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Transmittal Letter 
 
 

MICHAEL S. NORMAN, CIA, CFE, CGAP 
CHIEF AUDIT EXECUTIVE 

JERRY E. ABRAMSON 
MAYOR 

 

RICK BLACKWELL 
PRESIDENT METRO COUNCIL 

OFFICE OF INTERNAL AUDIT 

LOUISVILLE, KENTUCKY 

December 21, 2007 ber 21, 2007 
  
  
The Honorable Jerry E. Abramson The Honorable Jerry E. Abramson 
Mayor of Louisville Metro Mayor of Louisville Metro 
Louisville Metro Hall Louisville Metro Hall 
Louisville, KY 40202 Louisville, KY 40202 
  
  
Re:  Audit of Housing’s Home Repair Program Re:  Audit of Housing’s Home Repair Program 
  
  
IntroductionIntroduction 
 

An audit of Housing’s Home Repair Program was performed.  The Housing and 
Community Development division of the Housing and Family Services department 
administers the program.  The primary focus of the audit was the operational and fiscal 
administration of the activity.  This included how Housing processes, records, and 
monitors the activity.  While compliance with laws and Federal guidelines were 
considered, this was not a Federal A-133 Single Audit review. 
 

The examination was conducted in accordance with Government Auditing 
Standards issued by the Comptroller General of the United States and with the 
International Standards for the Professional Practice of Internal Auditing issued by the 
Institute of Internal Auditors. 
 

As a part of the review, the internal control structure was evaluated.  The 
objective of internal control is to provide reasonable, but not absolute, assurance 
regarding the achievement of objectives in the following categories: 

• Achievement of business objectives and goals 
• Effectiveness and efficiency of operations 
• Reliability of financial reporting 
• Compliance with applicable laws and regulations 
• Safeguarding of assets 
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There are inherent limitations in any system of internal control.  Errors may result from 
misunderstanding of instructions, mistakes of judgment, carelessness, or other personnel 
factors.  Some controls may be circumvented by collusion.  Similarly, management may 
circumvent control procedures by administrative oversight. 
 
 
Scope 
 

The operating policies and procedures for Housing’s Home Repair Program were 
reviewed through interviews with key personnel.  The primary focus was the operational 
and fiscal administration of the activity.  Tests of sample data were performed for 
transactions from the period July 1, 2006 through June 30, 2007.  Activity reviewed 
included project file documentation, contractual agreements, work program and budgets, 
expenditures and program income, transactions posted to Metro’s financial system, and 
information recorded in the Federal Housing and Urban Development system.  While 
compliance with laws and Federal guidelines were considered, a Federal A-133 Single 
Audit was not performed. 
 

The review included assessing whether activity was processed, recorded, and 
monitored accurately and appropriately.  The details of the scope and methodology of the 
review will be addressed in the Observations and Recommendations section of this 
report.  The examination would not identify all issues because it was based on selective 
review of procedures and data. 
 
 
Opinion 
 

It is our opinion that the administration of Housing’s Home Repair Program is 
weak.  The internal control rating is on page 5 of this report.  This rating quantifies the 
opinion regarding the internal controls, and identifies areas requiring corrective action.  
Several issues were noted that indicate the internal control structure could be improved.  
Examples of these include the following. 
 
• Drawdown Administration.  There were several issues noted regarding the 

administration of Home Repair Program drawdowns. 

 Federal compliance requirements state that program costs must be paid for with 
entity funds before reimbursement is requested.  For two transactions reviewed, 
totaling $35,908, it appears a draw was made prior to the vendor being paid.   

 For one transaction reviewed, it did not appear enough funds were drawn from the 
project based on the expense amount incurred. 

 There were several cases where delays in requesting draws occurred, resulting in 
Metro funds being temporarily diverted from other programs, and impacting the 
amount of funds available for investment opportunities. 
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• Monitoring and Reconciliation.  Issues were noted regarding the monitoring and 
reconciliation of some Home Repair Program activity.   

 Housing does not adequately monitor loan activity to ensure Metro receives all 
anticipated revenues.  Housing personnel indicated that the integrity of the loan 
information in the database was a major factor for the lack of monitoring actions 
taken. 

