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Chapter XI
State Recipient Rental Project Long-Term Monitoring
II.
Long-Term Monitoring BY STATE RECIPIENTS

A.  Overview

State Recipients are responsible to the Department for the long-term monitoring of HOME-assisted rental projects for the entire period of affordability.  The Department, as a participating jurisdiction, is responsible to HUD to ensure that State Recipients are monitoring appropriately for continued compliance with federal and state regulations.

At a minimum, a Regulatory Agreement, along with a Promissory Note and Deed of Trust or other acceptable document must be executed by the project owner and the State Recipient. The State Recipient is responsible for ensuring that these executed documents are recorded as a lien on the project in the official records of the county in which the project is located.  The Department will request a copy of these documents for review, and may make sample security documents available for your use. 
Any State Recipient which fails to maintain the affordability requirements for HOME-assisted rental housing projects will be required to repay the Department in full (including any required interest). For more information about HOME affordability requirements, see Chapter I of the HOME Contract Management Manual.
Each HOME Recipient city or county is required
to have comprehensive, written monitoring
policies and procedures in place for an annual review
of its HOME-assisted rental project(s).
B.  Monitoring Methods 
Although operational responsibility for long-term compliance with HOME requirements is vested with the property owner, State Recipients have an obligation to monitor compliance for the entire period of affordability.  During the affordability period, HOME will continue to annually contact the State Recipient for updated project monitoring documentation.

Ongoing monitoring entails the use of two basic types of monitoring methods:
1. • Desk reviews. These reviews involve examining project reports and various types of documentation submitted by the owner / management agent.  

2. • On-site reviews. These reviews are conducted at the project and involve the inspection of both project conditions and records.
HOME-assisted rental projects having 26 or more total units must receive an annual site visit by State Recipient monitoring staff.  Smaller projects with 5 to 25 total units must receive an on-site visit at least every other year.  Very small projects with a total of 1 to 4 units are to be visited at least every third year. (Note: this schedule may change with expected amendments to the HOME Final Rule. See Section 92.504 (d) of the federal HOME regulations.)
Therefore, when planning monitoring activities for the year, State Recipient monitoring staff must determine which projects will receive a desk review and which will receive a site visit.  
A desk review of owner submitted documentation is acceptable for those years that the City or County is not required to conduct a site visit.  After completion of the desk review, prepare and send a monitoring summary letter to the owner.  Depending upon the results of your desk review, a response from the owner and a subsequent clearance letter may be warranted.
Bear in mind, however, for projects experiencing distress or when there is clear evidence of compliance concerns, you may want to schedule more frequent desk reviews and/or site visits regardless of the project size.  Monitoring staff may schedule these reviews or visits to take place at any time during the year.  They may also be scheduled on short notice during the year in response to evidence of problems.
C.  Desk Review Activities
A “desk review” by State Recipient monitoring staff generally involves three basic steps:
1. Preparing and reviewing background material.  Monitoring staff should gather the project case file, past reports and other relevant records to gain an up-to-date understanding of the project’s status and potential concerns.
2. Examining the project’s annual reports, regulatory agreement and other requested documentation.  Send the owner / management agent a notice requesting specific documentation for the desk review by State Recipient monitoring staff.  You must make every effort to complete the review within the time period established in your notice.  If additional information is needed to complete the review, monitoring staff should promptly contact the owner / managing agent to request additional information.
Please refer to the “sample document checklist” below for documentation that you may want to review.  The first item must be collected annually from the owner / manager for any size project and reviewed annually for compliance by the State Recipient monitoring staff.  The same is true for the second item if the rental project has 5 or more HOME-assisted units.
	SAMPLE DOCUMENT CHECKLIST:


	ACTION LIST:

	1.  completed Annual Project Compliance Report (data for all HOME-assisted units)
	√
	(compare to rent roll & verify all entries for accuracy and compliance)

	2.  completed Annual Affirmative Marketing Analysis Report (if 5 or more HOME units)
	√
	(review Report and attachments for compliance)

	3.  copy of owner/agent notice to tenant of entry for last annual inspection for unit #s _________
	
	(verify that the tenant was given proper notice per the lease language)

