














FRAUD RISK ASSESSMENT
CLIENT: LFUCG BALANCE SHERT DATE: 6/30/09

Instructions: Statement on Auditing Standards (SAS) No. 99 entitled Consideration of
frand in a Financial Statement Audit requires auditors to make inquisies of client
personnel regarding the risks of fraud in the Government, The questions that follow are
clesigned to gather information regarding the natwe of and likelihood of franduten
activities in your Government, Please answer all questions and retum (o Mountjoy &
Beessler, LLP. You con retumn this via email, mail it to vs at 175 B, Main Street, Ste 200,
Lexington, KY 40507 or drop it off to us in the acconnts payable depariment o the '™
tloor. Please veturn this questionnaire by June 26, 2009,

Thank you fhir your sssistance.
1. Are you aware of any fraudulent activity or violations of laws st LFUCG?

2. If fraudulent activity did exist, where do you believe the Government would be
most vulnerable?

3. Has any fraud been reported to you dusing the fiscal year?

4. Asauditors, we are particularly concerned with material financial statement fraud
that is commonly dirceted by Management. Is there any reagon anybody would
say that vou told them to do something that is illegal or unethical?

5. Has anyone in the Government asked you to do something that you thought was
illegal or wnethical such as withholding information from the auditors, altering
documents or making fictitious entries in the acconnting records?

6. Are you aware of any weaknesses in the Government's internal controls that
would provide anyone with the opportunity to commit fraud against the
Government?



7. Have you committed frand against the Govermnment, including the intentional
misstatement of the financial statements?

Signature Date
Title



Mountjoy &Bressler..-
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Fabruary 18, 2000

Lexmglon-Faysiie Lrban Counly Govemment

Mayor Jim Newberry and Members of the Usban
County Councll

Lestngton, Kentucky

Wa are pleased 1o confirm our underatanding of the sorvloes wa ao te provids tha Loxinglon-Fayetta
Urban Counly Government (LFUCGY for the yesr onded Jura 30, 2009, Wa will sudit the finanela)
statements of the governmental aclivilles, the busmesa-lype aciiviies, he aggragala discrataly prasentod
componant unis, each mspor fund, and the aggregate ramalning fund wiormation, whiich nollactwaly
camprss the base linancial slatoments, of LFUCG as of and for the year andod June 30, 2000
Agoounting stondards genorally acespled m the United Slales prowids for cartom radulred supplomantary
informabion (RS1), such ag management's discusston and analysi (WDEA), 10 accompany LFUCH's bosie
financisl slalomenls As part of our angagement, woe wil apply cerlmn lled procedures (o LFUCGs
K31 These lmited procadures will songt poncipally of nquines of mansgemoent ragarding the methods
of megsurament and prasentallon, which manegemoent Is rogponaible for affiming to us iy
reprasentabion loller Unless we encountor prablams willy prosentalion of the RS or wilh pracodurey
ralating 1o d, we will disclam an apfnlon on f The followng RS s requirad by generally sccepled
accounting pranciples and will ba subyacted to certam honted procaduces, but will not ba autilod

1. Msanegement's Discussion and Anslyem
2 Statisbosl Ssation

Supplementary Infermation othar thon RS! also accompanes LEFUCG's basie financiel stelemants We wil
subject (he following supplementary information to the sudiling procedures applied m our auddt of the
bestic inancial statements ond will provide sn opinion on 1t n relation to the baeis finencial stetements

1. Schadule of expenditures of federsl awards
2 Combining and indvidusl nen-major fund mancial slatements

The following addillonal informetion accompanying the basic Bnencial statements will nol be subjecied to
the audibng Procedures apphed n our audit of the finencigl stelements, and for which owr audtor's feport
will disclarn en opinion

1 Introductory section
2 Sislsboul tables
oybressher 2300 Waterfrong P 175 Esst Mam Street, Sunte 200 The Emst Mansion 150 Flyra Avenus, Summ 100
ol S 3250 Man s Lesangion, Keniucky 40507 405 Garrard Swoet PO Box 5630
Lowsulle, Kentuchy 40202 Cavingeon, Kembucky 41011 Frankfor,, Keatucky 40602
02) 9923700 859) 255-4950 {839 431-1975 (502) 227-9000
u(m; 992.4700 fan Esssgzsum fax {855) 431-772% fax {502) 2279400 fax
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Audit Objectives

