EXAMINATION OF CERTAIN
FINANCIAL TRANSACTIONS, POLICIES,
AND PROCEDURES OF THE
KENTUCKY ASSOCIATION OF COUNTIES, INC.

CRIT LUALLEN

AUDITOR OF PUBLIC ACCOUNTS
www.auditor.ky.gov

209 ST. CLAIR STREET
FRANKFORT, KY 40601-1817
TELEPHONE (502) 5645841
FACSIMILE (502) 564-2912



The Auditor Of Public Accounts Ensures That Public Resources Are
Protected, Accurately Valued, Properly Accounted For, And
Effectively Employed To Raise The Quality Of Life Of Kentuckians.




Table of Contents

Chapter 1

Chapter 2

Chapter 3

Appendices

TRANSMITTAL LETTER

EXECUTIVE SUMMARY i eene i

Introduction and Background..............ccccuuviiiiiiiieemeiee e 1

Analysis of Credit Card Expense and Reimbursement Transactions.22

Findings and Recommendations..............cevvvvviiiiiiieeni e 53

Former Executive Director/CEO Credit Card Expenditures

With An Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian........................ 122
Former Executive Directa/CEO Reimbursements With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian........................ 173
Deputy Executive Director/Unemployment Insurance Director
Credit Card Expenditures With An Unclear Business Purpose,
Inadequate Documentation, Excessive, or No Supporting

[T Tt U1 T=T o) > i o ] o I 181
Deputy Executive Director/Unemployment Insurance Director
Reimbursements With An Unclear Business Purpose,
Inadequate Documentation, Excessive, or No Supporting

[T Tt U1 =T o1 =i o ] o IR 193
General Counsel/GO Credit Card Expenditures With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian.............c.......... 195
General Counsel/CFO Reimbursements With An Unclear
Business Purpose, Inadequate Documentation, Excessive, or No
Supporting Documentation..........ccocceeeeeeiieeiiiicccee e, 200
Director of Insurance Credit Card Expenditures With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian........................ 202
Director of Insurance Reimbursements With An Unclear
Business Purpose, Inadequate omentation, Excessive, or No
Supporting Documentation..........cccoeceeeeeiiiiiiviccceeeeeeeeeeeeeeee 215
Director of Financial Services Credit Card Expenditures With
An Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian........................ 217
Director of Financial Services Reinbursements With An Unclear
Business Purpose, Inadequate Documentation, Excessive, or No
Supporting Documentation...........cccccoooaeeeeen e 230
CY2009 KACo President Credit Card Expenditures With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Docmentation.......................... 232
CY2009 KACo President Reimbursements With An Unclear
Business Purpose, Inadequate Documentation, Excessive, or
No Supporting Documentation..............ccoeeeeee e e e e s e 234



7. CY2008 KACo President Credit Card Expenditures With An
Unclear Business Purpose, Inadequate Documigation,
Excessive, or No Supporting Documentatian....................... 236
CY2008 KACo President Reimbursements With An Unclear
Business Purpose, Inadequate Documentation, Excessive, or
No Supporting Documentation.............cccoovvevvirrrieeeineeeeeeeeennn 243

8. CY2007 KACo President Credit Card Expenditures With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian....................... 245
CY2007 KACo President Reimbursements With An Unclear
Business Purpose, Inadequate Documentation, Excessive, or
No Supporting Documentation..............coovveviirrrieeeieeeeeeeeeenn 247

9. CY2006 KACo Presicent Credit Card Expenditures With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting Documentatian....................... 249
CY2006 KACo President Reimbursements With An Unclear
Business Purpose, Inadequate Documentation, Excessive, or
No Supporting Documentation...............coeeeeee e e e e s e, 251

10. All Other Employees Issued Cards Credit Card Expenditures
With An Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting
[Tt Ul o =T o) 7= i ] o 253
All Other Employees Issued Cards Reimbursements With An
Unclear Business Purpose, Inadequate Documentation,
Excessive, or No Supporting

(Do 1e10 [ a1 1=] g1 7= 11]o] o P 354
Exhibits 1. 2007Escort Service Contract and Related Credit Card

[ Tl o A 366
2. 2008 Escort Service Contract and Related Credit Card

RECEIPL...eeiiieee e 369
3. 2008 Strip Club Credit Card ReCepts.........ccevvveevvvevrveevriieennnn. 372
4, CY2008 KACo President Letter to Former Executive

[T (=T ox (o] (RN 373
5. Former Executive Director Letter to CY2009 KACo

g TS [0 [ 0 | TR 374
6. CY2009 KACo President Letter to the KACo Executive

(000] 0 1] 14111 (=TT 375
7. Donations and Sponsorships Made By KACo and Its

ProgramsS.......oocueiiiiec e 377

Kentucky Associdion of Counties, INC. RESPONSE.......coooiiiiiiiiiieeee e eeeee e 381



List of abbreviations/acronyms used in this report

ADD
ADR
APA
CCAO
CCAP
CEO
CERS
CFO
CIC
COLI
CoLT
CSCA
HB
IRS
KACAM
KACo

KACo-KML WC

KACo Ul
KACo WC
KALF
KAMP
KARP
KCJEA
KIA

KLC

KRT
KRTIC
NACO
PAF
SAWCA
President

Area Development District

Alternative Dispute Resolution Policy
Auditor of Public Accounts

County Commissioners' Associatiof Ohio
County Commissioners' Association of Pennsylvania
Chief Executive Officer

County Employee Retirement System

Chief Financial Officer

Commonwealth Insurance Company

County Officials Leadership Institute

KACo Leasing Trust

Conference of Southern County Associations
House Bill

Internal Revenue Service

Kentucky Association of Counties Associate Member Progral

Kentucky Association of Counties, Inc.

Kentucky Municipal Leagug¢/or ker sd Compen:

KACo Unemployment Insurance Fund

KACo Workersdé Compensation

KACo All Lines Fund

KACo Medical Program

KACo Advanced Revenue Program

Kentucky County Judge/Executive Association
KACo Insurance Agency, Inc.

Kentucky League of Cities

KACo Reinsurance Trust

Kentucky Reinsurance Trust Insurance Company
National Association of Counties

Program Administration Fees

Southern Association of Workers ComprAithistrators
KACo Board President






CRIT LUALLEN
Aupitor oF PuerLic AccounTs

October 29, 2009

Hon. J. Michael Foster, President

Board of Directors

KentuckyAssociation of Counties, Inc.

380 Kingbs Daughters Drive
Frankfort, Kentucky 40601

RE: Examination of Certain Finanti@ransactions, Policies, and Procedures of the Kentucky
Association of Countigednc.

Dear Mr. Foster:

We have completed our examination of certain expenditures and management practices
of the Kentucky Association of Counties, Inc. (KACo). Theclesed report identifies 40
findings and offers over 150 recommendations
procedures to ensure the publicds trust going

Examination procedures included interviews of four current and former KACo Board
Presidents, as well as KACo management and staff. In conjunction with a review of applicable
KACo policies and procedures, a review of credit card expenses, employee reimbursements, and
direct payments was conducted to determine whether expenditureappeopriate. The scope
of our examination encompasses records and information for the period July 2006 through June
2009, unless otherwise specified. The objectives developed by the APA for this examination
include:

e Examine all credit card expenses, poyee and board member reimbursements, and
other expenses paid directly by KACo and its various programs;

e Determine whether expenditures were excessive or unusual;

e Review KACo policies and procedures; and,

e Report findings and recommendations related ¢és¢hand other matters identified during
the examination.

It is not the intent of this examination to report on the operations of the insurance
component of KACo, as the Department of Insurance has regulatory authority to audit self
insurance funds.

209 S5T. CLAIR STREET TELEPHONE 502 .564.5841
FRAMNMKFORT, KY 40601-1817 FACsIMILE S02Z2.564.22912

WWW . ALUDITOR.KY. GOV
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Hon. J. Michael Foster, Présint
KACo Board of Directors
October 29, 2009

Page 2

The Auditor of Public Accounts requests a report from the KACo Board on the
implementation of audit recommendations within (60) days of the completion of the final report.
If you wish to discuss this report further, please contact Brian Lykins, Executivetdiod the
Office of Technology and Special Audits, or me.

Crit Luallen
Auditor of Public Accounts



CRIT LUALLEN
AUDITOR OF PUBLIC ACCOUNTS

Performance and Examination Audits Branch

Executive Summary
October 29, 2009

Examination of Certain Financial Transactions, Policies, and Procedures of the
Kentucky Association of Counties, Inc.

Examination Objectives

On July 1, 2009, the Auditor of Public Accounts (APA)
informed the Kentucky Association of Counties, Inc.
(KACo) that an independent examiima would be
conducted of certain policies, financial transactions, and
other activities of KACo and its affiliate funds, programs,
and organizations. This examination is in response to
reports and concerns presented to the APA concerning
certain finanal transactions of KACo. It is the
responsibility of the APA to ensure that public funds ar
spent in the best interest of the taxpayers, and KACo,
being funded through public dollars from dues, insuran
premiums, interest on loans, and other sources pal
directly from member counties, is subject to such an
examination. The objectives developed by the APA for
this examination include:

o

o Examine all credit card expenses, employee an
board member reimbursements, and othe
expenses paid directly by KACo aiitd various
programs;

e Determine whether expenditures were excessive
or unusual;

¢ Review KACo policies and procedures; and,

e Report findings and recommendations related to
these and other matters identified during the
examination.
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It is not the intent of i3 examination to report on the
operations of the insurance component of KACo, as the
Department of Insurance has regulatory authority to audi
selfinsurance funds.

—

The examination scope encompasses records anpd
information for the period July 2006 thrdugune 2009,
unless otherwise specified.

Background
KACo was founded in 1974 as a 501(c)(3) +pwafit

corporation by a group of county officials, with its
membership being the 120 county governments qf
Kentucky. It was initially formed to improve andremce
county governments and their political subdivisiong
through educational programs, cooperative undertaking
and issue advocacy. Since that time, KACo hal
established other funds and organizations to provid
various products and services. Each efsthother funds
and organizations are separate entties, but the
management of those programs is provided by KACo starf
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through administration contracts. The following entities
are administered in this manner:

KACo Insurance Agency, Inc. (KIA)

KIA was egablished as a wholly owned subsidiary of
KACo and is a foiprofit corporation. KIA was originally
formed to market the KACo group health plan, but has
expanded in recent years to also market public official
bonds, excess earthquake coverage, and specafo
liability coverage.

KACo Worker6és Compen)sati on

The KACo WC Fund is an unincorporated association

created by KACo that allows county governments and

other public agencies to pool resources and creates-a self
insurance fund for the provison of wor ker 6s
coverage. In addition, the KACo WC Fund also provides

risk management and loss control training to the counties
and agencies that are members of the fund.

KACo All Lines Fund (KALF)

KALF was established as a group salurarce pool to
provide liability insurance products, including products
such as Auto Liability, General Liability, Property, Law
Enforcement Liability, Public Officials Liability,
Employment Practices, and Intentional Tort and Criminal
Charges Defense. In @ition to these products, KALF
also provides risk management and loss control training to
its members to reduce insurance claims and hold down the
cost of insurance.

KACo Unemployment Insurance Fund (KACo Ul)

KACo Ul is an unincorporated association rfead to
create a group selfisurance fund that provides
unemployment insurance coverage to counties and other
governmental entities. It pays temporary benefits to
workers whose employment has been terminated due to nc
fault of their own.

Commonwealth Ingance Company, Inc (CIC)

CIC is a forprofit corporation that provides employee
dishonesty fidelity bond coverage, business income
coverage, and extra expense coverage exclusively to the
members of KALF.

KACo Leasing Trust (CoLT)

CoLT is a legal entity ahtrust that was created by KACo

in a joint effort with public agencies. CoLT pools the
financing needs of various public agencies and issues one
large taxexempt bond. The proceeds from the bond sale




are then used by the qualified borrowers to purchag
equipment, real estate, construction services, or for other
governmental purposes.

KACo Advanced Revenue Program (KARP)

KARP is a shorterm loan program that allows a variety
of government entities that rely on tax revenue to borro
money needed for opaion until those tax receipts are
received. These entities may include counties, cities
special taxing districts, and other political subdivisions
According to KACo, the KARP program is currently on
hiatus due to the environment of the financial marke

Financial Information
KACo receives revenue through many sources with th
majority derived from the fees paid by the insurance an
financial programs administered by KACo staff. In fiscal
year 2008 KACo received $5,758,252, which is
approximately a 3 percent increase since fiscal year
2003. Of the fiscal year 2008 total revenue, $5,266,876
or approximately 91 percent, came from Progra
3
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Administration  Fees, License  Fees, Progra
Administration Fees, and Management Fees paid throu
administration cotracts with the various programs.

e License Feesi A flat rate charged to the
programs for the use of the KACo name and logo|

e Program Administration Fees (PAF)A flat rate
calculated to cover KACo expenses for personng
and other costs regularly incurretlring the
administration of the programs.

¢ Management Feds Charged to KACo programs
as either a flat rate, a percentage of the annu
gross premium or contributions received by thg
programs from policies they write, or a
combination of the two. Thegre not attached to
any specific program costs and are used by KACp
to cover any other expenses deemed necessary|or
useful for the organization.

=

Expenditures made by KACo include all costs incurred
providing the services offered by the Romfit
organizéion and the management costs of the programs
that KACo administers. In fiscal year 2Q0BACo

expended $5,089,226which is approximately a 70
percent increase since fiscal year 2008f the total

expenses for fiscal year 2008, $3,681,691, of
approximagly 72 percent, was for salaries and benefits.
The surplus difference between the revenue and expenses
are put into the net assets of KACo.

Findings and Recommendations
Introduction
The KACo Board has a fiduciary duty to the stakeholders
of KACo, who indude county governments, political
subdivisions of the Commonwealth, and ultimately the
taxpayers. As an entity wholly designed to serve the
public sector and deriving nearly all funds from
government sources, KACo has the responsibility to
ensure that # funds it expends are done so in 3§
Pageii

responsible and transparent manner. Based on the
findings of this examination, KACo has not always
expended funds in a manner that would best serve those
who are initially funding KACo activities.

There were many chges made by certain KACo staff and
past KACo Board Presidents, purportedly because they
were believed to be necessary for the function and succes:
of KACo. These expenditures resulted from the KACo
Boardébés | ack of control oV
allowed using KACo funds. Also, many board members
have benefited from the types of expenses that have beel
made in the past, including meals, bar expenses, gifts, anc
entertainment. The KACo Board has taken numerous steps
recently as a result of publgcrutiny to begin to achieve
greater accountability. The recommendations in this
examination will provide the KACo Board with the tools
to further strengthen the organization.

Finding 1: By allowing excessive spending, KACo
strayed from its purpose of naximizing benefits to
the counties and thus ultimately the taxpayers.

Though the organizationos
providing the highest quality programs/services, the
organizationoés Mi ssi on St

purpose of efficiently usopits public funds to maximize
the benefit provided to its members. By all accounts,
KACo has provided quality services and savings to the
counties through its progr
Statement only focuses on the provision of quality
services @ counties and does not address providing these
services in an efficient manner to maximize the benefit
and return to the counties.

Recommendations:The KACo Board should refocus
its mission with an emphasis on operating for the greatest
benefit to membe counties and in a manner that
demonstrates a responsibility in keeping with public
expectations. The KACo Board must consistently provide
a proper and accountable example that will create a new
culture within KACo where excess and inefficiencies are
met with active and vocal opposition. An initial step
leading to an improved culture would be the development
of a strategic plan predicated on a mission devoted to
maximizing benefit back to the counties.

Findings Related to KACo Excessive Spending
Certan expenditures reviewed during this examination
were identified as excessive, while others appeared to be

an inefficient use of t he
taxpayers, through their own county governments, are the
point of ori gi n wd§ findiongs bf o

inefficiency are reported as well as those that are
excessive.

Finding 2: KACo paid $219,144.89 for 77
restaurant charges, each costing over $1,000.

Each of these meal charges lacked sufficient
documentation to demonstrate a clear hess purpose for
the meals. No records are kept by KACo to document



who was in attendance or the business purpose of the
meals. Due to the lack of documentation, it was nqgt
possible to determine whether the purchases wer
appropriate, reasonable, or nesary.

Recommendations:We recommend the KACo Board
and associated program boards develop a policy to requ
specific documentation accompany restaurant charges
that a review can ensure whether the expenditure was
appropriate and reasonable for thgexations of KACo.
To the maximum extent possible, major meal expenditurgs
should be planned in advance and be reflected in budget
details.

Finding 3: Tens of thousands of dollars of alcohol
waspurchased by KACo.

The examination of credit card trapc#ans, business
expense reimbursements, and direct payments to vendors
for the period July 1, 2006 through June 30, 2009,
identified over $43,000 in alcohol purchases. KACd
employees explained that the purchase of alcohol was
often associated with entaiming board members, public
officials, and business associates. Employees also drank

Finding 5: The cost for outof-state conferences,
meetings, and other related charges for board
members, staff, and spouses was excessive.

Each year KACo employees, including Executive
Management, travel to seatrconferences, meetings, and
trainings with KACo and program Board members. The
costs associated with these trips are significant and often
include entertainment and expensive meals. Also, the
potential exists that an excessive number of KACo or
programrepresentatives attend the conferences or other
meetings.

Recommendations:We recommend the KACo Board
and its program boards establish a detailed policy to guide
employee and board member travel. The policy should
require careful consideration of theniedit each person
attending will provide to the organization and its
membership. We recommend that the KACo Board and
its program boards develop a policy regarding
entertainment that provides specific guidelines to board
members and staff. We further omemend travel,
entertainment, meals and other costs for spouses anc
companions not be paid by KACo or its program boards.

at these events and stated that it was acceptable as long asWe recommend KACo and its program boards or relevant

they were not intoxicated. According to information
provided through staff interviewsand considering
transactions having no supporting documentatiome
strongly believe the $43,000 amount is significantly lowef
than the actual total expended on alcohol during the-thre|
year period.

Recommendations:We recommend the board adopt al
stringent policy regarding thedlowable use of alcohol and
that the policy should be rigorously enforced. We alsp
recommend policy stipulations be considered as a means
of limiting liability including limiting the quantity and
duration of alcohol service, prohibiting KACo employees
or members from serving alcohol at KACo events an(
requiring instead the use of professional bartender
providing bartenders with written instructions prohibiting
them from serving alcohol to someone who is inebriateq
prohibiting selfservice with respedb alcohol, etc.

4]
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Finding 4: KACo Spent Over $28,700 to purchase
tickets.

Through interviews and the review of documentation it
was revealed that tickets were purchased for a variety
events, including a professional baseball game, university
football and basketball games, and other entertainment
venues. Many tickets were used by KACo Board
members, KACo staff, and representatives of KAC(
vendors, but the identity of those who used some tickefs
was undocumented and unknown. The tickets purchasgd
by KACo appear to be purely for entertainment purposgs
and provided no benefit to KACo, its membership, and the
counties and the taxpayers they ultimately serve.
Recommendations: KACo should discontinue the
purchase of tickets solely for the entertainment adirt
members, staff, spouses, or guests.
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subcommittees receive a written report of the total cost of
outof-state tripsaken by board members and staff.

Finding 6: KACo hosted expensive meals
drawing members from an affiliate conference
banquet when the cost of the meal was already
paid.

KACo Board Members and other Kentucky county
officials attend various conferences bbtain training
hours and to represent their constituency. The counties
often incur the officialos
costs for travel, lodging and conference fees, which may
include one or more banquet meals. During the
examination periodwe identified that on at least one
occasion KACo representatives incurred $2,384.92 for
dinner and alcohol on the same night as goaid banquet
meal where the Kentucky Governor was the speaker.
Recommendations:We recommend the KACo Board
establisha policy to formally eliminate the practice of off
site dinner parties or other outings that conflict with
activities of an af filiat
recommend KACo avoid incurring duplicate and therefore
wasteful costs where those costs haveadiyebeen paid

through the conference registration fees or other
payments.
Finding 7: Adult Entertainment charges were

found on KACo credit cards.

In total, $890.25 in adult entertainment charges were
identified on the KACo credit cards issued to the farm
KACo Executive director and the 2008 KACo Board
President. This included two charges for an escort service
and four charges to two different strip clubs.
Documentation obtained during the examination indicates
that the cardholders were present when ¢harges were



[®X

made on their KACo issued credit cards and likely signe
all receipts.

RecommendationsWe strongly recommend the KACo
Board analyze its current operations and determine the
areas where credit card usage would best benefit the
association. This should include reviewing the need for
the Board President to be assigned a card. W
recommend the KACo Board establish a credit card polic
that requires a thorough review of all credit card
statements by someone other than the cardholder to enspre
charges are reasonable, necessary and appropriate. If the
Board continues to provide a credit card to the Executivie
Director, we recommend the KACo Board specify wha
Board member or committee will be responsible to review
the credit card statements of tB&ecutive Director on a
monthly basis. In addition, if the board continues td
provide a credit card to the Board President, we
recommend those credit card statements be reviewed
monthly by KACo General Cowsel Finally, regardless
of how a payment is noe, the use of KACo funds for
adult entertainment should never be tolerated.

<

Finding 8: KACo paid $11,593.77 for staff
birthday meals in a threeyear period.

Based on interviews with KACo staff, a birthday luncheor
was usually held each month and waserally approved
by the former Executive Director. These meals ar
personal in nature, provide no benefit to KiA\@embers,
and are not a necessary business expense.
Recommendations:We recommend that KACo stop
funding birthday meals for its staff.

U

Finding 9: KACo spent $48,426 on two annual

Christmas dinners and associated board meetings.