	4.  copy of owner/agent completed annual unit inspection checklists for unit #s_____________  
	
	(verify that each sampled unit is inspected annually)

	5.  printout of project’s current rent roll
	
	(compare data to Annual Project Compliance Report)

	6.  copy of the HOME rent & income limit schedule used by the owner/agent for income certifications
	
	(verify that the correct limits were used during the income certification process)

	7.  copy of the completed form HUD-52667 used by the owner/agent for initial certifications & recertifications
	
	(verify that the correct utility allowance was used in Column G of the Annual Project Compliance Report)

	8.  copy of all pages of income certification documents for unit #s________________
	
	(review a sample of tenant files for compliance & accuracy)

	9.  copy of current application for residency, if revised within last 12 months
	
	(review a blank application for HOME & Fair Housing compliance)

	10.  copy of project’s current residential lease, if revised within last 12 months
	
	(review sampled tenant’s lease for HOME compliance)

	11.  copy of project’s current insurance coverage
	
	(verify amounts and effective date)

	12.  copy of project’s annual audit / financial statements for fiscal year:___________
	
	(verify that the Regulatory Agreement requirements have been met)

	13.  copy of project’s proposed Operating Budget for fiscal year:______________
	
	(verify that the Regulatory Agreement requirements have been met)

	14.  other:
	
	


3. Notifying owner / managing agent of any findings or concerns. If the review reveals deficiencies or compliance violations, the owner / managing agent must be promptly notified in the form of a monitoring summary letter. 

The letter must describe the deficiencies and specify a period (usually 30 to 
45 calendar days) for corrective action and a response.  Once the 
deficiencies have been corrected, promptly send a clearance letter to the 
owner / managing agent.
D.  Required On-Site Monitoring Frequency
On-site reviews by State Recipient monitoring staff take more preparation and planning than desk reviews.  The State Recipient monitoring staff person is required to perform on-site monitoring visits according to the schedule set by the federal HOME regulations.  
The minimum schedule is based on the total, (not just HOME-assisted), number of units in the project.
Total # of units in project
Minimum Schedule


1 – 4 units


every 3 years


5 – 25 units


every 2 years


26+ units


    annually
(Note: this schedule may change with expected amendments to the HOME Final Rule. See Section 92.504 (d) of the federal HOME regulations for any updates.)
Reminder:
A State Recipient city or county may choose to schedule site visits 
according to the “minimum schedule” rather than annually 
for projects less than 26 total units.
However, for each HOME-assisted household, 
the owner / agent is required to conduct an annual unit inspection, an annual income certification, and submit a completed annual Project Compliance Report 

to the State Recipient for review and approval.
During the affordability period, HOME will continue to annually contact the 
State Recipient for updated project monitoring documentation.
	For the following State Recipient Long-Term Monitoring forms go to our website at:

http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html.

· Annual Project Compliance Report

· Instructions – Annual Project Compliance Report

· Completed Sample of the Project Compliance Report

· Annual Affirmative Marketing Analysis Report

· Sample Site Visit Notification Letter

· Sample Monitoring Summary Letter

· Sample Monitoring Clearance Letter

· Sample “Tenant File Review” Checklist

· Sample “Exterior, Grounds, Public Areas” Checklist

· Sample “Unit Inspection” Checklist
· Sample “Affirmative FH Marketing” Checklist


E.  Required Scope of On-Site Monitoring BY STATE RECIPIENTS

As a rental project is completed, the responsibility shifts from a HOME underwriting staff person to a State Recipient (HOME Recipient) monitoring person.  Local jurisdictions are responsible for the long-term monitoring of their rental projects. There are a number of state and federal requirements which must be met to ensure the proper management of the project for the period of affordability.  These requirements are detailed in the project’s Regulatory Agreement.

