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January 15, 2015 
 
 
 
David E. Blakeman, Sr., Chairman 
Southeast Bullitt Fire Protection District 
1974 Belmont Road 
Lebanon Junction, Kentucky 40150 
 
RE:   Findings and Recommendations 
 
Dear Chairman Blakeman: 
 

We have completed our Examination of Certain Policies, Procedures, Controls, and Financial 
Activity of the Southeast Bullitt Fire Protection District (District).  This examination was initiated due to 
a citizen’s concerns expressed to this office.  The examination period, unless otherwise specified, was 
January 1, 2010 through September 30, 2014.   

 
  To address the concerns presented to this office, we requested and examined various records, 

including District and Department Board meeting minutes, District and Department expenditure reports 
as presented to the District Board, general warranty deeds, and District loan records.  In addition to the 
various records examined, auditors also interviewed most of the current District Board members, the 
Fire Chief, the District and Department attorney, the CPA currently engaged to perform a financial 
statement audit of the Department, and the CPA who performed the financial statement audits for the 
District for fiscal years 2008 through 2011 and 2013.   

 
The report presents eight findings and several recommendations to strengthen the District’s 

management, controls, and oversight practices.  Due to the issue and recommendations addressed in 
Finding 4 of this report, we are referring this report finding to the Department for Local Government for 
review and further consideration.  In addition, the report will be shared with the Kentucky Legislature as 
certain recommendations involve potential legislation.  

 



 

Chairman Blakeman 
January 15, 2015 
Page 2 
 

 
The Auditor of Public Accounts requests a report from the District on the implementation of the 

examination recommendations within sixty (60) days of the completion of the final report.  If you wish 
to discuss this report further, please contact me or Brian Lykins, Executive Director of the Office of 
Technology and Special Audits. 

 
Respectfully submitted, 

 
 
 

Adam H. Edelen 
Auditor of Public Accounts 
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ADAM EDELEN 
AUDITOR OF PUBLIC ACCOUNTS 

 
Performance and Examination Audits Branch 

Executive Summary 
January 15, 2015 

Examination of Certain Policies, Procedures, Controls, and Financial Activity 
of the Southeast Bullitt Fire Protection District 

 

 
Examination Objectives 
On October 3, 2014, the Auditor of Public Accounts 
(APA), in response to concerns expressed to this office 
regarding specific transactions and other activity of the 
Southeast Bullitt Fire Protection District (District), 
initiated an examination of specific issues involving the 
District.  To accomplish the examination, the APA 
developed the following examination objectives: 
 

 Analyze records and make additional inquiries 
relating to the recent transfer of property 
between the District and the Southeast Bullitt 
Volunteer Fire and Rescue Department, Inc. 
(Department) to determine whether public 
assets were misappropriated. 

 Analyze records and make inquiries to 
determine whether public funds were expended 
for the purpose of bonus payments and to 
establish retirement accounts of $1 million or 
more to personally benefit the Department’s 
Fire Chief. 

 
The purpose of this examination was not to opine on 
the financial statements or to duplicate work of routine 
annual financial statement audits.  Further, while 
specific issues addressed as part of the examination 
involved the Department, a non-profit corporation with 
which the District has contracted to provide fire 
protection services, the scope of this examination was 
to address the concerns presented to this office and not 
to examine financial transactions or other records of the 
Department.  Unless otherwise indicated, the 
examination period for this engagement was January 1, 
2010 through September 30, 2014. 
 
Though the scope of the examination specifically 
related to the District, a number of matters came to the 
auditor’s attention during the examination, which 
resulted in findings impacting not only the District, but 
also the Department and the potential for future state 
legislation to address certain issues identified in the 
report.  
 
 
 

As of this report date, a number of issues involving the 
District and the Department continue to be discussed 
among various parties, including District and 
Department legal counsels.  These continued 
discussions create a fluid situation involving aspects of 
a number of issues addressed in this report.  These 
issues include the District contract for fire protection 
services, the status of the Fire Chief’s position on the 
District Board, and the disposition of assets.   
 
Background 
In January 1979, the District was created as a fire 
protection district authorized through Kentucky 
Revised Statute (KRS) Chapter 75.  Shortly after it was 
organized, the District began contracting with the 
Department, as authorized by KRS 75.050 to provide 
fire protection services in southeast Bullitt County. 
 
The District Board consists of seven members as 
required by KRS 75.031.  The membership of the 
seven-member Board includes two members elected by 
property owners in the District, two elected by the 
firefighters from its membership, and three appointed 
by the Bullitt County Judge/Executive. 
 
During the examination period, the two individuals 
elected by the firefighters as their District Board 
representatives were the Fire Chief, who serves as the 
Vice-Chair for the Department Board, and the 
Department Board Chair.  On December 4, 2014, 
subsequent to the examination period, the Fire Chief 
resigned his elected position on the District Board after 
serving on the District Board since 1999. 
 
Financial Information 
The District operates on a fiscal year beginning July 1 
and ending June 30 of the following year.  According to 
the FY 2013 District financial audit statement report, 
revenues totaled $831,189 and operating expenditures 
were $778,029.  The ending cash balance for the 
District for fiscal year (FY) 2013 was $271,016. 
 
 
 
 



Page ii 

The primary source of revenue for the District comes 
from tax receipts.  The Board is authorized by KRS 
75.040 to levy an annual property tax, not to exceed 
“ten cents ($0.10) per one hundred dollars ($100) of 
valuation as assessed for county taxes.”  According to 
District Board meeting minutes and District audited 
financial statement audits, the District has maintained 
the maximum tax rate allowable on personal and 
tangible property since at least 2008. 
 
The primary expense of the District is its contract for 
fire protection services with the Department. Payments 
to the Department are made bi-annually by the District 
Board, typically in July and January each fiscal year.  
According to District financial reports and minutes, the 
District Board approved a total of $3,940,000 in 
payments to the Department for contract fire protection 
services from July 1, 2010 through July 30, 2014. 
 
Department 
According to its Articles of Incorporation, on file with 
the Kentucky Secretary of State’s Office, the 
Department was incorporated on August 2, 1979 under 
the authority of KRS Chapter 273. Two months after 
the Department formed, it entered into an agreement 
with the District on November 5, 1979 to provide fire 
protection services to the Southeast portion of Bullitt 
County.  Despite rumors, the Kentucky Secretary of 
State records document that the Department was not 
organized by the current Fire Chief or other current 
Department Board membership.  The Chief himself did 
not join the Department until 1990. 
 
The Department’s Articles of Incorporation prohibit 
any part of the income of the Department to “inure the 
benefit of any member, trustee, director, officer of the 
Corporation, or a private individual.”   
 
According to the Department, its primary source of 
revenues is derived from the contract with the District.  
In addition, the Department receives revenues from 
insurance claims, state aid provided through the 
Kentucky Commission on Fire Protection Personnel 
Standards and Education (Fire Commission), and 
interest on accounts. 
 
The balance of Department bank accounts totaled over 
$2.7 million as of October 31, 2014.  These balances 
increased by over $546,000 since calendar year (CY) 
ending 2013 when the Department bank balances were 
almost $2.2 million. 
 
 
 
 

Findings and Recommendations 
Finding 1:  The District Board continues to levy 
property taxes at the highest allowable statutory 
rate without conducting an analysis of the actual 
costs necessary to provide fire protection service to 
District property owners. 
According to KRS 75.040, the District Board has the 
authority to levy an annual property tax, not to exceed 
“ten cents ($0.10) per one hundred dollars ($100) of 
valuation as assessed for county taxes.”  Though the 
District is authorized to levy taxes to defray operational 
expenses, within the guidelines of KRS 75.040, the 
District has levied taxes on property in the District at 
the maximum allowed by statute without conducting an 
analysis of the actual costs or future needs associated 
with providing fire protection services to District 
residents.  Based on District records examined and 
interviews with District representatives, auditors found 
the tax rates levied by the District Board have remained 
unchanged for a number of years, dating back to at least 
2008.  While the tax rate levied by the District Board 
has remained at the maximum for years, the decision to 
keep the rate the same year after year appears to have 
been decided by the District Board without any formal 
analysis of the needs of the District and the Department 
with which the District contracts to provide fire 
protection services.  According to information provided 
by the Department, bank balances for all Department 
bank accounts totaled over $2.7 million as of October 
31, 2014.  These balances have grown by over 
$546,000 since CY ending 2013 when the Department 
bank balances were almost at $2.2 million. 
Recommendations: We recommend the District Board 
perform an annual in-depth financial analysis to 
determine the appropriate level of taxation based on 
current and future operational needs.  This financial 
analysis should take into account not only current 
District and Department spending, but should also 
include identifying inefficiencies in an attempt to 
reduce future spending.  Also, we recommend the 
District Board formally document its analysis and 
related discussions to ensure transparency and 
accountability to the public.  In addition, the District 
Board should discuss with its attorney the status of its 
potential legal liabilities. Further, we recommend the 
Kentucky legislature consider legislation requiring fire 
district boards, as well as other taxing authorities, to 
perform a formal analysis of the anticipated revenues, 
expenditures, and other reasonable financial 
considerations necessary to operate a district for the 
following fiscal year prior to determining the tax rate 
levied for the next fiscal year.  We recommend any 
potential legislation require a uniform process be 
followed by a district to ensure a comparable, standard 
financial analysis is performed when determining the 
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financial needs of a district.  We further recommend 
any potential legislation require this analysis to be 
presented during a public district board meeting, with 
the vote to approve the tax rate levied for the following 
year in a subsequent public district board meeting.  This 
would allow time for board members to evaluate and 
discuss the rate necessary to operate a district and 
provide an opportunity for taxpayers to question the 
board.  We also recommend the District Board Chair 
ensure more timely reporting of District and 
Department expenditure reports to District Board 
members.  Expenditure reports should be provided to 
each District Board member days in advance of 
monthly Board meetings to allow Board members 
sufficient opportunity to review the reports and be 
prepared to discuss any questions or concerns Board 
members may have related to spending.  We 
recommend the review of these reports be documented 
in the Board meeting minutes. 
 