A review of KACo credit card expenses and direci
payments to vendors, for 2007 and 2008, identified a twio
year total of $48,426.00 for meals, drinks, lodging, and
tour bus transportation related to Christmas dinners arnd
the accompanying December board meetings for the
KACo Board and program boards. Attendees at the
Christmas dinners included KACo and program boarg
members and spouses, KACo staff and spouses, and oth
guests such as KACo vendor representatives. The boards
are required to meet and it was proper for KACo to pay

the travel expenses incurred by board members; howeve
the additional expenses incurred during these events are
examples of the excessive persobhahefits received by
those board members, staff, and others that attended.

Recommendations: We recommend thatin the

context of the new policy to be developed governing
entertainmentKACo and its program boards review the
cost of their Christmas dimns or other lavish events
solely for the entertainment of board members and staff.

Finding 10: KACo purchased gifts totaling $7,262
for staff Christmas parties over three years.

Gifts were purchased by the former Executive Directoy
using his KACo creditard and given as part of a staff
Christmas party and potluck held at the KACo offices i
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Frankfort. According to staff, these gifts were considered
their Christmas bonus. While the expense per employee is
not a large amount, it is still a benefit tafétthat was not
part of their official compensation package. The KACo
Board did not have a policy to address benefits provided
to staff by the organization, including Christmas or other
types of bonuses.

Recommendations: We recommend the KACo Board
devdop a policy regarding benefits provided to staff,
including Christmas or other types of bonuses. In
determining this policy, consideration of any action taken
should be equitable, and transparent in keeping with its
duty to protect the interests of mente

Finding 11: KACo purchased expensive gifts for
board members and one staff person.

Between November 2007 and April 200&ACo
purchased various gifts totaling $3,053 for an outgoing
president, two board members, and a retiring staff
member. The conibed gifts that each member received
totaled more than $400 per person, with the largest being a
$1,000 gift. These gifts appear to be excessive due to the
sheer expense of each item. Providing such large persona
benefit to one individual does not ensuiunds of the
member counties are used efficiently and with the greatest
impact.

Recommendations: We recommend the KACo Board
develop a gift policy for board members and staff. The
policy should reflect the appropriate prudent nature of an
organizatiorresponsible to public entities.

Finding 12: A change in the work station of the
Product Development Manager could save KACo
over $20,000.

A loss control employee that lives in western Kentucky
was promoted to the position of Product Development
Manager ad received mileage reimbursements from his
home in western Kentucky to Frankfort and from
Frankfort to western Kentucky each week. KACo rented a
condominium that was used three or four times each week
by the Product Development Manager while in Frankfort
During the examination period, KACo rented the
condominium for ten months at a total cost of $11,000 and
reimbursed the employee for mileage to and from western
Kentucky an estimated amount of $12,009. KACo could
have saved at least $23,009, if the Rradt Ma n a ¢
work station was changed from western Kentucky to
Frankfort when he received the promotion to a new
position. In addition, another $1,600 was spent on a two
month condominium rental in FY 2007 with the contact
listed as the former Executi@irector. No one at KACo
was able to explain the purpose and justification of this
expense.

Recommendations: We recommend KACo develop a
policy that requires the e
if the employee is permanently assigned to a new location
We further recommend KACo maintain records to
document the reason expenditures were paid. In addition,
KACo should also determine the purpose and justification



of the $1,600 condo charge associated with the forme
Executive Director. If there was natspecific necessary
business purpose KACshould seek reimbursement for
this amount.
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Finding 13: KACo expended a total of $247,944
over three years on advertising that was directed
at the general public rather than public officials.

For fiscal years 200 through 2009, KACo expended a
total of $297,111 on advertising. Of this three year
amount , $247,944 or 83 per
expenditures were for advertising directed to the generp
public, despitahe factthat there were no KACo services
or products available to the general public. These fung
were used for television and radio advertisements durir]
university football and basketball games and other relate
broadcasts. KACo could have used these advertisin
funds to specifically target jplic officials who had the
authority to purchase products and services from KACQ.
Also, the arrangements surrounding the advertisement|at
the university events could be seen as-seifing to both
staff and board members, since the advertising agredemen
provided eight season football tickets. There is no
documentation to identify who used the season tickets
how they benefited the organization.
Recommendations: We recommend the KACo Board
identify within a strategic plan the target audiences of th
services provided by the organization, then develop th
most efficient and effective means to reach thos
audiences. We also recommend KACo avoid
arrangements that could create circumstances of persona
benefit to staff and board members. We further
recanmend the Board ensure that the receipt of any typ
of gifts, prizes, or other gratuities above some determing
nominal amount from paid advertising or sponsorship
should be avoided so that there is no question ¢
appearance of personal benefit.

Q aoaQ n
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Finding 14: KACo incurred over $8,000 in
automatic charges for air travel insurances.
KACobs credit card company
insurance, baggage insurance, and travel delay protectipn
for staff, members, and guests whenever a flight was palid
for usng a credit card. Automatic charges totaling
$8,118.09 were placed on a KACo credit card for the thrg
types of insurance without determining whether thig
insurance was personal in nature, necessary, or benefidial
to the business purpose of the orgamnirat
Recommendations: We recommend KACo not allow
charges to automatically be made to KACo issued creqit
cards. Further, we recommend charges of a predominately
personal nature not be made on KACo issued credit cards.
We recommend KACo review the costerefit of
purchasing travel delay protection to determine whether
the funds saved over time would compensate for the rare
occurrence of a delay causing further charges to he
incurred.  Finally, we recommend travel charges be
reviewed by appropriate persainto ensure unwanted

e
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charges are not automatically applied to a KACo issued
credit card.

Operation of Board Findings

Finding 15: The KACo Board and Executive
Committee did not have a sufficienty detailed
understanding of its annual budget.

While the KACo Board and Executive Committee
approves an annual budget and receives budget to-actual
toelatet compdrison$ at @sorépslar naedtivig, the boardsiid
not have a complete understanding of the activity within
each budget category and did not have sufficaetail
associated with each budget category to adequately
analyze the budget to ensure the expenditures incurred by
KACo were necessary, reasonable, and appropriate. The
board and Executive Committee also received and
approved the proposed budget on taens day, which
does not allow the board or committee a sufficient amount
of time to perform a thorough review of the proposed
budget prior to its approval.

Recommendations: We recommend the KACo Board
and program boards be actively engaged in the budget
process to ensure that spending aligns with the
organizationés mission proa
back to member counties. We also recommend a Finance
committee be created that is chaired by the Treasurer. We
recommend the Finance Committee in consolawith

staff initiate a budget development and monitoring process
with related policies and secure board approval of the
process and policies developed. We recommend the draft
budget and current year projections be provided to the
Finance Committee wit sufficient time for thorough
review, feedback, and revisions. The KACo Board should
have at a minimum two readings of the budget, and
thoroughly review, question, or revise the proposed
budget prior to final adoption. The KACo Board, with
recommendatios from the Finance Committee should
develop a process for monitoring the status of the budget
throughout the year. Finally, we recommend policies be
deweloped that eeqlire Hugdgeovatiancds be repdrtedgonthe
Finance Committee.

Finding 16: Procurement plicies were not
adopted by the KACo Board or the program
boards.

During theexaminationperiod, neither the KACo Board
nor the program boards had adopted a procurement policy
to require and guide contracting, competitive bidding, and
invoicing practices. In the absence of any procurement
policy, KACo executive staff had the discretion of when
to select a vendor, the process to select a vendor, the detal
provided in the contract, and which contracts require
board approval or disclosure.

Recommendations: We recommend that the board
enact policies that establish the circumstances under
which bids or competitive quotes must be secured in order
to make a purchase, and the process to be followed in
doing so. We recommend that the board enact policies



governirg the advance approval of purchases and the
methods by which purchases are made, distinguishing
purchases made by credit card or purchase order, and
establishing when a contract must be executed prior to
purchase being ade. We recommend that a becard
eracted purchase order process be established. We
recommend proper invoices be required for all services
and products purchased to ensure proper monitoring apd
oversight of payments.

Finding 17: The KACo Board and the program
boards allowed the KACo Exeutive Director to
have unchecked spending authority.

The KACo Board and most program boards did not
receive information regarding purchases made by staff
using KACo or program funds. This made it possible fof
the former Executive Director to expend KAGar
program funds without the knowledge of the respective
board members. Only those purchases not considered part

of the HfAnor mal course of b
board for specific consid
course of b u s finede sy shé board, she n o

former Executive Director was given the discretion tg
determine the expenses considered to be in the course| of
normal business and expenses that needed further review
or board approval.

Recommendations: We recommend the KACo Badr
and all program boards establish policies that require staff
to present a detailed accounting of all payments over an
established amount made by their respective entities. We
recommend the KACo Board and all program boards
enact policies that establishe types of expenditures that
should be presented to the board for preapproval and thgse
expenditures that constit
that can be determined by the Executive Director. Finally,
boardsshould establish a check amount that reqsi at
least oneboard officer signature other than that of the
Executive Director and a second higher amount that
requires the signature of twamardofficers other than the
Executive Director.

Finding 18: The Board provided no oversight of
credit card usage or expense reimbursements.
Prior to March 2009, the KACo Board did not establish a
formal policy requiring a documented process to reviey
and approve credit card transactions and expen
reimbursements.  Unless otherwise notified by the
supervisoror cardholder it was assumed that credit car
charges were approved to pay. No sighature to docume
a review was required before the bill was paid. In
addition, the board was not involved in reviewing eithe
credit card statements or expense reimburasnef
KACo leadership, including the former Executive Director
and the current and former Board Presidents.
Recommendations: We recommend that the KACo
Board establish a comprehensive credit card policy. We
recommend the policy provide guidance and kcast
designed to limit, to the extent reasonably possible, th
number of staff who receive or have access to KACp
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credit cards, a determination of whether board members
need a card, and the credit limits of individual cards. We
recommend the policy idefyi allowable uses of credit
cards with an emphasis on limiting the types of purchases
made with credit cards in favor of more deliberative
purchase methods, such as purchase orders, bids, etc. W
further recommend the policy require detailed
documentation be provided to support credit card
purchases. The policy sh
responsibility to reimburse unsupported expenditures. We
recommend the KACo Board consider using purchasing
cards that offer a line of credit that allow KACo to rigstr

the types of purchases that can be made based on certai
industry codes and purchase limits. We recommend the
policy state the process to review and approve credit or
procurement card purchases and expense reimbursement:
We recommend the KACo BaarPresident or other
designated person or body of the board review and
approve the credit card or purchasing card statements anc
§xpense eengugsemgnisioithe ExecytlygyDirector @ngl the
the term fino
t de

Finding 19: The KACo board did not establish
comprehensive policies that would clearly define
the types of allowable expenses by both staff and
board members for business purposes.

An analysis identified a total of $1,448,577.67
expenditures from credit card purchases, and direct
reimbursements foiidcal years 2007, 2008, and 2009 that
had no orinadequate documentation, were excessive, or
had no apparent business purpose. The lack of adequat
internal controls and the lack of monitoring credit card
and reimbursement expenditures created an envennhm

u tire which excesside ando wunsuppertecd purchmses iamd

reimbursements could be made with little risk of
detection. KACo did not establish a comprehensive
policy that clearly defines the types of expenses that are
allowed by both staff and board members fusiness
purposes. This policy should address travel expenses,
entertainment  expenses, business expenses anc
reimbursements. We did not find any written policies
applicable to the KACo or program board members. A
review of policies and procedures adopbgdthe County
Commissioners' Association of Pennsylvania, County
Commissioners' Association of Ohio, and Association of
Indiana Counties revealed that these associations hac
specific policies that may have prevented or controlled the
guestionable expendites discovered at KACo.
Recommendations: We  recommend that
comprehensive Business Expense and Reimbursemen
policies be developed by KACo that will strengthen
controls and minimize the costs of business. These and
any other related policies should esistblallowable and
nonallowed expenses; the persons, i.e. staff, board
members, clients, vendors, etc., to whom the policy is
applicable; processes to be followed and documentation
required for payment/reimbursement. We recommend an
entertainment and gifpolicy require all expenditures
made by KACo employees, Executive Director, President



or Board members for gifts or entertainment be
documented in detail, which would include a description
of the business expense, the names of the busingss
associates(s) o participated in the meal or entertainment
activity, and a description of the purpose of the business
expense. We recommend a travel expense policy that
requires reports of owf-state travel to each member of
the board detailing the purpose of thevélaas well as the
cost of each trip including transportation, registration fees
lodging, meals, etc. We recommend a written policy b
developed requiring the Board Chair or designee to revie
the expenditures incurred by the Executive Director.

é(l)

Finding 20: Having its Executive Director also
serve as I ts Treasurer
financial controls and oversight.

The treasurer of a negprofit association is traditionally an
elected position that serves as the fiduciary officer of the
board of direars and who is responsible for oversight of
the organizationés financ
the ByLaws assign this key governance role, along with
that of secretary, to the executive director, an appointed
position that is responsible for the emyday management
and operation of the association. The merging of th
financial management responsibilities and the financia
governance oversight responsibilities within #xecutive
d rector position is a
overall financidcontrols and accountability.
Recommendations: We recommend that the KACo
Board amend its By aws to establish that its Treasurer be
an elected officer with voting authority and that the
Treasurer be a member of the Executive Committee. W
further reommend that KACo establish a Finance
Committee, separate from its recently established Audit
Committee that could be chaired by the Treasurer.

— @

S i

e

Finding 21: The Board did not establish a
reporting process that encouraged the receipt of
independent information or a whistleblower
policy for KACo employees.

KACo employees had varied views on their access (
ability to approach board members to report concern
One employee referred to past employee terminations
one reason why employees might not questibe t
executive director or go to the board with management
issues. The employesdso stated that he had specifically
been told not to go to the Board with management issue
Current policy requires communication relating to
employee concerns go through tteuctural hierarchy of
KACo or directly to theexecutivedirector. Unresolved
issues go through a third party mediator. While the Board
does provide KACo employees with a complaint
resolution process and procedures by reporting the
empl oy e e 6athet dineat supenvisot, the Board
policies currently do not provide protections to the
employee relating to the reporting of violations to certain
officials or authorities outside of the mediation program
The Board policies currently do not providefarctions to
the employee relating to the reporting of violations tg
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certain officials or authorities outside of the mediation
program.

Recommendations: We recommend the KACo Board
establish a whistleblower policy that clearly states
employees will be prected from retaliation. We
recommend the KACo Board implement a comprehensive
process by which they may receive, analyze, investigate,
and resolve concerns, which may be provided
anonymously, from its employees, business associates,
and the general publi We recommend the KACo
executive committee consider appointing an independent
party to investigate any concerns.The complaint
procedure should not allow the complaint to be filed
directly with an employee or board member about whom
the comptaint ¢ lddeds r@rsshoul& alyEmpdogee or board
member against whom a complaint is filed have any
involvement in the resolution of the matter.

Finding 22: Donations and sponsorships were

e smade at the disar€timd of the dxmeer Executive v e

Director.

Based on documentah and interviews, we determined
KACo and its affiliate programs expended over $83,000 in
donations and sponsorships, between July 1, 2007 anc
June 30, 2009. According to those interviewed, amounts
and recipients were determined only by the former

g ExefuivecDiractor. Ewideade suggesss that most HoAdlicn ¢

expenses were made with no involvement from the boards
governing the various programs that incurred the
expenses.

Recommendations: We recommend policies governing
donations by KACo and program boards o be
established by the relevant boards. We recommend that
KACo and program boards establish a policy that all
donations and sponsorships be reported quarterly to the
appropriate boards and address the issue of donations an
sponsorships, including treemount that can be given and
the selection process to be followed. We further
recommend the KACo and program annual budgets
contain a donation line item.

Finding 23: KACo Board and Program Board
members were compensated to attend board
meetings ina manner that appears inconsistent
with industry practice.

All KACo and program board members receive a flat fee
for attending board meetings. Most program board
members also receive reimbursement for travel costs to
the meetings as well. This practice of cemgating board
members is not consistent with the routine practice for a
voluntary board, which typically provides reimbursement
for only actual travel costs. Based on our survey, other
state associations of counties do not pay a per diem fee tc
board merbers to attend board meetings and board
members are paid solely for their travel expenses. KACo
Board members and affiliate program representatives
received a total of $334,300 to attend board meetings for
fiscal years 2002009. Twelve board members \ag



on more than one board received $174,600 or over 52
percent of the total.

Recommendations: We recommend that the KACo
and program boards change their policies of providing
flat fee for attending meetings and instead providg
reimbursement for actutavel costs incurred. The policy
should clearly define the type of reimbursable expenses
and the documentation required to receive reimbursemer
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Finding 24: The Commonwealth Insurance
Company, Inc. made payments to Board members
and officers that were not in compliance with its
By-Laws.

The CIC ByLaws do not allow for the compensation of
those that serve on the Board of Directors. The.Bys
allow the CIC Board to establish compensation for CIC
officers, but only three of the seven CIC Board member

were also officers. This means that any payments made|to

the remaining four members that were not officers are in
violation of the CIC ByLaws. Data provided by KACo

documents that each of the four members of the Board pf

Directors that did not serve afficers received payments
of $3,000 per person per year for a total of $36,000 over
the three year period for fiscal years 2007 through 2009.
Recommendations: C1 C 06 sLaw8 ylo not allow

directors to earn compensation; therefore, we recommend

that a CICBoard policy be established that requires Board

directors to be reimbursed actual expenses to attend| a

board meeting. The policy should clearly define the type

of reimbursable expenses and the documentation requirgd

to receive reimbursement. We recommehd Board
ensure its meeting minutes adequately reflect all officidl
Board actions. The minutes should contain a detaildd
discussion of costs related to all compensation matters.
Further, we recommend payments made to the CIC
Directors be reviewed to tirmine whether any action is
warranted.

Finding 25: KACo0s
establish sufficient policies and oversight for
salary administration.

According to KACo staff and Board members, the
Executive Director of KACo had exclusive authgritver
setting staff salaries and that many of KACo Boarg
members had no knowledge of what staff was paid.
KACobs Board of Directors
for salaries; however, they were not aware of all of
KACob6s i ndividual
management. The former Executive Director did not
submit a report of salaries to Board members. A review ¢f
policies and procedures

Boar
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a d Officers, @and btgff. t wo

We recommend the KACo board be informed of salaries
of senior executives. We further recommend the KACo
Board establish an Executive Director annual performance
evaluation process. We recommend that if otbems of
compensation or incentive payments are to be made
available to employees, terms and conditions under which
such payments would be made should be established in
advance of the period of time for which the payment can
be earned and should be basesh documented
achievement.

Finding 26: KACo and its affiliate program
boards receive no formal orientation.

KACo and its seven program boards is a complex
organization providing its members with various products
and services. lIts boards are also compled consist of
representatives of various groups that primarily include
local elected officials and Affiliate Member organizations.
The board membership may change from year to year,
bringing new members in who are not familiar with the
board, the progmms or KACo personnel. To effectively
perform their responsibilés as board membgr KACo

and its affiliate program boards should receive formal
orientation to ensure each board member understands the
organization, their role and responsibility as a rdoa
member, and purpose of the board on which they serve.
Recommendations: We recommend the KACo Board
and its affiliate program boards receive an annual formal
orientation for new and returning board members to
ensure the members have a clear understgndf the
organization, their role, as well as their legal and fiduciary
responsibilities as board members, and the purpose of the
board and its programs and services. We recommend the
KACo Board consider having an independent party, such
as a board attoey, have the responsibility to organize,
facilitate, and oversee the annual board orientation. We
recommend the material for the orientation be written and
formally presented as a manual to assist the orientation
grocess; andpsprye 4% q peiul, refeyepurd o fog
members. We further recommend that board members
sign a statement attesting that they have received and reax
the orientation manual and that those signed statements b
due 30 days after t he boes
manual.

indings_related to,Standards of Conduct Palicies
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Finding 27: Policies for Ethical Behavior were

Weak or Nonexistent for Board Members,

ot her stat es

county associations revealed that these associations had Receipt of public funds to operate KACo requires that

specific compensation goles that provide guidance to
Executive Directords i n 5
bonuses.

Recommendations: We recommend that the KACo
Board establish compensation policies that are fair and
equitable for all KACo employees to be used by the¢
Executive Director in administering employee salaries
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KACo board members, officers, asthff be accountable

e o the public fer theiraaetipns and camply with ptandarly

of ethical conduct. The KACo employee handbook
included minimal requirements for the conduct of
employees, but did not extend such standards to board
members. It also did naeiddress certain areas of conduct
such as specific conflicts of interests, contracts, service on
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outside boards or advisory commissions, use of publ
property/equipment/personnel/time, use of official
position to obtain a benefit, representation, confidént
information, honoraria, investment/stock ownership, 40st
employment, and financial disclosure.  Further, ng
evidence was provided to us that KACo enforced
compliance with its minimal ethical requirements for
employees, or that it had a policy or anypgedures for
enforcing compliance.

Recommendations: We recommend KACo strengthen
its standard of conduct p
AGi fts, o6 and AfOut si de Em
implement a comprehensive code of ethics including other
standrds of conduct. We further recommend the KACG
Board strengthen its new code of ethics for its board of
directors, and for the members of its various program
boards by removing improper exceptions for gifts
providing for specific directions regarding dlicts of
interest and solicitation, and including a comprehensive
code of ethics with additional standards of conduct.
Finally, we recommend once the new comprehensive codle
of ethics is implemented KACo should provide initial
training on the code, as wels an annual review, for all
staff and board members.

Finding 28: KACobs St aln
not effective in preventing conflicts of interest by
board members and staff.

