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AGENDA
BUDGET AND FINANCE COMMITTEE
October 27", 2009
1:.C0 P. M.

1. Review and Discussion of FY 2010 Financials - Fister

¢ General Fund FY 2010 Revenue and Expenditures as of
September, 2009 = Fister P1-3)

2. Quarterly Update of Commerce Lexington —~ Robert Quick, President &
CEO

» 1% Quarter - Fiscal Year 2010 Update (P4-9)

3. Presentation of Overtime for Fire - Chief Hendricks

* Power Point Presentation Overtime (P10-21)



BUDGET AND FINANCE COMMITTEE
October 27" 2009

1:00 P.M.

4. Internal Audit Quarterly Update — Sahli
o Internal Audit Process (p 22)

« Division of Revenue Tax Gap Audit Summary of Audit Results
(p23-24)

5 General List of Recommendations From Council Links - Stinnett

e« Recommendations Schedule !l (p25-27)
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First Quarter = Fiscal Year 2010
July 1 - September 30, 2009
Lexington Fayette Urban County Council Update

First Quarter — FY 2010 only, Commerce Lexington’s Economic Development Division has
responded to calls from the following:

Prospects: 27 (these are companies iooking to locate or expand)
Start-up/Entrepreneurial High-Tech Companies: 10
Existing Business Visits: 49

Special Events, Tradeshows and Marketing

Alitech European Equestrian Games

August 24 through 30, Gina Greathouse with the Commerce Lexington Economic Development
team, Niki Heichelbech with the Lexington Convention & Visitors Bureau, and Anthony Wright with
the Mayor's office traveled to London and Windsor, England to attend the Alltech European
Equestrian Games. The games were a huge success! The purpose of the event was to participate
in “the Kentucky Experience," an event Alltech and the Commonwealth of Kentucky hosted for the
European Equesfrian Games. Keniucky was showcased fo 60,000 spectators at the
games. Interest was strong from the visitors to attend the 2010 Alitech World Equestrian Games.
It was Lexington's chance fo begin cultivating these relationships in advance of 2010, Note: This
was announced in our August update to LFUCC.

Manufacturers’ Networking Group Lunchean

Commerce Lexington hosted the annual Fall Luncheon for the Manufacturers’ Networking Group
on September 22 at Webasto Roof Systems. Kentucky Cabinet for Economic Development
Commissicner Jim Navolio spoke to the group about the recent incentives changes and David
Freibert with Kentucky Utilities discussed cap and trade legislation. More than 50 peopie attend
the event.

DC Fly-In — Come Back Home

During the DC Fly-in in July, Commerce Lexington hosted a reception for high-level government
officials, the Kentucky Society of Washington D.C., a group of ex-pattiots of Kentucky, and local
alumni. Over 150 attended the event. During the reception, attendees heard from Mayor Jim
Newberry and Bob Quick. The event was a great way to showcase all of the great happenings in
Central Kentucky and give the attendees a reason to think about coming home!

Engineering Summer Program

Commerce Lexington participated in UK's ESP program in June. The week-iong engineering camp
is for high school seniors. During the program the students work in teams on developing a new
product — they design the prototypes and present their model at the end of the week. Commerce
Lexington attended the end of the week cookout to talk to the students about the importance of
engineering and entrepreneurship and attending the University of Kentucky. Kudos to Dr. Bruce
Walcott and the UK College of Engineering for these efforts.




UK Clinician Innovation Day

UK hosted the first annual Clinician fnnovation Day on August 4. Commerce Lexington’s economic
development team attended and heard from several experts on how to commercialize medical
ideas. UK's Office of Commercialization & Economic Development announced a streamlined
process for clinicians to explore their ideas, which may lead to commercialization. UK also
announced the formation of Therix Medical, a for profit company for medical devices. Commerce
{ exington's economic development division has a focus on medical devices as a target industry for
Lexington because of the presence of UK. Nofe: This was announced in our August update to
LFUCC.

Advantage Kentucky

Commerce Lexington, GLI and Northem KY Tri-ED visited Chicago at the end of September for the
third Advantage Kentucky Marketing frip. A project manager from the Cabinet for Economic
Development also attended the trip. The purpose was to meet with site selection consultants to
market the three areas as a great place to do business. During the trip, the delegates leamed of
two new leads for the region! This partnership has been extremely successful and we continue fo
ptan future mission trips.

