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MESSAGE FROM THE CO-CHAIRS

Message from Federal Co-Chair Earl F. Gohl and
2014 States’ Co-Chair Governor Robert Bentley

We are pleased to present the Appalachian Regional Commission’s (ARC) Performance and Accountability Report for fiscal
year (FY) 2014.

For FY 2014, the Commission approved $60.3 million in funding for 441 nonhighway projects that advanced one or more of
the three nonhighway goals of ARC's 2011-2016 strategic plan: 1) increasing job opportunities and per capita income in
Appalachia to reach parity with the nation; 2) strengthening the capacity of the people of Appalachia to compete in the

global economy; and 3) developing and improving Appalachia’s infrastructure to make the Region economically competitive.

ARC's FY 2014 grant funds attracted an additional $147.6 million in other project funding, an investment ratio of more than
2to 1,and $764.1 million in non-project leveraged private investment, a ratio of nearly 13 to 1. The projects funded during

the year will create or retain an estimated 20,056 jobs and train an estimated 24,108 students and workers in new job skills.

In working toward its strategic goals in FY 2014, the Commission continued to: 1) foster entrepreneurship activities with a
particular focus on emerging opportunities; 2) diversify the Region’s economy by promoting the development of local
food economies; 3) support advanced manufacturing and workforce development initiatives to strengthen the Region’s

competitiveness in the global economy; and 4) expand efforts and partnerships to tackle the Region’s health disparities.

This report includes information on the Commission’s program actions and financial management during FY 2014. We are
pleased to report that ARC’s independent auditor, Chortek LLP, has pronounced an unmodified opinion that the financial

statements in this document fairly present the Commission’s fiscal status.

ARC has made every effort to provide a complete and accurate report of its performance and stewardship of the public
funds entrusted to it. This report is based on data that is as reliable and as comprehensive as possible. Congress and the
American people can also be assured that the financial controls in place at the Commission reasonably meet the purposes of

the Federal Managers' Financial Integrity Act of 1982.

The achievements reported here contribute significantly toward ARC's mission of helping the Region attain socioeconomic

parity with the nation.

Sincerely,
Earl F. Gohl Robert Bentley
ARC Federal Co-Chair 2014 States' Co-Chair

Governor of Alabama

November 25,2014
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PART I: MANAGEMENT'S DISCUSSION
AND ANALYSIS

FISCALYEAR 2014 PROGRAM HIGHLIGHTS

In working toward the goals of ARC's 2011-2016 strategic plan, the Commission focused on a wide range of projects and

activities in FY 2014, including the following:

Supporting the Appalachian Food Economy

Across Appalachia, communities are discovering the valuable role vibrant local food systems can play in diversifying the local
economy, strengthening the regional workforce, improving health, and creating local wealth. An emphasis on the local food
economy can be an important component of a place-based strategy to enhance a region’s economic competitiveness and cre-
ate jobs. In FY 2014, ARC supported the Appalachian food economy in a variety of ways: 1) Completing the Commission's
Jobs and Local Food Systems Tour that began in FY 2013; 2) Collaborating with the U.S. Environmental Protection Agency
(EPA) and the U.S. Department of Agriculture (USDA) for a second Appalachian Livable Communities competition; 3) Part-
nering with federal agencies to announce the “Local Foods, Local Places” initiative; and 4) Launching the Bon Appétit

Appalachia! tourism mapguide showcasing Appalachian food destinations.

Appalachian Jobs and Local Food Systems Tour

In FY 2014, ARC Federal Co-Chair Earl Gohl visited three states (Virginia, Kentucky, and Tennessee) as part of the Commis-
sion’s Jobs and Local Food Systems Tour to explore how local food systems are impacting the Appalachian economy. The pur-
pose of the tour was to highlight the economic opportunity being created by local food systems, identify barriers that have
been overcome or that remain in building local food systems, and determine what can be done in partnership that can't be

done separately to strengthen the local food economy.

Appalachian Livable Communities Competition

ARC partnered with EPA and USDA for a second Livable Communities competition in FY 2014, through which eight selected
communities worked with a team of small-town-development experts to develop action plans focused on connecting the
communities’ local food systems to their downtown revitalization and economic diversification efforts. ARC provided small

cash grants to assist the communities in implementing their action plans.

