CONTRACT #106-2014

DORTO [

[30 AN NS A T TIRG 0

May 12, 2014

Urban County Council

Lexington-Fayette Urban County Government
200 East Main Street

Lexington, KY 40507

Attention: Bill O’'Mara, Commissioner of Finance
The Objective and Scope of the Audit of the Financial Statements

You have requested that we audit the financial statements of Lexington-Fayette Urban County Government’s (the
Government), which comprise governmental activities, business-type activities, aggregate discretely presented
component units, each major fund, aggregate remaining fund information, and the budgetary comparisen for the
General Fund and Full Urban Services District Fund as of and for the year-ending June 30, 2014 which collectively
comprise the basic financial statements. You acknowledge that we are the group auditor of the Government’s
basic financial statements as of and for the year ending June 30, 2014. We will not audit the financial statement of
the Lexington Transit Authority, the Lexington Convention and Visitors Bureau, the Lexington Public Library, the
Lexington-Fayette Urban County Airport Board, the Lexington-Fayette Urban County Department of Health and
the Lexington Center Corporation. Those financial statements will be audited by component auditors. We are
pleased to confirm our acceptance and our understanding of this audit engagement by means of this letter.

Our audit will be conducted with the objective of our expressing an opinion on the financial statements.

We will also perform the audit of the Government as of June 30, 2014, so as to satisfy the audit requirements
imposed by the Single Audit Act and the U. 5. Office of Management and Budget (OMB) Circular No. A-133.

The Responsibilities of the Audiior

We will conduct our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS); “Government Auditing Standards” issued by the Comptroller General of the United States; the
provisions of the Single Audit Act, OMB Circular A-133, and OMB's Compliance Supplement. Those standards
circulars, supplements, or guides require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement. An audit involves performing
procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditor’s judgment, including the asscssment of the risks of material
misstatement of the financial statements, whether due to fraud or error. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

dorton.com



Lexington-Fayette Urban County Government
May 13, 2014
Page 2

Because of the inherent limitations of an audit, together with the inherent limitations of internal control, an
unavoidable risk that some material misstatements may not be detected exists, even though the audit is properly
planned and performed in accordance with GAAS. Also, an audit is not designed to detect errors or fraud that
are immaterial to the financial statements. The determination of abuse is subjective; therefore, Government
Auditing Standards do not expect us to provide reasonable assurance of detecting abuse.

In making our risk assessments, we consider internal control relevant to the Government’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
However, we will communicate to you in writing concerning any significant deficiencies or material weaknesses
in internal control relevant to the audit of the financial statements that we have identified during the audit.

We will also communicate to the governing board (a) any fraud involving senior management and fraud
(whether caused by senior management or other employees) that causes a material misstatement of the financial
statements that becomes known to us during the audit, and (b) any instances of noncompliance with laws and
regulations that we become aware of during the audit {unless they are clearly inconsequential}).

The funds that you have told us are maintained by the Government and that are to be included as part of our
audit are listed as an attachment.

The component unit whose financial statements you have told us are to be included as part of the Government’s
basic financial statements are listed as an attachment.

The federal financial assistance programs and awards that you have told us that the Government participates in
and that are to be included as part of the single audit are listed as an attachment.

Qur reports on internal control will include any significant deficiencies and material weaknesses in controls of
which we become aware as a result of obtaining an understanding of internal control and performing tests of
internal control consistent with requirements of the standards and circulars identified above. Our reports on
compliance matters will address material errors, fraud, abuse, viclations of compliance obligations, and other
responsibilities imposed by state and federal statutes and regulations or assumed by contracts, and any state or
federal grant, entittement, or loan program questioned costs of which we become aware, consistent with
requirements of the standards and circulars identified above.

The Responsibilities of Management and Identification of the Applicable Financial Reporting Framework

Our audit will be conducted on the basis that management and when appropriate, those charged with
governance, acknowledge and understand that they have responsibility:

a. For the preparation and fair presentation of the financial statements in accordance with accounting principles
generally accepted in the United States of America;

b. For the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error;
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¢. For establishing and maintaining effective internal control over financial reporting and for informing us of all
significant deficiencies and material weaknesses in the design or operation of such controls of which it has
knowledge;

d For (a) making us aware of significant vendor relationships where the vendor is responsible for program
compliance, {b) following up and taking corrective action on audit findings, including the preparation of a
summary schedule of prior audit findings, and a corrective action plan, and (c) report distribution including
submitting the reporting packages; and

e. To provide us with:

(1) Access to all information of which management is aware that is relevant to the preparation and fair
presentation of the financial statements such as recerds, documentation, and other matters;

(2) Additional information that we may request from management for the purpose of the audit;

(3) Unrestricted access to persons within the entity from whom we determine it necessary to obtain audit
evidence;

(4) When applicable, a summary schedule of prior audit findings for inclusion in the single audit reporting
package; and

(3) [f applicable, responses to any findings reported on the schedule of findings and questioned costs.

