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Insurance Requirements for All New Applications Received on or After November 1, 2014
As set forth in the Email Blast of October 30, 2014, June 26, 2014 and September 5, 2014, new applications received on or after November 1, 2014 will be required to comply with the new insurance requirements set forth in the handbook, Section II, Production, Chapter 14; new applications submitted prior to that date have the option to comply with these requirements.  The new requirements apply to new applications (whether a first or second mortgage). 

A new column indicating which projects are subject to the new insurance requirements has been added to the “Account Executive Facility Assignments - Contact Listing” (here).  This listing is updated monthly.

Keywords:
Property Insurance
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Calculation of Estimated Replacement Cost and Sample Lender Narrative Language For Property Insurance
As stated in Handbook 4232.1, Section II, Chapter 14.5, the amount of coverage required for property insurance coverage is 90% of Estimated Replacement Cost (as defined by the Insurable Value Calculation contained in the 3rd party Project Capital Needs Assessment).  Although the Property Insurance Schedule (form HUD-92329) is no longer required for new applications received on or after November 1, 2014, the Estimated Replacement Cost should still be found in the PCNA (identified as Insurable Value or Replacement Cost).  

Please note that “Replacement Cost New,” a value sometimes found on the appraisal, should not be used for the purpose of the Estimated Replacement Cost calculation because “Replacement Cost New” may include uninsurable items.  If the Estimated Replacement Cost is not provided in the PCNA, a report using valuation software such as Marshall and Swift or similar industry recognized software may be submitted to provide the Estimated Replacement Cost.  

The following sample language may be used in the Lender Narrative until the Lender Narrative is revised:

Property Insurance

<<Provide narrative discussion of review.  For example:  “Hazard and Liability insurance will be provided by XX.  The current insurance policy reflects property insurance with the limit of $XX and $XX deductible.  The minimum HUD requirement for property insurance as defined at HB 4232.1, 14.5.A. is $XX, with a maximum deductible of $XX.  The underwriter has confirmed the insurance coverage complies with HUD requirements, and will re-verify this information prior to closing. ” If not sufficient, recommend commitment condition.>>  

Keywords:
Insurance, Estimated Replacement Cost
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Upcoming Implementation of Submittal of Quarterly Operator Financial Statements Through the Section 232 Healthcare Portal

The Accountability Rule (click here) that was published on September 7, 2012 established the requirement for quarterly operator financials on Section 232 properties.  This rule stated that operators would be required to comply with the operator financial statement provisions of the rule for project fiscal years commencing on or after the date that was 60 calendar days after the date on which HUD announced through Federal Register notice that it had issued guidance on the manner in which these reports will be transmitted to HUD.  On October 3, 2014, HUD issued another Federal Register Notice (click here).  This Federal Register Notice addressed the commencement of the requirement for quarterly operator financials and announced that HUD had issued guidance on the manner in which these reports will be transmitted to HUD (via ORCF’s website here).  In accordance with this Federal Register Notice, the requirement for quarterly financial reporting begins for project fiscal years commencing on or after December 2, 2014.  

For the great majority of Section 232 projects (that are on a calendar year fiscal year), this reporting requirement begins with the first quarter of calendar year 2015.  For these projects, the first quarter financials will be due at the end of May, 2015 (60 days from the 1st quarter end).   

HUD is implementing this Final Rule in the following manner:

· Servicing lenders will establish a system for receiving quarterly operator financials on the projects they service.  PDF’s of such financial statements will be uploaded to the HUD Healthcare Portal by servicing lenders or the operators (at the lender’s option).    

· If the operator uploads the financial statements to the HUD Healthcare Portal, the servicing lender will receive a notification via email and via the portal that a financial statement has been submitted on a project that they service.  

· Servicing lenders will enter 23 key data elements (defined on ORCF’s website) on each loan they service each quarter into the HUD Healthcare Portal.

· The HUD Healthcare Portal will calculate five ratios based on this information – defined in Asset Management, Chapter four of HUD Handbook 4232.1.  After entering the key data elements, servicing lenders will immediately be able to view the ratios for the project.     

· Further information will be available on ORCF’s website soon on the procedure for addressing projects that are exhibiting problematic ratios.

Please note the following:

· This requirement will apply to all Section 232 projects.  Operators are defined as Mortgagors on projects with no operating lease and as Lessees on projects with an operating lease.

· This Notice does not alter the long standing requirement of audited annual financial statements by Mortgagors.

· There will be another beta test of the portal in early March.  If you would like to participate in this (can be done virtually) please email hhcp@hud.gov.

· HUD intends to provide several training sessions for lenders and operators in mid-March.    

· HUD is working on communicating this requirement as well as logistics of the training sessions to mortgagors and operators via email and letters.  The training sessions will also be announced via Email Blast.
Keywords:
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Project Coordinators on Mortgagor Audited Financials Submitted Through FASS
Project Coordinators are responsible for interaction with HUD regarding the HUD secure systems for various purposes.  With the upcoming financial statement filing season due March 31, 2015, owners need to be aware that it is important to have more than one person as a coordinator.  A project can have more than one and should have a minimum of two.  The importance of this is that the coordinator is the individual that receives the electronic letters that are sent out by HUD’s Financial Accounting Sub System (FASS) regarding any findings or concerns HUD may have.  There can be multiple emails input and it is recommended that not only the coordinator(s) email address be input but also an owner email address.  This will help with HUD’s notification purposes making the owner aware of any issues.

