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TICHENOR & ASSOCIATES, LLP

CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS

304 MIpDLETOWN PARK PLACE, Sth1e C
LOWISVILLE, KENTUCKY 40243

BusinEss: (502) 245-0775
Fax: (502) 245-0725
E-Mal.: WFICHENOR@TICHENORASSOCIATES.COM

T0: Appalachian Regional Commission (ARC)
Office of Inspector General (OIG)

FROM: Tichenor & Associates, LLP
Lousville, Kentucky

REPORT FOR: The Federal Co-Chairman
ARC Executive Director
OlG Report Number: 08-12

SUBIECT: Memorandum Review Report on Center for Technology
: Enterprise, Inc. (CITE), Appalachian Regional Broadband
Demonstration, ARC Grant Number: KY-14974.

PURPOSE: The purpose of our review was to determine if (a) the total funds provided to
CITE (formerly known as Center for Information Technology Enterprise, Inc.) for its
Appalachian Regional Broadband Demonstration grant were expended in accordance
with the ARC approved grant budget and did not violate any restrictions imposed by the
terms and conditions of the grant; (b) the accounting, reporting, and internal control
systems provided for disclosure of pertinent financial and operating information; and (c)
that the objectives of the grant are being met.

BACKGROUND: ARC awarded Grant Number KY-14974 to CITE for the period
October 1, 2004 through January 31, 2006. The ARC Project Coordinator approved
Amendment Number 1 to the Grant Agreement on January 23, 2006 extending the period
of performance through July 31, 2006. Total ARC funding for the period was for an
amount not to exceed $180,000 or 50.0% of actual, reasonable, and eligible project costs.
ARC required that the grant be matched with $180,000 or 50.0% in cash, contributed
services, and in-kind contributions, as approved by the ARC.

The purpose of the grant was to provide assistance to undertake an assessment of
broadband telecommunications needs and deployment in a six county area of
Appalachian Kentucky.  Furthermore, the grant would underwrite a GIS mapping
assessment project in the six counties to determine what telecommunications services are
currently available; the development of icadership teams in communities; locate state



owned towers and other facilities that could be used to deploy technologies on; and assist
communities to develop an on-line presence.

SCOPE: We performed a program review of the grant as described in the Purpose above.
Our review was based on the terms of the grant agreement and on the application of
cerfain agreed-upon procedures previously discussed with the ARC OIG. Specifically,
we determined 1f the tasks described above were being performed, if the accountability
over ARC funds is sufficient as required by applicable Office of Management and Budget
(OMB) Circulars, and if CITE was in compliance with the requirements of the grant
agreement. In addition, we discussed the program objectives and performance with CITE
personnel.  Our results and recommendations are based upon those procedures. These
review procedures were performed in accordance with applicable Government Auditing
Standards.

RESULTS: The following results are based on our review performed at CITE in
Bowling Green, Kentucky, on March 5, 2007 through May 9, 2007.

A. Incurred Costs

CITE’s financial records report total program costs of $495,990 for the grant period (sce
Appendix A). Of these costs, $180,000 (36.3%) was attributed to ARC expenditures,
with the remaining $315,990 (63.7%) attributed to matching and in-kind expenditures.
During the course of the review, we reviewed the direct, indirect, and matching costs
claimed and noted mstances of noncompliance which are described in the accompanying

findings.

1. Improper Allocation of Costs Chareed to the ARC Grant

The grant agreement (see Appendix B) states that its purpose 1s to provide assistance to
undertake an assessment of broadband telecommunications needs and deployment in a
six county area of Appalachian Kentucky.

KY-14974 was part of CITE’s statewide project Prescription for Innovation. CITE also
received funding from ARC for grant KY-15056-05 - KY Broadband Prescription for
Innovation Initiative — to fund an additional fifteen county area of Appalachian Kentcky
as part of the project. The pertod of performance for KY-15056-05, as amended, was
January 1, 2005 through March 31, 2007. [t was CITE’s intention to apply for two
additional fifteen-county grants so all of Kentucky’s 51 Appalachian counties would be
funded by ARC; however, the remaining 30 counties were never funded by ARC.

Because of CITE’s original intent to {fund all of Kentucky’s Appalachian counties with
ARC grants, an accounting system was developed to capture all ARC project costs
irrespective of county. This accounting system remained in place even after CITE
learned that ARC would not be funding the remaining 30 Kentucky Appalachian
counties.



Based on prior experience with ARC, where CITE was allowed to allocate 50 percent of
statewide costs to ARC grant KY-14118, CITE began allocating the statewide
Prescription for Innovation costs at a rate of 50 percent to this ARC grant, KY-14974.
For the period October through December of 2004, all of the ARC allocation was charged
to KY-14974 either for reimbursement from ARC or as maiching costs. Beginning in
January 2005, when ARC grant KY-15056-05 for an additional fifteen counties began,
the ARC allocation (50% of statewide costs) was split between the two ARC grants based
on the activity in the 21 counties of the two combined grants. In other words, all of the
ARC allocation was charged to the two grants, which included six and fifteen counties,
respectively, out of 51 Kentucky Appalachian counties. Sce Appendix C for CITE’s
description of their allocation method.

CITE’s total reported program costs for KY-14974 of $495,990 (see Appendix A) is
9.7% of the total recorded statewide program costs of $5,112,393 for Prescription for
Innovation (sce Appendix D - Total Costs of Prescription for Innovation), while
representing only 5% (0 of 120) of Kentucky’s counties, and is disproportionately large
compared to the six counties to be served under this grant. Because of the improper
allocation of costs, any reported costs out of proportion to the total reported statewide
program costs should be disallowed.

After reducing total reported program costs to 5% of total reported statewide program
costs, total program costs are $255,620, of which $127,810 (50%) is attributed to ARC
costs and $127,810 (50%) attributed to matching and in-kind costs.

Recommendation:

We recommend that ARC require that CITE revise its final Request for Advance or
Reimbursement (Standard Form 270} submitted to ARC to show total grant costs of
$255,620, with §127,810 attributed to ARC costs and $127,810 attributed to matching
and in-kind costs.

We also recomumend that ARC require CITE to return $52,190 of disallowed ARC costs.
(See Appendix E - Calculation of Disallowed Costs Charged to the ARC Grant.)

ARC’s Response:

Concurrent with our review of KY-14974, we also reviewed CITE’s ARC grant KY-
15056-05 (see OIG Report Number 08-13). ARC’s written response addresses both draft
reports.

ARC stated that although CITE maintains that all grant expenditures for KY-14974 and
KY-15056-05 were mmcurred in the approved project area, CITE agrees with the accuracy
of the audit finding that its record-keeping does not support a county-by-county
attribution of costs. ARC further stated that during discussions with CITE to resolve this
issue, CITE rencwed a previously made request to expand the project service arca to
include alt 51 Kentucky Appalachian counties.



On May 23, 2008, ARC agreed to CITE’s request to expand the project service area to
mclude all 51 Kentucky Appalachian counties and to apply the multi-county match rate
of 80% ARC funding to CITE’s 20% match in cash, contributed services, and in-kind
confributions.

CITE recorded total statewide program costs for Prescription for Innovation of
$5,112,393 (see Appendix D — Total Costs of Prescription for Innovation). Because the
expanded service arca represents 42.5% (51 of 120) of Kentucky’s counties, CITE’s
recalculated total program costs for both KY-14974 and KY-15056-05 is $2,172,767
(42.5% of $5,112,393), of which $1,738,214 (80%) is altributed to eligible ARC costs
and $434,553 (20%) attributed to matching and in-kind costs. (See Appendix F - ARC’s
Response.)

Auditor’s Comment:

ARC agreed to CITE's request to expand the project service area for both KY-14974 and
KY-15056-05 to all of Kentucky's 51 Appalachian counties and the recalculated total
eligible ARC costs of $1,738,214 is greater than the $1,080,00 of combined funding
(8180,000 for KY-14974 and $900,000 for KY-15056-05) provided by ARC. As a result,
the recommendation is considered closed.

2. Predetermined budeet estimates were used to directly and indirectly charge personnel
salary and benefits costs 1o the ARC grant and were not adjusted to actual costs as
required by Federal cost principles

OMB Circular A-122 (Cest Principles for Non-Profit Organizations), Attachment B —
Selected Items of Cost, para. 8.m.(2)(a) states that reports of salaries and wages must
reflect an after-the-fact determination of the actual activity of each employee. Budget
estimates, such as estimates deternuned before the services are performed, do not qualify
as support for charges to awards and are expressly unallowable. OMB Circular A-122
does allow for the interim use of estimated costs provided they are adjusted to actual
costs at least annually.

Additionalty, OMB Circular A-122, Attachment A ~ General Principles, para. A.2.(b)
states that to be allowable under an award, costs must conform to any limitations or
exclusions set forth i the principles or in the award as to types or amount of cost items.

The budget narrative lo the grant application states “Employees’ time will be charged
directly to the project based on actual time records maintaied;” however, CITE used
predetermined estimates for personnel to direct charge a portion of their salary and
benefits to ARC and other programs. Personnel salary and benefit costs charged based
on these estimates were not adjusted to actual costs prior to the final request of
reimbursement. These estimates were based on employee’s anticipated role in the
project, rather than actual data. See Appendix C for CITE’s description of their
allocation method.



CITE’s President and CEO stated that they did not establish a time reporting system: that
tracked county specific time because of the administrative burden that placed on their
project managers who were often working in numerous counties daily.

For KY-14974, CITE reported personnel salary costs of $203,143, with $88,272
attributed to ARC costs and $114,871 attributed to matching and in-kind costs, and
associated fringe benefits of $32,370, with $13,045 attributable to ARC costs and
$18,725 attributable to matching and in-kind costs. Because CITE used predetermined
estimates, and not actual costs, these amounts should be disallowed.

Recommendation:

Because personnel salary and associated fringe benefits, combined, are $235,513 (47.5%)
of the total reported grant costs of $495,990, we recommend that ARC require that CITE
further revise its final Request for Advance or Reimbursement (Standard Form 270)
submitted to ARC to show total grant costs of $134,200 (a reduction of $121,420 or
47.5% from the revised total grant costs calculated in Finding #1, above), with $67,100
(50%) attributed to ARC costs and $67,100 (50%) attributed to matching and in-kind
cosls.

We also recommend that ARC require CITE to returmn an additional $60,710 of
disallowed costs. (Sce Appendix E - Calculation of Disallowed Costs Charged to the
ARC Grant.)

ARC’s Response:

Concurrent with our review of KY-14974, we also reviewed CITE’s ARC grant KY-
15056-05 (see OIG Report Number 08-13). ARC’s written response addresses both draft
reports.

