs (if 

applicable)  (Supplemental Checklist E-1 through E-13)

Section 232 New Construction:

1.  Underwriting Narrative (1-2)

2.  Contact List (01-08)

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

4.  Organizational Docs for principals of Mortgagor (if 

applicable) (4-1 & 4-2)

5.  Organizational Docs of Operator/Lessee (5-1 & 5-2)

6.  Operator Lease, Memorandum of Lease, & Estoppel 

Certificate, (if applicable)  (5-11)

7.  Organizational Docs of Parent of Operator (if 

applicable) (6-1 & 6-2) 

8.  Owner Arch Agreement with attachments ((8-10)

9.  Organizational Docs of Management Agent (if 

applicable) (9-1 & 9-2)

10.  Licenses  (10-2)

11.  Title  (10-3)

12.  Survey  (10-4) – full size

13.  Evidence of compliance (10-5)

14.  Commercial Leases (if applicable)  (10-7)

15.  Ground Lease (if applicable) (10-8)

16.  Easement and Maintenance Agreements (if 

applicable) (10-12)

17.  Master Lease Documents (if applicable) (not on 

checklist)

Section 232 Substantial Rehabilitation:

1.  Underwriting Narrative (1-2)

2.  Contact List (01-08)

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

4.  Organizational Docs for principals of Mortgagor (if 

applicable) (4-1 & 4-2)

5.  Organizational Docs of Operator/Lessee (5-1 & 5-2)

6.  Operator Lease, Memorandum of Lease, & Estoppel 

Certificate, (if applicable)  (5-11)

7.  Organizational Docs of Parent of Operator (if 

applicable) (6-1 & 6-2) 

8.  Organizational Docs of Management Agent (if 

applicable) (7-1 & 7-2)

9.  Owner Arch Agreement with attachments (9-10)

10.  Licenses  (10-2)

11.  Title  (10-3)

12.  Survey  (10-4) – full size

13.  Evidence of compliance (10-5)

14.  Commercial Leases (if applicable)  (10-8)

15.  Ground Lease (if applicable) (10-9)

16.  Easement and Maintenance Agreements (if 

applicable) (10-13)

17.  Accounts Receivable Financing Documents (if 

applicable) (11-12)

18.  Master Lease Documents (if applicable) (not on 

checklist)

Section 241a on a 232 :

1.  Underwriting Narrative (1-2)

2.  Contact List (01-08)

3.  Organizational Docs of Mortgagor (3-2).

4.  Organizational Docs for principals of Mortgagor (if 

applicable) (3-4)

5.  Organizational Docs of Operator/Lessee (3-5)

6.  Operator Lease, Memorandum of Lease, & Estoppel 

Certificate, (if applicable)  (5-11)

7.  Owner Arch Agreement with attachments (9-10)

8.   Licenses  (10-2)

9.  Title  (10-3)

10.  Survey  (10-4) – full size

11.  Evidence of compliance (10-5)

12.  Commercial Leases (if applicable)  (10-8)

13.  Ground Lease (if applicable) (10-9)

14.  Easement and Maintenance Agreements (if 

applicable) (10-13)

15.  Organizational Docs of Parent of Operator (if 

applicable) (Supp Checklist C-1, C-2)

16.  Organizational Docs of Management Agent (if 

applicable) (Supp Checklist D-1, D-2)

17.  Accounts Receivable Financing Documents (if 

applicable) (Supp Checklist E)

18.  Master Lease Documents (if applicable) (not on 

checklist)

Please discuss with your assigned OIHCF Underwriter if there are any special circumstances whereby the above policy can not be followed.

· Clarification on Replacement Costs on New Construction: 
There has been some confusion in the past on how replacement cost value on new construction Section 232’s impacts the  FHA maximum insurable mortgage.  Continuing HUD HQ’s  existing policy, under the LEAN 232 Program, the maximum insurable mortgage on new construction projects shall not exceed 90% of the HUD Replacement Cost.  The future revised version of the new construction Lender Narrative template will address this issue.  In the meantime, on the HUD Form 2264a, Criterion 3. a., please use the lesser of the value indicated on HUD Form 2264 or the HUD Replacement Cost.  

Please note, this does not change the caution listed in the February 6, 2009, email blast which stated that any new construction proposals with assisted living units that exceed 75% loan to value will require justification/mitigation.  See the February 6, 2009, email blast for further details.  

 

· LEAN 232 Pipeline as of September 18th, 2009
The current activity of our 232 pipeline for the week ending September 18th, 2009 is outlined in the attached table for your reference. 

***Report to be attached to email***

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

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

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

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

 

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

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

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

Update as of September 4th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program.  As of September 4th, 2009, we would like to share with you the following:
· READ ALL ABOUT IT….
Study shows 15 States face $1 Billion in Medicare funded Nursing Home cuts over next decade - HEALTHCARE FINANCE NEWS
http://www.healthcarefinancenews.com/news/study-15-states-face-1b-medicare-funded-nursing-home-cuts-over-next-decade
· New Staff Joins HUD LEAN 232 Development Team!

We would like to welcome four new members to our LEAN 232 HUD Development Team:

· Susan  Gosselin
· Diane  Rosinski
· Tracy Lo
· Gary Golding 
These new members bring a wealth of housing and healthcare facilities experience and we are very excited to have them on the team.  Welcome all!

· FOR ALL LEAN 232 PRE-APPLICATIONS… 
Remember that a Lender Underwriter site visit and Lender loan committee is required on all Pre-applications.

· Please Remember - Return Signed Firm Commitments to Assigned HUD Underwriter
a. After the Firm Commitment is signed by HUD, the original is returned to the Lender’s Underwriter.

b. After the Lender and the Mortgagee accept and sign the Firm Commitment, the original shall be returned to the assigned HUD Underwriter (not the HUD Account Executive, who will service the loan, identified in the Commitment).

· LEAN 232 Pipeline as of September 4th, 2009 
The current activity of our 232 pipeline for the week ending 
September 4th, 2009 is outlined in the following table.
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9/05/09

Cumulative 

to date in 

FY09

Applications Received

     Refinancings 223(f) 2 162

     New Const Pre-App 1 48

     223 (A7) 10

     223 (D)2 1

     New Const-Firm  6

     TOTAL 3 227

 Mkt Acceptance Ltrs Issued

     New Construction 2 25

     TOTAL 2 25

Commitments Issued

     Refinancings 223(f) 1 103

     New Construction 1 4

     223 (D)2 1

     223 (A7) 3

     TOTAL 2 111

Closings

     Refinancings 223(f) 3 69

     New Construction 2

     223 (D)2 1

     223 (A7) 3

     TOTAL 3 75

Applications currently in underwriting review: 66

Applications in queue (not yet assigned): 54


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

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

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

 

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

 

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

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

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

Update as of August 24th , 2009
 

 

 

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

Within 5 days of submittal of an Early Commencement request, please contact Amee Welch in Seattle for assignment of an OIHCF Underwriter – if one has not already been assigned in the course of a previously submitted Pre-Application or Firm Application submittal.  The OIHCF Underwriter will coordinate this process.  Moreover, as the Early Commencement documents currently posted to FHA.GOV indicate, HUD’s environmental review (signed HUD Form 4128) must be completed prior to HUD approving of an Early Commencement.   Thus, if you are submitting an Early Commencement request prior to submittal of a Pre-application or Firm Application, you will need to include the Environmental documents referenced by the Pre-Application checklist in the Early Commencement request (if not already previously submitted).

•      Survey Monkey…

Upon closing of a Lean 232 loan, the OIHCF Underwriter or OIHCF Closing Coordinator will be sending the Lender Underwriter an email that will contain a link to a survey that HUD has developed (using surveymonkey.com).  We will be using this survey to improve the Lean 232 process.

    LEAN 232 Pipeline as of August 7th, 2009

The current activity of our 232 pipeline for the week ending 
August 21st, 2009 is outlined in the following table.

[image: image54.wmf]Section 232 Activity

Week ending 

8/21/09

Cumulative 

to date in 

FY09

Applications Received

     Refinancings 223(f)

5

159

     New Const Pre-App

4

43

     223 (A7)

2

10

     223 (D)2

1

     New Const-Firm 

1

6

     TOTAL

12

219

 Mkt Acceptance Ltrs Issued

     New Construction

23

     TOTAL

0

23

Commitments Issued

     Refinancings 223(f)

102

     New Construction

3

     223 (D)2

1

     223 (A7)

3

     TOTAL

0

109

Closings

     Refinancings 223(f)

2

66

     New Construction

2

     223 (D)2

1

     223 (A7)

3

     TOTAL

2

72

Applications currently in underwriting review:

50

Applications in queue (not yet assigned):

70



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

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

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

 

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

 

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

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

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

Update as of August 7th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of August 7th, 2009, we would like to share with you the following:

   PLEASE KEEP IN MIND…

1. The Executive Summary presented in the Lender Narrative must reflect the final Lender’s underwriting conclusions proposed and must be consistent with the documents included in Firm Commitment package (FHA Form 2453-MM, HUD 92264 HCF, 92264A, etc.).

2. The tables in the Lender Narrative must reflect the Lender’s final underwritting numbers compared to the 3rd Party Reports, calculations, and conclusions.   All Lender numbers from these comparison charts shall match the Executive Summary of the Lender Narrative and thus shall reflect the actual Lender’s underwriting conclusions for the proposed project.

Please make sure that this is done for all applications submitted under the LEAN 232 Program.

