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Accounts Receivable Financing Basics:

Purpose of AR Financing:

How it Works:

* Used to help Operators meet * An Operator (AR Borrower)
- BILL : :
daily cash flow needs when borrows against their
reimbursement payments outstanding receivables
from various payor sources

* AR Lender determines the
are delayed

Borrowing Base
» Generally, 85% of
Medicare, Medicaid, and

Commercial AR less than
120 days old

» Governmental Receivables
(Medicare and Medicaid)

> Non-Governmental

* Types of AR Lines:

Receivables (Private Pay .
and Commercial Insurance) » Full cash dominion

» Springing dominion

Image Source: Copyright ® 2009-2024 - Universal Funding Corporation
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Lender’s AR Review
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Key Documents to Review

e Borrowing Base Certificate

* AR Note and AR Loan Agreement
* Intercreditor Agreement
* Cash Flow Chart
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AR Loan Analysis

* AR Aging Schedule
e Borrowing Base Analysis
e Historical AR Loan Costs

Proposed (Underwritten) AR Loan Costs
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Borrowing Base Certificate:

Section A: AR Availability
Beginning A'F. Month Ending

0-30 Days

31-60 Days

61-20 Days

91-120 Days

Over 120 Days
Total Beginning AR

Ineligibles (as set by Lender)

{-) AR Over 120 Days
{-) Offsets/Recoupments
{-) Private

Total Ineligibles

Ending Eligible AR

Advance Rate (as set by Lender)
AR Availability

Gross Availability (lesser of AR Availability
and Revolving Loan Limit of 53, 000,000)

Section B: Revolving Loan
Beginning Loan Balance

{+) Rent Payment Request
{+) Revolving Loan Request
Enditig [ oan Balance
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Pavor Class
Medicare Commercial Medicaid Private Total

5 73000000 5 20000000 5 30000000 5 TA0000 § 143730000
5 43000 § 12500000 S 3000 § 70000 § 133.250.00
5 60000 5 3300000 5 - 5 T00000 § 4260000
5 - 5 1400000 § 3000 § 43000 § 14.780.00
5 75,00000 § 750000 § 2300000 § 20000 § 107, 700,00
5 73000000 5 38000000 5 300,000.00 5 2300000 §  1.653.000.00
5 7300000 § 750000 § 23.000.00 5 107.300.00

$ -

5 2300000 5 23.000.00

5 7500000 § 750000 § 2500000 § 2300000 § 130,500.00
5 67300000 5 372.500.00 g 47500000 5 - §  1.522.500.00
83.00%

5  1.204125.00

§ 1204 12500

5 30000000

§ 601,755.43

5 001,755 43

5 302 36057

Net Awvailability (Gross Awvailability less Ending [ oan Balance)

Assumptions:

Revolving Loan
Commitment = $3,000,000

Revolving Loan
Outstandings = $300,000

Eligible AR = eligible
accounts aged not more
than 120 days after invoice
date

Ineligible AR = eligible
accounts aged more than
120 days after invoice date
and all private pay AR

Advance Rate = 85%



Lender’s AR Review — Best Practices

AR Terms
Memo

Who
completes?
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Cash Flow Charts should:

Be clearly labeled
(identify accounts w/
DACAs/DAISAs) & easy to
follow

Include account numbers

Include glossary or legend

Be sure to provide the
redlined version of the
ICA

Redlined ICA should
include all requested Ex. B
cross-defaults

Review all cross-defaults
during underwriting
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Cash Flow Charts - Specific
Requirements:

= All accounts through which project funds flow
= Bank, account numbers, and holders

= DACA/DAISA Accounts (immediate/springing)
= AR financing advances/repayments

= | ease/FHA debt service payments

= Show all participating facilities ok o
* |Include Master Tenant B o o et s

Winners Circle”

See Handbook 4232.1 Section 16.3 (Section /l, Production)




I AR Legal Review: Cash Flow Structures

Very poor example
of a cash flow chart

Cash Flow Chart

Not properly labeled

AR Borrower/Project not identified

No sources of funds shown (Gov’t

receivables v. non-gov’t 9
receivables) Don’t.
No accounts listed Just
No legend/glossary don’t
o

Oversimplified — does not illustrate
the flow of funds
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I AR Legal Review: Cash Flow Structures

A slightly better, but still
poor example of a cash
flow chart

Account numbers not provided

Does not indicate which controlling
documents are associated with
each account

Does not indicate payment
priorities from the operating
account

Government
Receivables Operators Operat

X Operator's perator's Operating
(e.g., Medicare, Govemment || Account
Medicaid'} of Receivables Account

Operator

, (“Operator”)
Cash Flow Chart

Mortgagee debits Mortgage Debt
Service on behalf of Mortgagor
as rent

Non-government Receivables
(e.g., private pay, insurance)

of Operator

AR Line of Credit draws from
AR Lender

—

Rent, less Mortgage Debt Operating expenses
Service, to Mortgagor (non-rent) of Operator
LEGEND:

X

Accounts

Uses
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I AR Legal Review: Cash Flow Structures

, (“Operator”) AR Line of Credit draws from
Cash Flow Chart AR Lender (funded daily)

This is a sample

: Commercial
A” QOVBI’nment Govt. Recaivables Reacsivablas Account
C a S h f | O W C h a rt fo r receivables m{mo::;anmr st of Operator at Bank AR Lender Operating Account of Operator at Bank (Account No.
[:E}.g_ Medicare - ) suhje-c:l | (Account Mo. == (l':il fundS ___ ycontrolled by DACA or equivalent.
f | | h Medicaid) : (o fans st daiyy :Er;eﬁ DACA swept daily) /\

All non- First, Mortgage debt Operating
govemment service to Mortgagee on expenses (non-
receivables behalf of Mortgagor as rent rent) of Operator
(e.q., private
pay, insurance)

dominion, or a
“walled-off”, AR
line (all cash
sweeps through

“Bank”:

the AR Lender). s

“mrtgﬂme“:

Second, Rent, less
Mortgage Debt
Service, to Mortgagor

LEGEND:
unts

:

Sources

ﬁ
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I AR Legal Review: Cash Flow Structures

, (“Operator”)
Cash Flow Chart

Non-government Receivables
(e.g., private pay, insurance)

This is a sample cash

ating Account of
flow chart for a o g
. COUnt MNo.
Sove m ment ;e{c)z:?;:;s mm
eceivables Lender (Account No. cantraled by DACA
- - d < (e.g., Medicare, sresraay unds e ot ang E
springing dominion, T e
between Operato ;
Operator and AR Lender. among Operator, AR AR Line of Credit draws from
s . Lender and
or a “credit-card S
m - A | . First, Mort - \ -
, gagee debits Mortgage Operating expenses
O d e | ) R I n e Debt Service on behalf of Szl e I&_ss (non-rent) of Operator
Mortgagor as rent Mortgage Debt Service, to
LEGEND: Mortgagor

(Borrower retains hcsourts ]
control over the cash P
flow until a trigger
event occurs). g

“Mortgagor™

HEALTHCARE MORTGAGEE ADVISORY COUNCIL



AR Legal Review: Cash Flow Structure — Multiple Operators

Government fimds Cash Flow Chart

(Mdedicard Wedicare) T

flow directly into these accounts. (Deal Name) Private Pav znd Commmercial
Insurance Payments flow

directly into these accounts.

!

Gov't Receivables Accounts
Sweap Accounts

There will be a In fhe p Aocd )
DAISA name Operator -
these accm{.;r:lts [Bank Name].! See Schedule 1 Non-Government Receivables
- for a list of each account . cc eﬁﬂ:’ )
number. Accounts .
[Bank Name] ' See Schedule 2 ;hﬂf;%lg :
for a list of each account number. oc g
on these accounts

There will be 2 Sweep (zbsent
springing DACA on Triggermng
this account m favor of Event) .
FHA Lender only Schedule 3 for a list of - There will be a 1
each account mumber * h sprmging DACA on \
these zccounts 1
Master Tenant Account
at [Bank MName] Thers will ke a
In the name of [Master Tenant] ) [~ blocked DACA
Acct #] | Operating Expenses of on these accounts
Receives rent payments to Master Operators/Payroll Permitted
Tenant under Subleases* Disbursements
Funds from the Operating Accounts (including the Borrower Agent
Operating Account) may be used in the Operators” discretion to make
AR loan pavments to an account in AR Lender’s name. AR Lender
will make loan advances to the Bormower Agent Operating Account
Master Tenant makes lease payments under and, if requested by the Operators, to the Master Tenant Account (to
Master Lease to Owners the extent of rent payments due)
Durmg a Triggering Event, fimds from the Concentration Account

Ovwmers make loan payments to FHA Lender will be uzed to make AR loan payments to an account in AR, Lender's
name-

from Owmners® deposit accounts




AR Legal Review: Cash Flow Structure — Multiple Operators

Cont.

Cash Flow Chart Annotations:

IThe Government Receivable Accounts and Non-Government Receivables Accounts are in the name of each Operator. AR Lender ([Name] (“AR Lender™)), as first lien secured party, and
FHA Lender ([Name] (“"FHA Lender™)), as second lien secured party, will enter into a Deposit Account Control Agreement ("DACA™) and a Deposit Account Instructions and Service
Agreement ("DAISA™) with [Bank Name] (“"Bank™), as depository bank, and each Operator. The DAISA will provide for the funds in each Government Receivables Account to sweep on a
daily basis into each of the Operating Accounts of the Operators. The DACA will provide that the funds in each Non-Government Receivables Account sweep on a daily basiz into the
Operating Accounts of the Operators. The DACA 1z an immediate control DACA.