ARC stated that CITE agreed with our finding related to the disaliowance of personnel
salary and fringe benefits costs but asked, in connection with the above mentioned
request in Finding #1 to expand the project service arca, for the allowance of costs
associated with the work of two individuals whose activities were almost exclusively in
the Appalachian portion of Kentucky.

On May 23, 2008, ARC agreed to CITE’s request and accepted as eligible the personnel
salary and fringe benefits costs proposed by CITE prorated at 42.5%, which is the
proportion of ARC counties to all Kentucky counties, while disallowing the balance of
personnel salary and fringe benefits costs.

Personnel salary and fringe benefits represented approximately 47% of the total reported
project costs for KY-14974 and KY-15056-05, combined. Disallowing 47% of the
recalculated total program costs attributable to ARC (31,738,214, see ARC’s Response to
Finding #1, above} results in a reduction of $816,960 of personnel salary and fringe
benefils costs, leaving eligible non-personnel project costs of $921,254.



Prorating by 42.5% the $312,558 of salary and fringe benefits of the two individuals
whose activity was almost exclusively in the Appalachian portion of Kentucky results in
$132,837 of personnel salary and fringe benefits costs accepted as eligible by ARC.

Combining the ARC’s share of eligible non-personnei costs of $921,254 and $132,837 of
cligible personnel salary and fringe benefits costs, ARC has accepted final costs for KY-
14974 and KY-15056-05, combined, of $1,054,091. Because $1,080,000 was previously
disbursed for these two grants, ARC requested that CITE return $25,909 of
unsubstantiated personnel salary and fringe benefits costs. CITE returned the funds to
ARC on June 2, 2008. (See Appendix IF — ARC’s Response.)

Auditor’s Comment:

ARC disallowed §816,900 of personnel salary and fringe benefits costs, less an
allowance of $132,837 of salary and fringe benefils for two individuals whose activily
was almost exclusively in the Appalachian portion of Kentucky, resulting in final
accepted costs of $1,054,091 and CITE returning $25,909 of unsubstantiated personnel
salary and fringe benefits costs. As a result, this recommendation is considered closed.

B. Internal Controls
During the course of the audit, we reviewed CITE’s system of internal controls. One area
of weakness was identified that could have affected the accountability of costs or

compliance with the terms of the grant agreement.

1. Completion of Progress Reports

The grant agreement requires that CITE complete an interim progress report for each
120-day period. The grant agreement also requires that a draft final report be submitted
for ARC approval within one month of the end of the period of performance.

CITE submitted a draft final report to ARC on September 15, 2006, This was 46 days
after the end of the period of performance, which ended July 31, 2000

Recommendation:

We recommend that ARC require CITE to complete final progress reports in a timely
maunner on any future ARC grants.

ARC’s Response:

ARC did not respond to this recommendation.



Auditor’s Comment:

ARC has not commented on the recommendation. As a result, we continue to make this
recommendation.

C. Program Results

Our review of CITE’s Appalachian Regional Broadband Demonstration grant indicated
that the specific objectives identified in the grant were aclieved.

D homn it Strei
Tichenor & Associates, LLP
Louisville, Kentucky
November 2, 2007



APPENDIX A

FINAL REQUEST FOR ADVANCE OR REIMBURSEMENT
{STANDARD FORM 270) AND
WORKSHEET FOR REIMBURSEMENT REQUEST



REQUEST FOR ADVANCE
OR REIMBURSEMENT

GMB APPROVAL NO. PAGE

or

i

i 7. "X one or both boxes

TYPE OF [T apvance

W oneorssanr |

2. BASIS OF REQUEST
CASH

PAYMENT 1 "” the applicable box

wrgunstED | K

FINAL D PARTIAL

E ACCRUAL

3. FEDERAL SPONSORING AGENCY AND ORGANIZATIONAL
ELEMENT TO WHICITTHIS REPORT IS SUBMITIED

4 FEDERAL GRANT OR OTHER
INDENTIPY ING NUMIER ASSIGNED BY

5. PARTIAL PAYMENT
REGUEST NUMBER FOR

MNUMIIER

G1-1394934

NUMBER OR 1D NUMBER

Appalachian Regional Commission FEDERAL AGENCY TI1TS REQUEST
KY-14874-0-|
6. EMPLOYER IDENT. 7. RECIPTENT ACCOUNT 3. PERIOD COVERED BY THIS REQUEST

TROM {month, day, year)

4(1/72006

1O (manth, day, yesr)

/3072006

Name:

Mumber and Strecu
P.0O. Box 3448

City, Siate, and ZIP Code:

& RECIPIGNT ORGANIZATION

Center for Technology Bntorprise, Ine.

VE}owling Green, KY 42102.-3448

Name:

Number and Strect:

City, Staic, and Z1P Code:

10 PAYEE (Where ehieck is to be sont if different than dom 9)

when requesied by Federal
wrantor agency for use in

d Estimaled net cash owilays for advange period
¢. Total (Sum of Bncs ¢ & 4}

f. Mon-Federal share of amount on line s

g. Federal share of amount on fine e

h. Federal paymenis provicusly requested

i. Federal share now requested (Line g minus h)

§. Advances requived by mouth,

1. COMPUTATION OF AMOUNT OF REBMBURSEMENTS/ADVANCIES REQUESYTED
PROGRAMS/FUNCTIONS/ACTIVITELS (a} () ] TOTAL
“a. Total program outlays to date  {As of date; ]
6730106 495,990.36 495,9990.36
b. Less: Cumulative Program Income -

Net Program outlays (1 ine a minus line b} 495,99036 495,99036

495,990.36 495,990.36 :
315,990.36 i 315,990.36
180.,000.00 ( ..-.@9190(;@
162,000.00 162,000.00
18,000.00 18,000.00 |

s Month

2nd Month

making prescheduled advances

3rd Month

17.

ALTERNATE COMPUTATION FOR ADVANCES ONLY

1. Dstimated Federa) cash outlays that will be made during period govered by the advence s
b. J.cse: Estireated balance of FPederal cash on hand as of heganning ol advance perind
Amount requested (Line a minus ling b 3

c.
13

CERTIFICATION

' certify that lo the best of my knowledge and betief the data on
is form are correet and that all outlays were made in accordance

with (he grant conditions of other agreciments and that paymeut

is duc and has #ot been previously requested.

o,

Signatore of Authorized Certifijng Official

ey Mm/r/r%ﬁ?&d

Dalc Rcc‘;{fc‘é! Sabnnited

September 15, 2006

Typedt or Prioted Name and Title

Bernic Bogle, Chief Financial Officer

Telephone Number

(270) 781-4320 x 128

‘This space for agency use
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APPENDIX B

GRANT AGREEMENT



Grant Agreeme}:‘t
Beiween
Appalachian Regional Commission
and

Center for Information Technology Enterprises, Inc

ARC Coniract Nugmber: KY-14974-0.

Project Title: Appaiachian Regional Broadband Demonstration

Grantee: Center for Information Technology F/-\\RC Project Coordinator:
Enterprises, Inc Harry Roesch
1711 Destiny Place, #108 202-884-7774
Bowling Green, KY 42104 Fax Number: 202.884. 7691
Grantee’s EIN: 61-1394934 ‘j}z%? (o442~ | State Administration/Liaison Officer:
Project Director: Brian Mefford : Peggy Satterly / 502-573-2382
Telephone Number: 270-781-4320

Fart | - Special Provisions

1. Statement of Purpose - Incorporation of Praposal. This agreement implements a
grant made under the authorities of Section 302 of the Appalachian Regional
Development Act of 1965 (ARDA), as amended, to provide assistance to
underiake an assessment.of broadband telecommunications needs and
&éﬂwmymmﬁﬁmntv area of Appalachian Kentucky, The ARC grant wil
underwrite a GIS mapping assessment project in the six counties fo determine
what telecommunication services are currently available: the development of
leaderships teams in communities; locate state owned towars and ofher facilities
that could be used to deploy technologies on; and assist communilies o develop
an on-line presence. .

This project shall be carried out in general accord with Grantee's proposal,
received at ARC on September 27, 2004. Grantee's proposal is incorporated by
this reference as Supplement A to Part I. To the exient the Articles of this grant
agreement conflict with the incorporated proposal, the Articles shall control,

2. Order of Precedence. This grant agreement is subject to the provisions of the
ARDA, the ARC Code and Project Guidelines, the Special Provisions (Part ), the
attached Grant Agreement: General Provisions {Part D), and any incorporated
Supplements. Any confiict among these provisions shall be resolved giving
precedence to these authorities In the order in which they are listed above.




ARC Contract Number: KY-14974-0-1 Page 2of 2

3. Reporls. A progress report for each 120-day period and a final report are
required under this agreement (see Part H, Articie 4).

4. Consideration and Method of Payment.

o A Total. For the complete and satisfactory performance of this grant
agreement, as determined by ARC, Granlee shali be paid by ARC a fotal
sum not to exceed $18G,000 of actual, reascnabie and eligible project
costs. Grantee shall pay, or cause to be paid, the non-ARC share of
$180,000 in cash, contributed services, or in-kind contributions as
approved by ARC.

o B. Method. Progress and advance payments not to exceed 90% of total
ARC-approved funds are autherized under this agreement. Upon
Grantee's satisfactory completion of the Agreement, Grantee shall receive
any batance of funds, which may be due under this agreement {(see Part
I, Article 11).

5. Budget. Costs will be determined in general accord with the budget (which is
attached as Supplement B to Part | and hereby incorporated into this
agreement), subject to the terms of this Grant Agreement and {o pertinent ARG
Cede Provisions,

6. Period of Perforrnance. The grant period of performance shaii he October 1,
2004 through January 31, 2006.

Fer 'mtl 6& Pe,»{“&ﬁw«ame_ @Y\‘kﬁ’i/\cie(i 44
7/55/0‘&;, Sec Puevdimond #{

Charles S. Howard / Grantee's Authorized Reprdsentative
General Counsel

722 .0y 7/ 30/04)
: |

Date Date
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ARC Contract No. K \/ ,// ({4 (7/ 7

. PARTII
APPALACHIAN REGIONAL COMMISSION
GRANT AGREEMENT: GENERAL PROVISIONS

Article 1 General Proceduies.

All ARC grants shall be administered as follows: grants to state
and iocal government, in accord with OMB Circulars A-102 and
A-B7; grants 1o hospitals and other non-profit arganizations, in
aceord with OMB Circulars A-110 and A-122; grants to higher
educational institutions, in accort with OMB Circular A-110 and
A-21; and other Federal regutations as applicable.

Atticle 2 Restrictions on Use of ARC Funds.