    LEAN 232 Pipeline as of August 7th, 2009

The current activity of our 232 pipeline for the week ending August 7th, 2009 is outlined in the following table.
[image: image63.emf]Section 232 Activity Week ending 

8/07/09

Cumulative 

to date in 

FY09

Applications Received

     Refinancings 223(f) 7 150

     New Const Pre-App 8 38

     223 (A7) 1 8

     223 (D)2 1

     New Const-Firm  1 5

     TOTAL 17 202

Market Acceptance Letters

     New Construction 21

     TOTAL 0 21

Commitments Issued

     Refinancings 223(f) 102

     New Construction 3

     223 (D)2 1

     223 (A7) 3

     TOTAL 0 109

Closings

     Refinancings 223(f) 64

     New Construction 1 2

     223 (D)2 1

     223 (A7) 3

     TOTAL 1 70

Applications currently in underwriting review: 47

Applications in queue (not yet assigned): 63


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

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

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

 

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

 

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

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

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

Update as of July 24th , 2009
 

 

 

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

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

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

TIPS TO REMEMBER FOR APPRAISALS AND MARKET STUDIES

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

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

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

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

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

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

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

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

[image: image64.emf]Section 232 Activity Week ending 

7/17/09

Cumulative 

to date in 

FY09

Applications Received

     Refinancings 223(f) 4 132

     New Const Pre-App 26

     223 (A7) 4

     223 (D)2 1

     New Const-Firm  4

     TOTAL 4 167

Market Acceptance Letters

     New Construction 19

     TOTAL 0 19

Commitments Issued

     Refinancings 223(f) 2 96

     New Construction 1 2

     223 (D)2 1

     223 (A7) 3

     TOTAL 3 102

Closings

     Refinancings 223(f) 1 64

     New Construction 1

     223 (D)2 1

     223 (A7) 3

     TOTAL 1 69

Applications currently in underwriting review: 39

Applications in queue (not yet assigned): 39


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

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

 

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

 

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

 

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

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

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

Update as of July 10th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of July 10th, 2009, we would like to share with you the following:
  Things to Remember when Working on Closing Documents:
When requesting “FHA Commissioner” signature of Regulatory Agreements, Notes, and Escrow Agreements, keep in mind the following:
 

  These closing documents are currently being signed whenever possible by Ms. Renee’ D. Greenman, Acting National Director, 232 Lean Development.  The Notary for Ms. Greenman is in King County WA, so please ensure that is correct on the notary pages.
  For a smooth and timely closing, it is imperative to plan in advance. In cases where Ms. Greenman is unavailable to sign on the day needed, please work with the OIHCF Underwriter assigned to the particular project – they may be able to be signed by Roger Miller, in  OIHCF Headquarters.  Again, please coordinate with your LEAN Underwriter 
  When sending the above documents for signature, please include a cover letter that contains detailed instructions regarding where you wish documents mailed. Tabbing areas requiring signature is appreciated.  
  Although not required, if you include a self–addressed Fed-Ex envelope(s) it will speed the process.   
  Please note that the original Note will always be sent to the HUD Closing Attorney.  
 

  An example of a cover letter is attached and can also be found on FHA.gov
 

Please share this information with all staff who work on your closings
 

 

  It’s Posted! Check out the Revised Section 223f Firm Commitment Template!
As mentioned in the June 26, 2009, email blast, the revised Firm Commitment template for Section 223(f) is now posted to FHA.GOV.  Please note that this is posted under “Original Section 232/223(f) Documents” and “Lender Tools and Templates”.  The DACA language that was added to this document is at the bottom of the first page (within Condition #2).  
 

 

    LEAN 232 Pipeline as of July 10th, 2009
The current activity of our 232 pipeline for the week ending 
July 10th, 2009 is outlined in the following table.
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      Need to Reference Previous LEAN 232 Updates?
Previous E-Newsletters (Email Updates) can be found at:
 

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

 

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

 

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

 

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

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

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

Update as of June 26th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of June 26th, 2009, we would like to share with you the following:

   Revised Firm Commitment Templates Now Posted on FHA.GOV

Revised Firm Commitment templates for Section 223(f), Section 223(a)(7), and Substantial Rehabilitiation are now posted to FHA.GOV.  A revised Firm Commitment template for New Construction will be posted to FHA.GOV within the next week.  These revised Firm Commitments reference the Deposit Account Control Agreement and are not locked (as some of the previous documents were).  

EFFECTIVE IMMEDIATELY…For all future submittals, please use these revised Firm Commitment templates.  

ALSO... The LEAN Firm Application checklists are being revised to require the draft Firm Commitment and Special Conditions  electronic submittal to be in Microsoft Word format.  As we continue to strive to improve our processing efficiencies, we have found having these documents in Microsoft Word format from the start greatly expedites the review process and preparation for Loan Committee.  Please note:  We will continue to accept other Firm Commitment exhibits/attachments (except the Special Conditions) in PDF format as separate documents.

   “Getting the Word Out!” - LEAN 232 Presentations and Events
· 2009 LTC Leadership Forum – June 25th (Akron, Ohio) – 
Bill Lammers, Acting Director of the 232 Program, presented the keynote speech at the Ohio Long-Term Care Leadership Forum.  Highlights of this presentation included the implementation of LEAN 232 Program – what it is, how it works, and the benefits of the program. 

· Committee on Health Care Financing Annual Meeting – 

June 25th (Washington, DC) 

Roger Miller, Director of the Office of Insured Health Care Facilities (OIHCF), Renee Greenman, Acting Director of Field Operations, and several members of the Executive Staff of OIHCF presented an update on the LEAN 232 Program, including current operational status, asset management items, portfolio analysis, and accounts receivable financing.

    ”Closing Updates” – Address to be used for Closing Documents

Previously, the local HUD office was often used as the address for HUD on the various closing documents (including the UCC Financing Statements).  For future LEAN closings, please use the following address: 

Department of Housing and Urban Development

Office of Insured Health Care Facilities

451 Seventh St. SW. 

Washington, DC 20410

    LEAN 232 Pipeline as of June 26th, 2009

The current activity of our 232 pipeline for the week ending 
June 26th, 2009 is outlined in the following table.
 

[image: image56.emf]Section 232 Activity Week ending 

6/26/09

Cumulative 

to date in 

FY09

Applications Received

     Refinancings 223(f) 4 123

     New Const Pre-App 23

     223 (A7) 3

     223 (D) 1

     New Const-Firm  2 4

     TOTAL 6 154

Market Acceptance Letters

     New Construction 1 15

     TOTAL 1 15

Commitments Issued

     Refinancings 223(f) 2 85

     New Construction 1

     223 (D)2 1

     223 (A7) 3

     TOTAL 2 90

Closings

     Refinancings 223(f) 8 45

     New Construction 1

     223 (A7) 2

     TOTAL 8 48

Applications currently in underwriting review: 38

Applications in queue (not yet assigned): 39


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

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

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

 

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

 

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

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

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

Update as of June 12th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of June 12th, 2009, we would like to share with you the following:

   CHANGE, CHANGE, CHANGE….

As a result of our staffing shortage in OIHCF and in an effort to best serve you, we are modifying the current management system for assigning LEAN Automated Processing projects to OIHCF Underwriters.

In an effort to keep the number of active projects assigned to each underwriter at a manageable number, we have implemented the following procedure, effective immediately:

· The procedure for requesting and receiving an assignment of an FHA project number will remain as it currently is.

· When the lender has a Pre-application or Firm Application that is completely assembled, the electronic version will be sent to Amee Welch in Seattle (for Firm Applications, the application fee check and the lender check transmittal letter will also be submitted).  The date that Amee receives the electronic submittal and the check shall be considered the receipt date for Pre-application or the Firm Application and shall constitute the date of submittal for third party reports, credit reports, etc.

· If the underwriting workload management system has no spare capacity at the time of electronic submittal, the project will be placed in a queue.  The Lender will receive notification including but not limited to, 

“{Name of Project} has been placed in this queue.  It is the {insert number that project is in the queue} project in the queue.”

· When underwriting capacity becomes available, the Workload Manager will immediately assign the first project in the queue to an underwriter (OIHCF will be following a first in, first out approach).  

· When assigned a new project, the underwriter will immediately contact the lender and tell them where to submit the hard copies of the submittal.  

We will be updating lenders on the status of the queue in future lender email blasts.  

As of today, over 30 projects are in the LEAN project queue.  Although changes as a result of the recent Kaizen event in Seattle will permit OIHCF to further streamline and expedite the actual underwriting review and loan committee review processes, OIHCF unfortunately only has “12” full time underwriters and “2” appraisers for the entire country.  At the current time, the heightened interest in LEAN Section 232 program transactions has resulted in an unprecedented volume of new applications in the pipeline.  The good news is that even with the understaffing issues, the LEAN team is producing firm commitments in one third to half the time of previous MAP 232 processing.

The queue is a “temporary”  measure to deal with exploding application volumes until OIHCF is able to finalize our new staff hiring process, which should add 17 new staff positions to the LEAN OIHCF staff.  OIHCF will provide updates to lenders on the status of the queue in future lender email blasts.

OIHCF is committed to obtaining the staff necessary to process firm applications within LEAN timeframes and our priority remains providing professional and efficient first class service.  OIHCF appreciates your patience and understanding as we attempt to manage this LEAN pipeline within our current resource allocation. 

   The “Skinny” on New Construction – Pre-Application Proposals
You have asked and we have listened!  There has been a lot of interest by Lenders in pre-planning of new construction/pre-application deals, to know where New Construction is being proposed, what HUD has received, and what pre-applications have been approved by HUD.  In response, OIHCF is posting a list of LEAN new construction and sub-rehab projects sorted by State.  To find out more, visit the Underwriting Guidance Home Page on FHA.GOV.
   Your assistance is requested when submitting the Lender Narrative….
In an effort to expedite the review of applications, we are asking the Lenders to submit the Lender Narrative for their proposal in WORD in addition to the pdf version currently being submitted.   This will allow the HUD Underwriter to use the charts presented by the Lender at Loan Committee.  Thank you for your assistance in making our review even more efficient.

   REMINDER – When Submitting Firm Extension Requests and…
Please remember to send your Firm Commitment Extension requests, Firm Amendment requests, and firm Commitments and Amendments signed by the Lender and Mortgagor to the project’s assigned HUD Underwriter!