Finding 2:  The District Board purchased property 
without first obtaining an appraisal to determine an 
appropriate purchase price. 
On August 8, 2011, the District Board voted 
unanimously to authorize the Fire Chief, as its Board 
Chair, to purchase two properties on behalf of the 
District for a total of $798,000.  The purchased 
properties were to be used by the Department as the 
building site for a new business office and fire station.  
The purchase price for the land was negotiated by the 
Fire Chief months before the District authorized the 
Chief to purchase the properties and without an 
appraisal to determine whether the purchase price was 
appropriate.  Though the District is not required by state 
statute or by District policy to obtain an appraisal 
before purchasing property, the practice of obtaining an 
appraisal is simply a sound financial practice, which 
provides for additional protection when purchasing 
property with taxpayer funds.  An appraisal of property 
gives the buyer an official independent and fair 
assessment of the property’s value upon which to base 
an offer. 
Recommendations: We recommend the District Board 
develop a formal written procurement policy.  In 
developing a procurement policy, we recommend the 
District Board consider adopting a policy similar to the 
model procurement code.  While the District’s 
procurements are limited at this time to mainly a few 
professional services, there is no guarantee that this will 
continue and the District should be prepared with 
established spending guidelines to ensure consistent 
and fair procurement practices are followed.  Once a 
policy is developed, and finalized in writing, the policy 
should be distributed to all Board members and to those 
responsible within the District for purchasing with a 
copy maintained in the official records of the District.  

Once a policy is established, we also recommend the 
District Board revise its contract to require the 
Department to procure goods and services in 
compliance with the policies established by the District 
Board.  This will assist District Board members in 
providing additional oversight of the use of the 
taxpayer funds paid to the Department.  We recommend 
the District Board ensure that appraisals are obtained 
prior to purchase of real property.  The District Board 
should develop, as part of its procurement policies, a 
requirement for appraisals to be obtained before 
negotiating the purchase price of real estate.  We 
recommend the District Board consider adopting a 
policy similar to that followed by the Commonwealth 
in the procurement of real property, including the 
requirement to obtain two appraisal for land estimated 
to cost over $200,000.  The policy should also require 
that price negotiations begin with, at most, the lowest 
appraised value.  We further recommend, the 
Department Board adopt its own procurement policies 
that, at a minimum, adhere to the District’s 
procurement policies.  The policies developed by the 
Department would not take precedent over the policies 
of the District when spending public funds nor should 
they contradict or negate the District’s policies but 
rather the Department policies should be developed to 
supplement the District policies, as determined 
necessary. 
 
Finding 3:  Though it reasonably appears a conflict 
of interests exists, statutory language does not seem 
to prohibit the Chief and other Department 
management from representing Department 
personnel or serving as an officer on the District 
Board. 
Since 1990, Department employees have voted for the 
same individual to serve as a member of the District 
Board while also serving as the Chief of the Fire 
Department, created under KRS Chapter 273.  In 
approximately 2000, the Fire Chief was selected by the 
District Board to serve as its Chairman.  This 
relationship continued until December 4, 2014, when 
the Fire Chief resigned as Chair of the District Board.  
Though it reasonably appears this relationship 
constitutes a conflict of interest, statutory language does 
not seem to prohibit the Fire Chief, or other Department 
management, from representing the Department 
personnel on the District Board or from serving as its 
Chairman. 
Recommendations:  We recommend state legislators 
study the provisions of KRS Chapter 75, and consider 
revising those statutes to provide restrictions in those 
instances where a fire district contracts with a fire 
department for fire protection services to preclude 
members of the contracting department’s management, 
including department fire chiefs, from being eligible to 
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serve on fire protection district boards, or, at a 
minimum, as officers of district boards.  A clear 
delineation between the management of each 
organization is imperative.  Further, we recommend 
state legislators consider revising these statutory 
provisions to address the authority of a district board to 
transfer ownership of property to a department with 
which a district contracts to provide public fire 
protection services.  Until such time as the statute(s) are 
revised, and in an effort to immediately address what 
reasonably appears to be a conflict, we recommend the 
District Board explore the legality of implementing a 
policy to disallow members of Department 
management to serve as officers of the District Board.  
This would not restrict the Department firefighters from 
electing members of management as their 
representatives on the District Board, but would 
provide some degree of separation between the 
management of the District and Department. 
 
Finding 4:  The Department is not registered as a 
Special Purpose Governmental Entity, though it 
meets the criteria established under KRS Chapter 
65A. 
Auditors found the Department under contract to 
provide fire protection services to the District since 
1979 has not registered as a Special Purpose 
Governmental Entity (SPGE) with the Kentucky 
Department for Local Government (DLG), as required 
by KRS 65A.020.  Based on information provided by 
the Department and research performed by this office, 
including an analysis of existing state statutes, the 
Department should be registered as a SPGE.  As such, 
the Department, which has received over $ 4.4 million 
in public funds since January 2010 through its contract 
with the District, is required to annually file certain 
financial reports with DLG, including financial 
statement audits under certain conditions, as required in 
KRS Chapter 65A.  Annual SPGE financial filings 
foster transparency and accountability for the public 
funds it receives. 
Recommendations:  We recommend the Department 
Board contact the appropriate DLG representatives and 
discuss the need for the Department to report as a 
SPGE, as defined by KRS 65A.010, and as required of 
certified fire departments by KRS 75.430(1).  
Documentation and other information needed for 
review by DLG should be provided in an expedited 
manner to resolve the matter promptly.  If determined 
to be a SPGE, the Department Board should register 
and file the appropriate financial information with 
DLG.  If determined not to be an SPGE because it is 
not a certified fire department, we recommend the Fire 
Commission take appropriate action to recover the 
training aid the Department has inappropriately 

received.  This finding will be referred to DLG and the 
Fire Commission for its consideration and action. 
 
Finding 5:  The Department awarded $5,200 in 
annual Christmas bonuses to employees and select 
volunteers. 
Between November 8, 2010 and November 11, 2013, 
the Department Board approved $5,200 in Christmas 
bonus payments to the Chief, other Department 
personnel, and select volunteers.  While the Department 
is a non-profit corporation formed under KRS Chapter 
273, the Department provides public services through 
the use of public tax funds collected by the District.  
Use of public funds by an entity to award bonuses to 
Department volunteers and personnel is questionable. 
Recommendations:  We recommend the Department 
Board expand its motion to refrain from awarding 
bonuses to any individuals, including volunteers.  We 
further recommend the Department Board take 
additional measures to ensure bonus payments are not 
paid in the future by incorporating the moratorium into 
Department policy to formally communicate in its 
policies that bonus payment are not allowed.  Once 
developed, the policy should be formalized in writing, 
maintained in the official records of the Department, 
and distributed to all Board members. 
 
Finding 6:  The Chief’s spouse was awarded $63,000 
as payment for services despite no official report or 
record of hours worked.   
Between November 8, 2010 and November 11, 2014, 
the Department Board awarded the Department Chief’s 
spouse a total of $63,000 as payment for secretarial and 
bookkeeping services.  While Department records 
indicate that the payments made to the Chief’s spouse 
were reported to the federal government for tax years 
2010 through 2013 as 1099 miscellaneous income, the 
Department awarded these annual payments to the 
Chief’s spouse without requiring documentation of the 
hours worked by the Chief’s spouse throughout the 
year.  Without requiring documentation of the hours 
worked, the Department Board is not effectively 
ensuring proper use of its funds and has no way 
determine whether the amount of the annual payments 
made to the Chief’s spouse were appropriate. 
Recommendations: We recommend the Department 
Board further discuss the hiring of the Chief’s wife and 
consider this apparent conflict of interests.  If the Board 
continues the contract employment of the Chief’s wife, 
we recommend the Board ensure strong segregation of 
duties and reporting be implemented to ensure an 
alternative line of reporting for the Chief’s spouse so 
that any management decisions related to employment, 
work performance, or salary and benefits are not 
directly influenced by the Chief.  If this contract 
employment continues, we further recommend, in 
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addition to the Board action taken on November 11, 
2014, that the Department Board establish a formal 
written contract with the contractor documenting the 
conditions of employment and expectations of the 
position.  Any contract entered into should specify the 
services the contractor will perform and the terms of the 
contract including the rate of pay and the required 
number of hours to be worked in exchange rate of pay.  
The contract should include specific language requiring 
a detailed timesheet or invoice to substantiate the work 
performed before payment is made to the contractor and 
specify the party responsible for overseeing the all 
aspects of the contract, including performance. 
 
Finding 7:  The Department has not established a 
formal performance evaluation process. 
During the examination, it came to the auditor’s 
attention that the Department has not established a 
formal annual performance evaluation process.  
According to the Department’s attorney, the 
Department did recently conduct personnel 
performance evaluations; however, the action was not 
taken due to a pre-existing policy but, rather, in 
response to inquiries regarding evaluations made by the 
APA. 
Recommendations: We recommend the Department 
Board develop a formal performance evaluation 
process.  This process should require the evaluation of 
each Department employee by their immediate 
supervisor, with an annual evaluation of the 
Department Fire Chief performed by the Department 
Board.  If the Fire Chief continues to serve on the 
Department Board, the Fire Chief should abstain from 
participating in his own evaluation.  Further, we 
recommend this evaluation process be used as part of a 
larger formal compensation structure.  If a formal 
compensation structure does not already exist, we 
recommend the Department Board work with its 
attorney to establish a fair and equitable compensation 
structure for its employees and volunteers. Certain 
elements should be included when establishing a fair 
and equitable compensation structure, including but not 
limited to:  position descriptions detailing required 
candidate qualifications, job duties, and expectations; 
position levels and corresponding salary or hourly pay 
ranges; and, performance incentives.  Finally, we would 
recommend the Department Board continue to work 
with its attorney to strengthen existing policies or to 
develop others to ensure the policies are thorough and 
comprehensive.  As part of that process, we recommend 
the Department Board consider the Auditor of Public 
Accounts Recommendations for Public and Nonprofit 
Boards, which may be found on the APA website at 
http://auditor.ky.gov.  The recommendations contained 
within that document will assist the Board in 

developing and implementing additional organizational 
policies. 
 