Please take the time to set up a HOME document reference binder in preparation for the long-term monitoring process.  At a minimum, each HOME-Recipient and Owner / Property Manager should have the following documents readily available:

· HOME Regulatory Agreement and any amendments
· Riders to Regulatory Agreement (i.e., for 202 & 811 projects)

· Management Plan
· Management Agreement
· Affirmative Marketing Plan and  Annual Affirmative Marketing Analysis Report
· Technical Guide for Determining Income & Allowances for the HOME Program – third edition January 2005

· If property is also receiving tax credits, see: “Rules for Combining Compliance Requirements of HOME-assisted & Tax Credit Properties” at:  http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html
· Instructions - Annual Project Compliance Report 
· Completed Sample of the Annual Project Compliance Report 
All monitoring forms and instructions are available at:  

http://www.hcd.ca.gov/fa/home/monitoringforms.htm



 State Recipient and HOME-Program monitoring staff will periodically conduct on-site visits of HOME-assisted rental projects to ensure continued compliance with state and federal regulations.  Owners and managing agents will be better able to address any questions or concerns if a HOME Program reference binder is easily accessible.
Reminder:  HOME provides State Recipients with a monitoring form entitled “Annual Project Compliance Report-Rental Housing.”  It is to be completed annually by the project owner or management agent and reviewed by the State Recipient for program compliance.  Please visit our website at http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html. for the following:


“Annual Project Compliance Report Instructions” 

“Annual Project Compliance Report” 

“Completed Sample – Annual Project Compliance Report” 
HOME will annually request a copy of the owner / agent’s Annual Project Compliance Report during its long-term monitoring of State Recipient processes.  State Recipient monitoring staff must approve and execute the Report prior to submitting a copy to HOME.
Each State Recipient must prepare for long-term monitoring as an on-going process to assess the quality of performance throughout the period of affordability.  Office and on-site monitoring will provide information to allow 
State Recipient monitoring staff to annually make an informed judgment 
about the asset management and HOME program compliance 
of each HOME-assisted rental project.
F.  HOME Regulatory Agreement Provisions:  
Each State Recipient City and County having a HOME Regulatory Agreement between the State Recipient and the Owner must monitor for owner / agent compliance with all provisions of the Agreement.  For example:
· Provision 6 –  Assisted Unit Schedule
· Provision 7 –  Tenant Selection Standards

· Provision 8 –  Nondiscrimination

· Provision 9 –  Rental Agreement & Occupancy Procedures “the Lease”

· Provision 10 – Rents

· Provision 11 – Security Deposits

· Provision 12 – Certification of Tenant Income & Household Size

· Provision 13 – Assisted Unit Substitutions

· Provision 14 – Maintenance & Management

· Provision 15 – Hazard & Liability Insurance

· Provision 16 – Annual Report

· Provision 17 – City / County Review and Inspections

· Provision 18 – Annual Operating Budget

· Provision 19 – Required Reserves

· Provision 20 – Accounting Records

· Provision 21 – Use of Income from Operations

· Provision 22 – Non-assisted Units and Common Areas

· Provision 23 – Residual Receipts and Distributions
City / County written monitoring policies and procedures should contain detailed information to assist your HOME monitoring staff.  The following are provided as examples and are not intended to be all inclusive:
Provision 6:  Annually verify that the Project Compliance Report submitted by the owner / manager contains the correct number of HOME-assisted units and the unit sizes specified in the Regulatory Agreement, Exhibit B.
Provision 7:  Review the current Management Plan if you have not done so already and any revised Plans for compliance.  Annually verify compliance with the 20% Rule and the project-specific required AMI levels on the Project Compliance Report submitted by the owner / manager. 

For projects with 5 or more HOME-assisted units, a minimum of 20% of HOME-assisted units must be occupied by very-low income households (defined as households whose annual incomes do not exceed 50% AMI); paying rents not exceeding the Low HOME rent level.
Note however, all rent and income levels must be set at the AMI levels approved by the Department as specified in the Regulatory Agreement.  (These may be lower than the federal High HOME and Low HOME limits.) Rent and income limits for the current year can be found on the TCAC or MHP Websites.

TCAC: http://www.treasurer.ca.gov/ctcac/compliance.asp
MHP http://www.hcd.ca.gov/fa/mhp/2012IncomeRentsLoanLimits.pdf



Provision 8:  Annually monitor the project for Fair Housing & Affirmative Marketing compliance, i.e., advertising, signage, Fair Housing poster, Affirmative Marketing Annual Analysis, recordkeeping, etc.

