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DISCLAIMER

DISCLAIMER:  The Tri-City Merger Feasibility Study has been commissioned by the Tri-City Chamber of Commerce and prepared by the 
Kentucky League of Cities.  All care and due diligence have been exercised in the preparation of the study. However, the Tri-City Chamber 
of Commerce nor the Kentucky League of Cities, its subsidiaries, officers, employees or associated consultants assume no liability to any 
person or entity for any damage, loss or adverse impact that has occurred or may occur as a result of any action or actions taken or not 
taken now or in the future with respect to any representation, statement, opinion or advice referred to or represented herein.

Although the data contained in the report is produced and processed using information that is believed to be reliable, no warrant 
expressed or implied is made regarding the accuracy, adequacy, completeness, legality, reliability or usefulness of any information. This 
disclaimer applies to both isolated and aggregate uses of the information.  Please note as well that data can quickly become out of date 
and questions regarding the information provided should be directed to the parties producing the study.
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The cities of Cumberland, Benham and Lynch have a long and proud history. Their 
identities have been ingrained since birth for most residents. Over the past several 
decades, each city had its own school system and the rivalries were intense. Each city 
has had its own identity, and truth be told, pride, hard work and high self-esteem have 
been pervasive since the founding of the cities and coal camps. Those qualities are what 
make these cities similar as well as unique. 

Changing circumstances and economic forces are compelling the cities of Cumberland, 
Benham and Lynch to make some changes that cause emotional uncertainty in most 
people. It is understandable then, that suspicion and doubt about how to solve these 
challenges are disconcerting to people. An old saying – “reality is a good place to start a 
conversation” – has never been truer as these cities consider merger. If all are to survive, 
then all must trust and work together.

The reality is that the financial difficulties facing each city are forcing change 
whether people are ready for it or not. The Tri-City Merger Feasibility Study is 
designed to help the residents of these three cities make an informed choice about 
the future. It is better to be armed with good information and control your own destiny 
than to let things continue and be forced into a change that no one wants to fathom – 
dissolution of the three cities. 

Can the individual cities survive? Maybe, but history has shown that taking the necessary 
action to survive is politically difficult. This study lays out some stark choices that will have 
to be made with or without merger. The question that the consultants have been asked 
to address is simple. “Is it feasible for the three cities to merge?” The answer is not so 
simple. It’s “yes, but…” The city leaders and residents must decide for themselves which 
course of action is best. This study doesn’t address what they should do. Rather, it is 
focused on what they could do. 

With that introduction, the consultants have provided their answer to that question…
not should you, but could you?

1. Is it feasible to merge the three cities from a legal perspective? Yes. The process 
for the merger of municipal government is clearly defined by Kentucky state law. 
The city councils in each city initiate the placement of the question on the ballot 
by majority vote. The voters in each of the cities must approve the merger by a 
majority vote. The only legal obstacle to be addressed is the requirement that all 
three cities be contiguous, or the boundaries must touch. Currently, Cumberland 
and Benham do not touch. There are several options to remedy this situation. 
Each option does require annexation. The easiest solution lies within the water 
easement that connects the two cities. A simple annexation of the easement by 
either city should solve the issue.

2. Is it feasible to merge the three cities from a financial perspective? Yes, maybe. 
Nothing from a financial perspective prohibits the three cities from merging. The 
financial benefits in the early years post-merger may not be realized. In fact, it will 
be very difficult in the short term and some difficult choices will have to be made 
regarding revenues and expenses, as well as personnel. Historically, this reality 
has been identified in numerous merger feasibility studies in other communities 
and has been realized when cities or city and county governments merge. The 
long-term financial benefits of merger are generally realized through economies 
of scale, economic growth, and unified leadership. It is interesting to note that 
no successful merger has ever been undone.

3. Is it feasible to merge from a political will perspective? Yes, although this may 
be the most difficult. The thought of giving up one’s city identity – even if it is 
only in a legal sense – is difficult for some people to do. The identities of the 
individual cities will live on, however, through the communities within the newly 
merged city. The most difficult challenge for merger will be getting the three 
governmental entities (city councils) to agree to put the question to the voters 
in all three cities at the same time. The leaders may be lulled into a false sense 
of security by thinking the “other cities” may not make it, but my city will. Given 
the present circumstances, it is difficult to see a sustainable path forward for 
any of the three cities without drastic change and courageous leadership.

The future is hard to predict given the best of circumstances. It is the responsibility 
of local leaders to gather as much information as possible and make the best decision 
possible. The Tri-City Chamber of Commerce is trying to do just that. This feasibility 
study has brought to light the dire situation that each of the cities will have to confront. 
The Tri-City Chamber is approaching the situation with the best of intentions, providing 
guidance and bringing forth a variety of options to assist the mayors and city councils 
as they make some difficult choices. Beyond that, the Tri-City Chamber is providing 
important information to the residents of the cities so that they can understand the 
predicament and work together to solve the complex problems of their cities.

In the pages that follow, the consultants have provided detailed information and a 
variety of options for the cities to consider. We all hope that whatever path is chosen, it 
will lead to the long-term prosperity of each of the cities.
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Three small cities within Harlan County, Kentucky, find themselves at a crossroads. 
Volumes have been written about the hardships that continue to plague the mountain 
people of Appalachia. With the boom-and-bust cycles of the coal industry, these cities 
find themselves mired in debt with an uncertain future. This document is a comprehensive 
study to examine the feasibility of merging the Kentucky cities of Cumberland, Benham, 
and Lynch in Harlan County.

The Tri-Cities of Cumberland, Benham, and Lynch, individually and collectively, have 
fallen on hard times. This is in stark contrast to the way they were for many years. Within 
the last decade, however, each of them began to struggle financially as they sought to 
maintain basic services for their citizens.

 City of Benham, Kentucky

Benham and Lynch, for a large part of their existence as stand-alone municipalities, 
received considerable help financially and materially from International Harvester/
Benham Coal Company and U.S. Steel/Arch of Kentucky. In fact, it was the steel industry 
that formed these communities as coal camps. With the demise of these companies 
all such help has long ceased.  Historically, cities have relied upon property taxes 
based upon property value to provide significant funding to operate. In Benham the 
loss of population and the increase in the number of residents taking advantage of the 
homestead exemption have caused those revenue streams to drastically fall.

 

City of Lynch, Kentucky

Cumberland’s tax revenues have always been more broad-based. Property tax and 
business taxes have historically been drivers of the city’s revenues. The loss of population, 
the aging of the population and the closure of businesses over the past two decades 
have negatively impacted city revenues in multiple ways.

City of Cumberland, Kentucky
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The result has been that the three communities have struggled in their 
efforts to maintain basic services to their citizens. 

The elected leaders and influential citizens of the three cities realized 
they were reaching the end of options, ideas and strategies enabling 
them to succeed. As they talked with one another and with legal, city, 
county and state-affiliated organizations, it became increasingly clear that 
something must be done.  A Tri-City Citizens Committee was formed in 
March 2017, as part of the Tri-City Chamber of Commerce merger group. 
This group of local leaders was tasked to work alongside consultants in 
developing a comprehensive merger feasibility study. Funding for the 
feasibility study was obtained from the Robert E. Frazier Charitable Grant 
Foundation. 

The Tri-City Merger Feasibility Study will assist city leaders to:

• Determine the feasibility of merging the cities of Cumberland, 
Benham and Lynch into a single municipal government.

• Examine and determine the specific steps and timeline of the 
merger process.

• Engage the leadership and citizens in an open and transparent 
process to gather information, thoughts and opinions about the 
issue of merger. 

• Review and evaluate relevant data to determine the need for, 
benefits derived from and cost of hiring of a city manager for a 
proposed municipal government.

• Provide relevant information so that they can make an informed 
decision through self-determination.

Now that the feasibility study is complete, local leaders will be able to 
make a more informed decision about merger. They can evaluate the 
feasibility and finally answer the question, 

“Is merger feasible for Cumberland, Benham and Lynch?”

Once that question is resolved, local leaders can evaluate their political 
will to merge the cities. This decision should be made easier because of 

the intentional process of engaging the local citizens in the conversation as 
the feasibility study was conducted. This engagement was accomplished 
through public meetings, personal interviews, social media and other 
citizen engagement methods used to gather information and opinions, 
as needed.

Merger is not easy. There is little empirical evidence to support the 
claims of merger proponents or opponents, specifically in Kentucky and 
the United States in general. Within the state of Kentucky, the merger of 
the City of Louisville and Jefferson County to become Louisville Metro, the 
merger of Lexington and Fayette County to form the Lexington-Fayette 
Urban County Government, Somerset-Pulaski County’s merger study and 
Kenton County’s merger study are the local reference points. To date, 
Jacksonville, Florida; Indianapolis, Indiana; and Nashville, Tennessee 
are the most common national examples of merger success. Merger 
initiatives have failed many times, including in the cities of Pittsburgh, 
Pennsylvania and Memphis, Tennessee. The lessons learned from these 
mergers and that of the merger of four cities in Australia, were taken into 
account during the study process.

It is readily apparent that merger within large cities is difficult and rarely 
happens. The merger of small cities anywhere is virtually nonexistent in 
recent history.  
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The Tri-City Chamber of Commerce contracted with the Kentucky League of Cities in 
March 2017, to conduct a feasibility study related to the potential merger of the cities of 
Cumberland, Benham and Lynch in Harlan County, Kentucky. The study is funded by the 
Robert E. Frazier Charitable Grant Foundation.  The following Scope of Work provides 
an overview of the process, information, data, and resources utilized during the feasibility 
study. 

Project Scope of Work Summary

The feasibility study scope of work required by the client:

• Describes the legal requirements under the Kentucky Revised Statutes for the 
merger of governmental entities.

• Examines the budgets, financial data and audits from each of the three cities. 
Each city has multiple accounts with a budget for each one.

• Provides current budgets as well as one-, five- and 10-year projected budgets 
for each city.

• Creates a comparative study of services, budgets and financial data sets. Each 
city is unique, and the consultants established baseline data that represented the 
same things for each city.