Finding 8:  Neither the District nor the Department 
has a formal written contract for legal services. 
During the examination, auditors were advised that that 
neither the District nor the Department has established a 
formal written contract for legal services with its 
attorney.  According to the attorney whose firm has 
provided legal services to both the District and 
Department since 2006, the services provided by the 
firm have been limited.  However, in discussion with 
the attorney, additional legal services have been 
requested in light of recent public inquiries.  A formal 
contract with the attorney will strengthen expenditure 
oversight by ensuring a process is established to 
determine who has the authority to request attorney 
services, the type of services to be performed, the rate 
at which services will be invoiced, the detail required 
for invoicing, any expenses to be paid, and other items 
that should be specifically identified. 
Recommendations: We recommend both the District 
Board and Department Board ensure any agreement it 
enters into is documented in a formal written contract.  
As recommended in Finding 6, any contracts entered 
into should specify the services the contractor will 
perform and the terms of the contract including the 
hourly rate or fixed amount charged for contracted 
services.  The contract should include specific language 
requiring detailed invoices from a contractor to include 
a description of the work performed, the number of 
hours associated with each work step, and the rate at 
which services are being charged.  If services are 
performed by individuals at various levels of 
responsibility or authority within the organization, the 
rates charged for those working at the various levels 
should also be specified. Terms involving specific 
expenses that may be paid should also be included in 
the contract terms.  In addition, a policy should be 
adopted to identify the Board committee responsible for 
reviewing and approving the contract invoices. 
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Scope and 
Objectives for 
Examination 

On October 3, 2014, the Auditor of Public Accounts (APA), in response to 
concerns expressed to this office regarding specific transactions and other activity 
of the Southeast Bullitt Fire Protection District (District), initiated an examination 
of specific issues involving the District.  To accomplish the examination, the APA 
developed the following examination objectives: 
 

  Analyze records and make additional inquiries relating to the recent transfer 
of property between the District and the Southeast Bullitt Volunteer Fire 
and Rescue Department, Inc. (Department) to determine whether public 
assets were misappropriated. 

  Analyze records and make inquiries to determine whether public funds were 
expended for the purpose of bonus payments and to establish retirement 
accounts of $1 million or more to personally benefit the Department’s Fire 
Chief. 

 
 The purpose of this examination was not to opine on the financial statements or to 

duplicate work of routine annual financial statement audits.  Further, while specific 
issues addressed as part of the examination involved the Department, a non-profit 
corporation with which the District has contracted to provide fire protection 
services, the scope of this examination was to address the concerns presented to this 
office and not to examine financial transactions or other records of the Department.  
Unless otherwise indicated, the examination period for this engagement was 
January 1, 2010 through September 30, 2014. 
 

 To address the concerns presented to this office, we requested and examined 
various records, including District and Department Board meeting minutes, District 
and Department expenditure reports as presented to the District Board, general 
warranty deeds, and District loan records.  In addition to the various records 
examined, auditors also interviewed most of the current District Board members, 
the Fire Chief, the District and Department attorney, the CPA currently engaged to 
perform a financial statement audit of the Department, and the CPA who performed 
the financial statement audits for the District for fiscal years (FY) 2008, 2009, 
2010, 2011, and 2013. 
 

 Though the scope of the examination specifically related to the District, a number 
of matters came to the auditor’s attention during the examination, which resulted in 
findings impacting not only the District, but also the Department and the potential 
for future state legislation to address certain issues identified in the report.  Our 
findings and recommendations resulting from this examination are presented in 
Chapter 2 of this report. 
 

 As of this report date, a number of issues involving the District and the Department 
continue to be discussed among various parties, including District and Department 
legal counsels.  These continued discussions create a fluid situation involving 
aspects of a number of issues addressed in this report.  These issues include the 
District contract for fire protection services, the status of the Fire Chief’s position 
on the District Board, and the disposition of assets.   
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District 
Background 

In January 1979, the District was created as a fire protection district authorized 
through Kentucky Revised Statute (KRS) Chapter 75.  Shortly after it was 
organized, the District began contracting with the Department, as authorized by 
KRS 75.050 to provide fire protection services in southeast Bullitt County. 
 

Governance The District Board consists of seven members as required by KRS 75.031.  The 
membership of the seven-member Board includes two members elected by property 
owners in the District, two elected by the firefighters from its membership, and 
three appointed by the Bullitt County Judge/Executive. 
 

 During the examination period, the two individuals elected by the firefighters as 
their District Board representatives were the Fire Chief, who serves as the Vice-
Chair for the Department Board, and the Department Board Chair.  On December 4, 
2014, subsequent to the examination period, the Fire Chief resigned his elected 
position on the District Board after serving on the District Board since 1999. 
 

Financial 
Information 

 
 
 

Revenues and 
Expenditures 

The District operates on a fiscal year beginning July 1 and ending June 30 of the 
following year.  According to the FY 2013 District financial audit statement report, 
revenues totaled $831,189 and operating expenditures were $778,029.  The ending 
cash balance for the District for FY 2013 was $271,016. 
 

 The primary source of revenue for the District comes from tax receipts.  The Board 
is authorized by KRS 75.040 to levy an annual property tax, not to exceed “ten 
cents ($0.10) per one hundred dollars ($100) of valuation as assessed for county 
taxes.”  According to District Board meeting minutes and District audited financial 
statement audits, the District has maintained the maximum tax rate allowable on 
personal and tangible property since at least 2008. 
 

 The primary expense of the District is its contract for fire protection services with 
the Department.  The contract does not specify a specific payment amount owed to 
the Department for the fire protection services, but rather states: 
 

 The District agrees to pay the net proceeds of the Fire Protection tax 
revenue collected from all persons, firms and corporations with the 
District, save necessary and reasonable operating expenses of the 
District, to the Volunteer Fire Department, which funds shall be used 
by the Volunteer Fire Department for the provision of the fire 
protection services, equipment and facilities necessary thereto. 

 
 Payments to the Department are made bi-annually by the District Board, typically 

in July and January each fiscal year.  According to District financial reports and 
minutes, the District Board approved a total of $3,940,000 in payments to the 
Department for contract fire protection services from July 1, 2010 through July 30, 
2014. 
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Fixed Assets The District audited financial statements for FY 2013 report that $1,026,648 in land 
was deleted from the District fixed assets.  The CPA performing the District 
financial statement audit stated that this transaction was reported to reflect property 
transferred from the name of the District into the name of the Department. 
 

 On May 6, 2013, general warranty deeds confirm the District transferred ownership 
of two properties to the Department valued at a total of $798,000.  The properties 
were originally purchased by the District in August 2011.  The difference between 
the value of these two properties and the value of land deleted from the District 
fixed assets in FY 2013 was identified to auditors by the District’s CPA as a 
property purchased in 2009, which was added to the financial statements of the 
District.  Based on research performed by this office including a review of 
Department meeting minutes, it appears the property was erroneously reported as 
an asset of the District.  The Department purchased the property in 2009 for 
$248,644 and the Bullitt County Property Valuation Administrator records 
document that the property was placed in the name of the Department when 
purchased. 
 

Department According to its Articles of Incorporation, on file with the Kentucky Secretary of 
State’s Office, the Department was incorporated on August 2, 1979 under the 
authority of KRS Chapter 273. Two months after the Department formed, it entered 
into an agreement with the District on November 5, 1979 to provide fire protection 
services to the Southeast portion of Bullitt County.  Despite rumors, the Kentucky 
Secretary of State records document that the Department was not organized by the 
current Fire Chief or other current Department Board membership.  The Chief 
himself did not join the Department until 1990. 
 

 The Articles of Incorporation state that the purpose of the Department is to: 
 

 operate a volunteer fire department, promoting public safety by 
rendering fire fighting services, by rendering fire prevention services 
and education therefore, and by providing rescue services, all of 
which services are to be rendered and performed on a not-for-profit 
basis.  

 
 The Department’s Articles of Incorporation prohibit any part of the income of the 

Department to “inure the benefit of any member, trustee, director, officer of the 
Corporation, or a private individual.”  Further, the Articles of Incorporation state 
that in the event of dissolution, 
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 no member shall be entitled to any distribution or division of its 
remaining property or its proceeds, and the balance of all monies and 
other property received by the Corporation from any source, after 
the payment of all debts and obligations of the Corporation, shall be 
used or distributed exclusively for purposes within the intendment of 
such 501 (c) of the Internal Revenue Code as the same now exists, or 
as it may be amended from time to time. 

 
Finances 
 

According to the Department, its primary source of revenues is derived from the 
contract with the District.  In addition, the Department receives revenues from 
insurance claims, state aid provided through the Kentucky Commission on Fire 
Protection Personnel Standards and Education (Fire Commission), and interest on 
accounts.   
 