Grantee warrants that it is cognizant of Section 224(b)(1; of
the ARDA, which prohibits the use of ARDA funds fo assist
husinesses to relocate from one area to another; and that,
further, in keeping with Commission policy, it will not utflize
ARDA funds actively to engage in any activity, the purpose of
which is to encourage businesses now operating i one state
to relocate indo another state. No funds provided under this
agreement will be used to publish or distribute material which
would solicit such relocation,

Article 3 Work Plan/Detaiied Budget.

(1) Grantee shall submit, as required by the ARC Project
Crordinator, a work plan and/or budget for any andfor aff of
the tasks spedified in Part 1.

(2) Prior o submission of any work plan and/or budget so
required by the ARC Project Coordinator, no costs shall be
gligible for reimbursement, except those costs directly related
to the preparation of such work plan andfor budget. Within
one week after receipt, ARC shall complete a prefiminary
review of the work plan and/or budget and shall lmmediately
advise the Grantee either that it is unacceptable or that & is
prefiminarily approved.  After such preliminary approval by
ARG, the Grantee ray proceed with work on the project
immediately with such modifications in the work plan and/for
budget as reguired by ARC.  After approval by ARC all costs
incurred for work performed after the effeclive date which are
incurred in accord with the approved work plan and/or budget,
and only such costs, shal be eligible for reimbursement.

Article 4 Reports.

(1) Erogress Reports, Grantee shell prepare and submil to
the ARC Project Coordinator, progress reports indicating the
work accomplished under the agrecment fo date, any
problems encountersd and ameliorative actions taken, and @
forecast of work for the next report period.

() BnalRepotd,

(a) Duafty. Contents, Within one (1} month after the
period of parformance {see Part 1), Grantee shalt prepare
and submit to the ARC Project Coordinator for approval, a
draft final report of alt work accomplished under this
Agreement including recommendations and  conclusions
based on the experience and results obtained.

(b) Reviews. After ARC review of the draft final report,
which will ba complefed within 15 days after submission by the
Grantee, the Commission will either (&) return fo the Grantee
the approved draft with such comments, induding any
requirements or suggestions for modifications as deerned
necessary, of {b) require resubmission of the draft report i it is
desmed necessary, in which case Grantee shall, within 15
days, subrmil another draft for review and comment.

(c) Final Submission. Within 15 days after receipl of the
approved draft fingl report, the Grantee will prepare and
submit to the Commission, through the ARC Project
Coordinator, 2 copies of the approved report and a
reproducible master.

Article 5 Contracting Procedures.

In contracting for services and/or purchasing equipment under
this Agreement, Grantee shalfl assure that (1) @l confracting
shall be at prices and on terms most advantegeous to the
Grantee and to the project; and (2) all interested parties shall
have a fulf and fair chance at doing business with the Grantee.
Grantee shall arrange for all contracting through cempelitive
bidding, or, if permitied by state iaw, other negofiating and
contracting procedures that will assure compliance with (1)
and {2) above.

Article 6 Subcontracting.

The Grantee shall nat enter into subcontracts for any of the
work contemplated under this Agreement without obtaining
the prior written approval of the Project Coordinator, and
subject t conditians and provisions as the Project Coordinator
may deem necessary, in hisfher discrelion, to protect the
interasts of the Commission: Provided, however, thal notwith-
standing the foregoing unless otherwise provided herein, such
prior written approval shizll not be required for the purchase by
the Grantee of articles, supplies, equipment and services which
are both necessary for and merely inddental to the
performance of the work required under this Agreement:
Provided, further, however, that no provision of this article and
no such approval by the Project Coordinator of any
subcontract shall be deemed in any event or in any manner to
provide for the incurrence of any obligation by the Commission
in addition to the total grant amount and the Commission shall
not be responsible for fulfiiment of Grantee's obligations to
subcontractors: Provided, further, that ne subcontracting shall
be desmed to relieve the Grantee of any obligations under this
Agreement.

Article 7 Coordination and Non-Duplication.

In carrying out the project under this Agreement, Grantee shall
assure that the planning, design work and implementation of
activities are coordinated with activities conducted by Grantee
under other related ARC grants, if any, and shall assure that
there shall be no duplication of effort or funding under this
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Agreemnent of any work of payments under those graiis.
Article 8 Project Personnel.

RC reserves the right to approve or disapprove the seleclion
or continued participation of any perscnnel supported with
furgds made available under this Agreement.

Article 9 Compliance with Applicable Laws.

Grantee shall assure that all provisions of applicable federal,
state, and local laws shall be complied with in the conduct of
activities under this grant agresment, The ARC reserves the
right to suspend or terminate this agreament in the event that
applicable federal, state, and local faws and regufations are not
complied with. Such right shail not be exclusive and coes not
affect rights and remedies provided elsewhere by law,
regulation, or agreement,

frticle 10 Retention of Rights.

Title to equiprent purchased with grant funds resides witl the
Grantee and assignees and successors approved by ARC, but
the equipment must ba accounted for during and after the end
of the project period.  Accountability may be satisfied by
continued use during its usefuf fife in the same or other
projects related to objectives of the ARC, &s approved by ARC.
If the equiprment is dispused of or transferred during its useful
life to a use oufside the scope of the ARC objeclives, an
amount equal to the resale value or the value of the ARC share
at the time of disposal must be deposited in the grant account
if slilt open, r the federal share must be refunded to ARC or
an ARC-designated successor.  ARC reserves the right to
ransfer such equipment and tite thereto or other interest

arein, to ARC, or an agency of the federal government or to
.aother Grantee, in the event equipinent, leased or purchased
with funds under this agreement, is ro longer used primarily
for the purposes for which it is dedicated under this
agreement, or is not used in substantial accord with the
applicable provisions of this agreement.

It shall be Grantee's responsibility to monitor all use to
ascertain that all such equipmert is being used primarily for
the purposes outfingd herein.  Grantee may propose to ARC

* that the equipment be transferred to another agency or entity
which could utilize it for the purposes oullined in this
agreement.  Such transfers shalt be subject to prior approval
by the ARC Project Coordinator and fo the reservation of rights
in this Article.

Article 11 Method of Payment.

(1) Pmgress_Payments. Grantee may receive progress
payments (a) on the basis of the work performed; (b} upon
ARC concurrenceas Lo reasonableness of costs and submission
of Farrn SF 270 {Request for Advance or Reimbursement);
and; () upon submission to ARC of, and with the same
frequency as, progress reports; and {d) upon determination by
the ARC that the requirements of the agreement are being
met. The tolal of such progress payments shali not exceed
ninety (90) percent of the total grant amount unless
specifically authorized in Pat I of this agreement.

(2) Advance Payments, Grantee may receive advances of
funds, in amounts sufficient to meet scheduied payroll costs

and other refated costs, induding payments to subcontractors
on the following basis: (8) Grantee's certification that a firm
commitment has been cblained from each employee
appeinted under this agreement, or that firm, formal subcon-
tracts have been executed which will require payments for
goods and semvices to be defivered during the period for which
advance is sought; (b) upon submission of -form SF 270
{Request for Advance or Reimbursement) and on the basis of
cost estimates approved by the ARC Project Coardinator; (<)
Grantee’s cerlification that any previous advance has been
exhausted (if previous advance has not been exhausted, this
remainder must be used to meet scheduted expenses payable
during the next periad); any additional advance subject to ARC
concurrence as to need; and {d) satisfactory orogress on tasks
specified i Part I and the incorporated proposal.

Total Advance Payments shall not exceed 90 percent of
the total grant amount unless specifically authorized in Parl I
of this agreement.
(3) Einal.Bayment. Upon Grantee's satisfactory completion of
the Agreement, Grantee shall receive any balance of funds
which may be due under this Agreement.
(4) Dicbursements. All disbursements shall be for obligations
incurred, after the effective date, in the performance of this
Agreement, and shall be supported by contracts, invoices,
vouchers and other data, as appropriate, evidencing the dis-
bursements.

NOTE: Al payment requests must show -the 9-digit
taxpayer identifying number (TIN) assigned by the Internas
Revenue Service, For individuals, the Social Security Number
serves a5 the TIN; for businesses, the Employer Idenfification
Mumber serves as the TIN.

Article 12 Grant-Related Income,

Grant-related income theans gross income eamed by Grantee
from grant supparted activities and shall inchude, but not be
limited to, income from senvice fees, sale of commodities, or
usage or rental fees. Al grant-related income shalf be
reported to ARC in the progress and final reports required by
this Agreement.

Article 13 Rebates and Discharges from Liability.

Grantee agrees that any refunds, rebates or credits, or other
amounts (induding interest eamed thereon) received by the
Grantea (or any Assignee) shall be paid to the Cormivission to
the extent that they are properly aliocable i costs for which
the Grantee has been reimbursed under this Artide. Grantee
will, when requested, assign such amounts to the Commission
and execute such releases as may be appropriate to discharge
the Commission, its officers and agents from liabilities arising
out of this Agreement.

Article 14 Records JAudit.

{1} Grantee shall establish procedures to ensure that all re-
cords pertaining to costs, expansas, and funds related to the
Agreement shall be kept in a manner which is consistent with
generally accepted accounting procedures. The documentation
in support of each action in the accounting records shall be
filed in such & manner that it can be readily located, Granlee
shall maintain custady of time records, peyrolls, and other




data, as appropriate, to subsiantiate all services reported to
the Comimission as Contribuied Services under this Agreement,
(Al invoices, vouchers, statements of costs, and repaits of
gisbursements of funds are subject to audit,

(3) Any payment may be reduced for overpayment(s) or
increased for underpayment(s) on preceding invoices of
vouchers. In the event of overpayment(s) ARC reserves the
option of requiring the Grantee to reimburse the Commission
for the amount of the overpayment(s).

(4) ¥ Grantes has not provided either cash or conlributed
services of a value determined by the Commission to be suffi-
cient to support the payments made by the Commission, or
has failed to obligate or disburse any such surns for the pur-
posa of this Agreement, the final payment shall be reduced, or
the Grantee shall make an appropriate refund.

(5) The Grantee agrees that the Federa! Co-Chairman of the
ARC, the Comptroller Generat of the United States, the ARC, or
the duly authorized representatives of any of them shall, until
the expiration of three years after final payment under this
Agreement, have access to and the rght to examine any
bocks, documents, papers, and records of the Granlee
invalving transactions related to this Agreement.

(6) The Grantee will, in each subcontract, require the stdcon-
tractor fo agree o the application ¢f the provisions of this
artide In a similar manner to the subcontractor's records
relating to said subcontract.

Article 15 Indemnification.

