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Background 
 
Leon Snead & Company, P.C. completed an audit of grant number PA-708A-C42 awarded by 
the Appalachian Regional Commission (ARC) to the Northwest Pennsylvania Regional Planning 
and Development Commission (NWPAC).  The audit was conducted at the request of the ARC, 
Office of Inspector General, to assist the office in its oversight of ARC grant funds.  
 
NWPAC is a public, non-profit corporation established in 1967 under the Pennsylvania Non-
Profit Corporation Law and is one of seven Local Development Districts (LDD) established 
within Pennsylvania.  It provides services, training, and assistance to eight northwestern counties 
of Clarion, Crawford, Erie, Forest, Lawrence, Mercer, Venango, and Warren. The major 
activities supported by the ARC funding include grant development and administration, technical 
and financial assistance to businesses and local organizations, community capacity building, 
infrastructure development, and coordination of ARC programs and interests with other Federal 
and State organizations.   
 
A board of directors comprised of public and private citizens representing the eight member 
counties and its executive committee, oversee the administrative duties, responsibilities, and 
goals of the entire board, including NWPAC programs and operations.  Day-to-day NWPAC 
operations and programs are carried out by an executive director and support staff members from 
offices located in Oil City, Pennsylvania.  NWPAC receives a significant amount of funding for 
its operations and programs from Federal and State agencies, local sources and contributions.   
 
ARC grant PA-708A-C42 was initially awarded to cover the period January 1, 2013 through 
June 30, 2013; however, the grant agreement was amended to extend the grant performance 
period through December 31, 2013 and to provide for additional funds.  The grant provided 
$98,013 in ARC funds and required $29,404 in non-ARC matching funds.  This grant is awarded 
annually to provide continuing funding to assist NWPAC in administering its LDD program for 
establishing and expanding economic development services within its geographic area.  The 
majority of the approved total budget was for staff salaries and benefits and indirect costs, but 
there were also some amounts budgeted for travel, supplies, and other costs.  The grant had 
ended, but had not been closed out administratively by ARC at the time of the audit.  The total 
project cost reported under the grant was $140,267.   
 
Objectives, Scope, and Methodology 
  
The audit objectives were to determine whether:  (1) program funds were managed in accordance 
with the ARC and federal grant requirements; (2) internal grant guidelines, including program 
(internal) controls, were adequate and operating effectively; (3) accounting and reporting 
requirements were implemented in accordance with generally accepted accounting principles (or 
other applicable accounting and reporting requirements); and (4) the matching requirements and 
the goals and objectives of the grant were met. 
 
We reviewed the documentation provided and interviewed NWPAC personnel to obtain an 
overall understanding of the grant activities, the accounting system, and the operating 
procedures.  We reviewed NWPAC's administrative procedures and related internal controls to 
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determine whether they were adequate to administer the grant funds.  We reviewed financial and 
other required reports to determine whether they were properly supported and submitted in 
accordance with the requirements.  We also reviewed the most recent Single Audit report to 
determine whether there were any issues that impacted the ARC grant.  Of the $98,013 in 
expenditures charged to the grant and claimed for reimbursement through December 31, 2013, 
we selected a sample of $25,236 in expenditures for testing to determine whether the charges 
were properly supported and allowable.   
 
The primary criteria used in performing the audit were the provisions of the ARC grant 
agreement, applicable Office of Management and Budget (OMB) Circulars, and relevant parts of 
the ARC Code.  The audit was performed in accordance with the Government Auditing 
Standards.  The fieldwork was performed during the period of May 6-15, 2014, including on-site 
work at NWPAC's office in Oil City, Pennsylvania.  The audit results were discussed with the 
NWPAC representatives at the conclusion of the on-site visit.   
 
Summary of Audit Results 
 
Overall, NWPAC's administrative procedures were adequate to manage the grant and funds 
reviewed.  The costs tested were supported and considered reasonable, except for indirect costs.  
We questioned the $21,497 in indirect costs charged to the grant due to inadequate supporting 
documentation.  We found that NWPAC had an adequate process in place for obtaining and 
recording data related to the goals of the grant.  In addition, the records indicated that the tasks 
required by the grant agreement were accomplished.   
 