• Identifies and analyzes merger trends in Kentucky, the U.S. and internationally. 
This particular study is unique because it examines how three small cities would 
merge. Merging three cities does not happen often.

• Analyzes population trends, demographic change and the historical context of 
each city.

• Provides a comprehensive list of options including merging, not merging, and 
dissolution. The study also describes potential areas for cooperation among the 
cities through interlocal agreements.

• Examines the political will to merge and the implications on the merger process.

• Describes the merger transition process if the cities decide to merge.

• Analyzes tax rates and revenue options for each city and the impact of merging 
or not merging.

• Identifies city services or functions most likely to be impacted by merger.

• Examines the potential impact of utilizing a city administrator or changing to a 
city manager form of government.

Project Process

The consultants created a timetable that details the steps taken from beginning to end. 
The study is comprehensive in its approach and findings.

Step 1 – Gathering of Information/Public Outreach

1. March 2017

 Tri-City Chamber of Commerce created a local oversight committee called the 
“Tri-City Citizens Committee.” This 15-person committee was tasked to assist 
the KLC Community Development Services (CDS) team throughout the study. 

2. March - October 2017 

 Gathered background data and information from the cities’ public agencies 
including utilities, police, and fire. Other data collected included:

1) Uniform Financial Information Reports (UFIRs) collected by the Kentucky 
Department for Local Government

2) Tax Rates: 

a) Real Property – Adopted Rate

b) Personal Property – Adopted Rate

c) Motor Vehicle – Adopted Rate

d) Other Rates – Insurance Premium 

3) Revenues (Actual Values): 

a) Property Tax – Real, Personal, Motor Vehicle, Delinquent 

b) License and Permit Fees – City Vehicle Licensing, Alcohol Beverage 
License, Other Licensing and Permit Fees

c) Occupation and Business Fees – Fixed-Rate Business License

d) Other Taxes/Fees – Electric Franchise, Water/Wastewater Franchise, 
Insurance Premium Tax

e) Intergovernmental Revenue

f) Other Revenues/Charges – Water Sales, Sewer Sales, Electric Sales, 
Special Assessments, Surplus Property Sales, Investment Earnings, 
Fines and Forfeits, Penalties and Interest, Donations, Rents, Solid Waste 
Collection, and Miscellaneous Bond Proceeds

4) Expenses (Actual Values): 

a) Intergovernmental Expenses

b) General Government – Salaries, Other Operations, Equipment, 
Construction

c) Financial Administration – Salaries, Other Operations

d) Police – Salaries, Other Operations, Equipment

e) Fire – Salaries, Other Operations, Equipment
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f) Other Public Safety – Salaries, Other Operations

g) Streets and Roads – Salaries, Other Operations, 
Equipment

h) Sanitation/Solid Waste – Salaries, Other Operations

i) Cemeteries – Other Operations

j) Parks and Recreation – Salaries, Other Operations

k) Water System – Salaries, Other Operations

l) Sewer System – Salaries, Other Operations

m) Electric System – Salaries, Other Operations

n) Debt Payments – Salaries, Utilities

o) Bond Insurance – Other Operations 

p) Miscellaneous – Other Operations

q) Pensions and Benefits – CERS Nonhazardous, Health 
Insurance, All Other Benefits

5) Debt and Cash (Actual Values): 

a) General Government Debt – Outstanding Balance at 
Beginning of FY, Issued Debt, Retired Debt, Outstanding 
Balance at End of FY, General Obligation Bonds

b) Business Type Debt – Outstanding Balance at Beginning 
of FY, Issued Debt, Retired Debt, Outstanding Balance 
at End of FY, Revenue Bonds

c) Private Obligation Debt – Outstanding Balance at 
Beginning of FY, Issued Debt, Retired Debt, Outstanding 
Balance at End of FY

d) Interest Paid – Water Debt, Electric Debt, Other Debt

e) Cash and Investments – Beginning of the FY, Ending of 
the FY, Other Reserved Funds, All Non-Reserved Funds

6) Population Number, Breakdown, and Change Numbers 
from Kentucky State Data Center Housed at the University 
of Louisville and the Census Bureau

7) Organizational Chart(s) for the Cities

8) Financial Statements for the Past Three Fiscal Years (2014-
2015, 2015-2016, 2016-2017)

9) Budgets for the Past Three Fiscal Years (2014-2015, 2015-
2016, 2016-2017)

10) Utilities Financial Statements for the Past Three Fiscal Years 
(2014-2015, 2015-2016, 2016-2017)

11) Complete Debt Schedules

12) Complete Tax Profile with All Rates and Revenue Sources

13) Economic and Demographic Data 

14) Overlapping Revenue and Expense Items Among the Three 
Cities

15) Complete Alcohol Sales Profile 

16) Capital Improvement Projects Completed in the Last Five 
Fiscal Years, as well as Current and Ongoing Projects

17) History of Property Taxes, Insurance Premium Taxes, Payroll 
Taxes and Other Revenue Sources

18) Salary and Benefit Packages for the Cities

3. April/May/June 2017 – City Council Meetings

 Met with the mayors of Cumberland, Benham and Lynch and 
began assessment. Identified community leaders and conducted 
interviews for additional information. 

• Met with Mayor John Adams and City Clerk Erica Eldridge 
on April 5, 2017

• Met with Jeff Wilder and Dr. Bruce Ayers on April 5, 2017

• Met with Mayor Wanda Humphrey and City Clerk Jessica 
Smith on April 6, 2017

• Met with Mayor Charles Raleigh and City Clerk Robin Smith 
on April 6, 2017

• Tri-City Citizens Committee met on April 6, 2017

• Lynch City Council met on May 9, 2017

• Benham City Council met on May 11, 2017

• Cumberland City Council met on June 13, 2017

Step 2 – Leadership/Public Partners Engagement

1. June/July/August 2017 

 Met with a variety of individuals to obtain additional information 
to further the assessment and analysis.  

• Met with Cumberland City Clerk Robin Smith on June 13, 
2017

• Met with Mayor John Adams and Lynch City Clerk Erica 
Eldridge on June 13, 2017

• Met with KACo, Cumberland Valley Area Development 
District and others to review the Tri-City Water Study 
conducted in 2015 on June 20, 2017

• Met with the City of Cumberland on July 12th

• Met with Benham and Lynch July 19th

 Continued to gather information and conduct analysis of data. 

2. October 2017

1) Public Meeting with Q & A was held at Benham Theatre on 
October 23, 2017. Approximately 100 citizens attended the 
meeting.

Step 3 – Budget Analysis/Budget Forecasts/Create Study Narrative

1. November 2017 – March 2018

 KLC used financial analysis, financial forecasting and a larger 
fiscal impact analysis to determine the feasibility of a merged 
city. The study included a comprehensive city profile about 
each city from all the data collected. Further, we determined if a 
comprehensive risk analysis was needed to identify specific risks 
and potential impediments to a successful merger. Finally, an 
examination of the potential benefits and costs of utilizing a city 
administrator under a merged system of government was done 
for the three cities.

2. March/April 2018

 Finalized the feasibility study for public presentation

Step 4 – Presentation of Feasibility Study

1. May 2018 

 Presented findings of the feasibility study to the Tri-City Citizens 
Committee and the public on May 7, 2018.
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The consultants took a comprehensive approach in examining the options available 
to the cities of Cumberland, Benham, and Lynch as individual cities, and evaluated their 
merger options. 

The approach taken in this study focused on the elements of municipal governance 
and the potential impact of merger, not merging, and dissolution of the three cities. 
The consultants gathered extensive financial data (see Appendix), determined the legal 
process for the merger of municipal governments under relevant Kentucky statutes, 
interviewed numerous elected officials, appointed officials, community leaders and 
citizens from each city. In addition, the study examined the potential advantages of 
interlocal agreements to consolidate services and considered the impacts of a city 
manager form of government or, alternatively, hiring a city administrator in the absence 
of a change in governmental structure for a merged city.

From a financial point of view, financial information was requested from each city in 
the form of budgets for FY 2015-2016 and FY 2016-2017, municipal financial audits 
conducted by an independent auditing firm on behalf of each city, and financial 
statements for the same fiscal years. The goal was to conduct a comparative analysis of 
common data sets among the three cities.

The following information was requested:

• Budgets – past two years and current

• Financial statements – past two years and current

• Audits – past two years

• Debt schedules – current as of January 1, 2018

• Organizational chart for each city

• Economic and demographic data

• Overlapping revenue and expense items among the cities

• History of:

- Property taxes

- Insurance premium taxes

- Payroll taxes

- Other revenues

• Capital improvement projects completed in last five years, current and ongoing

• Alcohol sales

City officials from each of the cities provided as much information as was available 
from 2015 to 2017. The completeness of the information provided, however, was lacking 
in some cases, primarily financial data. To be clear, no one withheld information. The 
information was simply not available.

Financial data provided for each city included the following:

City of Cumberland

• Budgets, financial statements and audits for FY 2015-2016 were requested. The 
city council had not approved the FY 2016-2017 budget or audit. Therefore, the 
consultants forecasted the final numbers for the budget and financial statement. 
(See Appendix.)

City of Benham

• Budgets, financial statements or audits were not available. The consultants 
received the bank statements and check registers for FY 2015-2016 and FY 2016-
2017. From the bank statements, the consultants created estimated budgets 
and financial statements so that a comparative analysis could be conducted. The 
city clerk worked diligently to provide the information required and answered 
numerous questions to assist the consultants in this task. One positive result of 
this situation is that the city now has a starting place for creating a budget and 
financial statements going forward. (See Appendix.)

City of Lynch

• The mayor and city clerk provided complete records for each year that was 
requested including budgets, financial statements and audits.

The consultants subsequently created one-, five- and 10-year projected budgets for 
each city to aid in understanding the potential financial situation for each city in the 
future.

