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Title Process Overview

Title Search

Title Report

Proforma Title Policy
for Title Insurance

A comprehensive search

through all the public

records associated with The outcome of the title
a property to determine search and examination
who actually owns it and process.

has rights to sell it.



What is a Title Report?

Also known as a “title commitment” or “search report”, a title report is
generated from a search of a property’s title history (the title search)
and is a true report on the status of the property’s title as of a certain
date.

A complete title report contains the following information:

» ldentification of the parcel of land (“estate”) or the interest covered
The owner of record for the estate or interest

Legal description of the parcel of land

Zoning and Tax information

A detailed history of the property’s ownership

vV V V VYV VY

A listing of easements, liens, encumbrances or restrictions, and other information affecting
the title to the property as of the time and date of the report.



Purpose of the Title Report

Ensures no other parties have
financial or ownership claims over the
property that is the subject of the title

report. - gt = \

Informs Lenders, Borrowers, Buyers “ﬂﬂD .

of any potential problems or issues
that may cloud title and prevent
closing.




What is a Pro Forma Title Policy?

Sample or draft of the title insurance policy

A Pro Forma policy sets forth:

« The insured lender’s name as it will appear on the loan policy
 The amount of title insurance to be issued

« The date/time of recording the insured mortgage, deed of trust, or
security deed

 The title holder or owner of the real estate

« Exceptions to the loan policy
« Subordinate matters that my appear in the loan policy

Endorsements to be issued with the policy



Components of the Title Report and
Pro Forma Title Policy

» Cover / signature pages

» Schedule A

» Schedule B — Part | (Exceptions from Coverage)
» Schedule B — Part Il (Subordinate Matters)

» Exception Documents (Title/Search Report)

» Endorsements (Pro Forma)




Schedule A

The following items appear in Schedule A:

2008 ALTA LOAN POLICY
SCHEDULEA

First American Title Insurance Comparny

ZPREQ-FORMA"™ - NOT A COMMITMENT TO INSURE

NOTICE: THIS IS A FRO-FOREMA POLICY FUENISHED TO DR 0N BEHALF OF THE PARTY TO BE
INSURED. IT SEITHER REFLECTS THE PRESENT STATUS OF TITLE, NOR IS IT INTENDED TO BE A
COAMMITMENT TO INSUEE. THE INCLUSION OF ENDOBSEMENTS AS PART OF THE PRO-FORMA
POLICY IN N0 WAY FVIDENCES THE WILLINGNESS OF THE COAMPANY TO PROVIDE ANY
AFFIRMATIVE COVERAGE SHOWN THEREDN.

Type of commitment or policy (should always be ALTA) Earir ey et gt

THESE REQUIREMENTS SHOULD BE OETAINED FREOM THE COMPANY.

Date of the titte commitment or pro forma policy

Policy amount, premium amount, policy number, and scrEpuLz A
endorsement fees (applies to pro forma policy) " i

POLICY PREMIUM:

Name of the proposed insured (the lender and HUD —  [—,
applies to pro forma) soicro-

AMOUNT OF INSUBANCE:

Name of the vested title holder (should always be the [ e |
HUD Borrower On the pro forma) 1 DISURED: WAI.IER&DL'.‘-'.I'..D.FLLE.nnITEZ‘!ECEIIAR‘IO!’EDL‘SL‘-‘GAFDL‘RB&.‘E]

DEVELOPMENT, iheir smoceszers and'or assipas az their interests may appear

il INIE

Quality of estate (fee simple, leasehold estate, etc.) " & resams

Legal Description T e—

THE INSURED MORTGAGE AND ASSIGNMENTS THEREQF, IF ANY, ARE DESCRIBED AS FOLLOWS:




Schedule B-1: Exceptions from Coverage

Lists all the conditions for which the policy will not insure against
loss or damage.

