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ARC

May 6, 2015
MEMORANDUM FOR THE FEDERAL CO-CHAIR
Subject: Semiannual Report to Congress

In accordance with the requirements of the Inspector General Act Amendments of 1988, Public Law
100-504, the Inspector General Reform Act of 2008, Public Law 110-409, and the Dodd-Frank Wall
Street Reform and Consumer Protection Act, Public Law 111-203. I am pleased to submit the Office of
Inspector General’s Semiannual Report to Congress.

This Semiannual Report to Congress summarizes the activities of our office for the 6-month period
ending March 31, 2015. During this fiscal period, we issued seventeen reports, followed-up on open
recommendations and monitored contractor performance.

During this period, the Inspector General continued to serve as a member of the Council of the
Inspectors General on Integrity & Efficiency (CIGIE), its Audit and Inspections and Evaluations
Committees and small OIG group, and participated with the Small Agency Oversight and sharing of
resources OIG Working Groups.

The Inspector General Act of 1978, as amended by the Inspector General Act Amendments of 1988,
provides that this report be forwarded to appropriate Congressional committees within 30 days and that

you provide whatever additional comments you consider appropriate.

I appreciate the Commission’s cooperation with the Office of Inspector General in the conduct of our
operations.

Sincerely,

Hult Sk

Hubert Sparks
Inspector General

Enclosure



TABLE OF CONTENTS

Page
Execulive SUMMAIY @ === ansd s 9eis seessssmiea i e s peeesemn i
. Hieoducfion @ @ ==z 000 scesssousscsssssmsessssewssmmsssmsaes 1
i BHEekEramid @000 sssesscs ssomcssens o hs S mmpems 1
V. Legislihved:RepilalarV REVIOE = = =  suiwv s wom oo v o & 6o sumsem 8
Vi. Bodd:Emmnelemlaion @ = 3z 3z 3  ssssennenesssaatsserammmmmo 8
VII. OIG Audit Community Wide Issues ..o e, 8
Appendices
A. Schedule of Reports Issued October 1, 2014 thru March 31, 2015
B. Schedule of Audits, Inspections, Evaluation and Review Reports of Questioned or



EXECUTIVE SUMMARY

ARC grant operations represent the most significant aspect of ARC programs. For this reporting period
our activity included issuance of seventeen reports including nine grant, seven management and the FY
2014 Financial Statement Audit, follow-up on prior recommendations and monitoring of contractor
grant audits.

Individual grant reviews disclosed that grants were generally implemented in accordance with applicable
regulations and project objectives. Finding and recommendations pertained to matching funds, progress
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update the MOA to address current circumstances and consider recommendations provided by the ARC
and USDA Staff.

A review of the grant application and approval process identified a pattern of late applications and
approvals resulting in a large majority of dollars being approved in the last quarter and
recommendations emphasized coordinating with State partners to improve receipt and processing of
applications that provide for a more balanced staff workload and reduce un-obligated balances. ARC is
proactively addressing this issue with State partners.

Recommendations were also made with respect to closing old ARC grants administered by the Federal
Highway Transportation Administration (FHWA) and refocusing Annual State Strategy Statements to
emphasize how ARC funds will be utilized in the coming year. Actions initiated included closing 141
FHWA and refocusing Annual State Strategy Statements.



An investigation was conducted by the Department of Interior OIG for the ARC OIG with respect to one
million dollars of ARC funds used by a grantee to support non ARC programs. The investigation
supported ARC actions and results that included staff changes and an agreement to replace ARC funds
over a period of years.

The OIG conducted a modified audit peer review of the Postal Regulatory Commission and actively
participated in OIG Working Groups dealing with oversight of entities without independent oversight,
sharing of OIG resources and issues impacting smaller OIGs.

In December 2013 OMB issued an updated Designated Federal Entity (DFE) list that identified the
Federal Co-Chair and the Governors of the thirteen Appalachian States as the ARC Agency Head. The



PURPOSE AND REQUIREMENTS OF THE
OFFICE OF INSPECTOR GENERAL SEMIANNUAL REPORT

The Inspector General Act of 1978 requires the IG to keep the Federal Co-Chair and Congress fully and
currently informed about problems and deficiencies in the Commission's operations and the necessity for
corrective action. In addition, the Act specifies that semiannual reports will be provided to the Federal
Co-Chair by April 30 and October 31 and to Congress 30 days later.

The Federal Co-Chair may transmit comments to Congress along with the report but may not change any

part of the report. The specific requirements prescribed in the Act, as amended (Public Law 100-504), are
listed below.

Section 5(a)(5) Summary of instances where information was refused

and  6(b)(2)

Section 5(a)(6) Listing of audit reports showing number of reports and dollar App A
value of questioned costs

Section 5(a)(8) Statistical table showing number of reports and dollar value App B
of questioned costs

Section 5(a)(8) Statistical table showing number of reports and dollar value App C

of recommendations that fund be put to better use

¥ None.



programs.

- To ensure that funds are used effectively and efficiently, and to strengthen local participation,
ARC works with the Appalachian states to support a network of multicounty planning and development
organizations, or local development districts (LDDs), throughout the Region. The 73 LDDs cover all
420 counties in Appalachia. The LDDs’ roles include identification of priority needs of local
communities and assisting with participation in ARC programs.

- Administratively, the Commission has a staff of 51 persons that includes 45 Commission
employees responsible for program operations, and the office of the Federal Co-Chair that includes the
three person OIG staff. The Commissions’ administrative expenses, including salaries, are jointly
funded by Federal and State funds.

