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TICHENOR & ASSOCIATES, LLP

CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS

304 MippLETOWR PARK PLACE, Sutte C
Lowsvinie, KenTucky 40243

Business: (502) 245-0775
Fax: (502) 245-0725
E-MaiL: WTICHENOR@ TICHENORASSOCIATES.COM

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

FROM: Tichenor & Associates, LLP
Louisville, Kentucky

REPORT FOR: The Federal Co-Chairman
ARC Executive Director
O1G Report Number: 08-13

SUBIJECT: Memorandum Review Report on Center for Technology
Enterprise, Inc. (CITE), Kentucky Broadband Prescription for
Innovation Initiative, ARC Grant Number; KY-15056-05.

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
Kentucky Broadband Prescription for Innovation Initiative 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-15056-05 to CITE for the period
January 1, 2005 through March 31, 2006. The ARC Project Coordinator approved
Amendment Number 1 fo the Grant Agreement on March 7, 2006 extending the period of
performance through September 30, 2006. Amendment Number 2 was approved by the
ARC Project Coordinator on September 11, 2006 ¢xtending the period of performance
through March 31, 2007. Total ARC funding for the period was for an amount not to
exceed $900,000 or 77.9% of actual, reasonable, and eligible project costs. ARC
required that the grant be matched with $255,000 or 22.1% in cash, contributed services,
and m-kind contributions, as approved by the ARC.

The purpose of the grant was to provide funding for a program of telecommunications
strategic planning and demand aggregation in fiftcen counties of Appalachian Kentucky.
Furthermore, the grant would underwrite the use of satellite mapping technology to
produce a comprehensive inventory of existing broadband service and infrastructure; the



development of local leadership teams in cach Appalachian community; provide
community-specific strategic implementation plans to equip local leaders; and increase
citizen demand for building and adopting broadband technology.

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
certain agrecd-upon procedures previously discussed with the ARC OIG. Specifically,
we determined 1f the tasks described above were being performed, if the accountabifity
over ARC funds 1s 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 $1,158,816 for the grant period
(see Appendix A). Of these costs, $900,000 (77.7%) was attributed to ARC
expenditures, with the remaining $258,816 (22.3%) attributed to matching and in-kind
expenditures.

During the course of the review, we reviewed the direct, indirect, and matching costs
claimed and noted instances of noncompliance which are described in the accompanying

findings.

1. Improper Allocation of Costs Charged to the ARC Grant

The grant agreement (see Appendix B) states that its purpose is to provide funding for a
program of telecommunications strategic planning and demand aggregation in fifteen
counties of Appalachian Kentucky.

KY-15056-05 was part of CITE’s statewide project Prescription for Innovation. CITE
previously received funding from ARC for KY-14974 - Appalachian Regional
Broadband Demonstration — to fund the first six counties of the project. The period of
performance for KY-14974, as amended, was October 1, 2004 through July 31, 2006. It
was CITE’s mtention to apply for two additional fificen-county grants so all of
Kentucky’s 51 Appalachian counties would be funded by ARC; however, the remaining
30 countics 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 accouniing system remained in place even after CITE



learned that ARC would not be funding the remaining 30 Kcntucky Appalachian
counties.

Based on prior experience with ARC, where CITE was allowed to allocate 50 percent of
stalewide costs to ARC grant KY-14118, CITE began allocating the statewide
Prescription for Innovation costs at a rate of 50 percent to ARC grants KY-14974 and
KY 15056-05. For the period January 2005 through June 2006, the ARC allocation (50%
of statewide costs) was split between the two grants either for reimbursement from ARC
or as matching costs, based on the activity in the 21 countics of the two combined grants.
After June 2000, when performance on ARC grant KY-14974 ended, all of the ARC
allocation was charged to ARC grant KY-15056-05. 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 countics. See Appendix C for CITE’s
description of their allocation method.

CITE’s total reported program costs for KY-15056-05 of $1,158,816 (sec Appendix A)
is 22.7% of the total recorded statewide program costs of $5,112,393 for Prescription for
Innovation (see Appendix D — Total Costs of Prescription for Innovation), while
representing only 12.5% (15 of 120) of Kentucky’s counties, and is disproportionately
large compared to the fifteen counties fo 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 12.5% of total reported statewide program
costs, total program costs are $639,049, of which $497,819 (77.9%) is attributed to ARC
costs and $141,230 (22.1%) is 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
$639,049, with $497,819 attributed to ARC costs and $141,230 attributed to matching
and in-kind costs.

We also recommend that ARC require CITE to return $402,181 of disallowed ARC costs.
(See Appendix E - Calculation of Disallowed Costs Charged to the ARC Grant.)

ARC’s Response:

Congeurrent with our review of KY-15056-05, we also reviewed CITE’s ARC grant KY-
14974 (sec OIG Report Number 08-12). 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 incurred 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 renewed a previously made request to expand the project service area to
include all 51 Kentucky Appalachian counties.

On May 23, 2008, ARC agreed to CITE’s request to expand the project service area to
include alf 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
contributions.

CITE recorded total stalewide program costs for Prescription for Innovation of
$5,112,393 (see Appendix D - Total Costs of Prescription for Innovation). Because the
expanded service area 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 attributed 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
(5180,000 for KY-74974 and $900,000 for KY-15056-05) provided by ARC. As a result,
the recommendation is considered closed.

2. Predetermined budget estimates are used to directly and indirectly charee personnel
satary and benefils costs to the ARC grant and are not adjusted to actual cosis as
required by Federal cost principles

OMB Circular A-122 (Cost 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 and after-the-fact determination of the actual activity of each employee. Budget
estimates, such as estimates determined 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.

Additionally, 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 in the principies or in the award as to types or amount of cosf items.

The budget narrative to the grant application states “Employees’ time will be charged
directly to the project based on actual time records maintained;” 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 employcee’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-15056-05, CITE reported personnel salary costs of $450,820, with $390,830
atiributed to ARC costs and $59,990 attributed to matching and in-kind costs, and
associated fringe benefits of $89,506, with $75,803 attributed to ARC costs and $13,703
attributed to matching and in-kind costs. Because CITE used predetermined estimates,
and not actual costs, these amounts should be disaliowed.

Recommendation:

Because personnel salary and assoclated fringe benefits, combined are $540,326 (46.6%)
of the total reported grant costs of §1,158,810, 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 $341,252 (a reduction of $297,797 or
46.6% from the revised total grant costs calculated in Finding #1, above), with $265,836
(77.9%) attributed to ARC costs and $75,416 (22.1%) attributed to matching and in-kind
costs.

We also recommend that ARC require CITE to return an additional $231,984 of
disallowed costs. (See Appendix E - Calculation of Disallowed Costs Charged to the
ARC Grant.)

ARC’s Response:

Concurrent with our review of KY-15056-05, we also reviewed CITE’s ARC grant KY-
14974 (see OlG Report Number 08-12). ARC’s written response addresses both draft
reports.

ARC stated that CITE agreed with our finding related to the disallowance of personnel
salary and fringe benefils costs but asked, in connection with the above mentioned
request in Finding #1 to expand the project service area, 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 [ringe 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 ($1,738,214, sece ARC’s Response to
Finding #1, above) results in a reduction of $816,900 of personnel salary and fringe
benefits 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 1n 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-personnel costs of $921,254 and $132,837 of
chigible 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 F — ARC’s Response.)

Auditor’s Commment:

ARC disallowed 3816,960 of personnel salary and fringe benefits costs, less an
allowance of 3132,837 of salary and fringe benefits for two individuals whose activity
was almost exclusively in the Appalachian portion of Kentucky, resulting in final
accepted costs of $1,034.091 and CITE returning 325,909 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 iternal controls. No areas

of weakness were identified that could have affected the accountability of costs or
compliance with the terms of the grant agreement.

C. Program Results

Our review of CITE’s Kentucky Broadband Prescription for Innovation Inniative grant
indicated that the specific objectives identified in the grant were achieved.