» General Exceptions (generally applicable to all properties)
» Special Exceptions (specific to the subject property)

= Easements = Encumbrances
= Covenants = Court Actions/Pending Litigation
= Conditions = Taxes or Delinquent Tax Payments

= Restrictions = Delinquent Utility Payments




Schedule B-2: Subordinate Matters

Lists all matters that are subordinate to the insured
mortgage. Examples include:

» UCC Filings
» Leases / Memorandum of Leases

» Regulatory Agreements

» Assignment of Leases and Rents




Glossary of terms commonly found in title reports:

Covenant: A legally enforceable promise or restriction

Easement: A right to the limited use or enjoyment of land held/owned by another party; a right
to cross or otherwise use someone else’s land for a specified purpose.

Endorsement: A rider to a title policy that is used to expand the coverage under the title policy
beyond what is typical.

Encumbrance: Anything that affects or limits the fee simple title to property, such as mortgages,
leases, easements, or restrictions.

Exception: Any lien, mortgage, security, interest, encumbrance, pledge, assignment, claim,
charge, lease, restriction/restrictive covenant, easement, right-of-way, encroachment, overlap,
or other exception to title that affects the property.

Lien: A legal hold or claim of a creditor on the property of another as security for a debt;
to keep possession of property belonging to another party until a debt owed by th
discharged/satisfied.



ALTA Land Survey

An ALTA land survey is a specialized boundary survey of a property that adheres
to strict standards developed by the American Land Title Association (ALTA) and
the National Society of Professional Surveyors (NSPS).

An ALTA land survey is used to:

= Properly and professionally delineate the boundaries of a property

Show all existing improvements, utilities, and significant observations related to the subject site

Delineate or make note of all easements and exceptions cited within the title commitment

Show zoning and flood zone restrictions, and in certain cases, contour lines and elevations

Obtain title insurance for a property
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Title and Survey Review

Lender’s legal counsel generally conducts the comprehensive title and
survey review.

The lender’s role is to make sure information reported in the title and
on the survey is consistent with other sources of information used in

the underwriting analysis.

Conducting a comprehensive title review is impossible without a
current survey of the property.




HUD’s Survey Requirements:

The survey must be made in compliance with the 2021 ALTA/NSPS

standards. (nttps://www.nsps.us.com/page/2021ALTA)

Pursuant to form HUD-91111-ORCF Survey Instructions and
Borrower’s Certification (Available on the ORCF website), HUD-
compliant surveys must include Table A items 1, 2, 3, 4, 6a, 6b, 7a, 8,
9, 10,114, 12, 13, 16, 17, and 18.

Additional Table A items will apply if:

» The project has wetlands on site
» Any portion of the project lies in a 100- or 500-year floodplain
» Refer to HUD-91111-ORCF
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Survey Review - What to Look For (cont.)

TITLE DESCRIPTION

Confirm the survey includes the legal
description and that it matches
EXACTLY to legal description
provided in Schedule A of the title
commitment / pro forma title policy.

PARCEL I:

LOT ONE (1) OF CERTIFIED SUR vET ‘1:~~ \lu 8177 F

MILWAUKEE COUNTY, WISCON JET.C “3 .

MAP BEING A PART OF THE NO I\THE. T 1/4 J-_ THE \(_I*‘TH .‘T
RANGE 22 EAST, IN THE CITY COF CAK CREEK, MILWAUKEE ¢ “'J‘JTr

F._) Y
R f . lJTH 1. TH STREET, OAK CREEK
T_}f I'-«FFEI_ NO. 9011—-000

PARCEL Il

0 (2) OF CERTIFIED SURVEY MAP NO. 8177 R ) INTHE OFFICE OF THE RECISTER OF DEEDS FOR
MILWAUKEE COUNTY, WISCONSIN ON AUGUST 20¢ ) ,l.IuENT Q97 FTa3; ¢ 3 CERTIFIED RVEY
MAP BEING A PART OF THE NORTHEAST 1/4 OF THE NORTHEAST 1/4 0 ON 19, TOWNSHIP 5 NORTH,

RANGE 22 EAST, IN THE CITY OF CAK CREEK, MILWAUKEE COUNTY, W

S ONLY
20 I. SOUTH 13TH STREET, QAK CREEK
T:-\f PA I CEL b (_. 857 12—000C

FARCEL 1
rl'TLfT OME (1) OF CERTIFI :“EI" I\J THE | FFII E OF THE REGISTER OF DEEDS
L | ’ y

S ; 3 . PART OF THE N""'-'THE' T1/4 OF THE \I“F‘THE“"T l__ ’1 ! TI.CN 19, TOW
NORTH, RANGE 22 EAST, IN THE CITY OF OAK CREEK, MILWAUKEE COUNTY, WISCONSIN.