 Table 1 shows the breakdown of Department revenue received each calendar year 
(CY) through the Department contract with the District.  As can be seen in Table 1, 
Department revenue from its contract with the District declined significantly 
between CY 2011 and CY 2012.  The reason for the decline in CY 2012 revenue 
was due to the District and Department agreeing to allow the District Board to 
utilize the Department’s January payment to assist the District in paying off a $1 
million loan the District had originally taken out to assist the Department in 
purchasing property for new station construction.  See Finding 2 in Chapter 2 for 
further description of these events. 
 

Table 1:  Annual contract payments received between January 1, 2010 and 
September 30, 2014 by the Department through its contract with the District. 

Calendar Year 2010 2011 2012 2013 2014 

Total annual payment received $ 1,150,000 $ 1,350,000 $ 450,000 $ 700,000 $ 790,000 
 Source:  APA based on District and Department meeting minutes from January 1, 2010 through  September 30, 2014. 

 
 According to information provided by the Department, the balance of Department 

bank accounts totaled over $2.7 million as of October 31, 2014.  These balances 
increased by over $546,000 since CY ending 2013 when the Department bank 
balances were almost $2.2 million. 
 

 During a review of Department Board meeting minutes from January 1, 2010 
through September 2014, auditors found Department budgets as reported to the 
Department Board for CY 2010 through 2014.  Table 2 summarizes by expenditure 
account, the Department budgets for CY 2011 through 2014. 
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Table 2:  Department Budgets for CYs 2010 through 2014. 
Account  Account Description CY 2010 CY 2011 CY 2012 CY 2013 CY 2014 
1000 Mortgages  $              - $              - $              - $              - $              -
1100 Vehicle Purchases 35,000 150,000              -  -  46,000 
1101 Vehicle Payments                 -  - -  -  -  
2001 Phone 6,000 4,500          4,800        7,000       7,000 
2002 Electric 15,000 15,000 14,000  16,000 15,000 
2003 Propane/Natural Gas 35,000 20,000 20,000      12,000     11,000 
2004 Water 3,500 1,200 1,200       1,400 1,300 
3000 Insurance 27,000 24,000 25,000  28,000     29,000 
4000 Gasoline/Fuel       32,000 15,000 16,000     16,000     15,000 
5000 Construction 150,000 2,000   1,200,000   200,000     32,000 
 
5001 

Building 
Maintenance/Supplies N/A N/A

 
N/A 15,000 1,000 

5002 Furniture/Fixtures N/A N/A N/A 15,000 3,000 
 
6000 

Equipment Purchase 
(Gear/Uniforms) 20,000 20,000

 
20,000  20,000 12,000 

 
6001 

Miscellaneous 
Equipment Purchases 20,000 20,000

 
20,000  20,000 6,000 

 
6002 

Equipment Purchase 
(Repairs/Maintenance) 10,000 10,000

 
8,000  

 
 7,500 6,000 

 
6003 

Radio/Pager 
(Repairs/Purchases) 10,000 10,000

 
8,000  

 
   3,000 

 
      200 

 
7000 

Miscellaneous 
Operating Expenses 

 
 20,000 15,000

 
15,000  10,000      6,000 

 
7001 

Firemen Expense 
Reimbursement 

 
 18,000 15,000

  
  15,000  

 
 15,000     12,000 

8000 Mechanical Services 20,000 10,000 10,000  5,000       5,000 
8001 EMT/Rescue Expenses            500 500             500  500 -  
8002 Departmental Meetings 4,000 3,000 3,000       2,000       2,000 
8003 Repeater Fees             -  -  -   -  - 
9000 Administrative Services 18,000 18,000 15,000  15,000 15,000 
9001 Professional Fees 30,000 20,000        20,000  12,000 15,000 
9002 Payroll Expenses     200,000 200,000      225,000  275,000 275,000 
9003 Contingency Fund         5,000 5,000          5,000  5,000                -  
 Total Annual Budget  $679,000 $578,200 $1,645,500  $700,400 $514,500 

Source:  APA Based on Department budget reports contained within Department Board meeting minutes between January 1, 2010 
through September 2014. 

 
 Table 3 is a summary of Department expenditures as reported in monthly financial 

reports provided to the District Board between January 1, 2010 and September 30, 
2014.  As is seen in Table 3, the highest expense categories for the Department 
each year typically appear to be construction and payroll.  In 2014, the amount 
expended only represents expenses through September 30, 2014. 
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Table 3:  Annual Department Expenditures by Expense Category for CYs 2010 through  
September 2014. 

 
 

Account 

 
 

Expense Category 

 
 

CY 2010 

 
 

CY 2011 

 
 

CY 2012 

 
 

CY 2013 

CY 2014 
thru 

September 
2014 

1000 Mortgages  $               -   $                -   $                   -   $               -   $               -  
1100 Vehicle Purchases 96,419.00     41,857.00                       -             15.00    44,076.48 
1101 Vehicle Payments                   -                    -                        -                    -                     -  
2001 Phone       4,037.20       4,678.82          4,644.81        6,861.44       4,839.13 
2002 Electric     10,030.21     13,918.83        12,821.34      13,381.56       8,841.00 
2003 Propane/Natural Gas       9,188.48       8,536.37          3,932.97        9,717.51     13,317.74 
2004 Water          867.65          892.28          1,201.92        1,127.30         957.00 
3000 Insurance     21,937.80     23,046.29        25,839.61      27,969.60     28,258.65 
4000 Gasoline/Fuel     12,806.23     13,599.17        13,868.40      12,907.25       9,311.91 
5000 Construction   228,722.09   119,159.16   1,359,880.37    195,479.56       1,500.00 

 
5001 

Building 
Maintenance/Supplies N/A N/A

 
N/A 

 
 3,192.51 

 
1,664.46 

5002 Furniture/Fixtures N/A N/A N/A       3,391.28                   -  
 

6000 
Equipment Purchases 
(Gear/Uniforms) 

 
 5,685.48 

 
 12,292.00 

  
 1,361.00  

 
 8,968.99 

 
2,913.78 

 
6001 

Miscellaneous 
Equipment Purchases 

 
62,529.33 

 
  5,749.12 

  
 19,994.37  

 
8,295.96 

 
9,947.09 

 
6002 

Equipment 
(Repairs/Maintenance) 

 
 5,391.12 

 
5,291.12 

  
  4,253.78  

 
 6,885.13 

 
3,153.86 

 
6003 

Radio/Pager 
(Repairs/Purchases) 

 
 9,653.50 

 
   3,789.28 

  
       4,785.00  

 
   1,273.21 

 
-  

 
7000 

Miscellaneous 
Operating Expenses 

 
7,115.91 

 
 10,151.74 

  
     7,205.91  

 
  5,029.03 

 
3,773.92 

 
7001 

Firemen Expense 
Reimbursement 

 
    14,752.00 

 
  11,888.00 

  
 10,337.00  

 
 10,024.00 

 
-  

8000 Mechanical Services         550.31       1,776.39             880.46        4,155.15       3,180.94 
8001 EMT/Rescue 

Expenses 
 

               -  
 

          -  
  

               -  
 

                -          261.24 
8002 Departmental 

Meetings 
 

2,194.17 
 

2,305.20 
  

1,122.71  
 

1,612.00 
 

              -  
8003 Repeater Fees                   -                    -                        -                    -                     -  
9000 Administrative 

Services 
 

  11,100.00 
 

12,250.00 
  

12,250.00  
 

14,500.00 
 

          -  
9001 Professional Fees                   -                    -           7,500.00        4,765.00       1,610.00 
9002 Payroll Expenses   188,529.91   206,667.49      224,724.90    225,101.59   156,843.77 
9003 Contingency Fund -  -  -                 -      18,600.00 

 Total Annual 
Spending  

 
$691,510.39 $597,848.26 

  
$1,716,604.55  $564,653.07 $313,050.97 

Source:  APA Based on Department expenditure reports provided to the District between January 1, 2010 through  
September 30, 2014. 
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 Table 4 summarizes the total budget and actual Department expenditures presented 
in Tables 2 and 3 for CY 2010 through September 2014.  As is evidenced in Table 
4, actual spending by the Department exceeded the Department budget in CY 2010 
through 2012, the most significant overage occurred in CY 2012.  In Tables 5 
through 7, the expenditures for individual Department budget line items are 
presented to identify where the most significant budget overages actually occurred. 
 

 Based on Tables 5 through 7, it appears the most significant variance between 
budget to actual expenditures for CY 2010 through 2012 occurred under the 
Department construction line item, Account 5000.  The Department’s budgeted 
construction account was exceeded by $78,722, $117,159, and $159,880 for CY 
2010, CY 2011, and CY 2013, respectfully.  During those years, Department Board 
meeting minutes document the Department constructed two new stations. 
 

 Actual Department expenditures for CY 2014 presented in Tables 3 and 4 are only 
through September 2014, so it cannot be determined whether Department spending 
will meet or exceed the 2014 Department annual budget. 
 

         Table 4: Summary analysis of total Department Budget to Actual Expenditures for CYs 2010  
          through September 2014 

CY 2010 CY 2011 CY 2012 CY 2013 CY 2014 
Budget  $679,000  $578,200 $1,645,500  $700,400  $514,500 
Actual  691,510 597,848 1,716,605 564,653 313,051 
Difference  $(12,510)  $(19,648)  $(71,105)  $135,747  $201,449 

Source:  APA Based on Department budget reports contained within Department Board meeting minutes and Department 
expenditure reports provided to the District between January 1, 2010 through September 2014. 
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Table 5:  CY 2010 Budget to Actual Department Expenditures by Expense Account. 
 