As part of our audit process, we will request from management and when appropriate, those charged with
governance, written confirmation concerning representations made to us in connection with the audit including
among other items:

a. That management has fulfilled its responsibilities as set out in the terms of this letter; and

b. That it believes the effects of any uncorrected misstatements aggregated by us during the current engagement
and pertaining to the latest period presented are immaterial, both individually and in the aggregate, to the
financial statements taken as a whole.

Management is responsible for identifying and ensuring that Government complies with the laws and regulations
applicable to its activities, and for informing us about all known material violations of such laws or regulations.
In addition, management is responsible for the design and implementation of programs and controls to prevent
and detect fraud or abuse, and for informing us about all known or suspected fraud or abuse affecting the entity
involving management, employees who have significant roles in internal control, and others where the fraud or
abuse could have a material effect on the financial statements or compliance. Management is also responsible for
informing us of its knowledge of any allegations of fraud or abuse or suspected fraud or abuse affecting the entity
received in communications from employees, former employees, analysts, regulators, or others.
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Management is responsible for the preparation of the supplementary information in accordance with accounting
principles generally accepted in the United States of America. Management agrees to include the auditors’ report
on the supplementary information in any document that contains the supplementary information and that
indicates that the auditor has reported on such supplementary information. Management also agrees to present
the supplementary information with the audited financial statements or, if the supplementary information wiil
not be presented with audited financial statements, to make the audited financial statements readily available to
the intended usets of the supplementary information no later than the date of issuance of the supplementary
information and the auditors’ report thereon.

The governing board is responsible for informing us of its views about the risks of fraud or abuse within the
entity, and its knowledge of any fraud or abuse or suspected fraud or abuse affecting the entity.

The Government agrees that it will not associate us with any public or private securities offering without first
obtaining our consent. Therefore, the Government agrees to contact us before it includes our reports or otherwise
makes reference to us, in any public or private securities offering.

Qur association with an official statement is a matter for which separate arrangements will be necessary, The
Government agrees to provide us with printer's proofs or masters of such offering documents for our review and
approval before printing and with a copy of the final reproduced material for our approval before it is
distributed. In the event our auditor/client relationship has been terminated when the Government seeks such
consent, we will be under no obligation to grant such consent or approval.

We agree that our association with any proposed offering is not necessary, providing the Government agrees to
clearly indicate that we are not associated with the contents of any such official statement or memorandum. The
Government agrees that the following disclosure will be prominently displayed in any such official statement or
memorandum:

Dean Dorton Allen Ford, PLLC, our independent auditor, has not been engaged to perform, and has not performed, since
the date of its report included herein, any proceduves on the financial statements addressed in that report. Dean Dorton
Allen Ford, PLLC, also has not performed any procedures relating to this [official statement] [memorandum/.

The Government’'s Records and Assistance

If circumstances arise relating to the condition of the Government records, the availability of appropriate audit
evidence, or indications of a significant risk of material misstatement of the financial statements because of error,
fraudulent financial reporting, or misappropriation of assets, which in our professional judgment, prevent us
from completing the audit or forming an opinion, we retain the unilateral right to take any course of action
permitted by professional standards, including declining to express an opinion, issue a report, or withdraw from
the engagement,

During the course of our engagement, we may accumulate records containing data that should be reflected in the
CGovernment books and records. The Government will determine that all such data, if necessary, will be so
reflected. Accordingly, the Government will not expect us to maintain copies of such records in our possession,
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The assistance to be supplied by Covernment personnel, including the preparation of schedules and anaiyses of
accounts, will be discussed and coordinated with Phyllis Cooper, Director of Accounting. The timely and
accurate completion of this work is an essential condition to our completion of the audit and issuance of our audit
report.

