
UNDERWRITING IN 
UNCERTAIN TIMES

Moderator: Daniel Barone, Walker & Dunlop
Panelist: Susan Gosselin, HUD, ORCF
Panelist: Ryan Miles, Dwight Capital
Panelist: Kelly Cush, Walker & Dunlop



MODERATOR & PANELIST

DANIEL BARONE

MODERATOR

SVP – Chief Underwriter

Walker & Dunlop

SUSAN GOSSELIN

PANELIST

Deputy Director, Production

HUD / ORCF

RYAN MILES

PANELIST

Managing Director – Chief 
Underwriter

Dwight Capital

KELLY CUSH

PANELIST

Vice President – Deputy Chief 
Underwriter

Walker & Dunlop

2



SUMMARY OF SECTION 232 ACTIVITY SINCE THE ONSET OF THE PANDEMIC
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Overview of Applications, Commitments, and Closings Pre-COVID to Present:



SUMMARY OF SECTION 232 ACTIVITY SINCE THE ONSET OF THE PANDEMIC
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Commitments and Closings Since COVID-19:

• Commitments issued since April 1, 2020:

• Closings since April 1, 2020:

• Commitments issued during the first 6 months of COVID-19:

• Closings during the first 6 months of COVID-19:

798

673

186

173



HUD PORTFOLIO PERFORMANCE DURING COVID-19
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Portfolio Occupancy by Month (January 2020 - April 2022):



HUD PORTFOLIO PERFORMANCE DURING COVID-19
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Portfolio DSCR by Quarter (Q4 2019 – Q4 2021):



HUD PORTFOLIO PERFORMANCE DURING COVID-19
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Portfolio DSCR by Quarter (Q4 2019 – Q4 2021):



HUD PORTFOLIO PERFORMANCE DURING COVID-19
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Portfolio DSCR by Quarter (Q4 2019 – Q4 2021):



DISCUSSION TOPICS

• Prominent Challenges Lenders 
are Facing

• ORCF Response and Guidance 
to Address these Challenges

• Best Practices Going Forward
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PROMINENT CHALLENGES 
LENDERS ARE FACING

&

ORCF RESPONSES AND GUIDANCE 
TO ADDRESS THESE CHALLENGES



• Underwriting for the impact of COVID-19 
on health care project operations

• Workload management

• Volatility in the current interest rate 
environment
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PROMINENT CHALLENGES
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• Financial Health and Overall 
Profitability

• Staffing Concerns

• Quality of Care Issues

• Other General and State-
Specific Risks

CHALLENGE: IMPACT ON PROJECT OPERATIONS
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Financial Health and Overall Profitability

Occupancy and Census Mix:

• Covid-19 Outbreaks

• Changes in Consumer Behavior

• Admission Suspensions

• Temporary Suspension of Elective 
Surgeries

• Staffing Shortages/ Staffing Fatigue 

• 3-Day Stay Waiver Rule

CHALLENGE: IMPACT ON PROJECT OPERATIONS
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Revenue

• Revenue loss due to declining 
occupancy

• COVID Stimulus Funds/Grants/Loans

• Rate Increases (COVID Add-ons)

• 3-Day Waiver Rule
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Expenses

• Non-Recurring/extraordinary Covid-related expenses 

• Variable expenses as a function of occupancy

• Overall increase on a PRD basis resulting from:

➢ Increased cost of labor/staffing

➢New and ongoing expenses resulting from Covid-19

➢Supply chain issues
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Source: State of SNF Industry –report prepared by CLA in March 2022

https://www.ahcancal.org/News-and-Communications/Fact-Sheets/FactSheets/2022%20State%20of%20the%20SNF%20Industry%20Report.pdf
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Source: State of SNF Industry – In-Depth Analysis on Increasing Costs and Local Impact report prepared by CLA in May 2022

https://www.ahcancal.org/News-and-Communications/Fact-Sheets/FactSheets/AHCA%20-%20State%20of%20Skilled%20Nursing%20Facility%20Industry%20-%20In-Depth%20Analysis%20on%20Increasing%20Costs%20and%20Local%20Impact.pdf
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ORCF RESPONSES AND GUIDANCE