Local Foods, Local Places Initiative
Building on the success of the Appalachian Livable Communities competition, in June the White House Rural Council

announced the Local Foods, Local Places initiative. An inter-agency partnership among six federal agencies (EPA, USDA, ARC,
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MANAGEMENT'S DISCUSSION AND ANALYSIS

the Centers for Disease Control and Prevention, the U.S. Department of Transportation, and the Delta Regional Authority),
the Local Foods, Local Places initiative will work directly with communities to develop comprehensive strategies for local food
systems that will help boost economic opportunities for rural farmers and businesses; improve access to healthy local food;
and revitalize rural downtowns, main street districts, and neighborhoods. Ninety-four Appalachian communities submitted

applications in July to receive assistance through the initiative.

Food Tourism Mapguide

In the summer of 2014, ARC launched the Bon Appétit Appalachia! tourism mapguide showcasing 283 of the Appalachian
Region’s most distinctive food destinations. Published as an insert in the summer issue of Food Traveler Magazine, the
mapguide is also available as a more detailed interactive feature at www.visitappalachia.com. The online mapguide offers an
expanded list of more than 650 Appalachian food destinations. Sites featured include local farms, farmers markets, farm-to-

table restaurants, wineries, craft breweries, and other culinary destinations.

Advanced Manufacturing and Workforce Development

Investing in Manufacturing Communities Partnership

To help accelerate the resurgence of manufacturing in the United States, the Obama administration initiated the Investing in
Manufacturing Communities Partnership (IMCP), which encourages communities to develop comprehensive economic devel-
opment strategies that strengthen their competitive edge in attracting global manufacturers and their supply chains. Led by
the White House National Economic Council and the U.S. Department of Commerce, the IMCP brings together the resources
of multiple agencies and departments involved in economic development, including ARC, to help communities focus not only
on attracting individual investments but also on creating globally competitive environments that grow, retain, and expand
manufacturing investment and spur international trade. Of the first 12 communities designated as "Manufacturing Communi-
ties” by IMCP in May 2014, three are within the Appalachian Region or include Appalachian counties. The designated com-
munities will receive priority in consideration for $1.3 billion in federal funding and coordinated assistance from partner

agencies to support their economic development strategies.

Trade Adjustment Assistance Community College and Career Training (TAACCCT)

ARC understands that community colleges play a critical role in the Region’s workforce development activities. In FY 2014,
the Commission offered reimbursement assistance to Appalachian community colleges for application development expenses
related to the fourth round of the federal TAACCCT competitive grant program, a multiyear initiative implemented by the
U.S. Departments of Labor and Education to expand targeted training programs for unemployed workers, especially those
impacted by foreign trade. In September, five of the community colleges that received ARC support were awarded between
$2.5 and $10 million in TAACCCT grants, providing them funding to expand and improve their ability to deliver education
and career training programs that will help job seekers get the skills they need for in-demand jobs in industries like informa-

tion technology, health care, energy, and advanced manufacturing.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Fostering Entrepreneurship

Fostering entrepreneurship and creating a robust entrepreneurial ecosystem is a key component of ARC's economic develop-
ment efforts. In areas from traditional industries to “emerging opportunities,” entrepreneurs continue to be the bedrock sus-
taining the Region's economic growth. To promote entrepreneurship and business development in Appalachia, ARC has
pursued a wide range of activities, including improving access to capital and credit for small businesses and expanding rural

firms’ international market opportunities.

Appalachian Capital Policy Initiative

A major challenge facing Appalachian entrepreneurs is a lack of access to capital and credit, which limits business creation,
expansion, and growth in the Region. The Commission’s Appalachian Capital Policy Initiative is a multi-faceted strategy for
addressing capital and credit availability over the long term while implementing specific actions to improve and expand capi-

tal access in the near term. In FY 2014, ARC continued to pursue a range of program activities through the initiative, including:

® Angel Fund Formation
Angel investors are an important source of capital for growing firms. According to the Angel Capital Association and
the National Association of Seed and Venture Funds, the Appalachian Region has just 15 angel investment funds, leav-
ing significant areas underserved by this important source of capital. To address this gap in the provision of risk capital,
ARC has formed, or is in the process of forming, angel investment funds in seven states that are expected to launch
with over $7 million in private capital. In FY 2014, the Commission helped form three angel investment funds capital-
ized at a total of more than $3 million in Kentucky, West Virginia, and Tennessee. ARC will form additional angel funds

in Alabama, North Carolina, Virginia, and Kentucky.