KACobs conflict of interest
provide thorogh standards of conduct that are effective ir
prohibiting conflicts of interest for its employees and
board members. Without a strong, detailed conflict of
interest policy, actions and decisions taken by employeg¢s
and board members may be inequitable &aded on
favoritism rather than made impatrtially.
Recommendations: We recommend the KACo board
of directors, within its comprehensive code of ethics
provide standards of conduct for conflicts of interest thg
prohibit employees and all related boardnmbers from
involvement in discussions or decisions of certain issueg.
Employees who abstain from involvement in these
discussions or decisions should not be present during such
discussions and the abstention should be documentgd
either in writing and placd i n t he empl oy
file or recorded in the minutes of the board meeting.
Moreover, the board of directors should ensure that the
conflict of interest standards:

—

e Prohibit a board member or employee, or 4§
business owned by a board member oplegee,
from having a contract or an agreement with
KACo, or from representing a person or business
privately before KACo;
Prohibit a board member or employee from using
his or her official position to obtain a financial
gain or a benefit or advantage fum or herself
or a family member;

Forbid a board member or employee from using
confidential information acquired during his
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tenure to further his or her own economic

interests or that of another person; and,

Prohibit a board member or employee from

holding outside employment with, or accepting

compensation from, any person or business with
which he or she has involvement as part of his or
her official position for KACo.

Finding 29: KACo did not require its board
members and executive staff to file stements of
fin&ncisl Sdlscflogdre dﬂs@l@sfh@ 'pdte‘hﬂial5 coﬁfﬁcts' n
& ihtdredt.t nd
During the perlod of examination, KACo had no
requirement for its board of directors, various board
members of its related programs, or executive staff to file
a statement of finzial interests disclosure. Financial
disclosure statements provide the citizens of the
Commonwealth with a means to determine whether
officials responsible for the use of public funds possess
any conflicts of interest or potential conflicts between
their private interests and their employment duties.
Recommendations: We recommend the board of
directors implement a financial disclosure policy within its
code of ethics that requires members of the board of
irectors and all Progr m boards, as well as t&m:umve
il tg 2nnudily fl|€809 B diSidd ddeed’ fancial
interests disclosure statement. The policy should further
require an affirmative statement by the filer that he or she
hap folinteest that @ould €h§s@ & dordlitt with id or @er
official duties. Sanctions for noncompliance with the
filing requirement should also be detailed in the policy.

Finding 30: KACobs St a
solicitation and acceptance of gifts and gratuities
by board members, officers, and staff were not
effective in preventing conflicts of interest.
Terms used in KACobs curre
do not provide guidance for board members and
employees as to what they may accept from vendors.
Other qualifying language allows for exceptions that can
caue a conflict bet ween t
employeeés personal i nter e
Ca. Several instances were identified where
Sr'r?pl(e)y%es Rfalor® 5b&d' fembers accepted gifts from
vendors, including staff outings and entertainment that
creded conflicts of interests for them.
Recommendations: We recommend KACo strengthen
its gifts policy within it code of ethics by adopting a
standard of conduct for the Solicitation and Acceptance of
Gifts and Gratuities that would prohibit conflicts of
interest. The policy adopted by the board should ensure
no board member, employee, or immediate family
member of a board member or employee knowingly solicit
or accept any gift or gratuity over a nominal value per
year from any person or business that ie br her
knowledge does business with, or is interested directly or
indirectly in doing business with or seeks to influence the
actions of KACo, or that represents any person or business
that seeks to influence or do business with KACo. The



policy shouldd e f i ne what is includ
payment, loan, advance, reimbursement, deposit of
money, service, promise, whether intangible or tangible,

unless equal or greater consideration is received.

Findings Related to Operations and Internal
Controls

Finding 31: KACo provides employees with a
duel retirement benefit that is in excess of the
industry standard.

KACo participates in the County Employee Retirement
System (CERS), which is part of the state operated
Kentucky Retirement System. In adadiit, KACo
participates in the Kentucky Public Employees Deferred
Compensation Authority (Deferred Compensation), which
is a 401(k) defined contribution plan. KACo will also
match any employee contributions to the 401(k) plan up t
6 percent of the emploged s annual base

match is above what any public agencies would typicall
provide. It is also more than what comparable count]
associations provide to their employees. In fiscal yea
2009, the total amount KACo matched for 401(k) plans

behalf of its employees was 32672 or over 58 percent

of what was spent for CERS.

Recommendations: The KACo Board should review
the retirement benefits for KACo employees and ensure
they provide sufficient benefit to staff while protecting the
interests of the public organizations that supply funding
for KACo operations.
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Finding 32: The employment agreement between
KACo and the former Executive Director was
designed in such a manner that he would be
compensated by KACo even under the conditions
of death or dishonesty.

At the request of KACo006s
Executive Director submitted his resignation and will
continue to receive his $178,000 annual salary and
retrement benefits through June 2010, when his
employment contract esdAccording to the employment
agreement, the former Executive Director will receive
compensation even if acts of dishonesty, fraud,
misrepresentation, nonperformance of duties, or other agts
of moral turpitude were committed or for any other
reason. Googbublic policy dictates that someone is not
compensated when they commit acts of dishonesty, fraud,
misrepresentation, nonperformance of duties, or other agts
of moral turpitude that would prevent the effective
performance of their duties.

Recommendations: We recommend that a KACo
Board legal counsel participate in drafting the
employment agreement for the Executive Director an
ensure that the interests of the KACo Board ar
represented when finalizing such an agreement. Furthe
we recommend the competti®n language associated
with the termination of an Executive Director included in
the previous contract be omitted from any futurg
employment agreements.
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not properly reflect all benefits received.

The fome r Executive Director
vehicle along with a local country club membership, in
addition to the standard employee benefits received by all
other KACo staff. When examining the Federal2/¥ax
forms for each KACo employee, we found thatamount
representing the personal use of the vehicle along with the
country club membership had not been included on the W
2 issued by KACo to its former Executive Director.
Recommendations: We recommend that a process be
put in place to ensure thaach type of benefit provided to
an employee be properly accounted for to ensure taxable
amounts accrue to the employee. We further recommend
organization, association, and membership fees be
thoroughly reviewed by the Board to ensure KACo
receives a reamable benefit from these memberships.

Ginding ¥4: NoTdocumengation rwas found that
formally approved the former Executive
Directordés country club
KACo provided the former Executive Director with a
membership to a local country club,nciuding
reimbursement for green fees, cart fees, meals in excess 0
the minimum monthly charge, alcohol, and purchases
made at the prshop. The total cost to KACo for this
benefit was $17,962 over the three year examination
period. No evidence was fodino support this benefit had
been approved as part of his formal compensation
package.

Recommendations: We recommend the board ensure
all benefits to the Executive Director be clearly detailed in
his or her employment agreement. We further recommend
the Board review the necessity of all benefits to determine
whether the benefits are reasonable and what purpose
these benefits serve the organization. Finally, we
ecommend,the boag geghire detals assogigied witp gugr
membership benefit when the beneditheyond the basic
membership fee to ensure that an expense has a busine:
purpose.

Finding 35: KACobs Di
Director of Financial Services received bonuses
from the CIC that were not clearly documented in
the minutes.

K A C o 06 sctorof Insarance and Director of Financial
Services were paid bonuses by CIC totaling $140,000 over
the last three fiscal years in addition to their regular
salaries paid by KACo. These bonuses were never
discussed in the CIC Board minutes. Also, thees wo
contract or other document that provided the criteria under
which bonus payments would be made and no additional
duties were required beyond what was expected in the
program administration contract.

Recommendations: The CIC Board should fully
disdose and record the services that are expected of the
Director of Insurance and Director of Financial Services in
order to receive bonus payments. The CIC Board should
determine whether the bonus payments are necessary an

r



beneficial to the organizationorf the services being

provided by these two directors since their salaries a
already being paid for though the program administration
fee contract.

Finding 36: No supporting documentation was
provided as required by policy for over $800,000
of credit card charges and reimbursement
requests.

The KACo Business Expense Reimbursement policy and
KACo Credit Card policy in effect during this
examination requires employees to submit receipts to
receive reimbursement and substantiate purchases. WWe
identified $.0,659.48 in business expense reimbursements
for which no supporting documentation was provided angd
1,619 transactions totaling $804,227.53 in credit card
charges with no documentation or additional information
to support the charge.

Recommendations: We recommend KACo not
reimburse an employee or Board member without
sufficient supporting documentation. We recommend th
policy explicitly state that expenses not supported b
detailed, itemized receipts within a specified period wil
not be paid by KACo.We recommend the KACo Board
consider a policy that employees and Board members be
responsible for expenditures associated with unscheduled
events or activities and be reimbursed for appropriatg¢
documented transactions.

~ (D

Finding 37: KACo did not require adequate
documentation for credit card and expense
reimbursements.

KACo did not require documentation to be provided td
explain the business purpose or any other information
associated with credit card transactions and reimbursed
expenses. Between July 2006 and June 30, 2009,
KACo had over $350,000 in credit card expenses and over
$11,000 in business expense reimbursements, which hiad
inadequate supporting documentation. By not providing
specific related business purpose or documenting those
attendance for certain activities associated with an
expenditure, the appropriateness, reasonableness,
necessity of the expense was unclear.
Recommendations: We recommend the policy state
the consequences of not providing adequate supporting
documentatin. This would include KACo not paying for
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an expenditure that is inadequately documented. We
recommend KACo policy specifically state that the
business expense reimbursements and credit cqrd

transactions will be reviewed for appropriateness,
reasonablerss and necessity and identify those
responsible to review the transaction activity.

Finding 38: Public official defense insurance
coverage offered through the KACo Kentucky All
Lines Fund pays legal fees even when an official is
found guilty.

KALF paid approximately $308,000 in legal fees and
other expenses for the legal defense of seven different
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elected officials. According to KACo, the coverage stops
immediately if the official is found guilty and it does not
pay settlements, but the policy doest niaclude a
provision requiring repayment of the defense coverage if
the public official is convicted of the offense. On four
occasions the legal defense coverage paid the legal fee:
for officials who were found guilty of criminal charges.
The amount pdliin these four instances totaled $278,154.
Recommendations: We strongly recommend the
KALF Board revise its current insurance policies to
include language that stipulates that the public official will
reimburse KALF the total cost for defense if th&audl is
convicted of the offense for which they have been
charged.

Finding 39: Personal and norKACo business
charges were made using KACo credit cards
despite credit card policy.

During the period under review, the KACo credit card
policy s d@rsartale ekpenditiirgsp ghall not be
charged to any KACo credit card, even if the employee
intends to reimburse the Association for the expense
period. 0 A revi ew of 1
reimbursements were made to KACo from its employees,
executive manageent, Board members, and vendors for
credit card expenditures determined not to be legitimate
KACo business expenses. Reimbursements were alsc

made by employees and boa
airfare during KACo trips.
Recommendations: We recommend KAG include

specific language in its business expense reimbursement
policy to address employee spouse or companion expense
including airfare. We further recommend KACo not incur
any expenses on behalf of its vendors. We recommend
the Board develop a policrelating to the timeliness of
reimbursements made to KACo by Board members,
employees, and others.

Finding 40: KACo had insufficient internal
control over the collection and deposit of fees for

its Kentucky Association of Counties Associate
Member Program (KACAM).

The KACAM program promotes businesses access to
KACo clients by providing advertising, mailing lists, and
conferences for an annual membership fee of $250. The
KACo Director of Member Services had the responsibility
to receive checks for meretship fees, send the checks to
KACo financial staff for deposit, and to add any new
associate members to the KACAM list. A routine
reconciliation was not performed of the number of
businesses on the associate member list to the amount o
KACAM program funds deposited. A business could be
added without depositing the fee and not be detected as
long as this was done a limited number of times. At this
time, there is no indication that any membership fees are
unaccounted for.

Recommendations: We recommendACo perform a
reconciliation of KACAM member fees. A staff person,
not under the supervisory control of the Director of



Member Services, should reconcile membership fees to
the number of KACAM members. Any variation should
be reported to the KACo Chiefriancial Officer.

Conclusion
An association is ultimately responsible for serving the
interests of its members. When an associationds memb

are governments, and when monies provided to the

association originate from taxpayers, then the

as s oc i aligatiam rextends bdyond its membership

roll s. The associationbés obligation is then to the
good. In instance after instance, we identified that various

KACo Board members and KACo senior executives spent

excessive sums of money for purposes thatewsot

beneficial to member counties or to the interests of the

public.

Instead of hundreds of thousands of dollars wasted on the
giving and receiving of gifts, excessive benefits, and
lavish entertainment, new or expanded services could have
been developd, or various member costs could have
potentially been reduced.

Clearly, not every person who has served as a member of

the KACo Board has engaged in the excesses described in

this report, and certainly the same is true of KACo0606s
Among both boardmembers and employees, past and

present, there are many dedicated public servants and

professionals of high integrity working diligently on

behalf of KACo and its members. There were leaders

who resisted the excesses evidenced in this report, and

employes who worked effectively, despite the culture

that developed.

The scrutiny KACo has recently experienced must lead to

genuine reform. The steps taken by the KACo Board in

recent months demonstrate the | eadershipbés commit men
to positive change. The mins must go well beyond

enacting much needed policies and safeguards, and

adherence to and enforcement of those policies and

safeguards. Genuine reform requires KACo leadership to

consistently demonstrate a change in its culture. The new

culture must be marked by an uncompromising

commit ment to the associationbés obligation to serve
countiesd6 and the publicbs interests. The cultural
must provide for accountability and transparency that will

make the organization better fulfill its obligationg/hen

these changes are engrained throughout the organization,

then genuine reform will occur.
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Introduction and Background

Scope

KACo
Background

On July 1, 2009, the Auditor of Public Accounts (APA) informed the Kentu
Association of Countiesinc. (KACo) that an independent examination wibiile

conducted of certain policies, financial transactions, and other activities of K
and its affiliate funds, programs, and organizations. This examination i
response to reports and concerns presented to the APA concerning certain fit
transations of KACo. It is the responsibility of the APA to ensure that put
funds are spent in the best interest of the taxpayers, and KACo, being ft
through public dollars from dues, insurance premiums, interest on loans, and
sources paid diregtlifrom member counties, is subject to such an examination.
objectives developed by the APA for this examination include:

e Examine all credit card expenses, employee and board mel
reimbursements, and other expenses paid directly by KACo and ibsiva
programs;

e Determine whether expenditures were excessive or unusual;

e Review KACo policies and procedures; and,

¢ Report findings and recommendations related to these and other m
identified during the examination.

It is not the intent of ls examination to report on the operations of the insura
component of KACo, as the Department of Insurance hadategy authority to
audit selfinsurance funds.

The members of KACo06s Board and ot
governmerd. It is in that capacity that they serve as board members. As p
officials and board members, they have the same purpose to act in the best ir
of their county governments and the citizens they serve. The key, in debgrn
the proper contdxfor viewing KACo and its leaderss in the commonality of
purposes served by KACo and by the public officials Wdaml KACo. Both share
an obligation to serve the best interests of cogatyernments and the citizens ¢
those counties.Therefore, asraoverarching guiding principle, the decisions a
actions of KACo leaders, and the standards to which they are held, shot
consistent withhose they are held &s public officials.

The examination scope encompasses records and informatiomefgetiod July
2006 through June 2009, unless otherwise specified.

KACo was founded in 1974 as a 501(c)(3) #pyofit corporation by a group ol
county officials, with its membership being the 120 county government:
Kentucky. It wasnitially formed to improve and enhance county governments
their political subdivisions through educational programs, coopere
undertakings, and issue advocacy. Since that time, KACo has established v
other programs to provide insurance prddu@inancial services, risk manageme
training, and consulting to counties and other political subdivisions. While muc
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Introduction and Background

KACo Members

the training, consulting and lobbying is provided through the original KA
organization, most other services and products anadao through a combinatior
of unincorporated fundspon-profit organizations, and feurofit corporations.
Each of these other funds and organizations are separate entdieg,of them
governmental entities formed in accordance with KRS 65.210 to ®5iB@

Interlocal Cooperation Achut they are administratively attached to KACo throu
contracts and blaw requirements. All program staff are employees of KACo w
provide the management of the program services through administration contr

The following is a timeline of the creation of those programs that currently prov
or have provided services under KACo:

19787 KACoi Kentucky Municipal League
(KACo-KML WC): Established as a joint fund with the Kentucl
Municipal League, now known as the Kentucky League of Cit
(KLC). In 1993, the fund was separated between the
organizations.

19791 KACo Unemployment Insurance Fund (KACo Ul)

19871 KACo All Lines Fund (KALF)

19891 KACo Leasing Trust (GLT)

19907 KACo Reinsurance Trust (KRT)No longer active.

19907 Kentucky Reinsurance Trust Insurance Company (KRTN):longer
active.

19907 KACo Advanced Revenue Program (KARRJurrently inactive.

19921 KACo Medical Program (KAMP) No longer active.

19937 KACo Wor kersdé Compensation Fun
KACo-KML WC.

19987 KACo Insurance Agency, Inc. (KIA)

20057 Commonwealth Insurance Compairryc. (CIC)

The KACo By-Laws identify several lasses of members: County Membel
Representative Members, Affiliate Members, Public Agency Members, Asso
Members, and Honorary Members. The County Members are those countie
have paid their KACo annual membership fees. County Members apeirtiey

members of the association. Their-prainence is established by the fact that
other member classes are specifically identified asvweding members, excep
County Members and Representative Members; and Representative Membe
eligible tobe members only by virtue of being a public official within a county t
is a County Member.
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Introduction and Background

KACo Board
Administration

Authority

KACo Board
Membes

As a nonprofit corporation, KACo is governed by a Board of Directors (KA(
Board). Accoding to the B-Laws of the Ko Boar d, AThe
Association shal/l be governed by a

authority and control over any and all KACo business to the KACo Board.

Board does retain specific authority over all personnel at KAGduding the

Executive Director. The Board authority over KACo staff may be delegated tc
Executive Director. KACo Byaws do state that the Executive Director shall
responsible for the Aroutine operafl
the Board.

The KACo Board holds meetings on a quarterly basis throughout the ayehr
holds an annual convention during the last quarter of each calendar year. |
also meet at the call of the KACo Board President (the President).

Currently there are 34 members on the KACo Board. The majority of tt
members are chosen through an election process that starts with a Nomi
Committee established by the President of the KACo Board made up of five K
Board members. To beminated to be added to the ballot, an individual must k
Representative Member of KACo. Representative members include the me
of fiscal courts, sheriffs, jailers, county clerks, circuit céerkounty attorney
commonwealth sattorney, property valuation administrater and coroney for
those counties that have paid to be a member of KACo. Nominations are
from each Area Development District (ADD). Depending on the population of
ADD, there may be one or two available board positionghat district.

Elections of the KACo Board members are carried out by sending ballots 1
Representative members of KACo. Each representative may vote on

nominees from their ADD. The winners of the election will serve ayeae term

staring at the end of the annual KACo convention until the end of the |
convention. Depending on the population of the various ADD at the time o
national census, the number of board members elected in this manner car
Based on 2000 census ddtere should be 18 positions available.

In addition to the elected positions, the KACo Board includes 10 mem
comprised of the presidents of all KACo Affiliate Members. Affiliate Memb:
include the Kentucky County Judge Executive Association, Kégtiagistrates
and Commissioners Association, Kentucky Sheriffs Association, Kentucky Je
Association, Kentucky County Clerks Association, Kentucky Circuit Cle
Association, Kentucky Countittorneys Association, Kentucky Commonweélth
Attorneys Asociation, Kentucky PVA Association, and Kentucky Coront
Association.
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Board Committee
Structure

Executive
Committee

Another five voting members of the KACo Board are comprised of the officer
the board and make up the Executive Committee. This includes the Pres
PresidentElect, First Vce-President, Second Videresident, and the immediat
Past President. Only the Second VRresident is elected each year, which occ
at the KACo annual convention. The member counties cast the votes fo
officer. The number of delegates that nvaye on behalf of their counties depent
on the amount of membership dues paid by the member counties. Officers
KACo Board serve one year terms and automatically advance to the next h
office, which is why only the Second Vi¢&esident mudte elected.

The remaining members of the KACo Board include the appointee to the Nat
Association of Counties (NACO) and any KACo Representative Members se
as an executive officer of NACO. Depending on the circumstances, the
number of hese board members can vary.

According to the KACo Board Bitaws, there are four separate committees wit|
the KACo Board.

e Executive Committeé Consists of all KACo Board officers.

e Nominating Committeé Consists of fre Board members appointed by tt
President to nominate candidates for new Board members.

e Credentials Committeé Consists of 3 Board members appointed by i
President to review the credentials of any candidate for Second \
President or other KACo Bwd officers.

e Presidential Scholarship Award Committée Consists of five Board
members appointed by the KACo Board to review scholarship applicant

Recently, an Audit Committee has been created and consists of three KACo
members appointed bpe President. New policies state that members will as
management and the KACo Board by providing analyses and recommendatic
information being reviewed. In addition, the policies require the Committe
review quarterly budget to actual expendis in conjunction with the KACo Chie
Financial Officer.

According to the KACo ByL a ws , Athe Executive C
same authority as the Board and may exercise such authority between meet
t he B o a reffectively givies thesfull power of the Board to the members
this committee, which is comprised of the officers of KACo. It includes five vot
members of the KACo Board and one nating member, the Secretary/Treasurt
The Executive Director of KACaserves as the Secretary/Treasurer. The
complement of this committee consists of the:
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KACo Staff

Authority

President

President Elect

First Vice-President

Second VicePresident
Immediate Past President
Secretary/Treasurer (nemting)

The KACo BylLaws donot call for a regular meeting schedule of the Execut
Committee, but according to KACo staff it has traditionally been on
approximate monthly basis and at the call of the President.