COVID-19 Lender Narrative Addendum, Borrower’s COVID-19 Certification

• Required on all transactions

• Certification completed and signed by Owner/Operator

• Narrative addendum completed by Lender

• Do not complete until instructed by reviewing Underwriter

• Typically required just prior to HUD loan committee and again just prior to rate lock
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ORCF RESPONSES AND GUIDANCE

COVID-19 Cash Flow Stress Test 

• Required on 232/223(f) transactions

• Clarification on instructions for completion provided in the 6/30/2021 Lean Blast

➢Follow instructions provided in the first tab of the Excel workbook

➢Exclude any Covid-related revenues

➢ Input actual monthly operating expenses

➢One-time, non-recurring Covid-related expenses may be removed, but ongoing, recurring expenses 
must be included
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Approvable Cash Flow Stress Test Examples:

Ex. 1 – Occupancy and DSCR has re-stabilized back to underwritten level 
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Approvable Cash Flow Stress Test Examples:

Ex. 2 – While not yet at UW level, occupancy and DSCR are trending in that direction.
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Approvable Cash Flow Stress Test Examples:

Ex. 3 – Facility is better managing expenses in the more recent months.
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ORCF RESPONSES AND GUIDANCE

COVID-19: Underwriting and Appraisal /Considerations

• Medicaid rate increases are discussed in the 8/27/2021 Lean Blast

➢ORCF will consider recent Medicaid rate increases relative to underwritten NOI when it reflects a 
standard, ongoing rate increase

➢Lenders can present any Medicaid rate adjustments in the yellow UW columns on the “Rev Sum” 
and “Hist Exp” tabs of the DC that applies the new Medicaid rate to the most recent T-12 period:
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ORCF RESPONSES AND GUIDANCE

COVID-19: Underwriting and Appraisal /Considerations

• Medicaid rate increases are discussed in the 8/27/2021 Lean Blast (Cont.)

➢Alternatively, Lenders can provide a separate analysis that shows the calculation of the additional 
revenue the new Medicaid rate will contribute to the NOI:
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ORCF RESPONSES AND GUIDANCE

COVID-19: Underwriting and Appraisal /Considerations

• Financials Tables and NOI (refer to 8/27/2021 and 2/23/2022 Lean Blasts)

➢Historical Columns:
✓Show actual historical financials including any temporary rates, expenses, or census changes.  
✓Exclude large cap ex and stimulus funds.

➢Appraisal column - Should tie directly to appraisal.

➢Underwriting column:
✓Should reflect actual owner/operator and historic operations.
✓Do not include COVID revenue or non-recurring expenses.
✓ Include ongoing increases in expenses that are anticipated to continue.
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Examples of maximizing opportunity for use of optional periods in the DC:
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Examples of how NOT to use optional periods in the DC:

Financial columns should be presented in a predictable and consistent order:
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Examples of how NOT to use optional periods in the DC:

Financial performance should support project underwriting:
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Examples of how NOT to use optional periods in the DC:

Do not present unnecessary projections:
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Examples of how NOT to use optional periods in the DC:

Do not present too many optional reporting periods:
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• Covid-19 “Burnout” and Staffing Shortages

• Vaccination Mandates

• Increased Reliance on Outsourced Staffing

• Staff Turnover

• Waiver of Nursing Aide Training and 
Certification Requirements

Staffing Concerns
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Source: Data are from Mental Health America and reflect health care workers’ answers to the following question about June through September 

2020 – “In the last three months, which of the following feelings have you been experiencing regularly? Check all that apply.” More details are 

available here: https://mhanational.org/mental-health-healthcare-workers-covid-19