Account 
 

Expenses 
CY 2010 
Budget 

CY 2010 
Actual 

 
Variance 

1000 Mortgages  $           -     $          -     $          -    
1100 Vehicle Purchases       35,000   96,419   (61,419)
1101 Vehicle Payments               -               -               -  
2001 Phone 6,000       4,037        1,963 
2002 Electric      15,000     10,030        4,970 
2003 Propane/Natural Gas      35,000       9,188     25,812 
2004 Water        3,500          868        2,632 
3000 Insurance      27,000     21,938       5,062 
4000 Gasoline/Fuel      32,000     12,806     19,194 
5000 Construction    150,000   228,722   (78,722)
6000 Equipment Purchases (Gear/Uniforms)        20,000 5,685 14,315 
6001 Miscellaneous Equipment Purchases 20,000 62,529 (42,529)
6002 Equipment (Repairs/Maintenance)      10,000       5,391       4,609 
6003 Radio/Pager (Repairs/Purchases)      10,000       9,654           347 
7000 Miscellaneous Operating Expenses     20,000       7,116     12,884 
7001 Firemen Expense Reimbursement      18,000     14,752       3,248 
8000 Mechanical Services      20,000          550      19,450 
8001 EMT/Rescue Expenses           500              -            500 
8002 Departmental Meetings        4,000       2,194       1,806 
8003 Repeater Fees               -               -               -  
9000 Administrative Services      18,000     11,100        6,900 
9001 Professional Fees      30,000              -       30,000 
9002 Payroll Expenses    200,000   188,530     11,470 
9003 Contingency Fund        5,000              -         5,000 

 Totals $ 679,000 $691,510 $ (12,510)
Source:  APA Based on Department budget reports contained within Department Board meeting minutes and Department 

expenditure reports provided to the District between January 1, 2010 through December 2010. 
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Table 6:  CY 2011 Budget to Actual Department Expenditures by Expense Account. 
 

Account 
 

Expenses 
CY 2011 
Budget 

CY 2011 
Actual 

 
Variance 

1000 Mortgages  $           -   $           -   $            -  
1100 Vehicle Purchases     150,000     141,857          8,143 
1101 Vehicle Payments               -                -                 -  
2001 Phone       4,500       4,679        (179)
2002 Electric      15,000     13,919        1,081 
2003 Propane/Natural Gas      20,000       8,536      11,464 
2004 Water        1,200          892           308 
3000 Insurance      24,000     23,046            954 
4000 Gasoline/Fuel      15,000     13,599         1,401 
5000 Construction        2,000   119,159  (117,159)
6000 Equipment Purchases (Gear/Uniforms)  20,000    12,292        7,708 
6001 Miscellaneous Equipment Purchases      20,000       5,749       14,251 
6002 Equipment (Repairs/Maintenance)      10,000       5,291         4,709 
6003 Radio/Pager (Repairs/Purchases)      10,000       3,789        6,211 
7000 Miscellaneous Operating Expenses      15,000     10,152         4,848 
7001 Firemen Expense Reimbursement      15,000     11,888         3,112 
8000 Mechanical Services      10,000       1,776         8,224 
8001 EMT/Rescue Expenses           500               -             500 
8002 Departmental Meetings        3,000       2,305           695 
8003 Repeater Fees               -                -                 -  
9000 Administrative Services      18,000     12,250        5,750 
9001 Professional Fees      20,000               -       20,000 
9002 Payroll Expenses    200,000   206,667      (6,667)
9003 Contingency Fund        5,000               -          5,000 

 Totals  $578,200 $597,848  $(19,648)
Source:  APA Based on Department budget reports contained within Department Board meeting minutes and Department 

expenditure reports provided to the District between January 1, 2011 through December 2011. 
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Table 7:  CY 2012 Budget to Actual Department Expenditures by Expense Account. 

Account Expenses 
CY 2012 
Budget 

CY 2012 
Actual Variance 

1000 Mortgages  $             -   $             -   $          -  
1100 Vehicle Purchases                 -                  -               -  
1101 Vehicle Payments                 -                  -               -  
2001 Phone          4,800         4,645          155 
2002 Electric        14,000        12,821       1,179 
2003 Propane/Natural Gas        20,000          3,933     16,067 
2004 Water          1,200          1,202            (2)
3000 Insurance        25,000        25,840        (840)
4000 Gasoline/Fuel        16,000        13,868       2,132 
5000 Construction   1,200,000   1,359,880 (159,880)
6000 Equipment Purchases (Gear/Uniforms)        20,000          1,361    18,639 
6001 Miscellaneous Equipment Purchases        20,000        19,994              6 
6002 Equipment (Repairs/Maintenance)          8,000          4,254       3,746 
6003 Radio/Pager (Repairs/Purchases)          8,000          4,785       3,215 
7000 Miscellaneous Operating Expenses        15,000          7,206       7,794 
7001 Firemen Expense Reimbursement        15,000        10,337       4,663 
8000 Mechanical Services        10,000             880       9,120 
8001 EMT/Rescue Expenses             500                 -           500 
8002 Departmental Meetings          3,000          1,123       1,877 
8003 Repeater Fees                 -                  -               -  
9000 Administrative Services        15,000        12,250       2,750 
9001 Professional Fees        20,000          7,500     12,500 
9002 Payroll Expenses      225,000      224,725          275 
9003 Contingency Fund          5,000                 -        5,000 

Totals $1,645,500 $1,716,605 $(71,105)
Source:  APA Based on Department budget reports contained within Department Board meeting minutes and Department 

expenditure reports provided to the District between January 1, 2012 through December 2012. 
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Finding 1:  The 
District Board 
continues to levy 
property taxes at 
the highest 
allowable statutory 
rate without 
conducting an 
analysis of the 
actual costs 
necessary to 
provide fire 
protection service 
to District 
property owners. 

According to KRS 75.040, the District Board has the authority to levy an annual 
property tax, not to exceed “ten cents ($0.10) per one hundred dollars ($100) of 
valuation as assessed for county taxes.”  Though the District is authorized to levy 
taxes to defray operational expenses, within the guidelines of KRS 75.040, the 
District has levied taxes on property in the District at the maximum allowed by 
statute without conducting an analysis of the actual costs or future needs associated 
with providing fire protection services to District residents. 
 
Based on District records examined and interviews with District representatives, 
auditors found the tax rates levied by the District Board have remained unchanged 
for a number of years, dating back to at least 2008.  While the tax rate levied by the 
District Board has remained at the maximum for years, the decision to keep the rate 
the same year after year appears to have been decided by the District Board without 
any formal analysis of the needs of the District and the Department with which the 
District contracts to provide fire protection services.  According to information 
provided by the Department, bank balances for all Department bank accounts 
totaled over $2.7 million as of October 31, 2014.  These balances have grown by 
over $546,000 since CY ending 2013 when the Department bank balances were 
almost at $2.2 million. 
 

 District Board members interviewed and District Board meeting minutes reviewed 
between January 1, 2010 and September 2014 indicated that no formal financial 
analysis or discussion of the financial needs of the District or Department occurred 
prior to approving the tax rates for the upcoming year.  Several Board members 
stated that the Board would simply be notified during its meeting that it was time to 
update the tax rates and then a motion would be made to keep the rates the same as 
last year. The District Board members then approved the tax rates unanimously.   
Three District Board members, including the Department Fire Chief, who served as 
the District Board Chair until he resigned from this position on December 4, 2014, 
stated that the rates were considered to be consistent with neighboring Fire 
Districts.  Whether the rates are consistent with other area taxing districts should 
not be a consideration when establishing the District tax rate. Rather, the tax levied 
by the District Board, according to statute, is to be used to defray operational costs; 
therefore, the current and future costs of operation should be the primary concern of 
Board members when voting on a tax rate. 
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 District Board members interviewed noted that though no formal financial analysis 
was performed prior to levying the annual tax rate, District Board members did 
receive monthly Department expenditure reports summarizing the Department’s 
spending month by month.  Through interviews, auditors learned that while District 
Board members were provided Department expenditure reports at monthly District 
Board meetings, the reports were not distributed to members prior to Board 
meetings and that most did not retain a copy to review later, which limited the 
Board members’ opportunity to perform any potential review of Department 
spending to the length of each monthly meeting.  District Board meeting minutes do 
not document significant discussions during monthly meetings of Department 
expenses, revenues, or future operational need.  Though it appears District Board 
members may receive some information regarding Department spending, receipt of 
this information does not constitute a sufficient financial analysis for the purpose of 
determining use of funds or the appropriate rate of tax to be levied on District 
property owners. 
 

 Three of the six District Board members interviewed stated they believed the 
Department could continue to operate with less tax revenue if tax rates were 
lowered by the District Board, while another District Board member stated 
“honestly I don’t know” whether the Department could operate with less tax 
revenue. The former Board Chair and another District Board member noted that the 
District had some ongoing legal matters which caused concerns related to future 
revenues and expenses.  Impact of such legal matters on District revenues was 
noted in the District’s FY 2013 financial statement audit, which stated, “due to 
changes in the District’s boundaries resulting from annexation by a local 
municipality, revenues for the years ending June 30, 2013 and later have been 
reduced by approximately $500,000 annually.”  The attorney currently representing 
both the District and Department stated that the many ongoing legal matters 
involving the District and Department “make it impossible to determine with any 
specificity the exposure the Department and the District have.”  The attorney 
indicated, however, that in the worst case scenario he would estimate legal 
liabilities would be under $100,000. 
 