The abjective of qyr audi 1z the expression of apiniens as lo wiather your basie nanct stalemenis arg
fawly presented, i ai malorg) raspocls, o eonformily valh U 8 genorally acceplad aecaunting prnciglos
and (o repert on g fwmess of e sddgional wformatlon reforrad 1o the firag foeagraph when
cansidered m relaioy 1o the basic financial statements takan as 9 whole Tha objactive also icludag
reporing on -

* Intamal control refated to iho fnancal Statements and complianca wilth the provisions of

applicable laws, ragulations, contructs, and grant agresmants, nencomplisnes villh which coulg

& malerial effect on g financlel statsments in Bccordance with Government Atiliing
Standarus,

* Internal contol ralaled to megor pragrams and on oplmon (or disclanner of apiien) encomphisncy
willy laws, ragulalions, and e provigions of conlracts or grant agraomonts thet coulg hawe o
direct and mategal affact on each major program n accordence with Ihe Shgle Audit Act
Amendments of 1906 and OB Cireulor A-L33, Audiis of States, Lot Governmants, and Nog.
Frolit Organizationg

The reports an intema) conirol and compliance vl such include a statermont that the report 13 nlanded for
the information end ysa of menagement, tha body or ndbatunly chargad with govemance, spaciio
legisiative or reguislory bodies, fedar: awarding aganclaes, and if apphicable, pass-through emities ands
not intended to be and should net Bo used by anyone oller then these spocilind pariipg

Our audit val ba condustod 1 accordance walh generally acceptag audding standards astablished by the
Audiing Slendargg Board {Undad Slotes), tha slendards for fmancral sudila contalnad Gavemment
Avditing Standards, 1ssued by the Complrallor General of the Umled Slates, the Single Audit Agt
Amendments of 1998, and the provisiong of OMB Cimular A-133, and will Include tosls of accounting
records, o detorminalion of major programis) in accordance with Cireular A-133, and othgr procadures we
sonsidar nacessary o anable us o BEpross such opwions and to rondar tha requirad reporly 1 oy
apnions an he finangal slatomeants or the Singla Audy complisnce opinions ora olher than unqualifiad,
wa will fully discuss the raasons with you i advencs 1, tor any roason, we ara uneble lo complate the
audit or are unabls to form or have not formod opinions, we may deciing to BEPIBAS OPININS OF 10 15sus o
roport ag a resull of g angagamant .

Management Responslbifitles

Managemaent g raapensible for the basie fnancal statemants and alf BCCompanying micrmmtion ag wall
as all roprasentations contamad therom, You will be raqured 1o acknowladge wy the managemaont
reprassntatton loltar thyt you have reviewsd and approved the financigl slalements, schadule of
mxpendiures of fedarg) awards, and rolatod notes prior to their asuance ang have accepted rasponsibility
for them Furher, yvou arg faquired o deslgnate an Indwidoal willy suitable skill, knowledgo, or oxparloncs
to oversae any nonaudg services we provide and for avelualing tho adequacy and rosully of those
sanaces and accopting rasponsibibity for liem

Management 18 responsible for establishing and maintaming nlemal controls, meludng manitonng
ongaing activities, for the selaclion and application of accounting prielples: for the fax presentation i tha
financlal statements of tha fespactive financial position of Ihe governmental aclivities, the busmeas-typg
aclvilies, the Bggregalo discrately presanted component umits, aach major fund, and the Bggregals

/}
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remialing fund wimshion of the LEUCG and e rospoctive changos w finsncsl pogibien ond, whera
applcable, cash fows n conformily willi U5 genarally acceptu accounbing prneyples, and for faderal
award program comphance wilh apphcable lews and reguiations and the provisions of contracts and grant
ngresmonts Management s responsile for the basic fnsacial slalomonts and il agoompanyg
information as wall as gl representations contanad heron

Managamant 1s responsible for making all fmanclal racords and rolaled wiomation avallable lo us,
meluding idontifang sionficant vendor raletonshins i which tha vendor has the rasponsibiily for program
comphance and for the acouracy and complatennss of ot wiormatlan Mensgementl's rasponsibilities
mcluda adiustng the lnsncal statements to cormel malensl msstotomsnts and loy confimming o us n tha
ropresentation lsflar that the effects of any uncorrgetod misstalomants aggregated. by us durlng the
currant sngegement and permining lo the latast ponod presontad are Immatorel, both nehwiduslly and
the aggregnls, (o the finencie! stetements laken as o wholp