- The Commission's appropriation for FY 2015 is $90 million.



program administration, especially with respect to highways and infrastructure projects. For example,
the Appalachian Regional Development Act authorizes the Secretary of Transportation to administer the
Commission's highway programs, with the Commission retaining responsibility for priorities, highway
locations, and fund allocations. ARC relies on Child Agencies, including the Departments of
Agriculture and Housing and Urban Development (HUD), and the Economic Development
Administration (EDA). Also utilization of State agencies to administer construction related grants is
being emphasized.






APPALACHIAN REGION

Appalachia, as defined in the legislation from which the Appalachian Regional Commission derives its
authority, is a 205,000-square-mile region that follows the spine of the Appalachian Mountains from southern
New York to northern Mississippi. It includes all of West Virginia and parts of 12 other states: Alabama,
Georgia, Kentucky, Maryland. Mississippi, New York, North Carelina, Ohio, Pennsylvania, South Carolina.
Tennessee, and Virginia.






was being successfully implemented but there was a need to update the MOA to address current issues
for clarification or consideration were provided by the RDS and ARC representatives who were
surveyed. ARC and RDS agreed to update the MOA.

The review of ARC Area Development applications and approvals confirmed that a significant amount
of applications and approvals were received and processed in the last quarter of fiscal years, including a
significant amount of dollar amount in the last month of the fiscal years. The timing of these actions
creates an unbalanced workload for ARC staff, and contributes to un-obligated balances.
Recommendations emphasize the need to coordinate with State partners to assure a more timely and
balanced process for receiving and approving grant applications. ARC is proactively coordinating with
State partners to address this condition.

A review of open Federal Highway Administration (FHWA) grants identified numerous old open grants,
including 157 grants approved between 1999 and 2008 that were subject to closing. Actions was






Requests for Information

Each year we receive and comply with requests for information from various governmental entities
compiling statistics on OIG offices or their audited agencies. CIGIE requests information for its annual
OIG profile update and compilation of OIG statistics. The yearly compilation summarizes the results of
audit and inspection activities for of all federal OIG offices.

Appalachian Development Highway System (ADHS) Audits

Since Fiscal Year 1999, ADHS has been funded by the Highway Trust Fund, which is administered in
part bv the U.S. Denartment of Transnortation (DOT). ARC retains certain nrogrammatic

OIG, in line with governmental and longstanding OIG initiatives as identified in the IG Act of 1978; to
afford opportunities for identification of areas subject to fraud, waste, or abuse. Also, in accordance
with the Inspector General Reform Act of 2008, the ARC OIG implemented another communication
channel allowing anonymous reporting of fraud, waste or abuse via a link on our website’s home page.
The web link is, http://ig.arc.gov/.

V. LEGISLATIVE AND REGULATORY REVIEW

The OIG reviews legislation germane to ARC, OIG and the OIG community. Our comments are
provided, as appropriate to agency officials, and/or to the CIGIE for incorporation with comments from
all other OIGs.

VI DODD-FRANK LEGLISATION — Reporting to Full Commission
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City of Pikeville, TN

15-7 $484,387 $49,700
15.8 North Central PA Reglgnal Planning & § 98,013
Development Commission
1529 North (?cr‘ltral PA Planning & Development $285,000
Commission PREP
15-10 Implementation of MOU Between ARC and USDA
15-11 Institute for Education leadership $93,000
15-12 Grant Applications & Approvals Processing
15-13 State Strategy Statement
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APPENDIX B

SCHEDULE OF AUDIT, INSPECTION AND EVALUATION REPORTS
WITH QUESTIONED OR UNSUPPORTED COSTS (THOUSANDS)

decision was made during the reporting
period

(i) dollar value of disallowed
costs

(11) dollar value of costs not
disallowed

D. For which no management
decision has been made by the end of

No. of
Reports

Questioned
Costs

Unsupported
Costs

$49



APPENDIX C

SCHEDULE OF AUDIT, INSPECTION AND EVALUATION REPORTS WITH
RECOMMENDATIONS THAT FUNDS BE PUT TO BETTER USE AND SUMMARY OF
MANAGEMENT DECISIONS (THOUSANDS)

No. of



APPENDIX D

DEFINITIONS OF TERMS USED

The following definitions apply to terms used in reporting audit statistics:

Questioned Cost

Unsupported Cost

Disallowed Cost

Funds Be Put To Better Use

Management Decision

Final Action

A cost which the Office of Inspector General (OIG) questioned
because of an alleged violation of a provision of a law, regulation,
contract, or other agreement or document governing the expenditure
of funds; such cost is not supported by adequate documentation; or
the expenditure of funds for the intended purpose is unnecessary or
unreasonable.

A cost which the OIG questioned because the cost was not supported
by adequate documentation at the time of the audit.

A questioned cost that management, in a management decision, has
sustained or agreed should not be charged to the Commission.

A recommendation made by the OIG that funds could be used more
efficiently if management took actions to implement and complete
the recommendation.

Management's evaluation of the findings and recommendations
included in the audit report and the issuance of a final decision by
management concerning its response to such findings and
recommendations, including actions concluded to be necessary.
Interim decisions and actions are not considered final management
decisions for the purpose of the tables in this report.

The completion of all management actions that are described in a
management decision with respect to audit findings and
recommendations. If management concluded that no actions were
necessary, final action occurs when a management decision is
1ssued.



Office of Inspector General
Appalachian Regional Commission
1666 Connecticut Avenue, NW, Rm. 700

Washington, DC 20009-1068

Information can be provided anonymously.

Federal Government employees are protected from reprisal,



Appalachian Regional Commission

Office of Inspector General
1666 Connecticut Avenue, NW, Suite 700
Washington, DC 20009-1068
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