The Advantage Kentucky group also met September 16 at Fidelity investments in Northern
Kentucky to discuss possible legislative agenda items for 2010 and to plan future trips and
initiatives.

New Cabinet Secretary
The Kentucky Cabinet for Economic Development recently named Larry Hayes as Secretary of the
Cabinet. He was previously serving as Interim Secretary.

To welcome the new Secretary, Commerce Lexington held a Public Policy After Hours event at
Buffalo Trace. Secretary Hayes addressed the group about the new state incentives. Mayor Jim
Newberry also spoke at the event.

Marketing & Advertising

Commerce Lexington's economic development division recently placed an ad in Area
Development's August/September issue which features Rebecca Ryan’s Next Generation Cities,
which Lexington ranked as 13% and a Kentucky profile. In the summer issue of the Kentucky
Alumni magazine, we featured Todd Vincent, founder of xmiLegal, in our “Come Back Home®
article.

We recently completed a redesign of our Greater Lexington Biuegrass Business Prospectus.
Cover sheets now tie in fo our theme of “Visionaries, Mavericks, Dreamers” direct mail and
advertisements.

Kentucky Cabinet for Economic Development — State Incentives
Incentives are an important tool in helping recruit, retain and grow businesses. One of the major

development incentives. House Bill 3 streamlines Kentucky's programs and provides incentives
that will help our region create jobs and increase economic activity. The legislation includes new
tools to help existing businesses expand, a new tax credit for small businesses, and incentives fo
encourage new-economy jobs.




These new enhancements and additions will help Commerce Lexington aftract and retain
businesses, create jobs and increase investment, all critical to helping our community emerge from
the economic downturn poised for growth.

Geeks Night Out
Geeks Night Out held its sixth event on September 11 at Soundbar on South Limestone. The
group has been meeting every other month for a year. The networking event for high-tech

the in2lex group. The in2lex committee continues to meet on a regular basis to discuss how to
promote Lexington as a high-tech city and retain our high-tech jobs and employees in Lexington.

Pecha Kucha

Pecha Kucha Lexington presented Vol. 2 of its 20 images x 20 seconds format showcasing a
variety of local talent through multiple speakers on September 10 at Natasha's Bistro & Bar. Pecha
Kucha (peh-chak-cha) derives from the Japanese language meaning chit chat. This event provides
a platform for people to share a unique talent without the pressure of long presentations and
guestions. We are proud of what Lexington represents in horses, bourbon and basketball but now it
is time to show off talent through design, technology, travel and idea creafion.

Awesome Inc. Mobile Conference

Commerce Lexington sponsored & co-hosted a mobile phone application conference with
Awesome Inc. Over 100 attendees from throughout the region, 10 speakers, 4 tracks (General,
Technical, iPhone Beginner, iPhone experienced), 2Keynote Speakers, iPhone development
Workshop Mobile Application Pitch Contest. Brian Raney, Luke Murray, and the other pariners of
Awesome inc are really gaining traction. We encourage you to visit the Awesome Inc space

adjacent to CLX. Note: This was announced in our August update to LFUCC.

Florida Tile, Inc.

Commerce Lexington is excited to announce that Florida Tile, Inc. is relocating its corporate
headquarters to Lexington, KY! The company is relocating from Lakeland, FL to Lexington to be
closer to their manufacturing and distribution facility in Lawrenceburg, KY. The company designs,
manufacturers, and distributes porcelain and ceramic wall tiies. The new location will create 51
jobs with an average wage of $47,000/year. The capital investment will be close to $4M. Florida
Tile is currently fitting up space in Beaumont for their new offices and expects to move by the end
of this year or early next year. KEDFA approved Florida Tile for incentives under the new program,
Kentucky Business Investment (KBI). Welcome fo Lexington! Nofe: This was announced in our
August update to LFUCC.