You are responsible for the design and mplamantation of pragrams and conlrols 1o pravant sad dotect
fraud, and for miorming us aboul all known or suspucted fravd or dlegal acts affesting the govermmant
mvolving (1} management, (2) amployses who have sigeficant rofes w Infersia) contral, and {3} othars
where the kaud or degal acls could have a malenal olfact on the finencial slalamenis Your
rasponsibililies moude wforming us of your knowledgn of any alfagalions of fraud or suspssted fraud
affaching the govemment receved n commumeations rom amployees, farmer omployens, grantars,
ragulators, of ofhers In addiion, vou ara rosponsibla for Wontityng and ensunng hal the By complins
with applicabls laws, ragulations, contracls, agreamoenls, and grants, Adddionally, as regured by OB
Circular A-133, 118 menegement's rosponsibility to follow up and lake corrachive aclion on roporiad audit
fultdings and o prapore a summary schedule of pror audd Indmgs and & coreclve action plan Thae
surnmary sciiedule of prior sudit findings should be avadable for our reviaw durlng Juns 2008

Manegorment s responsible for sstablishment snd mamtenance of g procoss for backing thoe siolus of
audit indings and recommendalions Managemaent s also responsible for wdenbfying for us previous
audits or other engagamaenty or studies related to tho objechives dicussed m the Audit Objectives saction
of this Iater This responsibilily includes rolsying to us coreciwe aclions taken lo addrass stgnficant
findings and recommandalions resuling from Mose audils of other angagemants or sludies You ara olin
responsible  for providing  managemonts  vows  on ow ocurent  fndings, conclusions, snd
recommendstions, as woll o3 your planned corrective achions

Sardit Procedures - Geneval

An audd includss sxonmng, on & lest bams, avidence supporting the smounls g diseloswras n the
fmancisl stetemonis, therofore, our audit will mvolve judgrnent aboul the numbar of ransactlons to hey
axemined and the aress to be tested Wea wil plan and perfonm the audit to obtam reasonable rather than
ahsohile sssurance eboul whelher the financinl stalaments ore froo of malenal musstatement, whaller
from (1) arears, (2 fraudulent inancal raporlng, (3) misappropnstion of assels, or {4) wolabions of laws or
govarnmental ragulalions et are allnbulable to the anlily or 1o acls by managament or employeos acling
an behall of the entity Becawse tha determmation of abuse s subjuchve, Govarnmont Audfilng Stondards
do not expect audierns lo provide reasonabls aasurance of dalaclng abuse '

Becauss an audit i3 designed lo provids rassonable, but nol sbsolula BEgurance and bocause we will not
parform a delailed sxaminalion of all Iransaclions, there 15 o risk Ihal melerial missiatemonts or
noncornphance may exst and not be daelectad by us In addion, an sudd Is o designad 1o daten
immatenal risstatements or viclalions of fnws or govermmental ragulations that do nol have 4 diceet and
riatartal sffect on the fnsncisl statoments or major programs . Howaevar, v will inform you of any malenal
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esrors and any fraudutent financial teporiing or musapproprialion of assols that come to our altention We
will also mform you of eny violalions of laws or govarnmental ragutalions Whal come lo our allention,

A

unless clearly mconsequenbial We will inclitla such malters n tha raports required for & Single Audt Qur v

responsibilily as sudstors I8 fimiled ta the penad covorad by our audit and does nol axterd 1o any later ©
pernods for which we are not engaged as auciors

Qur procadures will ncluda tosts of decumentary svidence supportng the transacions recorded m the
accounls, and may mclude fosts of tho physicel cxistence of invenlenes, end direc! confwmation of
raceivablas and corfam olher assels and habilihos by correspondance with selecled ndwiduals, creditors, '
and finencial mstilubons We will raquest wnllan represantslons from your allomeys as part of the
engagemant, and they may il you for raspondmy to lus mquiry At the conclusion of our sudd, we will
also require cerlam watlen representations frem you aboul tha finenclal stalements and ralaled matlsre

Audit Proceduras - Internal Controls

Cur audit will ndude oblemmg an understanding of the arlity and s environment, Including wiamal
conlral, gufficient 1o assess the neks of maternl missistament of the finangs! slsternents and to design’
the nalure, liming, and extent of furlher sudi srocadures Tosls of controls muy be performad to test the
affectivoness of cerlaln controls thal we conswder relavant o prevanting and detechng emors and fraud
that ars matenal to the inanciol stalemants and fo proventng and detacting misstatements resulting from
ilegal ecls and other noncompliance matlers thal have a direct and matenal effect on the fnsncial
statemenls Our tests, if performed, will be lass In scops then would bs nacapsery torender an opmion on
wmiemal conirol and, accordmgly, no opivon will bo expressed i our raport on internal control waued
purstiant to Qovemment Audithy Stendards

As required by OMB Circular A-133, we will perform lasts of conlrals aver complisnce lo evaluale-tha
effectiveness of the design and operation of conirals hal we consider welavant te proventing or detecling
mafenial noncompliance with compliance requirements apglicabls to aach major foderal award progran
However, our tests will be less in scopa than would be neceseary o rander an opmion on those controls
and, accordingly, no opimon will ba expressed m our repart on the internal control wsued pursuent to
OMBE Cwcular A-133 .