 Given the over $2.7 million in funds held by the Department as of October 31, 
2014, the consistently high taxation rate, and the lack of in-depth financial analysis 
performed by District Board members, questions exist as to whether the District 
Board takes seriously its function and responsibility to taxpayers.  The public 
source of the funds collected by the District demands a higher level of 
accountability and transparency regarding the purpose and nature of the expenditure 
of these public funds.  Simply contracting for fire protection services and, in 
essence, transferring the majority of taxpayer funds to the Department is not the 
extent of the District Board’s responsibility.  The District Board must take time to 
understand how its funds are used and place taxpayer needs and interests above that 
of the Department.  Status quo in assessing tax rates is irresponsible and should not 
be acceptable to those providing such vital taxpayer services. 
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Recommendations We recommend the District Board perform an annual in-depth financial analysis to 
determine the appropriate level of taxation based on current and future operational 
needs.  This financial analysis should take into account not only current District and 
Department spending, but should also include identifying inefficiencies in an 
attempt to reduce future spending.  Also, we recommend the District Board 
formally document its analysis and related discussions to ensure transparency and 
accountability to the public.  In addition, the District Board should discuss with its 
attorney the status of its potential legal liabilities. 
 

                                   Further, we recommend the Kentucky legislature consider legislation requiring fire 
district boards, as well as other taxing authorities, to perform a formal analysis of 
the anticipated revenues, expenditures, and other reasonable financial 
considerations necessary to operate a district for the following fiscal year prior to 
determining the tax rate levied for the next fiscal year.  We recommend any 
potential legislation require a uniform process be followed by a district to ensure a 
comparable, standard financial analysis is performed when determining the 
financial needs of a district.  We further recommend any potential legislation 
require this analysis to be presented during a public district board meeting, with the 
vote to approve the tax rate levied for the following year in a subsequent public 
district board meeting.  This would allow time for board members to evaluate and 
discuss the rate necessary to operate a district and provide an opportunity for 
taxpayers to question the board. 
 

 We also recommend the District Board Chair ensure more timely reporting of 
District and Department expenditure reports to District Board members.  
Expenditure reports should be provided to each District Board member days in 
advance of monthly Board meetings to allow Board members sufficient opportunity 
to review the reports and be prepared to discuss any questions or concerns Board 
members may have related to spending.  We recommend the review of these reports 
be documented in the Board meeting minutes. 
 

Finding 2:  The 
District Board 
purchased 
property without 
first obtaining an 
appraisal to 
determine an 
appropriate 
purchase price. 
 
 

On August 8, 2011, the District Board voted unanimously to authorize the Fire 
Chief, as its Board Chair, to purchase two properties on behalf of the District for a 
total of $798,000.  The purchased properties were to be used by the Department as 
the building site for a new business office and fire station.  The purchase price for 
the land was negotiated by the Fire Chief months before the District authorized the 
Chief to purchase the properties and without an appraisal to determine whether the 
purchase price was appropriate. 
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 Though the District is not required by state statute or by District policy to obtain an 
appraisal before purchasing property, the practice of obtaining an appraisal is 
simply a sound financial practice, which provides for additional protection when 
purchasing property with taxpayer funds.  An appraisal of property gives the buyer 
an official independent and fair assessment of the property’s value upon which to 
base an offer.  In state government, when the Commonwealth purchases property 
estimated to cost $200,000 or more, two appraisals are required to be performed.  
The policy stipulates that an offer will then be made based on the appraisal value. 
 

 In discussing the District’s purchase of the two properties with the Chief, he 
acknowledged that an appraisal of the properties was not performed prior to the 
District making the property purchases.  The Chief stated that he originally offered 
$248,000 to one property owner for a single 2.48 acre tract of land and $500,000 to 
another property owner for two tracts of land, each being 2.48 acres, for a total of 
4.96 acres.  The Chief stated that he made those offers to the land owners based 
upon his personal opinion of the properties’ values, stating that he was from that 
area and knew the prices for other properties selling in the area.  The first property 
owner accepted the purchase offer; however, the second property owner did not 
initially wish to sell the property to the District, but called the Chief later with a 
counter offer of $550,000, bringing the total for all 7.44 acres to $798,000. 
 

 The Chief noted that prior to purchasing the 7.44 acres of land, the Department 
considered a different property that they would have paid the asking price of 
$1,000,000 for 10 acres of land.  According to District and Department Board 
meeting minutes from 2011, the Department decided that the 10 acres would 
require a significant amount of dozer work, and as such, the Department asked the 
District to purchase, on its behalf, the 7.44 acres of land.  Though the Chief used 
this example as the price of other property in the area, he was unaware if the 
property owners of the 10 acres of land were basing that asking price on an 
appraisal. 
 

 While discussing the procurement of property with the Chief, he stated that he felt 
the District received a good deal on the property purchased as the bourbon trail was 
developing in the area and the property was level, making it easier to build upon.  
Auditors are making no judgment as to the actual fair market value of the land, but 
rather are questioning the process by which the District Board purchased the 
property.  Given the public nature of the funds, the District Board should have 
taken steps to ensure it received accurate and impartial information about the value 
of the property before agreeing to the purchase price. 
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 It should also be noted that the property purchased by the District was the subject of 
an audit finding by the District’s CPA in the FY 2011 financial statement audit.  In 
the CPA FY 2011 audit report, finding 2011-2, the CPA questioned whether the 
District was complying with its contract for services with the Department by 
incurring debt and acquiring real estate when the contract calls for the District to 
pay “the net proceeds of the tax revenue collected” to the Department and the 
Department shall use those funds “for the provision of the fire protection services, 
equipment and facilities necessary thereto.”  In response to this finding, the District 
Board stated it agreed to not represent the Department in any future purchases and 
that the Department would negotiate their own transactions.  In addition, the 
District subsequently transferred the property into the Department’s name in May, 
2013. 
 

 Though the District indicated that it would not represent the Department in future 
purchases, it does not negate the need for appraisals to be performed before 
purchasing land with taxpayer funds.  Whether the purchase of land is completed in 
the future by the District or the Department, the source of the funds used for the 
purchase should be considered.  Though there is a contract in place with the 
Department to provide the fire protection services, the District Board still has an 
obligation to ensure the best, most efficient use of taxpayer funds. 
 

 While making inquiries into the procurement process followed by the District to 
secure this property, auditors were informed by both the District CPA and the Chief 
that no known procurement policies exist at the District.  The Chief was also 
unaware of any procurement policies at the Department.  Procurement policies must 
be in place to establish guidelines by which the procurement of goods and services 
may be purchased with the use of taxpayer funds.  While District expenditures are 
typically limited to professional services, such as attorney services, audit services, 
and the contracted services with the Department, policies provide a fair and 
consistent methodology by which funds can be expended and help an organization 
to obtain the best value for the items purchased. 
 

 Finally, it should be noted that concerns were expressed to this office that the Chief 
and property owners were related; however, both the Chief and one of the property 
owners interviewed, stated that there was no relation between the Chief and the 
property owners.  Auditors were not aware of evidence to suggest otherwise. 
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 Recommendations We recommend the District Board develop a formal written procurement policy.  In 
developing a procurement policy, we recommend the District Board consider 
adopting a policy similar to the model procurement code.  While the District’s 
procurements are limited at this time to mainly a few professional services, there is 
no guarantee that this will continue and the District should be prepared with 
established spending guidelines to ensure consistent and fair procurement practices 
are followed.  Once a policy is developed, and finalized in writing, the policy 
should be distributed to all Board members and to those responsible within the 
District for purchasing with a copy maintained in the official records of the District. 
 

 Once a policy is established, we also recommend the District Board revise its 
contract to require the Department to procure goods and services in compliance 
with the policies established by the District Board.  This will assist District Board 
members in providing additional oversight of the use of the taxpayer funds paid to 
the Department. 
 

 We recommend the District Board ensure that appraisals are obtained prior to 
purchase of real property.  The District Board should develop, as part of its 
procurement policies, a requirement for appraisals to be obtained before negotiating 
the purchase price of real estate.  We recommend the District Board consider 
adopting a policy similar to that followed by the Commonwealth in the 
procurement of real property, including the requirement to obtain two appraisal for 
land estimated to cost over $200,000.  The policy should also require that price 
negotiations begin with, at most, the lowest appraised value. 
 

 We further recommend, the Department Board adopt its own procurement policies 
that, at a minimum, adhere to the District’s procurement policies.  The policies 
developed by the Department would not take precedent over the policies of the 
District when spending public funds nor should they contradict or negate the 
District’s policies but rather the Department policies should be developed to 
supplement the District policies, as determined necessary. 
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Finding 3:  Though 
it reasonably 
appears a conflict 
of interests exists, 
statutory language 
does not seem to 
prohibit the Chief 
and other 
Department 
management from 
representing 
Department 
personnel or 
serving as an 
officer on the 
District Board. 

Since 1990, Department employees have voted for the same individual to serve as a 
member of the District Board while also serving as the Chief of the Fire 
Department, created under KRS Chapter 273.  In approximately 2000, the Fire 
Chief was selected by the District Board to serve as its Chairman.  This relationship 
continued until December 4, 2014, when the Fire Chief resigned as Chair of the 
District Board.  Though it reasonably appears this relationship constitutes a conflict 
of interest, statutory language does not seem to prohibit the Fire Chief, or other 
Department management, from representing the Department personnel on the 
District Board or from serving as its Chairman. 
 
As is required by KRS 75.031(1)(a), the District Board is comprised of seven 
members, two are elected representatives of the “firefighters of the district” who 
“shall be members of the district,” two are elected representatives of District 
property owners who live in the District, and three are appointed by the Bullitt 
County Judge/Executive.  The statutory language does not restrict eligibility to 
prohibit the Fire Chief, who serves as the head of the Department, or other 
Department Board members, from being eligible for election to the District Board 
or from serving as its Chairman. 
 

 Until the Department Fire Chief recently resigned his position on the District 
Board, the firefighter representation on the District Board consisted for years of two 
members from the Department Board, the Chief and the Department Board Chair.  
Given the contract for fire protection services between the District and Department, 
this arrangement is concerning. 
 