Notwithstanding any other provisions of this Agreement, it is
expressly agreed that:

{1} Grantea wili carry out the program under this Agreement
as an independent contractor and not as agent of the
Commission;

{2) Grantee assizmes sole and complete responsibility for the
conduct of the program in such a manner as to assure the
safety and welfare of all persons parficipating in or in any way
involved in, or affected by, any activities conducted under this
Agreement;

{3) The Commission, by ils provision of funds for this project,
undertakes no responsibility in this regard;

(4) Grantee shall indernnify and save harmiess the
Commission, its agents, officers and employees, from and
against any and all daims, demands, suits, judgments, settle-
ments, etc., for sums of money for or on account of personal
injuries, property damage, or ioss of life or property of any
persons arising from or In any way connecied with the
performance of the project covered by this Agreement; and

{5) Further, the Grantee expressly releases the ART frony any
liability for any losses or damages suffered by Grantee, directly
or indirectly, from or it any way connected with the
performance of this Agreement.

Article 16 Grantee's Principal Personnel.

The Project Director shall be responsidle for the general guid-
ance and overall supervision of Grantee’s efforts. The Project
Director shall maintain fiaison with the Commission's Project
Coordinator.  In the event the replacement of the Prolect
Director becormes necessary, the Grantee will advise the
Commission, in witing, of the change. The Commission
reserves the right to disapprove any proposed substiluls or
addition.

Article 17 ARC Representative,

The Project Coordinator is responsible for (i) providing lisison
between the Commission and the Grantes, and (#) oblaining
approval of work accomglished by Grantee. The Comnissicn
may, in its discretion, change the Project Coordirator at any
time, in which event i shall nolify the Grantee in writing of the
change.

Article 18 State Administration and Liaison Officer.

Grantee shall submit copies of alf correspondence, reports and.
requests for payment required to be submitted to ARC
simultaneously o the State Administaion and Laisor: Officer
named in this Agreemert.

Article 19 Disputes.

(1) Procedure,  Except as otherwise provided in this
Agreement, in the event of any dispute arising under this
Agresment concerning a question of fact which is not disposed
of by agreement, a decision regarding the dispute shall be
rendered by the Executive Director, The Grantee may, within
20 days from receipt of the Executive Director's written
decision, submit to the Commission’s Contract Review
Committee (ARC-CRC), a written request for a review fo vehich
the ARC-CRC shall respond in writing within 60 days.
Alternatively, the Grantee and the Executive Director may
mutially agree to select any altemative means of dispute
resolution o resolve such dispute. The decision of either the
ARC-CRC or the arbitrator retained for the purpose of dispute
resolulion, shall be final and conclusive. Pending final decision
under either altemative, the Grantee shall proceed diligently
with the performance of the Agresment in accordance with the
Executive Director's daclsion. ]

{2} Consideration of Questions.of. Law, This Artide does not
predude the consideration of questions of [aw in connection
with decisions provided for in the above paragraph; provided
that nothing in this grant shall be construed as meking final
any decision of any administrative official, representative, or
the ARC-CRC on 3 question of law.

(3) ARC.Contrac] Review Comnittes, The ARC-CRC shall
consist of the Federal Co-Chairman and the States' Co-
Chairman or their appointed reprasentatives. In a dispute in
which one of the paries is efther the State of the States’ Co-
Chairman or a Grantes from said State, the States' Viee Co-
Chairman, or his/her representative, shall replace the States'
Co-Chairtnan on the ARC-CRC for that dispute alone, Nathing
herein shall operate in any way as a restriction on the powers
of the Federal Co-Chairman or any state member of the Com-
mission under the ARDA.

Article 20 Suspension/Termination for Cause,

The ARC shall have the right, upon wiitten nolice to the
Grantee, to suspend or termiinate this Agreement for cause,
whenever the Federal Co-Chairman determines there is
reasonable basis to believe there has been malfeasance,
embezzlement, misappropriation, unauthorized application of
federal funds or material false statement in the conduct of this
Agreemnent or any other ARC grant agreement.



sje 21 Termination for Default,

The ARC may, by written notice to Grarlee, terminate this
Agreement in whole or in part in accordance with Part 52.249
of the Federal Acquisition Regulations’ "Default (Fixed-Price
Supply and Servicg)' dlause in effect on the date of this
Agresment including, but nat Emited to provisions regarding
faillure to perform due to causes neyond the conbrel of
Grantee, the status of completed and parbally completed work
after termination for default, excusable default, ARC's right 1o
reprocure, and  other remedies.  Such regulations  are
incorporated by reference as patt of this Agreement.  The
rights and remecies of the ARC provided in this Acticle shali not
he excusive and are in additon to any ofher rights and
remedies provided by law or under this Agreement.

Article 22 Termination for Convernience,

The ARC may, by written notice to the Grantee, terminate this
Agreement In whale or in part for the convenience of the
Comeission, whenever the ARC determines that such action is
its its best interest. Tf this Agreement is 50 terminated, the
fights, duties and obiigations of the parfies, including
compensation of the Grantee, shall be in accordance with Part
49 of the Federal Acquisition Regutation in effect on the date
of this Agreement and such reguiations are incorporated by
reference as part of ihis Agreement,

Article 23 Official Not to Benefit.

member or delegate to Congress, Or resident Commis-

ier, shalt be admitted to any share or part of this
Agréement, or to any henefit that may anse therefrom; but
this provision shall not be construed t0 extend to this
Agreement if made with an incorporated enlity for its general
benefit.

Article 24 Covenant Against Cantingent Fees.

The Grantee warrants that no person or selling agency has
been employad or refained to sclicit or secure this Agreement
ypon an agreerment or understanding for a commission,
percentage, brokerage, o cortingent fes, excepting bora fice
employees of bana fide established commercial or seling
agencies maintained by the Grantee for the purpose of
securing business, For breach or violation of this wamanty the
Commission shall have the right to annul this Agreement
without hiabifity or in its discrelion to deduct from the grant
amount o consideration, or otherwise TECOVer, the full amount
of such commission, perceniags, brokerage, or contingent fee,

Articlé 25 Egual Opportunity.

Grantee shall carry out alt programs and  activities in
compiiance with Title VI of the Civil Rights Act of 1964, and
other federal laws prohibiting discrimination, and in such a
manner that no person shall, on the grourds of race, color,
national origin, refigion, sex, age or disability be excluded from
participation in, be denied the benefits of, or be subject to
discriraination with respect to any such programs oF activities,

Articie 26 Patent Rights.

Al research and development grants are subject to the
government-wide Patent pulicies outlined in Department of
Commerce ragulations {37 CFR Part 401).

Article 27 Statement of Federal Funding,

When issuing statements, press teleases, requests for
proposals, bid sclictatons; and any and al other public
dacuments or annotncements describing the project or pro-
aqram funded by this Agreement, Grantee agrees and warrants
that it shall clearly state:(1) the percentage of the total cost of
the program of project which will be financed with federal
money, and (2} the dollar amount of federal funds for the
project or program.

Articie 28 Lobbying.

No funds made avaflable under this Agreement may be used
in any way, direclly or indirectiy, to influence congressional
action on any legislation or appropriation ratters pending
before Congress; however, this Article does not bar
commimnications with Members of Congress as described in
Title 18, section 1913, of the U.5. Code.

Article 29 Copyrights

The Federal Government, through the Appalachian Regional
Comrrission {ARC), reserves a royally-free, nonexclosive, snd
isrevocable license to reproduce, publish or ctherwise use, and
i authorize others to use, for federal government pUrposes,
any work developed under @ conhact, grant, subgrant, or
contract under a grant or subgrant, and 16 use, and authorize
others to use, for federal government purposes, any rights of
copyright to which 3 granteg, 8 subgrantee or a contrattor
purchases ownership with grant support or contact funds,
Such dicense to use includes, bul is not Hmited to, the
publication of such work on an ARC Web site. Use of such
works for purposes related to Appalachia and the development
of the Region is generally authorized by ARC to State and logai
govemments in the ARC Region and fo other public and
private  not-for-profit prganizations  serving  the Region,
including the Appefachian Local Development Districis.
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Interital AR Form ver 7

Appalachian Regional Commission
1666 Connecticut Avenue NW, Suite 700
Washington, DC 20009

AMENDMENT TO CONTRACT:  Changes in fength, funds, budget, or scope of
T project.
Amendment No:|

Dale: 1/23/7006
172372006

LR

ARC Praject Number/Title:
KY-14974
Appalachian Regional Broadband Demonstration

Grantee: ) . . ARC Projeet Coordinator:
Center for Information Techniology Bnterprises, Harry Roesch

inc _ Phone: 202-884-7774

171} Destiny Place, #108 Fax: 202-884-7691
Bowling Green, KY 42104 mail: hroesch@arc.gov

Contact: Brian Me{Tord
Phone: 270-781-4320
Email: bmefford@oonnectky org

Change in Performance Period
The above refercnced agreement is amended by extending the period of performance.
The new period of performance is 10/1/2004 to 773172006,

P

[JPersonnel Change
[1Other Amendment. Deseribe the amendment(s) in the box below.

The grantee has found that their original -8 weck planning / aggregation of demand process will actually
take as much as 12-20 weeks to accomplish per county. Therefore, they need to extend the contract in
order to accomplish the work program.

Additional Amendment Comment

Harry Roescl-Tan 23 2006 12:20PM Honry King-Jen 23 2008 2211

(Frogram Manager (Division Director)
g

Appaiachizn Regional Commission
1606 Conngeticut Ave NW - Waslingion, DC 20009 - (2023884-7760
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Governor Fletcher’s Prescription for Innovation

Grant Number KY-14974
(Demeonstration Project — 6 County Grant)
and
Grant Number KY-15056-05
(15 County Grant)

Governor Fletcher’s Prescription for Innovation was launched on October 1, 2004 as a
comprehensive, statewide plan to accelerate technology growth, particutarly in the areas
of broadband deployment and technology literacy and usage (Attachment A). The
initiative maintains four key goals for impacting economic development, which include:

1. Full broadband deployment by the end of 2007;

Dramatically improved use of computers and the Internet by all Kentuckians;

3. A meaningful online presence for all Kentucky communities, to improve citizen
services and promote economic development through e-government, virtual
education, online healthcare; and

4. eCommunity Leadership Teams in every county - local leaders assembied to
develop and implement technology growth strategies for local government,
business and industry, education, healthcare, agriculture, libraries, tourisim and
community-based organizations.

Statewide Nature of Governor Fletcher’s Prescription for Innovation

The Center for Technology Enterprise, Inc. (CiTE) was awarded two grants to implement
Governor Fletchet’s Prescription for Innovation in the ARC region: a demonstration
project grant that included 6 countics (KY-14974) and a grant that included 15 counties
(KY-15056-05). When the application for grant number KY-15056-05 was filed with the
Kentucky ARC office m December, 2004, the request was for a three year grant to
implement the inthiative in the remaining 45 ARC counties {(Attachment B). We were
told by the Kentucky ARC office that the ARC would only consider funding one year at a
time but they would set the expectation that additional funding requests would be made
for years two and three of the project with cach request providing for an additional 15
counties. Our inlent, based on previous experience with the ARC, was that the
Prescription for Innovation grant would amend the initial 6 county grant yielding one
grant spanning 3% years and encompassing the entire Kentucky ARC region.

