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1. Qctober 22, 2013 Comumittee Summary {1-2)
2. Monthly Financial Report (3-16)
3. OCutsourcing Internal Audit Functions (17-45)
4. Debt Management Policy Review — Stinnett (46-55)
5. Urban Services Refund Policy — Stinnett (58-57)
6. FY 15 Links Discussion {58)
7. ltems Referred to Committee (59}

“Budget & Finance Committee, to which shall be referred matters relating to the Department of Finance and
Administration and its divisions, and any related partner agencies, the urban county courts and constitutionai
officers, fiscal operations of the government, revenues and expenditures of the government, and organization
changers which affect the fiscal operations of the government, Additionally, this committee shall review the
final audit report and management letter of the accounting firm recommended by the Mayor and selected by the
Council to conduct the annual financial audit of the Urban County Government and shall report its findings
conceming the same to the Mayor and Councif for appropriate action.” Council Rules & Procedures, Section
2102 (1) Bffective January 1, 2011. Adopted by Urban County Council October 14, 2010

Future Meeting Schedule

March 19 June 18 October 22
April 30 August 27 November 19
May 28 October 1 December 10



BUDGET & FINANCE COMMITTEE
October 22, 2013
Summary

Ellinger called the mceting to order at 2:32 PM. All members present except Farmer.

Akers was recognized as part of the quorum. Clark, Lawless, Myers and Lane also
attended.

I.  Qctober 1 Committee Summary

On a motion by Beard second Scutchfield the summary of the October 1 Special Budget
& Finance Committee was approved unanimously.,

l.  Monthly Financial Report

Bilt O*Mara, Finance Commissioner provided the monthly tinancial report.
He discussed several economic indicators. He stated that the unemployment rate and
other indicators were heading in a positive direction. '

O’Mara also addressed the Code Enforcement abatement collections for September.

Melissa Lueker stated that actual revenue was about $ 818,000 ahead of the General Fund
budget through September. She also stated that actual expenses were about $ 2.3 million
below budget through September, along with a pesitive variance in transfers for a
positive variance ol $ 3.3 million.

In response to a question from Lane, Lueker addressed the timing of debt service
paviments.

In response to a question from Lane, Lueker stated that the positive variance in the
Services revenue category was a function of increased Detention Center revenue.

. Risk Management Review

Patrick Johnston discussed the role of Risk Management. He stated that the goal was to

protect assets and resources while reducing risk costs. He discussed staffing and
functions of the office.

Johnston discussed excess insurance premiums; LFUCG loss trends; auto damage and
liability; gencral liability; property damage; and Workers’ Compensation claims for the
past several years.

In response to a question from Ellinger, Johnston stated thai the presentation for was
information and he didn’t have any recommendations.



In response to a question from Ellinger, Johnston discussed the time line for Workers’
Compensation claims. He stated that the process can involve several fiscal years.

V. FY 15 Links

Ellinger stated that the Links discussion would be deferred until the November meeting.
He asked Councilmembers to contact him if they had any suggestions for the Links.

In response to a gquestion from Gorton, Ellinger stated that unless Council objected he
would like to keep the Links membership o remain the same as this past year.

Meeting adjourned at 2:55 PM.

PAS 10/26/13
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TO: Budget and Finance Committee
FROM: Department of Law

DATE: November 12, 2013

RE: OutsoUrcing — Internal Audit

File No. 13-CC0906

MEMORANDURM

This memorandum responds to your request for an opinion concerning
whether the Lexington-Fayette Urban County Government (LFUCG) may
outsource the Division of Internal Audit,

Internal Audit — A Brief History

LFUCG first created the position of Internal Auditor in 1978. Ordinance
No. 297-78 (November 30, 1978) created two internal auditor positions' under
Chapter 21 of the Code of Ordinances (Classified Civil Service}. When originally
created, these positions were located in the office of the Chief Administrative
Officer. In 1983, the internal auditors who had been hired in 1979 became
council staff when Sections 1.301 to 1.304 of Appendix A, Rules and Procedures
of the Lexington-Fayette Urban County Council were adopted by Resolution No.
102-83. Those rules established an internal audit unit within the Council Office
that operated under the day-to-day supervision of the Council Administrator and
under general supetvision of the Council as a whole.

in 2000, a proposal was made to create an internal audit program for
LFUCG. The most significant changes that grew out of this proposal were (1) the
creation of an Internal Audit Board to conduct scheduled or special audits and (2)
the creation of the Office of Internal Audit and the transferring of the internal
auditors to that office. Ordinance No. 63-2002 established the Internal Audit
Board. Thereafter, the Division of Internal Audit was created: it was later
renamed the Office of Internal Audit. The Office of Internal Audit is under the
direct supervision of the Internal Audit Board, which consists of seven (7) voling
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members appoinied by the Mayor (including the Mayor or his designee, two (2)
members of the Urban County Council, and four (4) members from the audit,
accounting, or legal professions) and two (2) ex-officio non-voting members (i.e.,
the Council Administrator and the Chief Administrative Officer).