FOR INFORMATIO F ONLY:
PROFERTY ADD 5 H 13TH STREET, CAK CREEK, Wl 53154
TAX PARCEL NO 00




Survey Review - What to Look For (cont.)

Take note of the surveyor’s observed
potential encroachments, particularly if
they are boundary encroachments (cross
over the property boundary lines).

5Ciii | OBSERVED POTENTIAL ENCROACHMENTS

@ PORTIONS OF THE SOUTHERLY BUILDING CROSS OVER AND ONTO DRAINAGE AND
UTIUTY EASEMENTS

Substantial features observed are those
observed by the surveyor in the process of
conducting the fieldwork and are in
addition to the building improvements

8

SUBSTANTIAL FEATURES OBSERVED

SUBSTANTIAL ABOVE GROUND FEATURES THAT WERE OBSERVED ON THE SUBJECT PARCEL,
SUCH AS PARKING AREAS, DRIVES, WALKS, PLANTERS/LANDSCAPE AREAS AND OTHER,
HAVE BEEN LOCATED AS SHOWM HEREOMW. MOTE: THERE WERE NO OESERVED SUBSTANTIAL
AREAS OF REFUSE ON THE SUBJECT PARCEL PER THE DATE OF THIS SURVEY.




Survey Review - What to Look For (cont.)

Includes the
north arrow
and graphic

scale

Includes the property’s
flood information

3 _|FLOOD INFORMATION

BY GRAPHIC PLOTTING ONLY, THIS PROPERTY LIES WITHIN ZONE "X AND AE", AS
SHOW THE FLOOD INSURANCE RATE MAP, COMMUNITY PANEL NQ
55079C0168F, MILWUAKEE COUNTY, STATE OF WISCONSIN, WHICH BEARS AN
EFFECTIVE DATE OF 06/30,/2022, AND IS NOT IN A SPECIAL FLOOD HAZARD
AREA. NO FIELD SURVEYING WAS PERFORMED TO DETERMINE THIS ZONE. ZONE "X”
DENOTES AREAS DETERMINED TO BE OUTSIDE THE 0.2% ANNUAL CHANCE
FLOODPLAIN. ZONE "AE" DENOTES AREAS DETERMINED TO BE INSIDE A
REGULATORY FLOODWAY.

Includes Schedule B-2 Items
(compare with title report)

"SCHEDULE B - SECTION 2" ITEMS

‘ Provides

information

ZONING INFORMATION SHOWN
EREON WAS PROVIDED BY.

PROJECT # 2216873 ~ 42493
REPORT DATE: SEPT 7, 2022
PHONE: 877—439-2582

PARKING REQUIREMENTS: T80 REQUIRED
REPORT FOR PARKING FORMULA

NOTES:

Includes the standard surveyor’s
certification and includes the name of the
HUD Borrower entity, the HUD Lender,
and the U.S. Department of Housing and
Urban Development (HUD)

7 |SURVEYOR'S CERTIFICATE

TQ: To the U.S. Department of Housing and Urbon Developrment (HUD), REALCO CAQC
LLC, a Delaware limited liability company (Borrower), Walker & Dunlop, LLC, a
Delaware limited liability company, (Lender), First American Title Insurance Company,
(Title Insurance Company), CA MIL TENANT LLC, a Delaware limited liability company
(Master Tenant), OPCO CAOC LLC, a Delaware limited liability company (Operator),
and to their successors and assigns, as their interests may appear:

