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Background 
 
Leon Snead & Company, P.C. completed an audit of Basic Agency grant number TN-16710 
awarded by the Appalachian Regional Commission (ARC) to the City of Pikeville, Tennessee 
(Pikeville).  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. 
 
On March 3, 2011, United States Department of Agriculture (USDA) Rural Development and 
Pikeville entered into an agreement whereby USDA Rural Development would administer the 
grant subject to the applicable regulations of USDA Rural Development and subject to  
other program guidelines.  The Southeast Tennessee Development District also assisted in the 
administration of the grant.     
 
The grant was awarded to provide funding for the grantee to purchase the vacant Dura 
Automotive building in Pikeville and remove and replace its roof.  The project was designed to 
support the development of small and emerging private business enterprises in rural areas.   
 
Basic Agency grant TN-16710 was awarded to cover the period August 18, 2010 through June 
30, 2013.  The grant provided $484,387 in ARC funds and required $500,000 in non-ARC 
matching funds.  The project activities were completed and the grant was closed at the time of 
the audit.  The total project cost reported under the grant was $984,387.    
   
Objectives, Scope, and Methodology 
 
The audit objectives were to determine whether:  (1) program funds were managed in accordance 
with the applicable federal requirements; (2) grant funds were expended as provided for in the 
approved grant budget; (3) internal grant guidelines and best practices, including program 
(internal) controls, were appropriate and operating effectively; (4) accounting and reporting 
requirements were implemented in accordance with generally accepted accounting principles (or 
other applicable accounting and reporting requirements); and (5) the matching requirements and 
the goals and objectives of the grant were met. 
 
We reviewed the documentation provided and interviewed Pikeville, USDA Rural Development, 
and Southeast Tennessee Development District staff to obtain an overall understanding of the 
grant activities, the accounting system, and the operating procedures.  We reviewed Pikeville’s 
administrative procedures and related internal controls to determine if 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 Independent Auditor's Report to determine whether there were any 
issues that impacted the ARC grant.   
 
We selected all $484,387 of the expenditures charged to grant TN-16710 and claimed for 
reimbursement during the grant period for testing to determine whether they were properly 
supported and allowable.  We also reviewed the documentation supporting the $500,000 in 
expenditures charged to grant TN-16710 during the grant period and used for matching costs. 
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The primary criteria used in performing the audit were the provisions of the grant agreement, 
applicable Office of Management and Budget (OMB) Circulars, applicable parts of the USDA 
Rural Development instructions, 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 December 3-5, 2014, including on-site work at Pikeville’s City Hall in Pikeville, 
Tennessee.  The audit results were discussed with the Pikeville representatives at the conclusion 
of the on-site visit.   
 
Summary of Audit Results 
 
Overall, Pikeville’s financial management and administrative procedures and related internal 
controls were adequate to manage the funds provided under the ARC grant reviewed.  We found 
that Pikeville had an adequate process in place for obtaining and recording data related to the 
goals and objectives of the grant.  The records and reports indicated that the tasks required by the 
grant agreement were being accomplished.  The costs tested were mostly supported and 
considered reasonable.  However, Pikeville did not have adequate controls in place to ensure 
competitive procurement procedures were used and that proper supporting documentation for 
contract services was provided.  As a result, we questioned $49,700 in costs claimed for 
reimbursement of engineering and contract administration because the expenditures were not 
adequately supported and the contract for professional services was not competitively procured.  
At the time of the audit, the work on the building had been completed, but there were currently 
no occupants in the building.  The issues 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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Finding and Recommendations 
 
Unsupported Costs 
 
Pikeville awarded a contract for Engineering Design and Construction Administration services 
but could not provide documentation to justify making the award non-competitively.  Also, 
Pikeville made an advance payment to the contractor soon after the award for 20%  
of the contract value without supporting justification.  As a result, we have questioned the 
$49,700 of cost incurred under the contract for a lack of support.  The payments made and 
charged to the grant from December 2011, through June 2013, as identified in the table below. 

  
Costs Claimed - Farmer Morgan, LLC 

Invoice Date Amount 
Advance 12/16/2011 9,940.00 
#1 1/15/2012 6,626.66 
#2 2/15/2012 6,626.66 
#3 5/15/2012 6,626.66 
#4 6/15/2012 6,626.66 
#5 7/15/2012 4,417.67 
#6 9/15/2012 4,417.67 
#7 4/1/2013 4,418.02 
Total  $49,700.00 

 
The contract with Farmer Morgan, LLC for Engineering Design and Construction 
Administration was not supported by documentation that justified it being awarded on a 
non-competitive basis.  The Federal Acquisition Regulation (FAR), Subpart 6.3, Other Than Full 
and Open Competition, Section 6.303, Justifications, lists the applicable requirements (6.303-1) 
and content (6.303-2) required in the situation of a sole source contract.  In addition, FAR 
Section 6.304, Approval of the Justification, contains the details of the approvals needed for 
justification of a contract awarded by other than full and open competition.  Lastly, FAR Section 
6.305, Availability of the Justification, contains details as to the recipients’ responsibilities and 
requirements regarding the availability of the sole source justification to the public.    
 