A portion of the Prescription for Innovation was county specific, the eCommunity
Leadership Teams and their Strategic Technology Plans in particular, but to a large
degree the initiative was statewide in naturc because of our broadband availability map
{Attachment ). CiTE produced and updated custom GIS based maps that provided
accurate intelligence regarding the technology characteristics of Kentucky and its’
communities and an assessment of the existing and evolving inventory of broadband.
CiTE  worked with all broadband providers - independent and competitive
telecommunications companies, cable providers, wireless Internet service providers, rural



cooperatives and municipals, and others - to gather, format, and map broadband service
within 2 GIS format. The resulting map was a geographic representation of where
broadband service existed, and more importantly, where it did not exist. Pinpointing
service gaps allowed for the creation of strategy and policy to fili them.

Once the statewide inventory of broadband service was mapped with accuracy, that data
was then leveraged for the sake of broadband buildout by guantifying demand for
broadband service; in essence creating telecommunications market analysis. In addition
to a demand creation effort at the grassroots level, market intelligence was established
through further analysis of the broadband availability map. CiTE constructed market
data in underserved areas that were otherwise unavailable to providers. These data
included maps illustrating household totals (Attachment D) and density (Attachment E) at
the most granuiar Census block fevel. These maps were and are critical in building the
business case for deployment in rural areas.

Because of the comprehensive statewide nature of the Prescription for Innovation and the
intent that the grant would eventually be one grant for the entire ARC Kentucky region,
an accouniing system was developed that would capture ali ARC project costs
irrespective of county. Seven months into the project in the midst of the grant request
and approval process for KY-15056-05 we learned that the ARC would split the initiative
into two separate grants: a 0 county demonstration project grant and a Prescription for
Innovation 45 county grant. The comprehensive nature of the initiative, including the
challenges of considering this a county-by- county project, was articulated to the ARC.,

On June 3, 2005, ConnectKentucky filed our 2006 pre-application with the Kentucky
ARC office (Attachment F) to request funding for 15 additional counties. At this time the
2005 grant (KY-15056-05) had yet to be approved and was later approved on June 23,
2005, In late January or carly February, 2000, ConnectKentucky learned that ARC
would not fund the additional phases for the remaining 30 ARC counties. As a result, a
full 2006 ARC application was never submitted. If subsequent grants for the remaining
30 counties had been awarded as initially projected, the allocation system described
below would have functioned efficiently and adequately.

Description of Allocation Methed

CiTE has a long-standing relationship with the Appalachian Regional Commission that
began at the inception of our organization in 2001. Our first project, ConnectKentucky,
was a statewide three year research assessment of how prepared Kentucky was to
participate in the networked world. Funding was received from the Commonwealth of
Kentucky, from private corporate partners and from the ARC. Since the ARC region
comprised 51 of Kentucky’s 120 counties and with 32 of those ARC counties being
distressed, the ARC agreed to allow CiTE to allocate 50 percent of the statewide costs to
their grant. The ConnectKentucky project became so well known throughout the state
that our organization began doing business as ConnectKentucky.



Utilizing the precedence of the ConnectKentucky project atlocation determined in
comjunction with ARC staff, we began allocating the statewide Prescription for
Innovation cost at a rate of 50 percent to ARC. For the time period of October through
December of 2004, all of that cost was charged to the 6 county grant either [or
reimbursement from the ARC or as match on the grant. Beginning in January 2005 when
the 15 county grant began, we began splitting the ARC cost based on the activity in the
21 counties as recorded on our counties engaged spreadsheet (Aitachment G). This
spreadsheet documented the progress of the eCommunity Leadership Teams in each of
Kentucky’s 120 counties.

The percent of county meetings held in the 6 counties verses the percent of county
meetings held in the 15 counties was used to determine the split between the two grants
for that given month. For example, if in Junc there were 3 meetings in the 6 county area
and 7 meetings in the 15 county area (a total of 10 mectings in June) 30 percent of the
ARC costs were charged to the 6 county grant and 70 percent of the costs were charged
to the 15 county grant.

The counties included in the 6 county gran! (#KY-14974) are as follows:

¢ Bell e Pike
e (Greenup - e Rowan
e« Harlan e  Wayne

Greenup, Harlan and Wayne counties were sclected for the demonstration grant in
October, 2004 and the remaining counties of Bell, Pike and Rowan were identified in
January of 2005. '

The counties included in the 15 county grant (#KY-15056-05) are as follows:

e  Adair e Martin

¢ Bath e Menifee

e Breathitt e Morgan

e (Clinton e Pary

e Floyd e Pulaski

¢ Johnson s Rockcastle
e Knox o  Wolfe

e TLaurel

These counties were sclected upon the approval of the Prescription for Innovation grant
i late June 2005, Beginning in January 2005, ConnectKentucky was already working in
many ARC counties and these specific 15 counties were selected based on our estimate,
at the time, of the next 15 ARC counties to have the carliest expected date of completion.

Our project managers were assigned to 40 counties each based upon their geographical
focation. A statewide broadband territory map is attached (Attachment H) that details
which project manager was assigned to each specific Kentucky county.



Allocation of Specific Costs

Personnel & Fringe

Connectientucky’s time and effort from October 1, 2004 through December 31, 2006
was largely devoted to the Prescription for Innovation, with the exception of the No
Child Left Offfine initiative and hosting the RTC conference. Employees reported their
hours worked weekly and a percent of their time was charged to the ARC based on their
role in the nitiative. A listing of the percent of payroll charged directly to ARC per
employee is enclosed (Attachment I). We did not establish a time reporting system that
tracked county specific time because of the administrative burden that placed on our
project managers who were often working in numerous counties daily. Our project
managers’ primary focus was on execuling their portion of the Prescription for
Innovation in such a way as to facilitate the delivery of 40 county specific strategic
technology plans and through the process of developing and delivering those plans, to
build awareness and create demand for the use of broadband at a grassroots level
throughout the Commonwealth. This approach proved successful in that all 120 county
specific technology plans were delivered by December 31, 2006, The Rowan County
Strategic Technology Plan is included with this report as an example.

Employee frimge benefits were allocated in the same manner as payroll.

Travel

Travel costs for mileage were based on the current Standard Federal Mileage Rate, actual
cost was paid for lodging and per diem was utilized for meals and incidentals (based on
the current Federal Rates). Travel costs for Joe Mefford, the Statewide Broadband
Director, were charged 50 percent to ARC as his activities were statewide in nature.
Travel costs for Ernie Wood, the East Region Project Manger, were charged 100 percent
to ARC as he primarily focused on the ARC region. All other travel costs were allocated
based on the destination or nature of the travel.

Supplies

Supplies and materials used directly for the county specific technology plans were
charged 50 percent to the ARC. Supplies for the specific use of a project manager were
charged as follows:

East Region — 100% ARC
Central Region -~ 50% ARC
West Region — 0% ARC

Beginning in January, 2000, a direct allocation of office supplies was made based on the
percent of full-time equivalent staff in the broadband group working in an office
compared to all of the full-time staff in that office.

Contractual
Most of our contractual expenses were charged to the ARC based on the location or
nature of the work performed. The Kentucky League of Cities, Inc. was a contractor



utilized to provide [or the role of the Statewide Broadband Director and was charged 50
percent to the ARC. Another contractor, Eric Mills, LLC, was engaged to provide
additional project management services in the eastern region and was charged 100
percent o the ARC.

Indirect Charges

Indirect costs were charged to the ARC based on the percent included on the original
applications. For example, on the 6 county grant the ARC direct cost was $144,000 and
the ARC indirect cost was $36,000. The percent of indirect cost of direct cost is 25
percent, so for every dollar of direct cost charged to the ARC an additional $0.25 was
charged for indirect cost.
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10:35 AM
0313107

Accrual Basis

Crdinary Income/Expense
Expense

Consultanis
Development

Event Expenses
Insurance

Marketing & Promotions
Miscellaneous

Office Expenses

Payroll Expenses
Postage and Delivery
Printing and Publications
Professionat Development
Professionai Fees

Rent

Repairs & Maintenance
Research

Supplies

Telephone

Travel

Utilities

Total Expense

Other IncomefExpense
QOther Expense
in-Kind Services
in-Kind Marketing
in-Kind Office Expense

Totat Other Expense

Total Expense

ConnectKentucky

- see Note

Profit & Loss

October 2004 through December 2008

St en s

Cct '04 - Dec 06
svnseaasbaskithobiniiohbldai—

568,281.18
31,000.60
45,250,07
35,643.60

112,735.10
40,271,389

249.888.41

2,716,436.84
28,549.33
131,764.53
9,883.61
31,881.74

155,486.19
48,0468.78

169,881.85
75,279.58

143,372.65

266,501.63
34,115.09

4,989,280.47

[RVRRITRPPI

100,400.00
14,825.73
7.787.00
123,412.73

5,112,393.20

}\\\ f?-}’.pum 5
cvdd Moo

1

- see Note 2

.;'.30"\" RT& C.Gv\‘(\f?/em<_,f___

Note 1: ConmectKentucky is the dba of Center for Technology Enterprise, Inc

Note Z: Even though the grant period for KY-15056-05 ran through March 31, 2

Prescription for Innovation was completed December 31, 2006.