THIS IS TC CERTIFY THAT THIS MAP OR PLAT AND THE SURVEY ON WHICH IT IS BASED
WERE MADE IN ACCORDANCE WITH THE 2021 MINIMUM STANDARD DETAIL REQUIREMENTS

FOR ALTA/NSPS LAND TITLE SURVEYS, JOINTLY ESTABLISHED AND ADCPTED BY ALTA
AND NSPS, AND INCLUDES ITEMS 1, 2, 3, 4, 6(a), 6(b), 7(a), 7(b)(1), 7(e). 8, 9, 10,

O 2 oy b s s gk s

Ked Tor of delheq
) rded on Augst e

' 1

Teferenced i the legal dessripsion cenained herai ferenice i

hereby made o said plat for particalars. (Atfscts Parcels | and Il) (PLOTTED &
EE

ailway ond Light Company ard
il assiar

recor
ard LOTTABLE INFORMATI

—1% INTENTIONALLY DELETE

zorm Wazer Managemens Proce Antenance Agresment upen the sem
pditons and provislons contained therel
red: October
Ll ko ‘\ Elderly, LLC and =t ity of Ook Creel
wriber

weel Lard LOTTASLE INFORM:

@— ity Easement to Wisconsin Electr 1 Corrpany. o Wissonsk
Il Iz, d/k/a ATET

rperation deing business as We Erergies; ¥ v
Wiscansin, o Wiscor tion and Time Warner Encertamment Company, L
ted Caraa pded Ssled Janaa - Mrent

Atr weels | oand I LOTTED A H HEVE!

tility Essernent to Wiscensin Elozsri 1 W
TpOrTion oI busi i Energles, deted August recorded
prember i armen Affects Parcels Il and N

{PLOTTED &ND SH HEREDA

11(a), 12, 13, 16, 17, AND 18 OF TABLE A THEREOF. THE FIELD WORK WAS COMPLETED
ON 08/31/2022,

DATE OF PLAT OR MAPF: 09/08/2022.

MICHAEL A, STANG DATE
PROFESSIOMAL LAND SURVEYOR NO: LS S-3058-8

STATE OF: WISCONSIN

188,137+ SQUARE FEET 4.55+ ACRES

PROJECT NO: 22786B

4 |LAND AREA |

Includes the total land area in both square feet 2182137405
and acres

SURVEY PREPARED BY:
NORTHWESTERN SURVEYING AND ENGINEERING
KALEB KADELBACH, P.LS

kaleb kadelbach@nwsmn.com
THIS DOCUMENT SHOULD BE CONSIDERED INVALID WITHOUT
A LICENSED SURVEYOR'S SIGNATURE AND SEAL.




Using the Survey in Third-Party Reviews

So that the Appraisal, PCNA, Phase | ESA, and Zoning reports are all
consistent, provide vendors with a copy of the draft ALTA survey as
soon as it is available.

When reviewing these reports, you'll want make sure the following data
matches among each of the reports:

= Site area = Shows all structures / building
improvements on site (storage sheds, etc.)

= Parcel ID / Correct parcels

= Gross building area / building footprint (if Zoning designation / information

more than one story) = Number of marked parking spaces




Operating Leases, Master
Leases, and Management
Agreements




Operating Lease Agreement

For projects in which the HUD Borrower is not the licensed Operator of a
healthcare project, the licensed Operator must have a contractual obligation with
the Borrower. This is usually in the form of an Operating Lease Agreement.

Operating lease requirements:

+ Lease payments must be sufficient to 1) enable the Borrower to meet debt service and impound
requirements; and 2) enable the Operator to properly maintain the project and cover operating expenses.
The minimum annual lease payment must be at least 1.05 times the sum of the annual P&l, MIP, annual
RFR deposit, annual property insurance premium, and annual real estate taxes.

* Minimum lease term is 5 years

» The lease must provide a description of the responsibilities of the Borrower and the Operator including,
but not limited to, payment of real estate taxes; building/property maintenance; capital improvements;
replacement of equipment; property insurance; and fidelity bond coverage.