   Section 232/223(f)Project Capital Needs Assessment (PCNA) - Condition Assessment & Proposed Replacement and Cost Schedule – Capital Items and Major Movable Equipment
It is the Needs Assessor’s responsibility to determine the condition of Capital Items and Major Movable Equipment, and to establish the future replacement needs for the line items over a 15 year period.

The Replacement Reserve must be fully funded to support the replacement of items in the year determined by the difference between “Estimated Useful Life,” and “Reflective Age” (aka – Remaining Useful Life).  If not, additional explanation must be provided to justify such deviations.

In addition, if replacement funding is proposed over a consecutive year period (i.e. Years 4, 5, 6, and 7), then an explanation must be provided to justify a phased replacement.

    LEAN 232 Pipeline as of June 12th, 2009

The current activity of our 232 pipeline for the week ending June 12th, 2009 is outlined in the following table.
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    Interested in getting updates on the LEAN 232 Program?
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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of May 29th , 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of May 29th, 2009, we would like to share with you the following:

   Staff Members Attend “Kaizen” Session in Seattle to Continue LEAN Reengineering Effort
Approximately 30 participants, including HUD headquarters and out-stationed field staff, LEAN consultants, and industry representatives attended a “Kaizen” event in the Seattle Office May 19-21.  The Seattle event evaluated the initial months of LEAN work using the newly developed streamlined Section 232 LEAN processing programs.  While processing times for new 223(f) loans has been cut, on average, from 220 to 82 days (firm application to closing) and development productivity has been improved by over 5 times, the current OIHCF level of 232 staffing is insufficient to keep up with the volume of incoming applications.   The Kaizen event was held to further streamline our processes and improve effectiveness of underwriting.  Specific topics included rationalizing the workload management and underwriting team structures, workflow and queuing protocols, revisions and improvements to underwriting punch-lists and loan committee submission templates, and initiating an improved closing coordination function.  We anticipate that these improvements will enhance underwriting quality and continue to improve the 232 team’s productivity; however, some queuing of incoming submissions may continue pending further allocation of staff resources to keep up with the level of submissions.

Note:  Kaizen (改善, Japanese for "improvement") is a philosophy that focuses on continuous improvement throughout all aspects of life. When applied to the workplace, Kaizen activities continually improve all functions of a business, from manufacturing to management and from the CEO to the assembly line workers.  By improving standardized activities and processes, Kaizen aims to eliminate waste.  LEAN Engineering and LEAN Office Process Improvement Programs were pioneered by Toyota, and formed the foundation for the improvement initiatives in the FHA Section 232 LEAN Mortgage Insurance Program. 

   232 LEAN Presentations – Calendar of Events
There is a lot of interest in the LEAN 232 Program!  And as such, we have received many invitations to discuss all aspects of the implementation of the 232 LEAN program.  Events we are participating in include:

· Southeast Mortgagee Advisory Council (SMAC) Conference - May 26-28, 2009 (Hilton Head NC)

· Healthcare Symposium – June 22, 2009 (Avon, Colorado)

    LEAN 232 Pipeline as of May 29th, 2009

The current activity of our 232 pipeline for the week ending May 29th, 2009 is outlined in the following table.
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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of May 8th, 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program. As of May 8th, 2009, we would like to share with you the following:

   OIHCF Staff Members Attend Western Lenders’ Conference
 
The FHA Commissioner, Brian Montgomery, along with OIHCF staff presented at the Western Lenders Conference, held in Las Vegas, Nevada last week.  Updates and technical issues were discussed, relating to 232 Policies, accounts receivable financing, closing issues, and deposit control agreement requirements.  All of the sessions were very well received.  The staff received many accolades from the 200-300 conference attendees regarding the progress of the Section 232 LEAN program. 

   232 LEAN Presentations – Calendar of Events
 
There is a lot of interest in the LEAN 232 Program!  And as such, we have received many invitations to discuss all aspects of the implementation of the 232 LEAN program.  Upcoming events are listed below:

· Washington State Health Care Conference - May 5, 2009 (Vancouver WA)

· Southwest Mortgagee Advisory Conference - May 7-8, 2009 (Plano TX)

· Mortgage Banker’s Association (MBA) Commercial/Multifamily Servicing and Technology Conference - May 13-15, 2009

(New Orleans) 

· Midwest Lenders’ Conference - May 19-20, 2009 

(Detroit MI)

· Southern Mortgagee Advisory Conference - May 26-28, 2009 (Hilton Head NC)

   Non-Critical Repair Release Request:
 
We have posted a revised document to FHA.GOV under “Original Section 232/223f Documents”, “Revised Section 232/223f Documents” and FHA.gov 232 Loan Servicing dealing with non-critical repair release requests.  This document combines the owner certification and protocol into one document (it also includes more details on the protocol).  As previously conveyed,  non-critical repair escrow release requests will be submitted to the OIHCF Account Executive.  If there is a question as to who the OICHF Account Executive is for your specific project, please contact one of the Workload Managers.

   Hard Copy Submittals:
To assist in the review of firm applications, please note the following recommendations regarding future hard copy submittals to HUD:

1. Submit a completed checklist with the submittal.

2. Tab the submittal in accordance with HUD’s checklist.

3. We have been having difficulty with hard copy submittals falling apart.  Please do not include too many documents in the binder/folder.  We have found that submittals assembled in 3 ring binders tend to stay together better than submittals assembled in 2 hole punch folders – although either is acceptable.

4. Bound third party reports do not need to be disassembled and included in the binder/folder.   We prefer that you keep the report bound and reference the separately bound report in the binder/folder.

5. Before saving and printing the Lender Narrative, please update the page numbers in the index at the beginning of the narrative.  To do so in Word 2007, place the cursor in the index,  right click, and choose “Update Field” 

    LEAN 232 Pipeline as of May 8th, 2009

The current activity of our 232 pipeline for the week ending 

May 8th, 2009 is outlined in the following table.

[image: image59.png]Section 232 Activity

Week ending Cumulative to
50809 date n FY09

Applications received
Refinancings 223(§ 8 100
New Const Pre-App 14
23 (a7
223 (D)
New Const-Fim
ToTAL B n7
Market Acceptance Letters
New Construction 1 B
ToTAL 1 9
Commitments issued
Refinancings 223 (9 52
New Construction 1
23(a7 2
ToTAL 0 55
Closings
Refinancings 223(§ 1 2
New Construction 1
23(a7 1
TOTAL 1 25





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

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

 

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

 

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

 

For more information on the LEAN 232 Program, check out our FHA.GOV website at:
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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of April 24th, 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of April 24th, 2009, we would like to share with you the following:
   Check out FHA.gov for Updates on the LEAN 232 Program:
 

  http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
    LEAN 232 Pipeline as of April 24th, 2009

The current activity of our 232 pipeline for the week ending April 24th, 2009 is outlined in the following table.
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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of April 10th, 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of April 10th, 2009, we would like to share with you the following:
   Non-Critical Repair Escrow Releases:
 

We have revised the protocol document for non-critical repair escrow releases on Section 223(f)’s.  The revised document, which is posted under “Original Section 232/223f Documents” and “Revised Section 232/223f Documents”, calls for the non-critical repair escrow release requests to be submitted to the OIHCF Account Executive – as we do not currently have a Construction Manager in OIHCF.  Please contact one of the Workload Managers if there is a question on who the OICHF Account Executive is for your specific project. 
 

 

   Approved Underwriters for LEAN:
 

As previously discussed, if an underwriter (MAP-Approved for Section 232) did not attend the required LEAN training in Seattle for the particular type of loan they are underwriting, they must underwrite two projects under the review of a LEAN-approved underwriter prior to being considered approved to underwrite LEAN loans.   If you are an underwriter who is requesting approval to underwrite LEAN projects in this manner, please request such approval from Amee Welch (Amee.Welch@HUD.GOV) in Seattle.  In the email request, include the two project names, FHA project numbers, and the name of the approved LEAN underwriter who reviewed your work.  The LEAN underwriter designee must demonstrate proficiency in meeting LEAN standards to be certified after reviewing the two submissions. 
 

 

   Deposit Control Agreement on LEAN 232 Closings:
 

Because of changes made to Article 9 of the Uniform Commercial Code in 2001, the Deposit Control Agreement is necessary in order for the FHA Lender to perfect its  security interest in project funds that reside in a depository bank (other than with the FHA Lender).   Therefore, on all Section 232 LEAN closings, HUD will request a Deposit Control Agreement (DCA).  There are sample Deposit Control Agreements posted on FHA.GOV under “Accounts Receivable Financing Documents” and “Sample Closing Documents.”  Please note, there is a separate sample agreement for projects with and without accounts receivable financing.  These are only samples.  You may submit the form DCA that is used by the depository bank to the HUD Closing Attorney for review.  If you have questions on this issue, please work with the assigned HUD Closing Attorney. 
 

 

   Clarification (see RED font) on Definition of Eligible Debt on a Refinance:

The revised 232/223f Lender Narrative Template will include the following language, as well as a matrix, to clarify the definition of eligible debt under the LEAN 232 program:

 

A.  Two* Year Rule:
Project debt that is less than 24 months old will need to be investigated and must meet the definition of “Eligible Debt” below  (See Section C B) if it is to be used in the calculation of the cost to refinance.   No investigation is needed on project debt that is at least 24 months old prior to using it in the calculation of the cost to refinance, provided the identity of interest described in the next sentence is not present. provided neither of the two scenarios described in the “Five Year Rule” below are present.  Note: in the case of refinancing a bridge loan, as long as there is not an identity of interest between the Mortgagor/Borrower and the underwriting HUD lender and/or its affiliated bridge lender, the refinance transaction may be treated under the Two-Year Rule.  If this identity of interest is present, the debt must be seasoned for at least five years if it doesn’t meet the definition of “Eligible Debt” below.
 