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 OME APFROVAL NG, PAGE oF
OR REIMBURSEMENT l [
1 a. "x" one or both boxes 2. BASIS OF REQUEST
TYPEOF (] Apvance B cesursevent | casi
PAYMENT ’,b/;'_,"ﬂ?h@ﬂppiic‘ablc box | ACCRUAL
REQy«ESTﬁ; FINAL D PARTFIAL
3, FEDERAL SPONSORING AGENCY AND ORGANIZATIONAL 4. F‘EDERR’\L LOROTIER ) 3 PARTIAL PAYMENT
ELEMENT TO WHICH THIS REFORT 1S SUBMITTED WNDENTIFYRNG NUMBER ASSIGNED BY REGUEST NUMBER FOR
Appalachian Regional Commission FERERAL AGENCY THIS REQUEST
KY-15056-05
O EMPLOYER IDUNT. T RECIPIENT ACCOUNT g, PERIOD COVERED BY THIS REQUEST
NUMBER NUMBLER DR 1D NUMBER FROM {imoath, davy, ycar TO (month, day, year)
61-1394934 LO/E2004 12/31/2006

9 RECIPIENT ORGANIZATION
tame:

Center for Technology Enterprise, Inc.
Number and Strees:

P.O. Box 3448

Cily, State, and 21P Code:

Bowling Green, KY 42102-3448

Najze:

Number and Street:

City, State, ard 71 Code:

10. PAYEE (Where check 35 to be sent i different than item 9}

it COMPUTATION OF AMOUNT OF REIMBURSEMENTS/ADYVANCES REQUESTED

PROGRAMSFUNCTIONS/ACTIVITIES {a}

(&) @

y

TOTAL

2. Total program outlays to date  {As o datc)
1231406

v

1,158,816.30

1,158,816.20

b. Fess: Cummdative Program Tneome

Met Program outlays (Ling a minus line by

118881630/

1,158 816.30

<. Estimated net cash outlays for advance period

-

/

¢ Tatat (Sum of lings ¢ & d) 1,158,816.30 . 1,158,816.30
f. Nan-Federat share of amount or fine ¢ 258,816.30 /, 258,816.30
& Federal share of amount on e ¢ 900,000, OO'\/ 900,000.00
h. Fedecat paymenis picviously reguested 810,000.00 +~ 810 000, OG

1. lederal share now requested {Line gminug b)

90,000.00 ‘/

< 90,000.00 |

\/

}. Advances required by month, 15t Month

when reguested by Federal

grantor agency for 1se in nd Mot

wmaking preschedaled advances
3rd Month

¢. Amoust requested {Line a minus line b)

12. ALTERNATE COMPUTATION FOR ADVANCES ONLY
a. Estimated Federal cash outiays that will be made during period covered by the advance N
b. Less: Estimalted balance of Foderal cash on hand as of beginning of advance peried

5

13

CERTIFICATION

I cenlify that (o (ke dest of my knowledge and belicl the data on
3 formn are correct and that alf owtlays were made n accordance

witl: the grant conditions or other agreements and thal payinent

is (lue and has nol been previously requested.

Signature of Authorized Ceriifying Official

Ly

Date Reguest Submitted

February 6, 2007

Typed or Printed Name and Title
Bernie Bogle, Chief Financial Officer

Telephone Number

£270) 781-4320 x 128

This space for agency use
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GRANT AGREEMENT



Grant Agreement

Between

Appalachian Regional Commission

and

Center for Information Technology Enterprises, Inc

ARC Contract Number: KY-15056-05

M—E’age_’l of 2 -

Project Title: Kentucky Broadband Prescription for innovation Initiative

Grantee: Center for Information Technology
Enterprises, [nc
1711 Destiny Place, #108

Bowling Green, Kentucky 42104

ARC Project Coordinator:

Harry Roesch

Telephone Number: 202-884-7774
Fax Number: 202-884-7691

Graniee's EIN; 51-1304434
Project Director: Brian Mefford
Telephone Number, 270-781-4320

State Administration/Liaison Officer:
Peggy Satterly / 502-573-2382

1. Statement of Purpose - incarporation of Proposal, 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 funding for a program of telecommunications
sirategic planning and demand aggregation in fifteen counties of Appalachian Kentucky.

This inffiative will use satellile fap

fechnology to produce a comprehensive inventory

of existing broadband service and infrasiructure. The maps will iliustrate service gaps

and serve as an economic development rescurce

for communities to illustrate existing

infrastructure for locating businesses. Additionally, this initiative will mobilize local
leadership teams in gach Appalachian community and provide community-specific
W . s . gy

strategic implementation plans to equip local Tedaders and increase citizen demand for

building and adopting broadband technology.

This project shall be cal‘réed oul in general accord

extent the Articles of {his grant agreement conflict
the Articles shall control,

with Grantee's p_ropos;jﬁ, received at
Grantee's

with the incorporated revised proposal,

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 It), and any incorporated Supplements. Any conflict
among these provisions shall be resolved giving precedence to these authorities in the

order in which they are listed abova.




ARC Contract Number: KY-15056-05 Page 2 of 2

3. Reports. A progress report for each 120-day period and a final repor{ are required
under this agreement {see Part i, Article 4).

4. Consideration and Method of Payment,

A Total, For the complete and salisfactory performance of this grant agreeW
determined by ARC, Grantee shall be paid by ARC a total sum not to exces 00,000 of
acltual, reasonable and eligibte project costs. Grantee shall pay, or cause to be paid, the
non-ARC share of $285,£00 in cash, contributed services, or in-kind contributions as
approved by ARC.

B. Method, Progress and advance payments not to exceed 90% of total ARC-approved
funds are authorized under this agreement. Uponr: Grantee's satisfactory completion of
the Agreement, Grantee shali receive any balance of funds which may be due under this
agreement (see Part Hl, Article 11).

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

6. Period of Performance, The grant period of performance shall be January 1, 2005
through March 31, 20086.
T T

e

-

Charles 5. Howard ' Grantée’s Authorizdd Representative
General Counsel

L2805 7/ 9/5

-

Date .

Date
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Supplement B to Part

Governor Fletcher's Prescription for Innovation ”:‘(ﬁ
Broadband for a 21st Cenfury Kentucky Coe fifd{y

Estimated Budget for 15 ARC Counfies
January 1, 2005 through December 31, 2005

State/
ARC Private Totaj

Personnei: ) . )

Chief Operating Officer (45%) 40500 ¥ 40,530
Chief Admtm-;[rat?vn Officer (30_ o) *6,¢DO 7 - 1‘5 800
Chief Financial Officer (f0%) _ 8000 . 8,000
Brcddrnnd P"owct Pirector {o{)%; ) bb Q00 B 85 L0600
Project Manager (100%) 85000 " 7 . gEodo
Project Menager (50%) ' 42,5 500 - 42,500
Project Manager (10%) = .. 8200 . 6,200
Assis tant (50%} 14,000 ) - 14000
TSG Director (45%) - o 36 600 .. - 38000
Mgr Partner Re[atlons( 5%) 5,500 - 8,500
Research Director (45% . '3@ 00 o . 36,000

Subiotal 358, 600 A - 368,600

Taxes and Fringe Benefits S Y N v -1 B

Total Personnel ) /
and Fringe Benefits ..As6szoy - ..430,320

Direct Cost o -

Ousidefonsutiants "7 q81000  a0i7s6”  ainzso”
Travel - f3B1i3 25,062 98 875
Direct Materials _espE7 o 650887

Total Direct Cost 269,880 7 226812 T4ga oy

Administrative Cost
Administrative Pers onnel 94,282 - 94,202
/\dfrnnblratlve E-rmcﬂ _ 13,858 ) - 18,858
Rent. 7 & 30,580
Utilitiss _ 4,312 - T4 312
Telephona & Infemat D S TP S 16,401
Office Supplies ©oamo T 8,900
Insurance - 5685 7 5885
Pf*staqe & Defivery 2,540 L 3640
Printing & Reproduction o 4520 15,000 14,520
Marketing & Pramoticnal ' 8,000 _' 14,000 22,060
Offices Expanse . 8800 f _ 5800

Total Administrative Cost _200.00¢ ooo# o 28785 T 73518

.f
Total Cost SQDD ODD ,f 5256 OOO $ 1,155, OOO

Other sources of funds inalude KIA, KEDFA and L.GEDF,
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ARC Contract No. /;y j 565 C?

PART 11
APPALACHIAN REGIONAL COMMISSION
GRANT AGREEMENT: GENERAL PROVISIONS

Article 1 General Procedures.

A ARC grants shall be administered as follows: grants to state
and local government, in accord with OMB Circulars A-102 and
A-87; grants to hospitats and other non-profit organizations, in
accord with OMB Circulars A-110 and A-122; grants to higher
educational institutions, in accord with OMB Circular A-110 and
A-21; and other Fedarat regulations as applicable.

