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Agenda:

• AR Overview
 Purpose of AR Financing
 How It Works

• Lender’s AR Review for Underwriting
 Key Documentation for Review
 Financial & AR Loan Analysis
 Best Practices

• Legal AR Review
 Cash Flow Structures
 DACAs and DAISAs
 Intercreditor Agreement
 Uncommon Scenarios

• Q & A
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Accounts Receivable Financing Basics:

Purpose of AR Financing:
• Used to help Operators meet 

daily cash flow needs when 
reimbursement payments 
from various payor sources 
are delayed

 Governmental Receivables 
(Medicare and Medicaid)

 Non-Governmental 
Receivables (Private Pay 
and Commercial Insurance)

How it Works:
• An Operator (AR Borrower) 

borrows against their 
outstanding receivables

• AR Lender determines the 
Borrowing Base
 Generally, 85% of 

Medicare, Medicaid, and 
Commercial AR less than 
120 days old

• Types of AR Lines:

 Full cash dominion

 Springing dominion 
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Lender’s AR Review
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AR Loan Analysis

• AR Aging Schedule

• Borrowing Base Analysis

• Historical AR Loan Costs

• Proposed (Underwritten) AR Loan Costs

Key Documents to Review

• Borrowing Base Certificate

• AR Note and AR Loan Agreement

• Intercreditor Agreement

• Cash Flow Chart



Borrowing Base Certificate:
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?

Cash Flow Charts should:

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

• Include account numbers

• Include glossary or legend

• 40% or more of total AR 
is aged over 150 days 
requires explanation

• Requests for AR aging 
between 120-180 days 
must be supported by an 
analysis of historical data 
and timing of 
reimbursements

• 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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RED FLAGS
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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
 Lease/FHA debt service payments
 Show all participating facilities
 Include Master Tenant

See Handbook 4232.1 Section 16.3 (Section II, Production)
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AR Legal Review: Cash Flow Structures
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Very poor example 
of a cash flow chart

• Not properly labeled
• AR Borrower/Project not identified
• No sources of funds shown (Gov’t 

receivables v. non-gov’t 
receivables)

• No accounts listed
• No legend/glossary
• Oversimplified – does not illustrate 

the flow of funds

Don’t.  
Just 

don’t.



AR Legal Review: Cash Flow Structures
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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



AR Legal Review: Cash Flow Structures
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This is a sample 
cash flow chart for 
a full cash 
dominion, or a 
“walled-off”, AR 
line (all cash 
sweeps through 
the AR Lender).



AR Legal Review: Cash Flow Structures
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This is a sample cash 
flow chart for a 
springing dominion, 
or a “credit-card 
model”, AR line 
(Borrower retains 
control over the cash 
flow until a trigger 
event occurs).



AR Legal Review: Cash Flow Structure – Multiple Operators
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AR Legal Review: Cash Flow Structure – Multiple Operators 
Cont.
Cash Flow Chart Annotations:
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AR Legal Review: Cash Flow Structure – Multiple Operators 
Cont.

Schedules to Accompany Cash Flow Chart:



AR Legal Review: DACAs & DAISAs

DACA:
• Non-Governmental 

Receivables

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

DAISA:
• Governmental Receivables

• Control Agreement among 
FHA Lender, Operator, 
Depository Bank, and AR 
Lender (if applicable)
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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 II, 
Ch. 16.6 and 16.7)
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AR Legal Review: Intercreditor Agreement

17

Extensions (Section 2.7g)

Pre-approved extensions

• ORCF typically allows up to 6 years with 3-year 
extensions or 4 years with 2-year extensions

• What happens  beyond that?

Cross-Defaults (Section 3.6/Exhibit B)
Cross-default language:

• Clear, concise, and identifiable

• Ensuring consistency with HUD reviewers

• Approvals have included

• Approvals have not included
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Speeding the Legal Review:
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
 “Small” details matter (e.g. guarantor’s 

waiver of subrogation)
 Bracketed preliminary figures > blanks
MS Word drafts > PDF drafts
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Uncommon Scenarios:
 Umbrella AR lines 

with multiple 
Operators (AR 
Borrowers) and 
spanning across 
multiple HUD 
Lenders

 Related (IOI) 
PropCo and OpCo 
entities v. non-
related Operators
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