B.  Five Year Rule:
Project debt that is less than five-years old AND is owed to either :
1.   the underwriting HUD lender; or, 
2.   any entity related to the HUD lender, no matter how slight the identity-of-interest,
will need to be qualified as “Eligible Debt”, meeting the definition below (See Section C).  In this case, only the “eligible” portion of the outstanding balance qualifies and can be used in the calculation of the cost to refinance.
 

C B.  Definition of Eligible Debt:  Project debt (including bridge loans) that meets any of the below definitions, may be included in the cost to refinance – there is no seasoning required.
 

1.       Outstanding mortgage(s) incurred in connection with the construction or purchase of the project, or with capital improvements made to the property as confirmed by the current mortgagee – provided it can be demonstrated that there was no cash out to the mortgagor of the proposed FHA Insured loan or its principals.  However, if the debt was incurred as a result of an identity of interest ** purchase, the debt is not considered eligible debt and must meet the seasoning requirements described herein.  Furthermore, if the debt was incurred as a result of buying out a partner, the debt is not considered eligible debt and must meet the seasoning requirements above. 
 

2.       Other recorded indebtedness such as mechanic's liens and tax liens provided they did not result from personal obligations of the mortgagor. 
 

3.       Unrecorded debt directly connected with the project supported by documentation from the mortgagor. If the indebtedness is not recorded, the mortgagor must provide the Lender with documentation that substantially verifies that the obligation is directly connected to the project. Examples include: 
 

a. Indebtedness incurred in making needed improvements and betterments to the property. 
 

b. Indebtedness incurred or advances made to cover operating deficits.
 

4.   Other eligible costs associated with paying off the eligible debt. Examples are: 
 

a. Reasonable delinquent and accrued interest,
 

b. Reasonable prepayment penalties on the mortgage,
 

c. Recording, release, and re-conveyance fees,
 

d. Documentation or processing fees,
 

*  The debt seasoning requirement under MAP was one year, and the two year requirement has been phased in by OIHCF. The one year requirement applies only to debt that has been funded or put into place prior to September 1, 2008 and was subject to a signed engagement letter with the LEAN lender on or prior to that date. Beginning April 1, 2009, all projects must meet the two year requirement unless the project has a signed engagement letter prior to September 1, 2008. OIHCF provided a seven month phase in period for the two year rule, because a number of projects with interim financing were subject to a pre-existing engagement letter with a LEAN/MAP approved Lender. 
 

**  An identity of interest purchase is defined as one in which there is any identity of interest, however slight, between the seller and the purchaser that survives the sale transaction. An owner operator that continues to operate the facility after the sale constitutes an identity of interest.
 

 

   Independent Living Units in a Section 232 Project:
 

      It has been longstanding policy that HUD will allow up to 25% of the units in a Section 232 facility to be Independent Living Units.  This policy remains unchanged under LEAN.  However, please note the following:
 

  The facility must offer services to all residents in the project comparable to those found in a skilled nursing facility, assisted living facility, board and care, or intermediate care facility.
 

   The Independent Living Units do not need to be licensed – they may be licensed or un-licensed so long as all of the other units in the facility are licensed.
 

  Under LEAN, we are continuing with the longstanding policy that if the project combines Nursing Home/Intermediate Care or Board and Care units with Independent Living units, that a 12 month debt service reserve is required – see MAP Guide, Section 3.9. A. 3. b. (2).  Note, this requirement does not apply to projects that combine Assisted Living units with Independent Living units.
 

  Waivers to exceed the 25% limit will be considered on a case by case basis for good cause.  Please note that OIHCF to date has not provided a waiver if the percentage of Independent Living units exceeds 30% of the total project units. 
 

  If you have a proposal that contains a percentage of Independent Living units that is above the percentage found acceptable to HUD, you may wish to pursue the possibility of insuring the project under two mortgages.  We have insured loans on projects where a portion of the project was insured under Section 232 and another portion was insured under Section 221(d)(4) or Section 231.  If you wish to pursue such a project, please contact HUD as OIHCF will need to coordinate with Multifamily staff in the processing of the project – the Section 232 loan would be processed under LEAN and the Section 221(d)(4) or Section 231 loan would be processed by the Multifamily Hub.    
 

  

    LEAN 232 Pipeline as of April 10th, 2009
	Section 232 Activity
	Week ending 4/10/09
	Cumulative to date in FY09
	

	Market Acceptance Letters
	 
	 
	

	     New Construction
	 
	7
	

	 
	 
	 
	

	Applications received
	 
	 
	

	     Refinancing 223(f)
	3
	65
	

	     New Construction
	 
	11
	

	     Other (a)7
	 
	2
	

	     TOTAL
	3
	78
	

	 
	 
	 
	

	Commitments issued
	 
	 
	

	     Refinancing 223(f)
	2
	35
	

	     New Construction
	 
	1
	

	     Other (a)7
	1
	2
	

	     TOTAL
	3
	38
	

	 
	 
	 
	

	Closings
	 
	 
	

	     Refinancing 223(f)
	2
	20
	

	     New Construction
	 
	1
	

	     Other (a)7
	0
	1
	

	     TOTAL
	2
	22
	

	 
	 
	 
	

	Applications currently under review
	35
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    LEAN Thinking Mailbox - LeanThinking@hud.gov
We continue to be inundated with questions and are working through these questions as quickly as we can – many of these involve policy issues, which require substantial discussion.  We appreciate your patience.
 

 

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

 

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

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

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

Update as of March 27th, 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of March 27th, 2009, we would like to share with you the following:
   Updates to FHA.GOV:  The following updates have been made to FHA.GOV:
·  The “Sample Closing Documents (including AR Financing)” link has been broken into two links - “Accounts Receivable Financing Documents” and “Sample Closing Documents”.

·  The most current closing checklist has been added to each loan type under “Lender Tools – Construction and Closing”.  

·  We are in the process of uploading legal closing punchlists for all of the loan types.  These punchlists will be posted under “HUD Legal Counsel Tools” (for Original Section 232/223f) or under “HUD Tools – Construction and Closing” (for the other tabs).     

·  The link for the Intergovernmental Review that is listed in the endnotes on the Firm Application checklists under New Construction, Substantial Rehabilitation, and Section 232/241(a) has been revised.  This changed with the new Administration.

·   As a result of our Beta Test on our first Early Commencement, we have added to and revised the documents that now appear under “Early Commencement of Construction” and “Lender Tools”. 

    LEAN 232 Pipeline as of March 20th, 2009
   FHA # Requests – Purchase/Refinance – 221
 

   FHA # Requests – New Construction – 49 
 

   FHA # Requests – Section 223(a)(7) - 1 
 

   FHA # Requests – Section 241(a) – 2 
 

   FHA # Requests – Sub-Rehab – 3 
 

   FHA # Requests – Section 223(d) – 2
 

   Applications In (not closed) – Purchase/Refinance – 40  shortly)
 

   Applications In (not closed) – New Construction – 6
 

   Applications In – Section 223(a)(7) – 1
 

   Firm Commitments Issued  – 29
 

   Applications CLOSED  –Purchase/Refinance – 14 
 

   Applications CLOSED  – New Construction – 1 (5 pre-apps completed)
 

   

    Need to Reference Previous LEAN 232 Updates?
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    LEAN Thinking Mailbox - LeanThinking@hud.gov
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    Interested in getting updates on the LEAN 232 Program?
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For more information on the LEAN 232 Program, check out our FHA.GOV website at:
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HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of March 13th, 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of March 13th, 2009, we would like to share with you the following:
  LEAN is the Name of the Game for Section 232 Program!
 

As of March 1, 2009, all Section 232 applications must be submitted to OIHCF (either under the LEAN expedited process or under a TAP process that is expected to be very lengthy in terms of processing time).  This applies to new applications submissions ONLY.  For any Section 232 application currently in the review process under the MAP/TAP program prior to March 1, 2009, the application processing will continue under MAP/TAP.  NOTE, If you have any questions regarding TAP and OIHCF, please send your inquiry to LEAN Thinking Mailbox - LeanThinking@hud.gov
 

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

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

 

 CORRECTION – Management Agents Required to Submit 2530/Previous Participation
 

A correction to the LEAN 232 Update of 2/20/09, has been made regarding the 2530/APPS requirements for Management Agents.  Contrary to the email update sent, 2530/APPS are required on Management Agents by the Code of Federal Regulations (CFRs). 
 

Please keep in mind that the following program participants need to provide 2530/Previous Participation information in Firm Applications submitted under the LEAN 232 Program and therefore are required to register in the Business Partner Registration  HUD Multifamily Page at:
 

https://hudapps1.hud.gov/apps/part_reg/apps040.cfm
 

 

  Mortgagor Entities and their Principals 
 

  Operator Entities and their Principals 
 

  Parents of Operator Entities and their Principals 
 

  General Contractor and their Principals (if applicable)
 

  Management Agents and their Principals (if applicable)
 

2530s are not required for Facility Administrators.
 

 

  More Information on Section 232/223(d) Operating Loss Loans…
As noted on FHA.GOV, the documents required for submittal of a Section 223(d) (Operating Loss Loan) are still being developed.  If you would like to assemble a Firm Application on a Section 223(d) on a Section 232 prior to the posting of these documents, please contact Tim Gruenes at tim.gruenes@hud.gov or 612-370-3000 Ext. 2252.  We will work with you on the submittal on a case by case basis.   
 