In addition, the feasibility study examined each city’s debt schedule as of January 1, 
2018. (See Appendix for copies of the debt schedules, interest rates, bond payment 
balances and payoff dates for the bond issues.)
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Methodology for Current Financial Examination and 
Forecasted Financial Examination

The feasibility study examined the various fund budgets for 
each city. The analysis included a side-by-side comparison of 
FY 2015-2016 and FY 2016-2017. The spreadsheet includes 
the yearly amount and the yearly percentage change in each 
budget line item.

The budget for the City of Cumberland includes the 
General Fund, the Municipal Road Aid Fund (MRA), the 
Local Government Economic Assistance Fund (LGEA, also 
known as the Coal and Mineral Entitlement Funds provided 
through the Kentucky Department for Local Government) 
and the Water and Sewer Fund.

The budget for the City of Benham contains the General 
Fund budget only. All funds are contained within this fund.

The City of Lynch budget contains the General Fund 
budget only. All funds reside as line items within this fund.

The forecasted budget projections rely on four primary 
assumptions. On the revenue side of the ledger, the 
consultants assumed that most revenues will remain the 
same and stagnate to the nearest hundredth, while also 
assuming that no new revenue options, or their potential 
value, would be made available to the cities by the General 
Assembly of the Commonwealth of Kentucky. 

The second primary assumption is a small exception to the 
first; that specific revenues that have shown a discernible 
trend downward, such as the property tax and coal 
severance money, are decreased each year by a city-specific 
percentage rate calculated by the consultants, based on 
trend analyses of historic data over the past 10 years. 

On the expense side, the consultants assumed that 
expenses will remain stagnant to the nearest hundredth, 
unless they are typically impacted by inflation. 

Lastly, if an expense was historically affected by inflation, 
the expense in question was increased at the same rate as 
inflation. The United States Department of Labor’s Bureau 
of Labor Statistics estimates a moderate 2.0% inflation rate 
through June 2020, when it is then expected to rise to about 
2.5% from July 2020 onward. Thus, if an expense is typically 
subject to inflation, they will increase by 2.0% through FY 
2019-2020, and then they will increase by 2.5% from FY 
2020-2021 through to the end of the forecasted budget 
projection period. More detailed information related to 
budget analyses and assumptions can be found in the 
Appendix. 
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Merger of local governments is not a new topic. As early as 1805, the City of New 
Orleans became the first city-county consolidated government when it merged with New 
Orleans Parish, Louisiana. Even so, there has not been a real trend in consolidating cities 
and counties or in merging two or more cities. For example, in a 2012 study titled, The 
Consolidation of City and County Governments: A Look at the History and Outcome-
Based Research of These Efforts, shared that across the United States there are 3,069 
counties and only 38 (1%) of them were consolidated forms of government.

The study further stated that efforts to merge city-county governments were rarely 
successful. To wit, from the period between 1921 and 1996 there were 132 formal 
consolidation attempts but only 22 successes.  This represents a success rate of 16%.  
Of these 132 attempts, 102 (77%) were in southeastern states. 

According to the National Association of Counties, cities and counties have only 
combined 42 times since the 19th century. Eight of those occurred in Alaska, the most 
of any state.

With the downturn in local economies over the past 10 years, the idea of merger or 
consolidation of services has been considered by many. There are hundreds of studies 
across the country where community leaders have investigated the concept. However, 
there is little evidence that voters have accepted the option to merge governments.

There are examples where some municipalities were legally eliminated during a merger 
process, but police and fire departments were left unconsolidated as were school 
districts. Louisville and Jefferson County’s move to Consolidated Local Government in 
2013 is one Kentucky example.

Princeton, New Jersey, is espoused as a model of successful reorganization of local 
government. In 2013, after four attempts over the past 60 years, Princeton Township 
finally merged with Princeton Borough. Proponents are pleased, yet detractors aren’t 
certain it was worth the effort and expense. Princeton had several things in its favor for a 
successful merger. First and foremost, the two entities shared the same name. Secondly, 
they already shared 13 services prior to consolidation, and, their school systems had 
merged in 1966. While supporters claim monies are being saved, the opposition isn’t 
so sure. As in most municipal mergers, the elimination of redundant jobs is expected to 
provide most of the savings.

Another more recent example of two cities successfully merging is the City of Zionsville, 
Indiana, (population 26,784) which merged with nearby Perry Township in 2016. Even 
though both municipalities voted to merge, their efforts were almost thwarted. A third 
nearby city, Whitestown, filed a lawsuit in 2014 to prevent the reorganization and protect 
its western border, arguing that the two entities couldn’t merge because they were not 
adjacent to one another. But Zionsville officials claimed that a 2010 reorganization with 
Eagle Township allowed the town to assume township powers and borders, making 

it adjacent to Perry Township. An Indiana Supreme Court ruling finalized the merger 
decision in 2016.

On the flip side of these examples of successful (though not without controversy) 
mergers, there is the story of St. Louis County, Missouri, with 89 cities. Of those, 43 have 
populations less than 6,000 residents. In 2017, the St. Louis mayor and judge/executive 
endorsed findings from a recent study produced by a group called Better Tomorrow. 
The group claimed that the expansion of suburbs and the separation of city and county 
functions leads to as much as $1 billion annually in wasteful spending. Others in the 
county that disagree with those findings claim that the smaller cities account for less than 
four percent (4%) of the money spent by municipalities within the county.

Another recent municipal discussion on merger is taking place in Syracuse, New 
York. Built around three years of work and testimony from hundreds of residents, the 
19-member Commission on Local Government Modernization issued its final report early 
this year. While the recommendations weren’t entirely surprising, one reporter said, “…
they were startling in their language, scope and aura of solemnity. The report doesn’t 
clearly define if consolidation would actually save money and there also doesn’t appear to 
be much political support among local leaders to execute the study’s recommendations.

When municipalities do look at merger, it is generally because of budgetary concerns. 
If it can be done less expensively, why not combine is the line of thinking. It is a good 
thing for elected leaders to make sure tax dollars are wisely spent. The key factor is 
that the decisions about merger should be based upon a thorough and sound analysis 
of the situation and the long-lasting impact merger will have. A secondary factor is to 
understand the length of time the process will actually take, not only for a thorough 
analysis, but also for the conversations to be held with the public and, if approved by 
voters, the tasks of actual implementation. 

Governing Magazine journalist, Alan Ehrenhalt, shared his thoughts on the merger 
concept, The voters almost never buy it (merger). They highly value their local-level 
public services and are alienated by prophecies of fiscal doom. They are suspicious of 
promises that consolidation will save money, and they have a right to be. Every study 
done on consolidation -- and there have been many of them -- has concluded that very 
little money actually is saved. It’s never going to be easy to sell a repair job. The things 
that sell are vision and hope.

For cities suffering from the loss of jobs and declining revenues, and local leaders who 
aren’t sure where the next payroll is going to come from, an analysis of the situation is 
a reasonable next step. It may be their only hope. Asking residents what they want and 
providing a transparent account of what the numbers say and how that will ultimately 
impact the community, is paramount to the process. Creating a vision forward is what we 
expect from local leaders who are charged with governing our cities.
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History of Cumberland, Benham and Lynch in Harlan County, Kentucky

Harlan County is nestled in the Appalachian region of eastern Kentucky and features 
the Commonwealth’s highest natural point, Black Mountain, reaching 4,145 feet.  Harlan 
County was formed in 1819 from Knox County.  Nearly 27,000 people live in Harlan 
County as of 2017. For the past 100 years, the economy of Harlan County was based on 
coal mining. The county is also recognized for folk and country music created and made 
popular by several local residents who are nationally renowned musicians.

Harlan County and the region was settled by numerous persons of multiracial 
descent, with African, European and often Native American ancestors.  Descendants 
have documented the racial heritage of Harlan’s early settlers through 19th-century 
photographs, DNA analysis and historic records.  Numerous African Americans migrated 
to the area to work in the coal mines. 

In addition to the City of Harlan, the county seat, there are five other incorporated cities 
areas located within the county - Evarts, Loyall, Cumberland, Benham and Lynch. The 
latter three are the subjects of this historic review. 

The City of Cumberland is larger in population (2,059) than the county seat of Harlan 
(1,606) as estimated in the 2016 population estimates put out by the Census Bureau. 
Cumberland was settled in 1837 and named “Poor Fork,” for its location on a fork of 
the Cumberland River with relatively poor soil.  The city remained isolated until the coal 
mining boom of the 1900s when railroads connected it with surrounding towns.  It was 
renamed “Cumberland” in 1926.

A focal point of Cumberland is the Kingdom Come State Park, which features a 
lake, camp sites, miniature golf, paddle boating, picnic facilities, hiking trails, and an 
amphitheater. The park is home to natural rock formations including Raven Rock and 
Log Rock. Two overlooks in the park provide scenic views of the Appalachian Mountains. 
Another benefit to the community is the campus of the Southeast Kentucky Community 
and Technical College, located in Cumberland. 

Smaller in population at 459 residents, the City of Benham was founded in 1911 as a 
coal mining company town by Wisconsin Steel, a subsidiary of International Harvester.  
The city was formally incorporated by the General Assembly in 1961.  The last coal mine 
closed in the 1970s.  The city has several public buildings listed in the National Register 
of Historic Places, including the Kentucky Coal Mining Museum, housed in the former 
commissary building (1923).  Miners are further celebrated in the nearby Coal Miner’s 
Memorial Park, located on the former site of the coal company’s processing, shipping, 
and rail yard.

Another bright spot in the community is the Schoolhouse Inn (1926), which was built 
by the company as a school for coal camp children.  The Coal Miners Memorial Theatre, 
located in the original company-built theatre (1921) serves as a multi-function facility. 

The City of Lynch was developed in 1917 by the U.S. Coal and Coke Company (a 
subsidiary of U.S. Steel) as a company town to house workers at the company’s nearby 
coal mines. It was named for then-head of the company, Thomas Lynch.  By the 1940s, 
Lynch had a population of more than 10,000 and had such amenities as a hospital and 
movie theater.  Through the Second World War, it was the largest company-owned town 
in the United States.  The population declined dramatically in the 1960s and 1970s as 
mining techniques shifted to less labor-intensive methods, with the population estimated 
at 694 (2016).

