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CHAPTER 7. PROGRAM MONI TORI NG
I NTRODUCT! ON

Program nonitoring will be performed at three levels - loca
HUD State and Area O fices, Designated Ofices and
Headquarters. HUD will conduct conpliance nonitoring in
accordance with the HFA's own or approved procedures for
origination, underwiting, processing, servicing, managenent
and di sposition procedures as well as conpliance with HUD
regul ati ons and gui del i nes.

Monitoring will be performed on a renote and on-site basis
primarily consisting of post-endorsenent conpliance reviews.
Periodic on-site nonitoring to determ ne overall conpliance
with programrequirenents will be performed primarily by
Designated O fices. Local HUD Ofice and/or Headquarters
personnel may participate in these revi ews.

Headquarters' primary responsibility will be overall program
eval uati on and the review of docunmentation pertaining to
continued conpliance of the HFA with programeligibility
requi renents, including nonitoring of the dedi cated account,
where applicable, and other financial requirenents.

ORI ENTATI ON MEETING. Wthin 30 days after Headquarters
approves an HFA's application to participate in the risk
sharing prograns, the Designated Ofice shoul d schedul e and
conduct an orientation nmeeting with the HFA

A The neeting should be schedul ed at the Designated
Ofice. It should be conducted to elicit two-way
exchanges between HFA and HUD officials as to the
expectations of the HFA and the Departnent under the
pilot program It should review programrequiremnents,
responsibilities of the HFA, local HUD Ofice,

Desi gnated O fice and Headquarters, and how and for
what purpose nonitoring activities will be conduct ed.
This nmeeting should al so be an opportunity for the HFA
to describe its processing, underwiting and servicing
procedures to fanmiliarize the Designhated Ofice with
the basis for future nonitoring.

B. It should be attended by principal HFA staff and HUD
staff responsible for renote and on-site nonitoring.
Bot h devel opnent and asset managenent disciplines
shoul d be represent ed.

HFA SUBM SSI ONS AND | NFORMATI ON

A PRQIECT | NFORMATI ON - THROUGH FI NAL ENDORSEMENT
Renote nonitoring will be based on docunentation
contained in project closing dockets, including
underwriting and other project information entered by
the HFA onto the information diskette subnmitted with
the docket at initial and final endorsement (or
construction start for new construction and substanti al



rehabilitation projects w thout insured advances). The
type of information to be submtted by the HFA on the
diskette is listed in Appendix 11. HUD will provide

HFAs with the actual format and instructions for
reporting by diskette.

PRQIECT | NFORMATI ON - AFTER FI NAL ENDORSEMENT.  Proj ect
managenment and servicing data nust be subnitted by the
HFA according to the requirenents of paragraph 7-6C

HFA | NFORVATI ON.  HFAs nust submit annual audited
financial statements to HUD Headquarters (Office of
Insured Multifam |y Housi ng Devel opment) and the
Designated O fice. In addition, the HFA nust subnit to
Headquart ers:

1. The sem -annual report on its portfolio insured
under Section 542(c) required by 24 CFR Section
266. 115(d)(2). This report must include the
ori gi nal nortgage anount and outstandi ng principa
bal ance for all projects underwitten, the status
of all projects (current, in default, workout,
foreclosure, etc.) and, if applicable, the date(s)
bankruptcy was filed and the date(s) the HFA
requested di sm ssal

2.  An annual certification that there has been no
basi ¢ change in organi zati on, business activities,
financial status or other information subnmitted
with its application for approval (or if changes,
the nature of those changes) and that the HFA
complied with all eligibility requirenments during
the past year;

3. Any change(s) to its standards and procedures,
| oan terns and conditions before inplenentation of
such change(s), providing copies of any such
change within 5 business days after it has been
approved by the HFA. For Level || HFAs,
Headquarters nust review proposed changes and
provide its witten approval to the HFA before the
HFA can i npl enent the change(s).

4. Oher information necessary to ensure conpliance
with programrequirenents and perfornmance of the
HFA in neeting program objectives.

7-4 I NCREASES I N UNI TS

A

AFTER | SSUANCE OF FI RM APPROVAL LETTER.  Upon

submi ssion of the closing docket, an HFA may require
additional units. When the data diskette is | oaded
into the Risk-Sharing data system and the nunber of
units is different fromthe Firm Approval Letter, an
exception report will be generated. The |ocal HUD
Ofice should inmedi ately adjust or correct the units
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reserved for the project. Unless the additiona
required units exceed the HFA's set-aside, no further
action relative to the nunber of units on the part of
the local HUD Ofice is needed. However, if there is
an increase in the nortgage anmount, additional credit
subsidy nmust be allocated to the projects in accordance
wi th outstanding instructions.

