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THROUGH: John Anderson, Chicef., Labor Relations Branch., ARHLL

SUBJECT: Reorganization - Ottice of Insured Health Care Facilities

In accordance with Article 5, Seetion 5.04 of the HUD/AFGE Agreement, this
memorandum serves as notification to the Union regarding the proposed reorganization in the
Oftice of Housing, Oftice of Insured Healtheare Facilitics. The reorganization will reorganize the
Oftice of Insured Health Care Facilities (OIHCF) with an Office of Healthcare Programs (OHP)
under a Deputy Assistant Secretary for Healthcare Programs. This reorganization is necessary to

facilitate:

I. The assumption of tunctions tormerly performed under an ter-agency agreement with the
Department of Health and Human Services (HHS) in support of the Section 242 Hospital
Mortgage Insurance Program,

o

The July 1. 2008, transter of authority and responsibility for the Section 232 Residential
Care Facilitics Program from the Office of Multitamily Housing to OIHCF,

3. An ctfective Departmental response to the credit crisis faced by healthcare facilities that can
no longer access attordable capital to construct, modermnize. or refinance.

4. Implementation of improvement in customer service. and risk management, and

5. The mission of the Department to support communities and neighborhoods by stimulating
therr cconomices and growth of jobs.
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Overview: Reorganization of the Office of Insured Health Care Facilitics

Overview

Both the Section 242 and 232 programs were formerly managed by the Office of
Multifamily Housing. In 1992, a separate office, reporting directly to the Office ot the Assistant
Secretary tor Housing - Federal Housing Commissioner. was established to manage the Section 242
Hospital Mortgage Insurance program.’ This change was made in recognition of the ftact that
healthcare tacility financing is a highly specialized field that the multifamily staft, spread across 51
ficld offices. was ill-cquipped to master. However, responsibility for the Section 232 program
remained in the Ottice of Multifamily Housing and the field offices until 2008.

Scction 242 Hospital Program. Currently. there are 90 active loans in the insured portfolio
with total remaining principal balances of $7.4 billion. In the past five years, an average of 9 new
insurance commitments, ranging from $647 million to $1.1 billion, were issued per year. Interest in
the program has increased steadily. As of April 2009, there were 20 projects in the pipeline with
mortgage msurance requests totaling $1.6 bitlion. As of January 2010, there are 28 projects in the
pipeline, with mortgage insurance requests totaling $3.5 billion.

Until 2007, the Department of Health and Human Services (HHS) provided the majority of
the workforce necessary to administer this program under a series of inter-agency agreements.
However. in 2007 HHS announced that it no longer considered Section 242 to fit within its mission
and in August 2007 HHS terminated the relationship. Prior to termination. HHS had been providing
all ot the architectural/engineering services and much ot the underwriting and asset management
cttort for the program, for a total of 30 FTE. HUD was able to hire most of the architects and
engineers trom HHS and has continued to till architect and financial analyst vacancics as the
Department’s priorities permit, to make up for the lost resources. As of March 31, 2009, 25 of the
30 HHS employees were replaced by new HUD employecs.

Section 232 Residential Care Facilities Program. There are over 2.220 loans in the insured
portfolio with total remaining principal balance of over $13.6 billion. In the past several years. over
200 new insurance commitments have been issued per vear. Approximately sixty-five percent of
the Section 232 insured mortgages are for skilled nursing tacilitics. In response to findings of the
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Iv 1. 2008, the Commissioner signed a re-delegation ot authority and approved an
action plan to transter responsibility for the Section 232 program to OIHCF, In accordance with

that plan. two employees were reassigned trom Multitamily Housmg to OIHCF and a number of




employees trom the Multifamily Hubs and Program Centers in the field were detailed to OIHCF,
Recruitment of permanent Section 232 staff members in OIHCF (Headquarters and field) began in
September 2008, As of January 2010, OIHCF has filled a total of 57 positions from within the
Oftice ot Housing and from the private sector, other Federal agencies, and other arcas of HUD.

LEAN Process Re-engineering. OIHCF is moving to realize the potential of the Toyota
“LEAN Office™ process philosophy and techniques in Sections 232 and 242 underwriting and asset
management. The key features of LEAN are: focus on the customer, empowerment of the
cmployee, and continuous improvement. The LEAN Development process has reduced average
time from application to closing by approximately 75%. while better underwriting procedures result
in more thorough risk analysis. Customer focus is being emphasized with appointment of Account
Exccutives tor greater etticiency and better service.