The contract compensation schedule included a stipulated amount of $49,700 with a $9,940 
advance (20%) paid up front and the remainder to be paid in equal installments over five months.  
There was no documentation provided by the grantee supporting the required statutory 
requirements or determinations for advance payments to justify the use of an advance payment.  
The FAR, Subpart 32.4, Advance Payments for Non-Commercial Items, Section 32.402, 
General, Part (b) states:  "Advance payments may be provided on any type of contract; however, 
the agency shall authorize advance payments sparingly.  Except for the contracts described in 
32.403 (a) and (b), advance payment is the least preferred method of contract financing (See 
32.106) and generally they should not be authorized if other types of financing are reasonably 
available to the contractor in adequate amounts; (c) If statutory requirements and standards for 
advance payment determinations are met, the contracting officer shall generally recommend that 
the agency authorize advance payments."     
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The issue was discussed with the Pikeville representatives at the conclusion of the on-site visit, 
and they agreed with our findings.  City employees, the USDA Rural Development personnel, 
and the Southeast Tennessee Development District Commission personnel explained that they 
had carefully reviewed the implementation of the project because of the City’s problems with  
the former mayor and the engineering contractor (Farmer Morgan, LLC), and that they were sure 
the project (outside of this procurement) had been correctly implemented.  

 
Recommendations  

 
Pikeville should:  
 
1. Provide supporting documentation to demonstrate that the requirements of the FAR, 2 CFR 

Part 225, and the ARC Grant agreement requirements were met; or refund the $49,700 to 
ARC. 

 
2. Submit a revised SF-270 report to ARC to adjust for any refunds that are made.  
 
3. If Pikeville receives future ARC funds, it should: 
 

a. Establish policy and ensure that future procurements are properly justified and follow 
 appropriate criteria. 

 
b. Ensure that policy is established for documenting all decisions and discussions relating to 

procurement. 
 

c. Ensure that agency personnel involved are fully trained and aware of the proper 
procurement procedures, including documenting the process. 

 
Grantee Response 
 
Pikeville indicated agreement with the finding and provided a new procurement code, dated 
February 18, 2014, to show it had addressed the requirements listed in the recommendations.  
They included a binder of photographs and engineering drawings of the building to document the 
work accomplished to date.  In addition, they provided the following comments in response to 
the recommendations. 
 
"Unfortunately, as noted in the audit this contract award and advance payment were made by a 
previous administration.  This contract was awarded by the former Mayor Gregg Johnson dated 
December 12, 2011.  The current administration did not take office until September 1, 2012; and 
made sure that the roof retrofit was completed and within budget during the grant contract 
period.  Although these issues did not occur under my purview, please know that we take them 
seriously and have taken corrective actions to insure they do not occur going forward.   
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ARC is an important funding source for our small, rural community; and we would not be able to 
accomplish any of our economic development goals without their assistance and funding 
assistance from other federal agencies.  The audit does state that currently Pikeville's 
management and administrative procedures and related internal controls were adequate to 
manage the funds provided under the ARC grant reviewed.  Also, that the goals and objectives of 
the grant agreement were met.  The goal of the project was to rehab the roof so the building asset 
could be marketed to industrial prospects throughout the region.  The roof rehabilitation was 
only the first step toward making this property marketable.   
 
Since that time, the City of Pikeville has incurred $72,757.81 in additional costs, repairing, 
renovating the inside and outside of the building so that it is presentable to industrial prospects.  
Documentation can be provided to support these additional costs that are outside the scope of the 
ARC project.  Enclosed are photographs which clearly detail the work which has been done to a 
building asset that was in total disrepair. 
 
Corrective Actions(s): 
 
On February 18, 2014, upon third reading, the Pikeville City Council adopted Purchasing 
Policies and Procedures that insure that competitive procurement will be followed in accordance 
with all applicable federal and state guidelines.  A copy of those policies and procedures are 
included.   
 
All contracts for consulting services, grant agreements, etc. are reviewed by the city attorney, 
Mr. Ed Boring, and no contract is executed by the Mayor until final approval of the contract 
language and documents are approved by the city attorney.  Only at that time is the contract 
presented to the City Council for approval after which it is executed by the Mayor.  
 
In light of all these factors, Pikeville would request that consideration be afforded to waive the 
repayment of these questioned costs acknowledging responsibility and assuring that corrective 
actions have been implemented to guarantee that this will not occur going forward.  Thank you 
in advance for your attention to this matter.  We look forward to ARC's response and will be 
more than happy to furnish any additional information." 
 
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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