 

  LEAN 232 Program Information shared at the Eastern Lenders Conference on March 9 -11th, 2009
 

The Office of Insured Health Care Facilities (OIHCF) staff shared information on the LEAN 232 Program during the recent Eastern Lenders Conference on March 9-11th in Baltimore.  To find out more about this conference, please contact Jonathan Camps at (202) 887-1825 or at jcamps@lovefunding.com
 

 

    LEAN 232 Pipeline as of March 6th, 2009
   FHA # Requests – Purchase/Refinance – 208
 

   FHA # Requests – New Construction – 41 
 

   FHA # Requests – Section 223(a)(7) - 1 
 

   FHA # Requests – Section 241(a) – 1 
 

   FHA # Requests – Sub-Rehab – 2 
 

   FHA # Requests – Section 223(d) – 2
 

   Applications In – Purchase/Refinance –40 (with 18 more scheduled to come in shortly)
 

   Applications In – New Construction – 7
 

   Applications In – Section 223(a)(7) – 1
 

   Firm Commitments Issued  – 18
 

   Applications CLOSED  –Purchase/Refinance – 9 
 

   Applications CLOSED  – New Construction – 1 (4 pre-apps completed)
 

 

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

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

 

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

 

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

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

Update as of February 20th, 2009
 

 

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of February 20th, 2009, we would like to share with you the following:
New Tools Posted on FHA.GOV:
 

FHA.GOV now includes the lender tools required for assembly of a Firm Application (and Pre-application) on 232 New Construction, 232 Substantial Rehabilitation,  Section 232/241(a), and Section 223(a)(7).  Moreover, there is guidance posted that deals with Early Commencement of Construction.  We will soon be posting the closing documents required for each of these programs as well as the Section 223(f) documents that we have revised as a result of our  first  KAISAN event.
 

Check out FHA.GOV Lean 232 Program Updates at:
http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
 

 

Important Guidance on “Credit Reports”:
The Lender Narrative templates that were recently posted contain the following additional program guidance:  
 

Program Guidance:  Dunn & Bradstreet (D&B) or other acceptable commercial credit report for business entities and RCMR ‘residential’ for individuals are required.  If not using D&B, an acceptable commercial credit report must include the following: a)  public filings that includes suits, liens, judgments, bankruptcies & federal debt; b) UCC filings; c) credit payment history;  d) industry standards showing how the facility compares in the areas of financial stress & payment trends; and e) a credit payment delinquency risk score over a 12-month period.  Credit reports can be no more than 60 days old at the time of the Firm Application submission.
 

 

Risk Assessment Worksheet NOW AVAILABLE!
Please see the attached Risk Assessment Worksheets.  The Risk Assessment Worksheet is one of the tools that the HUD Underwriter uses on Section 223(f)’s to determine whether or not the appraisal will be additionally reviewed by an OIHCF Appraiser.  Please note that there are separate worksheets for assisted living facilities and skilled nursing facilities.  These documents will also be posted to FHA.GOV under “Revised Section 232/223(f) Documents” and “HUD Tools for Firm Application”. 
 

 

Inspections of 232/223f Non-Critical Repairs – What You Need to Know…
HUD will rely on the procedure outlined in the document entitled “223f Protocol Owner Cert of Non Critical Repairs”, which is posted on FHA.GOV under “Revised Section 232/223(f) Documents” and “Lender Tools – Construction and Closing”. The certification itself, which is entitled “Owner Cert Non-Critical Repairs”, is also posted there.
 

 

 Purchase  or Refinance Identity of Interest Clarification:.  

If a project that has an identity of interest between both the owner and the operator is sold to a non-identity of interest third party, the sale must be treated as a refinance transaction and not a sale if the identity of interest operator continues to operate the project after the sale.
 

 

 Clarification on Definition of Eligible Debt on a Refinance:.  

A.  Two* Year Rule:
Project debt that is less than 24 months old will need to be investigated and must meet the definition of “Eligible Debt” below  (See Section C) if it is to be used in the calculation of the cost to refinance.   No investigation is needed on project debt that is at least 24 months old prior to using it in the calculation of the cost to refinance, provided neither of the two scenarios described in the “Five Year Rule” below are present.
B.  Five Year Rule:
Project debt that is less than five-years old AND is owed to either :
1.   the underwriting HUD lender; or, 
2.   any entity related to the HUD lender, no matter how slight the identity-of-interest,
will need to be qualified as “Eligible Debt”, meeting the definition below(See Section C).  In this case, only the “eligible” portion of the outstanding balance qualifies and can be used in the calculation of the cost to refinance.
 

C.  Definition of Eligible Debt:  Project debt (including bridge loans) that meets any of the below definitions, may be included in the cost to refinance – there is no seasoning required.
1.       Outstanding mortgage(s) incurred in connection with the construction or purchase of the project, or with capital improvements made to the property as confirmed by the current mortgagee – provided it can be demonstrated that there was no cash out to the mortgagor of the proposed FHA Insured loan or its principals.  However, if the debt was incurred as a result of an identity of interest ** purchase, the debt is not considered eligible debt and must meet the seasoning requirements above.  Furthermore, if the debt was incurred as a result of buying out a partner, the debt is not considered eligible debt and must meet the seasoning requirements above. 
 

2.       Other recorded indebtedness such as mechanic's liens and tax liens provided they did not result from personal obligations of the mortgagor. 
 

3.       Unrecorded debt directly connected with the project supported by documentation from the mortgagor. If the indebtedness is not recorded, the mortgagor must provide the Lender with documentation that substantially verfies that the obligation is directly connected to the project. Examples include: 
a. Indebtedness incurred in making needed improvements and betterments to the property. 
b. Indebtedness incurred or advances made to cover operating deficits.
 

4.       Other eligible costs associated with paying off the eligible debt. Examples are: 
a. Reasonable delinquent and accrued interest,
b. Reasonable prepayment penalties on the mortgage,
c. Recording, release, and re-conveyance fees,
d. Documentation or processing fees,
 

*  As the seasoning requirement under MAP was one year, the two year requirement will be phased in and will apply only to debt that has been funded or put into place after September 1, 2008, for a period of six months. 
 

**  An identity of interest purchase is defined as one in which there is any identity of interest, however slight, between the seller and the purchaser that survives the sale transaction. An owner operator that continues to operate the facility after the sale is constitutes an identity of interest.
 

    Register now to do business with HUD!
New business partners seeking approvals or access to HUD systems must first register via Business Partner Registration HUD Multifamily.  To register, please go to: 
https://hudapps1.hud.gov/apps/part_reg/apps040.cfm
 

This step must be completed before business partners submit 2530/Previous Participation information or submitting applications under the LEAN 232 Program.  
 

Please keep in mind that the following program participants need to provide 2530/Previous Participation information in Firm Applications submitted under the LEAN 232 Program and therefore are required to register in the Business Partner Registration  HUD Multifamily Page at the above website. 
 

  Mortgagor Entities and their Principals 
 

  Operator Entities and their Principals 
 

  Parents of Operator Entities and their Principals 
 

  General Contractor and their Principals (if applicable)
 

  2530s are required for Management Agents and their Principals only when the Management Agent is the holder of the facility license.  
 

2530s are not required for Facility Administrators.
 

 

    LEAN 232 Pipeline as of February 20th, 2009
   FHA # Requests – Purchase/Refinance – 205 
 

   FHA # Requests – New Construction – 34 
 

   Applications In – Purchase/Refinance – 37 (with 15 more scheduled to come in shortly)
 

   Applications In – New Construction – 7
 

   Firm Commitments Issued  – 15
 

   Applications CLOSED  –Purchase/Refinance – 6 (plus 4 pending to close the week of  2/23/09)
 

   Applications CLOSED  – New Construction – 1 
 

 

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

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

 

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

 

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

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

Update as of February 6th, 2009

 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of February 6th, 2009, we would like to share with you the following:

· Revised Guidance for Underwriting of LEAN 232 Loans for Assisted Living Projects:
Given the difficult economic and fiscal environment nationally, the Department is requesting that HUD approved Mortgagees exercise caution in underwriting loans under the LEAN Section 232 programs for new construction and refinance transactions for assisted living facilities.  For all Assisted Living Project LEAN mortgage insurance applications under Section 223(f), Section 232 new construction and substantial rehabilitation, and Section 241(a), HUD will require justification/mitigation if the underwritten debt service coverage ratio (“DSCR”) is less than 1.45.   Moreover,  as was previously discussed with various lenders in June of 2008, for all LEAN mortgage insurance applications involving new construction of Assisted Living units, HUD will require justification/mitigation if the underwritten loan to value is greater than 75%.    

 

The Department would consider, for example, a mitigating factor to be the inclusion of less expensive independent living units in the project or the presence of facility residents that are being provided with state or federal rental assistance subsidies. The Department’s review of mitigating factors will focus on any project specific attributes that result in limiting project market risk or in reducing project financial risk. The Department will be reasonable and flexible in determining where justifiable circumstances or mitigating factors exist.

 
Additional Guidance on the Use of Project Capitalization Rates:
The Department would like to provide general guidance regarding the usage of capitalization rates for Assisted Living projects. HUD believes that the capitalization rate should be a true reflection of conditions in the marketplace and the specific risks associated with a project.  The Department is particularly concerned with the use (in some cases) of an approximate “risk free” capitalization rate for Assisted Living projects.  The Department is not mandating a minimum capitalization rate. However, HUD may require justification/mitigation on Assisted Living projects if the capitalization rate used by the appraiser appears not to fully account for specific project and market related risks. This capitalization rate issue should be fully discussed in the Lender Narrative of the LEAN Application.

 

The Department believes that, in most but not all economic environments, the following debt service constant formula (Debt Service Constant + FHA MIP) multiplied by 1.25 would reflect reasonable guidance for the “minimum” capitalization rate for a proposed project. HUD would expect that the market realities of each project would dictate the capitalization rate to be used, which may be higher than the minimum formula. HUD does not wish to impose requirements for determining the capitalization rate and will defer to the USPAP appraisal standards to provide the definitive guidance on this issue. The Department’s guidance on capitalization rates is not mandatory and the Department understands that this guidance may not be as helpful as a guide when market and economic conditions are either highly optimistic or overly conservative and/or when the interest rate environment reflects unusually low or high project interest rates.

