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AGENDA
Budget & Finance Committee
March 18, 2014
1:00 P.M.
1. February 25, 2014 Committee Summary (1-4)
2. Monthly Financial Report (5-18)
3. Procurement Task Force — Stinnett (19-22)

4. Wellness Center — Stinnett

5. Items Referred to Committee (23)

“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 constitutional
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
concerning the same to the Mayor and Council for appropriate action.” Council Rules & Procedures, Section
2.102 (1) Effective January 1, 2011. Adopted by Urban County Council October 14, 2010

2014 Meeting Schedule

Jan 28 May 27 Oct 21
Feb 25 Jun 17 Nov 18
Mar 18 Aug 26 Dec 9

Apr 22 Sep 23



BUDGET & FINANCE COMMITTEE
February 25, 2014
Summary

Ellinger called the meeting to order at 1:01 PM. All members present.  Clark also
attended.
I.  January 28, Committee Summary

On a motion by Beard second Gorton the summary of the January 28 Budget & Finance
Committee meeting was approved unanimously.

[I.  Monthly Financial Report

Bill O’Mara, Finance Commissioner, Rusty Cook, Revenue and Melissa Lueker
Budgeting provided the monthly financial report. O’Mara stated that the unemployment
rate and other indicators were heading in a positive direction.

O’Mara also addressed the Code Enforcement abatement collections through January.

Cook stated that actual General Fund revenue was about $ 2.2 million ahead of the
budget through January. Lueker stated that actual expenses were about $ 5.6 million
below budget through January, along with a positive variance in transfers of
approximately $ 840,000 for a positive variance of $ 8.6 million.

Gorton asked if funded vacant positions were being filled more quickly due to the
positive fund balance. In response Lueker stated that there are still several vacancies they
are being filled. She stated that she will provide more information to Council about high
profile vacancies.

Stinnett discussed the current $ 8.6 million variance. He stated that doesn’t accomplish
the mission of LFUCG. He noted that there are numerous needs, including deferred
maintenance that is not being addressed.

In response O’Mara stated that he was more conservative by nature. He stated that the
positive variance enabled LFUCG to purchase more salt than anticipated. He also noted
that other unexpected needs could be met with the variance.

lll.  Refunding Urban Services Ad Valorem Taxes

Stinnett started the discussion. He stated that we need a policy about refunds and taxing
citizens for services that tShey don’t receive.



Charlie Martin stated that going forward LFUCG will not be issuing refunds, but also
won’t be property on tax rolls until it is certain that it will receive streetlights in that
fiscal year.

Martin stated that he met with KU officials about an installation schedule and he is
confident that KU can install the 400 street lights that are in the waiting period this year.

In response to a question from Ford, Martin stated that citizens won’t be charged for the
service until it is provided.

Stinnett asked about the installation schedule. Martin stated that it had not been finalized
yet but he noted that some citizens had been on the wait list for some time and he wanted
to get to those first.

In response to a question from Clarke, Martin stated that KU waits to install lights until it
gets an authorization from LFUCG.

Scutchfield asked that the Council be kept informed as the project continues.

Martin also discussed other Urban Services, street cleaning and Sanitation. He noted that
refunds are not offered on those services. He did say that he is investigating the
compactor issue and will get back to Council regarding that service.

In response to a question from Henson, Martin stated that street sweeping is on a
consistent schedule but will get her more information if warranted.

IV. Police & Fire Pension Update

Stinnett opened up the discussion. He stated that the current unfunded liability needs to
be determined in order to manage the fund.

Scott Shapiro provided an update to Council on the pension reform and addressed
unfunded liability and annual contributions. He stated that when the actuarial table was
first developed after reform, the annual contribution was to be $ 20 million for a 30-year
period.

Shapiro stated that when the 6 month valuation was made the annual contribution rose to
between $ 21.5- $ 22.5 million. Shapiro stated that the contribution increased due to
continued losses in the market, public safety payroll was increased and service and
disability retirements rose by almost 150%.

In response to a question from Stinnett, Shapiro stated that the actuarial audit will be
conducted annually from now on.