The Portal 31 Underground Coal Mine Exhibit is the focal point of tourism and is 
located in the center of town.  Several gift shops and a coffee shop are adjacent to the 
popular attraction.

As the coal industry developed, attempts to organize labor followed. What was 
called the Harlan County War in the 1930s consisted of violent confrontations among 
strikers, strikebreakers, mine company security forces and law enforcement and led to 
the county being called “Bloody Harlan.” After the Battle of Evarts, May 5, 1931, the 
governor of Kentucky called in the National Guard to restore order. The decline of coal 
production and employment has led to widespread and ongoing poverty and chronic 
unemployment.

Several songs, movies and books have been produced to document the beauty of 
the mountainous region, the challenges related to the coal industry and the lives of the 
people who are proud to call it home.
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The purpose of the feasibility study is to assist the cities of Cumberland, Benham and 
Lynch in determining the best path forward for the local governments and the residents 
who will be impacted by future decisions of the local governments.  The following analysis 
and subsequent recommendations are intended to guide the decision-making process.

Organizational Structure

The cities of Cumberland, Benham and Lynch are governed under the mayor-council 
form of government.  A mayor and a certain number of council members elected from 
among the registered voters of each city choose their own representatives to make 
decisions on behalf of the residents of each city.  Each city has a unique organizational 
structure in both its political organization and its staffing. 

The cities are organized as follows:

*The Tri-Cities have access to the same 15 volunteer firefighters.

The City of Cumberland has a mayor and seven council members. In addition, the city 
employs 30 people to administer, manage and carry out the work as directed by the 
mayor with the approval of the city council.

The city spent approximately $773,379 in salaries, taxes and benefits on its personnel 
in FY 2016-2017. The city does not contribute to any employee retirement plans.

*The Tri-Cities have access to the same 15 volunteer firefighters.

The City of Benham has a mayor and six council members. In addition, the city employs 
nine people to administer, manage and carry out the work as directed by the mayor with 
the consent of the council.

The city spent approximately $245,927 on salaries, taxes and benefits for its employees 
during FY 2016-2017. The city provides a retirement benefit plan for its employees at a 
cost of $49,528.

City of Cumberland Organizational Structure

City of Benham Organizational Structure
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*The Tri-Cities have access to the same 15 volunteer firefighters.

The City of Lynch has a mayor and five council members.  In addition, the city employs 
seven people to administer, manage and carry out the work as directed by the mayor 
with the consent of the council.

The city spent approximately $164,736 on salaries and taxes for its employees in FY 
2016-2017.  The city does not contribute to a retirement plan for its employees.

The cities share the 15 volunteer firefighters. 

*The Tri-Cities would have access to the same 15 volunteer firefighters that are currently 
utilized by the individual cities.

The merged government would initially have 18 council members. The merged city 
would initially have no mayor. Within 30 days of certification of the election of the council 
members, the elected council members would select a mayor. If not filled within 30 
days, the power to fill the vacancy is passed to the Governor. KRS 83A.040 and KRS 
83A.040(6).

Within two years, the number of council members would be reduced to seven members. 
(See Legal Section.)

The merged city would initially employ 46 people to administer, manage and carry out 
the work as directed by the mayor with the consent of the council at a cost of $1,184,042 
in salaries, taxes and benefits.

City of Lynch Organizational Structure Merged Government Organizational Chart at the      
Time of Merger
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Merged Government Personnel

Upon merger of the city governments, the newly seated mayor and council would 
begin to address the staffing levels required to deliver government services. The merged 
government would need only one city clerk, police chief, fire chief, city attorney, and 
other supervisory personnel. Not all duplicate positions would need to be eliminated.  
The elected officials would begin to evaluate if the affected employees would be needed 
in a different capacity in order to continue to deliver the level of services the residents 
expect and need.  For example, the two city clerks affected by the merger might be 
needed to assist the remaining clerk carry out his or her duties. The council will need 
to decide if satellite offices will need to be maintained in the current city hall locations. 
Reduction in personnel, if needed, could be achieved through retirement, natural 
attrition or layoff. 

If current staffing levels, salaries, benefits and taxes were continued, the approximate 
cost would be $1,184,042. Another consideration would be the issue of employee 
benefits. Post-merger, the city council would need to equalize the pay grade scales, 
adjust benefits and other employee perks such as vacation time, sick time, and personal 
time.

All of these decisions will impact the merged budget. The consultants have made 
no assumptions regarding the staffing levels, pay grades or benefits that the merged 
government will provide. These decisions are the responsibility of the elected officials. 
One advantage of merging the cities would be the opportunity to deploy resources in 
a more efficient manner across the entire merged city. Faster response time to conduct 
repairs, address infrastructure needs and respond to citizen concerns are just a few 
examples of efficiency through merger.

Financial Analysis

The cities of Cumberland, Benham and Lynch are beginning to face some stark choices 
when it comes to the financial situation that is developing. For many years, city budgets 
have become tighter and resources scarcer. With each passing year, previously available 
excess funds that once could be shifted from one budget line item to cover expenses in 
other budget lines have continuously decreased. An analysis of the financial statements 
indicate that excess funds are nearing zero and all three cities will have an ever-increasing 
deficit within the next couple of years unless changes are made.

In an examination of only the General Fund of each city from FY 2016-2017 through 
FY 2027-2028, the consultants estimate the revenues and expenses for each city as 
illustrated in the following tables and charts:

City of Cumberland Budget Projection
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City of Benham Budget Projection City of Lynch Budget Projection
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Combined Tri-City Budget Projection

If merger were to occur in 2018, the estimated revenues and expenses of the merged government without any changes 
would be as follows:

It is important to note that the consultants are not financial advisers or auditors. The estimates do not reflect any potential 
changes that the individual cities or a merged city might take to address the situation. These estimates are for informational 
and illustrative purposes only.

Of course, the mayor and council members may find a way to address these concerns. However, there are only two 
options – increase revenues or reduce expenses. The point of presenting these actual and projected budgets is to draw 
attention to what everyone already knows. The cities are facing some very critical challenges. It is better to address these 
challenges on your own terms as opposed to letting someone else (who may not have your best interests at heart) make 
the decisions for you.
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City Debt

In addition to the budget concerns, each of the three cities has debt obligations. These 
obligations are not cancelled upon merger. The merged city assumes all liabilities accrued 
by the individual cities. The debts are repaid in a very specific way as proscribed by Kentucky 
Revised Statues. The following charts illustrate the levels of debt of each city and the payment 
schedules. (See Appendix for more detailed documentation.)

It is important to note that this table does not include short-term debt and any lease 
obligations that the cities hold. 

Cumberland and Benham will continue to feel the burden of their debt obligations through 
2040 and 2030 respectively. Lynch will make its final debt payment in the next fiscal year.

Tax Rates

Each city sets its own tax rates and the types of taxes imposed upon its residents. This chart 
illustrates the differences in rates and types of taxes that have been adopted by each city.

The face value of all property tax bills in the City of Cumberland in 2017 was $143,217.

The face value of all property tax bills in the City of Benham in 2017 was $39,324.

The face value of all property tax bills in the City of Lynch in 2017 was $22,795.

If the cities merged, the formula for setting the property tax rate for the merged city would 
be determined by the Kentucky Revenue Cabinet. The process is fairly complicated especially 
given Kentucky’s complex laws regarding the compensating rate. A determination of the value 
of all properties within the merged city adjusted by the current rates utilized would then be 
averaged and adjusted to determine the uniform rate for all property owners. Some would see 
their property taxes increase while others would have a property tax decrease. The difference 
in the total tax collected across all cities would not change drastically, but the exact amount 
would not be known until the merger took effect.

Water and Sewer Rates

Each city owns and maintains its water and sewer systems. The aging infrastructure is a 
continuing problem for the cities. Funds for repairing and upgrading the current systems are 
limited. One advantage of merging the cities would be the ability of the merged government to 
prioritize repairs and upgrades and apply for funding as a single entity as opposed to all three 
cities competing for the same dollars.

Garbage Collection

The City of Cumberland provides the city’s residents with garbage collection. The City of 
Benham contracts its garbage collection to a privately owned company, Waste Management. 
The City of Lynch also contracts its garbage collection with Waste Management. If the cities 
merge, the merged city could either collect all of the garbage using its own employees and 
equipment or put the entire job out for bid.

Electric Utilities 

The Benham Power Board, an entity separate from the City of Benham, provides electricity to 
the city’s residents. Kentucky Utilities provides electricity to the cities of Cumberland and Lynch.

Tri-CIty Long-Term Debt Table
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City Manager Form of Government

Some Kentucky cities are organized as a city manager form of government. The mayor and city 
council act as the legislative branch of government. The executive authority is vested in the city 
manager. The advantage of a city manager form of government is that, in most cases, the manager has 
formal training that could include a Masters of Public Administration or MBA degree and considerable 
experience professionally managing a city. In the case of Cumberland, Benham and Lynch, the cities 
would have to change their charters and the voters would have to approve a change in the form of 
government. Given the challenges of approving an initiative to merge the governments, it would be 
doubtful that such an initiative would succeed. In addition, creating a city manager position would be 
cost prohibitive at this point. The average salary for a Kentucky city manager in a city of 3,000 – 7,999 
is $74,578 plus benefits.

City Administrator

Some Kentucky cities that have a mayor-council form of government utilize a city administrator 
to manage day-to-day city business. The mayor is still the executive officer, but the administrator 
oversees the execution of the mayor’s directives. The average salary for a Kentucky city administrator 
is comparable to that of a city manager - $70,000 plus benefits.

Other Considerations

Aside from the present challenges facing the cities, additional trend analysis indicates that greater 
challenges lie ahead. The population is growing older and leaving. Each year, more homeowners 
are eligible for the homestead exemption which reduces the property tax base and, subsequently, 
property tax revenue. People continue to leave, thus depleting the workforce and the opportunity 
to grow the economy. 