Justification

The current organization dates from before HHS withdrew its support from the Section 242
hospital program last year and betore the Commissioner re-delegated responsibility for the Seetion
232 residential care facilities program to OIHCF in July 2008. The complexity and size of the
healthcare mortgage insurance programs requires a ditferent organizational structure for delivering
services to the public and controlling insurance risks. The proposed Office of Healthcare Programs
(OHP), headed by a Deputy Assistant Secretary for Healtheare Programs, would provide such a
structure.

Office of Architecture and Engineering. The reorganization would create a new 18-member
office under OHP to perform the architect/engineer functions formerly performed by HHS for
Section 242 and to also bring architectural/engineering expertisc to support Section 232 as needed.
The uniqueness of the disciplines involved and position management principles indicate that a
separate oftice should be established for these architects and engineers. The Office would be
managed by a Director and a Deputy Director.

Oftice of Hospital Facilitics. For the Section 242 program, the stafting level of 33 current] y
required for the client service and financial analysis work previously performed by both HUD and
HHS results in a need to provide appropriate supervisory spans of control. The reorganization
creates one new ottice under OHP with two divisions.
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The Program Support Division will provide technical and administrative ¢ support tor the
Oftice by maintaining expertise in the area of troubled mortgagees and disposition of
properties. providing advice and assistance to the Customer Service Division, processing
requests for insurance drawdowns during construction, managing contracts, producing final
loan documents and changes thereto. managing/maintaining the information systems for the
program, serving as the Office interface with FHA accounting offices. and prov iding general
administrative support.

Oftice of Residential Care Facilities. On July 1, 2008. the Commissioner re- delegated

authority for administering the Section 232 program to OIHCF. With a stafting requirement
estimated at 92, the ottice is comprised of three divisions.
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The Production Division will be responsible for underwriting and processing mortgage
isurance applications, trom pre-application to final endorsement.

The Assct Management and Lender Relations Division will implement and carty out a
program for monitoring the nursing, assisted living, and other facilities that have Section
232 insured loans, and also for monitoring the performance of the various lenders using the
program. In monitoring facilities, the Risk Mitigation Branch will make maximum use of
surveillance tools that are already available. such as state inspection reports and
Medicare/Medicaid Cost Reports. When a facility shows signs of weakening operationally
and/or financially. branch statt and consultants will intervene with the operator and owner to
identity the reasons for poor performance and to help to effect a financial turnaround.  The
Loan Management Branches will process a variety of transactions that require HUD
approval under the loan documents, including releases ot Reserve for Replacement funds,
transters of project assets, replacing an operator or management agent, ete. In the two Loan
Management Branches, account exceutives will focus on monitoring and improving lender
pertormance and capability. They will also be cross-trained to assist the Production
Division during times of high production workload.

The Policy and Risk Analysis Division will be responsible for all directives and program
guidance: for structuring complex transactions such as porttolio deals: for review ing unusual
cases or issues that the other Divisions refer to itz and for ensuring that program policies and
practices are designed to minimize insurance risks.
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Summary

Consolidation of HUD s mortgage insurance programs for healtheare facilities is long
overdue. It brings together the skills and resources needed for HUD to improve its deliv ery of
affordable financing for modern healtheare facilities as the population ages. In so doing. the
consolidation contributes to HUD s important role in supporting and preserving communitics across
the country. The hmlthum mortgage insurance programs stimulate local cconomies and provide
Jobs. For example, 14,879 jobs will be generated during construction for the 10 hospitals that
received insurance commitments during FY09. Following construction, those hospitals will
continue as economic engines in their communities through employment at the hospital and the
purchasce of goods and services.

Additionally. Scction 232 and Section 242 insurance can provide viable alternatives to many
more projects experiencing difticulty in obtaining financing in today’s credit markets.

With consolidation, HUD will be demonstrating that it continues to improve on its deliv ery
of services through process redesign and use of information technology. Efficiencies are being
created in the Scction 232 program with a significant reduction in staffing requirements.
Management of insurance risks in the 232 program also is improving through standardized “LEAN
Oftice™ processes. All of these actions are sending a signal not only to commercial lenders but to
the general public that HUD is responsive to their needs.




Attackment |
Office of Insured Healthcare Facilitie 5
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