IThe Master Tenant Account is in the name of [Master Tenant]. The Master Tenant Account is maintained at Bank. The Master Tenant Account will be subject to a DACA in favor of FHA
Lender only. Upon request of Operators and satisfaction of all conditions precedent to borrowing, AR Lender will make advances from the AR Loan, pursvant to the Intercreditor
Agreements executed in connection with each facility, to fund lease payvments due pursuant to the Subleases. Funds in the Master Tenant Account are used to make lease payments to each
Owner pursuant to the Master Lease, and the Cnwvners will make the mortgage loan payments to FHA Lender. The Master Tenant Account DACA will be a springing control DACA.

*Advances from the AR Loan for operating expenses other than lease payments under the Subleases will be deposited into the Borrower Agent's Operating Account (which will be
maintained at Bank). The Borrower Agent Account is the Operating Account of [ ] (the “Borrower Agent™). The Borrower Agent would hold the funds in the Borrower Agent

The Operating Accounts will be subject to a springing DACA in favor of AR Lender, as first lien secured party, and FHA Lender. as second lien secured party, with Bank, as depository
bank, and each Operator.

*The Concentration Account will be in the name of the Borrower Agent. The intention is that the Concentration Account would be used only during a Triggering Event, when the
Controlling Secured Party would direct that the funds from the Non-Gov't Receivables Accounts be swept to the Concentration Account, which will be subject to a blocked DACA, rather
than the Operating Accounts, which will be subject to a springing DACA_ The Concentration Account will be subject to a DACA in favor of AR Lender, as first lien secured party, and
FHA Lender, as second lien secured party, with Bank, as depository bank, and the Borrower Agent.
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AR Legal Review: Cash Flow Structure — Multiple Operators
Cont.

Schedules to Accompany Cash Flow Chart:

SCHEDULE 1

Government Receivables Acconnts

Operator Account Number
Borrower =1 ]
EBorrower #1 ]
Borrower #3 ]
Borrower 74 ]
Biorrower #5 ]
Borrower 36 ]
EBorrower =7 ]
Borrower 28 ]
Borrower 20 ]
Borrower #10 L 1
Biomrower #11 L1
Borrower #11 L1
EBorrower #13 L1

HEALTHCARE MORTGAGEE ADVISORY COUNCIL

Biorrower #1
Bormower 2
Borrower 73
Borrawer 74
Borrower #5
Biorower #6
Bormrower 7
EBorrower 28
EBoarrawer 70
EBorrower 210
Borrower #11
Biormower #12

Borrower #13

SCHEDULE 2

Non-Government Receivables Accounts

Operator

Account Number

Bommower #1
Bormrower 1
Borrower 3
Borrawer 74
Borrawer #3
Bormower #6
Bormower 7
Borrower #3
Borrawer #0
Borrower #10
Borrawer #11
Bormower #12

Borrower #13

SCHEDULE 3

Operating Accounts




AR Legal Review: DACAs & DAISAs

DAISA:

e Governmental Receivables

e Control Agreement among
FHA Lender, Operator,
Depository Bank, and AR
Lender (if applicable)

Image Source: ©2024 OGLETHORPE INC
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DACAs are Required for all Lean 232 projects,
including AL and B&C facilities, even if the
Operator does not utilize AR financing. DAISAs
are required only for those projects with
governmental receivables.

There is no required HUD form DACA or DAISA,
but ORCF does require that each contain

specific elements (Lean handbook, Section I,
Ch. 16.6 and 16.7)

DACA:

Non-Governmental
Receivables

Control Agreement among
FHA Lender, Operator,
Depository Bank, and AR
Lender (if applicable)




AR Legal Review: Intercreditor Agreement

Image Source: abilita.com, Nov. 8, 2016 Image Source: © 2024 PDH Academy

Cross-Defaults (Section 3.6/Exhibit B) Extensions (Section 2.7g)

Cross-default language: Pre-approved extensions

Clear, concise, and identifiable * ORCEF typically allows up to 6 years with 3-year

Ensuring consistency with HUD reviewers extensions or 4 years with 2-year extensions

Approvals have included * What happens beyond that?

* Approvals have not included

HEALTHCARE MORTGAGEE ADVISORY COUNCIL




Speeding the Legal Review: e

= Well-prepared AR Terms Memo

» Cross-defaults
» Pre-approved changes
» Nonstandard AR loan obligations

» Flag and explain post-firm additions and/or

changes
= Submitted AR docs = ICA Schedule 1 gl
= “Small” details matter (e.g. guarantor’s

waiver of subrogation)
" Bracketed preliminary figures > blanks
= MS Word drafts > PDF drafts




Uncommon Scenarios

Photo credit: Skip Dickstein/Special to the Times Union, August 14, 2020
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= Umbrella AR lines
with multiple
Operators (AR
JIIVEISEIe
spanning across
multiple HUD
Lenders

= Related (I0l)
PropCo and OpCo
entities v. non-
related Operators
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Questions?

Photo source: Shutterstock.com, Photo ID: 15908260
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