Provision 9:  Annually monitor that each household has a properly executed and dated lease with the correct lease term and review any revisions to the lease for compliance.

Provision 10:  This section requires that the City / County annually monitor that 
none of the HOME-assisted units have rents or incomes exceeding the required 
AMI levels approved by the Department.

Provision 11:  Verify that the Security Deposit account was established in compliance with the Regulatory Agreement requirements, i.e.., separate account, insured FDIC.  Annually monitor that the account has sufficient funds.

Provision 12:  Annually monitor a sample of HOME-assisted households for correct initial income/asset certifications and correct annual recertifications.  Note the details on a separate checklist for each household file monitored.
Provision 13:  Annually monitor that the rents are correct for units redesignated from low income to over-income & very low income to low income.

Provision 14:  Annually monitor that maintenance issues are corrected as described in the Management Plan & that recordkeeping is adequate.

Provision 15:  Annually monitor that insurance coverage is equivalent to the requirements of the HOME Regulatory Agreement, Exhibit D.

Provision 16:  Review the Annual Report for compliance with the requirements of the HOME Regulatory Agreement.

Provision 17:  Annually conduct an inspection of a sample amount of HOME-assisted units.  Note the details for each unit on a separate checklist.

Provision 18:  Annually review the proposed Operating Budget for compliance with the requirements of the HOME Regulatory Agreement.

Provision 19:  Verify that the Operating Reserve and Replacement Reserve accounts were established in compliance with the requirements of the HOME Regulatory Agreement and annually monitor that any withdrawals are made in compliance with the HOME Regulatory Agreement as well.  Annually monitor that the accounts have sufficient funds.
Provision 20:  Annually review the project audit in coordination with the project’s Annual Report.

Provision 21:  Verify that the Operating Income account was established in compliance with the requirements of the HOME Regulatory Agreement.  Annually review the project audit, project Operating Budget, and project Annual Report to verify a positive cash flow.
Provision 22:  Verify that maintenance policies and procedures are the same for assisted and non-assisted units.  Annually inspect common areas noting the details on a checklist.  Review the Management Plan to ensure that the project’s rent structure and tenant selection are in compliance.
Provision 23:  Annually verify through the project audit and Annual Report that residual receipts and distributions are in compliance with the requirements of the HOME Regulatory Agreement.
Projects that were awarded funds by the Department after 2002 must meet the requirements of the of the Department’s Uniform Multifamily Regulations (UMRs), including but not limited to operating and replacement reserve requirements and occupancy standards. The UMRs can be located at: http://www.hcd.ca.gov/fa/home/ (under “Additional Resources”).
G.  Minimum Areas of Review:  
Those State Recipients having entered into a Rent Limitation Agreement or similar document, at a minimum, must monitor for owner / agent compliance on the following:
1. Continued income eligibility:  

The State Recipient must monitor whether the owner is correctly calculating income (using the CFR/Part 5 definition) to ascertain if households are low-income or very low-income as required by the HOME program.
The State Recipient must also review data and reports confirming that the owner or its management agent annually re-certifies the income of each household living in HOME-assisted units, and that the tenancy still meets the HOME income requirements.  Please refer to the “Eligibility and Income Determinations” chapter for Appendix II-I, HUD’s document “Acceptable Forms of Verification.”

Per HUD’s current Multi-Family Occupancy Handbook, the tenant income recertification must start 120 days prior to the tenant’s anniversary date and must be completed by the recertification anniversary date.  Please refer to Chapter IX “Applications, Rental Project Management, and Recertification”, Appendix IX-B , “Timing of Annual Recertifications” for more information on due dates for annual recertification.

HOME provides State Recipients with a monitoring form entitled “Annual Project Compliance Report-Rental Housing.”  It is to be completed annually by the project owner or management agent and reviewed by the State Recipient for program compliance. Please visit our website at http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html. for the following
“Annual Project Compliance Report”  
“Instructions – Annual Project Compliance Report”  
“Completed Sample – Annual Project Compliance Report” 
HOME will annually request a copy of the “Annual Project Compliance Report” during its long-term monitoring of State Recipient processes.