An audit 15 not desipnad to provide assurance on wternal control o to idenbly sigmificent defiiencies
However, during the audt, we will communlcate to managsment and those cherged with govemance
internal coptrol related matters Ihat ere raquired lo bs communicated under professional standards,
Govsrmment Audiling Slandards, end OMB Clroular A-133

Audit Procedures - Compliance

As part of obtaining reasonable assurence about whether the financial statements are fres of matenal
risstatemnent, we will parfunn tasls of LFUCG's compliance with applicable laws and rogulations and tha
proviatons of contracts and sgraements, meluding grant sgreemenis Howaver, e oblective of Thoss
procedures will not be lo provide an oplmon on ovarall compliance and we will not axpress such an
opimian i OUr report on compliance ssuad pursuent fo Government Auditimg Slandards

OMB Creufar A-133 raqurres thel we also plan end perform the sudit to obiam reasonabls assurance
about whether the auditss has complied with epphcable laws end regulationa and the provisions of
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conlracts and gront agreaments appliceble to major progroms Qur procedutes will consist of lost of
transoclons and other apphcabla precadures dosedbed i the OMB Chetler A133 Complinnce
Supptemont for the ypes of comphance requiramants thal could have 3 direst snd mvatenat offact on anch
of LFUGG's major programs Tha purgose of hose procedures vall o 1o expross an apition on LFUCG
comphance with requrements appheabls lo sach of ds major programs woour rapod on compliance
sgued pursuant to OMB Crcutar A-153 .

" Audit Adminisiration, Fees, and Other

We understand that your smployees will prepare af cash, sccounts recevable, or other confirnabons wa
recuest and wil looats any documents selacled by ua for tastng

Al tha concltision of our sngagement, we wll complete the appropnate sechions of snd s e Data
Collacton Form that surmmarnzas onr audit findings Wo vall provido copios (an onginel snd prntraady
rvaster) of our ragods to LPUCG, howaver, & 15 mansgement’s responsiilily o subml The raporting
package (ncluding fmancil statemens, schedule of axponditures of fedaral awards, sumrary schodula
of prior audit bndings, auddors’ raponts, and a comrechive actinn plany along wath the Data Collection Fonm
lo the detignated fadaral desnnghousa and, i appropriate, lo pass-through onlitios The Data Collection
Form and he reporting packago must bo submited within the sadior of 30 doys after recop! of the
auditors' ropords or nine months aller the ong of e sudit perad, unloss a longer penod 15 agread Lo
advance by the cogmzant or overaght agency for sudis AL the concluston of the angagemont, wa vl
provide wformption to menagement as lo wherg tha rmpating packages should bo submilled and the
number 1o submit

The audit decumsntation for his engagement 15 tho properly of Mounljoy & Brosslor, LLP snd conabiutes
confidantial Information Howaver, pursuant lo authorily givan by law or ragulation, wa way be raquestad
to muke codan audil documentation available 1o ovarsight agencies or thew dasignes, a loderal agancy
provichng direcl or imndvect funding, or the U 8 Government Acoourtatbly Offics for puiposes of a qualty
reviaw of the audit, lo resolve audl findings, or L cary out oversight responsibiliies W wall noldy you of
any such rquast Il roquosted, access to such audt documentalion will be provded wnder the
suparasion of Mounlioy & Brassler, LLP personnal Furthermore, upon requast, we may provide copos of
salected audt documentabion fo the sforementionad partios Those parbas may wlend, or docda, lo
chistribute the sopes or informabion contamed thoram lo olhors, including othar govammenial agancieg

The audit documentabion for this engagsmant wil be rataned for & sunimum of five yesrs alter e repart
relesss or for any addikonal period raquested by the oversight agencies. If we are aware that a faderal
awarding agency, pass-lhrough antlly, or audies 8 contasting an audl finding, we wil conlacl the
party(iss) conlesting the audit finding for gudance prior lo desiroying the sudit documentation