 Though separate organizations, it does not appear that the roles and responsibilities 
of each organization have been clearly defined by each Board; as such, the actions 
taken by the District and Department Boards are at times indistinguishable.  The 
best example would be the process by which the District and Department have 
handled property acquisition.  In 2009, the District Board agreed to help the 
Department procure property to build a new fire station, referred to as Station III.  
To assist in this endeavor, the District took out two $500,000 loans; however, the 
property was purchased by the Department as its Board determined it had sufficient 
funds to complete the project without use of the loans already obtained by the 
District.  Rather than pay off the two loans, the District Board agreed to continue to 
retain the loans to assist the Department in purchasing another property to build a 
new fire station, referred to as Station II.  The two separate loans held by the 
District were consolidated into a single $1 million loan in August 2011, with the 
Department providing its money market account as collateral for the District’s loan.   
The CPA conducting the District’s FY 2011 financial statement audit addressed this 
arrangement in audit findings, 2011-2 (also, see Finding 2 of this report), and 2011-
4.  As reported in Finding 2 of this report, the property purchased by the District 
ultimately was then transferred into the name of the Department, removing the 
property as an asset of the District. 
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 We believe the questionable business practices identified by the transactions 
described above are in part the result of the commonality that exists between the 
District and Department Board memberships.  The similarity in management of the 
District and Department has caused the public, including at least one member of the 
District Board, to question the intent of certain District Board actions, such as the 
transfer of District property to the Department; again, however, state statutes do not 
appear to prohibit such activity. 
 

 In a letter dated October 6, 2014 to members of the Bullitt County Fiscal Court, the 
Department attorney addressed the concern expressed by one District Board 
member regarding the ability to transfer District property to the Department.  See a 
copy of the letter in Exhibit 1.  The attorney noted in his letter: 
 

 KRS 75.050 specifically allows fire protection districts to enter into 
contracts with incorporated non-profit fire departments for fire 
protection services and to pay over tax proceeds to such a 
corporation in return for the provisions of fire protection services.  
There is no legal or contractual requirement that fire protection 
district board members or trustees be separate from any association 
with the contracting corporation.  

 
 He further noted in his letter: 

 
 Consistent with the Department’s Articles of Incorporation and its 

existence as a non-profit corporation organized for the public 
welfare, all the Department’s assets are used for the promotion of 
public safety through the rendering of fire fighting services, fire 
prevention services and education, and rescue services.  These 
services are rendered on a non-profit basis and all expenditures are 
subject to monthly monitoring by the District and annual audit.  As a 
non-profit public welfare corporation organized under Chapter 273 
of the Kentucky Revised Statutes, the Department is allowed to own 
property and equipment.  In furtherance of securing the services of 
the Department, the District is legally entitled to transfer property to 
serve public purpose.  This is a well-established principle of 
municipal law repeatedly recognized in Kentucky case law. 

 
 Given the authority of the District Board to establish the tax rate each year and the 

contract between the District and Department in which the Department receives the 
net proceeds of taxes collected, concern exists that the District Board has been lax 
in its responsibility to the taxpayers of the District as it may be placing the interests 
of the Department above that of the taxpayers.  See Finding 1. 
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 The CPA engaged by the District to perform financial statement audits for FYs 
2008, 2009, 2010, 2011, and 2013 included within the notes of these District 
financial statements an advisement regarding the close relationship between the 
District and the Department.  As reported in the District financial statement audit 
report in 2013, Note 3 – Related Party Transactions specifically states, in part: 
 

 The Southeast Bullitt Volunteer Fire and Rescue Department, Inc. (a 
non-profit corporation) has similar management and governance to 
the District and its operations, board meetings and policies are at 
times indistinguishable from those of the District.  This situation has 
in the past resulted in difficulty distinguishing between the assets 
and liabilities of the two entities. 

 
 Due to the close relationship between the District and the Southeast 

Bullitt Volunteer Fire and Rescue Department, Inc. it is strongly 
recommended that those relying on these financial statements 
thoroughly familiarize themselves with the operation of the entity as 
well.   
 

 While the commonalities in board membership between these two organizations 
cause great concern and confusion, the ability for the management of the 
Department to serve as an officer of the District Board causes additional concern.  
By serving as the District Board Chair, the Fire Chief has been authorized to sign 
contracts and represent the District in various financial matters, including the 
contract for services with the Department through which he is employed and from 
which his wife has received payments for her volunteer services. See Finding 6.   
 

 Auditors believe lax business practices have been allowed to develop and continue 
within the District and Department for a number of years because of the close 
association, which has also increased the potential risks for abuse to exist.   The 
current relationship between the District and Department Board members appears 
not to be prohibited by state statute, and the potential exists for such situations to 
occur in other fire districts across the state.  For this reason, any measures to truly 
resolve the situation will require legislative action to protect not only the interests 
of taxpayers of this District, but taxpayers across the Commonwealth.   
 

Recommendations We recommend state legislators study the provisions of KRS Chapter 75, and 
consider revising those statutes to provide restrictions in those instances where a 
fire district contracts with a fire department for fire protection services to preclude 
members of the contracting department’s management, including department fire 
chiefs, from being eligible to serve on fire protection district boards, or, at a 
minimum, as officers of district boards.  A clear delineation between the 
management of each organization is imperative.   
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 Further, we recommend state legislators consider revising these statutory provisions 
to address the authority of a district board to transfer ownership of property to a 
department with which a district contracts to provide public fire protection services.  
 

 Until such time as the statute(s) are revised, and in an effort to immediately address 
what reasonably appears to be a conflict, we recommend the District Board explore 
the legality of implementing a policy to disallow members of Department 
management to serve as officers of the District Board.  This would not restrict the 
Department firefighters from electing members of management as their 
representatives on the District Board, but would provide some degree of separation 
between the management of the District and Department.  
 

Finding 4:  The 
Department is not 
registered as a 
Special Purpose 
Governmental 
Entity, though it 
meets the criteria 
established under 
KRS Chapter 65A. 

Auditors found the Department under contract to provide fire protection services to 
the District since 1979 has not registered as a Special Purpose Governmental Entity 
(SPGE) with the Kentucky Department for Local Government (DLG), as required 
by KRS 65A.020.  Based on information provided by the Department and research 
performed by this office, including an analysis of existing state statutes, the 
Department should be registered as a SPGE.  As such, the Department, which has 
received over $ 4.4 million in public funds since January 2010 through its contract 
with the District, is required to annually file certain financial reports with DLG, 
including financial statement audits under certain conditions, as required in KRS 
Chapter 65A.  Annual SPGE financial filings foster transparency and accountability 
for the public funds it receives. 
 

 In 2013, legislators passed House Bill 1, codified as KRS Chapter 65A.  Through 
this legislation, special districts were redefined as SPGEs, and include agencies that 
were not previously considered special districts.  DLG, charged with implementing 
House Bill 1, assists in identifying organizations in the state that are SPGEs and 
that should be complying with the reporting requirements.  To be considered a 
SPGE, an organization must meet the following criteria outlined in KRS 
65A.010(9)(a): 
 

 “Special purpose governmental entity” or “entity” means any 
agency, authority, or entity created or authorized by statute which: 
 

 1. Exercises less than statewide jurisdiction; 
 2. Exists for the purpose of providing one (1) or a limited 

number of services or functions; 
3. Is governed by a board, council, commission, committee, 

authority, or corporation with policy-making authority that is 
separate from the state and the governing body of the city, 
county, or cities and counties in which it operates; and 

 4. a. Has the independent authority to generate public funds; or 
b. May receive and expend public funds, grants, awards, or 

appropriations from the state, from any agency, or 
authority of the state from a city or county, or from any 
other special purpose governmental entity. 
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 Based on information reviewed, the Department meets the criteria established 
through KRS 65A.010.  The jurisdiction of the Department is less than statewide, 
its articles of incorporation state that it exists to provide a limited number of public 
services; it is governed by its own separate board, and receives public taxes through 
semiannual payments as a result of its contract for services with the District, and 
state aid through the Fire Commission.    
 

 Furthermore, according to Fire Commission records, the Department has been a 
certified volunteer fire department since it was created pursuant to KRS Chapter 
273 in 1979.  Per KRS 75.410(2), “[i]n order to be recognized and certified, a 
volunteer fire department shall be organized pursuant to KRS 75.010, KRS 67.083, 
KRS Chapter 95, or KRS Chapter 273.”  Given the fire Department was created 
under KRS Chapter 273 and meets the other criteria of a SPGE, it must comply 
with the statutory provisions for a SPGE. Certification as a volunteer fire 
department with the Fire Commission has allowed the Department to annually 
receive state aid through the Fire Commission.  For 2010 through 2013, the 
Department has received $33,000 in state aid from the Fire Commission.  
 

 KRS 75.430(1) states: 
 

 [e]ach recognized and certified fire department created pursuant to 
KRS Chapter 273 shall comply with the provisions of KRS 65A.010 
to 65A.090.   

 
 Although the Department meets the criteria to be a SPGE, DLG records show that 

the Department is not registered as a SPGE, and DLG does not currently have on 
file any financial information required by KRS 65A.020 to be submitted by the 
Department as a SPGE.  At the time of our initial inquiry relating to this matter, no 
contact had been made between the Department and DLG to discuss whether the 
Department should be reporting as a SPGE.   Since that time, auditors have 
discussed the matter with both the Department attorney and representatives from 
DLG.   