See Chapter II, “Eligibility and Income Determination” and Chapter IX, “Applications, Rental Project Management, and Recertification “for more information on income eligibility.

2. Continued occupancy rule compliance:  For projects with five or more HOME-assisted units, a minimum of 20% of HOME-assisted units must be occupied by very low-income households, (defined as households whose annual incomes do not exceed 50% AMI), paying low HOME rents for the term of affordability in accordance with the income limits published annually by HUD.

 Note however, all rent and income levels must be set at the AMI levels approved by the Department as specified in the Regulatory Agreement.  (These may be lower than the federal High HOME and Low HOME limits.)  Rent and income limits for the current year can be found on the TCAC or MHP Websites.

TCAC: http://www.treasurer.ca.gov/ctcac/compliance.asp
MHP:  http://www.hcd.ca.gov/fa/mhp/2012IncomeRentsLoanLimits.pdf



3. HOME Rents, Utility Allowance, and Rent Increases
High HOME rents and Low HOME rents, as most other rents set by affordable housing programs, include a tenant utility allowance. 
Refer to the “Utility Allowance Schedule" section in Chapter IX entitled “Applications, Rental Project Management, and Recertification” and Appendix IX-I for more information.

Rent Increase 24 CFR 92.252 (f) (3):  any increase in rents for HOME-assisted units is subject to the provisions of outstanding leases, and in any event, the owner must provide tenants of those units not less than 30 days prior written notice before implementing any increase in rents.
Maximum monthly rents of HOME-assisted units must be verified annually.  Generally, for all Assisted Units, rents shall not exceed High HOME Rents.  For Assisted Units that are set-aside for Very Low-Income households, HOME rents shall not exceed Low HOME Rents Note however, all rent and income levels must be set at the AMI levels approved by the Department as specified in the Regulatory Agreement. These may be lower than the federal High HOME and Low HOME limits.  
a. Non-Section 8 households:  
The owner/agent must correct any errors resulting in a tenant rent overcharge.  Reimburse or credit the household retroactive to the effective date of the rent increase.

b. Project Based:

Households receiving project-based rental subsidies are subject to rents allowable under the federal or State project-based rental subsidy program, not the HOME rent limits.  

c. Tenant Based:
When tenants receive additional subsidy through tenant-based rental assistance programs such as Section 8, additional requirements apply.  Under the HOME Program, the total gross rent for tenants receiving Section 8 assistance includes:

· the tenant’s share of rent; 

· the subsidy payment; and 

· the utility allowance  

The total of these three amounts can’t exceed the allowable HOME rent.  

Any issues of non-compliance must be corrected by the owner / agent by reducing the gross rent (tenant share, subsidy, and utility allowance) to the allowable HOME rent effective on the next interim or annual recertification.   
For more information, see pp,54-5 of “Compliance in HOME Rental Projects”, HUD May 2009.

Definitions:

Fixed HOME-assisted units: specifically designated units that never change

Floating HOME-assisted units: units designated as HOME-assisted may change over time as long as the total number of HOME-assisted units in the project remains constant
Rent adjustments for over-income tenants in “fixed” and “floating” units shall be handled as follows: 

· “Fixed” unit projects: Over-income tenants, (those with incomes over 80% of the area median), in HOME-assisted “fixed” units must pay the lesser of the amount payable by the tenant under State or local law (rent control) or 30% of the household’s monthly adjusted income for rent.  There is no rent cap for “fixed” units.

· “Floating” unit projects:  Over-income tenants in HOME-assisted “floating” units must pay 30% of their monthly adjusted income for rent. However, the rent may not exceed the market rent for comparable unassisted units in the neighborhood. 

4. Affirmative Marketing, Fair Housing, and Section 504
In addition to prohibiting discrimination, fair housing and equal opportunity laws require recipients of federal housing funds to be proactive in encouraging participation in any housing projects or programs funded through federal sources.  They must affirmatively market housing, employment and contracting opportunities to minorities, women, and low-income residents and businesses of the community in which the housing is being built, acquired or rehabbed with federal assistance, including special outreach efforts to protected classes, for whom it is determined by demographic data analysis of the project’s affirmative marketing plan, that these groups are likely to be underrepresented in the project.   