Shapiro stated when the reform was adopted the unfunded liability dropped from $ 296
million to $ 161 million but rose to $ 204 million due to same reasons the annual
contribution needed to be raised; continued losses in the market, public safety payroll was
increased and service and disability retirements rose by almost 150%.

Shapiro discussed the potential need to adjust the annual contributions based on the
CAFR which is released in January-February each year.

Shapiro stated that the reforms have saved $ 23 million in the first 2 years and reduced
the unfunded ability by about $ 100 million. He did say that the fund needed to be
properly managed and funded over the next 30 years; and must manage payroll size and
disabilities.

Kay discussed the impact on payroll growth. Shapiro agreed that as payroll grows the
LFUCG contribution increases.

Stinnett and Shapiro discussed the cost for each new Police or Fire personnel. Shapiro
stated that for budgeting purposes they use $ 95,000 for each new staff.

Ellinger summarized the annual contribution increase from the $ 20 million figure to the
$ 22.8 million contribution.

V. Tax Increment Financing Policies and Roles
Kay introduction the issue, stating that there was confusion as to the role of the Council.

Kevin Atkins discussed the process used to identify and evaluate TIFs. He discussed the
roles and responsibilities of the developer, LFUCG Administration, the Council and the
State Economic Development Finance Authority. He also discussed the Master
Development Agreement and the lifecycle of a typical TIF.

In response to a question from Kay, David Barberie stated that the State and local
administration are granted most of the powers to administer and direct the process.

In response to a question from Henson, Atkins stated that the State does not cap the
amount or number of Tiffs in a given County, but it must be new revenue from outside
the area.

VI. FY 15 Links Discussion
Ellinger discussed the FY 15 links process. In response to a question from Gorton,

Maynard stated that one if the improvements this year was to have a consistent reporting
mechanism for each link.



VII. ltems Deferred

On a motion by Kay, second Gorton the TIF was removed by unanimous vote.

On a motion by Kay, second Gorton the Debt Management Policy was removed by
unanimous vote.

On a motion by Gorton, second Scutchfield the Parking Fee Increases fee was removed
by unanimous vote.

Meeting adjourned at 2:44 PM.

PAS 3/5/14
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To: Council Member Chuck Ellinger

From: Todd Slatin, Director, Division of Central Purchasing

Date: January 2™, 2014

Subject: Procurement Task Force Update

The Division of Central Purchasing has continued to work towards improving the LFUCG procurement
process and address the recommendations of the Procurement Task Force which was formed in 2010.

Key developments/improvements implemented since 2010 include:

Modifications to the procurement regulations governing personal/professional services to include
a quantitative scoring method for competitively bid vendor proposals as recommended by the
Task Force.

Modifications to the procurement regulations governing personal/professional services to assign
responsibility for the creation of the selection team to Central Purchasing as recommended by
the Task Force

Modifications to the procurement regulations governing personal/professional services to
formally allow the use of “design-build”, “construction management-at-risk” and “construction
manager-agency” methods of procurement for construction related projects. These methods
have been incorporated to allow the LFUCG to select the most efficient and economical
procurement process for a given project. By selecting the best method of procurement the
LFUCG can minimize cost, reduce change orders, minimize risk and speed delivery.

Revision of the LFUCG Purchasing Manual to more clearly define when a change order is
required for non-construction or professional services contracts.

Improvements to purchasing procedures in process:

To improve efficiencies in the change order process as well as the consent decree
implementation, the Divisions of Central Purchasing and Water Quality are recommending a
tiered approach to change order approvals. This tiered approach would allow for change orders
under 10% of the cumulative contract award to be approved at the divisional level and require
Council approval for change orders exceeding $1,000,000 or 10% of the cumulative contract
award.

The procurement regulations in place today were adopted in 1983 and officially revised in 2003.
The Division of Central Purchasing with assistance from the Division of Law has begun revising
the regulations to update them.
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Vendor Preferences

Degree of local employment is used as one of the base criteria in the quantitative scoring method for all
competitively bid professional services projects. However, the weighting of this criterion (i.e. number of
points possible) varies depending upon the nature and type of project being procured.