The issue relating to indirect costs noted during the audit and our recommended corrective 
actions are discussed in detail in the Findings and Recommendations section of the report.   
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Findings and Recommendations 
 
Indirect Costs 

 
NWPAC charged indirect costs to its ARC grant, and obtained reimbursement for those costs, 
without having an approved indirect cost rate for the cost period covered.  As a result, we have 
questioned the $21,497 in indirect costs claimed for reimbursement during the grant period of 
January 1, 2013 through December 31, 2013.  
 
To claim indirect costs under Federal awards, grantees must prepare an indirect cost rate 
proposal and related documentation to support those costs.  The requirements applicable to 
NWPAC for indirect cost rate proposals are contained in OMB Circular A-87.  OMB 
periodically publishes lists identifying the appropriate Federal cognizant agencies.  A grantee for 
which a cognizant agency assignment has been specifically designated must submit its indirect 
cost rate proposal to its cognizant agency.  The cognizant agency for grantees not identified by 
OMB will be determined based on the Federal agency providing the largest amount of Federal 
funds.  Such grantees are not required to submit an indirect cost rate proposal unless specifically 
requested to do so by the cognizant agency, but must develop and maintain a proposal and 
related supporting documentation for audit. 
 
OMB Circular A-87 also provides that indirect cost rates will be reviewed, negotiated, and 
approved by the cognizant Federal agency on a timely basis.  The results of each negotiation 
shall be formalized in a written agreement between the cognizant agency and the grantee.  
 
NWPAC did not have any documentation to show the costs had been independently verified.  
The auditors who performed the recent A-133 audit told us that they discussed the indirect 
allocation process with the NWPAC staff, but did not structure their testing to specifically verify 
the overall indirect cost pools and resulting allocations.  Without evidence of such verification, 
and not having used a properly approved rate, we do not consider the indirect costs charged to 
the ARC grant to be adequately supported.  As a result, we have questioned the $21,497 in 
indirect costs claimed for reimbursement. 
 
The issue of insufficient supporting documentation for the indirect costs claimed was discussed 
with the NWPAC representatives at the conclusion of the on-site visit.  The representatives were 
particularly concerned about the possibility of being required to refund the questioned amount, 
but did not express any disagreement with the finding. 
 
Recommendations 
 
NWPAC should: 
 

1. Obtain appropriate documentation to support the $21,497 in questioned indirect costs 
charged to the grant and submit it to ARC for consideration.  If documentation cannot be 
fully obtained, refund the unsupported amount to ARC.  
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2. Submit a revised SF-270 report to ARC to adjust for any changes or refunds that are 
made.  

3. Implement procedures to comply with the federal requirements for charging indirect costs 
to ARC grants by either (a) submitting the required cost proposal and certification to 
ARC or appropriate cognizant agency and obtain and use the approved rate, or (b) 
obtaining formal guidance from ARC on the proper, acceptable basis or rate to use in 
charging and claiming indirect costs.    

 
Grantee Response 
 
NWPAC provided documentation with its response to show that it had an approved cost 
allocation plan for the period covered by the audit.  Although  the proposal submitted to DOD in 
2011 to obtain the indirect cost rates did not met the requirements of OMB Circular A-87 
because the proposal did not include the required certification statement, the certification 
document was subsequently submitted to DOD.  The document was not available to the auditor 
at the time of the on site visit. 
 
NWPAC stated that it submitted to the cognizant agency a request for approval of the indirect 
cost rates for federal fiscal year 2014 on August 13, 2013.  NWPAC provided documentation to 
show that on May12, 2014, it received an approval letter from the cognizant agency.  NWPAC 
also stated that, as in past years, they did not  receive a timely response and made several 
inquiries as to its progress.     
 
In addition, NWPAC stated in its response that it engaged an auditing firm to verify its overall 
cost pools and resulting allocations.  The report's findings were as follows: 
 

• The total amount of indirect costs charged to the Appalachian Regional Commission 
Grant Contract #PA-708A-C42 agreed to the related internal general ledger account 
systems. 

• There were no variances in the calculations of the monthly worksheets prepared by 
management of the Commission and those charged to the Appalachian Regional 
Commission. 

• Each timesheet selected for testing matched the costs attributed to the indirect cost 
allocation calculation with no variances noted. 

• All items selected for testing were properly included as indirect costs and no direct costs 
were noted. 

 
Reviewer's Comments 
 
The three recommendations should remain open and ARC will determine whether the actions 
identified in the grantee's response are adequate to resolve the recommendations or whether 
additional information or actions are needed.   
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