B. REQUEST FOR ADDI Tl ONAL ALLOCATI ON SET- ASI DE. | ncr eases
in the allocation or set-aside may be required as a
result of a closing docket subm ssion that includes
additional units over and above the Firm Approva
Letter anmpbunt or that results froma direct request
fromthe HFA to increase its allocation or set-aside.

1. The local HUD Ofice may increase the allocation
in any anmount up to the anount in the set-aside at
any tine after notifying the Designated Ofice
that maintains the set-aside

2. Requests for additional units in an anount that
exceeds the nunber of units in the approved set-
asi de nust be made in witing by the HFA to the
Designated O fice which will, in turn, request
units from Headquarters. All determ nations by
Headquarters to increase or decrease an HFA set-
aside will be nmade with witten notification from
the Designated Ofice via an Addendumto the Risk-
Shari ng Agreenent.

C. ADDENDUM TO RSA. Any changes in the allocation or set-
asi de nmust be imediately reflected in the data system
and i ncorporated by addenduminto the Ri sk-Sharing
Agreenment by the Designated Office. Such addendum wil|
serve as notification to the HFA that their request has
been approved.

LOCAL HUD OFFI CE RESPONSI BI LI TI ES

Local HUD Ofices will nake certain determ nations
before final endorsenent of the nortgage instrunent.
Al'l other HFA nonitoring will be done by the Designated
Ofice. Local Ofice nmonitoring responsibilities
relative to review of insured advances and cost
certification are covered in paragraph 6-2D. The
Environmental O ficer in the Local HUD Office is
responsible for any in-depth nonitoring required of
Responsi ble Entities perform ng environnental reviews
of projects subject to HFA Risk- Sharing as well as
ot her HUD progranms (see paragraph 7-6.B.3.).

DESI GNATED COFFI CE RESPONSI BI LI TI ES

A Pl PELI NE REVI EW5. The Designated O fice is
responsi ble for nonitoring each HFA' s progress
toward closing on projects for which a Firm
Approval Letter has been issued as well as



progress on using unit set-asides.

1. Upon notification by Headquarters, Designated
Ofices will survey the HFAs to determ ne the
nunber of projects in their current pipeline and
estimated date for subm ssion for HUD retained
revi ew determ nations and endorsenent. The survey
must al so include an estimate of the number of
units and nortgage anount. This survey will
assi st Headquarters in reallocating units as
described i n paragraph 2-4l.

2. Headquarters will notify the Local HUD Ofices and
the Designated O fices of any changes to set-
asi des under this paragraph and will enter any
such changes into the data system This system
will keep track of unit allocations as projects
are approved.

MONI TORI NG OF RESPONSI BLE ENTI TI ES ASSUM NG HUD

ENVI RONMENTAL RESPONSI BI LI TIES.  Mni toring and
training of Responsible Entities (RE) perfornmng
environnmental reviews on Risk-Sharing projects shall be
conducted in accordance with 24 CFR 58.77(d).

1. HUD shall review HFAs' project records for
conpliance with any special environnental
conditions of the Responsible Entity's (RE)
envi ronment al revi ew.

2. HUD shall also review project files and conduct
limted nonitoring of the RE's environnental
review for conpliance with Part 58, including
review of the environmental review record and
Request for Rel ease of Funds and Certification
form HUD- 7015. 15.

a. Chapter 9 of Handbook 6509.2 REV-4, Community
Pl anni ng and Devel opnent Nbnitoring Handbook,
contai ns checklists and gui dance which nmay be
used in performing the Iimted environnental
revi ew.

b. The HUD Environnmental Oficer is available to
provi de technical advice, training and
nmoni tori ng support.

c. Copies of all checklists and information
obt ai ned fromthe environnental review shall
be provided to the HUD Environnental O ficer.

3. In addition, at |east once every three years,
HUD s Environnental O ficer intends to conduct in-
depth nonitoring of REs to eval uate conpliance
with Part 58 under all HUD progranms subject to
assunption authority. Housing staff should notify
the HUD Environnental Oficer and request an in-



depth nonitoring of the procedures used and the
environnmental review nethods applied whenever

a. The RE or the HFA has a known history of
repeat ed defici encies and i nadequate
conmpliance with 24 CFR 58;

b. The RE or the HFA is faced with such probl ens
as environmental litigation, adverse findings
froma prior nonitoring visit, conplaints or
| ocal controversy regarding a project, or
criticismfromother Federal or State
agenci es; or

c. bjections to the rel ease of funds have been
recei ved.