W axpect to begm our audit s May 2009 and 1o ssua our raparis no laler then Decembor 31, 2009 Our
{eis for thase sorvices will nol sxennd $115,450 Our mvoieos for these feas vall ba rendored onch momby
as work prograsses and ore payable upon preseptation In accordonce with ours T policios, work iy
ba susperdad f your accounl becomes 60 days of more overdua and may nol be resumed unbil your
account 15 pad m Wl If we olect to tarmnata sur sarvices for nonpayment, our angagoment will b
deamad 1o have boen completsd upan wallen nolfisation of tormmabion, aven if we have nol complatod
our repoil{s] You will bo ebligated to componsats us for all time axpanded and lo remburse us for all
aut-ol-pocket costs through the date of torminalion The abova len 18 based on anticpated cogpsralion
from your persennel and the assumpton thal unexpected crcumstancas will not ba encountered dufing
the audt if significant acddional Beme s necassary, wa will discusa it wath you and amve al a new feo
astimate bofora we Incur the addilionol cosls
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Mountjoy & Bressler, LLP wai rotafe the sngagemant pariner on the LFUCG .engagement from Trsh

Featherston lo Randy Dawvias for the yeer ended June 30, 2009

Governmen! Auditing Standords raquue thet we provide you with a copy of aur mast recant extemal peer
revisw raport and any lelter of commant, end any subsequent pear roview reports and leltars of commant
recewed dunng the perod of the contract Our 2008 paer raview report accompanies thig lelier

Wa appraciate the apportunily to be of service to LFUCG and beliave ihis letler accurately summanzes

the significant terms of our engagement If you have any questions, please let us know. if you egrae with
the terms of aur engagement as dascnbiad in this Intter, please sign the enclosad copy and relum it to ug

Wery truly yours,
Moauntjoy & Brassler, LLP

//%_;’M , 447—’

RESPONSE
Thus letter correctly sels for the undsrstanding of Lexington-Fayelte Urban Gounly Govemnment

By QK&CL %AMWI
Title Ma%vr‘“ /
Date "?“ 7" ?}d@ﬂ
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Lexingron-Fayette Usban Coumy Govemment
OFFICE OF INTERNAL AUDYT
Jim Newbeny Joe Kelly
Mayor Senior Advisor for Managemers

INTERNAL AUDIT MEMORANDUM

DATE: September 22, 2009

TG I"an'x:kJohnswn;DimmrofRisanagem
FROM: Bruce Sabli, Director of Intensl Audit
RE: FdebmemsBm:g}uwthe_Ammbnomemrjomeshr

We have performued a preliminary review of the cancems yor brough forth § 62009 response
th:Mnmtioy&Br:sh- FmﬂRskann:um mfmmwmﬁ
avention by Drew Ulmer of M&3B,

In meetings with Drew Ulmer and Randy Davis, Mé3 Parmnerin-Clage of the LFUCG anowal financi
audit, they informed us thar their audit procedures did not find credible evidence of fraud in the s of
concem you idenufied in your fuly 6, 2069 FRA, response. They also informed us they weve brisging this
information to our auention solely as a precautionary mawer 1o sadsly the requiversenms of their Stueners
on Auditing Standands,

In conducting our preliminary revisw of those concerns you broughe o M&Is amention, we agree with
MBB's assessment that there is no credible evidence that a feadulsnt act has oceurced, I occuning, and/or
will occur. Acconding w the Association of Cenified Fraud Fxaminess, 2 fraud exumination should not be
conducted if the towlity of circumstnces would lead 2 reasonable, professionally trained, and pruden:
individual v belizve a fraud has nor cocuned, is not eeuerng, and/'or will not occur. Therefore, no funher
action will be taken regarding the concams you brought to MAB's anention in your July 6, 2009 FRA,
wesponse. We appreciae your input in ME&B's FRA process.