Keywords:
Project Coordinators
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Operator Financial Statements Generally Need Not Be Audited

The requirement of operator financial statement submissions was set forth in the Accountability Rule (FR–5465–F–03), and the requirement is now at 24 CFR 5801(c)(4).  That provision states that generally (with some exceptions) such statements may be operator-certified rather than audited.  However, some operator regulatory agreements that were executed before this Accountability Rule provision’s effective date contain provisions also requiring operator financial statements—but stating that those statements must be audited.  Please be advised that, even as to the projects with such regulatory agreement language, HUD does not intend to require audited operator financial statements except in a manner consistent with the Accountability Rule.  Only operator-certified, rather than audited, operator financial statements are being routinely required.

Keywords:
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Clarification on Quality Control Plans

In accordance with the Section 232 Handbook 4232.1, Section I Chapter 2.9. Lender Quality Control Plans and Reviews went into effect in 2014 for Section 232 as has been previously required under MAP.  As stated in the Handbook, the Lender may submit the Section 232 QC Plan as part of the overall QC Plan that incorporates MAP Activity.  The Asset Management Counterparty Oversight Division (which encompasses the former LQMD office) is responsible for the promulgation of guidance and review of the QC Plans as with MAP.  For Section 232, if a lender believes that their volume of commitments/closings for calendar year 2014 is low (e.g. less than 5 deals) and wishes to request a waiver for the QC Plan for 2014 only, with the understanding that they must comply beginning in 2015, ORCF will review a waiver request and determine reasonableness.  Such waiver request should be sent to Mary Walsh – National Lender Relations Liaison.

Keywords:
Quality Control Plans
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Issue Resolution Process

In an effort to get applications to loan committee more quickly, we are changing our internal process for addressing outstanding issues.  Under the new process, after the initial review, any unresolved deficiencies will be taken to an Issue Resolution Committee for resolution.  The committee will review the HUD underwriter summary of concerns as well as the lender’s responses and determine a resolution.  These meetings will occur as needed in order to process the transactions timely.  
Keywords: Issue Resolution
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Updated Firm Application Checklists and Firm Commitments

ORCF has recently made minor edits, and posted updated versions of the Firm Application Checklists and Firm Commitment documents on our Section 232 Program website.  The Firm Commitment edits involve updating the list of attachments to address our revised insurance requirements that were effective November 1, 2014.  There has also been added language to specify the property insurance coverage minimum amount (which is at least 90% of Estimated Replacement Cost Value), as well as the amount of the deductible.  The Firm Application Checklists were generally updated to: change references to submitting “checks” to now reference “payments” (specifically Pay.gov); update the FEMA form number for the Standard Flood Hazard Determination Form; remove references to the form HUD-91708-ORCF, Agreement for Payment of Real Property Taxes; and to provide additional detail regarding the Risk Management Program requirement.

Keywords:
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Update on Regulatory Agreement Releases

Effective immediately, all requests for releases of Regulatory Agreements for Nursing Homes, Board and Care and Assisted-Living Facilities subject to mortgages insured under Section 232 must be sent to OGCReleaseandSatisfaction@hud.gov for processing and/or response.  Please contact Keisha L. Brooks, Deputy Assistant General Counsel, Office of General Counsel, Multifamily Division at (202) 402-5225 for additional information.

Please note HUD will not release the regulatory agreement until the mortgage insurance is terminated.  Insurance termination occurs after the HUD-insured mortgage has been paid in full.  

The release request should be submitted only after: (A) the loan is paid in full; and (b) HUD has terminated the mortgage insurance. Each request for the release of a FHA-insured regulatory agreement must include a copy of the recorded regulatory agreement(s) (including any amendments) and, if available, the approved HUD 9807 confirming that the mortgage insurance has been terminated.  Please ensure that the recordation stamp(s), dates, and signatures are legible.  Failure to provide a legible copy of the recorded regulatory agreement will result in delays—resubmissions are treated as new requests.  Please note processing typically takes 4-6 weeks following receipt of legible copies of all necessary documents by HUD.  

Please note the above instructions do not apply to HUD-Held Mortgages/Deeds of Trust formerly insured under Section 232.  All requests for satisfactions of such HUD-held mortgages/deeds of trust, and releases of associated regulatory agreements, must be sent to the Multifamily Notes Servicing Branch in HUD Headquarters, ATTN: Peggy Russo.
Keywords:
Regulatory Agreement Releases
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Updated Lender’s PreConstruction Conference Agenda
The Lender’s PreConstruction Conference Agenda (here) has been updated to more clearly point out applicable HUD Handbook 4232.1 references.  In addition, reoccurring topics from previous Conferences have been added, resulting in a more comprehensive Agenda.  The Agenda shall be used from the date of this Email Blast going forward.