The By-Laws of KACo state that the Execugi Director shall be responsible for th
Aroutine operationso of KACo. Thi
of administering all dayo-day activities at the organization, as is typical of tt
position. The ByLaws specifically provide tha the Board may delegate it
authority over KACo personnel matters to the Executive Director, which appes
be true at KACo.

At the beginning of this examination, KACo had 48 employees, though like
organization the number of staff can vary aveéme and may be different at th
time of this report. Each employee is assigned to provide services or administ
assistance on one or more KACo program, either through the matproin
organization or one of the other funds and companies. Tewing
organizational chart reflects the chain of command between the KACo Boar«
the program directors.
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Deputy

Director

Chart 1: KACo Management Organization

Executive
Committee

KACo Boarc

Executive
Director

General Director of
Counsel/CFO Insurance

Director of Director of Financial Director of
Financiabervices MemberServices Manager Research and
Planning

SourceAPA basel on Information fronKACo.

KACo Services
and Affiliate
Programs

KACo Services

Legislative Services

Local Official
Training

KACo, a nonprofit corporation provides a variety of services to local official:
county governments, and other political subdivisions through its-prmfit
organization.The following is a description of eadithese services.

KACo was initially founded to represent the interests of counties and ele
county officials. This has continued through its legislative services. KACo lok
on behdl of its members and monitors legislation that may have an impac
county governments or county officials on a daily basis. Guiding the official K/
positions on various pieces of legislation is the KACo legislative committee.

comprised of the KCo Board president and a representative from each of the
Affiliate Members previously listed on pa@ In order for KACo to support ot
oppose a piece of legislation, 75 percent of the committee must vote for the
Actual lobbying services aprovided by both KACo staff and outside consultant:

In 2000, KACo established the County Officials Leadership Institute (COLI
provide trainingfor county officials through interactive workshops held at fi
regional locabns. These workshops provide 40 hours of training to local offic
concerning their statutory duties. This training also qualifies as House Bill (

Page6



Chapter 1

Introduction and Background

Water District
Consolidation

Reverse Auctions

Environmental
Consulting

KAC o Program
Guaranty Fund

810 credit. HB 810 became effective in 199w KRS 64.5275and was
designed to encourage local iofls to obtain continuing education trainin
throughout their public careers. Those elected officials that obtain the 40 hol
approved training receive monetary incentives.

Most training is facilitated through KACo and provided by a varietyuatside
educators that have specific knowledge of the subject matter. Courses may ir
Ethics, Grant Writing, Financial Management of Public Funds, and Econc
Development, among others. The cost to local officials for the 40 hour worksh
$85 pe person or $65 if they register early. According to KACo staff, this does
cover the full cost to provide the training.

KACo staff provides services to various water districts when they choos
consolidate under thelles allowed by KRS 74.420 throughd 520. These statute:
provide for separate water districts to operate joint water supply sources. k
assists in consolidating these organizations to operate in this joint manner.
provides consulting and legsérvices to local officials when needed. KACo do
not charge members for these services.

Through a partnership with a third party vendor, KACo facilitates reverse auc
on behalf of public entities across the state. A revers#@oauis a procurement
method where competing vendors submit successively lower bids for the prc
or services they are trying to sell. This process is completely conducted throu
online process provided by the third party vendor. There is ndaegher KACo

or the public entity. The winning bidder is responsible for paying the third p
vendor operating the online process.

One of the more recent services provided by KACo has been consulting
county officials on various environmental issues. KACo staff may assist
discussing various projects with contractors and engineers on behalf of the col
KACo staff will also work as another contact point between the counties ani
stateEnergy and Environmer€abinet and the Kentucky Infrastructure Authorit
There is no cost to member counties for these services.

The Guaranty Fund was established in 1999 through an initial contributio
$1,961,000 from several of the KACoograms. This fund can only be used
support the financial solvency and stability of the KACo programs. The Gual
Fund is administered by a Board of Trustees that oversee the operatiol
investment of the Fund. Payments can only be made to the KAggrams on the
vote of 75 percent of the Trustees.
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Services and

Products of KACo

Programs

Administration

In addition to the services provided by the KACo +poofit organization, other
programs provide certain financial services, insurance ptedaid training under
the KACo name. These organizations include -poofit corporations,
unincorporated funds, and fprofit companies. They are administratively attach
to KACo through contracts that provide staff for administration and royalti¢edo
use of the KACo name and logo. Through these contracts, all services and pr
offered through the various programs are provided by KACo staff or third
vendors that have contracted with the KACo programs. The following flowc
displays he KACo staffwho areresponsible for the respective programs.

Chart 2: Staff Oversight of KACo Programs

Executive
Director

Director of
Insurance

Director of

Deputy Director Financial Services

Unemployment
Insurance

KACo Leasing
Trust

KACo Advanced
Revenue Progral

Source:APA based on Information frotrdACo.
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Introduction and Background

Program
Description

KACo Insurance
Agency, Inc. (KIA)

KACo Wor k
Compensation
Fund (KACo WC)

KIA was established as a wholly owned subsidiary of KACo and is -prédit
corporation. The description of KIA services provided by the KACo Handb
states:

KIA is licensed by the Kentucky Office of$nrance as a fuliervice
insurance agency with the authority to write all forms of
property/casualty, life and health, and general liability insurance
within the Commonwealth of Kentucky. KIA was originally formed

to market the KACo group health plan,tthas expanded in recent
years to also market public official bonds, excess earthquake
coverage, spectators liability coverage. KIA also has an exclusive
agency agreement with Emergency Services Insurance Program to
write property and casualty coverage the fire departments and
ambulance services within the Commonwealth.

All insurance products offered by KIA are provided by third party vendors and
acts as the agent. Through KI Ab6s ¢
these products cattien be sold under the KACo name. KACo staff provides
administrative duties and oversight of the KIA program.

All business and affairs of the KIA corporation are managed under the directi
a seven member board of directors. The makeup oKkAeB oardrequires two
members that also serve on the board of another KACo insurance progran
members that also serve on the KACo Board, two members that also serve
executive committee of KACo, and one member that isettexutive Director of
KACo. At least two of the KIA Board members must be from counties -
participate in the KACo health insurance program provided by KIA.

The KACo WC Fund was officially created in 1993, but grew out of andtimet
that had been jointly administered by KACo and the Kentucky Municipal Lea
now known as the Kentucky League of
Fund was created in 1978.

The KACo WC Fund is an unincorporated association created byK&t allows
county governments and other public agencies to pool resources and creates
i nsurance fund for the provision
compensation provides payments and medical care to employees who are injt
disabled during the course of their employment. In addition, the KACo WC F
also provides risk management and loss control training to the counties
agencies that are members.
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KACo All Lines
Fund (KALF)

The KACo WC Fund ByLaws specifically state

The general objectives dhe Fund are to formulate, develop and
administer a program of sdlisurance for the membership of the
Fund; to obtain | ower costs of
insurance coverages; provide excess insurance coverage; and
develop a comprehensive dgfeorogram; to perform any and all
other functiols necessary to have a castf f ect i ve Wi
compensation program.

As required by the KACo WC Blaws, a contract provides for the administratit
of the fund. Through this contract, KACo staff providdismanagement service:
for the KACo WC Fund. This also includes the risk management and loss cc
training and consulting provided to members of the fund. Examples of this ty,
training and consulting include:

Identifying Risks;

OSHA Standarsl Compliance;
Lightening Protection;
Defensive Driving;

Firearms Training; and,
Sexual Harassment.

It also provides members with model policies and procedures and best practic
agencies like county jails.

The KACo WC Fund is governed kg five member Board of Trustees. T¥
Trustees, who must be representative members of KACo, are appointed |
President of KACo and approved by the KACo Board. They serve a\tbage
term with appointments alternating so that no more than two trustegd be
replaced each year.

KALF was established as a group seurance pool to provide liability insuranc
products. The members of this selfurance pool enter into a Trust that, accordi
to the KALF ByLaws,

Is established for the purpose of assisting various political

subdivisions and public agencies as defined by KRS 65.230, to
jointly pool and manage assets of the individual participants that will
ensure their ability to operate either a fully or partiallif-fended

i nsurance trust e
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KACo
Unemployment
Insurance Fund
(KACo UI)

Insurance products and services are only provided to the public agencie
political subdivisions that participate in KALF. The products currently offered
KALF include:

Auto Liability General Liabity

Auto Physical Damage Intentional Tort and Criminal Charges Defense
Crime (Third Party Theft) Coverage

Employment Practices Law Enforcement Liability

Employee Dishonesty Property

Flood (excluding Zone A  Public Officials Liability

In addition to these products, KALF also provides risk management and
control training to its members. The purpose of the training is to reduce insu
claims and hold down the cost of insurance. See the KACo WEipkesn for
examples of this type of training.

KALF is governed by a five member Board of Trustees that are appointed b
KACo Board. Trustees must be representative mesrddedKACo. There are no
term limits provided in the KALF By.aws.

The daly administration of the KALF program is performed by KACo sta
including the risk management and loss control training. Actual marketing o
KALF insurance productss performed by independent insurance agencies °
receive a commission from alloficies sold. Other vendors provide actuari
services and reinsurance.

KACo Ul is an unincorporated association formed to create a groumsetance
fund that provides unemployment insurance coverage ounti®s and other
governmental entities. It is owned by the county governing units and other
agencies which are county members of KACo.

Unemployment insurance provides benefits for employees whose employmel
been terminated due to no faafttheir own. It pays temporary benefits to worke
to offset wage loss due to joblessness.

The KACo Ul Fund was established in response to 1979 state and federa
requiring that local governments provide unemployment insurance telacied

empbyees. Rather than participate in the state operated Unemployment Inst
pool that includes private sector employers, counties and other quali
government entities can participate in the KACo administered fund.
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Commonwealth
Insurance
Company, Inc
(CIC)

KACo Leasing
Trust (CoLT)

KACo Ul is governed by a seven mber Board of Trustees that are appointed
the KACo President and approved by the KACo Board. Board members se
three year term. Appointments are made in alternating years so that no mor
three members could be replaced during any one yeat. KACo Ul Board
members must be a Kentucky Elected County Official whose county
participating in the KACo Ul Fund.

The actual daily management of the KACo Ul Fund is provided by KACo ¢
through an administration contract between the two orgéminza

CIC is the most recent KACo program, being created in 2005. It is-prdbt
corporation that is wholly ownelly CoLT. CIC provides employee dishonesi
fidelity bond coverage, business income coveragel extra expense coverag
exclusively to the members of KALF. Employee dishonesty covepagicts
organizations from financial loss due to the fraudulent activities of an employ:
group of employees. Business income coverage provides orgarszatiais for
operating expenses and certain other business costs during a time of bt
interruption, such as destruction of property during a natural disaster. |
expense coverageays organizations for expenses in excess of normal oper:
expensehat are incurredn order to continue operations while property is bei
repaired or replack

CIC is governed by a Board of Directors that consists of seven members. T
the members are required to be the KACo Executive Director and the Diogct
CoLT, who is a KACo employee. The remaining five members are elected br
shareholders of the company. This gives.C as the only stockholder of the
company, the exclusive authority to appoint these five members. Since
inception of CIC, the 6LT Board has elected themselves for these positic
Changes in these members would only occur if the KACo Board chose to u
authority to appoint a different member on theLT Board, thus giving ultimate
control over CIC Board members to the KACodsd.

All officers of the CIC Board, except for one, are employees of KACo. Only
Chairman of the Board is not. KACo staff provides the management of CIC
through an administration contract and by appointing the Directorobfl Ghe
Chief Exesutive Officer and the Director of Insurance the Chief Operating Offic
The insurance products offered by CIC to KALF members are exclusively
through KIA, which acts as the agent for the company. KIA receives a commi:
from CIC for the policieshat are sold.

CoLT is a legal entity and trust that was created by KACo in a joint effort v
public agencies. ThedCT By-Laws state
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KACo Advanced
Revenue Program
(KARP)

Various public agencies in Kentucky have determined it is in the
best interest of #ir respective residents and to their mutual
advantage, in performing certain public and governmental functions,
to join together under the provisions of this Agreement to establish a
pooled lease financing program to provide financing and re
financing of the acquisition, construction, maintenance, and
improvement of various public facilities and other property intended
for use by such public agencies.

Essentially, ®LT pools the financing needsf various public agencies and issu:
one large tasexemptbond. The proceeds from the bond sale are then used b
gualified borrowers to purchase equipment, real estate, construction services,
other governmental purposes. Creating one large single bond allok/s tG
obtain lower rates and then pakede lower rates on to the public agencies that
borrowing the funds. @.T does not charge any application fees, closing costs
underwriting fees.

CoLT business affairs are overseen by a five member Board of Trustees wha
also be representad members of KACo. The members are appointed by
KACo Board and serve thrgeear terms. According to theoCT By-Laws, the
CoLT Board will set all policies that shall be implemented by a contrac
administrator. This contracted administrator is KACKACo staff providesall
administration of the QLT program and work in conjunction with separa
financial institutions to provide many of the required services.

KARP was established as a Trust agreement amdmg participating public
agencies. It is a neprofit organization with all funds or money held by the Trt
belonging to the public agencies that participate in the program. According t
By-Laws of KARP, Athe Trust s hta bflthe
participating public agencies and shall only perform essential governi
functions. 0

According to the KACo Handbook:

KARP is a shorterm loan program that allows counties and other
eligible entitiesto borrow money to satisfy their caslow needs in
anticipation of tax and other revenue receiptsARR issues bonds

in July of each year to generate money to loan to individual program
participants. The participants repay the money in January when they
receive their tax revenues.

This sevice essentially allows a variety of government entities that rely on
revenue to borrow money needed for operation until those tax receipts are rec
These entities may include counties, cities, special taxing districts, and
political subdvisions.
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Financial
Information

KACo Sources of
Revenue

KARP is governed by a five member Board of Trustees who must als
representative members of KAC They are appointed by the KACo Board al
serve three year terms on a rotating basis. Per tHea®®g, KACo staff provides
all administration ér the KARP program including creating contracts, invest
surplus funds, and other duties needed for operation.

According to KACo, the KARP program is currently on hiatus due to
environment of the financial market.

All financial statement information for KACo and its wholly owned subsigdiz
KIA, is provided in theConsolidated Financial Statements and Independ
Audi t or @reparBdeepch yetar for the KACo Board. KACo relies on th
reports to provide a final acenting of all expenses and revenues for b
organizations. KACo operates using a fiscal year period that begins July :
ends June 30. The most recent audit report was produced by Chilton and M
for FY 2008. This firm has provided audits for KAGmce FY 2005. Prior audits
were provided by other firms. Due to a change in audit reporting methods,
those reports produced from FY 2003 can be compared to the more recent r
The financial statement reports provide a full accounting of tiuat and sources
of revenue for KACo and its subsidiary KIA. The reports also include the am
and types of expenses incurred during each year. Much of the following fina
information is obtained through these audit reports. More recent final
information for FY 2009 was provided through financial reports produced
KACo, but this information had not yet been adjusted through a FY 2009 audit

KACo receives revenue through many sources stemming from membership
paid by Kentucky counties, associate memberships paid for by businesses, tr
fees, interest, and various other
current revenue comes from the fees paid by the insurance and financial pro
administered bKACo staff. The following table includegvenuefrom FY 2003
through FY 2008 to demonstrate the changes that have occurred during the
period. Revenues of the KACo subsidiary, KIA, are not included in these num/
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Introduction and Background

Table 1: KA Co Revenue Soures for Fiscal Years 2003 2008

Revenue Source FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Program

Administration Fees $1,975,936 $1,966,012 $2,462,093 $2,708,976 $3,277,875 $3,635,199
License Fees 981,003| 1,152,618 1,330,214 1532,686| 1,620,555 7,000
Management Fees 50,839 42,276 - - - 1,623,676
Membership Dues 165,200 88,200 134,500 134,500 134,200 134,200
Homeland Security

Grant - 79,825 - - - -
Training Session Fees 29,850 61,980 41,206 50,955 44,946 64,015
Associde Membership 17,850 20,250 17,000 20,950 23,500 17,500
NACo Commissions 17,526 17,076 12,673 12,936 12,784 10,582
Interest Income 10,631 7,889 43,310 94,973 203,128 208,202
Rental Income 19,924 7,700 8,400 8,400 8,400 8,400
County Viewpoint

Advertising 4,930 4,454 4,695 6,370 7,020 -
Insurance

Reimbursement - 14,137 - - - -
KACo Convention 12,100 1,804 53,675 - - -
Miscellaneous 757 1,636 10,238 11,552 46,760 49,478
Total $3,286,546| $3,465,857| $4,118,004| $4,575,455 $5,379,168 $5,758,252
Source: KACdConsolidated Financial Statemehtid ependent Audi tordés Reports.

This table demonstrates that the revenue generated at KACo had inci
significantly from FY 2003 through FY 2008. In total, annual revenues I
incressed from $3,286,546 in FY 2003 to $5,758,252 in FY 2008. This is
increase of $2,471,706, or 75.2 percent, in annual revenues during the si;
period.

The majority of the revenue generated by KACo comes almost entirely frc
combination of theProgram Administration Fee$PAF), License Fees, anc
Management Fees. Since FY 2003, these three types of revenue source:
bet ween 91 percent to near | ylncomBparigon,t
other revenue sources such as Membership Deesad a large source of income
Membership Dues are the fees paid by the member counties of KACo. This ¢
of revenue has remained the same or decreased since FY 2003.

Certain factors have been involved that influencleanges inthe revenue reoesd
by KACo. One of the contributing factors is the increase in loss control and
management services being provided through KALF and KACo WC. TI
services require more staff, which results in a higher PAF to those organizatic
recoup KHASC old addition, CIC was created in 2005. This progr
requires staffing and must also pay the PAF, although the fee only started |
2007 and is much smaller than other programs.
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Introduction and Background

LicensefFees

To further understand how each of the three major revenue frgesaurces has
impacted KACo, it is necessary to understand each of them individually.
following provides a summary of the license fgagegram administration fees, an
management fees along with how much each program has historically pe
KACo. All of these fees are established through contracts between KACo an
programs. The fees are set by KACo and the contracts are sent to the progr
be signed by the board of directors.

The earliest revenues generated from the namog operated by KACo were
classified as licensing fees. During the fiscal years 1998 through 2000 thes
covered some of the costs KACo incurred for operating the programs and al
the use of the KACo name and logo. After fiscal year 2000, eagphe fees were
primarily just for the use of the KACo name and logo. Since that time,
calculation of these types of fees has not been specifically attached to any
costs that KACo incurred while administering the programs.

Until fiscal year 2008, the license fees for two of the KACo administered insuri
companies were based on a percentage of the annual gross premit
contributions received by the programs from policies they have written. At
time, this percentage was setwb percent for KALF andhreepercentfor KACo
WC. The fees for all other programs had been set as flat rates.

Starting in FY 2008licensing fees for all programs are a flat rate. According
KACo staff, having too much revenue from licensing feesla affect the non

profit status of KACo. In order to avoid problems, KACo reduced the license
to $1000 and created a new fee called a management fee. It is essentially th
as the previous licensing fee, but with a different name.

It wasexplained by KACo staff that since these revenues have not recently be:
the purpose of direct program costs, they were instead used for other KACo
This may include the KACo training programvhich typically operates at a loss
providing consuing services to counties, or for any other purpose deel
necessary by KACo.

The following table displays the license fees paid by each KACo prograinscal
years2003through 2008
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Program

Table 2: KACo Revenue FromLicenseFees

Program FY 2003 | FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 | FY 2009
KALF $336,489| $420,733| $483,960| $546,469| $606,850 $1,000 $2,000
KACo WC 339,514 456,885 541,254 643,217 626,205 1,000 2,000
KACo Ul 100,000 100000 100,000 100,000 100,000 1,000 1,000
CoLT 80,000 100,000 100,000 100,000 150,000 1,000 1,000
KIA - - - 50,000 75,000 1,000 1,000
CIC - - - - 25,000 1,000 1,000
KARP 125,000 75,000 75,000 75,000 37,500 1,000 1,000
Total $981,003| $1,152,618| $1,300,24 | $1,532,686| $1,620,555 $7,000 $9,000
Source: FY 200+ Y2 00 8 : KACo Consolidated Financi al St at e

Unadjusted KACdProfit and Loss Statement

Administration Fes

(PAF)

The PAF is a flat rate fee chargey KACo to the various programs that KAC
staff administes. The PARSs calculated by KACo to cover expenses for person
and other costs regularly incurred during the administration of the programs.
fee was started on July 1, 2002, which is tharbeqgg of fiscal year 2003. Prior tc
this, the costs incurred for the programs were directly allocated by KACo i
itemized fashion as they were incurred on behalf of the prograihese costs were
paid back on a monthly reimbursement plan or includsdpart of the earlier
version of the licensing fee.

Under the PAF, programs pay KACo four even payments on a quarterly basi
the end of the year, KACo calculates the actual costs incurred for the prograr
the flat rate paid by the programass more than these costs, then the progi
receives a credit towards the next
less than the costs, the program pays for the extra costs.