The LFUCG has formally adopted and established 10% of total procurement costs as a Goal for
participation of Minority-Owned and Women-Owned Businesses on all contracts (professional and
commodity based). Marilyn Clark, hired in 2010 as the Minority Business Enterprise Liaison in the
Division of Central Purchasing is the champion of the LFUCG MBE/WBE inclusion goal. As a result, our
MBE/WBE participation has grown to 9.20% in 2012 despite an overall reduction in spending and will
exceed 10% in 2013.

In addition, state and federally funded projects include minority and women owned business
participation requirements. The percentage required is determined by the funding source based upon
the number of qualified MBE/WBE companies in the region capable of performing the project work.

Vendor Preferences (MBE/WBE) — Recommendations/Observations

There would be significant legal issues that would arise should LFUCG try to require or mandate the
10% MBE/WBE participation level goal as it is extremely difficult to prove the factual discrimination
background necessary to overcome a legal challenge. One of the methods for showing this would be a
disparity study, which is a fact-based technique used to establish whether or not underutilization of
minorities and women actually exists in the purchasing practices of an entity. This fact based approach
must be developed and actual discrimination must be shown in order to establish the legal validity of any
minority or woman owned business program.

As our patrticipation level continues to grow and approach our 10% goal, it is the recommendation of
Central Purchasing that we continue our course and attempt to improve on our existing programs.

Vendor Preferences (Local) — Recommendations/Observations UPDATED 1-2-2014

In 2010 the LFUCG spent 49% of its dollars with local (Lexington address) businesses, in 2011 the
number dropped to 47%, in 2012 the percentage increased to 50% and in 2013 the number rose to
52%.

2010 2011 2012 2013

Local Spend $107,472,107.11 | $81,311,848.65 | $83,478,804.50 | $111,217,822.25
Non-Local
Spend $113,911,115.75 | $91,304,246.47 | $83,677,178.83 | $101,903,410.40

Total Spend $221,383,222.86 | $172,616,095.12 | $167,157,995.33 | $213,123,245.65

Percentage
Local 49% 47% 50% 52%
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LFUCG Local vs. Non-Local Spend

$250,000,000.00

$200,000,000.00

$150,000,000.00

OLocal Spend

BENon-Local Spend
OTotal Spend

$100,000,000.00

$50,000,000.00

2010 2011 2012 2013

Other government entities have implemented local vendor preference laws/requirements with varying
levels of success. The Commonwealth of Kentucky uses a “reciprocal” vendor preference approach
that applies the vendor preference law of a Non-Kentucky vendor’s state to evaluate bids if such a law
exists. Some municipalities use a simple percentage preference method to evaluate bids between local
and non-local vendors. For example, the City of Berkeley uses the following system.

The City of Berkeley extends a 5% preference on bids to local business enterprises for supplies,
equipment and nonprofessional services from $100 to $25,000.

Bids received from local vendors will be reduced by the applicable percentage before an
evaluation is made to determine the lowest responsible bidder. After this determination is made,
an award will be recommended in the amount shown in the vendor’s bid.

For example, a local business bidding $1,000 for a pencil contract to the City would be evaluated
as if it had bid $950. If the bid is awarded to the local business, it is paid the bid price of $1,000.
A local business is defined as “a business firm with fixed offices or distribution points located
within the City of Berkeley boundaries and listed in the Permits and License Tax paid file, with a
Berkeley business street address."
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Defining the term “local” can be the most difficult part of implementing this type of preference. Is local
simply defined as a business with a Fayette County address? Do businesses in surrounding counties
get credit for employees living in Fayette County? Are total payroll taxes paid factored into the
equation? Is a company with a sales office only in Lexington extended the same preference as a
company who is headquartered here?

Potential downsides to establishing a local vendor preference program
¢ Reduced competition — fewer non-local companies participating in bids
e Increased cost — award to non-low bid may occur
¢ Increased labor — management/verification of program
¢ Could be viewed as a taxpayer funded subsidy

Central Purchasing will defer to the Procurement Task Force on a final recommendation but it is our
opinion that a free and open marketplace results in lowest cost procurement.
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