The related Lender PreConstruction Conference Duties document, unchanged and still dated May 30, 2014, is located on the Section 232 Program website (here).

Keywords:
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Updated Statements of Work:  Lender’s Architectural Reviewer and Cost Analyst’s Statement of Work, Project Capital Needs Assessment (PCNA) Statement of Work – 223(f), and Project Capital Needs Assessment (PCNA) Statement of Work – 223(a)7

The following Statements of Work have been updated to reference the most current HUD Handbooks, Guidelines, and Standards for the Section 232 program, as well as revise the section on Property Insurance:

· Lender’s Architectural Reviewer and Cost Analyst’s Statement of Work (here),

· Project Capital Needs Assessment (PCNA) Statement of Work – 223(f) (here), and

· Project Capital Needs Assessment (PCNA) Statement of Work – 223(a)7 (here)
Of note in the two PCNA Statements of Work, is the requirement that the Condition Assessment & Proposed Replacement and Cost Schedule tables be legible on 8 ½ x 11 paper.

The Statements of Work shall be used from the date of this Email Blast going forward.

Keywords:
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Tips -- Maximum Insurable Loan Calculation (MILC) - form HUD-92264A-ORCF
The following are tips for submitting the Maximum Insurable Loan Calculation (MILC) - form HUD-92264A-ORCF:

· On the Instruction tab, Instructions #11 and #12 should be read as only applicable pages should be provided.  For example, Section 232/223f forms should only include the Sources and Uses page and the Maximum Insurable Loan Calculation page.

· Projects with existing reserve for replacement accounts should include that balance as both a Source and a Use on the Sources and Uses page.  It should then be included in the Maximum Insurable Loan Calculation page on line G.b. for acquisitions or H.b. for refinance transactions.

· The form should be signed and provided in both Excel and pdf format.

· For 232/223f applications use Section G for acquisitions and Section H for refinance transactions.

· Verify that none of the criteria is lower than the requested mortgage amount, and that the Maximum Insurable Loan cell on Page 2 of the MILC is completed.

Keywords:
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CMS Changes to Five-Star Rating System

The Centers for Medicare and Medicaid Services (CMS) has announced several changes to the Five-Star Rating System to improve consumer information about individual nursing homes’ quality.  More information on CMS changes is available on the CMS webpage (here). 
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ORCF Presentation on Webinar - April 1, 2015, Focusing Primarily on Owner/Operator Compliance Issues

ORCF will make a presentation on a webinar on April 1, 2015.  The webinar will run from 2:00pm to approximately 3:00pm Eastern.  The webinar is hosted by the American Health Care Association/National Center for Assisted Living and will be open to AHCA/NCAL members and nonmembers.  There is no charge for participation.  

The HUD presentation topics will include:

· Overview of Section 232 Mortgage Insurance Program

· Operator Financial Statement Requirement—all projects, overview, reason for, etc.

· Details on Operator Financial Statement Submission

· Portal—Part One

· Operator Role

· Lender Role

· Operator working capital requirement

· Borrower Surplus Cash—Old approach (applicable to most projects)

· Borrower Surplus Cash—New approach

· Future state—Portal Two—Electronic submission of asset management requests 

Registration for this webinar is available (here). 
Keywords:
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FROM THE CLOSING CORNER

Increases to Reserve for Replacement Deposits - Firm Commitment Amendments and Reserve Account Balances - 232/223(f) & 223(a)(7)

ORCF is increasing the previously stated $10,000 threshold for increases to the initial deposits to the reserve for replacement account to avoid small mortgage reductions as a result of cost certification/closing statement (originally published in the August 19, 2010 Email Blast and restated in December 19, 2013 Email Blast.)  The new threshold will now allow $40,000 for increased initial deposit amounts.  All amounts over $40,000 will be used to reduce the mortgage amount.  Requests for increases should be submitted to the assigned ORCF Closer and to avoid delay must be made at least 5 days prior to the targeted closing date.
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Reminder for 232 New Construction Contracts

Please remember that ORCF’s policy for Retainage Reduction Riders attached to executed HUD Construction Contracts must be in accordance with Healthcare’s policy found in our new Handbook 4232.1, Section II – Production, Chapter 10.15.D.  This section, which reads, in part: 

“…the existing standard of 10% retainage will be required only until 90% completion. After 90% completion, the requirement will be 5% retainage until 100% completion and 2.5% retainage until the loan reaches Final Closing.”
Please note that this is different than current Multifamily Housing policy. Multifamily Housing Riders will not be accepted.
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Past Lean 232 Updates are available online.

Have questions about the Lean 232 Program? Please contact LeanThinking@hud.gov.

For more information on the Lean 232 Program, check out: http://www.hud.gov/healthcare.

Have your loan servicing colleagues joined our email list? The Email Blasts contain information relevant to them as well. You might suggest they Join here.

We hope that you will want to continue receiving information from HUD. We safeguard our lists and do not rent, sell, or permit the use of our lists by others, at any time, for any reason. If you wish to be taken off this mail list, please go here.