The following table contains the actual payments made to KA@u the various
programs for the PAF, as required by contract. The numbers shown only in
the PAF payments and no other payments or prepayments for costs that ma
been incurred by KACo on behalf of the programs. This results in slightly diffe
amounts than the PAF fees reflected in the revenues presented il Téle, the

|l ndependent Auditoroés Reports for |
payments made by each prografnly a total is given for those years.
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Table 3: KACo Revenue From Program Administration Fees

Program | FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
KALF - - $655,046| $746,402| $906,539| $1,096,275 $1,343,438
KACo
wWC - - 656,375 742,384 917,275 1,088,210 1,243,034
KA Co Ul - - 305,386 331,784 322,852 387,168 459,669
CoLT - 403,520 493,808 457,013 614,108 934,955
KIA - 267,551 244,730 314,825 288,399 493,505
CIC - - - 99,511 149,782 137,863
KARP - - 194,882 130,214 216,300 197,088 148,973
Total $1,612,772 $1,966,012| $2,482,760 $2,689,322 $3,234,315 $3,821,030 $4,761,437
Source: FY 200 Y2 00 8 : KACo Consolidated Financi al Statement s

KACo Profit and Loss Statement

Management Fees

As Table3 demonstrates, more than half oBtRAF revenue comes from KALF
and KACo WC each year. According to KACo staff, this is due to the loss co
and risk management services provided by those two programs. This re:
additional staff and resources to implement.

In total, the PAF resnue generated from the programs increased $3,148,665 o
percent in the seven year period of FY 2003 to FY 2009.

Starting in FY 2008, all KACo administered programs began paying a manage
fee to KACo. This was in responsedoncerns over losing the nqmofit status of
KACo due to certain revenues being classified as licensing fees. The r
management feas seen in Table i4 different than those of the pas it does not
specifically relate to any actual costs incurbgdKACo in the administration of the
program. It is essentially the same as the earlier version of the licensing fe
was charged to KACo programs. Management fees charged to KACo prograr
either a flat rate, a percentage of the annual grossigpnme or contributions
received by the programs from policies they write, or a combination of the two.

As management fees are not attached to any specific program costs, these
may be used for items such as the KACo training program, which typojshates
at a loss, providing consulting services to counties or for any other purpose de
necessary by KACo.
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KACo
Expenditures

programs that KACo administers.
through the various organizationsveancreased, so v@eK ACo0 6 s

Table 4: KACo Revenue From Management Fees

Program FY 2008 FY 2009

KALF $583,544| $590,624
KACo WC 641,743 645,112
KACo Ul 99,000 100,000
ColLT 149,000 150,000
KIA 74,000 75,000
CIC 39,889 52,121
KARP 36,500 28,125
Total $1,623,676, $1,640,982

Source: FY2008: KCo Consolidated Financial Statemehtsid e penden't
Report. FY 2009: Unadjusted KAQrofit and Loss Statement

Expenditures made by KACo include all costs incurred providing the sen
offered by the noiprofit organization ad themanagement costs for each of tt
As the services and products being of
expe

Au

following table includegiscal years2003 through 2008 toetinonstrate some of the
changes in expenses that have occurred during that time period. While the

many expense categories provided in @ansolidated Financial Statemerdsd
Athisdable anly prevideR sppcdia dietail thie highest
expenses and combines others into categories not originally displayed in

|l ndependent

reports. This table does not i nc

subsidiary KIA.

Table 5: KACo Expenditures for FY 2003 - FY 2008
Expense Type FY 2003 | FY 2004 | FY 2005 |FY 2006 | FY 2007 | FY 2008
Salaries $1,783,696 $1827986| $1,945,791] $1,898,618 $2,221,789 $2,501,832
Fringe Benefits 517,608 626853 573,141 674,535 999,670/ 1,179,859
Communication, Promotion, an|
Liaison 243,710 269185 256,618 388,066 584,684 808,544
Government Relations - - 40,000 35,000 - -
Professional Fees 13,126 34,673 62,193 96,440 88,375 106,764
Utilities and Telephone 78,350 83,996 74,045 68,921 69,168 69,660
Janitorial/Building Maintenance 27,808 47,431 53,578 50,134 52,615 41,492
Insurance 21,902 24,574 21,623 25,619 52,365 52,733
Equipment, Supplies, Postage,
Printing 145,908 129,098 97,757 152,242 163,643 151,082
Professional Dues 5,555 6,007 4,104 2,052 3,079 4,292
Training Session Expenses 32,020 44,227 34,531 36,414 51,842 34,013
Depreciation 77,682 73,771 74,923 135,284 145,820 110,445
KACo Convention Net
Expense - - - 6,843 6,888 985
Settlement - - 250,000 15,000 - -
Contribution - - - 400,000 - -
Other Categories 59,337 137,245 29,455 32,319 47,539 27,525
Total Expenses $3,006702 | $3,305,046 $3,517,759 $4,010,644 $4,487,477 $5,089,226
Source: APA based on KACo Consolidated Financi al St at e me
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Net Assets

Cash Flow
Between KACo
and Programs

As with many organizations, KACob6s
costs. In fiscal year 2008, Salaries and Fringe Benefits comprised 72.3 perc
all KACo expenditures, which is not much different than 76.5 percent that t
same costs made up in fiscal year 2003. Despite making up a lower percent
overall eypenditures, Salaries and Fringe Benefits have increased between
years 2004 and 2008. Salaries increased $718,136 or 40 percent and
Benefits increased $662,251 or 127.9 percent. These increases are primarily
an increase in staff as K0 began providing loss control and risk managem
services through KALF and KACo WC.

Other costs that have notably increased over this pearedCommunication,
Promotion, and Liaison; Professional Fees; a
Equipment/Supplies/Postage/Printing.  Theon@nunication, Promotion, anc
Liaison category includes a variety of expenses, and the expenses placed
category may have changed during this time period depending on the auditor
time. Based on information provided by KACo, this expense oategppears to
include items such as advertising for KACo and its programs, various kL
expenses for KACo and the programs, and all NACo activities. Professiona
include all consultants used by KACo and its progravhe are paid directly by
KACo. Some programs have paid other consultants separately as well, and
costs are not reflected here. Equipment, Supplies, Postage, Printing includes
different items, but the primary driver behind the increase is computer supplie:
the organizatn has grown and technology becomes more prevalent, these
would likely go up.

Other notable costs seen in the table include Contribution, Settlement, and |
Convention Net Expenses. Contribution includes a loan made to KARP fror
Guaranty Fad. (See page@ for a description of this fund.) The payment und
Settlement is duto an employee el at ed | awsui t . As
the rest of the settlemen{SeeFinding 21 on pag®l). The KACo Convention
Net Expenses notes the amb##ACo spent on its convention above the reven
that was brought in through convention fees charged to attendees.

In comparing the total revenue and expenditures of KACo each year, it can be
that revenues always exceed the expensesie © accounting methodshis
difference does not necessarily indicate the actual amount of surplus funds, t
KACo does retain funds at the end of each year. These funds are included :
of KACob6s assets. ,KAGo hadla¢otale nagh andf caskF
equivalents of $3,892,517, indicating that the organization has a healthy rese
funds.

The following chart demonstrates the flow of funds between KACo and the va
programs that it administersviost of these funds are those being paid to KACo
the three types of payments mentioned previously. Also included are payr
made between some of the programs for services that they are purchasing frc
another.
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Chapter 2
Analysis of Credit Card Expense and Reimbursement Transactions

The APA requested and examined financial records maintained by the KACo administrative staff during
the examination period of July 1, 2006 through June 30, 2009. Information provided included credit
card statements, reimbursements, internally gmexp reports (g., vendor payment listing), and
supporting documentation when availabl& t the conclusion of t he AF
records, the audit team held extensive interviews with eighteen staff members in orden fargiea
information related to specific transaction§Ve also interviewed the KACo Board President and the
threemost recent past KACo Board Presidenihe former Executive Director resignedring this
examination and declined our request to be intervievisleral KACo staff members provided copies

of their work calendars or training schedules in response to interview questidres.audit team
compared the events noted on the calendars and schedules to the expenditures in an effort to confirm th
business purpose tife expenditure.

All expenditures identified on the credit card statements and reimbursements during the period July 1,
2006 through June 30, 2009, were analyzed to determine the necessity of each expense and whether th
transaction was supported by adatgudocumentationThe scope of this analysis included, but was not
limited to, the following objectives:

e Analyze all credit card purchases agxpensaeimbursements for KACo personnel and board
members who possessed the means and authority to dirdtdye expenditures in order to
determinewhetherthese expenditures had sufficient supporting documentation, a clear business
purposepr were not excessive or unusual; and,

e Report findings and recommendations related to these and other matterseiehtiing the
examination.

All expenditures that did not meet the criteria in the objectives were classified into one of two
categories: (1) expenditures that had inadequate supporting documentation, had an unclear busines:
purpose, or were excessive imatare; or (2) expenditures with no supporting documentation.
Expenditures were classified as having inadequate support when it could not be positively determined
what was purchased based on the supporting documentation provideseveral instances, non
itemized receipts, purchase orders, and emails were prothdédid not directly identify what was
purchased. Expenditures were classified as being excessive or having an unclear businedsagarpose

on available documentation and a reasonable exfi@ttof a valid business purpose or appropriate
expenditure Finally, expenditures were classified as having no supporting documentation when
documentation was not available.In some instances, transactions lacking proper supporting
documentationmay have beenacceptable however, the lack of proper documentation made it
impossible to make a determination.

For purposes of this report, the APA summarized the results of this examination individually for the top
five KACo staff members (the former Executve Director/CEO, Deputy Executive
Director/Unemployment Insurance Director, General Cou@bef Financial Officer CFO), Director

of Insurance, and Director of Financial Services) and the four board presidents active during the
examination period. ThePA collectively summarized the results for all remaining staff members who
initiated expenditures.
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Analysis of Credit Card Expense and Reimbursement Transactions

The following schedules are provided in sets of four for each of the nine individuals and the remaining
staff members as a wholeEach set of schedulentains: (1) a summary analysis of credit card
transactions; (2) examples of credit card transactionsldbkéd documentation, business purpose, or
that appeared excessjvg3) a summary analysis of reimbursements; and (4) examples of
reimbursementdatlacked documentation, business purpose, or that appeared excessive

At the conclusion of this chapter, two tables are presented to provide a grand total summary of the
analysis of credit card transactions and reimbursements for all relevant empbhy@es the
examination period.

Also, for each of the nine individuals and the remaining staff members as a whole, appendices to this
report provide a detailed listing, by fiscal year, of all expenditures categorized as having no or

insufficient documentatn, presenting an unclear business purpose, or appearing excessive in nature.
Many of the expenditures were for board members and their entertainment.

As demonstrated in Tabkg total credit card expenditures for the former Executive Director inateas
dramatically from FY 2007 to FY 2008. According to staff, this was due to an informal policy
established by the former Executive Director to begin placing as many charges as possible on the credit
cards. This approach to purchasing was taken because d i t cards provided
applied to make future purchase®f t he t ot al expenditures placed
credit cards, approximately 68.77 percent had no supporting documentation, inadequate documentation,
an unclar business purpose, or was considered excessive. During FY 2007 and FY 2009 more than half

of the expenses had no supporting documentation, such as receipts.

Examples provided in Tablg demonstrate the types of credit card expenses that fell intooédcese
categories. The examples include charges for various restaurants, tickets, gifts, alcohol, and an escor
service. Some of these individual charges are quite large, witlgrong meal costing $8,857. The

entire listing of all credit card chges considered to have no supporting documentation, inadequate
documentation, an unclear business purpose, or was excessive can be found in Appendix

Table 6: Summary Analysis of Credit Card Transactions forFormer Executive Director/CEO

Unclear Business
Purpose, Percent of Percent of
Total Credit Inadequate Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures

2007 $142,942.41] $68,482.17 47.91% $73,592.75 51.48%
2008 $317,381.94 $55,947.77 17.63% $54,141.09 17.06%
2009 $493,564.65 $96,949.63 19.64% $306,880.19 62.18%
Total $953,889.00 $221,379.57 23.21% $434,614.03 45.56%
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Table 7: Examples of Credit Card Expenditures with an Unclear Business Purpose nadequate
Documentation, Excessiveor No Supporting Documentation
for Former Executive Director/CEO

Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant receipt not
itemized (2006
7/13/2006 Z's Restaurant & Bar Owensboro, KY $948.09| KCIJEA/KMCA Conference)
restaurant receipt not
itemized (2006 NACo
8/6/2006 Joe's Stone Crab (Chicago) | Chicago, IL $3,342.10| Conference)
restaurant receipt not
itemized (2006 NACo
8/7/2006 Mike Dikta's Restaurant Chicago, IL $8,857.00| Conference)
travel- food/bev, parking,
phone calls ($306.50 alcohol
8/17/2006 Gaylord Opryland Hotel Nashville, TN $736.54| (2006 NCSL Conference)
10/25/2006 | Keeneland Association Inc. | Lexington, KY $80.00| tickets- receipt not itemized
restaurant food/bev, alcohol
($37.93 alcohol; $22.79
2/14/2007 PlazaAthenee Hotel New York, NY $187.91| chocolate bars in room)
travel- lodging, food/bev,
alcohol, long distance phone
calls (2 rooms, 1 night each
2/14/2007 Plaza Athenee Hotel New York, NY $1,835.50] $595/night plus tax)
2/16/2007 Red Dot Liquor Frankfort, KY $108.96| liquor store
entertainment tour (2007
4/18/2007 Louisville Horse Trams Louisville, KY $115.00] KMCA Spring Meeting)
travel- lodging ($480/night
plus tax) (bond closing &
4/27/2007 Le Parker Meridien New York, NY $1,095.40| CoLT Board Meeting)
Marriott Hotels- Golf Pro unknown- Receipt not
5/15/2007 Shop Lexington, KY $167.02| itemized
entertainment escort (2007
5/16/2007 Calypso Enterprises Lexington, KY $270.00| CSCA Annual Meeting
6/9/2007 Longview Golf Course Georgetown, KY $140.00| entertainment golf
entertainment receipt not
7/3/2007 Pioneer Playhouse Danville, KY $108.00| itemized
Duckers Lake Golf & Sports entertainment golf - 4 rounds
7/29/2007 Bar Frankfort, KY $140.00| of 18 hole golf on the weeken
UK Athletic Association
8/9/2007 Ticket Office Lexington, KY $406.00| entertainment tickets
miscellaneous 3 coolers
(bought liquor 11 minutes late
at Red Dot Liquor/day of Eli
8/24/2007 Kmart Frankfort, KY $103.85| Golf Scramble)
11/23/2007 | ETC at Belterra, IN Belterra, IN $1,000.00| gift - (for KACo President)
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
travel- lodging ("5 sleeping
11/26/2007 | Hotels.com Unknown $3,522.80| rooms forDerby")
gifts - 2 Christmas dvds;
coffeemaker; snowglobe;
armor all; wrapping supplies;
12/14/2007 | Target Store Lexington, KY $245.16| unidentified items
1/7/2008 Don Jacob'$\uto Lexington, KY $5,674.00| receipt not itemized
entertainment tickets, K-fund
parking for UK 2008 home
UK Athletic Assocation football games receipt not
4/2/2008 Ticket Office Lexington, KY $401.00| itemized
restaurant receipt not
4/18/2008 J. Edward Steak/Seafood Murray, KY $1,816.00| itemized
StubHub, Inc
4/21/2008 (Ticket Agency) Unknown $6,088.95| Entertainment
restaurant receipt not
Levy (Winn Room) @ itemized (2008 KY Derby
5/3/2008 Churchill Down's Louisville, KY $213.52| Day)
StubHub, Inc
6/26/2008 (Ticket Agency) Unknown $315.55| Entertainment
StubHub Inc
6/26/2008 (Ticket Agency) Unknown $110.95| Entertainment
StubHub, Inc
6/26/2008 (Ticket Agency) Unknown $110.95| Entertainment
restaurant receipt not
itemized (2008
7/9/2008 Sal's Italian Chophouse Lexington, KY $4,422.81| KCJEA/KMCA Conference)
StubHub, Inc
7/22/2008 (Ticket Agency) Unknown $2,541.95| Entertainment
StubHub, Inc
7/22/2008 (Ticket Agency) Unknown $2,431.95| Entertainment
StubHub, Inc
7/22/2008 (Ticket Agency) Unknown $2,211.93| Entertainment
restaurant receipt not
Buzzard Rock Resort itemized (Day after Fancy
8/3/2008 Buzzard Rock Caf Kuttawa, KY $259.10| Farm)
restaurant receipt not
itemized (Night before Bear's
9/12/2008 Caproni's Restaurant Maysville, KY $2,514.49| Golf Scramble)
10/22/2008 | Capital Cellars Frankfort, KY $194.97| restaurant alcohol
11/7/2008 Applewood Books, Inc. Unknown $5,525.00[ Unknown
gifts (17 items including
$99.99 digital frame; $49.99
smartset clock w/cd; $49.95
radio controlled helicopter;
$99.95 Sonia pillow$64.95
12/15/2008 | Brookstone Lexington, KY $506.61| Tranquil Moments pillow)
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Transaction Expenditure
Date Vendor Name Vendor Location Amount Description

gifts - receipt not itemized 7
items including $31.99
sportline traq pedometer,
$99.99 Heluxehard/n", $99.98
"TGG10X8FIR/R", $39.99
Quportable/n, $49.99
"rapalaproa/n”, $49.98
"queenbuilt/n", & $49.99
"F&Sdirecto/n"- receipt
12/15/2008 | Dick's Sporting Goods Lexington, KY $447.22| inadequate

gifts - $50 gift card and 6
items including $95.99
Kitchenaid 5speed blender,
$49.96 40 pc. Drill set, $79.97
cordless drill; $59.97 ceramic
12/15/2008 | Lowe's Frankfort, KY $406.00| heater tower

gifts - $50 giftcard; $31.96 GF
coffee & press; $11.99
sampler coffee tray; $15.96
taste of Tazo sampler; 2 8 oz
12/16/2008 | Starbucks Frankfort, KY $130.47| Tumblers;1 16 0z mug

gifts - 6 items including
$98.96 home theater, $79
photo frame, $49.97
"construction”, $99.96 Star
Wars Republic Ate (toy),
$59.97 circular saw; $69.97
HP DJ F4240 alin-one

12/23/2008 | Walmart Frankfort, KY $485.30| printer
restaurant food/bev, alcohol
2/12/2009 Black Tulip Midway, KY $847.11| ($263.75 alcohol)

restaurant receipt not
itemized (Monthly Staff
2/20/2009 Longhorn Steakhouse Frankfort, KY $607.20| Birthday Luncheon)

restauant- receipt not
itemized (Monthly Staff
5/11/2009 Longhorn Steakhouse Frankfort, KY $672.92| Birthday Luncheon)

According to Table8, approxi mately 96 percent of t he
reimbursements hado supporting documentation, inadequate documentation, an unclear business
purpose,or was considered excessive. TaBl@rovides examples of the types of reimbursements
included in these categories. Of particular note are the country club charges, which when added with all
other country club expensdisted in Appendix1, make up a mayity of the reimbursements to the
former Executive Director.
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Table 8: Summary Analysis of Reimbursements folFormer Executive Director/CEO

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Totl No Supporting Percent of Total

Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements

2007 $8,458.40 $7,348.89 86.88% $1,093.89 12.93%

2008 $6,855.51 $5,926.14 86.44% $435.00

2009 $7,589.65 $5,960.88 78.54% $1,220.00 16.07%

Total $22,903.56 $19,235.91 83.99% $2,748.89 12.00%

Table 9: Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor Former Executive Director/CEO

Transaction
Date

Vendor Name

Vendor Location

Expenditure
Amount

Description

7/1/2006

Frankfort Country Club

Frankfort, KY

$806.17

Receipts dates: 7/1, 7/7 and
7/31; Receipt breakdown for
misc: Beer22.75, cart fee
186.00, green fe@25, food
123.09, liquor, 103.73, dues,
135.00 and Pro shop
merchandise10.60

8/31/2006

Executive Inn Timeout

Owensboro, KY

$23.00

restaurant alcohol

9/7/2006

Frankfort Country Club

Frankfort, KY

$598.27

Receipt dates: 9/7, 9/16, 9/2¢
Receipt breakdown for dinne
beer19.97, cart fee84.00,
green fe€l50.00, food
132.62, liquorl96.84, pro
shop merchandis&4.84

9/16/2006

Unknown

Germany

$278.85

travel- transportation cab
fares- receipts not adequate

11/17/2006

Unknown

Unknown

$160.00

unknown (2006 KACo
Conference)

12/20/2006

Kroger

Frankfort, KY

$18.21

holiday- Hallmark giftwrap

3/1/2007

Julie's

Frankfort, KY

$297.33

flowers- Valentine's Day (17
arrangements)

3/1/2007

Unknown

Unknown

$93.94

auto- maintenance

3/1/2007

Unknown

Unknown

$27.95

auto- maintenance

4/11/2007

Frankfort Country Club

Frankfort, KY

$310.25

Receipt dates are 4/107,
4/11/07; Receipt breakdown
for dinner charges: foed
74.64, Liquo¥109.70, Beer
11.80, Winel2.10, Cart fee
42.01, Green fe60.00

4/25/2007

Unknown

New York, NY

$247.00

tips; travel- transportation
cab fares, limos

7/12/2008

Unknown

Unknown

$25.00

tips (2008 NACo Conference
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Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
travel- transportation (2008
7/12/2008 Unknown Unknown $200.00| NACo Conference)
7/15/2008 Unknown Unknown $25.00| tips (2008 MCo Conference)
12/18/2008 | CIliff Rust Frankfort, KY $350.00| auto- car wash (full detail)
tips (2009 KCJEA Winter
2/5/2009 Unknown Unknown $40.00| Meeting)
As noted in TablelO, 92.7 percent of the Deputy Dirnector

supporting documentation, inadequate documentation, an unclear business purpose, or was considere
excessive. Tablél contains examples of the expenditures placed in these categories. Of note are the
large restaurant charges, sagtwo on Novembel5, 2006 that together totaled $10,381.55. Many of

the large meals included equally large expenses for alcohol. Some other items, like a tour of Mount
Vernon, appear to be personal in nature. The complete list of credit card expenses categorized as nc
supporting documentation, inadequate documentation, an unclear business purpose, or excessive can b
found in AppendixX2.