Baker Iron_& Metal Company

Baker Iron & Metal Company held a ribbon cutting and grand opening event to announce their
expansion in Lexington in July! The company, founded in 1921, has purchased 20 acres on Old
Frankiort Pike for a new recycling facility. The expansion is estimated to be between $6 and $8
million in capital investment. The project will add 5 to 10 new jobs and will make Baker more
efficient. Several key figures attended and spoke at the event including Congressman Ben
Chandler, Mayor Jim Newberry, Kentucky Cabinet for Economic Development Deputy




Commissioner Ken Robinson, and Commerce Lexington's President & CEO Bob Quick. Owners
Wilbur and Ken Cohen attended the event and Ken Cohen spoke, as well as Greg Dixon, General
Manager.

Equine Diagnostic Solutions
You may remember Equine Biodiagnostics that was most recently located in the Coldstream

Research Campus. A few years ago, it was acquired by IDEXX Laboratories. IDEXX decided to
close the location in January 2009. Senior staff Jennifer Morrow and Amy Graves saw the closure
as an opportunity to open their own lab and continue to provide service to the many local
customers. Thanks to the dedication of Jennifer Momow and Amy Graves along with help and
guidance from our ED division, the Small Business Development Center and the Acce$$ Loan
Program, Equine Diagnostic Solutions officially opened in July 2008. They received $340,000 in
debt financing from Community Trust Bank. Note: This was announced in our August update to
LFUCC.

Lexinagton Partnership for Workforce Development

The 3 Annual Lexmark Teacher Institute Opens Educators’ Eves

Here’s what the teachers said:

“I feel | just tipped the iceberg of leaming about business in our community.”

experiences. | would also say that it was surprising how many businesses seemed willing and
excited to work with teachers.”

‘It was a phenomenal and valuable experience. | would highly recommend that all staff participate.
| am one of those who have done school my whole iife and | didn't realize how much | didn’t know
about what the business world is like."

This year's Lexmark Teacher Institute was another eye-opening and informative professional
development opportunity for 51 central Kentucky educators. Middle and high school teachers from
Fayette, Jessamine & Scoft County public schools participated along with two faculty members
from Bluegrass Community & Technical College took part in all the week’s offefings. The majority
of the teachers were in the science, math, English and career-tech disciplines.

The week began with a workshop in which the teachers leamned about Jung's Eight Mental
Functions and Their Impact on Leamning. Basically this session examined how individual biases
affect how a teacher teaches, how students perceive and how teachers can adapt their style to
reach as many students as possible. The remainder of the week was spent in sessions with
business representatives who worked with smaller groups of teachers. The intent of the institute is
to provide a forum for teachers to directly connect to business expertise to see how what they
teach in the classroom is applied in the workplace. After working with these business
professionals, the teachers then had the opportunity to tour several different companies.

Lexmark once again provided significant financial support as well as expertise and talent. The
Bluegrass Workforce Investment Board/Central Kentucky Job Center also financially supported the
LTI, which again allowed teachers from outside of Fayette County to participate. The week




cutminated with a full agenda at Lexmark, which included various lab tours and hands on activity
stations focused on heat, sound, stafic electricity, polymers and plastics. All the teachers were
recognized at a luncheon at which Rama Dhuwaraha, Chief Information Officer, LFUCG spoke to
the group. A thank you goes to Columbia Gas for sponsoring the recognition luncheon.

Many thanks go to all the businesses and professionals who gave of their time. This support is the
critical element that makes the institute a success! Companies that hosted teachers or had
representatives work with a teacher group included:

Kentucky American Water Company Visit (John Mark Hack)

Mersive Technologies Visit (Randall Stevens)

Jeff Bradshaw, GISP, Senior Systems Analyst, Plan Graphics)

Dr. James Pierce, Alltech Biotechnology, Center for Animal Nutrigenomics & Applied Animal Nutrition
Tim Savage, Founder/President, T2T2

Van Kirk, Collision Reconstruction Associates

Elizabeth McCullough, Corrin Gulick & Becky Barrick, KEEN-KY Dept. of Highways

Gwen Vujakovich, CEO, Fayette Heating & Air

Sargent & Greenleaf Visit (Bill Dempsey)

Toyota Motor Manufacturing Kentucky Tour

BCTC/KCTCS workshops at TMMK-NAPSC

Rose Patrick and team @ St Joseph Healthcare

Mary Ellen Slone, President, Meridian Chiles

Christina Riley, Clinic Manager & Greta Bondurant, Director of Marketing & Patient Recruitment
Central KY Research Associates

Kim Zeidler, Director K-12 Math & Science Qutreach, Univ. of Kentucky

Neogen Visit (Brent Mayer)

Valvoline (Daryl Love)

Lexmark—Juli Gaworski, Linda Hollembaek and team.