Total Population Lost from 2010 Census to 2016: Individuals = -178 || Percentage = -8.0%

Total Population Lost From 1980 Census to 2016: Individuals = -1,653 || Percentage = -44.5%

Total Population Lost from 2010 Census to 2016: Individuals = -41 || Percentage = -8.2%

Total Population Lost From 1980 Census to 2016: Individuals = 477 || Percentage = -51.0%

Total Population Lost from 2010 Census to 2016: Individuals = -53 || Percentage = -7.1%

Total Population Lost From 1980 Census to 2016: Individuals = -920 || Percentage = -57.0%

(Source: U.S. Census Bureau and ACS Community Survey.)

Population projections by city are not available. However, the Harlan County population projections 
indicate that the population will continue to decline through 2040.

2020 Projected Population – 26,368

2030 Projected Population – 23,381

2040 Projected Population – 20,324

(Source: Kentucky State Data Center, 2016.)

Cumberland Population Trend

Benham Population Trend

Lynch Population Trend
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The cities of Cumberland, Benham and Lynch have several options to consider as they 
chart their course into the future. Four options stand out clearly among all others. This 
section will identify them and explain the advantages and challenges of each.

Option #1 – Merge the Three Cities into One City

The primary advantages of merger include increased efficiency in the delivery of 
services in the long term to all of the residents; strategic budgeting and prioritization 
of projects so that resources are directed to the most pressing needs first; the potential 
to access grant funding more readily by speaking with one voice for all of the residents; 
efficiencies created from the elimination of duplicative services; uniform tax rates across 
all jurisdictions; opportunities to enhance revenue by potentially expanding the delivery 
of services to unserved or underserved areas outside the corporate boundaries of the 
city; and the opportunity to better manage the resources of the city.

The disadvantages of merger include the perception of loss of community identity 
(although only the legal name of the cities would change; community identity will always 
exist); the perception of losing political clout through the dilution of power on the council; 
the potential for increased costs during the first few years of merged government; the 
potential need to raise some revenues and cut some costs initially; the chaos created 
in the first two years as the new government works its way through the change; and 
the potential reduction in the number of city employees. Some current employees may 
transition to other roles, retire, leave through attrition or be eliminated.

Option #2 – Business as Usual - Remain Independent Cities

The primary advantages of taking this option are that each city retains its unique identity 
and political influence. Each city has the primary responsibility to deliver basic services 
to the residents. The cities may be able to leverage financial efficiencies by cooperative 
interlocal agreements for services such as water delivery systems, shared water 
management personnel and garbage pickup. Historically, the cities have cooperated to 
provide police and fire protection. 

The primary disadvantages include decreasing funding opportunities due to 
inefficiencies in operations, primarily water systems. Impending deficits will require 
increases in revenue or cuts in expenses. Each city will be forced to make these decisions 
within the next two years, if not sooner. 

Option #3 – Only Two Cities Merge

This option is a non-starter. It may be possible for Cumberland and Benham to merge 
or for Benham and Lynch to merge, but it would not be feasible. If two cities merge, then 
one city becomes even more vulnerable to dissolving and returning to county control. 
This would have a devastating effect upon the ability of the merged city to raise funds 
through grants; the ability to maintain local control; the ability to upgrade vital systems 
and infrastructure; and the ability to create cooperative agreements. This would be like 
having a neighbor declare bankruptcy and the bank refusing to mow the lawn or maintain 
the house. Everyone loses in this scenario.

Option #4 – Dissolve and Become the Responsibility of Harlan County Fiscal Court

There are no advantages to this course of action. The residents of the former cities 
would still be responsible to pay all debts incurred in the former cities. All political power 
would reside with the fiscal court. (No offense to the county. The county judge/executive 
and magistrates are fine people and good public servants. The point is that they have 
responsibilities beyond attending to the former cities of Cumberland, Benham and 
Lynch.)

While the notion of dissolving may seem far-fetched to many folks, the consultants are 
firm in their belief that it is a very real possibility that all three cities will be forced into 
bankruptcy and to dissolve within the next 10 years, possibly sooner, if action is not taken 
to address the financial challenges each are facing.
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KRS Chapter 81

The legal steps to achieve merger are straightforward if the Tri-Cities move ahead with 
a merger based on both the data presented in Section One and the evaluation of the 
current political will for a merger in Section Three. 

“Any two or more contiguous cities in the Commonwealth may merge or consolidate 
into one city by a majority vote of each city at elections called for such purpose.”  KRS 
81.410(1).

The steps below also show other requirements that would guide the merged city in its 
first few years of existence. Consider this a playbook on the process of merger and how 
to get the newly merged city up and running. 

The merger process vests the power to decide merger unto the voting citizens 
of Cumberland, Benham and Lynch. The city councils will only act as the triggering 
mechanism by passing the ordinance to place the question of merger on the ballot. 

After that, a majority of the citizens in each individual town must vote to accept the 
merger during the election in which the merger question is to be decided.   

Under KRS Chapter 81, the following requirements must be met if the cities decide to 
move forward with merger: 

1) The city council of each city must enact an ordinance that proposes the merger. 
These enacted ordinances will also call an election for each individual city to answer 
the question of the proposed merger. KRS 81.410(2).

2) An election on the proposed merger is to be held at the next regular election if the 
enacted ordinances are filed with the Harlan County Clerk by the second Tuesday 
in August proceeding the regular election. KRS 81.420.

a) The general election in November 2018 is the earliest an election on a 
proposed merger can be held. 

b) The deadline for the ordinances to be filed with the Harlan County Clerk would 
be August 14, 2018. 

c) Beyond that, if the merger is not proposed in 2018, the filing deadline would 
be August 13, 2019, for a November 2019 election; the filing deadline would 
be August 11, 2020, for a November 2020 election. 

3) The question on the proposed merger will appear on the election ballot in each 
city in the following form: “Are you in favor of merging or consolidating the City of 
Cumberland, the City of Benham, and the City of Lynch into one city, to be known 
as the City of ____________________? Yes or No.” KRS 81.420(1).

4) The proposal to merge is passed if a majority in all three elections answer “Yes” to 
the merger question. KRS 81.420(2).

 5) Thirty (30) days after the election results are certified, the cities become one home 
rule class city with a mayor/council form of government. The merged city takes the 
class and organizational structure of the largest of the three former cities, which in 
this instance is Cumberland. KRS 81.420(2).

6) The merged city must record changed boundaries with the Harlan County Clerk 
and the Secretary of State’s Land Office as required by KRS 81A.470. However, the 
merged city is not required to file a list of properties included in the merger or the 
names/addresses of the property owners. KRS 81A.420(3).

7) The city council members for each town will continue to hold their offices in the 
newly merged city as a combined legislative body, comprised of all three city 
councils, until the members’ respective terms of office expire, which can be no 
longer than two (2) years. KRS 81.430(1) and KRS 81.430(2).

a) If a member of this combined legislative body resigns before his or her term 
of office expires, one of two things will happen:

i) If the total number of members for the combined legislative body is greater 
than what is required for the merged city’s organizational structure, which 
would be seven (7) seats, then the vacancy caused by resignation will not 
be filled. KRS 81.430(3)(a).

ii) If the total number of members for the combined legislative body is less 
than seven (7) when the resignation occurs, than the vacancy will be filled 
by the standard procedures found in KRS 83A.040. KRS 81.430(3)(b).

8) At this term expiration, an election will be held to elect the correct number of city 
council members according to the organizational structure of the merged city, 
which would be seven (7) seats. Since the merged city would take on the structure 
of Cumberland because it is the largest city before the merger, the merged city 
would have the same number of council seats as the former City of Cumberland. 
KRS 81.430(2).

a) This means the eighteen (18) seats of the combined legislative body will 
become the seven (7) seats needed once this election takes place.

9) The merged city will have the vacant role of mayor filled by the combined legislative 
body after the city is created following the certification of the election results. If not 
filled within 30 days, the power to fill the vacancy is passed to the Governor. KRS 
83A.040 and KRS 83A.040(6).

10) The merger will not void or change any of the contractual obligations or special tax 
levies of any of the former cities. KRS 81.440.
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The most important deciding factor whether to merge or not merge is a concept called 
“political will.” It is a simple concept. Can or will elected officials rise above personal self-
interests and have the courage or political will to do the right thing? What is the right 
thing? Usually, it involves taking a vote to place a merger initiative on the ballot so that 
the voters can decide what is best for their community.

Sometimes, the correct decision is to merge. Sometimes, it isn’t. Regardless, voters 
should decide the issue themselves. But the question cannot be placed on the ballot if 
the local political body does not vote in favor of asking the question. 

In many cases, merger initiatives never get to the ballot because the local elected 
bodies will not permit it to be placed on the ballot. Why? Because they don’t have the 
political will to do so. In some cases, a mayor or council member is simply opposed to 
the concept of merger. In other cases, he or she may feel that not permitting a vote is 
the absolute right thing to do for the community’s interests. Sadly, in many cases, people 
don’t have the political will to give up power. 

Do Cumberland, Benham and Lynch have the political will? Time will tell. 

To help folks understand political will a little better, the consultants are including this 
brief study about political will. It is a very interesting concept.

The Oxford English dictionary’s definition of political will is the firm intention or 
commitment on the part of a government to carry through a policy, especially one which 
is not immediately successful or popular.

Craig Charney of Charney Research says that political will is the ghost in the machine 
of politics, the motive force that generates political action. Charney goes on to say that 
political will can be defined as the combination of three factors: opinion + intensity + 
salience. 

When it comes to the merger issue, people usually have an opinion. How strongly they 
feel about their opinion depends upon many factors including how important or salient 
it is.

Northern Illinois University Professor Norman Walzer, one of the authors of the 2015 
Illinois report on consolidation of government, responded to the baseline question as 
to whether two or more units of government are needed if they do essentially the same 
thing and cover the same people. “Logically, the answer is ‘no,’ but history, politics and 
pride most times combine to undermine logic,” he said.

With these components in mind - opinion, intensity, salience, history, politics and pride - 
political will is an extremely important, though hard to measure, factor in decision making. 