 Housing did not perform on-site monitoring or inspections of the work completed 
by sub-recipient contractors to provide assurance that work was being completed 
as intended. 

 Changes to contracts are not communicated to Housing management, and 
documented approval of the changes is not obtained, until after work has been 
completed and requests for payments are made. 

 
The implementation of the recommendations in this report will help improve the internal 
control structure and effectiveness of the Home Repair Program. 
 
 
Corrective Action Plan 
 

Representatives from Housing and Community Development have reviewed the 
results and are committed to addressing the issues noted.  Housing’s corrective action 
plans are included in this report in the Observations and Recommendations section.  We 
will continue to work with Housing to ensure the actions taken are effective to address 
the issues noted. 
 
 
 
 
Sincerely, 
 

 
 
 

Michael S. Norman, CIA, CFE, CGAP 
Chief Audit Executive 
 
 
 
 
 
 
cc: Louisville Metro Council Audit Committee 

ices 
lopment 

 Louisville Metro Council Members 
 Director of Housing and Family Serv
 Director of Housing and Community Deve
 Louisville Metro External Auditors 
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Criteria Satisfactory Weak Inadequate 

Issues Not likely to impact 
operations. 

Impact on operations likely 
contained.   

Impact on operations likely 
widespread or 
compounding.  

    
Controls Effective. Opportunity exists to 

improve effectiveness. 
Do not exist or are not 
reliable. 

    
Policy 
Compliance 

Non-compliance issues are 
minor. 

Non-compliance issues may 
be systemic.  

Non-compliance issues are 
pervasive, significant, or 
have severe consequences.  

    
Image No, or low, level of risk. Potential for damage. Severe risk of damage. 
    
Corrective 
Action 

May be necessary. Prompt. Immediate. 
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Housing’s Corrective Action Plan 
 
− Compliance:  The new process set up wherein all drawdown transactions are first 

reconciled by the Business Office of Housing and Family Services, prior to the Grants 
Management Division of the Finance Department processing the drawdown, will 
prevent the error of drawing funds before the vendor is paid. 

 
− Project Draw Amount:  The transaction discussed is an accounting issue that still 

needs to be resolved between the Housing staff and the Grants Management staff.  An 
entry needs to be made on the HUD IDIS system, but cannot be transacted until an 
issue involving deferred revenue is resolved. 

 
− Timeliness:  The past problems with the timeliness of drawdowns should be 

eliminated when the Grants Management Division of the Finance Department 
becomes fully proficient in performing the tasks related to drawdowns.  Already 
tremendous progress has been made in this area.  Currently, Grants Management 
completes drawdown requests twice a month, and is working toward increasing that 
frequency to weekly. 

 
− Financial Planning:  As mentioned in the report, the Grants Management Division 

of the Finance Department became responsible for preparing and executing the 
drawdown of Federal program funds in the Housing and Community Development 
Division effective July 1, 2007.  The Grants Management Division, in cooperation 
with the Business Office of the Housing and Family Services Department and the 
Program Administration Division of the Housing & Community Development 
Division, reviews and reconciles revenue and expenditure data reported in the Metro 
LeAP Financial System to the HUD IDIS system in order to prepare drawdown 
amounts from the Federal line-of-credit.  Once the draws are performed, both 
agencies will monitor the receipt of drawn funds to assure they are posted to the 
correct accounts. 
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#2 – Monitoring and Reconciliation 
 

Issues were noted with the monitoring and reconciliation of Home Repair 
Program activity.  As a result, the internal control structure is weakened and its 
effectiveness is impaired.  Specifics include the following. 
 
• Loan Monitoring.  Some homeowners receiving Home Repair assistance are 

required to pay back a portion of the expense in accordance with terms noted in a loan 
agreement.  Metro’s Finance and Administration Department receives the payments 
and records loan activity in a database.  Housing does not adequately monitor loan 
activity to ensure Metro receives all anticipated revenues. 

 Housing personnel indicated that the integrity of the loan information in the 
database was a major factor for the lack of monitoring actions taken.   

− One loan reviewed was found to be delinquent on payments for more than three 
months.  There was no documentation available to indicate the homeowner was 
notified of the delinquency.  Housing personnel were not aware that the 
homeowner had a repayable loan. 