All ORCF leases must incorporate the HUD-required lease addendum.



Operating Lease Payment Calculation

Annual Principal and Interest $
Annual Mortgage Insurance Premium $
Annual Reserve for Replacement $
Annual Property Insurance Premium $
$
$

Annual Real Estate Taxes
Total Debt Service and Impounds

Minimum Annual Lease Payment (f. x 1.05)




Master Lease Basics

HUD requires a master lease for 3 or more properties, or 2 or more properties
having a combined loan amount exceeding $15MM, that are under common
operator or borrower control (same ownership).

A master lease “ties together” the operating leases from each facility involved:

* Requires each operator covered under the master lease to share its available funds from its project with other projects
in the master lease portfolio if those projects don’t have enough cash to make their required lease payments.

+ Used to lessen the financial risk posed by a portfolio — a “safety in numbers” approach to risk mitigation

* Provides assurance that all portfolio project resources are available to financially support any troubled projects in the
portfolio — allows better-performing projects to support weaker-supporting projects.

Each project under a master lease must stand alone and be individually
underwritten in accordance with HUD requirements.

A master lease is a single, indivisible lease between the owners of m
facilities, jointly acting as the landlord, and a master tenant.



Basic Master Lease Structure

HUD Lender / Mortgagee

Loan #1 Loan #2 Loan #3

e
HUD Borrower #2 | % HUD Borrower #3/ N
Landlord Landlord Landlord
\w/

Master Lease

Master Tenant

Operating Operating Operating
Sublease #1 Sublease #2 Sublease #3

HUD Operator / HUD Operator / HUD Operator /
Subtenant #1 Subtenant #2 Subtenant #31




Master Lease Basics (Cont.)

All projects in the master lease must be subject to a HUD-insured loan.

The master tenant is NOT the actual operator of the facilities and does not hold
the license(s) to operate the facilities. The master tenant enters into operating
subleases with the actual single-purpose operators (license holders) of each
facility.

In the diagram above, if HUD Operator/Subtenant #1 is underperforming and is
unable to make its rent payment, HUD Operators/Subtenants #2 and #3 would
make up the difference to the extent that projects #2 and #3 have sufficient cash
flow to do so.




Management Agreement

A Management Agent is an entity that 3 s
directs the day-to-day functions of a ( :/7 . |-
healthcare project as a contracted agent

, i
for either the HUD Borrower or the HUD ™ 1= t] T
Operator. | PROPE R

A Management Agreement describes the ' MANAG E
specific duties/responsibilities and " / !

restrictions of the Management Agent, as =

negotiated between the Borrower or WA | g
Operator and the Management Agent. : |




Management Agreement Requirements

A Management Agreement must comply with HUD requirements and include the
following:

- Scope of Service — must describe all services the Management Agent will be responsible for performing
and for which it will be paid management fees.

* Project Authority Limitations — shall define the expenditure limits granted to the Management Agent by
the Borrower or Operator.

* Required HUD Provisions:

» Sets forth conditions and requirements for termination (i.e. Shall terminate without penalty upon failure to comply
with the provisions of the Management Certification to HUD, or for other good cause.)

» Management Agent may not be assigned without the prior written approval of HUD.

» Management Agent cannot be indemnified from liability for gross negligence and/or willful misconduct.

» ORCF’s rights and requirements will prevail in the event of conflicts between the Management Agent and
requirements.

» Any material amendment to the management agreement must be acceptable to HUD, in accor:
obligations.



Management Agreement Requirements (Cont.)

* Length/Term of the Agreement — may provide for a
fixed term or an open-ended term (e.g. automatically
renewable)

- Management Fee — Management Agents may be
compensated either based on a percentage of project
receipts or as a negotiated flat rate on a designated,
recurring basis (such as monthly). However, such fees,
incentives, bonuses and other considerations must be
clearly designated in the management agreement, must
be computed and paid in accordance with HUD Program
Obligations, and must be approved by ORCF. The
agreement must describe in sufficient detail all specifics
of the Management Agent compensation, including how
the management fee will be calculated and whether any

incentive or other fees will be paid from surplus cash.