When it comes to merging more than one governmental entity in Kentucky, the 
decision ultimately lies with local elected officials. These officials can of course be swayed 
by public opinion, both pro and con. Those opinions are usually developed around how 
an issue is framed.  The things taken into consideration around merger will determine 
which way the political will goes.  

For example, if only the financial aspect is taken into consideration – how much money 
is saved – it is possible public opinion may not be swayed. Particularly if taxes have not 
been increased and finances are in relatively good position. Or, if one entity has more 
money than the other, it may be seen as a money grab by residents.  In either of these 
situations, political will may not win out.  

In terms of intensity and how strongly residents feel about merger, thoughts can again 
be changed by how the situation is framed. If merger seems to make sense, but several 
staffers will lose their jobs, how strongly will local residents feel about putting their 
neighbors out of work?  Or, perhaps job duties can be realigned in order to save jobs – 
enough money is saved to overcome objections to job loss.

Merger may not be important to residents who have no opinion about public affairs in 
general; or if the issue has not become politicized. The salience factor comes into play 
when/if citizens form an opinion that the situation is dire – that merger is either extremely 
important – or it is more important not to merge. 

As noted in the section titled “Merger Trends” within this report, merged governments 
have been frequently discussed and widely studied but rarely implemented throughout 
American history.  Not only has the issue been historically defeated, the real history of the 
communities themselves, also plays a role in the decision-making process. Residents feel 
a connection, an identity with their home community. The thoughts of losing the name, 
culture or heritage of their community is more than voters can often bear. The history 
and pride factor weigh heavy on residents and elected officials alike.

Power and politics, the words have been synonymous for hundreds if not thousands 
of years. Politicians are not likely to approve a measure such as merger when the local 
citizenry is opposed, no matter how logical the numbers may prove to be. There could 
also be the scenario where the voters want merger to happen, yet the loss of power when 
an elected officials position is eliminated may cause the issue to falter. 

The discussion of merger is complicated and if approved, implementing is never easy. 
There are specific legal requirements that are time consuming and call for attention to 
detail over a long period of time. Public opinion can be swayed many times throughout 
the process of study and educating the public. The level of urgency may change, 
either way, before a vote can be taken. Even if there are dire financial concerns facing 
a community, the perceived loss of identity, community pride or the loss of jobs, may 
bring a resounding “no” from the voting public.

In the end, political will is the determining factor that most communities enact when 
deciding to merge or not to merge. 



APPENDIX

20  Tri C
ity M

erg
er Stud

y   |   2018

City of Cumberland
Cumberland Current Analysis Narrative .................................................................................................................................................................. 21

Cumberland Current Analysis Assumptions ............................................................................................................................................................ 21

Cumberland Current Analysis – General Fund ........................................................................................................................................................ 22

Cumberland Current Analysis – LGEA Fund ............................................................................................................................................................ 28

Cumberland Current Analysis – MRA Fund ............................................................................................................................................................. 30

Cumberland Current Analysis – Water and Sewer Fund ......................................................................................................................................... 32

Cumberland Debt Report ......................................................................................................................................................................................... 36

Cumberland Projected Analysis Assumptions ......................................................................................................................................................... 37

Cumberland Projected Analysis – General Fund ..................................................................................................................................................... 38

Cumberland Projected Analysis – LGEA Fund ........................................................................................................................................................ 41

Cumberland Projected Analysis – MRA Fund .......................................................................................................................................................... 42

Cumberland Projected Analysis – Water and Sewer Fund ...................................................................................................................................... 43

City of Benham
Benham Current Financial Analysis Narrative  ......................................................................................................................................................... 45

Benham Current Analysis Budget Assumptions ...................................................................................................................................................... 45

Benham Current Analysis – General Fund ............................................................................................................................................................... 46

Benham Debt Report................................................................................................................................................................................................ 51

Benham Projected Analysis Assumptions ................................................................................................................................................................ 52

Benham Projected Analysis ...................................................................................................................................................................................... 53

City of Lynch 
Lynch Current Financial Analysis Narrative .............................................................................................................................................................. 56

Lynch Current Analysis Assumptions ....................................................................................................................................................................... 56

Lynch Current Analysis – General Fund ................................................................................................................................................................... 57

Lynch Debt Report .................................................................................................................................................................................................... 62

Lynch Projected Analysis Assumptions .................................................................................................................................................................... 63

Lynch Projected Analysis .......................................................................................................................................................................................... 64



CITY OF CUMBERLAND FINANCIALS
21  Tri C

ity M
erg

er Stud
y   |   2018

Notes on Cumberland Current 
Analysis Spreadsheet
The financial analysis for the City of Cumberland 
is built around estimated figures for FY 2015-
2016, created from the 2014-2015 budget and 
forecasted for FY 2016-2017. The total revenue 
collected by the city decreased by $21,916 or 
2.82%. This is compared to a slight increase in 
expenses, by $3,662.50 or 0.47%. 

Minor increases in revenue were reflected in the 
Privilege License, ATV Stickers, Bank Franchise 
Fees and Tourism Tax line items.  In terms of 
expenditures, Total Payroll and Tax Benefits 
decreased by 7 percent while Fuel Cost increased 
nearly 13 percent, Total Utilities increased 23.46 
percent, and Total Maintenance and Repairs 
increased 26 percent. 

Small increases in the salaries in some staff were 
offset by the elimination of mayor/council pay.

The most consistent and highest sources of 
total revenue (along with the increase/decrease 
percentage of the source) for Cumberland in 
ranking order are:

• Sanitation Fee was almost flat, decreasing 
by 0.26%

• Property Tax decreased by 3.8% 

• Insurance Tax decreased by 3.17%

• Franchise Fees decreased by 4.71%

• Auto Tax decreased 6.46%

• Privilege Tax increased by 16.34%

• Alcohol Tax decreased by 5.81%

While the city has managed to move funds to meet 
demands thus far, potential revenue from the sale 
of surplus property and the Municipal Road Aid 
program may not be available in the future. 

Without another source of consistent revenue, it 
will be difficult for the city to maintain the current 
level of service without cutting more expenses.   

Assumptions for Cumberland 
Current Analysis
To provide a current financial analysis for the City 
of Cumberland, we used the information provided 
by the city (FY 2014-2015 and FY 2015-2016 
financial documents) to forecast FY 2016-2017. 
This year is labeled as a forecasted year on all 
Cumberland spreadsheets. In addition, FY 2014-
2015 is highlighted in yellow because it’s only 
purpose is to allow a forecast to be completed for 
the City of Cumberland for the missing fiscal year. 
It has no other bearing in our analysis. These are 
the resultant assumptions we made to complete 
the Cumberland forecast for FY 2016-2017:

1) We forecasted FY 2016-2017 with the moving 
average method for two years. This method 
averaged the most recent data provided, 
taking the average of the two most recent 
years of financial data, which were provided 
for FY 2014-2015 and FY 2015-2016. 

2) For certain specific line items, the moving 
average method was replaced by various 
other methods of forecasting for specific 
budgetary line items to gain a more accurate 
forecast. These exceptions are listed below. 

a. In the MRA Fund, “Income” (Line 12) 
is taken from the 2017 Municipal Road 
Aid Report provided by the Kentucky 
Department for Local Government. 

b. In the MRA Fund, “Wages” (Line 30) is 
$8,000 due to be a planned expense 
listed a year in advance in 2015-2016 
financial documents. 

c. In the MRA Fund, no transfers were 
confirmed to have taken place in the 
“Transfers Out” subcategory since 
FY 2014-2015. This information was 
provided in a phone call with the city 
clerk. 

d. In the LGEA Fund, “Income” (Line 
12) is taken from the 2017 Municipal 
Coal Severance Report provided by 
the Kentucky Department for Local 
Government.

e. In the LGEA Fund, “Police Wages” (Line 
26) is the moving average forecasted 
amount between the Transfers Out 
Police Wages in FY 2014-2015 and the 
Police Wages paid from the fund in FY 
2015-2016.

f. In the LGEA Fund, no transfers were 
confirmed to have taken place in the 
“Transfers Out” subcategory since 
FY 2014-2015. This information was 
provided in a phone call with the city 
clerk.

g. In the Water/Sewer Fund, “Water/Sewer 
Audit-Attorney & Liability Insurance” 
(Line 94) is $22,000 confirmed with 
Kentucky League of Cities Insurance 
Services (KLCIS) in-house as our 
organization provides Cumberland their 
liability policy. We also confirmed that 
no expense had existed for specific 
audit-attorney services since FY 2014-
2015. This information was provided in 
a phone call with the city clerk. For all 
intent and purposes, after FY 2014-2015, 
Line 94 represents the liability insurance 
policy expense for Cumberland’s Water/
Sewer System. 

3) In the General Fund, no transfers were 
confirmed to have taken place in the 
“Transfers In” subcategory since FY 2014-
2015. This information was provided in a 
phone call with the city clerk.

City of Cumberland

Cumberland Current Financial Analysis Narrative –              

General Fund

Cumberland Current Analysis Assumptions – General Fund

Cumberland Current Financial Analysis – General Fund

Cumberland Current Financial Analysis – LGEA Fund

Cumberland Current Financial Analysis – MRA Fund

Cumberland Current Financial Analysis – Water and Sewer 

Fund

Cumberland Projected Financial Analysis Assumptions – 

General Fund

Cumberland Projected Financial Analysis – General Fund
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Assumptions and Notes for Cumberland Projected 
Analysis
Our team determined it was best to project future revenue, expenses, 
and budget line items out to 10 years in a consistent and straightforward 
manner for the Tri-Cities. These projections allowed us to analyze the 
financial health of each city should they decide upon merger or if they 
remain an individual city. This allowed us to break down the benefits of the 
proposed merger and display any efficiencies that materialized through 
a potential merger. Projections for the City of Cumberland required the 
use of certain assumptions to remain consistent and comparable with the 
other two cities. These were the assumptions for the Cumberland financial 
projections and resulting analysis:

1) We projected revenues, expenses, and budget line items out to FY 
2027-2028, which gives a full 10-year budget projection from the 
baseline year of 2017-2018.