Article 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 to assist
husinesses to relocate from one area to enother; and that,
further, in keeping with Commission poficy, it will not utilize
ARDA funds actively to engage in any activity, the purpose of
which is 0 encourage businesses nowe operating in one stale
to relocate inlo another state. No funds provided under this
agreement will be used to publish or distribute mzlerial which
would solicit such relocation.

Article 3 Work Plan/Detailed Budget.

(1) Grantee shall submit, 85 reguired by the ARC Project
Coordinator, & work plan and/or budget for sny and/or alt of
the tasks specified in Part L

(3 Prior to submission of any work plan andfor budget $o
required by the ARC Project Coordinater, no costs shall be
eligible for reimbirsement, except those costs directly related
o the preparation of such work plan andjor budget. Within
one week after receipt, ARC shali complete a prefiminary
revieve of the work plan andfor budget and shall immadiately
acvise the Grantee sither that it is unacceptable or that it is
prelirminarlly approved.  After such preliminary appraval by
ARC, the Grantee may proceed with work on the project
immediately with such medifications in the work plan anddfor
budget as required by ARC. After approval by ARC all costs
incurved for work performed after the effeclive dale which are
incurred in accord with the approved work plan and/or budget,
and only such costs, shall be eligible for reimbursernent.

Articie 4 Reports.

(1) Progeess.Repors, Grantee shell prepare and submit to
the ARC Proiect Coordinator, progress reports indicsting the
work  accomphished under the agreement lo date, any
problems encountered and ameliorative actions taken, and a
forecast of work for the nexdt report periad.

(2) ¥inal Repost,

{8) Draf;. Contents, Within one (1) month after the
period of performance (see Part 1), Grantee shall prepaie
and submit to the ARC Project Coordinator for approval, 3
draft final report of all work accomplished under this
Agresment  Including  recommendstions end  conclugions
hased on the experience and results obtained.

(b} Review. After ARC review of the draft finsl report,
which will be compieted within 15 days after submission by the
Grantee, the Commission will either (&) return to the Grantsa
the approved draft with such comments, induding any
requirements o suggestions for modifications as deerned
necessary, or () require resubmission of the draft repert if it s
deemed necessary, in which case Grantee shal, within 15
days, submit another draft for review andg comment.

{¢) Einal Submission, Within 15 days after receipt of the
approved draft final report, the Grantee wil prepare and
submit ko the Commission, through the ARC Project
Coordinator, 2 <opies of the approved report and a
reproducible master,

Article 5 Contracting Procedures.

In contracting for services and/or purchasing equipment under
this Agreement, Grantee shall assure that (1) at contracling
shall be at prices and on terms most advantagecus to the
Grantee and to the project; and (2) all interested parties shall
have a full and fair chance at doing business with the Grontee.
Grantee shall arrange for all contracting through competitive
hidding, or, if permitted by state law, cther negotiating and
contracting procedures that will assure compliance with (13
and {2) above.

Article 6 Subcontracting.

The Grantee shall not enter into subcontracts for any of the
waork conternplated under this Agreement without obtaining
the prior wrtten approval of the Project Coordinator, and
subject to condilions and provisions as the Project Cocrdinator
may deem naecessary, in hisfher discrelion, to protect the
interests of the Commission: Provided, however, that hotwith-
standing the foregoing unless otherwise provided herein, such
pror written approval shall not be required for the purchase by
the Grantee of artides, supplies, equipment and services which
are both necessary for and merely incidental to the
parformance of the work required under this Agreerment:
Provided, further, however, that no provision of this arlide and
no such approval by the Project Coordinstor of any
subcontract shalt be deemed in any event or in any manner to
provide for the incuirence of any cbligation by the Commission
in addition to the totat grant amount and the Commission shall
not be responsible for fulfillment of Grantee's obligations (o
subcentractors: Provided, further, that no subcontracting shalt
he deemed to relieve the Grantee of any obligations under this
Agreament.

Article 7 Coordination and Nen-Duplication.

In carrying out the project under this Agreement, Grantee shall
assure that the planning, design work and implementalion of
activities are coordinaled with activities conducted by Grantee
under other refated ARC grants, if any, and shall assure that
there shall be no duplication of efforl or funding under this
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Agreement of ahy work or paymenis under those grants.
Articte 8 Project Personnel.

ARC resgrves the right to approve or disaporove the selection
or continued particination of any personnel supported with
funds made avaiiable under this Agreement.

Article & Compliance with Applicable Laws,

Grantee shall assure that ail provisions of applicable federal,
state, and local laws shalt be complied with in the conduct of
activittes under this grant agreement. The ARC reserves the
right to suspend or terminate this agreement in the event that
appiicable federal, state, and local laws and reguistions are not
complied with, Such right shall not be exciusive and does not
affect rghts and remedies provided elsewhere by law,
regulation, or agreement.

Article 10 Retention of Rights.

Title to equipment purchased with grant funds resides with the
Grantee and assigness and successors approved by ARC, but
the eguipment must be accounted for during and after the end
of the project pericd.  Accountability may be satisfied by
continued use during ils usefid life in the same or other
projects related te objectives of the ARC, as approved by ARC,
If the equipraent i disposed of o transferred during its usefuf
life to & use outside the scope of the ARC objectives, an
amount equa! to the resale value or the value of the ARC share
at the time of disposal must be deposited in the grant account
if stift epen, or the federat share must be refunded o ARC or
an ARC-designated successor,  ARC reserves the right to
fransfer such equipment and title thereto or other interest
arein, to ARG, or an agency of the federal government or to
ancther Grantes, in the event equipiment, leased or purchasad
with funds under this agreement, is no fonger used primarily
for the purposes for which it is dedicated under this
egreement, or is nol used in substantial accord with the
applicable provisicns of this agreement.
1t shail ba Grantee's responsibility to menitor all use Lo
ascertain that aft suich equipment is being used primarily for
the purposes outlined herein.  Grantee may propose to ARC
that the eguipment be transferred 1o ancther agency or entity
which could utilize it for the purposss outlined in this
agreement.  Such {ransfers shall be subject to prior approval
by the ARC Project Cocrdinator and to the reservation of rights
in this Article.

Article 11 Method of Payment,

(1) Pungress Payments.  Grantee may receive progress
payments {8} on the basis of the work performed; (b) upon
ARC concurrence &5 to ressonableness of costs and submission
of Form SF 270 (Request for Advance or Reimbursement):
and; (c) 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 agraement are being
mel. The folal of such progress payments shall not exceed
ninety (80) percent of the total grant amount unless
spacifically authorized in Part 1 of this agreement,

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

and other related cosls, induding payments to subcontractors
on the following basis: {a) Grantee's certification thet a firm
commitment  has  been chtained from each employes
appointed urkier this agreement, or that firm, formal subcon-
tracts hiave been executed which will require paymants for
goods and services 1o be delivered during the period for which
advance is scught; (b)) upon submission of form SF 270
{Request for Advance or Relmbursement) and on the basis of
cost estimates approved by the ARC Project Coordinatar; (o)
Grantec’s certification that any previous advance has been
exhausted {if previous advance has not been exhausted, this
remainder must be used to mest scheduled expenses payable
during the next period); any additional advance subject to ARC
concurrence as to need; and (d} satisfactory progress on tasks
specified in Part I and the incorporated proposal.

Total Advence Payments shait not excesd 90 percent of
the total grant eamount unless specificelly authorized in Part 1
of this agreement.
(3) EnalRayment. Upon Grantee's satisfactory completion of
the Agreement, Grantee shall receive ary balance of funds
which may be due under this Agreement.
{4) Dbishursements. All dishursements 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 idenfifving number (TIN) assigned by the Internal
Revenue Service. For individuals, the Secial Security Number
serves as the TIN; for businesses, the Employer Identification
Number serves as the TIN.

Article 12 Grant-Related Income.

Grant-refated income means gross income earmned by Grantea
from grant suppeited activities and shall include, but not be
lirvited to, income from service fees, sale of commodities, or
usage or rental fees. ANl grant-relaled ncome shall be
reported 10 ARC in the progress and final reports required by
this Agresment,

Article 13 Rebates and Discharges from Liability,

Grantee agrees that any refunds, rebates or credits, o other
amounts (induding interest earned thereon) received by the
Grantee {or any Assignee) shall be paid to the Commission to
the extent that they are properly sllocabie to costs for which
the Grantee has been reimbursed under this Aticle. Grantee
will, when requested, assign such amounts o the Commission
and execute such releases as may be appropriste o discharge
the Cornmission, #s officers and agents from liabilities arising
oul of this Agreement.