Accounts Receivable
Financing




What is Accounts Receivable Financing?

Accounts Receivable (AR) financing is a type of short-term funding that allows a
healthcare operation to receive an immediate cash advance by leveraging its
outstanding (yet to be paid) receivables.

When and why is AR financing needed?

= |t is used to help healthcare operators cover their daily operating expenses (such as payroll,
medical supplies, food, etc.) when reimbursement payments from various payor sources are
delayed.

= Payor Sources:
» Governmental Receivables (Medicare, Medicaid and Veterans’ Administration)

» Non-Governmental Receivables (Private pay and Commercial Insurance/HMO)



How AR Financing Works:

An Operator (the AR Borrower) borrows against their outstanding receivables.

The AR Lender determines the amount that can be borrowed each month (the Borrowing Base).

AR Lender

OpCo utilizes its (Commercial Lending HUD/ORCF is NOT a party to the AR Loan.
. : : However, because the project is being financed
IOEENELAES 215 CEll EUEE] |nSt|tUt|0n) with FHA Insurance, HUD has an interest in

for the AR loan.
orthe oan protecting the project’s financial viability. AR

AR Lender provides loans require ORCF’s approval.
working capital so OpCo
can cover daily expenses.

ane The AR Lender must
Healthcare Facility sign an Intercreditor

Operator I sl R HUD/ORCF
(OpCo)

ICA sets the rules
with which the AR
lender must comply.

The HUD Borrower entity (PropCo)
and the OpCo execute the HUD H UD Lender

Regulatory Agreements. .
(i.e. Walker & Dunlop)

requests for OR
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AR Loan Analysis for Underwriting:
* AR Aging Schedule

« Borrowing Base Analysis

» Historical AR Loan Costs

Proposed (Underwritten) AR Loan C




The AR Aging Schedule

Payer Type Total Future Cash Current 30 i 4 5 210
+04/23 123 213 0123 2022 2 0/2: +08/22

TOTAL 025, ,666. 298, 32,946. $18,008.26

What is it? A financial

The AR Aging Schedule groups outstanding receivables in “age

report that categorizes buckets” based on how far past their due date they are:
an Operator’s > Current (0-30 days)

outstanding > Slightly overdue (31-60 days)

receivables (unpaid > Moderately late (61-90 days)

invoices) by the length > Significantly overdue (91-120 days)

of time they have been > Severely overdue (over 121 days - highes

uncollectible)

outstanding.



Borrowing Base Certificate

A document that an operator submits Paysctiass
to the AR Lender to calculate and A Section A: AR Availabilit
certify its borrowing capacity for the Beginning A/R Month Ending

Medicare Commercial Medicaid Private Total

AR loan/AR revolving line of credit. 030 Days 5 s 2000000 5 s 5 145750000
31-60 Days 5 45000 5 12500000 S 30000 S 750000 5 13325000

61-90 Days s 60000 5 3500000 § SO 00000 S 42.600.00

; . ; 91-120 Days 5 - S 1400000 § 30000 5 48000 5 14.780.00

e Details the e||g|b|e accounts receivable that Over 120 Days § 7500000 S 750000 § 2500000 20000 §  107.700.00
Total Beginning AR 5 § 33000000 § 5 $  1,653,000.00

can be used as collateral to secure the loan

Ineligibles (as set by Lender)

> Eligible AR: Eligible accounts 1 s D Ry, SRR S o
(Medicare, Medicaid, VA, Insurance () Private S 2300000 $ 2300000
4 Total Ineligibles 5 75,000.00 5 7.500.00 5 2500000 5 2300000 5 130,500.00

receivables) aged not more than 120
days

Ending Eligible AR 1,522,500.00

_ _ Advance Rate (as set by Lender) 35.00%
Ineligible AR: Eligible accounts aged 7 AR Availability 1264.125.00

over 120 days and all private pay Gross Availability (lesser of A/R Availability
recelva bIeS and Revolving Loan Limit of $3,000,000)