 

Example for calculating Cap Rate: 7% fixed interest rate plus the MIP of 50 basis points. {.0746+.50bp MIP=.0796*1.25=.0995 or 9.95%}. In this example, the minimum capitalization rate “guidance” is 9.95. 

The revised guidance relative to the debt service coverage ratio, loan to value, and capitalization rates for assisted living projects shall apply to any future application for mortgage insurance where an FHA Project Number is issued after February 6, 2009. Alternatively, if the FHA number has not been issued but a project appraisal is underway, FHA will accept the lower DSCR of 1.3 for refinancing and 1.35 for new construction if an appraisal engagement letter was executed prior to February 6, 2009, and if appraisals using the lower DSCRs are finalized and provided to HUD prior to April 6, 2009.  On projects that do not meet this revised guidance (where the FHA Project Number was issued on or prior to February 6, 2009) the Lender should provide a notification in the Check Transmittal Letter and Lender Narrative of the mortgage insurance application that provides for the discussion of the appraisal lender modifications.  

Please note that the previous guidance on loan to value and debt service coverage on Section 232/223(f)’s for Skilled Nursing and Independent Living Facilities have not been revised.

·   Underwriting of “Payee Mix” on LEAN Section 232 Loans
A.  If the project being underwritten is an existing project (with no new construction of Skilled Nursing Facility (SNF) beds proposed and/or no substantial rehabilitation of SNF beds whereby the payee mix differs from the project’s payee mix history), the existing MAP Guide language will be applied:

The income estimate should be based on the percentage of Medicaid/Medicare beds shown on the last 3 years of financial statements.   

B.  If the project being underwritten proposes new construction of SNF beds or substantial rehabilitation of SNF beds whereby a payee mix than differs from the project’s  payee mix history, the following three requirements will apply:

1.  The percentage of Medicare beds (of the total SNF beds in the project) used in the underwriting must not exceed 10% or the average percentage demonstrated in the market, defined as the average of no less than 5 competing facilities in the primary and secondary market.

2.  The percentage of Private Pay beds used in the underwriting must not exceed the average percentage demonstrated in the market, defined as the average of no less than 5 competing facilities in the primary and secondary market.

3.  The combined percentage of Medicare and Private Pay beds (of the total SNF beds in the project) underwritten must not exceed 30%.

 
Waivers to the above will be reviewed on a case by case basis.  Waiver requests should be submitted as early in the mortgage insurance application process as possible, however HUD will not officially approve of a waiver prior to the submission of either a Pre-Application or Firm Application for mortgage insurance.  We recommend that waiver requests include the following at a minimum:
 

· A comprehensive discussion of the operator experience with Medicare patients and what factors will be employed by the operator to insure that the business objectives will be successful. 

· Stress tests that clearly demonstrate what impact reduced payee mix levels/percentages would have on the operator’s capability to meet required project lease and/or mortgage payments. 

· The market analyst must interview all area hospitals or referring entities and discuss any issues that would facilitate or hinder their recommendation to refer Medicare patients from hospitals to nursing homes providing specialized services. 

· The Lender should provide information on any legal issues and any additional information that may be required to justify the waiver.
· Revised Project Capital Needs Assessment (PCNA) Guidelines for Section 223(a)(7) Projects 

We have revised the guidelines we presented at the December conference in Seattle.  Please see the below revised guidance:

A PCNA complying with the 223f LEAN Guidelines is required on any 223(a)(7) where either of the following is the case at the time of the Section 223(a)(7) application is submitted to HUD):

1.  A term extension is being requested.  HUD will consider waivers on a case by case basis where justified. The lender should request the waiver in the mortgage insurance application cover letter and in the Lender narrative.

2.  At least 10 years of the existing FHA Insured loan’s amortization period have passed and a PCNA has not been submitted to HUD in the previous 10 years.

If a PCNA is submitted with the Section 223a7 application, the Regulatory Agreement on the new Section 223(a)(7) loan will contain a requirement that a new PCNA will not be required until 10 years after the date of closing of the 223(a)(7) mortgage insurance application.  Moreover, the lender will not be required to inspect the property.

If a PCNA is not submitted with the Section 223a7 application, the Regulatory Agreement on the new Section 223(a)(7) loan will contain a requirement that a new PCNA will be required at the earlier of: 10 years after the previous PCNA was submitted to HUD or 10 years after the existing FHA Insured loan’s amortization period have passed.   Moreover, the lender will be required to inspect the property.

If repairs are proposed in conjunction with the Section 223(a)(7) application and a PCNA is not required, a cost certification (HUD-2205A) will be required to support the actual cost of the repairs.  Only Line 2 and the attached Schedule A need to be completed. 

· LEAN 232 Pipeline as of February 6th, 2009

   FHA # Requests – Purchase/Refinance – 195

   FHA # Requests – New Construction – 19

   Applications In – Purchase/Refinance – 34 

   Applications In – New Construction – 5

· Posting of Documents to FHA.GOV

Please note that we will be posting many documents to FHA.GOV over the next few days dealing with new construction, substantial rehabilitation, Section 241(a) and Section 223(a)(7) projects. 

http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
· LEAN Thinking Mailbox 
We have been inundated with questions and are working through these questions as quickly as we can – many of these involve policy issues, which require substantial discussion.  We appreciate your patience.

· Interested in getting updates on the LEAN 232 Program?
Join our email list by sending your contact information to  Kristine.Martin@hud.gov
HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of January 9th, 2009

 

· Questions on the LEAN Process?
We encourage use of the LeanThinking Mailbox!  Please send any questions regarding the LEAN 232 Programs to LeanThinking@hud.gov
 

 

· What an exciting first seven months we have had under HUD’s LEAN 232 Program!  We look forward to many more successes in 2009 under the LEAN 232 Program!   To date, our Team has:

   Completed Lender Training for the LEAN 232 New Products and Programs including New Construction, Sub-Rehab, 232A7, and 241a Supplemental Loans.  This is the second Lender Training provided in coordination with the Western Lenders Conference on the LEAN Program this last seven months.  Please note that we are working on providing responses to all the questions posted at the December training (many of which involved policy issues) – such responses will be posted on FHA.GOV under FAQ’s. 

 
   Closed two (2) projects under the LEAN 232/223f Program.

   Currently processing over 26 deals under the LEAN 232/223f  Program, with more expected every week.

   Received over 162 requests for FHA numbers for projects interested in submitting applications under the LEAN 232/223f Program.

   Completed training for a portion of new HUD staff who have joined the LEAN Team. Unfortunately  we were unable to train all new HUD LEAN staff at this recent training due to budget constraints. Several new Development staff were trained  and have already joined the LEAN Field team and are currently  processing a LEAN application.  We plan additional HUD staff training in the future.

   Currently beta testing  LEAN 232 New Construction Projects.  Two have completed the pre-app process and have been approved to submit firm applications.

· Revised FHA.GOV Website:
The revised FHA.GOV website is now operational.  Check out the below URL, which didn’t change:
 

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

As of the writing of this email, all original Section 223(f) documents, along with the New Construction Pre-Application documents, the Accounts Receivable documents, and all  Powerpoint presentations from the December training have been uploaded to the Website.  The next documents to be uploaded will be the lender New Construction Firm Application documents along with the revised Section 223(f) documents.  We also plan to upload the lender Substantial Rehabilitation, Section 241a, and Section 223(a)(7) documents very shortly.  
 

· Register now to do business with HUD!
New business partners seeking approvals or access to HUD systems must first register via Business Partner Registration HUD Multifamily. 
                             To register, please go to: 

https://hudapps1.hud.gov/apps/part_reg/apps040.cfm
· Interested in getting updates on the LEAN 232 Program?
Join our email list by sending your con

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

Update as of December 5th, 2008
 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of December 5th, 2008, we would like to share with you the following:
 

 

   Are you registered for the upcoming Lender Training? 
Time is running out to reserve a spot at our next Lender Training for HUD's LEAN New Construction and Sub Rehab, 241, A7, and an update on the 232/223f Program on December 17th & 18th (8:30 a.m. - 5:00 p.m.) in Seattle, Washington.   To reserve a spot, please contact:

Western Mortgage Advisory Council
Attn:  Brenda Bailey
c/o CWCapital
1010 Washington, Suite 200
Vancouver, WA  98660
Phone:  (360) 713-5903     Fax:  (360) 713-5999
E-mail:  bbailey@cwcapital.com
 

 

   Register now to do business with HUD!
 New business partners seeking approvals or access to HUD systems must first register via Business Partner Registration HUD Multifamily.  To register, please go to: 

https://hudapps1.hud.gov/apps/part_reg/apps040.cfm
   The LEAN 232 Program Pipeline
As of December 5th, our Team is currently processing 14 deals under the LEAN 232/223f Program, with more expected every week.  This is in addition to over 150 requests for FHA numbers for projects interested in submitting applications under the LEAN 232/223f Program.  To learn more about the LEAN 232 Program and how to get involved, check out our website at:
 

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

   The LEAN 232 Program Pipeline
A matrix detailing the transition of the LEAN 232 programs was provided in the November 21st email update.  Please keep in mind, that although all LEAN 232 programs will be handled by the Office of Insured Health Care Facilities (OIHCF) as of March 1, 2009, if a pre-application or firm application has been submitted to the local Multifamily Hub, it will processed through final closing by the Multifamily Hub it was submitted to. 

 

   Questions?
The LeanThinking Mailbox is now available!  Please send any questions regarding the LEAN 232 Programs to LeanThinking@hud.gov
 

 

   Interested in getting updates on the LEAN 232 Program?
Join our email list by sending your contact information Kristine.Martin@hud.gov
HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of November 21, 2008
 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of November 21, 2008, we would like to share with you the following:
 

   Submitting a LEAN 232 Application?
**PLEASE REMEMBER: Do not use special characters  \ / : * ? " < > | # { } % ~ &  as part of the file names in your application’s electronic submissions (CD, thumb drive, etc.).  SharePoint will not accept special characters as part of a file name and, as such, only lengthens the processing time.  In the spirit of LEAN processing, your assistance in this matter is appreciated. 
 