Table 10. Summary Analysis of Credit Card Transactions for Deputy Executive
Director/Unemployment Insurance Director

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation, or Card No Supporting Card

Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures
2007 $45,344.41 $27,320.04 60.25% $13,030.50 28.7%%
2008 $36,386.62 $26,451.06 72.69% $8,947.33 24.59%
2009 $22,192.63 $16,715.34 75.32% $3,880.16 17.48%
Total $103,923.66 $70,486.44 67.83% $25,857.99 24.88%

Table 11. Examples of Credit Card Expenditures with an Unclear Business Prpose, Inadequate
Documentation, Excessive, or No Supporting Documentatidior Deputy Executive
Director/Unemployment Insurance Director

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
restauant- Food/bev, alcoho
($60 alcohol) (2006
KCJEA/KMCA Conference;
7/13/2006 Z's Restaurant & Bar Owensboro, KY $194.87| Birthday Party)
restaurant food/bev, alcohol
8/5/2006 Fogo de Chao Chicago, IL $3,002.66| (2006 NACoConferencg
HPI Hotelbetriebs Munchen, Federal travel- lodging/restaurant
9/20/2006 Renaissance Munchen Hotel| Republic of Germany| $824.50| (trip to meet with vendor)
gifts - Gift cards for
11/9/2006 Fayette Mall Lexington, KY $504.00| conference
11/9/2006 Logan's Roadhouse Lexington, KY $500.00| gifts - restaurant
gifts - Gift cards for
11/14/2006 | Walmart Frankfort, KY $250.00| conference
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant (2006 KACo
11/15/2006 | Jeff Ruby's Louisville, KY $500.22| Conference)
11/15/2006 | Jeff Ruby's Louisville, KY $9,88L.33 | restaurant banquet
W R Case and Sons Cutlery
11/20/2006 | Company Bradford, PA $100.00| Unknown
restaurant Food/bev, alcoho
($1,142.75 alcohol) (Ul
11/30/2006 | Z's Oyster Bar & Steakhouseg Louisville, KY $4,635.79| Board Christmas Dinner)
12/18/2006 | Kentucky Tobacco Outlet Paducah, KY $24.83| Unknown
restaurant (2007 NACo
3/4/2007 1789 Restaurant Washington, DC $1,389.40| Legislative Conference)
restaurant (2007 NACo
3/4/2007 ESPN Zone Washington, DC $199.76| Legislative Conference)
restaurant (2007 NACo
3/5/2007 Old Ebbit Grill Washington, DC $228.28| Legislative Conference)
entertainment tour (2007
NACo Legislative
3/6/2007 Mount Vernon Mount Vernon, VA $84.00| Conference)
restaurant food/bey
(Monthly Staff Birthday
6/26/2007 Chili's Bar & Grill Frankfort, KY $410.62| Luncheon)
8/11/2007 Keeneland Association Inc. | Lexington, KY $120.00| Unknown
restaurant food/bev, alcohol
($1,540.25 alcohol) (2007
Governor's Local Issues
8/29/2007 Jeff Ruby's Louisville, KY $6,358.70| Conference)
2/8/2008 Keeneland Association Inc. | Lexington, KY $120.00| Unknown
2/8/2008 Keeneland Association Inc. | Lexington, KY $120.00| Unknown
restaurant banquet
food/bev, alcohol ($622.50
alcohol) (2008 KCJEA
2/13/2008 Marriott Hotels Lexington, KY $4,431.42| Winter Congrence)
restaurant food/bev, alcohol
($584.25 alcohol) (2008
NACo Legislative
3/1/2008 Prime Rib of DC Washington, DC $1,930.46| Conference)
restaurant food/bev, alcohol
($827.30 alcohol) (2008
NACo Legslative
3/2/2008 Capital Grille Washington, DC $2,346.90| Conference)
restaurant receipt not
itemized (CoLT Board
5/21/2008 Jeff Ruby's Louisville, KY $1,899.48| Meeting next day)
restaurant (Insurance
9/30/2008 Crown Plaza Hotel Kilberns | Lexington, KY $957.61| Litigation Conference)
regaurant- receipt not
Trulucks Seafood, Steak, & itemized SAWCA
12/2/2008 Crab House Naples, FL $1,749.57| Conference)
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Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
travel- lodging/restaurant
12/6/2008 Ritz Carlton Naples, FL $842.17| (SAWCA Conference)
restaurant receipt not
itemized (2009 NCCAE
1/7/2009 Old Ebbitt Grill Washington, DC $223.33| Meeting)
restaurant (2009 KCJEA
2/4/2009 Jonathan's at Gratz Park Lexington, KY $473.81| Conference)
restaurant receipt not
Elephant & Castle Pub & itemized (2009 NACo
3/7/2009 Restawant Washington, DC $506.05| Legislative Conference)
restaurant receipt not
itemized (2009 NACo
3/8/2009 Al Tiramisu Washington, DC $2,281.00| Legislative Conference)
restaurant receipt not
itemized (2009 NACo
3/10/2009 Prime Rib Washington, DC $1,78.05 | Legislative Conference)

According to Tablel?2, approximately 18.5 percent of the L
had no supporting documentation, inadequate documentation, an unclear busirpssepor was
considered excessive. A full listing of the reimbursementkided in these categories is located at
Appendix 2. Table 13 provides select examples of thes@mbursements One example is a $138
reimbursement for beer, ice, and a boat drivéAccording to the Ul Board meeting minutes on
September 27, 2006, t he Ul Board scheduled its
19"at 10:30 a.m. on a houseboat on Lake Cumber| ¢
meetingminutes, that the $138 reimbursement was related to this Ul Board meeting.

Table 122 Summary Analysis of Reimbursements for Deputy Executive Director/Unemployment
Insurance Director

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $3,102.47 $242.92 7.83% $238.00 7.67%
2008 $2,177.75 $297.00 13.64% $0.00 0.00%
2009 $3,545.30 $529.00 14.92% $325.00 9.17%
Total $8,825.52 $1,068.92 12.11% $563.00 6.38%
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Table 13. Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor Deputy Executive
Director/Unemployment Insurance Director

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
tips; food/bev ($38 beer, ice
coffee, breakfast; $100 boat
10/19/2006 | Unknown Unknown $138.00| driver)
Mount Washington, gifts for board membg20
12/8/2006 Stouts Building Center KY $50.87| jars of dark molasses)
travel- transportation cab
fares- receipts not adequate
3/3/2008 Unknown Washington, DC $216.00| (15 fares)
travel- transportation cab
7/13/2008 Unknown Kansas City, MO $336.00| fares- receipts not adequate
tips (bus driver for 3 nights ir
Kansas City) (2008 NACo
7/15/2008 Bus Driver Kansas City, MO $200.00| Conference)
As shown in Tablel4, approximately 68.7 percent o f

reviewed hado supporting documentation, inadequddeumentation, an unclear business purpose, or
was considered excessive. All transactions fitting these categories can be found at Agpendix
Examples are provided in Tabhl® and include a large hotel stay, restaurant charges, and a computer.
One ofthe meal charges is a $485 birthday lufchKACo staff Birthday lunches were heloh a

monthly basis.

Table 14. Summary Analysis of Credit Card Transactions for General Counsel/€O

Unclear Business Percent of Percent of
Total Credit Purpose,lnadequate | Total Credit Total Credit
Card Documentation, or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures
2007 $8,630.29 $5,226.53 60.56% $91.09 1.06%
2008 $15,895.90 $12,186.22 76.66% $213.74 1.34%
2009 $5,102.36 $1,513.69 29.67% $1,108.50 21.73%
Total $29,628.55 $18,926.44 63.88% $1,413.33 4.77%
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Table 15: Examples ofCredit Card Expenditures with an Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for General Counsel/CFO

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
restaurant receipt not
1/10/2007 Capital Grille Washington, DC $1,216.68| itemized
restaurant receipt not
1/10/2007 Old Ebbitt Grill Washington, DC $98.08| itemized
restaurant receipt not
itemized (Monthly Staff
2/9/2007 Longhorn Steakhouse Frankfort, KY $485.00| Birthday Luncheon)
4/2/2007 Blossoms & Bows Springfield, KY $42.40| flowers- unknown
restaurant receipt not
itemized (2007 NACo Annua
7/16/2007 Berretts Seafood Restaurant Williamsburg, VA $47.55| Conference)
restaurant receipt not
itemized (2007 NACo Annua
7/16/2007 Berretts Seafood Restaurant] Williamsburg, VA $298.34| Conference)
travel- lodging/restaurant
receipt not itemized (2008
1/9/2008 Intercontinental Hotel Washington, DC $7,679.19] NCCAE Meeting)
restaurant receipt not
itemized (2008 NCCAE
1/9/2008 Prime Rib Washington, DC $1,142.76| Meeting)
restaurant receipt not
itemized (CIC &CoLT board
6/24/2008 Jeff Ruby's Louisville, KY $1,063.47| meetings)
gas station; did not use KAC
10/18/2008 | Conoco Country Store Unknown $20.54| gas card
1/6/2009 Office Depot Louisville, KY $370.99| technology- PC Notebook
restaurant receipt not
itemized(Monthly Staff
4/20/2009 Applebee's Frankfort, KY $410.57| Birthday Luncheon)
As shown in Tablel6 and Tablel?, none of the Gener al Counsel 0s

classified as no supporting documentation, inadequate documentation, an unclear business purpose, 0
excessive.

Table 16. Summary Analysis of Reimbursements for General Counself&0

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $1,270.34 $0.00 0.00% $0.00 0.00%
2008 $890.29 $0.00 0.00% $0.00 0.00%
2009 $654.23 $0.00 0.00% $0.00 0.00%
Total $2,814.86 $0.00 0.00% $0.00 0.00%
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Table 17. Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excess$ve, or No Supporting Documentationfor General Counsel/GFO

Transaction
Date

Vendor Name

Vendor Location

Expenditure
Amount

Description

No such expenditures were noted.

As demonstrated in TablE8, approximately 81.13 percent of therector of Insurane 6 s cr edi t
transactions reviewed had no supporting documentation, inadequate documentation, an unclear busines:
purpose, or was considered excessive. Appehdontains all transactions classified in these categories

and Tablel9 provides examplesincluded in the examples are various travel cegth adodging, but

also large meals such as a December 4, 2fi6B8er in Naples, Florida for $2,074.68d another dinner

in Lexington on December 13, 2006osting $5892.08. None have a clear busingasrpose
documented

Table 18: Summary Analysis of Credit Card Transactions for Director of Insurance

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures

2007 $28,878.87 $13,994.26 48.46% $4,214.36 14.59%
2008 $26,196.91 $12,509.93 47.75% $11,589.66 44.24%
2009 $24,474.02 $9,737.64 39.79% $12,495.01 51.05%
Total $79,549.80 $36,241.83 4556% $28,299.03 35.57%

Table 19. Examples of Credit Card Expenditures with aa Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for Director of Insurance

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
restaurant receipt not
itemized (2006 NACo
8/7/2006 RA Sushi Chicago, IL $148.20| Conference)
restaurant receipt not
Signature Room at 95th itemized (2006 NACo
8/7/2006 (Hancock Building) Chicago, IL $139.53| Conference)
HPI Hotelbetriebs Munchen, Federal travel- lodging/restaurant
9/20/20® Renaissance Munchen Hotel| Republic of Germany $949.78| (trip to meet with vendor)
restaurant receipt not
12/7/2006 Z's Oyster Bar & Steakhouse Louisville, KY $3,209.96| itemized
restaurant receipt not
12/13/20® Sal's Italian Chophouse Lexington, KY $5,892.08| itemized
entertainment golf - (4 ) 18
5/14/2007 Marriott Hotels Lexington, KY $239.60| hole/with cart fee
travel- lodging/restaunat -
5/14/2007 Marriott Hotels Lexington, KY $28.93| receipt not itemized
travel- lodging/restaurant
5/14/2007 Marriott Hotels Lexington, KY $45.97]| receipt not itemized
travel- lodging/restaurant
5/14/2007 Marriott Hotels Lexington, KY $52.46| receipt not itemized
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant receipt not
itemized (KY Jailer's

6/4/2007 Red Lobster Owensboro, KY $812.87| Conference)
Equinox Resort & SpaThe Manchester Village,
9/26/2007 Golf Club at Equinox VT $389.48| travel
1/16/2008 Kerrs Flowers &Gift Brownsville, KY $65.60| flowers- unknown
2/12/2008 M A Selbert Jeweler Frankfort, KY $203.52| gift (retirement gift)
2/19/2008 Curtiss Trophy/Engraving Frankfort, KY $208.23| gift (retirement gift)
4/21/2008 M A Selbert Jeweler Frankfort, KY $663.40| gift (retirement gif}
4/22/2008 Curtiss Trophy/Engraving Frankfort, KY $95.78| gift (retirement gif}
restaurant receipt not
5/2/2008 Z's Oyster Bar & Steakhouse Louisville, KY $270.29| itemized (meal with vendor)
restaurant receipt not
5/2/2008 Z's Oyser Bar & Steakhouse | Louisville, KY $4,083.21| itemized (meal with vendor)
travel- transportation (2008
5/4/2008 Community Limousine Louisville, KY $250.00| Derby Day)
restaurant receipt not
7/23/2008 Capital Grille Washington, DC $620.65| itemized (SAWCA)
travel- lodging/restaurant
9/6/2008 Hilton Hotels La Jolla, CA $510.52| (trip to meet with vendor)
travel- lodging/restaurant
9/6/2008 Hilton Hotels La Jolla, CA $534.37| (trip to meet with vendor)
travel- lodging/restaurant
9/6/2008 Hilton Hotels La Jolla, CA $547.73| (trip to meet with vendor)
travel- lodging/restaurant
9/6/2008 Hilton Hotels La Jolla, CA $796.31| (trip to meet with vendor)
travel- lodging/restaurant
9/6/2008 Hilton Hotels La Jolla, CA $825.49| (trip to meet with vendor)
restaurant receipt not
Johnny Carino's Italian itemized (Executive
10/20/2008 | Restaurant Frankfort, KY $119.68| Director's Birthday)
restaurant receipt not
itemized (KY Captive
Association's Annual
21c Museum Hotel Proof On Executive Education
10/29/2008 | Main Louisville, KY $772.96| Conference)
10/31/2008 | Southern Assoc. Kentucky $3,175.00] Unknown
restaurant receipt not
itemized (SAWCA
12/4/2008 Ristorante Ciao Naples, FL $2,074.62| Conference)
restaurant receipt not
itemized (Monthly Staff
3/16/2009 Miguel's Restaurante Frankfort, KY $373.11| Birthday Luncheon)
restaurant receipt not
Rookies Sports Barr, itemized (county visit 15
6/15/2009 Restaurant, & Lounge Henderson, KY $731.11| people)
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As highlighted in Table20,onl 'y 4. 59 percent of the Director
classified as inadequate documentation, unclear business purpose, or considered excessive.
reimbursements had supporting documentation. Tzbtmntains the only reimbursement exdeplt

was considered to not have a clear business purpose as it was for transporting a large group to &
restaurant, but no disclosure of the actual KACo business involved was documented.

All

Table 20: Summary Analysis of Reimbuisements for Director of Insuance

Unclear Business
Purpose,
Inadequate
Total Documentation Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements or Excessive Reimbursements | Documentation | Reimbursements
2007 $2,597.52 $230.00 8.85% $0.00 0.00%
2008 $1,151.05 $0.00 0.00% $0.00 0.00%
2009 $1,265.65 $0.00 0.00% $0.00 0.00%
Total $5,014.22 $230.00 4.59% $0.00 0.00%

Table 21: Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor Director of Insurance

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
travel- transportation chartered
12/7/2006 | Executive West Louisville, KY $230.00| buses
As illustrated in Tabl2, approximately 97.28 percent of the Direaoof Fi nanci al Ser vi

transactions reviewed haxb supporting documentation, inadequate documentation, an unclear business
purpose, or was considered excessive. TaBlprovides examples of those transactions classified in
these categoriesOf note in the examples of these transactions are some large meal charges, two of
which are over $900 each. In addition, large mealsegbruary 272007 and July 12, 2007 included
transportation, which may have been charter busses or vans renteghthrdimousine company.
Examples also include a large amount spent on tickets, other entertainment costs and gifts. A full listing
of all transactions identified as havimgp supporting documentation, inadequate documentation, an
unclear business purpgsor was considered excessive is located at Appéndix

Table 22. Summary Analysis of Credit Card Transactions for Director of Financial Services

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation, or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures

2007 $19,509.61 $16,371.92 83.92% $2,613.44 13.40%
2008 $24,517.65 $6,748.78 27.53% $16,885.58 68.87%
2009 $21,328.61 $14,255.11 66.84% $6,72.81 31.43%
Total $65,355.87 $37,375.81 57.19% $26,201.83 40.09%
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Table 23: Examples of Credit Card Expenditureswith an Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for Director of Financial Services

Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
7/21/2006 Julie's Frankfort, KY $53.76| Unknown
entertainment (2006 NACo
8/7/2006 King Tut Audio Aurora, IL $42.00| Conference; board member
entertainment ("board invoic
9/1/2006 Keeneland Association ¢n Lexington, KY $120.00| for Keeneland")
9/27/2006 Keeneland Association Inc. | Lexington, KY $31.00| Unknown
10/25/2006 | Keeneland Association Inc. | Lexington, KY $48.00| entertainment tickets
food/bev- catering ($109
10/26/2006 | Turf Catering- Keendand Lexington, KY $491.00| alcohol)
restaurant receipt not
11/15/2006 | Vincenzo's Italian Restauran Louisville, KY $5,400.00| itemized
unknown- receipt not
1/10/2007 Classic Gold Frankfort, KY $480.00| itemized
1/13/2007 Wholefoods Market Roswell, GA $170.61| grocery store
restaurant food/bev, alcohol
($514.41 alcohol) (2007
212712007 Morton's- The Steakhouse | Louisville, KY $5,600.00 KACTFO Conference)
2/27/2007 Sandollar Limousine Louisville, KY $200.00| travel- transprtation
4/27/2007 Le Parker Meridien New York, NY $174.56| travel- lodging/restaurant
travel- transportation
Receipt not itemized (2007
7/11/2007 Sandollar Limousine Louisville, KY $350.00f KCIJEA/KMCA Conference)
7/12/2007 Vincenzo's Italian Restaant | Louisville, KY $4,800.00| restaurant (AOC Judges)
8/7/2007 Main Event Tickets Clark, IL $310.00| entertainment tickets
9/20/2007 Main Event Tickets Clark, IL $1,033.10| entertainment tickets
9/25/2007 Boone Tavern Berea, KY $1,432.20| restaurant
10/1/2007 New York Guest LLC New York, NY $3,325.00| travel
restaurant alcohol (2007
Board Christmas
12/13/2007 | Embassy Suites Lexington, KY $40.00| Dinner/Meetings)
restaurant receipt not
itemized (Monthly StH
2/5/2008 Serafini Frankfort, KY $675.00| Birthday Luncheon)
2/8/2008 Keeneland Association Inc. | Lexington, KY $120.00| Unknown
6/28/2008 Kroger Frankfort, KY $1,079.99| Unknown
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Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
Kansas Gy, MO unknown (2008 NACo
7/13/2008 Kansas City Royals (Ballpark) $99.00| Conference)
Kansas City, MO gifts (2008 NACo
7/13/2008 Kansas City Royals Noveltie| (Ballpark) $150.00| Conference)
entertainment Tickets (bond
12/1/2008 Admit One New York, NY $1,814.00| closing)
Miscellaneous photography
12/10/2008 | EP Ventures New York, NY $202.94| services (bond closing)
12/10/2008 | Tavern on the Green New York, NY $1,787.00| restaurant (bond closing)
travel- Lodging, food/bev,
phone calls ($19%o0d/bev;
$39.33 long distance charge
12/12/2008 | W Hotels New York, NY $1,216.09| (bond closing)
travel- Lodging, food/bev
(employee 2 nights at
$429/night; $452.39
12/12/2008 | W Hotels New York, NY $1,861.15| food/bev) (bond closing)
travel- Lodging (boad
member 2 nights) (bond
12/12/2008 | W Hotels New York, NY $979.76| closing)
restaurant receipt not
3/24/2009 Patsy's Italian Restaurant New York, NY $100.00| itemized
restaurant receipt not
3/24/2009 Patsy's Italian Restaurant New York, NY $520.00| itemized

Regarding the reimbursements dissed in Tabl@4, approximately 11.43 percent of the Director of

Fi nanci al reirSBbarsements ersviewed hado supporting documentation, inadequate
documentation, an unclear business purpose, or was considered excessive. Featured in Table 25 ar
examples of these reimbursements, most of which stem from a December 2008 trip to New York. The
total of these examples makes up the majority of all reimbursements with no supporting documentation.
Appendix5 contains that full listing of these reimbursensent

Table 24: Summary Analysis of Reimbursements for Director of Financial Services

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $8,876.33 $245.00 2.76% $90.00 1.01%
2008 $6,642.75 $8.00 0.12% $145.00 2.18%
2009 $5,354.23 $249.20 4.65% $1,647.50 30.77%
Total $20,873.31 $502.20 2.41% $1,882.50 9.02%
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Table 25. Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor Director of Financial Services

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
8/4/2006 Chicago Carriage Cab Co | Chicago, IL $80.00| travd - transportation Limo
8/4/2006 Chicago Carriage Cab Co | Chicago, IL $85.00| travel- transportatior Limo
8/4/2006 Taxi & Auto Sun Chicago, IL $80.00| travel- transportationt Limo
merchandise caps at
7/12/2008 Unknown Kansas City, MO $200.00| ballgame
12/9/2008 Unknown New York, NY $225.00| restaurant (bond closing)
12/9/2008 Unknown New York, NY $187.00| travel- fees (bond closing)
12/9/2008 Unknown New York, NY $40.00| travel- fees (bond closing)
travel- transportation(bond
12/9/2008 Unknown New York, NY $90.00| closing)
travel- transportation Limo
12/10/2008 | Limo Service New York, NY $125.00| (bond closing)
travel- transportation(bond
12/10/2008 Unknown New York, NY $95.00| closing)
travel- trangortation-
12/10/2008 | Unknown New York, NY $70.00| subway fares (bond closing)
12/11/2008 | Unknown New York, NY $77.50| restaurant (bond closing)
12/11/2008 | Unknown New York, NY $240.00| tips (bond closing)
12/11/2008 Unknown New York, NY $187.00| travel- fees (bond closing)
As demonstratedhi Table26 below,the20@ KACo Pr esi dent 6s ctotadedlionly car
$2,200.76 which is approximately 11 percent of the
totaling $19,462.97
Table 26: Summary Analysis of Credit Card Transacions for CY2009 KACo President
Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures
2007 $0.00 $0.00 0.00% $0.00 0.00%
2008 $0.00 $0.00 0.00% $0.00 0.00%
2009 $2,200.76 $1,322.07 60.07% $18.64 0.85%
Total $2,200.76 $1,322.07 60.07% $18.64 0.85%
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Table 27: Examples of Credit Card Expenditures with aa Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for CY2009 KACo President

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
restaurant receipt not
3/5/2009 Serafini Frankfort, KY $582.94| itemized
travel- lodging
4/18/2009 Holiday Inn Express Lexington, KY $292.52| ("Keeneland")

According to Table28 below,allof t he 2009 KACo Presidentds rei
supporting documentaticaand was not considered an unclear business purpose or excessive.