007,

Page 1 of 1
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CENTER FOR TECHNOLOGY ENTERPRISE, INC. (CITE)
ARC GRANT NUMBER: KY-14974

CALCULATION OF DISALLOWED COSTS CHARGED TO THE ARC GRANT

Finding it | : Improper Allocation of Costs Charged o the ARC Grent

Average
Total % of #of % of Cost per
Costs Total Counties Total County
KY-14974 $ 495990 9.7% 6 5.0% § 82,665
KY-15056-05 1,138,810 22.7% 15 12.5% 77,254
All other counties 3457 ,587 67.6% 99 82.5% 34,925
Totals - Preseription for Innovation  § 5,112,393 100.0% 120 100.0% 42,603
Total - Prescription for Innovation $5,112,393
% of counties mcluded in grant x .05
{1} Revised total grant costs $ 255,620
Less matching and in-kind share (50%) {127,810)
Revised ARC share (50%) § 127810
Less original ARC share (180,000)
Disallowed costs charged to the ARC grang $ (52,190)

Finding #2: Prederermined budget estimates used to charge personnel salary and benefits costs to the ARC grant

Costs reported to ARC for KY-14974:

Personnel salary costs $203,143
Fringe benefits costs 32,370
Total reported personnel salary and fringe benefits costs $235,513

% personnel salary and fringe benefits costs ($235,513 / $495,990) 47 .5%
Revised total grant costs - from {1) ahove $ 255620
% personnel salary and fringe benefits costs x 475
Disallowed persommel salary and fringe benefiis costs $ (121,420
Less matching and in-kind share {(5(%) 60,710
Disallowed ARC personnel salary and fringe benefits costs $ (60,710)

Proposed Final Worksheet for Reimbursement Request after Disallowed Costs Charged to the ARC Grant

Allowable Allowable Allowable

Matching ARC Total

Approved Budget Category Cost Cost Cost
Persomnet $ - 3 - 3 -
Fringe Benefits - - -
Travel 3,037 3,937 7.874
Equipment - - -
Supplies 4,703 4,703 9,400
Contractual 36,360 306,366 72,732
Construction - - -
Indirect Cost 22,094 22,094 44 188

Totals $ 67,100 % 67,100 $ 134,200
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ADBPALACHIAN A Proud Fazt,
REGIONMAL A New VFision
COMMEISSION

Office of the Executive Director

Date: June 10, 2008

To: Clifford Jennings, ARC Inspector General f"‘

From: Thomas Hunter, ARC Executive Direct ~

Subject: Memoranda Reports of Kentucky Broadband Projects (KY-14974 & 15056)

Grantee: Center for Information Technology Enterprises, Inc. (CITH/ ConnectKentucky

This memorandum contains ARC's agency response to the above-referenced audit reports of
the ConnectKentucky projects. | have also attached the following relevant documents:

1. Letter from Brian Mefford, ConnectKentucky, to Harry Roesch, ARC, dated Aprit 10,
2008, containing Grantee's response fo the audif reports and its renewed request for
a change of project scope,;

ARC Approval Memorandum, dated April 23, 2008, approving Granteg's request;

3. Lefter from Charles Howard, ARC General Counsel, to Brian Mefford, dated May 23,
2008, conveying ARC s approval and requesting return to ARC of grant payments for
unsubstantiated project costs;

4, Letter from Bernie Bogle, ConnectKentucky, to Charles Howard, dated June 2, 2008,
returning $25,909 to ARC (copy of check also attached); and

5. Letter from Matt Sawvyers, Kentucky Alternate, to Thomas Hunter, dated March 25,
2008, reporting successful implementation of Grante€'s program in all Appalachian
Kentucky counties.

™

Both audit reports for these projects found that, while the projects had been successfully carried
out and met all grant objectives, Grantea’s accounting methodology was insufficient to support
full grant expenditures solely in the grant service area. The repotts recommended an approach
fo the allowance of grant costs based on a state-wide county average and the disallowance of
all personnel costs to the ARC grants as not supportably incurred solely in the original grant
service area.

Although Grantee has maintained that all grant expenditures were incurred in the approved
project area, Grantee has conceded the accuracy of the audit finding that its record-keeping
does not support a county-by-county attribution of costs. During discussions with ARC staff to
resolve the outstanding audit issues, Grantee renewed a request it had previously made to
expand the project service area to include all 51 counties in Appalachian Kentucky. Grantee
also acceded to the audif findings relafing to the disallowance of personnel costs but asked, in
connection with its request fo expand the project, for the allowance of costs associated with the
work of two individuals whose activilies were almost exclusively in the Appalachian portion of
Kentucky.

1666 COMPECTICUT AVERIUE, MW WASHIBGTON., BC 20235 (202} B24-2500 etax (202) 882.-7691

Alnbamea Kentucky Mississippi MNorth Corofina Perngdsania Tennesses West Virginia
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Staff considered Grantee's request for an expanded project scope in the light of several factors:

1. Grantee has provided a creditable explanation of why it approached grant accounting as
it did: originally expecting to receive ARC assistance for all of Appalachian Kentucky, it
constructed its accounting system to assure that all ARC dollars were spent in the ARC
Region, but did not break out expenditures by county within the Region. This explanation
is borne out by Grantee’s original grant application and has no appearance of bad faith.

2. Grantee's original request to expand the project had been made in a timely fashion well
within the grant peried of performance and was not formaily rejected by ARC for
program or policy reasons. Soon after ARC approval, Grantee's project attracted
additional state grant support and rapidly expanded beyond the original service area. In
addition, after the occurrence of start-up costs and with the experience gained from work
in the initial counties, the project proceeded more rapidly than anticipated and the costs
of the project on a per county basis was greatly reduced. In light of this, Grantee
believed it could provide services under the ARC grant to other ARC counties and
formally requested action to expand the project scope on August 26, 2006. Grantee's
request involved no additional grant funds and appeared to be infended to reduce its
matching burden for the grant. Largely because of the difficulty Grantee would
experience producing per county budgets to support the expansion and its belief that a
formal expansion of the scopelwas unnecessary, it did not pursue the request and no
formal action was faken an it by ARC at that time.

3. The State of Kentucky concurred with Grantee’s request, noting the solid benefits
accruing from Grantee’s program noft just in the original service area but throughout
Appalachian Kentucky. in addition, Grantee has been cooperative in dealing with stafl to
resolve the issues raised by the audit reports and provided a substantial amount of
additional material relevant to its accounting methodology as requested by ARC.

Accordingly, staff recommended approval of Grantee’s request and the Federal Co-Chair
agreed on April 23, 2008. The expanded project applied the Kentucky multi-county match rate of
80/20 to both projects and accepted as eligible the personnel costs propoesed by Grantee
prorated at 42.5%, which is the proportion of ARC counties to all Kentucky counties.

By applying the resuits of the audit findings, the approval of Grantee's request for an expanded
project scope, and the limited allowance of personnel costs, we have acceplied final costs for
the two Kentucky Broadband projects of $1,054,091. Because $1,080,000 had been disbursed
previousty for these projects, Grantee was requested to return $25,809 in unsubstantiated
personnel costs to ARC. Grantee returned the funds to ARC on June 2, 2008. ARC believes this
resolution of the matter to be reasonable in light of both the audit findings and the success of
the project in meeting the needs of all Appatachian Kentucky.



Apxil 10, 2008

Mr. Harry Roesch

ARC Project Coordinator
Appalachian Regional Comtnission
1666 Connecticut Avenue, NW
Suite 700

Washington, DC 20009-1068

Dear Mr. Roesch,

Thank you for your consideration of our renewed request to expand the scope of our Appalachian
Regional Commission grants KY-14974 and KY-15056-05 from 6 and 15 counties, respectively, to
include all 51 ARC counties. All of Appalachian Kentucky has gained and continues to benefit
from the ARC’s seed investment in our projects. This scope expansion will correct an important
administrative oversight that presentdy hinders our ability 1o fully and properly report on our grant’s
successful, sustainable, and Jong-term impact. We appreciate your consideration of this important
request.

I addition, ConnectKentucky sincercly appreciates the time and thoughtful review the
Commission. has given to the Preseription for Innovation’s grant avdit findings and all of our
subsequent informational supplements. From the begioning, we have endeavored to make the
most judicious and effective use of the Commission’s investment in our projects. Yet, despite our
best efforts, our administrative process for cost allocations in the cardy days of these grants were
not perfecdy aligned with the ARC’s expectations. While this accounting technicality has preseated
challenges to closing out the grant, please know thar we never intended to cause any issues for the
ARC and feel confident that we delivered a strong value for the entire Kentucky ARC region by
leveraging substantial matching contributions {rom other non-federal funding sovrces.

As a means of bringing this matter to a fair, equitable and expeditious resolution, Connectilentucky
agrees with the ARC’s suggested method of cost allocation. We have applied the actual grant
nambers to ARC’s proposed allocation method and have arrived at the calculations outlined below.

Eonnectientac: Aeceferaiing Technology in the Commonwealthl
P.0O. Box 3448 « Bowling Green, KY 42102 « Office: 270-781-4320 + Fax: 270-781-7611




Mr. Harry Rocsch
Page 2
April 10, 2008

‘The total statewide project costs for the Preseription for Innovation was $5,112,393. The total number
of Keatucky ARC couaties {51} divided by the toral number of Kentacky counfies (120), equals
42.5% of Kentocky counties being contained within the ARC region. By applving this percentage to
the total grant cost, $2,172,767 of the statewide total cost should be attributed to the ARC segion.
In order to weet the ARC grant requiternents, a match of 20% or in this case, $434,553 is needed.
This amount should be su.oLtaci.cd from the total ARC region cost leaving §1,738 214 remaining of
the total ARC reglon project costs that were eligible to be funded by the Commussion.

However, contained in this total ARC project cost are personnel salary and fringe benefits. Since
many of out staff worked in both ARC and non-ARC counties, tracking their time at the individual
county level was sunply impossible. Yet, this presented a significant issue in the grant audit. Asa
compromise allocation method, ARC proposed and ConnectKentucky accepts a total disallowance
of personnel salary and fringe costs. This line item amount represented approximately 47% of the
total pro]cct costs reported on these grants for a total of $816,960 (31,738,214 x 47%) that was
included in the total chglble ARC project costs.  The nonp-salary amount of the cilglble ARC
fundable project costs remaining after subtracting the personnel salary and fringe was §921,254.
The ARC approved and funded a total of $1,080,000 Whlch 15 $158,746 in excess of the §921.254
agreed upon as eligible ARC costs.

ConnectKentucky would propose mitigating this excess by allowing the inclusion of 2 portion of
personnel costs for two staff members as eligible ARC grant costs.  These two staff members
worked in the field and had virtually all of their time spent in the ARC region: Ernie Woods (90%
in ARC region) and Eric Mills (100% tn ARC region). We propose includiog these personnel costs
at the statewide county proportion of 42.5%. Espie was a full-time etmployee while Bac worked as
a consultant. Funie’s total salary and fringe for the grant pedod was $200,108 while Eric’s
consultant fees for the period were §112,450. By applying the statewide county percentage of
42.5% to Brnte and Bric’s combined personnel cost of §312,558, the total proposed cost to be
added back in as an eligible ARC cost for pessonnel would be $132,837. While 42.5% of thelr time
1 far less than the actual percentage of time each of these staff members spent working in the ARC
region, Connectlentucky believes allowing this percentage to be a very cautious and reasonable
comprordse for our inablity to track actual staff tme at the county level.

Therefore, by applying this proposed ARC cligible personnel cost of $132,827 back iato the total
grant cost, the remalning cxcess previously paid to Connectientucky by ARC is §25,909. If the
Commission  accepts this allocation proposal to fully and fnally resolve this matter,
Connectentucky will promptly refund this amount, $25,909, directly to the Commission.
However, Connectl{entucky would respectfully request that zll aodit findings, related
cortespondence incident thereto, as well as all of the detals of the ultbnate resclution of those
findings for Appatachian Regional Commission grants KY-14974 and KY-15056-05 be sealed and
remain stiictly and completely confidential.