In connection with our audit, you have requested us to perform certain nen-audit services necessary for the
preparation of the A-133 report. The independence standards of the “Government Auditing Standards” issued
by the Comptroller General of the United States CAS require that the auditor maintain independence so that
opinions, findings, conclusions, judgments, and recommendations will be impartial and viewed as impartial by
reasonable and informed third parties. Before we agree to provide a non-audit service to the Covernment, we
determine whether providing such a service would create a significant threat to our independence for GAS audit
purposes, either by itself or in aggregate with other non-audit services provided. A critical component of our
determination is consideration of management’s ability to effectively oversee the non-audit service to be
performed. The Covernment has agreed that Phyllis Cooper possesses suitable skill, knowledge, or experience
and that the individual understands the services to be performed sufficiently to oversee them. Accordingly, the
management of the Government agrees to the following:

1. The Government has designated Phyllis Cooper, a senior member of management, who possesses suitable
skill, knowledge, and experience to oversee the services.

2. Phyllis Cooper will assume all management responsibilities for subject matter and scope of the A-133 report.
3. The Government will evaluate the adequacy and results of the services performed.

4. The Government accepts responsibility for the results and uitimate use of the services.

GAS further requires we establish an understanding with the management and those charged with governance of
the Government of the objectives of the non-audit service, the services to be performed, the entity's acceptance of
its responsibilities, the auditor’s responsibilities, and any limitations of the non-audit service, We believe this
letter documents that understanding.

Other Relevant Information

From time to time and depending upon the circumstances, we may use third-party service providers to assist us
in providing professional services to you. In such circumstances, it may be necessary for us to disclose
confidential client information to them. We enter into confidentiality agreements with all third-party service
providers and we are satisfied that they have appropriate procedures in place to prevent the unauthorized release
of your confidential information to others.

In accordance with Government Auditing Standards, a copy of our most recent peer review report is enclosed, for
your information.
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Fees, Costs, and Access to Workpapers

Qur fees for the audit and accounting services described above are based upon the value of the services
performed and the time required by the individuals assigned to the engagement, plus direct expenses. Our fee
estimate of $149,000 and completion of our work is based upon the following criteria:

a. Anticipated cooperation from the Government’s personnel,

b. Timely responses to our inquiries.

c. Timely completion and delivery of client assistance requests.

d. Timely communication of all significant accounting and financial reporting matters.

e. The assumption that unexpected circumstances will not be encountered during the engagement.

If any of the aforementioned criteria are not met, then fees may increase. Interim billings will be submitted as
work progresses and as expenses are incurred. Billings are due upon submission.

Our professional standards require that we perform certain additional procedures, on current and previous years’
engagements, whenever a director or professional employee leaves the firm and is subsequently employed by or
associated with a client in a key position. Accordingly, the Government agrees it will compensate Dean Dorton
Allen Ford, PLLC (Dean Dorton) for any additional costs incurred as a result of the Government employment of a
director or professional employee of Dean Dorton.

In the event we are requested or authorized by the Government or are required by government regulation,
subpoena, or other legal process to produce our documents or our personnel as witnesses with respect to our
engagement for the Government, the Covernment will, so long as we are not a party to the proceeding in which
the information is sought, reimburse us for our professional time and expenses, as well as the fees and expenses
of our counsel, incurred in responding to such requests.

The documentation for this engagement is the property of Dean Dorton. However, you acknowledge and grant
your assent that representatives of the cognizant or oversight agency or their designee, other government audit
staffs, and the US. Government Accountability Office shall have access to the audit documentation upon their
request and that we shall maintain the audit documentation for a period of at least three years after the date of the
report, or for a longer period if we are requested to do so by the cognizant or oversight agency. Access to
requested documentation will be provided under the supervision of Dean Dorton audit personnel and at a
location designated by our Firm.

You have informed us that you intend to prepare a comprehensive annual financial report (CAFR) and submit it
for evaluation by the Government Finance Officers Association's Certificate of Achievement for Excellence in
Financial Reporting. Our association with the CAFR is to consist principally of inquiries of management
regarding the methods of measurement and presentation.
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Release & Indemnification

During the course of our engagement, we will request information and explanations from management regarding
the Government's operations, internal controls, future plans, specific transactions, and accounting systems and
procedures. At the conclusion of our engagement, we will require, as a precondition to the issuance of our report,
that management provide certain representations in a written representation letter. The procedures we will
perform in our engagement and the conclusions we reach as a basis for our report will be heavily influenced by
the written and oral representations that we receive from management. In view of the foregoing, the Government
agrees to release Dean Dorton and its personnel from any liability and costs relating to our services under this
letter resulting from false and misleading representations made to us by any member of the Government's
management.