 Housing performs a yearly verification of occupancy for homeowners entered in 
loan agreements to ensure mortgage terms are being met.  The homeowner is 
informed to return documentation attesting to their status of residency within 15 
days.  If verification of occupancy is not received by Housing, then a second 
notice is sent to the homeowner.  However, second notices do not appear to be sent 
in a timely manner (i.e. second notices are not sent for up to a month after the first 
responses are due back).   

 
 
• Sub-Recipient Monitoring.  Housing used one sub-recipient during fiscal year 2007 

to manage some Home Repair Program projects.  However, Housing did not perform 
on-site monitoring or inspections of the work completed by the sub-recipient’s 
contractors to provide assurance that work was being completed as intended. 

 
 
• Contractor Monitoring.  Some issues were noted with the monitoring of contractors 

used by Housing for Home Repair project work. 

 Changes to contracts are sometimes necessary due to unforeseen repairs that are 
noted during project work.  However, Housing management are not notified of 
change orders and do not provide documented approval until after work has been 
completed and the payment request has been submitted by the contractor. 

 Housing personnel perform random site visits during the Home Repair process.  
However, results of the site visits are not formally documented and maintained in 
project files. 

 Contractors are not properly monitored to ensure licensing is appropriate.  
Contractors are required to maintain current insurance and licenses.  However, 
Housing personnel only perform annual reviews of insurance, not licensing.  It 
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should be noted that Housing personnel are currently working to establish an 
annual review process of contractor licenses. 

 
 
Recommendations 
 

Appropriate personnel should take corrective action to address the issues noted.  
Specific recommendations include the following. 
 

 Housing personnel should determine the status of all Home Repair Program loans.  
Most likely this will be a manually intensive effort since actual paper files will have 
to be verified to database activity.  Regardless of the effort required, it is critical that 
Housing and Community Development provides assurance that the loans are properly 
accounted for.  The responsibility for this task should be assigned to appropriate 
Housing personnel and progress monitored to ensure timely completion.   

 
 Housing should contact Metro Information Technology, or other IT resources, for 

assistance regarding the loan database.  The functionality of the database should be 
reviewed to determine whether a more comprehensive system is required or if the 
current database is sufficient.  If it is determined that the current database is 
sufficient, then efforts should focus on data integrity (i.e., ensuring data is accurate 
and complete).   

 
 Ultimately, Metro Housing is accountable for ensuring the Home Repair loan activity 

is properly administered and accounted for.  Housing personnel should routinely 
monitor Home Repair loan activities. 

 
 Housing personnel should send second notices regarding verification of occupancy to 

homeowners in a timely manner.  This will help ensure that mortgage terms are being 
properly met; or in cases of non-compliance, it will allow for corrective actions to be 
taken sooner.  Housing may want to consider extending the 15 day deadline for return 
of verifications if it is determined that this may be an unrealistic timeframe for 
homeowners to respond within. 

 
 Housing personnel should perform random on-site monitoring of Home Repair 

project work, to include projects administered internally, as well as by sub-recipients.  
Results of site visits should be documented and will help ensure that the program 
work is being administered appropriately in accordance with contract terms and 
Federal requirements. 

 
 Housing management should review and approve all requests for changes to Home 

Repair Program contracts prior to work being performed.  The approval should be 
documented and will help provide additional assurance that the proposed changes 
appear appropriate and necessary.  Obtaining approval prior to work being performed 
will also help prevent possible payment delays, or denials, since change order 
requests will have already been reviewed for appropriateness. 
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 Housing should continue with their efforts in developing an annual review process for 

contractor licenses.  The procedures should be documented and distributed to all 
applicable personnel involved in the process.  This will help ensure that contractors 
remain current with licensing requirements, and thus remain eligible as a Metro 
contractor. 

 
 
Housing’s Corrective Action Plan 
 
− Loan Monitoring:  The staff responsible for the verification of occupancy for the 

rehab loans is now sending second notices when the homeowner does not respond to 
the initial notice.  The 15 day deadline for return is not unrealistic to expect of the 
homeowners.   

 
− Sub-recipient Monitoring:  The Rehab inspectors perform inspections on all home 

repair cases that are handled in-house as a matter of routine.  Additionally, a random 
inspection program of sub-recipient activities such as home repair and roof 
replacement was initiated following the recent HUD monitoring.  Random 
inspections will ensure that work has been performed consistently with the 
contractual agreements between the division and the sub-recipient. 