Article 14 Records fAudit.

(1) Grantee shall establish procedures to ensure that alf re-
cords pertaining to costs, expenses, and funds related fo 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
fled in such 5 manner that it can be readily focated. Grantee
shall maktain custody of time records, payrolls, and other




data, as appropriate, fo substantiate all services reported to
the Commission as Contributed Services under this Agreement.

(Al invoices, vouchers, staterents of costs, and reports of
dishursements of funds are subject to audit,

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

(4) T Grantea has not provided-either cash or contributed
services of a value determined by the Commission fo be suffi-
cient to support the payments made by the Commission, or
has falled to obligate or disburse any such sums for the pur-
pose of this Agreement, the firal payment shall be reduced, o
the Grantee shail make an appropriate refund,

(5) The Grantee agrees that the Federel Co-Chairman of the
ARC, the Compiroller General of the United States, the ARC, or
the duly authorized representatives of any of them shall, until
the expiration of three years afier final payment under this
Agreement, have access to and the rght to examine any
books, decuments, papers, aixi records of the Grantee
involving transactions related to this Agreement,

(6) The Grantee will, in each subcontract, require the subcon-
tractor to agree o the application of the provisions of this
aride in a gimilar manner to the subcontracior's records
refating Lo said subcantract.

Article 15 Indemnification.

Notwithstanding any other provisicns of this Agreement, il is
exprassly agreed that:

(1) Grantes will carry out the program under this Agreement
a5 dn independent contractor and not as agent of the
Commission;

{2) Grantee assumes sole and complete responsibility for the
conduct of the program in such 3 manner as to assure the
safety and wellare of alt persons participating in or in any way
invalved In, or affected by, any activities conducted under this
Agreement; )
{2) The Commissicn, by its provision of funds for this project,
undertakes no responsibility in this regard;

(4) Grenteg shall indemnify and save harmless the
Commission, its agents, officers and employees, from and
against any and alt claims, demands, sulls, judgments, settie-
ments, elc., for sums of meney for or on account of personal
injuries, property damage, or loss of life or property of any
persons arising from or in any way connected with the
performance of the project covered by this Agreement; and

(5) Further, the Grantee expressly releases the ARC from any
liability for any losses or damages suffered by Grantee, direclly
or indirectly, from or in ary way connected with the
performance of this Agreement.

Asticle 16 Graniee's Principal Personnel.

The Project Director shall be responsible for the general guid-
ance and overall supenvision of Grantes’s efforts, The Project
Director shall maintain Faison with the Commission's Project
Coordinator.  In the event the replacement of the Project
Direckor becomes necessary, the Grantee will advise the
Commission, in writing, of the change. The Commission
reserves the right to disapprove any proposed substitute or
addition.

Article 17 ARC Representative.

The Project Coordinator is responsible for (i) providing Haison
hetween the Commission and the Grantes, and (ji) oblaining
approval of work accornplished by Grantee. The Commission
may, in its discretion, change the Projact Coordinator at any
time, in which event i shall notify the Granfee in writing of the
chenge.

Article 18 State Administration and Lialson Officer.

Grantee shall submit copies of sl correspondence, reports and.
requests for payment required to be submitted to ARC
simultanecusly fo the State Administration and Liaison Officer
narmed in this Agreement.

Article 19 Disputes.

{1} Pugedurs, Except as otherwise provided in this
Agreement, in the event of any dispute arising under this
Agreement conceming & 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 Uirectors written
decision, submit to the Commission's Contract Review
Cornmittee (ARC-CRC), a written request for 8 review to which
the ARC-CRC shall respond in wiiting within 60 days.
Alternatively, the Grantee and the Executive Director may
mutually agree to select any aiternstive means of dispute
resolution to resclve such dispute. The decision of either the
ARG-CRC or the arbitrator retained for the purpose of dispute
resolution, shall be final and conclusive. Pending final decision
undar either alternative, the Grantee shall proceed diligently
with the performance of the Agreement in sccordance wilh the
Executive Director's decision,

{2) Consiceration of Questions.of Law. This Article does not
preciude the consideration of questions of law in connection
with dodisions provided for in the above paragraph; provicded
that nothing in this grant shall be construed 25 making final
any decision of any administrative official, representative, or
the ARC-CRC on 2 question of law.

{3) ARC._Contract Review Coromittee. The ARC-CRC shall
consist of the Federal Co-Chairman and the States' Co-
Chairman or their appointed representatives.  In a dispute in
which ang of the parties is either the State of the States’ Co-
Chairman or a Grantee from said State, the States’ Vice Co-
Chairman, or histher representative, shall replace the Stetes'
Co-Chairman on the ARC-CRC for that dispute alene. Nothing
hersin shail operate in any way as a restriction on the powers
of the Federal Co-Chairinan or any state member of the Com-
migsion under the ARDA.

Article 20 Suspension/Termination for Cause.

The ARC shall have the right, upon written notice o the
Grantee, to suspend or terminste this Agroement for cause,
whenever the Federal Co-Chairman  determines there s
reasonable basis fo believe there has been malfeasance,
embezziement, misappropriation, unauthorized application of
federal funds or material false statement in the conduct of this
Agreernent or any other ARC grant agreement.



Article 21 Termination for Default,

The ARC may, by writien neotice fo Grantee, terminate this
Agreement in whole or in part in accordance with Part 52.249
of the Federal Acguisiion Regulations' "Default (Fixed-Price
Supply and Service)' clause i effect on the date of this
Agreement including, but not limited to provisions regarding
fallure to perform due t0 causes beyond the control of
Grantee, the stalus of completed and partially completed work,
after termination for default, excusable default, ARC's right to
reprogure, and other remedies.  Such regulstions are
incorporated by reference as part of this Agreement. The
rights and remedies of the ARC provided in this Article shall not
be exclusive and are in addiion to any cther rights and
rernedies provided by law or under this Agreement,

Articte 22 Termination for Convenience.

The ARC may, by written notice to the Grantee, terminate this

- Agreement In whole or in part for the convenience of the
Commission, whenever the ARC determines thal such action is
in its best interest. If this Agreement is so terminated, the
rights, duties and obligations of the parties, inciuding
compensation of the Grantee, shall be in accordance with Part
49 of the Federal Acauisition Regulalion in effect on the date
of this Agreement and such regulations are incorporated by
reference as part of this Agreement.

Aiticle 23 Official Not to Benefit.

No member or delegate to Congress, or resident Cominis-
oner, shall be admitted to any share or part of this
greement, or to any benefit that may arise therefrom; but
this rovision shall not be construad lo exiend o this
Agreement if made with an incorporated entity for its genera
benefil,

Article 24 Covenant Against Contingent Fees.

The Grantee watraits that no person or sefling agency has
been emploved or retained 1o solicit or secure this Agreement
upon an agreement or understanding for a commission,
percentage, brokerage, or contingent fee, excepting bona fide
~employees of bena fide established commercial o selfing
agencies maintained by the Grantee for the purpose of
securing business. For breach or viciation of this warranty the
Commission shal have the right to annul this Agreement
without liabiiity or in its discretion to deduct from the grant
amount or consideration, or otherwise recover, the full amount
of such commission, percentage, brokerage, or confingent fee.

Article 25 Equal Opportunity.

Grantea shall carry out all programs and activities in
compliance with Titie VI of the Civil Rights Acl of 1964, and
other federal laws prohibiting discrimination, and in such a
manner that no persen shall, on the grounds of race, color,
national origin, refigion, sex, age or disabilty be excluded from
participation in, be denied the benefits of, or be subject to
discrimination with respect to any such programs or activities,

Article 26 Pakent Rights.

All research and development grants are subjedt fo the
govermment-wide Patent Policies outlined in Department of
Commaerce regulations (37 CFR Part 401).

Article 27 statement of Federal Funding.

When issuing - statements, press releases, requesls for
proposals, bid solictations, and any and all other public
documents or announcements describing the project or pro-
gram funded by this Agreement, Grantee agrees and warrants
that it shail clearly stater (1) the percentage of the total cost of
the program or project which will be financed with federal
money, and (2) the doflar armount of federal funds for the
project or program.