REMOTE MONI TORING  Mdnitoring will be performed by
Designated O fices primarily on a post-endorsenent
basis. Patterns detected by the Designated O fice that
must be avoided or corrected by the HFA in future
processi ng nust be brought to the attention of the HFA
inwiting. Failure to make nodifications or agree to
take corrective actions, or to acconplish such

nodi fications or corrective actions, within a tine
period specified by the Designated Office, may be basis
for sanctions agai nst the HFA

1. Sources. Renote nonitoring by the Designated
Ofice will consist of reviewing: a) project
underwiting information files provided by the HFA
by diskette with the closing docket (as input into
the data system by the Local HUD Ofice); b)
proj ect managenent and servicing informtion
submitted to the Designated Ofice after the
proj ect reaches the nanagenent stage; and c) other
informati on contained in the closing docket
relative to conpliance with underwiting standards
and procedures, including the Request for Rel ease
of Funds and Certification docunenting conpliance
with environnmental obligations in accordance with
Part 58.

2. Nunber of Projects/Files to be Reviewed. Not all
projects/files need be reviewed for each HFA
However, a random sanpl e of sufficient projects/
files must be reviewed for each HFA to determ ne
whet her there is a pattern of deviations or
nonconpliance. In no event, however, should |ess
than 20-25 percent of the projects/files of an HFA
be reviewed; nore files should be reviewed if
practices or patterns inconsistent with program
requirenents are detected

3. Contents of Revi ews:

a. Project Data Files - Devel opnent. The



Designated Ofice will review the project
data submitted by the HFA (as input into the
data system by the Local HUD Office) to

det erm ne whether the HFA' s underwriting
assunpti ons and concl usi ons, based on the
HFA' s procedures incorporated by reference
into the Risk- Sharing Agreenent, are
reasonable. This review will include |oan-
to-val ue ratios, debt service coverage
ratios, financing costs and similar data

el ement s.

b. Risk Share. The Designated Office will also
det ermi ne whet her the HFA processed in accord
with its own procedures or, for projects

processed under Level |1, the procedures
approved by HUD, and whether the risk- share
apportionnent is consistent with Level | or
Level 11 requirenents.

c. Managenent, Servicing and Disposition. The
Designated Ofice is responsible for
moni toring all managenment, servicing and
di sposition activities of the HFA to
ascertain that the HFA conplies with its
procedures and requirenents, or for projects
processed under Level |1, the procedures and
requi renents approved by HUD.

(1) The HFA nust submit copies of al
physi cal inspection reports and, for
projects not in safe and sanitary
condition, summaries of actions
required, with target dates, to resolve
i ssues.

(2) The HFA nust al so anal yze project annua
audited financial statements and provide
HUD with sumrari es of any unresol ved
findings resulting fromsuch audits
including a sutmmary of corrective
actions planned, with target dates.

d. Personnel. The HFA will advise the
Desi gnated O fice of any changes in its
princi pal personnel (i.e., chief underwiter
and chi ef of |oan managenent, servicing and
di sposition) and of the names (w th specinen
signatures) of individuals authorized to
commit the HFA under Section 542(c). These
nanes nust be incorporated by addendumto the
Ri sk- Sharing Agreenent, a copy of which nust
be sent to the HFA, local HUD Ofice and
Headquart ers.

ON-SITE MONI TORING. To neet the statutory reporting
requirenents of Congress for the pilot program the



Designated Ofice will also schedul e periodic (but not
| ess than annually) and as-needed on-site reviews. The

basis for these reviews will be the trends determ ned
through renote nonitoring and el ements that do not |end
thensel ves to renpte reviews. |f the perfornmance of

the HFA has been | ess than satisfactory or nmarginally
satisfactory, the Designated Office may determne if
more frequent reviews are warranted. Representatives
of the local HUD O'fice and Headquarters may
participate in the on-site review.

On-site nonitoring will involve but not be limted to:

1. Developnment Staff Responsibilities. The review of
HFA activities fromorigination through closing
are subject to nonitoring, including but not
limted to:

a. review of how the HFA complies with its own,
or HUD- approved, procedures for project
underwriting, and that only procedures
i ncorporated by reference into the Risk-
Sharing Agreement are actually used by the
HFA;

b. review of the adequacy of the HFA s market
determnations including its finding of no
adverse inpact on existing or proposed
Federally insured or assisted projects in the
ar ea;

c. review of the HFA's project records for
compliance with any special environnenta
conditions of the Responsible Entity's (RE)
environmental review. HUD staff shall also
conduct limted nonitoring of the RE s
environnmental review for conpliance with Part
58, including review of the environnental
review record and Request for Rel ease of
Funds and Certification form HUD 7015. 15.