In the unlikely event that differences concerning our services or fees should arise that are not resolved by mutual
agreement, to facilitate resolution of the differences and to save both parties time and expense, the Government
and Dean Dorton agree to try in good faith to settle their differences by mediation administered by the American
Arbitration Association under the Dispute Resolution Rules for Professional Accounting and Related Services Disputes
before resorting to litigation. In the event litigation cannot be avoided, the Covernment and Dean Dorton agree
not to demand a trial by jury.

Reporting

We will issue a written report upon completion of our audit of the Government’s financial statements. Our report
will be addressed to the governing board of the Government. We cannot provide assurance that an unmodified
opinion will be expressed. Circumstances may arise in which it is necessary for us to modify our opinion, add an
emphasis-of-matter or other-matter paragraph(s}), or withdraw from the engagement.

[n addition to our report on the Government's financial statements, we will also issue the following types of
reports:

¢ A report on the fairness of the presentation of the Government's schedule of expenditures of federal awards
for the year ending June 30, 2014.

s Reports on internal controi related to the financial statements and major programs. These reports will
describe the scope of testing of internal control and the results of our tests of internal controls.

¢ Reports on compliance with laws, regulations, and the provisions of contracts or grant agreements. We will
report on any noncompliance which could have a material effect on the financial statements and any
noncompliance which could have a material effect, as defined by OMB Circular No. A-133, on each major
program.

s A schedule of findings and questioned costs.
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This letter constitutes the complete and exclusive statement of agreement between Dean Dorton and the
Government, superseding all proposals, oral or written, and all other communications, with respect to the terms
of the engagement between the parties.

Please sign and return the attached copy of this letter to indicate your acknowledgment of, and agreement with,
the arrangements for our audit of the financial statements including our respective responsibilities.

DEAN DORTON ALLEN FORD, PLLC

o s

Simon Keemer, CPA, CG MA

ACKNOWLEDGEMENT:

This letter correctly sets forth the understanding of Lexington-Fayette Urban County Government:

b

Sig[@"tyre U Y Date
M G2 HM@

Printed Name

Lou/d]



ATTACHMENT A

Governmental Funds Fiduciary Funds
s General s Pension Trust Funds
» Urban Services o Policemen’s and Firefighters Retirement
» Federal and State Grants Fund
» County Aid Program Fund o (ity Employees’ Pension Fund

Neighborheed Sewer Projects Fund
Juvenile and Adult Probation Fund
Domestic Relations Fund
Representative Payee Fund

* Municipal Aid Program Fund

+ Industrial Revenue Bond Fund

» Mineral Severance Fund

* Coal Severance Fund

+ Police Confiscated Fund

» Police Confiscated State Fund

¢ Public Safety Fund

s Lexington Cultural Center

¢ 2003 Bond Projects

s Equipment Lease Notes

« 2007 Bond Projects

¢ 2008 Bond Projects

» 2009 Bond Projects

¢ 2010 Bond Projects

s 2011 Bond Projects

¢ 2012 Bond Projects

* 2013 Bond Projects

¢ 2014 Bond Projects

» Public Works Bond Projects

 Public Library Corporation

» Roads, Parks, Open Space, Storm Water
Extractions

¢ Health, Dental, and Vision Care Fund

+ [nsurance and Risk Management [Fund

Proprietary Funds
* Sanitary Sewer System

» Public Fadilities Corporation
¢ Public Parking Corporation
s Landfill

Water Quality

Right of Way

Extended School Program
Prisoners” Account System
Enhanced 911

LexVan Program

Small Business Development



ATTACHMENT B

Blended Component Units

Public Library Corporation

» Policemen’s and Firefighters’ Retirement Fund
City Employees’ Pension Fund

Public Facilities Corporation

Public Parking Corporation

Discretely Presented Component Units

¢ Lexington Public Library

» Lexington-Fayette Urban County Department of Health
Lexington Downtown Development Authority, Inc.
Lexington Transit Authority
Lexington Convention and Visitors Bureau
Lexington Center Corporation
Lexington-Fayette Urban County Airport Board
Parking Authority of Lexington