2) We assumed that the vast majority of revenues will remain the same, 
stagnant to the nearest hundredth. By way of example if a revenue 
line item from FY 2016-2017 is listed at $16,845, it will round down 
to $16,800 for each projected year. We have not assumed any new 
revenue options, or their potential value, that could be made available 
to cities by the General Assembly of the Commonwealth of Kentucky. 
Unless otherwise stated in these assumptions, revenue projections 
for the City of Cumberland follow this primary assumption.

3) Due to the continual decline in Cumberland’s population, we 
assumed that population-based revenue, property tax, would decline 
at a rate that is commensurate with the yearly population decrease. 
For the past 10+ years, the annual decrease in population is about 
1.8% and that rate was used to project the decreases in property tax.

a. In the General Fund, both “Property Tax” (Line 11) and 
“Delinquent Property Tax” (Line 12) are decreased by 1.8% 
every projected year. It is important to note that the decrease is 
compounded every year.

4) One other revenue line item we projected would decrease at a 
specific rate was the coal severance provided to the city by the 
Commonwealth of Kentucky through the Department for Local 
Government. Our research led us to assume that coal severance 
revenue also falls at about a 1.8% annualized rate. In the LGEA fund, 
“Income” (Line 12) is projected to decrease every projected year at 
a rate of 1.8% and the projected revenue decrease is compounded 
every projected year. 

5) For expense line items, unless specified below, it is assumed 
that expenses will remain stagnant to the nearest hundredth. For 
example, “Utilities and Street Lights” (Line 129) in the General Fund, 
is listed as $42,250 for FY 2016-2017 and rounds up to $42,300 for 
each projected year. We did not assume any potential new expense 
items, or the potential value of any new expenses.

6) We assumed the specific expense categories and line items listed 
below would increase at a rate commensurate with the inflation rate. 
The United States Department of Labor’s Bureau of Labor Statistics 
estimates a moderate 2.0% inflation rate through June 2020, when it 
is expected to rise to about 2.5% from July 2020 onward. Thus, we 
assumed that these specific expenses will increase by 2.0% through 
FY 2019-2020, while they will increase by 2.5% from FY 2020-2021 
through the remainder of our projections. It is important to note that 
the increase is compounded every year. The expenses listed below 
are typically subject to inflation, so we assumed that they would 
continue to be subject to inflation throughout our entire projection 
period.  

a. In the General Fund, the Category “Salary & Wages” (Lines 52-
60);

 “Payroll Taxes & Benefits” (Lines 62-91);

 “Travel & Lodging” (Lines 100-104); 

 “Postage, Freight, Shipping” (Lines 106-114);  

 the Subcategories “General Utilities” (Lines 117-121) & 
“Telephone” (Lines 123-127);

 “Bonds/Insurance” (Lines 133-139);

 “Admin. Department Supplies” (Line 143) and 

 “Tax Roll from PVA” (Line 172) are projected with these inflation 
calculations.

i. “Mayor-Council Wages” (Line 58) follow the assumption 
method listed in Note 5 above, since this is the only wage 
line item that remains stagnant. 

b. In the MRA Fund, “Wages” (Line 30) is projected with these 
inflation calculations. 

c. In the LGEA Fund, “Police Wages” (Line 26) is projected with 
these inflation calculations. 

d. In the Water/Sewer Fund, the Category “Salary & Wages” (Lines 
31-34);

“Payroll Taxes & Benefits” (Lines 36-23), 

“Travel & Lodging” (Lines 60-63);

“Postage, Freight, Shipping” (Lines 65-70);

“Utilities” (Lines 72-81), “Water/Sewer Department Supplies” 
(Line 85); and 

“Water/Sewer Department Audit-Attorney & Liability Insurance” 
(Line 94) are projected with these inflation calculations.

7) In the MRA Fund, no transfers are projected to take place in the 
“Transfers Out” subcategory.

8) In the LGEA Fund, no transfers are projected or confirmed to take 
place in the “Transfers Out” subcategory.

9) In the General Fund, no transfers are projected to take place in the 
“Transfers In” subcategory.

10) We assumed that any road aid funding provided from the Department 
for Local Government. “Income” (Line 12) in the MRA Fund will be 
dispersed to the city in the typical manner as we anticipate the city 
will meet all prerequisite requirements. 

a. We also assumed that this funding will remain stagnant at current 
levels through the duration of the projected period.

11) We assumed any grants remaining open will continue through FY 
2017-2018 and when the performance period ends, the grant funding 
will be closed out. This assumption applies to both the revenue and 
expense side of the projections. We assumed that the grant funding 
will remain the same as the previous fiscal year, rounded to the 
nearest hundredth.

a. This assumption applies to “R.E. Bob Frazier Grant” (Line 175) in 
the General Fund. 
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Benham Current Financial Analysis 
Narrative 
In a budgetary review of the City of Benham over a 
two-year span (FY 2015-2016 and FY 2016-2017), 
one primary element stood out: Both revenues 
and expenses went down. The total revenue 
collected by the city went down by $64,762 or 
-9.92% and expenses went down by $81,817 or 
-11.99%. The reduction in revenue is explained in 
the Electric line item and under Other Revenue 
in the subcategories of Municipal Road Aid, EPA 
and Kentucky Finance.  Significant decreases in 
expenses are reflected in the categories of Salary 
and Payroll, Payroll Taxes and Benefits and Waste 
Pickup. 

Even though expenses were down, the decrease 
in revenue led to a budget deficit of $12,531 in FY 
2016-2017 compared to an even larger deficit of 
$29,585 in the previous year. Overall this reflects a 
$17,054 reversal of losses in one year. While both 
revenues and expenses decreased, the revenue 
drop far outpaced the decrease in expenses. 

Another observation is that Salary and Wages 
expenses decreased by $12,656 or -9.07% as well 
as the Payroll Taxes and Benefits which were down 
by -17.62%.

The most consistent sources of revenue for 
Benham are in Water and Sewer Revenues, 
Electric, and Transfers In. Even so, all revenue 
sources are declining other than the Transfers In 
subcategories of Fire Assessment, Coal Severance 
and Other. 

Water expenses increased by nearly $20,000, a 
90.99% increase from year to year. (This included 
an increase in the cost of water, water testing and 
refunds.)

 Waste Pickup is an expense that decreased by 
-29.83%. 

Revenue categories for Coal Severance, Other 
and Transfers In range dramatically from year to 
year and may or may not be available in future 
years.

Property tax revenues for the city were obtained 
from the Harlan County Sheriff’s Office. The face 
amount of the property tax bills for the city was 
$39,909 for FY 2015-2016 and $39,324 in FY 
2016-2017, reflecting a small but steady trend of 
year-over-year decreases.

The City of Benham has not enacted an insurance 
premium tax.

Assumptions and Notes for 
Benham Current Analysis
Two years of budgets were constructed by 
our team for the City of Benham as none were 
provided. This was accomplished through check 
registers and bank statements provided by the city, 
spanning June 2015 to July 2017. To complete 
Benham’s financial analysis, the team made a few 
assumptions in order to have a comparison with 
the other two cities.

1) The team could not confidently separate 
Benham’s Property Tax into its own line 
item. However, we did narrow down line 
items where property tax revenue was 
intermingled. 

a. For FY 2015-2016, approximately 
$39,909 of “Water & Sewer Sinking 
Revenue” (Line 28) and “Other 
Transfers and Deposits” (Line 38) 
would be considered property tax 
revenue. This was determined by cross 
referencing the numbers acquired from 
the Harlan County PVA and estimating 
the property tax revenue. 

b. The same determination was made for 
FY 2016-2017, reflecting approximately 
$39,324 of “Water & Sewer Sinking 
Revenue” (Line 28) and “Other 
Transfers and Deposits” (Line 38) as 
property tax revenue. 

City of Benham

Benham Current Financial Analysis Narrative

Benham Current Analysis Assumptions

Benham Current Financial Analysis

Benham Projected Analysis Assumptions

Benham Projected Analysis
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Assumptions and Notes for Benham Projected Analysis
The next step was to project the financial future for each of the three cities. 
Our team determined it was best to project future revenue, expenses, 
and budget line items out to 10 years in a consistent and straightforward 
manner for the Tri-Cities. These projections allowed us to analyze the 
financial health of each city if they decided upon merger or if they remained 
independent. This further allowed a breakdown of benefits and displayed 
any potential efficiencies recognized through a potential merger. 

These projections required certain assumptions to remain consistent, 
straightforward, and comparable among the three cities. These are the 
assumptions our team made to complete the Benham financial projections 
and resulting analysis:

1) Revenues, expenses, and budget line items projected out to FY 
2027-2028, providing a full 10-year budget projection from the 
baseline year of 2017-2018.

2) We assumed that most revenue will remain the same, stagnant to 
the nearest hundredth. For example, if a revenue line item from FY 
2016-2017 is listed at $115,465.73, such as “Electric Fee Deposits” 
(Line 11) it will round up to $115,500 for each projected year. We 
did not anticipate any new revenue options, or their potential value, 
that could be made available to cities by the General Assembly of 
the Commonwealth of Kentucky. Unless otherwise stated in these 
assumptions, revenue projections for the City of Benham follow this 
primary assumption.

3) Due to the continual population decline in the City of Benham, 
we assumed that population-based revenue such as the property 
tax, would decline at a rate that is commensurate with the yearly 
population decrease. For the past 10+ years, the annual decrease in 
population for the City of Benham is 1.5%. Therefore, this rate was 
used to project the decreases in property tax.

a. In the General Fund, “Water & Sewer Sinking Revenue” (Line 28) 
is decreased by 1.5% every projected year and the decrease is 
compounded every year. Due to the difficulty of separating the 
Benham Property Tax collection from other revenue sources, it 
shows the property tax revenue is predominantly intermingled 
with the revenue contained in this line item.