With Best Regards,
Puiee k2
Sahli

Bruce Sahli
Direceor of Internal Audie

200EsstMiinStrect o Lexington KY 40507  » (@) 42525 ¢ wwwkningonkygov
HORSE CAPITAL OF THE WORLD
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Councilman George G. Myers, Chalr

Special investigative Committes
Lexington-Faystte Urban County Government
200 East Maln Street

Lexington, KY 40507

Hand Dellvared to Sussn Lamb, Councll Clark
Mer. Myers,

Tha purpase of this letter Is to clarlfy certain items that appear to hava been misinterpreted related to
the communication that we had with the management of the lexington-Fayette Urban County
Government (LFUCG) regarding the allegations of possible fraud - as described In our July 28, 2010 letter
to vou, which we are aware that the communication was misrepresented as reported In an August 3,
2010 article of the Herald Leader. 1t Is our understanding this letter wiff be sublect to the same
restrictions and limitations as set forth In the July 28, 2010 letter,

It Is important to note that the allegations of possible fraud communicated to us in the two Fraud Risk
Assessment Questionnalres for 2008 and 2009 relate to the procurament of insurance services for flscal
vears ended June 30, 2008 and 2008. The 2008 allegation and questionnalre was raported 1o us In july
2008 (2008 Questionnaire) and the same typs of allegation was reported to us In July of 2009 (2008
Questionnalre).

As previously descrlbed In our letter dated July 28, 2010, we acknowledged that we performed
additlonal procedures regarding the allegation of possible fraud in order to gain a better understanding
of the transactlon In question which was, the procurement of Insurance services as also discussed In our
letter of July 28, 2010, those additional procadures Included dirsct Ingulty with cerfaln LFUCG
omployees In the Summaer of 2008, which included the Commissioner of Law, the Senlor Advisor of
Management and the Direclor of Purchasing, and reviaw of LFUOS doeuments provided by LFUCG
employeas. However it Is important to note that we did not reveal the existence of the allegatfon of
possibla fraud with these ladividuals or discuss the Identity of the individual making those allsgations.
Accordingly, we did not discuss the fact of or the nature of the allegations made by the individual In any
way with the Comnilssloner of Law, Senlor Advisor of Management or Director of Purchesing, in order to
protect the confidentality of the individual who brought tha concems to aur attention. In addition, we
did nat share the Fraud Rlsk Asssssment Questiannaire with these Individuels. Instead, our Inquires
with these individuals consisted of general audit quastions as well as Ingulrles Into the procurement
procedures and the Individuals’ knowledge of the procurement of Insurance servicas. In additlon, we
requested specific documents from some of these Individuals regarding the procurement of insurance
servicas in the Sumemer of 2008,

|
E Louisviiie i
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As previously described In owr letter dated July 28, 2010, we acknowledged that we specifically
communicated the allegation of possible fraud to certeln members of management In order to aliow
manzgemant the opportunity to evaluate the information and determine if further review was
necessary. In the Summer of 2008, we verbally communicated the fact that an allegation had been
made related to the procurement process of the Excess Workers' Compensation and Excess Property
insurance policles and the Workers' Compensation and Property Insurance through the Kentucky League
of Citles to the Commissioner of Finance and the Director of Accounting. However, we did not provide a
copy of the specific fraud questionnaire to elther of these Individuals or any other member of the
governmant. In the Summer of 2009, we verbally communicated the possible fraud allegations to the
Director of Internal Audit and thereafter to the Acting Commissioner of Finance. This communication
did not Include sharing the Fraud Risk Assessment Questionnalre with either of thesa Individuals or any
other members of LFUCG management. It Is our understanding that the LFUCG employse who
communicated the fraud allegation to us also provided a copy of the Fraud Risk Assessment
quastionnaire completad as part of the flscal year 2009 (2009 Questionnalra) audit to the Director of
Internal Audit. Subsequently, at the request of the Director of Internal Audit we participated in 2
meeting with the Diractor of Internal Audit and the Chalrman of the Intemal Audit Board in which the
fraud aflegation was discussed In further detall,

Respectiully,

Ty Somrpasy

Mountjoy Chilton Medlsy LLP

c¢: Honorabla Mayor Jim Newberry




Patrick Johnston

Fome Patrick Johnston ; ab

N ¢ Friday, August 21, 2008 5:.14 PM ,7
To: Bruce Sahli

Subject: RE: {
Bruce,

You have my permission and as I stated previously, I would like to concur with the sharing
of this information with anyone outside your office. My hopes are that it will only need
to be reviewed by your office and you can help rationalize the information being sharsd.
Thanks for your review and again I stress discretion and confldentiality.

Patrick R. Johnsten, Director, MSLPA
Division of Ri=mk Management
Lexington-Fayette Urban County Government 200 E. Main St., Suite 1041 Lexington, KY 40509
Tel. (B859) 258-3290 Fax (859) 425-2476
E-mail: PatrickJ@lfucg.com

Confidentiality Statement

The contents of this e-mail message and any attachments are confidential and are intended
solely for the addressee. The informatiom may also be legally privileged. Thia
transmission is sent im trust, for the aole purpose of delivery tc the intended reciplent.
If you have received this transmission in error, any use, veproduction or dissemmination
of thiz tranSmission is strictly prohibited. If you are not the intended recipient,
please immediately notify the gsender by reply e-mail or at (B58) 258-32590 and deleste this
megsage and its attachments, if any.