This section is intended as a brief overview of the myriad requirements of several federal laws.  To comply with these laws, HOME Recipients (and their contractors and subcontractors) must comply with the requirements described below and more thoroughly in Chapter XII.  

Owners and management agents in projects with five or more HOME-assisted units are required to practice the following affirmative marketing procedures in marketing the development, and provide documentation in an “Affirmative Marketing” file to demonstrate that this was done;
· Advertisements placed in newspapers with the broadest possible circulation, including foreign language newspapers in areas with a high percentage of non-English speaking residents.  (The purpose is to attract eligible persons without regard to race, color, national origin, sex, familial status or disability.)
· Place the Fair Housing logo on all advertisements and marketing materials;

· Prominently display Fair Housing posters at rental offices.

For more information about Fair Housing and Affirmative Marketing requirements, including rules for maintaining and evaluating waiting lists for consistency with affirmative marketing requirements, see Chapter XII, “Equal Opportunity in Housing”
5. Property Standards

Under federal HOME regulations, the project owner is responsible for maintaining the project’s property standards.  The underlying purpose is twofold: 1) to protect the health and safety of the residents, and 2) to protect the financial investment of federal HOME dollars by maintaining the integrity and longevity of the physical structures.

During the period of affordability, State Recipients must perform on-site inspections of HOME-assisted rental housing to determine compliance with applicable property standards requirements.  In order to inspect occupied units, it will be necessary for management to issue a written notice to all HOME-assisted tenants that their unit may be inspected.  The residents must receive sufficient advance notice in accordance with the lease agreement.

The Final Rule allows for inspection of a sufficient sample of HOME-assisted units in a multi-family development, rather than inspection of each and every HOME-assisted unit in the development.  A good rule of thumb is to inspect 15 to 20 percent of the HOME-assisted units in a project including a minimum of one unit in every building.  If consistent compliance problems are found, more units should be inspected.

A typical physical inspection will encompass at least:

· Building exteriors, looking in particular for water infiltration problems, deteriorating paint, and units that appear vacant but are not listed as such;
· Grounds;
· Recreational facilities;

· The office, maintenance shop, and public restrooms;
· A sample of vacant units.  This allows the monitor to evaluate management’s process for making vacant units ready to rent.  It also evaluates the accuracy of management’s list of vacant units, and management’s reports regarding the condition of those units; and
· A sample of occupied units.  It is important to visit occupied units in order to evaluate whether residents are receiving the maintenance service to which they are entitled.  In particular, the monitor should check for health and safety issues such as missing or non-functional smoke detectors, debris stored in mechanical closets, plumbing problems, and evidence of water damage.
A separate inspection checklist must be completed for each HOME-assisted unit that your monitoring staff randomly selects.  
· For guidance in establishing an adequate “Monitoring 
Inspection Checklist,” please refer to HUD’s Inspection 
Checklist.  
The form (HUD-52580-A) may be used as 
formatted or adapted for use.
· For alternative checklist samples, refer to the appendix section:

· “Exterior, Grounds, Public Areas” Checklist 
· “Unit Inspection” Checklist 
Please visit our website at: http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html. for these forms 
6. Lead-Based Paint
Compliance requirements pertaining to mitigation and notification apply only to units constructed before 1978.  
Effective January 10, 2002, new lead-based paint requirements became based upon the type of activity, as well as the amount and duration of Federal assistance.  See Chapter VI of the HOME Contract Management Manual for more information.
· Each contract to lease housing shall include, as an attachment or within the contract, a lead warning statement in the language of the contract (e.g. English or Spanish).  
· The renter must also receive a federally approved pamphlet on lead poisoning prevention.  
· While not required, consider having the applicant sign a statement signifying that the pamphlet was received.  A copy of the statement and pamphlet should be placed in the applicant’s individual file.  
· Please refer to “Lease Addendum Disclosure of Information on Lead-Based Paint/Hazards for a sample disclosure form available at: http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html.
7. Project Lease 24 CFR 92.253
Project Lease:  Tenant lease agreements must meet the requirements set forth in Chapter IX, “Recertification and Rental Project Management” Please refer to Chapter IX for more information:
HUD’s Prohibited Lease Terms.......Appendix IX-D
Sample HOME Lease......................Appendix IX-J
8.  Tenant Selection 24 CFR 92.253
d. The HOME Final Rule requires owners to adopt written tenant selection policies and criteria and to establish a wait list.
For more information about lease agreements and Tenant Selection Plans, see Chapter IX “Applications, Rental Project Management, and Recertification”:
H.  The Monitoring Process:  
Each city and county must have sufficient written policies and procedures to monitor a HOME-assisted rental project to ensure continued compliance with state and federal regulations.  If you have not done so recently, please:
· Review your policies, procedures, and forms for possible improvement;
· Confirm that the monitoring staff is following established policies / procedures; and
· Verify that your monitoring, recordkeeping, and records retention is in compliance with the HOME Final Rule.