Article 28 Lobbying.

Mo funds made available under this Agreement may be used
in any way, directly or indirectly, to influence congressional
aclion on any legislation or appropriation matters pending
before Congress; however, this Article does not bar
communications 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 Regionat
Commission {ARC), reserves a rayally-free, nonexclusive, and
Irrevocable ficense to reproduce, publish or otherwise use, and
ko authorize others to use, for federal government purposes,
any work developed under 3 contract, grant, subarant, or
contract under a grant or subgrant, and to use, and authorize
others to use, for federal government purposes, any rights of
copyright o which & grantee, a subgrantee or a contractor
purchases ownership with grant support or contact funds.
Such ficense to use includes, but is nat #mited to, the
publication of such work on an ARC Web site. Use of such
works for purpeses related to Appalachia and the development
of the Region is generally authorized by ARC te State and Jocal
governments in the ARC Region and to other public and
private  not-for-profit  organizalions  serving the  Region,
including the Appalachian Local Development Districts.
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Internal ARG Fornmy ver, 2

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

AMENDMENT TO CONTRACT: Changes in length, funds, budgel, or scope of
project.
Amendment No: 1
Date: 3/7/2006
SRS el

ARC Project Number/Title:
KY-15056
K'Y Broadband Prescription for Innovation Initiative

Grantee: ' ) ARC Project Coordinator:
Center for Information Technology Enterprises, Harry Roesch
inc

Phone: 202-884-7774
Fax: 202-884-7691
Email: hroesch@are.gov

1711 Destiny Place, #108
Bowling Green, KY 42104

Contact: Brian Mefford
Phone: 270-781-4320
Email:  bmefford@connactky.org

KIChange in Performance Period
“The above referenced agreement Is amended by extending the period of performance.
The new period of performance is 1/1/2005 10 9/30/20006.

[JPersonnel Change
KOther Amendment. Deseribe the amendment(s) in the box below,

The grantee has realized that the time frame needed to complele the individual county-wide stralegic
{elecommunications planning / aggregation of demand projects is taking longer 1o complete than was

originally planned. The extension request is consistent with previous problems thal materialized with the
initial pilot phase of this planning program,

Additional Amendment Comment

Appatachisn Regionai Commission
1666 Connecticnt Ave NW - Washingon, DC 20009 - 202083417100
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Appalachian Regional Commission
1666 Connecticut Avenue NW, Suite 700
Washington, DC 20009

AMENDMENT TO CONTRACT: Changes in length, funds, budget, or scope of
project.
Amendment No:2

ARC Project Nurmber/Tille:
KY¥Y-15056
KY Broadband Prescription for Innovation Initiative

Grantee:

Center for Information Technology Enterprises,
Inc

1711 Destiny Place, #108

Bowling Green, KY 42104

ARC Project Coordinator:
Harry Rocsch

Phone: 202-884-7774
Fax: 202-884-7691
Email: hroesch@arc.gov
Contact: Brian Mefford

Phone: 270-781-4320
Email: bmefford@conncctky.org

A Change in Performance Period

The above referenced agreement is amended by extending the period of performance.
The new period of performance is 1/1/2005 1o 3/31/2007.

T e LS00~ F

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

The grantee needs more time to successfully complete the county by county work plans for all 15
counties. It has taken ConnectEentucky more time per county than was originally anticipated to undertake
the mapping, the Strategic Telecommunication Plan component, and the "aggregation of demand® aspects

of the overall work plan. The graniec anticipates completing the work in the early spring. The extension
reguest 1s approved.

Additional Amendment Comment

Harry Racsch-Sep 11 2006 T0:16AM Henry King-Scp 11 2006 5:29PM

(Program Manager) (Division Director)
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GRANTEE’S DESCRIPTION OF ALLOCATION METHOD



Governor Fletcher’s Prescription for Innovation

Grant Number KY-14974
{Demonstration 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, particularly in the areas
of broadband deployment and technology literacy and usage (Attachment A). The
initiative maintains four key goals for impacting economic development, which inciude:

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 communitics, to improve citizen
services and promote economic development through e-government, virtual
education, online healthcare; and

4, ¢Community Leadership Teams in every county — local leaders assembied to
develop and mmplement iechnology growth strategies for local government,
business and industry, education, healthcare, agriculture, libraries, tourism 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 Fletcher’'s Prescription for Innovation in the ARC region: a demonstration
project grant that included 6 counties (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 in December, 2004, the request was for a three year grant to
implement the initiative 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 each request providing for an additional 15
counties. Our intent, based on previous experience with the ARC, was that the
Preseription 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 fo a large
degree the mitiative was statewide in nature because of our broadband availability map
(Attachment C). CiTE produced and updated custom GIS based maps that provided
accurate inteiligence regarding the technelogy 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 a 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 fill them.

Once the statewide inventory of broadband service was mapped with accuracy, that data
was then leveraged for the sake of broadband buildout by quantifying demand for
broadband service; in ¢ssence 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 otherwisc unavailable to providers. These data
included maps illustrating household totals (Attachment D) and density (Attachment E) at
the most granular Census block level. 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 accounting system was developed that would capture all 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 6 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 vet to be approved and was later approved on June 23,
2005. In late January or early February, 2006, 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 submitied. I subsequent grants for the remaining
30 counties had been awarded as initially projected, the allocation system described
below would have functioned efficiently and adeguately.

Description of Allocation Method

CiTE has a long-standing relationship with the Appalachian Reglonal Commisston 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 allocation determined in
conjunction 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 thalt cost was charged to the 6 county grant cither for
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 countics cngaged spreadsheet (Attachment G). This
spreadsheet documented the progress of the eCommunity Leadership Teams in cach of
Kentucky’s 120 counties.

The percent of county meetings held in the 6 counties verses the percent of county
meetings held mn the 15 counties was used to determine the split between the two grants
for that given month. For example, if in June there were 3 meetings in the 6 county area
and 7 meetings in the 15 county arca (a total of 10 meetings 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 grant (#KY-14974) are as follows:

e Bell e Pike
e (reenup e  Rowan
e - Harlan »  Wayne

Greenup, Harlan and Wayne counties were sclected for the demonstration grant
October, 2004 and the remaining countics 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:

o Adair e Martin

¢ Bath e Menifee

e Breathity e Morgan
 (linton ¢ Perry

o Floyd » Pulaski

o Johnson e Rockeastle
e Knox s  Wolfe

e Laurel

These counties were selected upon the approval of the Prescription for Innovation grant
in late June 2005. Beginning 1n Fanuary 2005, ConnectKentucky was already working in
many ARC countics 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 cach based upon their geographical
location. 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

ConnectKentucky’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 Offline 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 initiative. A listing of the percent of payroll charged directly o ARC per
employee is enclosed (Attachment ). 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 executing 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.

Employece fringe 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 uiilized for meals and ncidentals (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 Ernic 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 fechnology 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 ali of the full-time staff in that office.

Contractual
Most of our contractual expenses were charged 1o the ARC based on the location or
nature of the work performed. The Kentucky League of Cities, Inc. was a contractor



utilized to provide for the rolc of the Statewide Broadband Dircetor and was charged 50
percent to the ARC. Another contractor, Eric Mills, LLC, was engaged to provide
additional project management services 1n the eastern region and was charged 100
percent to 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 indurect 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
G3/13/07

Accrual Basis

Crdinary Income/Expense

Expense

Consuifants
Development

Event Expenses
Insurance

Marketing & Promotions
Miscellaneous

Office Expenses

Payroll Expenses
Postage and Delivery
Printing and Publications
Professional Development
Professional Fees

Rent

Repairs & Maintenance
Research

Supplies

Telephone

Travei

Utilities

Total Expense

Cther incomelExpense

Other Expense
in-Kind Services
In-Kind Markefing
In-Kind Office Expense
Total Gther Expense

Total Expense

ConnectKentucky

- gee Note

Profit & l.oss

October 2004 through December 2008

Mot

¢t 04 - Dec 06
S— e ——

668,281.18
31.000.00
45,250.07
3584360

112,735.10
40,271.39

249,888.41

2,716,435.84
28.542.33
131,764.53
9,883.61
31,801.74

155,486.19
40,046.78

169,881.85
75,279.68

143,372.65

260,501.63
34,115.99

4,98%,280.47

|

100,409.00
14,925.73
7.767.00
123,112.73

5,112,393.20

M\ eﬁpﬂ&ﬁﬁﬁ G

C-u/l(-,k M CLO ‘

- see Note 2

/9’\' E.{—(L (Mo.,.c(.‘e‘,ew”fw.