————— Original Message~——--
m: Bruce Sahli
-~ «t: Friday, Bugust 21, 2009 16:24
To: Patrick Johnston
Subject: RE:

Patrick,

I fully appreciate your congerns and need for discretion and confidentiality. I would
like to share the informatiom in the attached files with Deputy Director Chris Ensslin as
his duties include assisting me in the evaluation of all such mattexs. He and I have
worked together on a number of highly sensitive projects and we will treat this matter
accordingly. Once we have examined and evaluated the files you have provided, we will
contact you For a follow up discussion. At this point, I have not opened the attached
files and Chris is gone for the weekend.

Do I have youxr permission to ghare the attached files with Chris Enaslin?

————— Original Message~——--

From: Patrick Johnston

Sent: Friday, BRBugust 21, 2009 3:03 pM
To: Bruge Sahli

Subject: RE:

Bruce,
I am providing you with the attached information as requested. I must request that this

information be handled with the utmost of discretion and confidentiality between you and
me. Before disclosure to another individual or party, I would need to ke notified as that
wa have a chance to discuss, I am extremaly concerned about the ramificatlons of this
‘ormation getting back te the individual(s) Lt might implicate particularly information
. snave concerns about that may be considered false [pogsible fraudulent) informatien that
may have caused the LFUCG Council to make decisions contrary Lo what Chay may have mads
had the disclosed information been made available to them. Having been approached by
employees below me and anonymous Council mempers, I fesl that this information is ripe for
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major. controversy and I would like to avoid this in as much as you and I can try to

detsrmine if the informatien riges to the level of further action. - My only reason for
reporting this to the external auditors in the first place 1s because of the employee
conments below me and the anonymous Council member inquiries. Let's discuss once you've

had an opportunity to review. !

pPatrick R. Johnston, Director, MSLER

pivision of Risk Management
Lexington~Faystte Urban County Government 200 E. Main St., Suite 1041 Lexington, KY 40503

Pal. (859) 258-3230 Fax (859) 425-2476
E-mail: PatriclkJ@lfucg.com

Confidentiality Statement

The contents of this e-mail message and any attachments are confidential and-are intendad
solely for tha addresses. The information may also ba legally privileged. This
transmigsion is sent in trust, for the sole purposs of delivery te the intended reciplent.
If you have racelived this transmission in errox, any use, reproduction or dissepmination
of this transmission is strictly prohibited. If you ave not the intanded reciplent,
please immediately notify the sender by reply a-mail or at {959} 238-3290 and delets thia
mesgage and its attachments, if any.

————— Original Message—--——

From: Bruce Sahli

Sent: Friday, Bugust 21, 2009 14:31
To: Patrick Johnston

Subject: RE:

Can you provide me a copy of the questionnaire you completed for Drew?

————— Original Message--—--

From: Patrick Johnston

Sent: Friday, Pugust 21, 20039 2:26 PM ,
‘To: Bruce Sahli

Subject: FW:

Bruce,
See Drew's e-mail below. What would you like to do?

patrick R. Johnston, Director, MSLEA

Division of Risk Management

Lexington-Fayette Urban County Government 200 E. Main St., Sulte 1041 Lexington, KY 40309
Tel, [B59) 258-3290 Fax (859) 425-2476

E-mail: PatrickJ@lfucg.com

Conflidentiality Statement

Phe contents of this e-mail message and any attachments are confidentiasl and are intended
salely for the addressee. The information may also be legally privileged. This
transmission is sent in trust, for the sole purpose of delivery to the intended recipient.
If you have received this tranamission in error, any usa, reproduction or dissemmination
of this transmission is strictly prohibited. If you are anot the intended recipient,
please immediately notify the sender by reply e-mail or at (859) 258-3290 and delete this
message and its attachments, 1f any.

----- Original Message~~——-—

From: Drew Ulmer [mailto:dulmer@mountjoybressler.com]
Sent: Thursday, August 20, 2009 16:26

To: Patrick Johmston

Subject:

Mr. Johnston,

T met with Bruce Sahli, the Director of Internal Audit for the LFUCG, yesterday regarding
thege matters. He informed me that you have recently spoken to him about these matters.

