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Joint Audit Challenges

• Joint Audit Challenges
Potential whistle-blower case
Workpaper transfer between separate organizations
Legal counsel opinions needed
Coordination between HUD staff, the City, and the 

County’s senior management



• Allegations

• HUD Programs Involved:
NSP
CDBG
HOME Investment Partnerships Program

Background



Allegations

• Initial complaint to HUD OIG Hotline alleged
misuse/mishandling of HUD funds
 Improperly allocating CDBG administrative costs
Conflict of Interest 
Preferential treatment

• Additional allegations were made but not
substantiated



HUD Programs 

• Audit scope
Neighborhood Stabilization Program (NSP)
Community Development Block Grant (CDBG)
HOME Investment Partnerships Program(HOME)

• Grant funded
City of Olathe was Johnson County’s sub-recipient for 

all three programs



NSP Explained







NSP – Funds Available Nationwide 

• NSP 1 - HERA 2008 ($3.92B)
• NSP 2  - AARA 2009  ($1.93B)
• NSP 3  - “Dodd-Frank Act” 2010 ($1B)

• Large dollars were available in a short time frame
• Timing increased risk of error



NSP Funds Allocated

• County received  $4.5M in NSP 1 Funds
• County purchased and rehabbed homes for 

sale

• County agreed to provide $1.9M to the City 
(42% of the grant funds)



NSP Funds Allocated

• City Received $1.9M in NSP 1 Funds
• City purchased 13 homes
8 homes became rental properties
3 homes were sold 
2 homes were donated



HOME Investment Partnership

• Authorized in 1990
• Largest Federal block grant to states/local 

governments
• County/City agreement since mid -90’s 
 for City to manage its own HOME program 

• County manages this program for County applicants 
Overland Park, Shawnee, Unincorporated areas 

• Provides rehab funds to eligible homeowners



HOME Investment Partnership

• Different rules for County/City
Up until 2014, City required 100% loan payback 
 In comparison, County forgave 10% each year for 10 

years 

• Loan payback dollars = “program income”
• Program income must be used before current

year’s allocation can be used
• As of July 2016, City had more than $1.9 in 

outstanding HOME loans (future program 
income)



Audit Objectives

• Initial Audit objective – Determine if:
Complainant’s allegations were substantiated

• Added Audit objectives - Determine if:
City listed the proper affordability period for the NSP 

homes it sold
City received maximum benefit from the HOME grant 

funds it received 

• Initial audit period covered 1/01/2011 through
12/31/2015, later expanded to 07/31/2016



Audit Findings 



Findings

• City did not properly allocate admin costs

• City improperly sold NSP home to employee’s 
daughter (conflict of interest)

• City forgave NSP promissory notes much sooner 
than required (including employee’s daughter)

• City did not select applicants appropriately and 
ensure its waiting list was accurate 
(preferential treatment)



Conflict of Interest

City of Olathe Policy

County agreement referenced HUD 24 CFR Part 570, 



NSP Loans Forgiven

• NSP loans were provided to home buyers 
• No loan payback if affordability period was met
• The City depended upon incorrect guidance from 

the State of Kansas   
• Contracts were written based on wrong guidance
• Home buyers were required to live in homes for a

three year affordability period
Two homes sold should have had a 10 year period
One home sold should have had a 15 year period 



Preferential Treatment

• April 2010 NSP waiting list contained names of 
eligible applicants 

• Three applicants selected(June/July 2010) not on 
waiting list

• One applicant selected was an employee’s son
(different employee)

• Action resulted in an appearance of preferential 
treatment



Finding

• City did not fully use its HOME funds
Not a HUD finding because County used funds
City residents could not apply to County
City had a waiting list for funds (12+ applicants)







City’s Response

• Disagreed with all HUD findings

• Unclear in response to County finding:

“The City acknowledges it encountered challenges which
prevented it from using all the allocated HOME funds
during the review period covered by the draft. However,
the City has taken steps to ensure future success program
execution in the future.”



Audit Report Notes

• Final Audit Report follows HUD’s reporting
protocol

• HUD will meet with JOCO and the State of
Kansas to work on the recommendations

• Final audit report provided to City on Sept 28,
2016





Lessons Learned 



HUD OIG Perspective

• Be sure to notify other organizations potentially
involved in audit

• Talk with information security, legal counsel, and other
staff to prevent potential problems

• If possible, narrow the audit scope
• Be prepared for auditee to invite legal counsel to

attend audit progress meetings



Johnson County Perspective

• Be prepared to face challenges
Technology difficulties
Authority Challenges from Auditee
Learning about three separate HUD programs and 

separate regulations for each
• Opportunity to learn is immense
Differing audit techniques
Audit finding and report writing process

• Collaboration brings better results!



Senior Management Comments

• Ron Hosking-HUD OIG Regional Inspector General 
for Audit

• Ken Kleffner-County Auditor



Questions 
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