Ref er to CPD Handbook 6509.2 REV-4 (Comunity
Pl anni ng and Devel opnent Nbnitoring Handbook)
for checklists and guidance in perform ng the
limted environnental review Copies of all
checklists and information obtained fromthe
environnmental review shall be provided to the
HUD Environnental O ficer

d. construction adm nistration procedures,
i ncludi ng i nspections (including conpliance
wi th | ead-based paint requirenents), |abor
standards and prevailing wage conpliance,
assurance of conpletion requirements and
| atent defect escrows;

e. insurance of advances and cost certification
procedures to detern ne whether advances were



consistent with construction progress,

whet her the | oan remained i n bal ance by
comparing actual disbursenents against a
proj ect conpl etion schedul e, and whet her

di sbursenments were supported by bills and/or
receipts;

f. the HFA s procedures and inplenentation of
the quality control plan submitted with its
application for participation in the 542(c)
program (and/ or any anmendnents), and for
nmoni toring the performance of any outside
contractors;

g. verification that appraisals are perforned by
Certified General Appraisers, licensed in the
State in which the property is located, and
that all appraisal functions are conpleted in
accord with the Uniform Standards of
Pr of essi onal Appraisal Practice; and

h. wverification that |oan origination records
are properly maintained and that |oan
processi ng deci sions are nade by personne
identified in the Ri sk-Sharing Agreenent.

Asset Managenent Staff Responsibilities. The HFA
shal | be responsible for, anong other things,
moni toring and determ ning the conpliance of the
project owner to assure that the project is

mai ntained in a safe, sanitary, and financially
stable condition. The Designated Office wll
moni tor the performance of the HFA to determ ne
its conpliance with applicable HUD regul ati ons,
the provisions of the Risk-Sharing Agreenent

bet ween HUD and the HFA, and ot her guidelines

i ssued by HUD. The Designated O fice should
determ ne, anong other things, that the HFA is:

a. Conplying with its own procedures for project
managenent, | oan servicing and property
di sposition (including foreclosure and
acqui sition of defaulted properties), and
that only procedures incorporated by
reference into the R sk-Sharing Agreenent are
actual |y used by the HFA

b. Conplying with applicable regulations and
gui del i nes, the Ri sk Sharing Agreenent,
subsidy contracts and other |egal agreenments
bet ween HUD and t he HFA.

c. Mnitoring the performance of the owner and
managenent agent.

d. Enforcing the provisions of the Regul atory
Agreenent which is executed between the



nmort gagor and the HFA including the
affordability requirenents of the program and
affirmative fair housing marketing and ot her
equal opportunity requirenents;

e. Performng the required annual physica
i nspecti ons.

f. Performing the required review of the
proj ects' annual audited financial statenent.

g. Providing HUD with an annual audited
financial statenment of the HFA in accordance
with the requirenents of 24 CFR 44, Non-
Federal Governnent Audit Requirenents.

h. Retaining nortgage |oan origination
docunents, and | oan servicing docunents,
nmort gage default and claimrecords in
compliance with instructions in this
Handbook.

The Designated Ofice should review the HFA s poli cies,
procedures, and organi zational structure to determ ne
if the appropriate nechanisns are in place to provide
adequat e nanagenent oversi ght of the project owner and
managenent agent. The Designated O fice nust determ ne
the adequacy of the HFA' s response in resolving
corrective actions noted on physical inspection reports
and/ or reviews of annual audited financial statenents.

7-7 HEADQUARTERS RESPONSI BI LI TI ES

A

REMOTE MONI TORI NG Headquarters, Ofice of Insured
Mul tifam |y Housi ng Devel oprment, will renotely nonitor
continued eligibility of the HFA for participation in
the program Staff nmay al so participate with

Desi gnated O fice personnel in on-site nonitoring

revi ews.

| TEMS TO BE MONI TORED. Itens subject to renote review
by Headquarters include:

1. HFA' s annual audited financial statenent;

2. maintenance of "top-tier" and "A" ratings, as
appropri at e;

3. establishment and/or maintenance of dedicated
accounts (where required pursuant to paragraph 2-
2B) in a financial institution acceptable to HUD

4. updates from Moody's and Standard and Poor's as to
pendi ng and actual significant financial or
portfolio problerns;

5. conpliance with the HFA's investnent policies and
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overal | business and financial practices;

6. annual certification that there was no basic
change in organi zati on, business activities,
financial status or other information subnmitted
with its application for approval (or if changes,
the nature of those changes) and that the HFA
complied with all eligibility requirenments during
the past year;