Table 28 Summary Analysis of Reimbursements for CY2009 KACo President

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $0.00 $0.00 0.00% $0.00 0.00%
2008 $0.00 $0.00 0.00% $0.00 0.00%
2009 $1,121.61 $0.00 0.00% $0.00 0.00%
Total $1,121.61 $0.00 0.00% $0.00 0.00%

Table 29: Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor CY2009 KACo President

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
No such expenditures were noted.

As reflecied in Table30 below, 93.76percent of the€Y2008 KACo Presidedts cr edi t car d
reviewed hadho supporting documentationnclear business purpasenadequate documentatioor

were excessive. 1l the examples of Credit Card Expenditures with Unclear Business Purpose,
Inadequate Documentation, or Excessivansactions for the 2008 KACo President, there were charges

for entertainment tickets in Las Vegas, strip clumsescort servicand bars.

Table 30: Summary Analysis of Credit Card Transactions for CY2008 KACo President

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures

2007 $0.00 $0.00 0.00% $0.00 0.00%
2008 $11,981.72 $1,361.98 11.37% $9,558.52 79.78%
2009 $7,481.25 $0.00 0.00% $7,327.13 97.94%
Total $19,462.97 $1,361.98 7.00% $16,885.65 86.76%
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Table 31: Examples of Credit Card Expenditures with aa Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supportg Documentation
for CY2008 KACo President

Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant receipt not
itemized (2007 KACo

11/29/2007 | Yesterday's Restaurant Lexington, KY $111.95| Conference)
travel- lodging, food/bev,
12/10/2007 | Marriott - Renaissance Hotel{ St. Petersburg, FL $1,118.83| golf
restaurant (State Inauguratic
12/11/2007 | Serafini Frankfort, KY $168.40| Day)
1/8/2008 Thorobred Louisville, KY $27.00| entertainment strip club
1/8/2008 Thorobred Louisville, KY $110.00| entertainment strip club
1/8/2008 Thorobred Louisville, KY $140.00| entertainment strip club
entertainment escort (2008
2/7/2008 Calypso Enterprises Lexington, KY $175.00| KCJEA Winter Conference)
2/13/2008 Buffalo Wild Wings Louisville, KY $111.82| restaurant
2/13/2008 Buffalo Wild Wings Louisville, KY $112.87| restaurant
2/18/2008 Buffalo Wild Wings Louisville, KY $180.18| restaurant
2/21/2008 Godfather I Louisville, KY $168.25| entertainment strip club
3/8/2008 Executive Inn River's Edge | Owensboro, KY $523.74| restaurant
3/8/2008 Time Out Lounge Owensboro, KY $267.50| Bar
3/9/2008 Executive Inn Owensboro, KY $66.92| travel- lodging/restaurant
3/9/2008 Time Out Lounge Owensboro, KY $306.50| Bar
5/12/2008 Howl at the Moon Louisville, KY $343.00| Bar
5/12/2008 Hyatt Hotels Louisville, KY $47.75| travel- lodging/restaurant
5/12/2008 Hyatt Hotels Louisville, KY $48.28| travel- lodging/restaurant
Maker's Mark Bourbon
5/12/2008 House & Lounge Louisville, KY $700.46| restaurant
Hooters Casino HotelNight
5/21/2008 Owl Showroom Las Vegas, NV $110.50| entertainment tickets
5/22/2008 Zion National Park South Springdale, UT $25.00| Unknown
Hooters Casino HotelNight
5/23/2008 Owl Showroom Las Vegas, NV $39.90| entertainment tickets
Hooters Casino HotelNight
5/23/2008 Owl Showroom Las Vegas, NV $64.00| entertainment tickets
restaurant (2008
7/10/2008 Yesterday's Restaurant Lexington, KY $92.00| KCJEA/KMCA Conference)
restaurant (2008
7/10/2008 Yesterday's Restaurant Lexington, KY $11314 | KCJEA/KMCA Conference)
7/11/2008 Raw Sushi Club Louisville, KY $250.46| restaurant
7/26/2008 Madison Theater Covington, KY $87.75| entertainment
7/26/2008 Peak Brothers BaB-Que Waverly, KY $218.06| restaurant
8/29/2008 Scores Sposbar, Inc Evansville, IN $20.75| entertainment strip club
9/18/2008 Jefferson Club Louisville, KY $123.94| restaurant
9/18/2008 Jefferson Club Louisville, KY $393.65| restaurant
liquor store (2008 KACo
11/18/2008 | Wildcat Liquor Lexington, KY $285.09| Conference)
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According to Tablé32 below,allof t he 2008 KACo Presidentds r el
supporting documentation.

Table 322 Summary Analysis of Reimbursements for CY2008 KACo President

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $0.00 $0.00 0.00% $0.00 0.00%
2008 $197.00 $0.00 0.00% $0.00 0.00%
2009 $0.00 $0.00 0.00% $0.00 0.00%
Total $197.00 $0.00 0.00% $0.00 0.00%

Table 33: Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor CY2008 KACo President

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
No such expenditures were noted.

As illustrated in Table34b e | o w, 100 percent of the CY2007 KAC
reviewed had no supporting documentatioBxamplesof Credit Card Expenditures with Unclear
Business Purpose, Inadequate Documentation, or Excebsamsactiongor the 2007 KACo President

arelisted below in Table5. Thetwo examplesver e f or restaurant char ge
Lexington.

Table 34. Summary Analysis of Credit Card Transactions for CY2007 KACo President

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures
2007 $0.00 $0.00 0.00% $0.00 0.00%
2008 $1,472.91 $0.00 0.00% $1,472.91 100.00%
2009 $0.00 $0.00 0.00% $0.00 0.00%
Total $1,472.91 $0.00 0.00% $1,472.91 100.00%

Table 35: Examples of Credit Card Expenditures with an Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for CY2007 KACo President

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
restaurant (2007 KACo
11/27/2007 | deSha's Lexington, KY $36.54| Conference)
restaurant (2007 KACo
11/27/2007 | deSha's Lexington, KY $345.51| Conference)
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According to Table36b el o w, approximately 5.33 percent of
transactions reviewed had no supporting documentdtidhe example below, note that the expenditure

of $1118 was for drinks, however the vendor was listed as being unknown.

Table 36: Summary Analysis of Reimbursements for CY2007 KACo President

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $548.94 $0.00 0.00% $0.00 0.00%
2008 $321.88 $0.00 0.00% $46.40 14.42%
2009 $0.00 $0.00 0.00% $0.00 0.00%
Total $870.82 $0.00 0.00% $46.40 5.33%

Table 37. Examplesof Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessive or No Supporting Documentationfor CY2007 KACo President

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
restaurant "drinks" (2007
11/28/2007 | Unknown Lexington, KY $11.18| KACo Conference)

As demonstrated in Tab&8 below, theCY2006 KACoPresident did naiccept a KACeredit card

Table 38 Summary Analysis of Credit Card Transactions for CY2006 KACo President

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures

2007 $0.00 $0.00 0.00% $0.00 0.00%
2008 $0.00 $0.00 0.00% $0.00 0.00%
2009 $0.00 $0.00 0.00% $0.00 0.00%
Total $0.00 $0.00 0.00% $0.00 0.00%

Table 39 Examples of Credit Card Expenditures with an Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for CY2006 KACo President

Expenditure

Transaction

Date Vendor Name Vendor Location Amount Description
No such expenditures were noted.
According to TablelObelow,allof t he CY2006 KACo Presidentds di

supporting documentation.
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Table 40: Summary Analysis of Reimbursements for CY2006 KACo President

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $641.94 $0.00 0.00% $0.00 0.00%
2008 $0.00 $0.00 0.00% $0.00 0.00%
2009 $0.00 $0.00 0.00% $0.00 0.00%
Total $641.94 $0.00 0.00% $0.00 0.00%

Table 41: Examples of Reimbursements with a Unclear Business Purpose, Inadequate
Documentation, Excessiw, or No Supporting Documentationfor CY2006 KACo President

Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
No such expenditures were noted.

As demonstrated in Tab# below, of the 22 KACo credit cardholders, the summarglgsis revealed

that for the remaining 13 staff cardhol@etransaction$7.84 percentof the credit card transactions
reviewed hacdan unclear business purpasénadequater nodocumentationor were excessive. Note
that in the examples of Credit Caffxpenditures with Unclear Business Purpose, Inadequate
Documentation, or Excessive Transactions foratether KACo staff there weremany charges for
alcohol, bars, restaurants, lodging, entertainment tickets, and flos@re of which were made on
behalf of others The entire listing of all credit card charges considered to have no supporting

documentation, inadequate documentation, an unclear business purpose, or was excessive can be four
in Appendix 10.

Table 422 Summary Analysis of Credit Card Transactions
for All Other Employees Issued Cards

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card
Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures
2007 $66,738.74 $26,275.45 39.37% $9,238.39 13.8%%
2008 $116,463.70 $44,156.82 37.91% $21828.76 18.74%
2009 $526,022.81] $141,242.56 26.85% $238,396.97 45.32%
Total $709,225.25 $211,674.83 29.85% $269,464.12 379%%6
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Table 43: Examplesof Credit Card Expenditures with an Unclear Business Purpose, Inadequate
Documentation, Excessive, or No Supporting Documentation
for All Other Employees Issued Cards

Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant receipt not
itemized (meal with 2
officials, their spouses,
vendor, & staff member)
(2006 KCIEA/KMCA
7/12/2006 Casino Aztar Cavanaugh's | Evansville, IN $313.75| Conference)
restaurant receipt not
itemized (Ky Labor
Management Conference;
9/12/2006 Oasis Southwest Grill Kuttawa, KY $228.34| meal with official & spouse)
restaurant receipt not
12/5/2006 Z's Oyster Bar & Steakhousq Louisville, KY $1,152.68| itemized (meal with vendor)
liquor store- alcohol- receipt
not itemized (hospitality
12/7/2006 Good Spirits Liguors Louisville, KY $216.92| suite)
FTD - Caldwell County
12/24/2006 | Florist Princeton, KY $106.00| flowers- unknown
1/30/2007 Marriott Hotels Lexington, KY $1,515.53| travel- lodging/restaurant
Environmental Education
2/9/2007 Foundation Gilbert, AZ $295.00| Unknown
Casa Marina Resort Key
3/8/2007 West Key West, FL $1,434.65| travel- lodging, food/bev
miscellaneous conference
bar shelf rental (2007 KPHA
3/29/2007 Executive West Hotel Louisville, KY $50.00| Conference)
4/3/2007 FreedontScientific Unknown $995.00| Unknown
liquor store- alcohol (2007
4/13/2007 Liquor Barn Louisville, KY $587.03| KMCA Spring Meeting)
liquor store- alcohol,
food/bev (KIAto reimburse)
(2007 Coroners Annual
4/25/2007 Liquor Barn Louisville, KY $691.23| Meeing)
travel- lodging, food/bev,
5/11/2007 Chateau on the Lake Branson, MO $693.39| other (WC Board Meeting)
restaurant (KY Jailers
6/5/2007 American Bounty Restauran{ Owensboro, KY $90.20| Conference)
restaurant (KY Jailers
6/5/2007 American Bounty Restauran{ Owensboro, KY $819.33 | Conference)
Bar - receipt not itemized
(2007 KCIJEA/KMCA
7/12/2007 Howl at the Moon Louisville, KY $204.00| Conference)
Bar - receipt not itemized
(check signed at 1:47 am)
(2007KCJEA/KMCA
Conference; with board
7/12/2007 Howl at the Moon Louisville, KY $432.00] member)
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
unknown (2007
7/12/2007 VSA @ Louisville Bats Louisville, KY $16.50| KCIJEA/KMCA Confereice)
Bar - receipt not itemized
(check signed at 2:17 am)
(2007 KCIJEA/KMCA
7/13/2007 Angels Rockbar Louisville, KY $52.00| Conference)
restaurant receipt not
itemized (2007 NACo
Annual Confeence; staff &
7/16/2007 La Grotta Italian Ristorante | Richmond, VA $2,061.37| board members)
unknown (2007 NACo
Annual Conferencefor
7/16/2007 Museum of Confederacy Richmond, VA $33.00| board member)
8/1/2007 Malone's Restaurant Lexington, KY $536.06| restaurant (training)
restaurant receipt not
Rookies Sports Bar, itemized (WC Board Meeting
8/22/2007 Restaurant& Lounge Henderson, KY $29.25| Next Day)
restaurant receipt not
Rookies Sports Bar, itemized (WC Board Meeting
8/22/2007 Restaurant, & Lounge Henderson, KY $77.00| Next Day)
restaurant receipt not
Rookies Sports Ba itemized (WC Board Meeting
8/22/2007 Restaurant, & Lounge Henderson, KY $717.51| Next Day)
liquor store- receipt not
itemized (EMS Conference
9/4/2007 Jimmie's Liquors Owensboro, KY $454.36| Hospitality Suite)
Bar (2007 KY Sheriffs
9/12/2007 Howl at the Moo Louisville, KY $170.50| Conference)
Woodford Reserve Bar & Louisville, KY restaurant receipt not
10/3/2007 Grill (airport) $51.78| itemized (RIMS Meeting)
restaurant receipt not
10/5/2007 Tavern on the Green New York, NY $390.94| itemized (RIMS Meeting)
Miscellaneous photography
services receipt not itemizeg
(RIMS Meeting- photos
10/5/2007 EP Ventures New York, NY $48.88| from restaurant)
entertainment receipt not
itemized (RIMS reeting-
10/5/2007 Circle Line New York, NY $36.00| Statue of Liberty tour)
miscellaneous 3 Tony's
10/6/2007 Empire State Building New York, NY $45.00| DVD (RIMS Meeting)
entertainment tickets (RIMS
10/6/2007 EBS Online Tickets New York, NY $385.00| Meeting)
11/9/2007 Skywalker Communications | Indianapolis, IN $222.98| technology
restaurant receipt not
itemized ("election night fooc
11/14/2007 | Holiday Inn Frankfort, KY $286.41| with official")
11/28/2007 | Sheila Bayes Jewelers Lexington, KY $402.80| gift - Watch (retirement gift)
11/30/2007 | Village Florist Richmond, KY $111.25] flowers- unknown
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
liquor store- alcohol (2007
Board Christmas
12/13/2007 | Red Dot Liquor Frankfort, KY $127.14| Dinner/Meetings)
liquor store (2007 Board
12/13/2007 | Shogper Village Liquors, Inc.| Lexington, KY $41.98| Christmas Dinner/Meetings)
miscellaneous KACo
12/18/2007 | Creative Stitches Frankfort, KY $215.00| Replaced Jackets extras
travel- lodging, food/bev
(Retirement Dinner for
2/22/2008 Holiday Inn Frankfort, KY $1,397.13| official; 15-25 people)
restaurant receipt not
2/29/2008 Bella Pizza Frankfort, KY $94.29| itemized (Wellness Program
travel- lodging/restaurant
3/6/2008 Ritz Carlton Key Biscayne, FL $2,346.83| (NELI Program)
restaurant receipt not
4/9/2008 Dee Felice Café Covington, KY $676.02| itemized (Kenton County)
liquor store- alcohol,
food/bev (2008 Coroners
4/22/2008 Liquor Barn Louisville, KY $206.72| Annual Meeting)
travel- Lodging, food/bev,
Beach and Pool Service
Sandestin Golf & Beach (2008 CSCA Annual
5/13/2008 Resort Destin, FL $643.80| Meeting)
5/14/2008 Jeff Ruby's Louisville, KY $1,508.23| restaurant (RIMS Seminar)
5/14/2008 Jeff Ruby's Louisville, KY $110.63| restaurant (RIMS Seminar)
restaurant receipt not
itemized (KY Jailers
6/9/2008 Montana Grille Bowling Green, KY $892.43| Conference)
restaurant receipt not
itemized (KY Jailers
6/9/2008 440 Main Restaurant Bowling Green, KY $237.24| Conference)
restaurant receipt not
itemized (KY Jailers
6/9/2008 440 Main Restaurant Bowling Green, KY $660.75| Conference)
6/19/2008 WKYT TV Lexington, KY $2,425.00] Unknown
restaurant receipt not
itemized ("dinner during
6/24/2008 Serafini Frankfort, KY $276.06| special session")
restaurant receipt not
itemized ("dinner during
6/25/2008 Serafini Frankfort, KY $25900 | special session")
liquor store- alcohol (COLI
Training & KCIJEA/KMCA
Conference Hospitality
6/25/2008 Chuck's Wine and Spirits Bowling Green, KY $182.24| Suite)
7/6/2008 Sams Renewal Unknown $35.00| miscellaneous membership
Kansas City Royals Kansas City, MO food/bev, alcohol (2008
7/13/2008 Concession (Ballpark) $21.00| NACo Conference)
Kansas City Royals Kansas City, MO food/bev, alcohol (2008
7/13/2008 Concession (Ballpark) $35.50| NACo Conference)
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Transaction
Date

Vendor Name

Vendor Location

Expenditure
Amount

Description

7/13/2008

Kansas City Royals
Concession

Kansas City, MO
(Ballpark)

$58.50

food/bev, alcohol (2008
NACo Conference)

7/18/2008

Lynn Blue Print/ SPL

Lexington, KY

$21,579.00

Unknown

7/23/2008

Longhorn Steakhouse

Frankfort, KY

$359.22

restaurant receipt not
itemized (Monthly Staff
Birthday Luncheon)

7/24/2008

Hyatt Regency

Lexington, KY

$3,425.85

travel- lodging, food/bev,
alcohol ($476.25 alcohol)

7/30/2008

Kroger

Frankfort,KY

$81.59

grocery store food/bev
(Juice, Soft Drinks, Tonic
Water, Limes, Crackers,
Party Tray)

7/30/2008

Red Dot Liquor

Frankfort, KY

$208.80

liquor store- alcohol

8/1/2008

Holiday Inn

Frankfort, KY

$1,100.00

travel- lodging/restaurant
(Condo Rent)

8/6/2008

Howl at the Moon

Louisville, KY

$287.50

Bar - receipt not itemized
(2008 Governor's Local
Issues Conference)

8/6/2008

Howl at the Moon

Louisville, KY

$16.00

Bar - receipt not itemized
(2008 Governor's Local
Issues Conference)

8/6/2008

Howl at the Moon

Louisville, KY

$238.00

Bar - receipt not itemized
(2008 Governor's Local
Issues Conference)

8/19/2008

Galt House Hotel

Louisville, KY

$5,294.10

restaurant food/bev, alcohol
- Reception/Open Bar ($390
alcohol; $780 service charge
(2008 Governds Local
Issues Conference
Hospitality Suite)

8/19/2008

Four Point Sheraton Hotel

Lexington, KY

$2,034.60

travel- lodging

9/10/2008

Maker's Mark Bourbon
House & Lounge

Louisville, KY

$1,997.16

restaurant receipt not
itemized (2008 Ky Sheriffs
Confeence; meal with 28
sheriffs & deputies and
vendor)

9/13/2008

O' Rourke's Pub

Maysville, KY

$132.00

restaurant receipt not
itemized (Bear's Golf
Scramble)

9/13/2008

French Quarter Inn

Maysville, KY

$99.11

travel- lodging (Bear's Golf
Scramble)

9/13/2®8

French Quarter Inn

Maysville, KY

$99.11

travel- lodging (Bear's Golf
Scramble)

9/13/2008

French Quarter Inn

Maysville, KY

$99.11

travel- lodging (Bear's Golf
Scramble)