Percentage of Health Care Workers Reporting Feelings from June - September 2020

https://mhanational.org/mental-health-healthcare-workers-covid-19
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Source: State of SNF Industry – In-Depth Analysis on Increasing Costs and Local Impact report prepared by CLA in May 2022

https://www.ahcancal.org/News-and-Communications/Fact-Sheets/FactSheets/AHCA%20-%20State%20of%20Skilled%20Nursing%20Facility%20Industry%20-%20In-Depth%20Analysis%20on%20Increasing%20Costs%20and%20Local%20Impact.pdf
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CMS Enhanced Focus on Infection Control

Annual Re-licensure Surveys Stalled

Staffing Shortages/High Staff Turnover

Quality of Care
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ORCF RESPONSES AND GUIDANCE

Staffing Shortages (Refer to the 8/27/2021 Lean Blast)

➢Report on project’s staffing status

➢Discuss utilization of contract/agency staffing

➢ If underwritten occupancy exceeds current occupancy, analyze if there is staffing capacity

➢Discuss how expenses will be impacted by changes in occupancy and wage growth

➢ Interview market competitors and research local news reports and publications regarding staffing 
challenges
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ORCF RESPONSES AND GUIDANCE

Vaccination Mandates (Refer to the 
11/15/2021 Lean Blast)

• CMS Interim Final Rule (IFR) - Federal vaccine 
mandate for healthcare workers 

➢Discuss facility’s compliance status or plan to 
comply with the IFR

➢Discuss potential adverse impact on staffing

➢Resident and Staff vaccination rates are now 
available on CMS’ Nursing Home Compare:
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Other General and State-Specific Risks

• Ward Beds

• Colorado Olmstead Settlement Agreement

• Always refer to the Updated State Risk 
Summary Grid Available on the ORCF website 

• Reduced Debt Seasoning Timeframes During 
the Covid-19 Years

https://www.hud.gov/sites/dfiles/Housing/documents/UpdtStRiskGrd.pdf

https://www.hud.gov/sites/dfiles/Housing/documents/UpdtStRiskGrd.pdf
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ORCF RESPONSES AND GUIDANCE

Ward Beds (Refer to the 3/24/2021 Lean Blast)

• COVID-19 has enhanced the risk of ward beds 
regarding functional obsolescence

• Lenders should consider the project NOI’s 
sensitivity to the loss of ward beds 

• Assess state-specific risks pertaining to ward beds

• Marketability of ward beds is fading
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ORCF RESPONSES AND GUIDANCE

Updated State Risk Summary Grid and Colorado Olmstead Settlement Agreement 
(Refer to the 5/9/2022 Lean Blast)

• Check the ORCF website for updates to the State Risk Grid Summary often and be on 
the lookout for any impending regulatory changes for the state in which your project is 
located

• Colorado Olmstead Settlement Agreement may impact SNF occupancy in the State

➢ In March 2022, the Dept. of Justice notified the State of Colorado that it is in violation of the ADA 
for allowing its long-term care system to segregate individuals with physical disabilities in 
institutional settings and nursing home facilities.

➢The State is now working to transition eligible SNF residents to community-based long-term care 
services.
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ORCF RESPONSES AND GUIDANCE

COVID-19 and Reduced Debt Seasoning Timeframes – the “Four Buckets”



• Application Volume 

• Queue 

➢Deal Monitoring (while in queue and 
on if hold)

➢Managing Internal/External 
Expectations

• Vendors Delays

• Lender Staffing

• Additional Requirements

• Cash Flow Stress Test

• COVID Narrative Appendix
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CHALLENGE: 
WORKLOAD MANAGEMENT
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ORCF RESPONSES AND GUIDANCE

Workload Management and Projects in the Queue (refer to 5/9/2022 Lean Blast)

• Applications should be ready for assignment and review at submission

• “Readiness” Criterion:

➢T-12 NOI plus underwritten RFR meets or exceeds the 1.45x DSCR

➢Project is trending toward the underwritten and appraised metrics

➢Three most recent months of the Cash Flow Stress Test are above 1.45x DSCR, and the full T-12 
average is above the 1.45x DSCR

➢Lender has clearly identified any Covid-related expense adjustments (refer to 2/23/2022 Lean Blast)

➢Lender has proposed mitigation for unstable operations impacted by Covid-19 or other risk factors
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ORCF RESPONSES AND GUIDANCE

Workload Management and Projects in the Queue (refer to 5/9/2022 Lean Blast) Cont.