® Appalachian Community Capital
Appalachian Community Capital, a new central bank for development lenders, will increase the availability of capital to
small businesses in the Region. First-round investments have been approved by the Bank of America, Deutsche Bank,
the Calvert Foundation, the Ford Foundation, the Mary Reynolds Babcock Foundation, the Claude Worthington Bene-
dum Foundation, and ARC, and a $15 million first-round closing is anticipated in FY 2015. Total capitalization is pro-
jected to be $42 million over the next 24 months, and this new central bank is expected to leverage $233 million of
private bank capital and help create 2,200 jobs. In addition to its lead investment in Appalachian Community Capital,
ARC has contributed a range of resources to the bank’s development, including support for the development of a
business plan, for formation of the entity as a nonprofit organization, for raising capital, and for organizational opera-

tions and staffing.

Export Trade and Investment Forums

In 2014, President Obama directed his administration, working through the White House Rural Council, to lead a new “Made
in Rural America” export and investment initiative charged with bringing together federal resources to help rural businesses
and leaders take advantage of new investment opportunities and access new customers and markets abroad. Specifically, the
president instructed the council to connect more rural businesses of all types to export information and assistance through

activities including a series of regional export and investment forums.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Working with its federal, state, and local partners, ARC hosted three Made in Rural America forums during the summer of
2014 in Canonsburg, Pennsylvania; Birmingham, Alabama; and Cortland, New York. These comprehensive one-day workshops
highlighted the economic and employment benefits of engaging in export opportunities and offered business participants
one-on-one learning sessions with export service providers. The forums were attended by more than 400 business, civic, and

academic leaders and representatives of partnering export-services organizations.

Strengthening the Region’s Infrastructure

To bolster the Region's physical infrastructure, ARC invested $23.3 million in 88 projects during the fiscal year, bringing new
or upgraded water and sewer systems as well as other vital infrastructure, including access roads for industrial parks, to
Appalachian communities. This investment was matched by $90.2 million in other funding, primarily state and local, and lever-
aged $538.2 million in non-project private investment. The projects resulted in 23,989 households and 1,188 businesses
being served by new or improved water or sewer systems. Infrastructure projects are among the primary generators of new

jobs in the Region,; as a result of FY 2014 infrastructure investments, an estimated 7,348 jobs will be created or retained.

Expanding Access to Telecommunications

In FY 2014 ARC also invested more than $2.6 million in 31 telecommunications and technology projects. The projects pro-
vided support to increase technology use in rural Appalachian school systems, train and upgrade worker skills through work-
force development efforts, promote rural broadband deployment in unserved areas, and expand efforts to assist rural

health-care providers through investments in health information technology and tele-health deployments.

Health Initiatives

Appalachian Cancer Patient Navigation

Appalachia experiences disproportionately high rates of cancer incidence and premature death due to cancer. During the fis-
cal year, ARC partnered with the Centers for Disease Control and Prevention (CDC) and the University of Kentucky Preven-
tion Research Center (UK) to establish an initiative focused on addressing regional cancer disparities through the use of
patient navigators, who can effectively supplement the work of primary-care and specialty physicians. With support from the
federal partners, UK will begin a five-year, $1.5 million effort to establish an infrastructure for patient navigation training,
deploy workforce training services in Appalachian states, and coordinate with CDC-funded cancer screening sites in the
Region. In FY 2014, ARC provided $100,000 and CDC provided $205,500 for the program.