Internal Audit — Classified Civil Service

All positions in the Office of Internal Audit are Classified Civil Service
positions governed by KRS Chapter 67A and Chapter 21 of the Code of
Ordinances. KRS Chapter 67A provides that the legislative body of urban county
governments shall “fix by ordinance the number and classification of urban-
county employees, and the salaries for each classification.” See KRS 67A.300(1)
and Code Section 21-2(b). However, KRS § 67A.300(2) also provides that,
“whenever in the exercise of a reasonable discretion, it shall be the judgment of
the legislative body of the urban-county government that economic necessity
requires it, or that there is no longer a need for a particular office or
position to exist, the legislative body may abolish said office or position and any
officer or employee occupying said office or position may be laid-off or
suspended until and if such office or position is re-created or reestablished”
(emphasis added). See also Section 21-20(a) of the Code of Ordinances.

Thus, KRS § 67A.300(2) and Section 21-20 link the abolition of civil
service positions to “economic necessity” or to the determination that there is “no
longer any need for a particular office or position to exist.” KRS § 67A.300(3) and
Section 21-20(d} provide that any employee aggrieved by the abolition or
proposed abolition of his position may, within ninety (80) days, file a petition in
Fayette Circuit Court challenging the abolition of his office. If that happens, the
burden is placed upon LFUCG “to establish the necessity for and the good faith
of the urban county government in abolishing said office or position,” KRS §
67A.300(3) and Section 21-20(d} of the Code of Ordinances. Finally, if the office
or position is reestablished within one (1) year, any person who was deprived of
his position because it was abolished must be restored to the office or position
formerly held, see KRS § 67A.300(4) and Section 21-21(a).

Outsourcing May Contradict Economic Necessity and/or
Suggest Continuing Need for the Position, Undermining Layoffs

KRS § 67A.300(2) and Section 21-20(a) of the Code of QOrdinances
present a significant obstacle to the proposal to abolish classified civil service
positions and outsource those functions. If a function is outsourced, such
outsourcing would, in and of itself, be evidence that there is a need for the
position, undermining the basis for the layoffs required to implement the
outsourcing. Furthermore, if LFUCG pays an outside entity at a contract rate to
perform a function that has customarily and historically been performed by civil
service employees, it may be difficult to demonstrate that the layoffs of those
employees was an “economic necessity,” since LFUCG will continue to pay for
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those functions at a confract rate. LFUCG would have to demonstirate, in good
faith, that the savings generated by outsourcing are so substantial and the
economic condition of LFUCG is such that abolishing the position is an

“‘economic necessity.” This may be a difficult burden if the functions of that
position have been cutsourced by contract.

If you have any questions or need additional assistance, please let me
know.

Glenda Humphrey George
Managing Attorney
X:\Cases\COV 3-CCOS08\MEMON004168118.D0C
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TO: Budget & Finance Commitice
FROM: Paui Schoninger
Research Analyst
DATE: November 11, 2013
SUBIECT: Outsourcing Internal Audit Ffunctions

As part of the Y 14 budget deliberations, the General Government link referred the matter

of outsourcing Internal Audit functions. As [ understand it the link was concerned abort the
effectiveness and efficiency of Internal Audit.

Numerous private sector organizations have outsourced internal audits functions. " However |
could only identity one local government that has outsourced its internal audit function. The

City of Stockton, CA has outsourced its interval audit function as part of the City’s averall
bankruptcy plan.

As part of the review I contacted the Association of Local Government Auditors (ALGA)
which is based in Lexington. ALGA represents over 220 internal auditors that work for local
government or local school boards. '

Both Bill Greene, the President of ALGA, who is the City Auditor with the City of Phoenix,
AZ; and Jay Poole, Director of Auditing, Chesapeake, VA offered useful advice regarding
creating and managing a cost effective public sector internal audit function. They offered
alternatives to outsourcing the internal audit functions.

Mr. Poole reviewed several of the audits found on our web site as well as the Quality

Assessment Review a self assessment exercise that the Internal Audit staft went through last
year.