Community & Mincrity Business Development

The first quarter of the fiscal year was filled with educational opportunities for minority and women-
owried business owners. In July we sponsored and attended the 1% annual Partners for
Entrepreneurship Advancement in Kentucky, (PEAK) Conference. Our department conducted a
lending and business plan development seminar in partnership with our pariner, the Small
Business Development Center. Qur seminar had 27 businesses and pracfitioners in attendance.
The one day conference had over 130 businesses and practitioners from around the state,
according to the report from the PEAK board. It was a good lever for our department, and the
potential growth of the Access Loan Program. Staff also participated in a Lenders summit
sponsored by Fifth Third Bank and the Northern Kentucky Chamber. The goal is to participate in

Kentucky. These events are essential parts of our programming. They allow us to continue
working with other groups to teach and leam best pracfices, so we are always imparting the best
information that we can to Lexington area potential and existing entrepreneurs,

In August CMBD began the month as one of the lead spensors for the Lexirigton- Fayette County
Minority Business Expo. The event boasted its largest attendance of over 480 participants. Large
companies conducted one-on- one conversation with mincrity businesses that wanted to do




business with them. There were also two keynote speakers that brought great reviews through
survey evaluations.

The Minority Business Development Advisory Committee met in August. We conducted
discussions on several topics. Many of the committee members attended the minority business
expo. Staff also attended the Governor's Minority Empowerment Seminar to showcase the
services of the Bluegrass Business Development Partnership. CMBD is partnering with the Small
Business Development Center to bring Dr. Melvin Graveley to Lexington on September 29%. Dr.
Melvin Gravely, I, is an expert on the subjects of minority business development and supplier
diversity initiatives. He is the founder of the Institute for Entrepreneurial Thinking, the leading think
tank on issues related to minority business development.

Commerce Lexington also hosted the Messer Construction/National Diversity Solutions
Construction Economic Inclusion QOutreach session. The featured project was the $30 million dollar
LFUCG Public Safety Operations Center.

The ACCESS Loan Program has facilitated $350K in Loans during the first quarter. Staff has also
identified over $390K in procurement either completed or executed by minority businesses.
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THE INTERNAL AUDIT PROCESS

The mission of the Office of Internal Audit is to provide independent, objective assurance and
consulting services designed to add value and improve the Urban County Government’s
operations. It helps the local government accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk management, control,
and governance processes.

It is important to understand that internal controls are the responsibility of
management. Each individual Department and Division has the basic responsibility for
establishing, maintaining, and periodically reviewing its internal control systems. The
objectives of the Office of Internal Audit are to assist members of the Urban County
analyses, recommendations, counsel, and information concerning the activities reviewed and
by promoting effective internal control at a reasonable cost. This is achieved via the internal
audit process described below.

Once an activity within a Division is selected for an audit, meetings are held with responsible
management to obtain an overview of the activity’s internal controls and to identify any
process concerns management may have. The next step is the evaluation of specific
procedures developed by management to provide sufficient internal control over the activity
being audited to ensure it is meeting management’s objectives. This step is followed by
detail testing of transactions to determine the controls are in fact functioning as intended.

From these steps audit findings identifying opportunities for improvement in the control
structure, and in some instances opportunities to improve the operational effectiveness and
efficiency of the activity being audited, are developed. The findings are described in a draft
version of the audit report, along with recommendations for correcting the control
deficiencies, which are then discussed with management in an exit confererice. Management
is then given a reasonable amount of time to provide a written response to the findings
describing how the deficiencies are being addressed, which will be included in the final
version of the audit report. The audit report is then issued to the Mayor, the Urban County
Council, the Internal Audit Board, the Senior Advisor for Management, and other senior
management (Commissioner, Director, etc.) with direct authority to correct the deficiencies
and to provide oversight of the correction process. The finalized audit report is then posted
on the Office of Internal Audit web page for public information, generally within one to two
weeks after issuance.