• Lenders are to notify ORCF of submitted applications that are not ready for assignment

• Applications not yet ready will be placed on temporary hold

• When ready to come off temporary hold, projects are placed back in the queue as of 
their original queue entry date

• ORCF notes that recently they have seen many applications delayed due to 
environmental issues that should have been resolved prior to submission. Lenders are 
encouraged to utilize the environmental checklist tool on the ORCF website to help 
identify any issues up front and consult with LeanThinking prior to submission.



CHALLENGE: 
INTEREST RATE VOLATILITY

• Impacts on Applications

•232/223(a)(7) & IRR’s

•Deals on Hold
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ORCF RESPONSES AND GUIDANCE

232/223(a)(7) Loans - Locking Interest Rates that Above Underwritten Rates (refer to 
5/9/2022 Lean Blast) 

• Submit all rate lock amendments to ORCFCloser@hud.gov

• Payback period for a7 transaction costs may not exceed 10 years

• For applications with no change or an increase to the current interest rate, provide 
justification for how the transaction will benefit HUD

mailto:ORCFCloser@hud.gov
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ORCF RESPONSES AND GUIDANCE

232/223(a)(7) Loans - Locking Interest Rates that Above Underwritten Rates (refer to 
5/9/2022 Lean Blast) Cont.

• If the underwritten interest rate is no longer feasible, the rate lock amendment must 
address the following:

➢ Indicate that the rate lock is higher than the underwritten rate.

➢ Include a financial analysis that confirms the underwritten NOI (including underwritten RFR) 
supports a DSCR greater than 1.11x.

➢ Include an updated Executive Summary portion of the a7 Lender Narrative.

➢Provide a detailed explanation and justification of any one-time Covid-19 expenses that have been 
removed from the financial analysis.
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ORCF RESPONSES AND GUIDANCE

232/223(f) Loans - Locking Interest Rates that Above Underwritten Rates (refer to 5/9/2022 Lean 
Blast) 

• All 223(f) projects must have a minimum DSCR of 1.45x – ORCF will not deviate from this 
requirement.

• If the underwritten interest rate is no longer feasible, the rate lock amendment must address the 
following:

➢ Indicate that the rate lock is higher than the underwritten rate.

➢Submit an updated cash flow stress test using financials dated within 90 days - DSCR must be above 
1.45x

➢Submit an updated Decision Circuit using financials dated within 90 days – NOI + underwritten RFR for 
the T-12 period must be above 1.45x

➢Provide a detailed explanation and justification of any one-time Covid-19 expenses that have been 
removed from the financial analysis.



BEST PRACTICES GOING FORWARD
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BEST PRACTICES TODAY
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• Identify and thoroughly disclose 
perceived risks in the application

• Provide sufficient explanation and 
mitigation for those risks

• Underwrite applications in 
accordance with the guidance 
provided

• Adopt and utilize more 
conservative underwriting 
practices

• When in doubt, contact 
leanthinking@hud.gov

mailto:leanthinking@hud.gov


BEST PRACTICES TODAY

• Submit applications that are not 
immediately ready for review and 
assignment

• Overlook obvious risks and ignore 
the guidance provided

• Identify risks without also 
providing sufficient 
justification/mitigation

• Assume a strategy that worked on 
one specific transaction will apply 
across the board in all other cases.  
Applications are evaluated by 
ORCF on a case-by-case basis. 
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THANK YOU!
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