9/13/2008

French Quarter Inn

Maysville, KY

$103.59

travel- lodging (Bear's Golf
Scramble)
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant receipt not
itemized (Ryder Cup; meal
with board member and his !
9/21/2008 Z's Oyster Bar & Steakhousg Louisville, KY $1,076.71| friends)

restaurant receipt not

itemized (Lunch with KLC
10/2/2008 Azur Restaurant Lexington, KY $43.89| President)

restaurant food/bev (staff
11/3/2008 Honey Baked Ham Frankfort, KY $208.06| potluck on 10/31)
11/10/2008 | STL Promotions Berea, KY $4,785.00] Unknown
11/12/2008 | Bankers Advertising lowa $1,565.60[ Unknown

travel- lodging, food/bev (47

rooms; $672.13 food/alcoho

(Insurance Litigation
11/14/2008 | Crown Plaza Louisville, KY $10,444.16| Conference)

gifts - unknown ("business
11/14/2008 | Myron Manufacturing Maywood, NJ $2,415.24| gifts")

restaurant receipt not

itemized (2008 KACo
11/18/2008 | A La Lucie Lexington, KY $1,559.42| Conference)

Bar - receipt not itemized
11/21/2008 | Penguin Dueling Piano Bar | Lexington, KY $566.50| (2008 KACo Conference)

restaurant receipt not

itemized (2008 KACo
11/21/2008 | Yesterdais Restaurant Lexington, KY $539.03| Conference)

Bar - receipt not itemized
11/21/2008 | Penguin Dueling Piano Bar | Lexington, KY $207.00| (2008 KACo Conference)

travel- lodging/restaurant
12/2/2008 Capital Plaza Hotel Frankfort, KY $1,15534 | (Condo Rent)

travel- lodging/restaurant
12/4/2008 Lexington Downtown Hotel | Lexington, KY $5,570.58| (2008 KACo Conference)

travel- lodging/restaurant
12/6/2008 Ritz Carlton Naples, FL $1,431.32| (SAWCA Conference)

restaurant food/bev

(Monthly Staff Birthday
12/8/2®M8 O' Charley's Frankfort, KY $536.75| Luncheon)

restaurant receipt not
12/13/2008 | Morton's- The Steakhouse | Nashville, TN $711.25] itemized (meal with vendor)
1/9/2009 Hyatt Regency Lexington, KY $1,906.15| travel- lodging/restaurant
1/26/2009 Holiday Inn Express & Suiteg Frankfort, KY $939.95| travel- lodging

grocery store food/bev

(2009 KCJEA Conference
2/4/2009 Kroger Frankfort, KY $21.16| bloody mary mix)

travel- lodging, food/bev,

internet, long distance calls
2/26/2009 Willard Intercontinental Hote| Washington, DC $11,855.53| (2009 NCCAE Meeting)

Miscellaneous UK Media
3/10/2009 Host Communications Lexington, KY $9,130.00| Buy
3/13/2009 Capital Plaza Hotel Frankfort, KY $1,270.42| travel- lodging - rent
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Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
travel- lodging, food/bev,
internet, long distance phone
dry cleaning (11 rooms;
$2891.05 food/bevj2009
NACo Legislative
3/18/2009 Willard Intercontinental Hote| Washington, DC $22,917.12] Conference)
liquor store- alcohol (2009
4/4/2009 Liquor Barn Louisville, KY $344.56| KMCA Conference)
UK Athletic Association entertainment 2 season
4/15/2009 Ticket Office Lexington, KY $410.00| football tickets
grocery store alcohol (2009
4/22/2009 Kroger Louisville, KY $87.32| KY Coroners Conference)
flowers- floral arrangement,
delivery charge (employee's
5/11/2009 Julie's Frankfort, KY $46.50| new baby)

According to Table44 below, approximately 80 percent of all otheK ACo st aff bés r e
transactions reviewed hado supporting documentatiorynclear business purposes, inadequate
documentation or were excessivin the examplg providedbelow, expense reimbursements included
purchases for meals, alcohol, profesaidmallgames, and other entertainmeihe entire listing of all

credit card charges considered to have no supporting documentation, inadequate documentation, ar
unclear business purpose, or was excessive can be found in Appendix 10.

Table 44. Summary Analysis of Reimbursements for All Other Employeesssued Cards

Unclear Business
Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $48,639.93 $2,933.49 6.03% $1,150.84 2.37%
2008 $70,489.12 $1,304.63 1.85% $1,46459 2.08%
2009 $102,677.90 $9,646.54 9.39% $2,803.26 2.73%
Total $221,806.95 $13,884.66 6.26% $5,41869 2.44%
Table 45. Examples of Reimbursements with a Unclear Busness Purpose, Inadequate
Documentation, Excessive or No Supporting Documentation
for All Other Employees Issued Cards
Transaction Expenditure
Date Vendor Name Vendor Location Amount Description
Glasgow, KY; restaurant receipt not
8/2/2006 Ponderosa and Unknown unknown $30.90| adequate (county visits)
restaurant food/bev (lunch
8/7/2006 Fazoli's Frankfort, KY $28.50]| for auditors)
restaurant food/bev (for IT
11/15/2006 | Cracker Barrel Shelbyville, KY $37.02]| staff)
restaurant receipt not
itemized (2 employees, 1
4/11/2007 Jeff Ruby's Louisville, KY $625.02| vendor, 1 guest)
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Transaction

Expenditure

Date Vendor Name Vendor Location Amount Description
restaurant receipt not
4/29/2007 Arnaud's Restaurant New Orleans, LA $143.33| itemized (2 coworke)s
5/11/2007 Chateau On the Lake Branson, MO $616.02| travel- lodging/restaurant
restaurant receipt not
5/15/2007 Crowne Plaza Lexington, KY $112.97| itemized (meal with officials)
restaurant receipt not
itemized (2007
7/11/2007 Morton's Louisville, KY $729.70| KCJEA/KMCA dinner)
food/bev, alcohol ($103.50
alcohol; KCJEA/KMCA
outing to minor league
7/12/2007 Louisville Bats Louisville, KY $178.00| baseball game)
9/21/2007 Acres of Land Winery Richmond, KY $34.82| restaurant food/bev
entertainment (RIMS
10/5/2007 Unknown New York, NY $100.00| Conference)
entertainment (Carriage Rid¢
10/5/2007 Hanson Cab Ride New York, NY $100.00| through Central Park)
10/5/2007 Unknown New York, NY $100.00| entertainment (RIMS)
restaurant receipt not
itemized (4 officials, 1
4/10/2008 Montgomery Inn Fort Mitchell, KY $148.50| employee)
food/bev, alcohol ($26.75
alcohol) (4 officials, 2
employees at Kansas City
Kauffman Stadium Royals game) (2008 NACo
7/13/2008 Centerplate Kansas City, MO $51.75| Conference)
food/bev, alcohol ($66.75
alcohol) (4 officials, 1
employee at Kansas City
Kauffman Stadium Royals game) (2008 NACo
7/13/2M8 Centerplate Kansas City, MO $82.25| Conference)
merchandise program (for
Kauffman Stadium an official) (2008 NACo
7/13/2008 Centerplate Kansas City, MO $5.00 | Conference)
Alcohol ($42 alcohol) (4
officials, 1 guest, 1 employeg
Kauffman Stadium at Kansas City Royals game
7/13/2008 Centerplate Kansas City, MO $42.00| (2008 NACo Conference)
enterténment- 2 Tickets
7/13/2008 KC Royals Kansas City, MO $84.50| (2008 NACo Conference)
8/12/2008 Unknown Unknown $143.75| restaurant (meet with vendo
unknown- receipt not
itemized (with magistrates
10/9/2008 Keeneland Lexington, KY $748.60| and commissioners)
tips - Valet tip to drive 2 vang
11/18/2008 | Unknown Unknown $50.00| to dinner & back;
tips - Valet tip to drive 2 vans
11/19/2008 | Unknown Unknown $50.00| to dinner & back;
11/19/2008 | Yesterday's at the Hyatt Lexington, KY $53.00| Alcohol - NO RECEIPT
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Transaction Expenditure
Date Vendor Name Vendor Location Amount Description

restaurant receipt not
itemized (2008 SAWCA
12/3/2008 Capital Grille Naples, FL $2,336.62| Conference dinner)
travel- lodging, restaurant,
golf - receipt not fully
itemized( 4 nights lodging
for board member; $58.98
golf; $22Q12 restaurant
12/6/2008 Ritz Carlton Naples, FL $1,030.60| charges)

travel- lodging, restaurant,
golf, alcohol- receipt not
fully itemized (4 nights
lodging for employee;
$516.18 alcohol charges;
12/6/2008 Ritz Carlton Naples, FL $2,046.12| $89.72 recreation charges)
unknown- Hospitality at
2009 KCJEA Winter

2/3/2009 Wal-Mart Unknown $130.83| Meeting)
travel- "transportation for
2/4/2009 Mr. Taxi Lexington, KY $350.00| everyone to dinner"
Alcohol (KIA Hospitality
2/5/2009 Shoppers Village Liquor Lexington, KY $589.44 | Room)

tips (2009 KCJEA
Conference Hospitality Roon
2/5/2009 Unknown Unknown $50.00| set up)

tips (2009 KCJEA
Conference Hospitality Roor

2/6/2009 Unknown Unknown $20.00| take down)
restaurant receipt not

2/16/2009 Cliff Hagen's Steakhouse Hazard, KY $239.91 | itemized

2/24/2009 Jr Food Store Bowling Green, KY $9.49 | Alcohol (12 pk bottles)

restaurant receipt not
itemized (lunch with officials

3/6/2009 Ruby Tuesdays London, KY $150.00| and vendor)
3/7/2009 US Airways Unknown $55.00 | travel- fees (luggage)
3/16/2009 Unknown Unknown $103.55| travel- lodging (county visit)

As seen in Tabld6, KACo staff members and board presidents used credit cards to make purchases
totaling $1,%4,708.77during the examination period of July 2006 through June 30, 2009. Of that
threeyear total, $598,68.97 or 3048 percent, of total credit card expenditures was categorized as
having inadequate documentation, an unclear business purpose, or being excessive in nature anc
$804,227.53, or 403 percent, as having no documentation.
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Table 46. Summary Analysis of All Credit Card Transactions

Unclear Business Percent of Percent of
Total Credit Purpose, Inadequate| Total Credit Total Credit
Card Documentation or Card No Supporting Card

Fiscal Year Expenditures Excessive Expenditures Documentation Expenditures
2007 $312,044.33 $157,670.37 50.53% $102,780.53 3294%
2008 $550,297.35 $159,36256 28.96% $124,637.59 2265%
2009 $1,1@,367.09 $281,736.04 25.5%% $576,809.41 5232%
Total $1,%4,708.77 $598768.97 3048% $804,227.53 4093%

Table 47 demonstrates the history of reimbursements over the same period for the same
individuals. Of the $285,069.79 thrgear total, $34,921.69, or 12.25 percent, of total reimbursement

expenditures wasategorized as having inadequate documentation, an unclear business purpose, or
being excessive in nature and $10,659.48, or 3.74 percent, as having no documentation.

Table 47. Summary Analysis of All Reimbursements

Unclear Business

Purpose,
Inadequate
Total Documentation or | Percent of Total | No Supporting | Percent of Total
Fiscal Year Reimbursements Excessive Reimbursements | Documentation | Reimbursements
2007 $74,135.87 $11,000.30 14.84% $2,572.73 3.47%
2008 $88,725.35 $7,535.77 8.49% $2,090.99 2.36%
2009 $122,208.57 $16,385.62 13.41% $5,995.76 4.91%
Total $285,069.79 $34,921.69 12.25% $10,659.48 3.74%
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Introduction to
Chapter 3
Findings and
Recommendations

The KACoBoardhas afiduciary duty to the stakeholders of KAQwho include
county governmentgolitical subdivisions of the Commonwealth, and ultimate
the taxpayers. The KACo Board is composed of locally elected governme
officials who were elected to their positienon the board to represent th
membership of KACo and clients of KACo programnis. such a role, the board i
responsible for ensuring KACo is operated in the best interests of i
stakeholders.As an entity wholly designed to serve the public sector and deri
nearly all funds from government sources, KACo has the responsioilénsure
that the funds it expends are done so in a responsible and transparent n
Based on the findings of this examination, KACo has not always expended fur
amanner thatvould best servéhosewho are initialy fundingKACo activities

As reported in this examinatiptherewere many charges made lpgrtainKACo

staff and past KACdoard Presidents purportedly because theyere believed to
be necessary for the function and success of KACo. Thgpendituresesuled

from the KACoBoar d6s | ac k aerainpurchades tbat wee allowe
using KACo funds. Expenses should be controlled through clearly stated pc
conveyed to both staff and all board membpensd through the monitoring an
enforcement of those policies The development of such policies indicates
thoughtful process on the part of the board concerning the types of expense
are appropriate and necessary for KACo to carry out its business while
ensuring the effective use of stake

As also seen in this repomanyboard members have benefited from the types
expenses that have been made in the past. Many of the lavish meals found
expenditures included only board members and KACo staff.eseltypically
included large bar g@enses as well. Board presidents leaving office each
received expensive gifts. Qaf-state trips often included entertainment outings
shows and sporting events thait only involved board memberstaff, but also
spouses or guests

The KACo Board has taken numerous steps recently as a result of public scrut
begin to achieve greater accountability. Those actions have included adoptin
policies and procedures that can lead to stronger oversight. The recommenc
in this examingon will provide the KACo Board with the tools to furthe
strengthen the organization.
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Finding 1: By
allowing excessive
spending,KACo
strayed from its
purpose of
maximizing benefits
to the counties and
thus ultimately the
taxpayers.

Recommendatios

KACo was establised to serve the counties of Kentucky, thus serving the gre
population of taxpayers #&tar g e . Though the orgce
speaks t o providing the hi ghest q
Mission Statement does not reflecpurpose of efficiently using its public funds 1
maxi mize the benefit provided to I

statement reads: AfThe Kentucky As
Kentuckyos counti es b ylity progoams/sdrvicesy anc
advocating |l egislative solutions fo

By all accounts, KACo has provided quality services and savings to the cot
through its programs; howevelKk ACo 6 s Mi s s i anlg foc8sesaan ¢he
provision of quality services to countiesxd does not address providing thes
services in an efficient manner to maximize the benefit and return to the count

An organization could quite easily provide inefficient services withsfroasible
spending, yet still provide high quality services. In some cases, an organi:
may even be able to provide high quality services for a lower price thar
competition, while not necessarily operating the organization in a responsibl
efficient manner. The money and energy expended on some board member:
employees could and should have been invested in greater benefits to the c
and public agencies that are members of KACo.

The Ameri can Bar Ghidekookc fora Diredrs 60§ Nonprofit

Corporations, Second Editios, t at e s, AANy person sSce
director must ask: For what purpose is the corporation maintained? What
constituency that it is serving?isa:

duty of every nonprofit board and
mo st basic el ement of an associati
obligation to establish, understand and fully act upon the mission.

The KACo Board should refocus its mission with an emphasis on operating fc
greatest benefit to member counties and in a manner that demonstre
responsibility in keeping with public expectations. In the pursuit of this miss
the behavior ofits leaders, both volunteer and managemshbuld reflect a
constant commitment to the interests of the counties; the budget and the allo
of resources should be aligned with the interests of the counties; and policy
and other decisions shoude carried out fully in the interest of counties. And in.
of this KACo needs to recognize and be responsive to the responsibility i
through the counties to Kentuckyods

The KACo Board must consistently provide a proper and accourggaiaple that
will create a new culture within KACo where excess and inefficiencies are met
active and vocal opposition. An initial step leading to an improved culture w
be the development of a strategic plan predicated on a mission devot
maximizing benefit back to the counties. That mission and strategic plan st
serve as a platform for policies, operational plans, and resource allocation
further the interests of the counties and their taxpayers.
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Introduction to
Findings Related

to KACo Excessive
Spending

Finding 2 KACo
paid $219,144.89
for 77 restaurant
charges each
costing over
$1,000

This examination process has identifigdnonitored and uncontrolled spending |
the KACo and affiliated program boards, as well as kiA€@nployees, resuitg in
expenditures for items, events, and activities tbat reasonabl persorhavelittle
or no relationshipto KACo, its programs and most importaht, its members
Instead it appears thathe purpose ofnany expenditures agto provide for the
benefit and enjoymermtf board memberand staff

Certain expendituregviewed during this examination were identified as excess
while others appeared to be an inefficientuse ¢fe associ ati ot
taxpayers, through their own county governments, are the point of origin of mc
K A C o fargls, findings © inefficiency are reported as well as those that
excessive.

This category of findings presents those expenditures reported to be
excessive or natlevantto KACo6 s 0 p e The texpenditsre information wa
compiled using statements aoither documentation from KACo credit cards, dire
reimbursements to staff, and direct payments to vendors. KACo officials
believe, and during interviews have stated their belief, thase types of
expendituresare necessary to gain the attentiand participationof local officials
and toreward board members and stafioweverthe public origin of these funds
demandsa much mordransg@rent and higher level afccountabilityin how and
why these funds arspent, and of greater relevance to theriests of the county
members.

Between July 1, 2006 and June 30, 2009, KA@m a total 0f5219,144.8%or 77
variousrestaurant chargebat each costver $1,00. Each of these charges lacke
sufficient documentation to demonstrate a clear business purpose for the mea
records are kept by KACo to document who was in attendance or the bu
purpose of the meals. In many cases, there were either n@tsea®i
documentation was not sufficient to provide any information other than the
amount of the meal.Due to the lack of documentation, it was not possible
determine whether the purchases were appropriedsonablegr necessary.

Further hformation regarding certain charges was obtained through interviews
staff and a calendar of events maintained for the fofecutiveDirector. The
following table provides examples of restaurant chagyeater than $1,000 an
includes any additimal information obtained during the examination.
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Table 48: Sample Restaurant Charges

Transaction Transaction
Date Vendor Name | Vendor Location Amount Description
11/15/2006 Jeff Ruby's Louisville, KY $9,881.33 Restaurant banquet
Restaurant receipt not
Mike Dikta's itemized (2006 NACo
8/7/2006 Restaurant Chicago, IL 8,857.00| Conference)
Z's Oyster Bar & Restaurant receipt not
12/20/2006 Steakhouse Louisville, KY 8,161.20| itemized
Restaurant receipt not
Sal's Italian itemized (2008 KACo
11/19/2008 Chophouse Lexington, KY 7,237.44| Conference)
Restaurant receipt not
Starker's itemized (2008 NACo
7/13/2008 Restaurant Kansas City, MO 7,082.66| Conference)

Source: APA based on KACo charges to credit cards.

Recommendations

According b staff, these large meals were typically organized by the for
Executive Director. They may have included local elected officials, legisla
vendors, KACo or other program board members, KACo staff, or any numb
other guests. Rarely could stafcall everyonein attendance or the specifi
business conducted at the dinners, thoughsta# did state thabusiness was
discussed

Without sufficient documentation of these various events, it is not possibl
conduct athorough reviewto fully determine whether these events were
necessary business events, for entertainment, or for other social purposes. It
impossible to assert how many people were at the evemtsletermine the
approximate cost per individual meal the amounof alcoholpurchased Due to
the large amount of expenditures and the lack of documentation to suppo
activity, the transactions were classified as excessive.

We recommendhie KACo Boardand associated program boards develop &yo
to require specific documentatiaaccompany restaurant charges so that a rev
can ensure whether the expenditure vegpropriateand reasonablefor the
operations of KACo. For example, expenditures should be accompanied |
itemized receipt, ideifying the numberor names of those attending an activit
and the specific business related purpose of the expenditure.

To the maximum extent possible, major meal expenditures should be planr
advance and be reflected in budget details.
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Finding 3: Tens of
thousands of
dollars of alcohol
waspurchased by
KAC o.

Alcohol consumption is commonplace at KACo events and during meals pai
by KACoO. KACobs | ax practices reg
existent expense documentatioregent issues of excess, questionable expendit
and risk of liability in regard to alcohpurchases anconsumption.

The examination of credit card transactions, business expense reimbursemer
direct payments to vendors for the period July @QQ& through June 30, 200¢
identified over $3,000 in alcohol purchases. Many alcohol purcha
accompanied meals, while other purchases were for conference hospitality :
golf outings, and other eventKACo employees explained that the purchase
alcohol was often associated with entertaining board members, public officials
business associates. Employees also drank at these events and stated the
acceptable as long as they were not intoxicated.

According to informationprovided hrough staff interviewsand considering
transactions having no supporting documentatios strongly believéhe $43,000
amount is significantly lower than the actual total expended on alcohol durin
threeyear period. A complete analysis of alcohalrghases could not be
performed because over $371863 of credit card and business expen
reimbursement transactions either had no supporting documentation or .
detailed receipts.

According to those interviewed, hospitality suites were routirsglgnsored by
KACo at conferences of affiliate organizations. In some instances, the purchi
alcohol for the hospitality suitesasincurred by KIA, the foiprofit wholly owned
subsidiary of KACo. Between fiscal years 2007 and 2009, KIA incurretbh
direct expense of $18,654.08 for the purchase of alcohol from a local liquor ¢
According to KACo General Counsel, KIA mawaveincuredthe alcohol expense
because the expense could be a tax deduction for the organization.

On August 18, 208, at the 2008 GovernirLocal Issue Conference in Louisville
Kentucky, the charge for the hospitality suite was $5,294.10. Of that $5,2¢
charge, $3,900, or over 74 percent was for alcphmtided through an open bar

We also found that alcohwas routinely purchased at a local country dhytthe
former Executive Director and he was subsequemndymbursed for the
expenditures The supporting documentation from the country club documei
the amount attributable to membership fees, foodemyrfees, cart fees, pshop
purchases, beer, wine, and liquor. In totaf, the period examinedhe former
Executive Director was reimbursed $2,165.62 for beer, wine, and liquor purct
at the country club. The time of day the expenses were nfedlbyusiness purpose
or the identity of the person(s) who consumed the alcohohatgsovided.
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