1,204.125.00

. B Section B: Revolving Loan
» Serves as a reporting tool for the AR Lender, B ?iimﬁnglomﬁaém S 300.000.00
. . . 2 +) Rent Payment Request
allowing them to monitor the value of their 3 (+)Rmmnng1§qmest $ 60175543
’ 4  Ending Loan Balance 5 001.755.43
COIIateraI and ensure the AR Borrower S Ioan 5 Net Availability (Gross Availability less Ending Loan Balance) 5 39236057

balance does not exceed the agreed-upon
limit.



AR Note & AR Loan Agreement

The AR Note is the promissory note (AR Borrower’s promise to repay) for the AR
Loan/Revolving Line of Credit. The AR Note includes the following information:

= |dentification of the parties (Borrower and the Lender) = Maturity Date
= Loan/Revolver Amount = Default Provisions
= |nterest Rate = Signatures

= Repayment Terms

The AR Loan Agreement (or “Security Agreement”) is the contract between the
AR Lender and the AR Borrower (OpCo) that further defines the terms and
conditions of the AR Note, and generally includes/addresses the following:

= Calculation of Interest (applicable margin, etc.) = Advance rate
= Collateral = Payment priorities
= Borrowing Base (eligible receivables) = Use of proceeds

Security interest = Additional fee




Intercreditor Agreement (ICA)

An AR loan is another project obligation in addition to the FHA-Insured mortgage loan, and the
accounts receivable of a healthcare project is part of the collateral for both the HUD loan and the AR
loan. As such, an Intercreditor Agreement (ICA) is needed to define which lender has priority over
the other.

The ICA gives the FHA Lender priority (first lien position) over the AR Lender for the project (the real
estate), while it gives the AR Lender priority (first lien position) over the HUD Lender for the receivables
(AR Lender Priority Collateral)

The ICA provides other protections for the FHA Lender and the stability of the project:

» Priority of claims

Collateral and security interests

Payment blockages

JTECTION

Standstill provisions

Remedies for default

YV V V V VY

Consent for waivers and amendments



AR Cash Flow Chart

lllustrates how funds are collected and disbursed from accounts to protect the HUD-
Insured collateral.

Key components:

» Cash flow sources: Governmental payors and non-governmental payors

Segregated bank accounts:
» Governmental receivables account — dedicated account for funds from governmental payors (controlled by a DAISA)

» Operator’s account — funds from all other (non-governmental) payor sources (controlled by a DACA)

* Funds Sweep: Funds from the governmental receivables account are swept into the Operator’s
account daily to ensure all AR cash is consolidated and controlled.

« Payments and Distributions: Operator’s use of funds is prioritized and detailed on the chart
(permitted uses and payment priorities)

Collateral Control: Shows the AR Lender’s control over the accounts



AR Cash Flow Chart - Basic Example
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Borrowing Base Analysis

Summarizes the AR Aging Schedule to assist the
underwriter in determining HUD’s maximum AR
loan amount, which is the lesser of:

 The total AR loan commitment; or

» 85% of eligible receivables (Medicare,
Medicaid, VA, and Commercial AR less than
120 days old)

When there are multiple facilities covered on an
AR line:

 They must ALL be HUD-insured or proposed
for HUD financing.

* We must review the combined AR aging
schedules for all covered facilities

Medicare
Medicaid
Other Govt

MAXIMUM AR LOAN CALCULATION

0-90 Days 91-120 Days 121-150 Days 151+ Days

$319,987 $16,207 $8,118 $17,074
$1,961,504 $59,961 $40,920 $308,647
$117,589 -$1,209 -$947 -$1,591

Private* -$26,203 $4,733 -$11,425 $76,932

* Private is not considered when determining HUD's maximum AR loan amount.

6.42%

$2,595,746

$1,500,000

of Medicare, Medicaid and Commercial AR less than 121 days old is over
90 days old.