 
 If Department management believes it is exempt from SPGE requirements because 

it disputes its status as a certified fire department, its receipt of state aid from the 
Fire Commission would be improper.  Identification of the Department as a SPGE 
would place greater accountability and transparency on the organization regarding 
the use of public funds, which the Department receives semiannually through its 
contract with the District and through the Fire Commission as a certified volunteer 
fire department.  Final determination of whether the Department is a SPGE is 
imperative given the nature of concerns expressed to this office and the need for 
organizations to be held accountable for the use of public funds in a meaningful and 
transparent manner.   
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Recommendations 
 

We recommend the Department Board contact the appropriate DLG representatives 
and discuss the need for the Department to report as a SPGE, as defined by KRS 
65A.010, and as required of certified fire departments by KRS 75.430(1).  
Documentation and other information needed for review by DLG should be 
provided in an expedited manner to resolve the matter promptly.  If determined to 
be a SPGE, the Department Board should register and file the appropriate financial 
information with DLG.  If determined not to be an SPGE because it is not a 
certified fire department, we recommend the Fire Commission take appropriate 
action to recover the training aid the Department has inappropriately received.  
 

 This finding will be referred to DLG and the Fire Commission for its consideration 
and action.   
 

Finding 5:  The 
Department 
awarded $5,200 in 
annual Christmas 
bonuses to 
employees and 
select volunteers. 

Between November 8, 2010 and November 11, 2013, the Department Board 
approved $5,200 in Christmas bonus payments to the Chief, other Department 
personnel, and select volunteers.  While the Department is a non-profit corporation 
formed under KRS Chapter 273, the Department provides public services through 
the use of public tax funds collected by the District.  Use of public funds by an 
entity to award bonuses to Department volunteers and personnel is questionable. 

 According to the Kentucky Office of Attorney General (OAG) Opinion 83-432, the 
payment of a bonus to public employees is considered “a gift from an employer 
given out of his largesse”, and as such “it would be illegal under Kentucky 
Constitution, Section 3, as a grant of exclusive, separate public emolument or 
privilege–not in consideration of public service.”  Though not reporting as a SPGE 
with DLG, as discussed previously in Finding 3, the Department operates as a 
public organization, providing public service, and operates primarily from public 
funds it receives through a contract with the District.   Further KRS 75.050, relating 
to contract by fire district for fire protection states, in part: 
 

 The personnel and equipment of a contracting party, in going to and 
returning from a fire, or in answering and responding to a false fire 
alarm or call, and while endeavoring to extinguish fires within the 
area covered by the contract, shall be deemed and hereby is declared 
to be engaged in the exercise of a governmental function.   

 
 Based on these facts and the OAG opinion, we believe the annual bonus payments 

are not allowable.   
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 Per documentation provided by the Department through its attorney, the Chief 
made a motion to “no longer give a Christmas bonus to paid employees” during the 
Department Board meeting held on November 11, 2014.  This motion was made 
after the Board was advised by its attorney that the practice of paying such bonuses 
should be discontinued and the motion was passed unanimously.  While the Board 
appears to have taken appropriate action to cease the practice of awarding bonuses 
to paid personnel, the Board did not address awarding bonus payments to 
volunteers.   
 

Recommendations We recommend the Department Board expand its motion to refrain from awarding 
bonuses to any individuals, including volunteers.  We further recommend the 
Department Board take additional measures to ensure bonus payments are not paid 
in the future by incorporating the moratorium into Department policy to formally 
communicate in its policies that bonus payment are not allowed.  Once developed, 
the policy should be formalized in writing, maintained in the official records of the 
Department, and distributed to all Board members. 
 

Finding 6:  The 
Chief’s spouse was 
awarded $63,000 
as payment for 
services despite no 
official report or 
record of hours 
worked.   

Between November 8, 2010 and November 11, 2014, the Department Board 
awarded the Department Chief’s spouse a total of $63,000 as payment for 
secretarial and bookkeeping services.  While Department records indicate that the 
payments made to the Chief’s spouse were reported to the federal government for 
tax years 2010 through 2013 as 1099 miscellaneous income, the Department 
awarded these annual payments to the Chief’s spouse without requiring 
documentation of the hours worked by the Chief’s spouse throughout the year.  
Without requiring documentation of the hours worked, the Department Board is not 
effectively ensuring proper use of its funds and has no way determine whether the 
amount of the annual payments made to the Chief’s spouse were appropriate.   
 

 Monthly Board meeting minutes document the Department Board’s approval of the 
annual payments to the Chief’s spouse.  The language recorded each year in 
Department Board meeting minutes stated that the Chief’s spouse “does not charge 
the Fire Department for her secretarial/bookkeeping services” and then a motion is 
made by a Board member, seconded by another Board member and then approved 
by the Department Board.  In all instances, someone other than the Chief made the 
motion and seconded the motion.  In all but one instance, Department Board 
meeting minutes document that the Fire Chief abstained from the vote.  Department 
Board meeting minutes from December 10, 2012, document that the Chief was 
present at the Board meeting and that all Board members approved the motion to 
compensate the Chief’s wife $12,000 for services rendered throughout the year.   
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                                     During a Department Board meeting on November 11, 2014, the Department Board 
voted to hire the Chief’s wife “as the secretary/bookkeeper of the Fire Department 
as a contract employee starting January 1, 2015,” with a salary of $1,200 per 
month.  The meeting minutes indicate that the Chief abstained from the vote.  
According to the Chief, the Department does not have policies pertaining to hiring 
of personnel but noted that the Department Board will always approve employment 
of personnel.   
 

 Though it appears that the Department Board was responsible for hiring the Chief’s 
spouse, it is unclear how the Department will ensure proper supervision and 
oversight of this position so as to prevent a potential conflict of interest.  Given that 
the Chief is considered the head of the organization according to the Department 
Rules and Regulations revised January 6, 2014, this matter appears to create an 
apparent conflict of interests and should be addressed further by the Department 
Board.   
 

Recommendations We recommend the Department Board further discuss the hiring of the Chief’s wife 
and consider this apparent conflict of interests.  If the Board continues the contract 
employment of the Chief’s wife, we recommend the Board ensure strong 
segregation of duties and reporting be implemented to ensure an alternative line of 
reporting for the Chief’s spouse so that any management decisions related to 
employment, work performance, or salary and benefits are not directly influenced 
by the Chief.   
 

 If this contract employment continues, we further recommend, in addition to the 
Board action taken on November 11, 2014, that the Department Board establish a 
formal written contract with the contractor documenting the conditions of 
employment and expectations of the position.  Any contract entered into should 
specify the services the contractor will perform and the terms of the contract 
including the rate of pay and the required number of hours to be worked in 
exchange rate of pay.  The contract should include specific language requiring a 
detailed timesheet or invoice to substantiate the work performed before payment is 
made to the contractor and specify the party responsible for overseeing the all 
aspects of the contract, including performance. 
 

Finding 7:  The 
Department has 
not established a 
formal 
performance 
evaluation process.   

During the examination, it came to the auditor’s attention that the Department has 
not established a formal annual performance evaluation process.  According to the 
Department’s attorney, the Department did recently conduct personnel performance 
evaluations; however, the action was not taken due to a pre-existing policy but, 
rather, in response to inquiries regarding evaluations made by the APA.   
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 The Department would benefit from implementing an annual performance 
evaluation process as a component of a formal compensation structure.  Evaluation 
results can be used in considering employee salary or wage rates, promotions, 
reprimand, as well as other personnel actions.  It is our understanding that few 
Department policies exist and that additional department policies will be 
established. 
 

Recommendations We recommend the Department Board develop a formal performance evaluation 
process.  This process should require the evaluation of each Department employee 
by their immediate supervisor, with an annual evaluation of the Department Fire 
Chief performed by the Department Board.  If the Fire Chief continues to serve on 
the Department Board, the Fire Chief should abstain from participating in his own 
evaluation.   
 

 Further, we recommend this evaluation process be used as part of a larger formal 
compensation structure.  If a formal compensation structure does not already exist, 
we recommend the Department Board work with its attorney to establish a fair and 
equitable compensation structure for its employees and volunteers. Certain 
elements should be included when establishing a fair and equitable compensation 
structure, including but not limited to:  position descriptions detailing required 
candidate qualifications, job duties, and expectations; position levels and 
corresponding salary or hourly pay ranges; and, performance incentives.   
 

 Finally, we would recommend the Department Board continue to work with its 
attorney to strengthen existing policies or to develop others to ensure the policies 
are thorough and comprehensive.  As part of that process, we recommend the 
Department Board consider the Auditor of Public Accounts Recommendations for 
Public and Nonprofit Boards, which may be found on the APA website at 
http://auditor.ky.gov.  The recommendations contained within that document will 
assist the Board in developing and implementing additional organizational policies.   
 

Finding 8:  Neither 
the District nor the 
Department has a 
formal written 
contract for legal 
services. 

During the examination, auditors were advised that that neither the District nor the 
Department has established a formal written contract for legal services with its 
attorney.  According to the attorney whose firm has provided legal services to both 
the District and Department since 2006, the services provided by the firm have been 
limited.  However, in discussion with the attorney, additional legal services have 
been requested in light of recent public inquiries.  A formal contract with the 
attorney will strengthen expenditure oversight by ensuring a process is established 
to determine who has the authority to request attorney services, the type of services 
to be performed, the rate at which services will be invoiced, the detail required for 
invoicing, any expenses to be paid, and other items that should be specifically 
identified. 
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Recommendations We recommend both the District Board and Department Board ensure any 
agreement it enters into is documented in a formal written contract.  As 
recommended in Finding 6, any contracts entered into should specify the services 
the contractor will perform and the terms of the contract including the hourly rate or 
fixed amount charged for contracted services.  The contract should include specific 
language requiring detailed invoices from a contractor to include a description of 
the work performed, the number of hours associated with each work step, and the 
rate at which services are being charged.  If services are performed by individuals 
at various levels of responsibility or authority within the organization, the rates 
charged for those working at the various levels should also be specified. Terms 
involving specific expenses that may be paid should also be included in the contract 
terms.  In addition, a policy should be adopted to identify the Board committee 
responsible for reviewing and approving the contract invoices. 
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