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

Note 2: Even though the grant period for KY-15056-C5 ran through March 31,

Prescription for Innovation was completed December 31, 2006,

2007,

Page 1 of 1
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CENTER FOR TECHNOLOGGY ENTERTRISE, INC. (CITL)
ARC GRANT NUMBER: KY-15056-05

CALCULATION OF DISALLOWED COSTS CHARGED TO THE ARC GRANT

Finding # I Improper Allocation of Costs Charged to the ARC Grant

Average
Total % of #of % of Cost per
Costs Total Counties Total County
KY¥Y-14974 $ 495990 9.7% 6 5.0% 5 82,665
KY-15056-05 1,158,816 22.7% 15 12.5% 77,254
All other counties 3,457,587 67.6% 99 82.5% 34,925
Totals - Prescription for innovation  $ 5,112,393 100.G% 120 100.0% 42.603
Total - Prescription for Innovation $5,112,393
% of counties included in grant x.125
(1} Revised total grant costs $ 639,049
Less matching and in-kind share (22.1%) (141,230}
Revised ARC share {77.9%) $ 497819
Less original ARC share {900,000}

Disallowed costs charged to the ARC grant

$ (402,181)

Finding #2: Predetermined budget estimates used (o charge personnel slalry and benefits costs 1o the ARC grant

Costs reported to ARC for KY-15056-05:
Personnel salary costs
Fringe benefits costs

Total reported personnel salary and fringe benefits costs
% personnel salary and fringe benefits costs ($540,326 7/ $1,158,816)

Revised total grant costs - from (1) above
% personnel salary and [ringe benefits costs

Disallowed personnel salary and {ringe benefits costs

Less matching and in-kind share (22.1%)
Disallowed ARC personnel salary and fringe benefits costs

$450,820

89,500

5540326

46.6%

$ 039,049
X400

$ (207,797
65,813

$ (231,984)

Propesed Final Worksheet for Reimbursement Request after Disailowed Costs Charged to the ARC Grant

Allowable Allowable Allowable

Matching ARC Total

Approved Budget Category Cost Cost Cost
Personnel b - 3 - k) -
Fringe Benelits - - -
Travel 5,488 19,346 24,834
Equipment - - -
Supplics 6,373 22,4066 28,839
Contractual 32.841 115,759 148,000
Construction - - -
Indirect Cost 30,714 108,265 138,979
Totals 3 75416 $265,836 3 341232
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APPALACHIAR A Prowd Past,
REGIGuAL A New FVision
LOMMISSION

Office of the Erecutive Director

Date: June 10, 2008

To: Clifford Jennings, ARC Inspector General FL

From: Thomas Munter, ARC Exacutive Direct -~

Subject: Memoranda Reports of Kentucky Broadband Projects (KY-14974 & 15058)
Grantee: Center for Information Technology Enterprises, Inc. {(CIT1Y ConnectKentucky

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

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

2. ARC Approval Memorandum, dated April 23, 2008, approving Grantee's request;

3. Letter 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. letier from Matt Sawvyers, Kentucky Alternate, to Thomas Hunter, dated March 25,
2008, reporting successful implementation of Grantee'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, Grantee's accounting methodology was insufficient to support
full grant expenditures solely in the grant service area. The reports recommended an approach
to 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 audit findings relating to the disallowance of personnel costs but asked, in
connection with its request to expand the project, for the allowance of costs associated with the
work of two individuals whose activities were almost exclusively in the Appalachian portion of
Kentucky.

T66E CO/VMRECYWICWYT AVENUE, Buw WASHKIBGTOM, C 20235 (202} 2R24-F70Q Fax {202) 884.76%24

Alabama Kentucky Mississippi. North Carolfna FPenngdrania Tennesses West Virginia
Creprgia Marytand New York Ohio South Carclina Firgirie



June 10, 2008 ConnectKentucky/Audit Reports Page 2

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 Appafachian 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 period of performance and was not formally 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. iIn light of this, Grantee
believed it could provide services under the ARC grant 1o 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 intended 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 scope was unnecessary, it did not pursue the request and no
formal action was taken 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 not just in the original service area but throughout
Appalachian Kentucky. In addition, Grantee has been cooperative in dealing with staff to
resolve the issues raised by the audit reports and provided a substantial amount of
additional material relevant fo 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 proposed by Grantee
prorated at 42.5%, which is the proportion of ARC counties to all Kentucky counties.

By appiying the resuits of the audit findings, the approval of Grantee’s request for an expanded
project scope, and the fimited allowance of personnel costs, we have accepted final costs for
the two Kentucky Broadband projects of $1,054,091. Because $1,080,000 had been disbursed
previously for these projects, Grantee was requested to return $25,909 in unsubstantiated
personne! 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 Appalachian Kentucky.



CONNECTKENTUGHY.
AS%E

Apil 10, 2008

Mur. Harry Roesch

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

Washwogton, DC 20009-1068

Dear Mx. Roesch,

Thank you for your consideration of our renewed request to expand the scope of our Appalachian
Regional Cotmmission 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 out projects. This scope expansion will cotrect an imperiant
administrative oversight that presently hinders our ability to fully and propesly report on our grant’s
successful, sustainable, and long-term impact. We appreciate your consideration of this important
request.

In addition, Connectentucky sincercly appreciates the time and thoughiful review the
Commission has given to the Prewription for Innovation’s grant andit findings and all of out
subsequent informational supplements. From the beginning, we have endeavored to make the
most judicions and effective use of the Commission’s investment in our projects. Yer, despite our
best efforts, our administrative process for cost allocations in the eady days of these grants were
not perfectly aligned with the ARC’s expectations. While this accounting technicality has presented
challenges to closing out the grant, please know that we never intended fo couse any issues for the
ARC and feel confident that we delivered a strong value for the entre Kentucky ARC region by
leveraging substantial matching contributions from other non-federal funding sources.

As a means of bringing this maftter to a fair, equitable and expeditious resoltion, Connectli{entucky
agrees with the ARC’s sugpested method of cost allocation.  We have applied the actual grant
numbets to ARC’s proposed aliocation method and have arrived at the calculations outlined below.

N PR RIOTED SRR

tonnectientucky: Recelferating Technotogy in the Commonwealth!
P.0. Box 3448 - Bowling Green, KY 42102 . Office: 270-781-4320 « Fax: 270-781-7671




Me. Harry Roesch
Page 2
April 10, 2008

The total statewide pro}cn costs for the Prescription for Innovation was $5,112,393. The total number
of Kentucky ARC counties (51) divided by the total mumber of Kentacky counties (1205, equals
42.5% of Keatucky counties being contained within the ARC region. By applying this pmcmfago ©
the total grant cost, $2,172,767 of the statewide total cost shcmid be attributed to the ARC region.
Lo order to meet the ARC grant requiremnents, a match of 20% or in this case, $434,553 1s needed,
This amount should be subtzacted from the total ARC region cost leaving $1,738,214 remaining of
the total ARC region profect costs that were eligible to be funded by the Cormmission.

However, contained in this total ARC project cost are personnel salary and fringe benefits. Since
mauy of our staff worked in both ARC and non-ARC couates, tracking their time at the mdividual
county level was stooply impossible. Yet, this presented a significant issue in the grant avdit. As a
compromise allocation method, ARC proposed and Connectientucky accepts a total disallowance
of personnel salary and fringe costs. This line item amount tepresented approdmately 47% of the
total project costs reported on these grants for a total of $§816,960 ($1,738214 x 47%) that was
inchuded in the total eligible ARC project costs. The non-salary amount of the eligible ARC
fundable project costs rermaming after subtracting the personnel salary and frnge was $921,254.
The ARC approved and funded a total of $1,080,000 wblch is $158,744 in excess of the $921,254
agreed upon as cligible ARC costs.