 

In addition, please make sure a file name contains no more than 120 characters as SharePoint will not accept files with names longer than 120 characters.
 

   NEW! FHA Number Requests and Electronic Submission (CD, thumb drive, etc)
Please send all FHA Number Requests and Electronic Application Submission items to Amee Welch:
Amee.Welch@hud.gov
909 1st Avenue, Suite 190
Seattle, WA  98104-1000
 

 

   Status of LEAN 232 Development Processing Transition Timeframe:  As the LEAN 232 Development Process continues to move forward, the following matrix has been developed to delineate when new applications for specific 232 programs will be accepted by the OIHCF for LEAN 232 Processing:
 

	 
	9/1/08
	1/1/09
	3/1/09

	Section 232/223f – Purchase or Refinance
	All
	All
	All

	TAP submissions under all 232 subsection
	---
	At Lender’s Option
	All

	Section 232/A7 – Refinance
	---
	At Lender’s Option
	All

	Section 232 – New Construction And Substantial Rehab
	---
	At Lender’s Option
	All
EXCEPT applications with a Firm Application Invitation previously issued by a Hub or Program Center.

	Section 232/241 – Supplemental Loan
	---
	At Lender’s Option
	All


	Section 232/223(d) – Operating Loss Loan
	---
	At Lender’s Option
	All


 

PLEASE NOTE:  Beginning March 1, 2009, all Section 232 transactions must be submitted to and processed by OIHCF.
 

   NOW AVAILABLE - Accounts Receivable (“A/R”) Financing Housing Notice
HUD has issued the Accounts Receivable (“A/R”) Financing Housing Notice (08-09) as of November 17, 2008.  HUD will evaluate A/R Loan requests utilizing the guidance in this Housing Notice for the following Programs:

1.   Section 232 for new construction or substantial rehabilitation,
2.   Section 232 pursuant to Section 223(f)[1] for purchase or refinance, 

3.   Section 232 pursuant to Section 223(a) (7) for refinancing, and 

4.   Section 241 for supplemental loans

5.   Section 223 (d) Operating Loss Loans

  Housing Notice 08-09 can be found at HUDclips at:

http://www.hud.gov/offices/adm/hudclips/notices/hsg/
   Save the Date - Lender Training on December 17th and 18th!
Join us for  our next Lender Training for HUD's LEAN New Construction and Sub Rehab, 241, A7, and an update on the 232/223f Program on December 17th & 18th (8:30 a.m. - 5:00 p.m.) in Seattle, Washington.  
 

All Lenders who are interested in submitting New Construction and Sub Rehab projects under LEAN 232 Program, will need to attend the December session or underwrite 2 LEAN 232 New Construction projects under the oversight of another LEAN 232 New Construction approved underwriter prior to underwriting a new construction project.
 

This training is sponsored by the Western Mortgagee Advisory Council in coordination with HUD's Office of Insured Health Care Facilities.   For more information on this event, please see the attached Training Invitation and Registration Form.  Please send completed registration forms and monies to:
 

Western Mortgage Advisory Council
Attn:  Brenda Bailey
c/o CWCapital
1010 Washington, Suite 200
Vancouver, WA  98660
Phone:  (360) 713-5903     Fax:  (360) 713-5999
E-mail:  bbailey@cwcapital.com
 

 

   The LEAN 232 Program Pipeline
As of November 21st, our Team is currently processing 16 deals under the LEAN 232/223f Program, with more expected every week.  This is in addition to over 140 requests for FHA numbers for projects interested in submitting applications under the LEAN 232/223f Program.  To learn more about the LEAN 232 Program and how to get involved, check out our website at:
 

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

 

   Questions?
The LeanThinking Mailbox is now available!  Please send any questions regarding the LEAN 232 Programs to LeanThinking@hud.gov
 

 

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

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

Update as of November 7, 2008
 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of November 7th, 2008, we would like to share with you the following:
 

 

   Save the Date - Lender Training on December 17th and 18th!
Join us for  our next Lender Training for HUD's LEAN New Construction and Sub Rehab, 241, A7, and an update on the 232/223f Program on December 17th & 18th (8:30 a.m. - 5:00 p.m.) in Seattle, Washington.  
 

All Lenders who are interested in submitting New Construction and Sub Rehab projects under LEAN 232 Program, will need to attend the December session or underwrite 2 LEAN 232 New Construction projects under the oversight of another LEAN 232 New Construction approved underwriter prior to underwriting a new construction project.
 

This training is sponsored by the Western Mortgagee Advisory Council in coordination with HUD's Office of Insured Health Care Facilities.   For more information on this event, please see the attached Training Invitation and Registration Form.  Please send completed registration forms and monies to:
 

Western Mortgage Advisory Council
Attn:  Brenda Bailey
c/o CWCapital
1010 Washington, Suite 200
Vancouver, WA  98660
Phone:  (360) 713-5903     Fax:  (360) 713-5999
E-mail:  bbailey@cwcapital.com
 

 

   News for Non-profit Owners of Nursing Homes
As of October 7, 2008, HUD has provided clarification that may assist in the review of financial statements and the computation of residual receipts for a non-profit owner involving a 232 nursing home loans.  Effective immediately, HUD will not require a non-profit owner of a nursing home to include Medicare and Medicaid receivables in the calculations of residual receipts.
 

   The LEAN 232 Program Pipeline
As of November 7th, our Team is currently processing 6 deals under the LEAN 232/223f Program, with more expected every week.  This is in addition to over 135 requests for FHA numbers for projects interested in submitting applications under the LEAN 232/223f Program.  To learn more about the LEAN 232 Program and how to get involved, check out our website at:
 

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

 

   Submitting Applications to HUD
As we previously shared during the Lender Training in Seattle (June 30-July 1st, 2008), it is important to remember that when submitting a LEAN 232 application to HUD, the actual submission must include:
1.    Two Hard Copies (Original & Copy)
2.    Compact Disc (File Naming Convention)
3.    Check (Transmittal Letter)
Warning:  Each of the above items may be sent to different people.  To avoid processing delays, please follow the instructions that come with the FHA Number assignment.
 

 

   Questions?
The LeanThinking Mailbox is now available!  Please send any questions regarding the LEAN 232 Programs to LeanThinking@hud.gov
 

 

   Interested in getting updates on the LEAN 232 Program?
Join our email list by sending your contact information Kristine.Martin@hud.gov
HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of October 24, 2008
 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program. As of October 24, 2008, we would like to share with you the following:
 

 

   Acting Director of the LEAN 232 Program is Announced
We are proud to announce that Renee’ D. Greenman has accepted a temporary detail to serve as   Acting  National  Director  for  field  operations of the  LEAN  232  Development  Program.  Ms. Greenman has been an integral part of the development and transition of the new LEAN 232 Program since the inception of this program, and in this very important transition role, Renee’ will focus on 232 LEAN application processing, development staff organization and training, and lender training.  Ms. Greenman will also work closely with other 232 leadership staff as other aspects of the 232 program, including asset management are implemented. As the Seattle Multifamily Hub Director, Ms. Greenman brings her extensive expertise of the 232 Program and HUD Programs to the LEAN 232 Team.  Welcome to the 232 LEAN Team, Ms. Greenman!
 

 

   The LEAN 232 Team is Expanding 
We are ramping up to serve you! In September, 16 additional staff joined the LEAN 232 Team.  The team now consists of three (3) Workload Managers focused on LEAN tool development for New Construction as well as overseeing the country’s transaction pipeline:
                            Tim Gruenes
                            Patrick Berry
                            Roger Lewis
The LEAN Team currently includes both permanent staff and detailees with expertise in all aspects of the development process. We look forward to working with you on the LEAN 232 Program.
 

 

   LEAN 232 New Construction Program to be Tested in October
The LEAN 232 Team will begin beta testing the LEAN 232 New Construction Program at the end of October.  Stay tuned as we prepare to roll up this new LEAN 232 product in December.
 

   The LEAN 232 Program Pipeline
As of October 24th, our Team has received over 120 requests for FHA numbers for projects interested in submitting applications under the LEAN 232/223f program. We have also issued the second Firm Commitment under the LEAN 232/223f Program and are currently processing four (4) additional transactions.  To learn more about the LEAN 232 Program and how to get involved, check out our website at:
http://portal.hud.gov/portal/page?_pageid=73,3915250&_dad=portal&_schema=PORTAL
 

 

   HUD APPS/2530 update
As you know, request for FHA Numbers for your project(s) are to be done prior to submitting an application under the LEAN 232 Program. This is done in order for you to get a head start on the project’s required APPS/2530 Submission(s).
 

Should you choose to submit the project’s required 2530s via the APPS system, you may request a preliminary search of the participants prior to submission of the firm application. All requests must be submitted via email and can be done once the baseline data or APPS Property Submission is entered into the APPS system. Please note that only the names provided at the time of this request will be researched. Any changes which may occur with any participants/entities between the time-period of your request and the firm application submission will require a reprocessing of the APPS/2530 submission. 
 

Should you choose to submit the project’s required 2530s via HUD-2530 (paper version), you may also request a preliminary search of the participants prior to submission of the firm application. All requests must be submitted via email with a copy of the completed HUD-2530 (paper version). Please note that only the names provided at the time of this request will be researched. Any changes which may occur with any participants/entities between the time-period of your request and the firm application submission will require a reprocessing of the HUD-2530 submission.  
 

Please send all APPS/2530 preliminary search requests to Amee Welch at Amee.Welch@hud.gov
 

 

   Submitting a LEAN 232 Application?
**PLEASE REMEMBER: Do not use special characters (!@#$%^&*( )+=”’,.\ / :) as part of the file names in your application’s electronic submissions (CD, thumb drive, etc.).  SharePoint will not accept special characters as part of a file name.  In addition, please make sure a file name contains no more than 120 characters as SharePoint will not accept files with names longer than 120 characters.
 