4) The Department for Local Government provided the totals for the 
coal severance revenue as another revenue line item projected to 
decrease at a specific rate. Our research led to the assumption that 
coal severance revenue also falls at about a 1.5% annualized rate. In 
the General Fund, “Coal Severance Money” (Line 37) is projected to 
decrease every projected year at a rate of 1.5% and the projected 
revenue decrease is compounded every projected year. 

5) Unless specified in the assumptions below, it is assumed that 
expenses will remain the same, stagnant to the nearest hundredth. 
For example, “Oil and Gas” (Line 71) the Fuel Category is listed 
as $5,202.66 for FY 2016-2017. It rounds down to $5,200 for each 
projected year. Again, we did not anticipate any new expense items 
the city could incur, or the potential value of any new expenses.

6) Expense categories and line items would typically increase at a rate 
commensurate with the inflation rate. According to the United States 
Department of Labor’s Bureau of Labor Statistics, a moderate 2.0% 
inflation rate is estimated through June 2020, when it is estimated 
to rise to 2.5% from July 2020 onward. Thus, we assumed that these 
specific expenses will increase by 2.0% through FY 2019-2020, then 
increase by 2.5% from FY 2020-2021 through the remainder of our 
projections. It is important to note that the increase is compounded 
every year. 

a. In the General Fund, the following categories are projected with 
these inflation calculations: 

 “Salary & Payroll” (Lines 48-55);

 “Payroll Taxes, Benefits & IRS Payments” (Lines 57-68); 

 “Travel & Lodging” (Lines 75-79); 

 “Utilities” (Lines 81-86);

 “Postage, Freight, Shipping” (Lines 88-91);

 “IT” (Lines 93-96); 

 “Liability and Property Insurance” (Line 101);

 “Office Supplies and Equipment” (Lines 106-112); 

 “Tax Roll from PVA” (Line 137);

 “Gross Utility Tax” (Line 138); 

 “Sales and Use Tax Paid” (Line 139);

 “Police Expense” (Line 140);

 “Benham Power Board” (Line 142); 

 “Petty Cash Used” (Line 144);

 “Water Expenses” (Lines 152-157); and 

 “Additional Expenses” (Line 165).

7) Regrading grants that are still open, we assumed that the 
performance period on the grant will continue through FY 2017-
2018, ending with the grant funding closed out. This assumption 
applies to both the revenue and expense side of the projections.  

We assumed that the grant funding will remain the same as the 
previous fiscal year, rounded to the nearest hundredth.

a. This assumption applies to “Bob Frazier Grant” (Line 17) 
“Flooring Grant” (Line 18) on the revenue side, and “R.E. Bob 
Frazier Grant” (Line 160) and “Flooring Grant” (Line 164) on the 
expense side. 

8) Benham is eligible for Municipal Road Aid money which is controlled 
by the Department for Local Government “Municipal Aid Money” 
(Line 21). To receive these funds, there are specific mandates 
required of the city for funds to be dispersed. We assumed that 
any funding aid could be disbursed to the city in the typical manner 
starting in FY 2018-2019 as they can now meet their requirement by 
having a completed budget. 

a. We also assumed that this funding will remain stagnant at current 
levels through the duration of the projected period. For Benham 
we used the 2017 Municipal Road Aid Report provided by the 
Kentucky Department for Local Government for our projections. 
It valued their current Road Aid Funding at $10,250.

9) We assumed that “Bleacher” (Line 162) would end as an expense 
through FY 2018-2019 and “Carpet” (Line 163) would end as an 
expense in FY 2017-2018. 
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Lynch Current Financial Analysis 
Narrative 
In a budgetary review of the City of Lynch over a 
two-year span (FY 2015-2016 and FY 2016-2017), 
one primary element stood out: Both revenues 
and expenses went down. The total revenue 
collected by the city went down by $185,600 or 
28.09% and expenses went down by $120,166 or 
19.36%. This difference is explained by the loss 
of a one-time revenue item in the Merchandise, 
Property, and Miscellaneous Revenue category 
and the loss of money in the Grants, Aid, and 
Funding subcategory located in the Other 
Revenue Category. 

The decrease in revenue and increase in expenses 
led to a budget deficit of $25,228 in FY 2016-2017 
compared to a surplus of $40,206 in the previous 
year. Overall this reflects a $65,434 reversal 
in revenue in one year. While both revenues 
and expenses decreased, the revenue drop far 
outpaced the decrease in expenses. 

Another observation is that Salary and Wages 
expenses increased by $9,973 or 7.05%. Lynch 
was catching up on payroll taxes in FY 2015-2016 
paying a penalty of $4,483. In FY 2016-2017, they 
did not have that penalty. 

The most consistent sources of revenue for Lynch 
are in Water Service, Sewer Service, and Solid 
Waste Collection, followed by Insurance Tax. 
Service Revenue makes up 53.6% of Total Revenue 
for Lynch during FY 2015-2016 and 69.6% of Total 
Revenue during FY 2016-2017, as shown below.

• In FY 2015-2016, the Top 5 Revenue Line 
Items were: 

1. Water Service 

2. Sewer Service 

3. Miscellaneous (In Merch, Property, 
Misc. Revenue) 

4. Grants, Aid, Funding – Other 

5. Solid Waste Collection 

• In FY 2016-2017, the Top 5 Revenue Line 
Items were:

1. Water Service

2. Sewer Service

3. Solid Waste Collection

4. Insurance Tax

5. Property Tax

 Points to consider:

• Sewer Service revenue decreased by 
$6,971 or 5.81% between the two years, 
yet Water Service went up $11,050 or 
8.64% across the 2 FYs. 

• Property taxes are just a small piece in 
Lynch’s overall revenue profile: $20,014 
in FY 2015-2016 and $21,204 in FY 2016-
2017; reflecting 3% and 4.5%, respectively, 
of the overall revenue profile.

• The strongest growth area for the Lynch 
profile is with the Insurance Tax, with nearly 

double the collections of the property tax, 
a difference of $64,138 or 69.80%. 

Assumptions and Notes for 
Lynch Current Analysis
No assumptions were made for the current 
analysis on the City of Lynch as they provided 
the requested budget, financial statements, and 
supporting financial documents for FY 2015-2016 
and FY 2016-2017 as needed to complete a full 
current analysis.

City of Lynch

Lynch Current Financial Analysis Narrative

Lynch Current Analysis Assumptions

Lynch Current Financial Analysis

Lynch Projected Financial Analysis Assumptions 

Lynch Projected Financial Analysis
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Assumptions and Notes for Lynch Projected Analysis
After completing the analysis of the most current financial picture of 
each city, the next step was to project the financial future for each of 
the cities. We accomplished this by projecting future revenue, expenses 
and budget line items out to 10 years. These projections analyzed the 
potential financial health of each city if they decided to merge or if they 
remained independent. This revealed potential benefits of a proposed 
merger and displayed any efficiencies that could be gained through a 
potential merger. The following assumptions were used to complete the 
Lynch financial projections and resulting analysis to remain consistent and 
comparable with the other two cities. 

1) Revenues, expenses, and budget line items were projected out to 
FY 2027-2028, which gives a full ten-year budget projection from 
the baseline year of 2017-2018.

2) We assumed that most revenue will remain the same, stagnant to 
the nearest hundredth. For example, if a revenue line item from FY 
2016-2017 is listed at $138,929 “Water Service” (Line 12), it will 
round down to $138,900 for each projected year. Further, we did 
not project any potential new revenue options, or their potential 
value, from the General Assembly of the Commonwealth of 
Kentucky. Unless otherwise stated in these assumptions, revenue 
projections for the City of Lynch follow this primary assumption.

3) Because of the continual population decline in the City of Lynch, 
we assumed property tax would decline at a rate commensurate 
with the yearly population decrease. For the past 10+ years, the 
Lynch population decreased around 1.7%, so this rate was used to 
project the decreases in property tax.

a. In the General Fund, “Property Tax” (Line 22) is decreased by 
1.7% every projected year and the decrease is compounded 
every year.

4) Coal severance revenue was estimated to decrease at about a 
1.7% annualized rate based upon information provided to the City 
of Lynch by the Department for Local Government.  Therefore, 
in the General fund, “Coal Severance” (Line 28) is projected to 
decrease every projected year at a rate of 1.7%, with the decrease 
compounded every year. 

5) Expense line Items are projected to remain the same to the nearest 
hundredth, unless specified in these assumptions below. For 
example, “Chlorine” (Line 88) in the Chemicals expense category 
is listed as $15,116 for FY 2016-2017, and rounds down to $15,100 
for each projected year. Again, we did not project any potential 
new expense items the city could incur, or the potential value of 
any new expenses.

6) We assumed the specific expense categories and line items listed 
below would increase at a rate that is commensurate with the 
inflation rate. The United States Department of Labor’s Bureau of 
Labor Statistics estimated a moderate 2.0% inflation rate through 
June 2020, when it is then estimated to rise to about 2.5% from 
July 2020 onward. Thus, we assumed that these specific expenses 
will increase by 2.0% through FY 2019-2020, and by 2.5% from FY 
2020-2021 through the reminder of our projections, indicating the 
increase will be compounded every year. 

a. In the General Fund, the Category “Salary & Wages” (Line 
74), the Category “Payroll Taxes” (Lines 76-83), “Travel” (Line 
103), “Postage, Freight, Shipping” (Line 105), the Category 
“Utilities” (Lines 110-115), the Category “IT” (Lines 117-121), 
“Property and Liability [Insurance]” (Line 125), “Supplies” 
(Line 134), and “Office Supplies & Equipment – Other” (Line 
137) are projected with these inflation calculations. 

7) We assumed that any road aid funding provided from the 
Department for Local Government “MRA” (Line 53) will be 
dispersed to the city in the typical manner as we anticipate the city 
will meet all prerequisite requirements. 

a. We assumed that this funding will remain at current levels 
through the duration of the projected period. For Lynch, 
we used the 2017 Municipal Road Aid Report provided by 
the Kentucky Department for Local Government for these 
projections. The report valued the Lynch Road Aid Funding 
at $15,500. 
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