Connectientucky would propose mitigating this excess by allowing the inclusion of a portion of
petsonnel costs for two staff members as elipible ARC prant costs. These two staff members
worked in the field and had virtually all of their time spent in the ARC region: Erale Woods (90%
in ARC region) and Eric Mills {100% in ARC region). We propose including these personnel costs
at the statewide county proportion of 42.5%. Ernie was a full-time emplovee while Bdc worked as
2 consultant. FEinie’s total salary and fringe for the grant period was $200,108 while Fric’s
consultant fees for the pertod were §112450. By applying the statewide county percentage of
42.5% to Froie and Fric’s combined personnel cost of $312,558, the total propoesed cost to be
added back in as an eligible ARC cost for personnel would be $132,837, While 42.5% of their time
is far less than the actual percentage of time each of these staff members spent Woﬂﬂng? i the ARC
region, Connectllentucky believes allowing this perceniage to be a very cautious and reasonable
compromise for our nability to track actual staff time at the county level.

Therefore, by applying this proposed ARC ehglble personnel cost of $132,827 back into the total
grant cost, the remaining excess previously paid to ConnectiKentucky by ARC is §25,909. 1If the
Commission  accepts this allocation proposal to fully and finally resolve this matter,
ConnectKentucky will promptly refund this amount, $25,909, directly to the Commission.
However, Connectientucky would respectfully  request that all audit findings, related
correspondence incident thercto, as well 2s all of the details of the ultimate resolution of those
findings for Appalachian Regional Commission grants KY-14974 and KY-15056-05 be sealed and
retnain strictly and completely confidential.

Coniectkentidey: Acelerating Tadmuldgy in'the Commanwealth
P.O. Box 3448 » Bowling Green, XY 42102 - Office: 270-781-4320 » Fax: 270-781-7611
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April 10, 2008

Detailed below are the calculations that were presented In a narrative form above. These
calculations were undettzken by the ARC to provide an equitable resolution of the aundit findings.
This exhibit depicts our understanding of the solution based upon out prior conversations.

Total Prescsiption for Inmovation (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 $ 2,172,767 § 434553 § 1,738214
Less Total Salary of 47% per Grant Budgets {1,621,200) (204,240} (816,960)
ARC Bx Project Costs - Non-Salaty Items $ LI51L567 0§ 230,313 § 921,254
ARC Funding Recelved ¥ 1,080,000
Less 80% ARC Rx Project Costs - Non Salazy Irerms 921,254

158,746
Less Szlary Amount (see below for detail) 132,837
Refund 1o ARC $ 25909
Salaty Detail
Exnie Woods - Salaty (90% ARC region) $ 200,108
Erc Mdls - Consutant (100% ARC Region) 112,450

312,558
51 ARC Counties/120 Total Kentucky Countics 42.5%
Allpwable Salary Amount § 132,837

LonpedtKentucky: Accaferating Technoldgy in'the Convmonwaalth
P.O. Box 3448 « Bowling Green, KY 42102 « Office: 270-781-4320 « Fax: 270-781-7611
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We established our accounfing methodologies o assumptions from our organization’s prior
successful grant bistory with ARC. Duc to these projects tremendous eatly successes and the
Commonwealth’s desire to rapidly expand them statewide, our jnitial assumptions proved incozrect.
However, the acconnting methodologies used ensured that 2ll of the ARC moncy 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
efficiencies gained through the two grants. Certainly we were acting in good faith to interpret and
cxeaute the grant in a responsible fashion and to the benefit of the people of Appalachia; it was
never ouf intent (o violate ARC policy in any manner. In fact, because of our goal driven focus, our
projects provided a benefit and value far beyond the grant that extended to the entite ARC region.

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

® Broadband availability has grown from approximately 60 percent of households to 95
percent - representing more than 558,000 previously unsetved households 2nd 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 in Kentucky between 2000 and 2005 slowly ticked up one percentage point pet year, the
prowth over the last two years has nearly quadrupled that rate. Kentucky Internet use now
exceeds the national average after years of rankings at the bottom. Meanwhile, computer
ownesship in Kentucky has risen by over 24 percent in the last three years. The US. growth
rate in computer use over the same period was approximately 4 percent.

e cCommunity Leadership Teams in cach of Kentucky’s 120 counties have cstablished a
technclogy growth plan to drive adoption across nine community sectors — government,
business and industry, education (I-12 and higher education), healtheare, tousism, librastes,
agriculture and comumunity-based organizations.

e 100 percent of Kentucky counties now operate 2 meaningful web presence for e-government
and online citizen services. Two years ago, only one-third of Kentucky couaties had a
website, and many of these were not functiopal or had lain dotmant for years.
ConnectKentucky has established a simple and centralized process for local governmments to
create a content-tich website 2t Hittle to po cost for local communities. Through the
cCommunity Lcadership Teams, Coonectlentucky is working to ensure that every
Kentucky county has a meaningful online presence, fully equipped with solutions for more
effective and efficient citizen services through e-government, virtual education and online
healtheate,

*  More than 18,400 technology jobs have been created in Kentucky in the last two years, many
in rural arezs. In the information technology sector alone, Kenthacky’s job growth has been |
31 times the national growth rate.

ConiactRéntudy: Accalerating Tediolggy in‘tha (mmehiealth
P.C. Box 3448 « Bowling Green, KY 42102 « Dffice: 270-781-4320 « Fax: 270-78%-7611
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¢ More than §743 million in puvaie 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 1o technology acceleration with Connectientucky tepeatedly acknowledged as the
national model for states. We have been recoppized as a national leader by:

Comtmnications Workers of America

Congressional Research Service

Federal Communications Cornmission.

1.5, Government Accountability Office of Congpess
National Governor’s Association

Southern Growth Policies Board

USDA Rural Utilities Service

US Economic Development Adounistration

White House Office of Technology

Intel, Apple, Miczosoft, Vetzon, AT&T (among other private sector companies)
Nutnerous states across the nation

The Inférmation Techoology & lanovation Foundaton
The Alliance for Public Technology

YYYYVYVYYVYVYYYYY

As a result of the success of the Presoiption for Innovation, which would not have been possible
without ARC support, ConnectKentucky has become 2 moded for the countty, as other states have
looked to the Commonwealth for the solutions to their broadband deployment dilemmas.  As a
tesponse to thelr inquirles, 2 parent organization, Connected Nation was formed. Through this
enlity, other states are replicating ConnectKentucky’s model, including the states of Tenaessee and
Ohio. We expect this list will grow as more and more states realize the importance of having a vast
broadband infrastracture to the future of their cconomics. Moreover, Congress has routinely
referenced Connectlentucky 25 a model program for cteating a pational broadband strategy.
Various picces of federal legislation (5. 1190/HLR. 3627, 5.1492, I1R.3919) in the cuttent Congress
have been modeled on the work of Connectentucky and the corrent version of the farm bl
inchudes the Connect the Nation Act which would effectively extend the Connecitentucky modet to
every state in the naton. ARC had the vision four or more yeats ago to invest in our broadband
deployment project and your investment has cerrainly yielded great dividends.

ConvisetRentacky: Aecaterating Tachnelogy i the Commonweatth
P.0. Box 3448 . Bowling Green, KY 42102 . Office: 270-781-4320 « Fax; 270-781-7611
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Not only has ConneciKentucky garnered national attention, we have also received international
recogniticn.  la March, as partt of the U8, delegation to APEC, Connected Nation joined with
delegates from 21 international economies in Tokyo to provide expert testimony in the seminar
"Using ICT for Rural Community Capacity Building," part of the 37th meeting of the APEC
Telecommunications and [nformation Worlking Group. As a delegate, [ was honored to present the
expeziences of Connected Nation in promoting Information and Communication Technology (1CT)
tools and applications to expand broadband adoption and capadity building in tural cornmunities. In
addition, we have hosted international delegations from Sweden, Japan, India, New Zealand, China
and South Africa regarding Connecilentucky’s initiative to expand broadband.

‘Through ConnectKenfucky’s longstanding relationship with the Commission, we have grown »
great deal of respect and admiration for the strong sense of purpose, care and efficiency by which
grant resources are administered. T certainly appreciate all of the support that the ARC has
provided Connectl<entucky as well as the thoughtful review a0d artentiveness to out responses as
we have worked throuph these audit concerns together. We look forward to heating back from you
as to how we can finally conclude this issue,

Kindest Regards,

Biian R Mefford
President & CEQ

Comnctientcky=Aelerating Tochnalogy i tha Commpnwestts
P.O. Box 3448 « Bowling Green, KY 42102 . Office: 270-781-4320 « Fax: 270-781-7611
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To: Anne B. Pope, Federal Co-Chair Qar

Date: April 23, 2008

Subject: Change of Scope for Kentucky Broadband Projects (KY-14974 & 15056)
Grantee: Center for Information Technology Enterprises, Inc. (CIT1)/ ConnectKentucky

The purpose of this memorandurm is to recommend approval of Grantee’s request to expand the
scope of the above referenced projects to provide grant supported services beyond the
originally approved twenty-one county service area fo all fifty-one counties in Appalachian
Keniucky. The State of Kenfucky concurs with Grantee's request.