7. the HFA semi-annual report on its portfolio
i nsured under Section 542(c) including the
ori gi nal nortgage anount and outstandi ng principa
bal ance for all projects underwitten, the status
of all projects (current, in default, workout,
foreclosure, etc.) and, if applicable, the date(s)
bankruptcy was filed and the date(s) the HFA
requested di sm ssal

8. default ratio consistent with the default ratio
for the HFA's entire nultifamly portfolio and the
default ratio for Section 542(c) program overall

9. proper billings for proper remttance and
collection of MP; and

10. clains process, including issuance of debentures
by the HFA

C. PROCESSI NG PROCEDURES. The HFA nust notify
Headquarters before inplenmenting any change to its
standards and procedures, loan ternms and conditions and
provi de Headquarters with copi es of any such change
within 5 days after it has been approved by the HFA
Headquarters will review changes proposed by the HFAs
proposing to approve Level |l |loans and provide its
witten approval to the HFA before the HFA can
i npl ement the change. All changes nmust be incorporated
by reference in an addendumto the Ri sk-Sharing
Agreenent. Copies of the addendum nust be sent to the
HFA, local HUD Ofice and Designated Ofice.

D. COORDI NATI ON W TH DESI GNATED OFFI CES AND LOCAL HUD
OFFI CES. Headquarters will comruni cate on a conti nui ng
basis with Designated Ofices and | ocal HUD Ofices
regarding results of nonitoring reviews. This wll
provi de feedback concerni ng comon deficiencies or
problens that will result in appropriate changes to
program pol i cies and procedures.

NOTI FI CATI ON OF DEVI ATI ONS AND NONCOVPLI ANCE

Devi ati ons and nonconpliance with programrequirenents wll
be communicated to the HFA in witing. The Ofice issuing
the letter nust thoroughly docurment all deviations and
nonconpl i ances and retain the docunentation in its files.
Copi es of all such communications nust be forwarded to
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Headquarters. The HFA nust respond to the notification
within the tine franme specified in the letter, but no later
than 30 days after the date of the letter, as to howit has
or proposes to resolve the issue.

If, through linmted nonitoring of environnental activities
or by other neans, Housing Staff becones aware of any

envi ronment al deficiencies, the HUD Environnental O ficer
shoul d be notified i medi ately and appropriate action taken
The Housi ng Devel opnent Director in consultation with the
Envi ronnental O ficer nmay schedul e i n-depth environnental
nmoni toring, require attendance by RE staff at HUD sponsored
or approved training, or suspend or ternminate the RE s
assunption of the environnmental review responsibility.

SANCTI ONS

The Department may inpose sanctions for nonconpliance wth
program requi renents. The actions for which sanctions may
be inposed are identified in Section 266.120 of the

regul ations. The types of sanctions are identified in
Section 266.125. The O fice inposing the sanction nust

t horoughly docunent the basis for the sanction and maintain
the docunentation in its files. The HFA has a right to an
i nformal hearing on any sanction inposed.

A DESI GNATED OFFI CE

1. Notification Letter. Sanction may be inposed by
the Director of Miultifamly Housing (or Director
of Housing in Ofices with this position) or
hi s/ her designee. The letter inposing the
sanction should be sent by registered mail, return
recei pt requested.

2. Informal Hearing. The HFA nmay request an infornal
hearing within 10 worki ng days of the date it
receives the letter inposing the sanction, and the
i nformal hearing nust be conducted within 10
wor ki ng days of the Office's receipt of the HFA's
request for an infornmal hearing.

3. Conduct of Hearing. The Director of Multifamly
of the Designated Ofice (or Director of Housing
in Ofices with this position) or his/her designee
will serve as the hearing officer. The hearing
will be recorded and a transcript of the recording
will be nade available to the HFA at the HFA' s
request and expense.

4. Opinion. The hearing officer will render his/her
opi nion within 10 worki ng days of the infornal
hearing. The decision of the hearing officer
constitutes final HUD action

B. HEADQUARTERS. Sanctions inposed by Headquarters will
be handl ed through the Mrtgagee Review Board (MRB) and



its procedures.

COORDI NATI ON AND NOTI FI CATI ON.

1.

The Designated O fice nust informthe [ocal HUD
Ofice(s) inits jurisdiction and Headquarters,
respectively, and Headquarters nust informthe
Desi gnated O fice and the | ocal HUD Ofice(s)
respectively, of any pending or inposed sanction
action and provide those Offices with a copy of
the sanction letter

Headquarters will be responsible for coordinating
actions taken by the MRB, whether or not MRB
actions resulted from sanctions inmposed under the
542(c) program