 
− Contractor Monitoring:  Rehab staff will review requests for change orders prior to 

the work being performed and provide proper documentation that the work is 
appropriate and necessary.  Requests for all change orders will require the review and 
approval of the Deputy Director of the division or his designee prior to the work 
being performed. 
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#3 – General Administration 
 

Issues were noted with the general administration of Home Repair Program 
activity.  As a result, the internal control structure is weakened and its effectiveness is 
impaired.  Specifics include the following. 
 
• Policies and Procedures.  Housing policies and procedures note that a 20% retainer 

should be withheld when partial payments are requested by contractors.  However, 
current practices indicate that only a 10% retainer is being withheld.  Housing 
personnel stated the policies need to be updated to reflect the appropriate percentage. 

 
 
• Forms and Documentation.  An environmental statutory checklist is used by 

Housing to document regulatory compliance (e.g. historic, noise, and floodplain 
requirements) for properties being evaluated for the Home Repair Program.  There 
were two cases where the checklist could not be located for the projects reviewed.  
However, there was documentation present (i.e. clearance letter) to indicate the 
properties had been cleared.   

 
 
• Interoffice Communications.  When a homeowner is delinquent on loan payments, 

it could lead to a recommendation of foreclosure.  Documentation of the situation is 
prepared by Housing and sent to the County Attorney’s Office for review.  Housing 
personnel stated they have difficulty receiving final determinations from the County 
Attorney’s Office.  This results in files remaining open for prolonged periods of time. 

 
 
Recommendations 
 

Appropriate personnel should take corrective action to address the issues noted.  
Specific recommendations include the following. 
 

 Housing’s policies and procedures should be updated to properly reflect current 
Home Repair Program processes (e.g. retainer percentage).  Any changes, additions, 
or deletions to the policies and procedures should be communicated to all personnel 
involved with the Home Repair Program.  The policies and procedures should be 
periodically reviewed to ensure they are current.  Training should be provided to 
personnel as needed to ensure policies are understood. 

 
 Care should be taken by Housing personnel to ensure an environmental statutory 

checklist is completed for all properties involved in Home Repair Program activities.  
The checklist helps document that all environmental requirements were properly 
addressed and summarizes any necessary actions to be taken.  Housing may want to 
consider completing an individual statutory checklist for each property reviewed, as 
opposed to the current practice of combining multiple properties on one checklist.  
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This would allow for each property to have its own form to be filed in its applicable 
project file. 

 
 Housing should work with the County Attorney’s Office to develop a process by 

which foreclosures will be communicated in a timely manner.  One solution could be 
that Housing maintains a listing of all properties being considered for review.  
Periodically (e.g. monthly), Housing could contact the County Attorney’s Office 
requesting status updates for the properties listed.  Effective communications from all 
involved parties are essential to ensuring loan activity is properly reflected. 

 
 
Housing’s Corrective Action Plan 
 
− Policies and Procedures:  All the policies and procedures for the Home Repair 

Program have been updated to reflect the current standards.  The retainer issue has 
been addressed with all the home repair employees, so that everyone knows the 
policies in the department.  We have also let all the contractors know that the 10% 
retainer is the policy for this department.  The Department of Housing and Family 
Services will review all the policies with a regular, annual review, in the future.  All 
personnel will be provided with the updates on the new policies and procedures 
manual. 

 
− Forms and Documentation:  The environmental forms and checklist is used on all 

projects and should be in each file.  It is now the responsibility of one person in the 
Home Repair section to check the file to be sure this form is in the file.  The 
inspectors will also check the file and make sure that the form is included.  From this 
date forward, we will have this checklist on each project.   

 
− Interoffice Communications:  We now have someone who is responsible for all the 

loans which are updated regularly.  We know who is late and who is not paying.  We 
are working with Finance to upgrade our system to become more professional.  Our 
plan is to purchase a program that will give us that information in a timely manner.  
This will help us to know when a homeowner is having trouble and nearing the 
foreclosure problem.  We, therefore, can let the County Attorney’s office know in a 
timelier manner.  We need to work more closely with the County Attorney’s office on 
all issues. 
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