Mr. Poole expressed somc concerns about the depth, breadth and effectiveness of some of the
audits that he reviewed and offered a few suggestions including:

L. Using ALGA standards instead of the Institute of Internal Auditors (TTA)
Standards that the Office presently uses. He stated that the IIA is geared
toward the private seclor, while ALGA is specifically utilized for local
governments. Poole stated that the findings and recommendations of audits
using ALGA standards would be stronger and more appropriate that those
offered under [IA standards. Ile stated that the AT.GA standards arc based on
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Budget & Finance Commiitee
Outsourcing Internal Audit Functions

November 11,
Page Two

2013

the “Yellow Book”, developed by the US Government Accountability Office
GAO. The GAO is the investigative arm of the US Congress. The Yellow
Book “provides a framework for conducting high guality audits with
competence, integrity, objectivity, and independence. ¢ The Yellow Book is
for use of government entities, entities that receive government awards and
other public organizations performing audits.

A cost benefit analysis should be included in the Annual Report. This would
give policy makers a clear concise view of the effectiveness and efficiency of
the Internal Audit office and its audits.

Join the ALGA and utilize the peer review exercise offered. He stated that the
peer review was much more effective than the self asscssment that the Internal
Audit office conduets. (Attached is a summary of the last peer review that
Chesapeake VA undertook in June 2011,

M. Greene also suggested that an attempt be made to merge or combine functions within
Internal Audit and Risk Management office. He stated that both offices are concerned with
environment and activity control and risk assessment and management.

If, after reviewing this memo and attached materials, vou have any questions, comments or
need clarification, please don’t hesifate to contact me.

7 df

Paul Schoninger
Research Analyst
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Jure 8, 2011

Jay Poole, City Auditor
Audit Services Department
308 Cedar Roaa

2.0, Box 16225
Chesapeaaka, Virginia 23328

Diaar Mr. Poole,

Wa have completed a peer review of the City of Chesapeake Audit Services
Depaniment for the period January 1, 2008 o March 31, 2011 and issued our report
thereon dated June 8, 2011, We are Issuing this companion ietter {o offer certaln
observations and suggestions slemming from our peer ravisw,

Ve would like to mention some of the aress in which we balisve yowr office excels:

¢ The Audit Commitiss is very complimentary and values the work of the Aucdit
Services Depariment. The commitas iiselfl s knowiedgesals concerming audit
issuas and appears o worlk well with the department,

e The affort o aufomals the entire audit process without The use of an off the shelf
auinmaled workpaper softwars package shows bolh commitiment o exceilence and
consideration of difficult budget timas,

o The exparience of the audil siafl s avident in the guality of the audil reports lssued.

o

e

k

We offer the fullowing ooservations and suggestions o enhancs your arganization’
demonstrated adherence jo Governmend Auiiing Standerds:

»  Standard 1.83 requites audit organizations to communicate, as appioudists. to ths
requastor and those charged with governance, the olarification that the scops of
nonauwlit work perfurmed does not constifute an audi under CAGAR. We obsarved
during our review this standard was not being addressad under the current
prpredurss,

We suggest that this requirement be addrassad vis the NONAUDIT SERVCES
WORKSHEET 28 & line dem to the workshest

447 Lowds
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e Slandard 7.48 siales "audiiors should communicate an overyisw of the oblactives,
scope antd methodoiogy, and dming Uf the performance audit and planned reoorvng
o managsment of %im a;ﬁ fted enlity)

The current procedures includs an inflial Opening Conference templale which
includes a discussion of gensral sudit areas which may be included along with 2
statement which indingles an additional mesling would be held sfisrthe | initial
planning ehase to discuss the specific areas and operations 1o be audiiad

We suggest the current informal meatings currently being held be dotumentad and

included in the workpapers.

We extend our thanks to you, your stalf and the other cily officials we met for the
hospitality and cooperation extended o ug during our review.

Sincearely,
Wl Vi N
C’big'm 07%’/ Lot i/’f’ e
Stusrt O Ford Arnn . Clark,
Taom Leader Team Mambear

Gity of Virginia Beach, VA City of Roanoke, VA



Amsz Servicas {}cpﬁrzmem
308 Cedar Rosd

oot Offos Plax 15225
Lhasapenke, Virginis 23328
{787 3828511

Fax (757 3828880

June 8, 2011

Btuart C. Ford

Taam Leader

Dieputy City Auditor

City of Virginla Beach

24061 {}am‘i"zmse Drive, Room 344
Wirginia Beach, Virdinia 23455

Dresr Mr, Ford:

We have reviewed the conditions and recommendations from your ALGA Peer
Review Comimittes’s extamal auality control review of the Cily of Chesapeake Audit
Services De;}ar‘%me“ﬁ' for audits conducted during the period January 1, 2008 through
March 31, 2911, Enclosed is the responsa o your m aﬁmemmi commenis. We have
already implementad both rscormmaeandations

FRacommendation:

e Standard '1.33 requires sudit organizaiions o communicate, as approprizie, 1o the
requestor and those charged with governance, the clarification that the scope of
nonaudit work performed does not constituie an audit under GAGAS, We observed

during our review this standard was not being addressed under the cument
procedures.