HUD Maximum AR Loan Amt = 85% of Medicare, Medicaid and Commercial
AR less than or equal to 120 days old.

AR Lender Maximum Loan Amount is the Lesser of $1,500,000 or 85%
of eligible receivables, as defined by HUD.




Historical and Proposed AR Loan Costs

» For existing AR loans/revolving lines, review the historical AR loan costs (interest and fees). These are
typically shown as a separate line item in the OpCo financials, but if they are not broken out, you may have
to request.

» If the project is adding a new AR line for the first time, there would be no historical AR loan costs.

To calculate proposed AR Loan costs:

1. Calculate the annual interest for the AR loan. To do this, you will need:

ACCOUNTS RECEIVABLE FINANCING INTEREST
CALCULATION

Per AR Loan
Agreement

> Total AR Loan Amount (the maximum AR loan) - Let’s assume this is $3,000,000.

> Interest rate noted in the AR Note/Loan Agreement — Our hypothetical AR loan
agreement states this is based on the current Wall Street Journal (WSJ) Prime Rate. Maximum AR Loan Amount: $3,000,000

(Search the internet to find the current rate.) Current Prime rate as of today is 7.50%
Current WSJ Prime Rate™: 7.50%
» Applicable margin noted in the AR Note/Loan Agreement — Per the loan agreement, the ISl L C L0k 1.50%
applicable margin is 1.50%. The applicable margin gets added to the WSJ Prime rate Current Rate: 9.00%

to calculate the total interest.
Lender's Assumed Rate Floor: 10.00%

> As rates tend to fluctuate, to be conservative, round the rate up by 1.00% (Lender’s

assumed floor rate) — We rounded up the actual rate from 9.00% to 10.00%. Monthly Interest Expense: $25,000.00
Annual Interest Expense: $300,000.00

» Calculate the annual interest (Annual interest = Max. AR Loan Amount x Lender’s

Assumed Rate Floor) - $3,000,000 x 10.00% = $300,000




Proposed AR Loan Costs (Cont.)

To calculate proposed AR Loan costs (Cont.):

2. Determine if there are any other regularly assessed fees associated with the AR line (i.e.
monthly service fee, unused line fee, etc.)

> Generally, this is N/A, there are no additional fees outside of interest, but review the
AR loan agreement to be sure.

» An “Unused Line Fee” is generally a nominal fee that is charged by the AR lender
for the portion of the AR loan/AR line of credit that the Borrower does not utilize. In
our hypothetical example, the max. AR loan is $3,000,000, but the Borrower’s
current AR loan balance is only $2,000,000. The AR loan agreement states the
unused line fee is 0.5% of the unused portion of the AR loan (or $1,000,000). As
such, the annual unused line fee would be $50,000 ($1,000,000 x 0.5% = $50,000).
Divide this by 12 months to get the monthly unused line fee, or $4,167/month. For
purposes of our underwriting analysis, the most conservative (and easiest) approach
to calculating an unused line fee is to assume the full balance of the AR loan is
outstanding. In this scenario, there would be no unused line fee because the unused
portion of the AR loan would be $0.




Proposed AR Loan Costs (Cont.)

To calculate proposed AR Loan costs (Cont.):

3. Take the Underwritten NOI for the proposed HUD loan,
and deduct the amounts for:

> The annual P&l + MIP

Proposed AR Loan Costs:

AR Line at 10.00% Interest: 23

Underwritten
Operating Revenue: 10,065,233

» The total annual AR loan costs (Interest + Fees) Operating Expenses™: 7,623,760

Net Operating Income: 2,441,472

4. Calculate the resulting debt service coverage ratio Annual P&d + MIP: 1,275,984
(DSCR) to demonstrate the AR loan will not financially AL Costis (abegest -+ Ferak 2
burden the project Total DS and AR Expense: 1,575,984

> The annual P&l + MIP DSCR Including AR Expenses: 1.55
* Actual Operating Expenses including undernwritten RFR

» The total annual AR loan costs (Interest + Fees)