If your monitoring policies and procedures need to be updated, please refer to, “Outline for Long-Term Monitoring Policies and Procedures” for guidance, (available at the hyperlink below).

	For the following State Recipient Monitoring forms go to our website at:

http://www.hcd.ca.gov/fa/home/MonitoringStateRecipients.html.

· Annual Project Compliance Report
· Instructions – Annual Project Compliance Report

· Completed Sample of the Project Compliance Report
· Sample Site Visit Notification Letter

· Sample Monitoring Summary Letter

· Sample Monitoring Clearance Letter
· Sample “Tenant File Review” Checklist

· Sample “Exterior, Grounds, Public Areas” Checklist

· Sample “Unit Inspection” Checklist

· Sample “Affirmative FH Marketing” Checklist and Annual Affirmative Marketing Analysis Report



The State Recipient monitoring of rental projects should be designed to review the project owner’s overall performance, confirm adherence to HOME Program requirements, and to provide technical assistance as well.

The basic elements of each monitoring visit should include the following:

· A site visit notification letter to confirm the monitoring dates should be sent at least two weeks prior to arrival.  The letter must detail the contract number, the State Recipient representative(s) who will conduct the interview, and the areas to be reviewed and documented on checklists.

· Upon arrival, the State Recipient Representative(s) must conduct an entrance interview to make sure that the owner and/or manager has a clear understanding of the purpose, scope, and schedule for the monitoring.
· The State Recipient Representative(s) must keep a detailed record of information reviewed and conversations held with the owner / manager during the monitoring visit.  The information should be documented on checklists based on HOME Program requirements.  The information gathered will serve as a basis for conclusions to be included in the monitoring letter. 

· At the conclusion of the monitoring, State Recipient Representative(s) must meet again with the owner / manager to:

· Present preliminary results of the monitoring;

· Provide an opportunity to correct any misconceptions or misunderstandings;

· Secure additional information to clarify or support their position; and

· If applicable, provide an opportunity for the owner/manager to report on steps they may already be taking to address areas of noncompliance or nonperformance.

· After the monitoring visit, the State Recipient monitoring staff must send a monitoring letter to the owner / manager containing formal notification of the results of the monitoring.  All negative conclusions must be labeled as a “Finding” or a “Concern” with a specific required corrective action.  The letter should recognize the owner / manager’s successes and must set deadlines for a written response and corrective actions.  Retain a copy for your records. 


The letter must include the definitions for “finding” and “concern.”
· A “finding” is a deficiency in program or project performance due to a statutory or regulatory requirement that was not met. Sanctions or other corrective actions are authorized in these cases.

· A “concern” relates to program or project performance that should be improved before it leads to a finding;

· A written response from the owner or manager must be submitted to the State Recipient Representative(s) within 30 days of the date of the monitoring letter.
· Once all the corrective actions have been completed, the State Recipient monitoring staff must send a letter to the owner / manager stating that the monitoring findings and concerns have been closed.  Retain a copy for your records.                        
I.  Records Retention:         
Rental Housing (24 CFR 92.508 (a) (7) (c)):
· General records must be kept five years after project completion; and

· Tenant income, rent, and inspection information must be kept for the most recent five years, until five years after the affordability period ends.
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