Conhactléhttay Avelerating Tackroldyy inth Commahwealth
£.0. Box 3448 . Bowling Green, KY 42102 « Office: 270-781-4320 » Fax: 270-781-7611




CONNECTHENTEONY
ﬁ 1: :

Mr. Harry Roesch
Page 3
April 10, 2008

ki

Detatled below are the calculations that were presented i @ narrative fortn above.  These
caleulations were undertaken by the ARC to provide an equitable resolution of the andit findings.
This exbubit depicts out understanding of the solution based upon our prior conversations.

Total Prescaption for Innovation {Rx) Project Costs § 5,112,393
51 ARC Counties/120 Total Kentucky Counties 42 5%
Total ARC Prescription for Innovation Project Costs  § 2,172,767

Total 20% Match  80% ARC

Total ARC Rx Project Costs g 2172767 & 434,553 % 1738214
Less Total Salary of 47% per Grant Budgets (1,021,200) {204,240} {816,960)
ARC Rx Project Costs ~ Non-Salary Items $ LI5L567 5 230,313 5§ 921254
ARC Funding Received $ 1,080,000
Less 80% ARC Rx Project Costs - Non Salary Iterms 921,254

158,746
Less Salary Amount (see below for detail) 132,837
Refund to ARC $ 25,909
Salary Detail
Eroie Woods - Salaty (90% ARC region) $ 200,108
Eric Mills - Consutlant {100% ARC Region) 112,450

312,555
51 ARC Counties/120 Total Kentucky Counties 42.5%
Allowable Salary Amount § 132,837

ComnectXentucky: Suelersting Tachnology i'the Commonwaalth
P.0. Box 3448 . Bowling Green, KY 42102 . Office: 270-781-4320 » Fax: 270-781-7611
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We esiabiished out accounting methodologics on assumptions from our organization’s prior
successful grant history with ARC. Due to these projects tremendous easly svccesses and the
Commonwealth’s desire to tapidly expand thern statewide, our initial assumptions proved incorzect,
However, the accounting methodolopgies used ensured that all of the ARC money was spent in ARC
counties of Kentucky. We atternpted to address the technical issues of the grant by expanding the
scope but it was impractical at the time given the decreasing county project costs as a result of our
ciiiciencies gained through the two grants. Cermainly we wete acting in good faith to interpret and
execute the grant in a tesponsible fashion and to the benefit of the people of Appalachia; it was
never out intent o violate ARC policy i any mannet. In fact, becanse of our goal driven focus, our
projects provided a benefit and value far beyond the grant that extended to the entice ARC region.

The results of ConnectKentucky’s broadband deployment initiative are astounding and would not
have been possible without the funding of recetved from the Appalachian Regional Commission:

*  Broadband avalability has grown from approximately 60 percent of households to 95
percent - tepresenting more than 558,000 previously unserved households and more than 1.4
million residents that can now access broadband.

¢ Home broadband use has grown by 100 percent in the Iast three years.. While home Internet
use 1n Kentucky between 2000 and 2005 slowly ticked up one percentage poiat per year, the
growth. over the last two years has nearly quadrupled that rate. Kentucky Infernet use now
exceeds the national average after years of raskings at the bottom. Meanwhile, computer
ownership in Kentacky has risen by over 24 percent In the last three years. The ULS. growth
rate in computer use over the same petiod was approximately 4 percent.

*  cCommunity Leadership Teams in cach of Kentucky’s 120 counties have established a
technology growth plan to drive adoption actoss nine community sectors — government,
business and industry, education (K12 and higher education), healtheare, toutism, librades,
agriculture and comatnunity-based organizations.

¢ 100 percent of Kentucky counties now operate a meaningful web presence for e-government
and online citizen services. Two years ago, only one-third of Kentucky counties had a
website, and many of these were not functiopal or had lain dormant for years.
ConnectKentucky has established a simple aad centralized process for local governments to
create 2 content-tich website at little to no cost for local communities.  Through the
cComimunity Leadership Teams, ConneciKentucky is working to ensure that every
Kentucky county has a meaningful online presence, fully equipped with solutions for moze
effective and efficient citizen services through e-governient, virtual education and online
kealtheare.

*  More than 18,400 technology jobs have been created in Kentucky In the last two years, many
inrural areas. In the information technology sector alone, Kentucky’s job growth has been
31 timzes the national growth rate.

Lontsrtkéntadd: Aceederating Tediniolday in thie Confmibinifeatith
P.O. Box 3448 . Bowling Green, KY 42102 . Office: 270.T81-4320 - Fax: 270-781.7611
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° More than §743 million in ptivate capital has been invested in telecommunications
infrastructure over the past three years in Kentucky.

The pace of Kentucky’s technology expansion is unprecedented. Kentucky is recognized as a
national leader in technology acceleration with ConnectKentucky repeatedly acknowledged 2s the
national model for states. We have been recognized as 2 national leader by:

Comnranications Workers of America
Congressional Research Service

Federal Commuaications Commission

UL.S. Government Accouatability Office of Congress
Natienal Governot’s Association

Southern Growth Policies Board

UUSDA Rural Udlitics Service

US Economic Development Administration

White House Office of Technology
Intel, Apple, Mictosoft, Verzon, AT&T (among other private sector companics)
Numctous states actoss the nation

The Information Technology & lonovation Foundation

The Alliance for Public Technology

VYV VVVYVVVYVYYYY

As a resuit of the success of the Presaiplion for Innovation, which would not have been possibic
without ARC support, ConnectKentucky lias become a model for the country, s other states have
looked to the Commonwealth for the solutions to their broadband deployment dilernmas.  As a
response to their inquities, a parent organization, Connected Nation was formed. Through this
entity, other states are replicating Connectentucky’s model, including the states of Tennessee and
Obio. We expect this list will grow s more and more states realize the importance of having a vast
broadband infrastructure to the future of theit cconomics. Moreover, Congress has rontinely
referenced CooncctiKentucky as 2 model program for creating a national broadband strategy.
Various pieces of federal legislation (S. 1190/FLR. 3627, 8.1492, ILR.3919) in the current Congress
have been modeled on the work of ConnectKentucky and the current version of the facm bill
includes the Connect the Nation Act which would effectively extend the Conpectlentucky model to
evety state in the nation. ARC had the vision four or more yeats ago to invest in our broadband
deployment project and yous investtneat has cerrainly yielded preat dividends.

Connactiisitucky: Aocelesating Techinology i the Somimonweali
P.0O. Box 3448 . Bowling Green, KY 42102 . Office: 270-781-4320 » Fax: 270-781-7611%
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Not only has Connectl{entucky gamcred national attention, we have also received internztional
recognition. 1o March, as part of the US. delegation to APTC, Connected Nation joined with
delegates from 21 international economies in Tokyo to provide expert testimony in the scminag
"Using ICT for Rural Community Capacity Building," part of the 37th mecting of the APEC
Telecommunications and Information Working Group. As 2 delegate, T was honored to present the
expetiences of Connected Nation in promoting Information and Communication Techaology ICT)
tools and applications to expand broadband adoption and capacity bullding in rural coramunities. In
addidon, we have hosted international delegations from Sweden, Japan, India, New Zealaod, China
and South Africa regarding ConnectKentucky’s initiative to expand broadband.

Through ConnectKentacky’s longstanding relationship with the Commission, we have grown a
great deal of respect and admiration for the strong sense of purpose, care and efficiency by which
grant resources arc administered. I certainly appreciate all of the support that the ARC has
provided Connectlentucky as well as the thoughtful review and attentiveness to our responses as
we have worked through these audit concerns together. We look fotward to hearing back from you
as to how we can finally conclude this issue.

Kindest Regards,

Brian R Mefford
President & CEO

Connectientucky-Aceslerating Technolngyin the Cormmonweattl
P.0. Box 3448 « Bowling Green, KY 42102 . Office: 270-781-4320 . Fax: 2707817611
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COMMESSTIOR

To: Anne B. Pope, Federal Co-Chair @ar

Date: Aprif 23, 2008

Subject: Change of Scope for Kentucky Broadband Projects (KY-14974 & 15058)
Grantee: Center for Information Technology Enterprises, Inc. (CITH/ ConnectKentucky

The purpose of this memorandum is to recommend approval of Grantee’s request to expand the
scope of the above referenced projects {o provide grant supported services beyond the
originally approved twenty-one county service area {o all fifty-one counties in Appalachian
Kentucky. The Siate of Kentucky concurs with Grantee’s request.

In 2004 and 2005, ARC approved two granis to ConnectKentucky o undertake and develop a
successful method of assessment of broadband needs and deployment of technology o assist
communities {o achieve broadband connectivily as socon as possibie. Under the projects,
Grantee undertook broadband strategic planning and demand aggregation programs and GIS
mapping of telecommunications services available in the counties served by the projects. (Ky-
14974 was in the amount of $180,000 for 6 counties and KY-15058 was for $900,000 for 15
addifienal counties.) ‘ '

The first ARC grant was designed as a demonstration project for what was intended to be a
state-wide effort fo provide similar services in every Kentucky county. Soon after the ARC
project was initiated, Grantee’s project attracted additional state grant support and rapidiy
expanded hayond the original service area. In addition, afier the cccurrence of start-up costs
and with the experience gained from work in the initial counties, the project proceeded more
rapidly than anticipated and the costs of the project on a per county basis was greatly reduced.

In Eight of this, Grantee believed it could provide services under the ARC grant to other ARC
counties and formally requested action o expand the project scope by means of a letter dated
August 26, 2008, well within the grant pericd of performance. Grantee’s request to expand the
project scope involved no additional grant funds and appears to be intended to reduce its
maiching burden for the grant. Largely because of the difficulty Grantee would experience
producing per county budgets to support the expansion and its belief that a formal expansion of
the scope was unnecessary, it did not pursue the request and no formal action was taken on it
by the Commission at that time. The grants were later closed out with full payment of grant
funds on the basis of work performed solely in the twenty-one county service area.

1666 COMECTIENT AVEH&E,.H&W WASHIBGTOMR, DS 26235 (202) s8a.-7200 Fax (2062} B84-7639
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A subsequent audit by ARC’s Inspactor General’s office determined that, while the projects had
been successfully carried out and met all grant objectives, Grantee's accounting methodology
was insufficient to support full grant expenditures solely in the gran{ service area. The Inspector
General's audit recommended an approach to the allowance of grant costs basad on a state-
wide county average and the disallowance of all personnel costs fo the ARC grants as not
supporiably incurred selely in the twenty-one county service area.