Attachment C

Federal Grantor/Program or Cluster Title

CFDA Number

U.5. Department of Agriculture:
Child and Adult Care 'ood Program

Farm and Rarnch Lands Protection Program
Emerald Ash Borer Treatment Site

f i rban Develppment:
Community Development Bleck Grants/Entitlement Grants
Neighborhood Stabilization Program
Emergency Solutions Grant Program
Home Investment Partnerships P’rogram
Housing Opportunities for Persons with ATDS
Community Development Block Grant {ARRA)

U.5. Department of Justice:
Police Confiscated Funds

Juvenile Accountability Block Grants

Supervised Visitation, Safe Havens for Childrer

Vielence Against Women Formula Grants

Grants to Encourage Arrest Policies and Entorcement of I'rotection Orders ’rogram

State Criminal Alien Assistance Program

Bulletproaf Vest Partnership Program

Project Safe Neighborhoods

Juvenile Mentoring Program

Fdward Byrne Memorial Justice Assistance Grant Program

Edward Byme Memorial Justice Assistance Grant {JAG} Program / Grants Te Units Of Local Government

1.5, Department of Labor
WIA

U.5. Department of Transportation:
Highway Planning and Construction

National Motor Carrier Safety
Metropelitan Transportation Planning
State and Community ighway Safety
Oecupant Protection Incentive Grants

LS. Environmental Protection Agency:

Nonpeint Source Irnplernentation Grants
Brownfields Assessment and Cleanup Cooperative Agreement:

[1.S, Department of Energy:;

Energy Etficiency and Conservation Block Grant Program

LLS. Department of Health and Human Services:
Social ’rograms for the Aging_Title I1L I"art B

Tempuorary Assistance tor Needy Familie:
Grants to States for Access and Visitation Programs

Basic Center Grant

D ntof Homelan ri ffice of Domestic Preparedn
Hazard Mitigation Grant
Chemical Stockpile Emergency Preparcdness Program
Emergency Management Performance Grants
Homeland Security Grant Program
Staffing for Adequate Fire & Emergency Response

10.558
10.913
10.664

14.218
14.228
14.231
14.239
14.241
14.253

16.000
16,523
16,527
16.588
16,590
16.606
16.607
16.609
16.726
16.7348
16.804

17.529

21205
20.218
20.505
20,600
20.602

66.460
66818

§1.128

93.044
93.358
93.587
93.623

970139
97.040
Y7 (42
97.067
97.083



HENMDERSON HUTCHERSON & MCCULLOUGH, »sLLC

CERTIFIED PUBLIC ACCOUNTANTS

System Review Report

To the Owners of
Dean Dorton Allen Ford, PLLC (fk/a Dean Dorton Ford, PSC)
and the Peer Review Committee of the Kentucky Society of CPAs

We have reviewed the system of quality control for the accounting and auditing practice of Dean
Dorton Allen Ford, PLLC ({/k/a Dean Dorton Ford, PSC) (the firm) in effect for the year ended
December 31, 2010. Our peer review was conducted in accordance with the Standards for
Performing and Reporting on Peer Revicws cstablished by the Pceer Review Board of the
American Institute of Certified Public Accountants. The firm is responsible for designing a
system of quality control and complying with it 10 provide the firm with reasonable assurance of
performing and reporting in conformity with applicable professional standards in all matcrial
respects. Qur responsibility is to express an opinion on the design of the system of quality
control and the firm’s compliance therewith based on our review. The nature, objectives, scope,
limitations of, and the procedures performed in a System review are described in the standards at
W AiCPa.Or prsun mary.

As required by the standards, engagements selected for review included engagements performed
under Government Auditing Standards and audits of employee benefit plans.

in our opinion, the system of quality control for the accounting and auditing practice of Dean
Dorton Allen Ford, PLLC (f/k/a Dean Dorton Ford. PSC) in effect for the year cnded December
31, 2010 has been suitably designed and complied with to provide the firm with reasonable
assurance of performing and reporting in conformity with applicable professional standards in all
material respects. Firms can receive a rating of pass. pass with deficiency or fail. Dean Dorton
Allen Ford, PLLC (fk/a Dean Dorton Ford, PSC) has received a peer revicw rating of pass.

Chattanooga, Tenncssce
June 17, 2011

g ﬁ“&tﬂmg&\., PLLC

1200 MARKET STREET *» FREIGHMT DEPOT + CHATTANOOGA, TH 37402-2713 + P 423.756.2771 + F 423.265.8125 - hhmcpas.cam
AM IMDEPENDOENT MEMBER UF THE GDO SEI0MAN ALLIANCE