 

   Questions?
The LeanThinking Mailbox is now available!  Please send any questions regarding the LEAN 232 Programs to LeanThinking@hud.gov
 

 

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

Kristine M. Martin
Information Specialist
Reg X Multifamily Hub
206.220.5180
1-877-741-3281, x5180
HUD’s LEAN 232 Program
Office of Insured Health Care Facilities (OIHCF)
 

Update as of October 10, 2008
 

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the Lean Program.
 

As of October 10, 2008, we have been working on:
 

       Learn more about the LEAN program by visiting the 
LEAN Presentation section now available on the 232 LEAN website at:
 

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

 

       Have a question? 
The new and improved LeanThinking Mailbox is now available!  Please send any questions regarding the LEAN 232 Programs to LeanThinking@hud.gov
 

 **PLEASE REMEMBER: Do not use special characters (!@#$%^&*( )+=”’,.\ / :) as part of the file names in your application’s electronic submissions (CD, thumb drive, etc.).  SharePoint will not accept special characters as part of a file name.  In addition, please make sure a file name contains no more than 120 characters as SharePoint will not accept these files.
Update on HUD’s LEAN 232 Program 

(as of September 26, 2008)

As a Stakeholder in HUD’s LEAN 232 Program, we are committed to providing you with the best, most up to date information on the status of the LEAN Program.

As of September 26, 2008, there has been a change to the definition of “existing indebtedness” and “eligible existing indebtedness” under the LEAN 232/223f program.  These changes impact the Lender Narrative, HUD Underwriting Punch-List, and the 232-223F Q-A Lender Conference July 1, 2008 (Mortgage Credit Tab).  These changes will be posted on the Lean 232 Website, under the Q&A section.  In the meantime, here are the changes for your reference:

LENDER NARRARTIVE (pg 49) PROGRAM GUIDANCE

Key Question 2 - Two-Year Rule:

Any debt to be refinanced that is less than 24-months old will have to be investigated and must meet the definition of “Eligible Existing Indebtedness” below.  Only 90% of the outstanding balance of the debt under investigation needs to be evidenced as “eligible” to qualify the entire balance.

Example:  Thirteen months ago, the mortgagor obtained a loan to replace the siding.  The current balance is $400,000.  If the borrower can provide sufficient documented evidence that clearly demonstrates the cost and content of the expenditures within the appropriate timeframes to qualify at least $360,000 (90% of $400,000), the lender may include the entire $400,000 balance as eligible debt.

Definition of Eligible Existing Indebtedness:  Existing indebtedness in a refinancing transaction is defined as:

1. Outstanding mortgage(s) incurred in connection with the construction or purchase of the project, or with capital improvements made to the property as confirmed by the current mortgagee. 

2. Other recorded indebtedness such as mechanic's liens and tax liens provided they did not result from personal obligations of the mortgagor. 

3. Unrecorded debt directly connected with the project supported by documentation from the mortgagor. If the indebtedness is not recorded, the mortgagor must provide the Lender with documentation which unquestionably indicates that the obligation is directly connected to the project. Examples include: 

a. Indebtedness incurred in making needed improvements and betterments to the property. 

4. Other eligible costs associated with paying off the existing debt. Examples are: 

a.  Delinquent and accrued interest;

b.  Prepayment penalties on the mortgage;

c.  Reasonable and customary legal, organizational, title, and recording expenses;

d.  Initial financing fee not to exceed 2% of the original principal amount of the mortgage.

HUD UNDERWRITING PUNCH-LIST: (pgs. 18-19)

Two-Year Rule: Any debt to be refinanced that is less than 24-months old will have to be investigated and must meet the definition of “Eligible Existing Indebtedness” below. Only 90% of the outstanding balance of the debt under investigation needs to be evidenced as “eligible” to qualify the entire balance.  HUD assumes that 10 percent of the project specific costs are allocated as incidental costs, overhead and minimal developer fees.  Note: in the case of refinancing a bridge loan, as long as there is not identity of interest between the Mortgagor/Borrower and the underwriting HUD lender and/or its affiliated bridge lender, the refinance transaction may be treated under the Two-Year Rule. 

Example: Thirteen months ago, the mortgagor obtained a loan to replace the siding. The current balance is $400,000. If the borrower can provide sufficient documented evidence that clearly demonstrates the cost and content of the expenditures within the appropriate timeframes to qualify at least $360,000 (90% of $400,000), the lender may include the entire $400,000 balance as eligible debt.

Definition of Eligible Existing Indebtedness:  Existing indebtedness in a refinancing transaction is defined as:

1. Outstanding mortgage(s) incurred in connection with the construction or purchase of the project, or with capital improvements made to the property as confirmed by the current mortgagee. 

2. Other recorded indebtedness such as mechanic's liens and tax liens provided they did not result from personal obligations of the mortgagor. 

3. Unrecorded debt directly connected with the project supported by documentation from the mortgagor. If the indebtedness is not recorded, the mortgagor must provide the Lender with documentation which unquestionably indicates that the obligation is directly connected to the project. Examples include: 

a. Indebtedness incurred in making needed improvements and betterments to the property. 

4. Other eligible costs associated with paying off the existing debt. Examples are: 

a.  Delinquent and accrued interest;

b.  Prepayment penalties on the mortgage;

c.  Reasonable and customary legal, organizational, title, and recording expenses;

d.  Initial financing fee not to exceed 2% of the original principal amount of the mortgage.

  

232-223F Q-A LENDER CONFERENCE JULY 1, 2008 (Mortgage Credit Tab)

Yes, the 2 year requirement will be phased in and will apply to debt that has been funded or put into place after September 1, 2008.  Note that under the 2 year requirement 100 percent of the debt incurred for project specific upgrades and improvements perfected prior to 2 years may be included if 90 percent of costs can be verified by the lender.  HUD assumes that 10 percent of the project specific costs are allocated as incidental costs, overhead and minimal developer fee. Retracted 9-15-2008. 

******

Clarification on LEAN Lender Qualifications:

If an approved MAP Lender sent approved MAP Section 232 lender underwriters to the July 2008 LEAN training in Seattle, a LEAN-trained underwriter may then review a LEAN-submitted Section 232 mortgage insurance application which was prepared by another underwriter in their firm who did not attend the training (or by an approved Section 232 underwriter in another firm who did not attend the LEAN training).  After correctly preparing two Section 232 mortgage insurance applications, which are reviewed by a LEAN trained underwriter, the Section 232 underwriter who did not attend the training will be assumed to be trained. The LEAN-trained underwriter will only be certifying that the application has been submitted in accordance with the LEAN training, and he or she will not be assuming responsibility for the actual underwriting.  That underwriting responsibility rests with the Section 232 underwriter who prepared the mortgage insurance application.

******

CORRECTION:  We are currently working on completing LEAN processing procedures documents for all 232 New Construction Programs, including ……223(a)(7) NOT 221A7 as reported in the 9/12/08 Weekly Update.

******

Remember:  Always check the Website 

http://www.fha.gov/232LenderProcessing
 before submitting any new applications.
******

Thank you for your interest in HUD’s 232 LEAN Program.    Should you have any questions regarding the Lean 232 Programs, please send them to Lean Thinking@hud.gov.

Kristine M. Martin
Information Specialist
Reg X Multifamily Hub
206.220.5180
1-877-741-3281, x5180
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[1] Negative working capital (accounts payable exceeding accounts receivable) may not be included as existing indebtness in proposed section 232 refinance transactions.





_1365589678.xls
232

		Section 232 Activity		Week ending 8/21/09		Cumulative to date in FY09

		Applications Received

		Refinancings 223(f)		5		159

		New Const Pre-App		4		43

		223 (A7)		2		10

		223 (D)2				1

		New Const-Firm		1		6

		TOTAL		12		219

		Mkt Acceptance Ltrs Issued

		New Construction				23

		TOTAL		0		23

		Commitments Issued

		Refinancings 223(f)				102

		New Construction				3

		223 (D)2				1

		223 (A7)				3

		TOTAL		0		109

		Closings

		Refinancings 223(f)		2		66

		New Construction				2

		223 (D)2				1

		223 (A7)				3

		TOTAL		2		72

		Applications currently in underwriting review:				50

		Applications in queue (not yet assigned):				70
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232

		Section 232 Activity		Week ending 8/07/09		Cumulative to date in FY09

		Applications Received

		Refinancings 223(f)		7		150

		New Const Pre-App		8		38

		223 (A7)		1		8

		223 (D)2				1

		New Const-Firm		1		5

		TOTAL		17		202

		Market Acceptance Letters

		New Construction				21

		TOTAL		0		21

		Commitments Issued

		Refinancings 223(f)				102

		New Construction				3

		223 (D)2				1

		223 (A7)				3

		TOTAL		0		109

		Closings

		Refinancings 223(f)				64

		New Construction		1		2

		223 (D)2				1

		223 (A7)				3

		TOTAL		1		70

		Applications currently in underwriting review:				47

		Applications in queue (not yet assigned):				63
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		Section 232 Activity		Week ending 9/05/09		Cumulative to date in FY09

		Applications Received

		Refinancings 223(f)		2		162

		New Const Pre-App		1		48

		223 (A7)				10

		223 (D)2				1

		New Const-Firm				6

		TOTAL		3		227

		Mkt Acceptance Ltrs Issued

		New Construction		2		25

		TOTAL		2		25

		Commitments Issued

		Refinancings 223(f)		1		103

		New Construction		1		4

		223 (D)2				1

		223 (A7)				3

		TOTAL		2		111

		Closings

		Refinancings 223(f)		3		69

		New Construction				2

		223 (D)2				1

		223 (A7)				3

		TOTAL		3		75

		Applications currently in underwriting review:				66

		Applications in queue (not yet assigned):				54
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