We suggest that this requlrement be addressed via the NONAUDIT BERVICES
WORKEHEET as a line item to the workshseeat

TENEL.

Hesponge:

This recommendation has been implementsd. We have added the following §
i the Nonaudi Services Worksheen

“E. Does ihe mquesi"ir‘g management entily or Ci’sy Councll nesd {0 be advized that
work performed does not constifute an audclt undsr GAD Slandarde?”



My Ford -2 - June &, 2011

Racommendalion:

o Standard 746 states “auditors should communicate an ovendew of the obisclives,
scope and methadology, and fiming of the pedonnanes audit and planned reporiing
to management of the audited antity.”

The current procedures include an inital Opening Conferencs templaie which
includes a discussion of genaral audit arsas which may be included along with a
statement which indicates gn sddfiona! meeling would be held atler the nitial

plarming phase to discuss the specific areas and operations o be audited.

W suggest the current Informal maetings currently being held be documented and
included in the workpapers,

Response:

This recommendaiion has been imulementad. The niigl Opening Conderence
femplates has besn revised fo include a "Supbsequent Audi PlawAudil program
Comments section that documents audd plan or audit program  comwnenis o
adiustments made during ihe course of the audi.

. Thank you and Ann again for your hard work, thoughtful insight, and valuable
asaisiance on this peer review. Flease call f you have guestions,

ity Auditor
City Q‘f Chesapeaks, Virginia

e Ann H Clark, Team Member
Paul Geib, ALGA Paer Bavisew Coordingior

26
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2014 INTE

 AUDIT PLAN

Approved by the [A Board on November 12, 2013

TIER ONE

PeopleSoft Payroll Financial Transaction Audit - Utilize PeopleSoft queries and other resources to
examine payroll {ransactions in the PeopleSoft environment. Evaluate anomalies and outliers and report
exceptions to management for resolution. This audit is dependent on the availability of Enterprise Solution
staff and other 1T staff as needed to assist in the extraction of data for analysis, etc.

Revenue Collections Allocated Properly to the Various Funds — This audit will examine the
allocation of revenues to the various LFUCG funds for proper allocation to the appropriate funds.

Accounts Payable Conlinuous Menitering - Using the analytics that IA, ACL, and Metaformers developed;

identify possible duplicate payments. Determine if false positives can be reduced thereby making it more |

efficient and effective for doing this on a quarterty, semi-annual, or annual basis.

Form I8 Audit — This audit will examine employee files for evidence that Form [-9’s are properly filed and
any re-verification requirements are met.

TIERTWO

PeopleSoft Review - Based on Protiviti audit results, OIA will seek external funding for continued outsourced
audit services regarding the PeopleSoft system.

Procurement Card Audit - This audit would examine controls related to the use of procurement cards
by LFUCG personnel.

Social Media Audit - This audit will evaluate the opportunities and risks of social media, determine if
social media is being used as a tool and it is being monitored properly, are we complying with Federal
Trade Commission guidelines, determine if tracking metrics were implemented, and determine if
tracking metrics implemented are the night ones.

Community Corrections IT Security & Maintenance - This audit will examine the security policies of IT,
physical security of hardware, and software change management & version control practices.

44
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TIER THREE

Police Cenfiscated Fund - Examine usc of this fund for compliance with applicable federal and state

regulations and efficient use of funds, for appropriate accounting of funds received via the federal and
state programs, efc.

Employee Weorkers Comp and Sick Pay Match Audit — This audit would examine Workers Comp
and Sick Pay files for simultaneous payments to employees for Workers Comp and Sick Pay, ete.