While Grantee has maintained that all grant expenditures were incurred in the approved project
area (largely citing in this connection the additionai start-up costs associated with the ARC
counties as demonstrations for what became a state-wide effort), it has conceded that its
record-keeping does not support a county-by-county atiribution of costs. Grantee has provided
a creditable explanation of why it approached grant accounting as it did: originally expecting to
recaive: ARC assistance for all of Appalachian Kentucky, it constructed its accounting system to
assure that all ARC dollars were spent in the ARC Region, but did not break out expendifures
by county within the Region. This explanation is borne out by Grantee's original grant
application in the files at ARC and has no appearance of bad faith.

Grantee has been cooperative during the audit process and provided a substantial amount of
additional material relevant to its accounting methodology as requested by ARC. In an effort to
resolve the outstanding issues, Grantee has now renewed its request to expand the project area
to include all of Appalachian Kentucky. Under this approach, Grantee wouid agree with the
Inspector General’'s recommendations regarding payment of grant costs on a state-wide coutity
average basis, but requests that the average be applied across all Appalachian counties at the
80/20 match rate applicable to a multi-county project in Kentucky, Grantee would also accede {o
ihe Inspector General's recommendations regarding personnel costs, asking only for an
allowance for a portion of the costs of twe staff members whose activities during the grant

period were aimost exclusively within the ARC Region. Under the proposed resolution, Grantee
would return $25,909 in unsubstantiated personnel costs to ARC.

Staff has reviewed Grantee’s request and believes it to be reasonable in light of both the audit
findings and the success of the project in meeting the needs of not only the original service area
but all Appalachian Kentucky. The State of Kentucky has sent a strong letter testifying to the
benefits that Grantee’s program brought fo all its Appalachian counties. ‘

RECOMMENDED:

Pt o, fon T

THOMAS M. HUNTER
Executive Director
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May Z3, 2008

Brian R. Meiford, President & CEO
ConnectKentucky

P.O. Box 3448

Bowling Green, KY 42102

Change of Scope for Kentucky Broadband Projects
KY-14974 & KY-15056

Dear Mr. Mefford:

[ am responding to your letter of April 10, 2008 to Mr. Harry Roesch, ARC Project Coordinator,
in which you requested ARC approval to expand the scope of the above referenced projects to
provide grant supported services beyond the originally approved twenty-cone county service area
to all fifty-one counties in Appalachian Kentucky. The State of Kentucky has separately
concurred with your request. This letter conveys ARC’s approval of your request fo expand the
project scope and otherwise indicates our agreement to elements of your proposat o resolve
isssues raised in audits of these granis by the ARC Inspector General.

In 2004 and 2005, ARC approved two grants to ConnectKentucky to develop and implement a
method of assessment of broadband needs and deployrnent of technology to assist
cornrnunities to achieve broadband conneclivity as soon as possible. Under the projecis,
ConnectKentucky undertcok broadband strategic planning and demand aggregation programs
and G138 mapping of telecormmunications services available in the counties.served by the
projects. (Ky-14974 was in the amount of $180,000 for 6 counties and KY-15056 was for
$900,000 for 15 additionat counties.)

The first ARC grant was designed as a demonstration project for what was intended to be a
state-wide efforf to provide similar services in every Kentucky county. Soon after the ARC
project was initiated, ConnectKentucky’s project attracted additional state grant support and
rapidly expanded beyond the original service area. [n addition, after the occurrence of start-up
costs and with the experience gained from work in the initial counties, the project proceeded
more rapidly than anticipated and the cosis of the project on & per county basis was greally
reduced.

fn fight of this, ConnectKentucky believed it could provide services under the ARC grant to other
ARC counties and formally requested action to expand the project scope by means of a letter
dated August 26, 2006, well within the grant period of performance. CornectKentucky's request
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to expand the project scope involved no additicnal grant funds and appeared to be intended to
reduce its matching burden for the grant. Largely because of the difficulty ConnectKentucky
would experience producing per county budgets to support the expansion and its belief that a
formal expansion of the scope was unnecessary, it did not pursue the request and no formal
action was taken on it by the Commission at that time. The grants were |ater closed out with full
payment of grant funds on the basis of work performed solely in the twenty-one county service
area.

A subsequent audit by ARC’s Inspector General's office determined that, while the projects had
been successfully carried out and met all grant objectives, ConnectKentucky’s accounting
methodology was insufficient to support fult grant expenditures solely in the grant service area.
The Inspector General's audit recommended an approach to the allowance of grant costs based
on a state-wide county average and the disallowance of all personnel and benefits costs {o the
ARC grants as not supportably incurred solely in the twenty-one county service area,

While ConnectKentucky has maintained that all grant expenditures were incurred in the
approved project area (fargely citing in this connection the additional start-up costs associated
with the ARC counties as demonstrations for what became a state-wide effort), it has conceded
that its record-keeping does not support a county-by-county aftribution of costs.
ConnectKentucky has provided a creditable explanation of why it approached grant accounting
as it did: originally expecting to receive ARC assistance for all of Appalachian Kentucky, it
constructed its accounting system to assure that all ARC dollars were spent in the ARC Region,
but did not break out expenditures by county within the Region. This explanation is borne out by
ConnectKentucky’s original grant application in the files at ARC and has no appearance of bad
faith.

ConnecitKentucky has been cooperative during the audit process and provided a substantial
amount of additional material relevant to its accounting methodology as requested by ARC. In
an effort to resolve the outstanding issues, your recent letter renewed ConnectKentucky's
earlier request to expand the project area to include all of Appalachian Kentucky. You have
indicated that ConnectKentucky would also agree with the Inspector General's
recommendations regarding payment of grant costs on a state-wide county average basis, but
have requested that the average be applied across all Appalachian counties at the 80/20 match
rate applicable to a multi-county project in Kentucky. You have also indicated that
Connectkeniucky would accede to the Inspector General's recommendations regarding
personnel and benefits costs, asking only for an allowance for a portion of the costs of two staff
members whose activities during the grant period were almost exclusively within the ARC
Region. Under the proposed resolution, ConnectKentucky would return $25,909 in
unsubstantiated personnel and benefils costs o ARC.
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ARC has reviewed your request and determined it fo be reasonable in fight of both the audit
findings and the success of the project in meeting the needs of not only the original service area
but all Appaiachian Kentucky. The State of Kentucky has sent a strong letter festifying to the
beneiits that Grantee’s program brought to alf its Appalachian counties. Accordingly, ARC has
approved your request {o expand the project service area and agrees o the other elements of
your proposal outlined in the preceding paragraph. ConnectKentucky's return of $25,809 to
ARC would finally resoive all issues raised in the inspector General’s audits of these granis.

Please let me know if you have any questions regarding this matter. | can be reached at 202~
884-7789. Thank you.

Sincerely,

Charles Howard
General Counsel



=CTKENTUCKY.

June 2, 2008

Mr. Charles Howard

General Council

Appalachian Regional Commisston
1666 Connecticut Avenue, INW
Suire 700

Washington, C 20009-1068

Dear Mr. Howard:

Pursuant to your cortespondence to Mr. Brian Melford dated May 23, 2008, please find enclosed a
check for $25,909 to fully and finally resolve and conclude the audit of ARC grants number KY-
14974 and KY-15056.

Thank you for your assistance in this matter.
Sincerely,

B B

Bernie Bogle, CPA
VP, Finance

ce: Mr Harry Roesch
M. Brian R. Mefford

e ¢
IR _ o
Kentuckiy™

Connectientucky: Accelerating Technology in the Commonwealth

PO. Box 3448 - Bowling Green, KY 42102 « Office: 270-781-4320 - Fax; 270-781-7611
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OFFICE OF THE GOVERNOR
GOVERNOR'S OFFICE FOR LOCAL DEVELOPMENT

1024 Capital Center Drive, Suite 340
Frankfort, Kentucky 40601
Fhone (502} 573-2382
Fax (502) 573-2939
Tall Free (BOO) 346-5606
www.gold ky.gov

March 25, 2008

Mr, Thomas M. Hunter, Executive Dyirector
Appalachian Regiona! Commission

1666 Connecticut Avenue, N'W
Washington, D, C. 20009-1068

RE: KY- 14974 — Appalachian Regional Broadband Demonstration Project
K¥- 15056 - KY Broadband Prescription for Innovation Initiative

Dear Mr. Hunter:

As you know, I was recently appointed as Governor Besheat’s Alernate o the
Appalachian Regional Commission (ARC) for the Commonwealth of Kentucky. I have been
briefed about the audit findings situation relative to the above noted projects that have had grants
awarded to the Center for Information Techmology Enterprises, Inc. (CITE) or Connectientucky.
After careful consideration of the documented accomplishments of these projests, I want to offer
an assessment of the outcomes that are clearly evident and their impact on Kentucky’s
Appalachian Region.

The initial project was a demonstration project conducted in six Appalachian counties
beginning in Septernber 2004 to undertake and develop a successful method of assessment of
broadband needs and deployment of techiology to assist communities with the ability to achieve
broadband connectivity as soon as possible. The second project jaunched a plan by CITE in Fune
2005 to extend this program into fifteen additional counties to uadertake broadband strategic
planning/demand aggregation program and GIS mapping of all telecomrnunications servicss.

Onteomes of these projects include assessment of telecommunications nfrastructure that
has been GIS mapped, the successful mobilization of local leadership teams in each Appalachian
county and provision of comrnumity-specific planning programs with implementation phases. In
addition, due to the ability of CITE to obtain financial resources from other federal, state and
private entities, this program has been successfully extended 1o all fifty-one of our Appaiachian
counties to date, as well as to the balance of ihe state,

KarduckyUntridladSpirit.com Ke}’ln‘(dey An Egual Opportunity Empiover W/F/D
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The statewide broadband initiative began with the demonstration prajoct conducted in six
Appalachian counties and has been recognized as a model program throughout the
Commonwealth and has even been referenced in Congressional bills and hearings relative to
broadband deployment issues within the past vear. Iunderstand that cther Appalachian stafes are
warking with ConnectKentucky to begin similar programs within their communities.

Positive and productive oulcomes documented across our Appalachian Region lead me to
conclude that the ARC grants recommended by Kentucky and approved by the Commission have
been a solid investment providing our communities with the necessaty tools to participaie and
compele in 4 global economy and to achieve vital economic propress in the Tuture, 1 realize that
the project audit revealed some accounting procedural irregularities, but review of the extensive
project reports filed with both our office and ARC indicate that the ARC grant fimds have not
oniy accomplished intended goals but have allowed benefit to extend to all of our Appalachian
Kentucky counties,

Let me commend the generous support that you and your staff have offered to us in
Kentucky and to ConnectKentucky in the administration of these proiects and the ultimate
reafization of profound benefit to our Appalachian commumnities.

Sincerd}:} '
Matt Sawyers
Chief of Stafl