Bruce has requested that I provids him with a copy of responses from the audit
2



qU@SFiQHHEife- Sincs the guestionnaire stipulated that your response would be
confidantial and only used for audit analyses, I think your gquestionnaire responses should
come from you.

anks

Drew












Attachment from Director of Risk
Management to Commissioner of Law

Laxinglon - Faystis Urban County Govemment,
- Division of Risk Menagement
Qctober 1, 2007 - Seplember 30, 2008 AL/GLIPOL Comparisons

EROGRAM CONSIDERATIONS

a8

Commenta

i*rice at $1M Ratention

$431.481

§616.010

KLG +§123,529

Loga ControliSalely Services

i
OHours + A ) 8320
Hours - R Staft

4,000 Hours

R Staff provides loss
control services for LFLICG,
23 of 28 classes LFUCG
offers would be duplicetad
by LG,

Aggregeted Ve Non-Aggregated Coversge

$68 Aggregats (POL,
EBL. & Products)

Ne Agoranste

Wiile KLG provides no
aggragste, LFLICO has no
higtorical loas histary that
would require this festure.

Nefense Insids Vs Qutaide the Limit

inside

Outside

This asrangement does not
allow aroslon of Palley
Limits,

Soxusl Abuse Coversge

S$6M / Oeourrencs

§16 / Clalma Made

Al@ provides for fevorehls
repariing pariod with higher
limlis,

{elalms Hendling Services.

Risk Managomint
Services Corg (§53.000
FY¥ 2007y

Calline & Co. (Bld
$83.000 FY 2007}

RMEC provides good
services 2 ressonsble cost -
in slate company,

izensent ta Handling Clalme within 3IR

Yes

No

This festure is unacceptable
ez it allows no cost cantral
oversight by the LFUCS,
HAC TPA hes 31 millon
autherity t= spend LFUCS
money without Input unlees
granted In writhng by IKLC
TPA.

Soet of Riak Benchmark

A

This la & standard
bBenchmaerk throughout the
indusiry that comperes the

Insurance cost 10 tolal
“aciusl” operating budget.
LFUCE Cumently 2.36% of

Nations! Averane 2 - 4%.

Cut through endorsement

Vel

Ho

ACE obligetion (s to KLE, not
the LFUCG.

Financlala

Ab Ralad

Non-Rated

Finaclals of KLC are not

belng auditad by AN Baat for

comparison io llke
organizetions,

Backed by State Guaranise Fund

Yos

No financial backing in avent
of KLC fellure other than
asssssments againet
inmureds.

Stringent slste oversight on linenclals and
insurance pollcy forms .

Yor

AlG is an admliled carrier in
Kentuchy and must fle forms
and pricing wiSiate
insursnce Department. KL
dosa net heve i flle with
State murance Deparimant.

Panicloation Agreomants

BUA

¥ no Participaiion
Agreament, what binds

LFUCG to KLOIACE




Leviaglon- Fayatie Urben Courty Govermart Attachment provided by Commissioner

Ociober 1, 2007 - September 30, 2008 AUGLFCL Compeeone  of [aw to Council

KLC price Includes Clalms

Handilng (TPA), Loss Control
{4000 Hours) and

PropertyiVehicle Appraisal

Price ot $1M Retention (SIR) $491.481 $615.010 Servicen
$6M Aggregats (POL, (L]

ALIGL/POL Limkis EBL. & Producis} No Aggresate Mo Agaregats Is oreferable

KLC arangement does not

aliow evoslon of Policy

Defense (nside Vs Cutsida the Limit inside Cutaida Limits.

LFUCG foas experience has

been below $imiliion 3RS
Sexnual Abuse Coverage $8M / Qecumence | §10M/ Claime Made imbits offerad

Rigk Menagemant Colling & Co. Vi use current TPA cost o
Services Comp ($53,000 | (seevice includedin offset proposal price

Claims Handfing Services FY 2007 pronesal) differance
KLC sgrees to aliow LFUCS
N to participats In clalms
handiing decislons and use
Consant to Handling Claims within SIR Yes Yas LFUCA sttornaus
HLC hes assured the LFUCG
would bs kept financlally
Cut through endorsement - whoia in the svert KLC were
State Guaranty Fund Yas No io Houldate
KLC premium adjusiments
. 224,000 TPAAppralsals aduatment
- $38,500 1/2 broker fee
- - 5 @i%gg&w o Loss Control Services
$1a8.800 KLC premium adjustmenis

AIG Premium §491.481 $478,510 KLG Adjusted Premium