Some findings are quite minor in nature and are communicated to responsible management
verbally, while others considered more significant are included in the audit report. Xt should
be noted that findings are a common result of an audit; and do not in and of themselves
indicate carelessmess or negligence on the part of management. Deficiencies identified
during an audit can be the result of many factors, some of which may be only partly
controllable by management. In addition, internal audit reports are designed to draw attention
to opportunities for improvement and therefore do not address the areas of satisfactory
performance that may be noted during an audit. Therefore, Council is encouraged to
maintain a balanced perspective regarding the nature and extent of internal audit findings.



DIVISION OF REVENUE TAX GAP AUDIT
SUMMARY OF AUDIT RESULTS

The Office of Internal Audit completed an audit of the Division of Revenue Tax Gap
Processes on September 24, 2009. Our audit focused on the Tax Gap of the Occupational
License Fee. Tax Gap is defined as the difference between what taxpayers should have
paid and what they actually paid on a timely basis. Understanding and monitoring the
Tax Gap allows management to make better decisions about tax policy, allocation of
resources for tax administration, and to manage fiscal challenges and responsibilities.

The general control objectives for the audit were to determine that:

Written procedures exist for monitoring the Tax Gap

The collection process is sufficient to identify businesses who have not filed taxes
Underreported taxes are identified and collected in a timely manner

Interest and Penalties are appropriately applied and collected

The following findings were reported to senior management:

Significant techriological improvements are needed to address Tax Gap issues.
The Division of Revenue should seek funding to obtain a tax software program
with the capability to manage large amounts of data. This software package needs,
at a minimum, the ability to employ system logic to identify delinquent taxpayers,
maintain an accurate accounts receivable database that generates reports enabling
Division of Revenue personnel to track the aging of tax accounts receivable and
to effectively manage delinquent accounts, have the capability to automatically
generate notices to taxpayers who have missed filing deadlines, track the filing
status of businesses that have been granted filing extensions, and automatically
calculate penalties and interest.

The Computer Services Mainframe system report of all entities or individuals
who have not paid taxes contained significant inaccCuracies and omissions. This is
the same report that Computer Services provides to the Division of Revenue to
assist them in collecting unpaid taxes.

More than 10,000 blank period-end dates were found in the Licénse Year-to-Date
Table that contains all returns filed and/or paid. We also noted 249 data validity
errors in the related Mainframe Master File. This indicates edit checks were
either non-existent or ineffective in the License Year-to-Date Table and
Mainframe Master File.

Penalties and/or interest charges were not consistently applied against late
payments of Net Profit returns and Employee Withholding returns. The purpose
of this finding was to raise management’s awareness of the potential effect of
unapplied interest and penalties on late returns. It was outside the scope of this
audit to evaluate the circumstances surrounding specific instances of unapplied
penalty and/or interest, or to provide a list of specific accounts to be re-billed, or

23



of specific collectable amounts. The Division of Revenue performed their own
detailed examination of the circumstances surrounding the top 55 Net Profit
transactions and top 115 Withholding transactions identified in our tests, and
extrapolated approximately $1,000,000 in uncollected interest and penalties over
the three-year period covered by our tests.

* The Revenue Compliance Section receives checks for the late payment of taxes,
for amounts other than the actual tax due, or for other reasons such as address
changes. Once the related account is researched, they forward these checks to the
Revenue Processing Section for processing and deposit. These checks should be
logged, endorsed, and deposited by the Compliance Section to increase security of
funds. Copies or scanned images of such checks should be forwarded to the
Revenue Processing Section for processing purposes.

e The Division of Revenue external website contains License Fee Regulations that
have not been updated since November 1, 2000. This website should be updated
to inform the public of all fees, penalties, and interest related to Ordinance 13-7,
which became effective on December 6, 2007.

e Occupational License fee tax forms must be manually filed by taxpayers and
manually reviewed by Division of Revenue auditors. The Division of Revenue
should consider a timetable to automate Occupational License fee tax filing and
review.

Management’s responses to the findings indicated appropriate action would be taken to
correct the deficiencies identified. Management and staff were very courteous and
cooperative throughout the course of the audit.
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