In 2004 and 2005, ARC approved two granis to ConnectKentucky to undertake and develop a
successful method of assessment of broadband needs and deployment of technology to assist
communities to achieve broadband connectivity as soon as possible. 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-15056 was for $900,000 for 15

additional counties.)

The first ARC grant was designed as a demonstration project for what was intended o be a
state-wide effort to provide similar services in every Kentucky county. Soon after the ARC
project was initiated, Grantee's project attracted additional state grant support and rapidly
expanded beyond the original service area. In addition, after the occurrence of start-up cosls
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 fight 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 by means of a letter dated
August 26, 2006, well within the grant period of performance. Grantee’s request to expand the
project scope involved no additional grant funds and appears to be intended 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 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.

1668 COMMBECTICUYY A‘EENHE,‘MW WASHIBGTOMR, DT 26235 {202) EBX-¥700 rax {202} B84-7ED1
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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, Grantee’s accounting methodology
was insufficient to support full grant expenditures solely in the grant service area. The Inspector
General’s audit recommended an approach {o the allowance of grant costs based cn a siate-
wide county average and the disallowance of all personnel costs to the ARC grants as not
supportably incurred solely 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 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 atiribution of costs. 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 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 1o its accounting methodology as requested by ARC. In an effort to
resolve the outstanding issues, Grantee has now renewed is request to expand the project area
to include ali of Appalachian Kentucky. Under this approach, Grantee would agree with the
inspector General's recommendations regarding payment of grant costs on a state-wide county
average basis, but requests that the average be applied across all Appalachian countigs at the
80/20 match rate appiicable to a multi-county project in Kentucky. Grantee would also accede to
the Inspector General's recommendations regarding personnel costs, asking only for an
allowance for a portion of the costs of two staff members whaose activities during the grant

pericd were aimost exclusively within the ARC Region. Under the proposed resolution, Grantees
would return $25,909 in unsubstantiaied personnel cosis 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 ali Appalachian Kentucky. The State of Kentucky has sent a strong letter testifying to the
benefits that Grantee’s program brought to all its Appalachian counties. ‘

RECOMMENDED:
7}4/&%% S /“'AW’[’“M

THOMAS M. HUNTER
Fxecutive Director
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Brian R. Mefford, President & CEQ
ConnsctRentucky

P.0O. Box 3448

Bowling Green, KY 42102

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

Dear Mr. Mefford:

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

In 2004 and 2005, ARC approved two grants to ConnectKentucky to develop and implement a
method of assessment of hroadband needs and deployment of technology fo assist
sommunities to achieve broadband ceonnectivity as soon as possible. Under the projects,
ConnectKentucky 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-15056 was for
$900,000 for 15 additional counties.)

The first ARC grant was designed as a demonstration project for what was intended to be a
state-wide effort 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 costs of the project on a per county basis was greatly
reduced.

In light of this, ConnectKentucky believed it could provide services under the ARC grant o other
ARC counties and formafly requested action to expand the project scope by means of a letter
dated August 26, 2006, well within the grant period of performance. ConnectKentucky's request

1668 COMNECTICUT AVEMUE, BW, SUITE 700 VWASHINGTON, DC 200021068 {(202) 2847799 rax {202} 884-7691 WNW. AT gow

AMabama Kentucky Miassissippi North Carolina Pennsylvania Tennessen West Virginia
Georgia Metryland : New York Okio South Carokina Virginia
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1o expand the project scope involved no additional grant funds and appeared 1o be intended to
reduce its matching burden for the grant. Largely because of the difficulty ConnectKentucky
would experience producing per county budgets o 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.

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 fuli 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 to the
ARC grants as not supportably incurred solely in the twenty-one county service area.

While ConnectkKentucky has mairtained that all grant expenditures wers incurred in the
approved project area (largely ciiing in this connection the additional star-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 attribution of cosls.
ConnectKentucky has provided a creditable explanation of why it appreached grant accounting
as it did: criginally expecting to receive ARC assistance for ail of Appalachian Kentucky, it
constructed ifs 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.

Connectkentucky 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 fo 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
ConnectKentucky would accede to the Inspector General’s recommendations regarding
personnel and benefils 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 benefits costs to ARC.
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ARC has reviewed your request and determined 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 fo the
benefits that Grantee’s program brought to alf its Appalachian counties. Accordingly, ARC has
approved your request to expand the project service area and agrees to the other elements of
your proposai outlined in the preceding paragraph. ConnectKentucky's return of $25,909 to
ARC would finally resolve all issues raised in the Inspector General's audits of these grants.

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

Sinéerely.

G

Charies Howard
General Counsel
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June 2, 2008

Mr. Charles Howard

General Counal

Appalachian Regional Commission
1666 Connecticut Avenue, INW
Suite 700

Washington, DC 20009-1068

Dear Mr. Howard:

Pursaant to your correspondence to Mr. Brian Mefford 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 iKY~
14974 and KY-15056.

Thank you for yonr assistance in this mattet.

Sincerely,

Bernie Bogle, CPA
VP, Finance

cc: Mr. Hatry Roesch
Mr. Brian R. Mefford

Kentudkip™ 7

UNBRIDLED SPIRIT

Connectientucky: Accelerating Technology in the Commonwealith
PO. Box 3448 - Bowling Green, KY 42102 - Office: 270-781-4320 - Faxz 270-781-7611
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OFFICE OF THE GOVERNOR
GOVERNOR'S OFFICE FOR LOCAL DEVELOPMENT

1G24 Capitat Center Drive, Suite 340
Frankforl, Kentucky 40601
FPhone: (B02) 573-2382
Fax (502) £73-2939
Tall Free (800) 346-5606
www. gold. Ky.gov

March 25, 2008

Mr. Thomas M. Hunter, Executive Director
Appalachian Regional Commnzission

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

RE:  KY- 14974 — Appalachian Regional Broadband Deronstration Project
KY- 15056 - KY Broadband Prescription for novation Initiative

Drear My, Hunter:

As you know, 1 was recently appointed as Governor Beshear’s Alternate to the
Appalachian Regional Commission (ARC) for the Commonwealth of Kentucky. | have been
briefed about the audit findings situation relative to the above noted projects that have had grants
awarded to the Center for Information Technology Enterprises, Ine, {CI1E) or Connectentucky.
After careful consideration of the decumented accomplishinents of these projects, I want to offer
an assessiment 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 September 2004 to undertake and develop a successful method of assessment of
broadband needs and deploymoent of fechnology fo assist communities with the ability to achieve
broadband connectivity as soon as possible. The second project launched a plan by CITE in June
2005 to extend this program into fifteen additional counties to undertake broadband strategic
planning/demand aggregation program and GIS mapping of all telecomrnunications services,

Outcomes of these projects include assessment of telecommunications infrastructure that
has been GIS mapped, the suecessful mobilization of tocal leadership teams in each Appalachian
county and provision of comraunity-specific planning programs with implemeststion 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 to alf fifty-one of our Appalachian
counties to date, as well as to the balance of the state.

An Equal Opportunity Employer MF/D

KerdueckyUnbridledSpirit.com ]@?fud?yfk
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The statewide broadband initiative began with the demonstration project 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 year. 1understand that other Appalachiag stafes are
working with ConnectKentucky o begin similar programs within their communities.

Positive and productive outcumes 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 commuaities with the necessary tools to participate and
compefe in & global economy and to achieve vital economic propress in the firve. 1 realize that
the project audit revealed some accounting procedural irregularities, but review of the extensive
praject ropotts filed with both our office and ARC indicate that the ARC grant funds have not
only accomplished intended gpais but have allowed benefit to exiend to all of our Appalachian
Kentucky counties. :

Let me commend the generous support that you and your staff have offered to us in
Kentacky and to ConnectEentucky in the administration of these projects and the olftimate
reetization of profound benefit to our Appalachian communities.

" Sincerely,
Narch --

Maftt Sawvers
Chief of Stalf