MANAGEMENT PROGRESS ON THE TA RECOMENDATIONS FROM PREVIOUS AUDITS:

e PeopleSoft Management Progress (based on recommendation for additional OIA audit work
from Protivitt report). Time Budget Estimate = 250 hours

e Engineering Collections - Time Budget Estimate = 120 hours

New Development Process - Time Budget Estimate = 120 hours

Golf Operations - Time Budget Estimate = 120 hours

Inventory Control Process - Time Budget Estimate = 120 houss

Change Order Process - Time Budget Estimate = 120 hours

Revenue Tax Gap - Time Budget Estimate = 120 hours

Material Recycling Facility - Time Budget Estimate = 120 hours

Inmate Accounts - Time Budget Estimate = 120 hours

Building Inspection Collections - Time Budget Estimate = 120 hours

Fleet Repair & Maintenance - Time Budget Estimatc = 120 hours

Electronic Recycling Facility (BERF) - Time Budget Estimate = 120 hours _

Municipal Aid Fund (MAP) & County Aid Fund (CAP) - Time Budget Estimate = 120 hours

G&A Cost Allocation - Time Budget Estimate = 60 hours

Consent Decree Contracts ~ Time Budget Estimate = 60 hours

Family Care Center Collections Process - Time Budget Estimate = 120 hours

Swimming Pools Collections - Time Budget Estimate = 120 howrs

e @ @ 0

@

e & @ @ ©® @ § & ¢ @

NOTE: This is an aggressive Audit Plan for an audit office the size of LFUCG’s, and therefore the
completion thereof represents a best casc scenario. As has occurred in past years, the carry forward of
some of these projects to the next year is a distinct possibility. The estimated hours per project are for
general planning and project management purposcs only. Actual time to complete a given project could
be substantially greater depending on complexities encountered during actual project ficld work. In
addition, the effects of any special project requests as well as the posstbility of increased volume of andit
activity driven by Ethics Tip Line reposts that could be received in 2014 are at present unknown and
therefore unpredictable, but could substantially affect the completion of this Audit Plan.
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Ad Valorem Tax Refunds — Special Tax Districts

During the merger process most property within the old city limits of Lexington was
placed in the full urban service area tax district, which includes all 3 of the special ad
valorem taxes —street lighting, garbage and refuse collection, and street cleaning.

New Development

LFUCG has had a long-standing policy that all new development will be brought into
the full urban service area tax district.

Existing Development

Previously developed properties can expand on the existing services provided by

LFUCG through a petition-type process to add one or more of the extra ad valorem
tax services.

Service Awvailability

The applicable law requires that the urban county government make available to all
of those properties within a special tax district the same kind, type, level and
character of services. Section 2.02 of the Urban Charter, KRS 67A.150. This does not
mean that the government has to provide special services beyond those which it
normally provides to other taxpayers within the district. Nor does it mean that an
undeveloped, vacant, and/or abandoned property is entitled to a refund because it is
not actively using the service, or that a property owner can refuse to pay the tax
because he or she does not want or need the service.

Basis for Refunds/Process

The ad valorem tax refund proéé;s: is dtiven by state law. See KRS 134.590. The law

requires that each taxpayer individually apply to the LFUCG within two (2) years
from the date the payment was made.

Pursuant to the applicable IRS regulations and guidelines, LFUCG is supposed to issue
a W-9 form G to each taxpayer who receives a refund of more than $10.

Timing of Services

The LFUCG uses January 1+ as the date of assessment for all ad valovem real property
taxes. However, the taxes actually fund LFUCG's operations on a fiscal year basis
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commencing on July 1* of each year. This means that properties being brought into a
special tax services district should be established by January 1%, but that LFUCG is not
required to provide any actual services until july 1% of that same year. As a resul,
there would be no basis for a refund for services not being provided by LFUCG during
the first 6 months of the calendar year in which a property was brought into the
special tax district. '

Street Lights

Of the 3 types of special taxes assessed by LFUCG — street lighting, street cleaning,
and garbage and refuse collection - LFUCG has historically provided ad valorem tax

refunds to property owners on the basis that street lights have yet to be installed
within the immediate vicinity of their property.

A variation from this practice would have to be given careful consideration, as there
is a fundamental argument that the taxpayer is entitled to receive the same kind, type,
level and character of services as other taxpayers within that district.

Garbage and Refuse Collection

Service availability within a new development scenario is potentially more
complicated in that it is sometimes the case that there are a limited number of
properties actually availing themselves of the service at any given time until the
development is completed. However, the applicability of the tax is based upon the
service being made available by LFUCG to parcels within the development - it is not
driven by how many of the properties actually generate garbage, trash or debris.

Street Cleaning

‘With respect to new development, street cleaning appears to be the most potentially
complicated service in terms determining service availability. This is primarily due to
the issues presented in instances where the developer has yet to complete the final
improvement to a street (i.e. the final layer of asphalt) and/or has not yet released a
particular street to be maintained by LFUCG. These issues can create a situation

where it is not safe to operate the equipment, and as result that particular sireet(s) is
not cleaned.
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