Appalachian Diabetes Consultation

In April the ARC-sponsored Appalachian Diabetes Consultation gathered 80 national and regional stakeholders to discuss the
implications of type 2 diabetes for economic and community development in Appalachia. The consultation informed these
key stakeholders—including funders, policy makers, researchers, health-care providers, and representatives of citizen
groups—about the Region'’s diabetes burden; examined diabetes’ economic impact on Appalachia; and highlighted best
practices for reducing the prevalence and impact of the disease. ARC is pursuing recommendations provided by consultation
participants, including a proposed effort to issue a diabetes “challenge” that would leverage public and private investment for

diabetes prevention and control in Appalachia.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Appalachian Diabetes Control and Translation Project

The 2014 Appalachian Diabetes Consultation was built on the foundation provided by the Appalachian Diabetes Control and
Translation Project, a long-term partnership between ARC, CDC, Marshall University, and the Bristol-Myers Squibb Founda-
tion that provides an array of support and funding resources for a network of 75 community health coalitions in Appalachia’s
economically distressed counties. Through the project, coalitions are trained to deploy evidence-based public health pro-
grams such as the National Diabetes Prevention Program. In FY 2014, ARC provided $150,000 for the project and CDC pro-
vided $175,000; Bristol-Myers Squibb committed an additional $648,000.

Innovative Readiness Training Health-Care Events

ARC supported the U.S. Department of Defense and local partners in holding two innovative readiness training (IRT) medical
missions during the summer that provided free health-care services for thousands of Appalachian citizens. During the two-
week events in Maryland and North Caroling, trained military personnel provided medical, dental, vision, and veterinary care
services at no cost. Partners in both locations organized auxiliary services to ensure that patients could receive follow-up
treatment from local providers. ARC funds were used to supplement local and military resources, helping enable services for
more than 9,100 patients. The Commission has also worked with state partners to encourage more IRT activity in the Region;

two additional events are planned for FY 2015.

Appalachian Regional Commission Projects Approved in Fiscal Year 2014

(in thousands of dollars)

Other State

Number of ARC Federal and Local Total
Grants Funds Funds Funds Funds
Asset-Based Development 29 $2,881.4 $101.3 $6,106.5 $9,089.1
Business Development 71 13,096.2 7,624.1 24,686.2 45,406.6
Civic Entrepreneurship 26 1,864.3 0.0 864.8 2,729.1
Community Development 97 17,121.6 27,305.8 55,956.3 100,383.7
Education and Workforce Development 104 12,581.3 1,334.0 13,042.9 26,958.2
Health 19 2,738.2 0.0 2,025.6 4,763.9
Research and Evaluation 6 597.2 0.0 2.5 599.7
ﬁf;;i;”gdaa‘c’fi e ‘flfg:’;:t District 89 93817 0.0 85567 | 17,9384
Totals 441 | $60,261.9 $36,365.3 $111,241.5 | $207,868.7

Notes: Totals may not add because of rounding. Table includes access road projects funded through the Highway Trust Fund,
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MANAGEMENT'S DISCUSSION AND ANALYSIS

APPALACHIAN REGIONAL COMMISSION STRUCTURE AND
PROGRAMS

Congress established the Appalachian Regional Commission (ARC) to address the profound economic and social problems in

the Appalachian Region that made it a “region apart” from the rest of the nation.

The Commission was charged to

® Provide a forum for consideration of problems of the Region and proposed solutions, and establish and use citizens' and

special advisory councils and public conferences;

® Provide grants that leverage federal, state, and private resources to build infrastructure for economic and human resource

development;
¢ Generate a diversified regional economy, develop the Region'’s industry, and build entrepreneurial communities;
e Serve as a focal point and coordinating unit for Appalachian programs;
® Make the Region's industrial and commercial resources more competitive in national and world markets;
¢ |mprove the skills of the Region’s workforce;
e Adapt and apply new technologies for the Region's businesses, including eco-industrial development technologies;

® Improve the access of the Region's businesses to the technical and financial resources necessary to the development of

business; and

e Coordinate the economic development activities of, and the use of economic development resources by, federal agencies

in the Region.

The challenges confronting Appalachia today are complex. In some areas of the Region, basic needs in infrastructure, the envi-
ronment, workforce training, and health care still exist. But because the nation and the Region now compete in the global
economy, the threshold for success is higher than it once was: high-technology jobs rather than manual labor, college educa-

tion rather than basic literacy, and telecommunications arteries in addition to highways.

Federal agencies are typically national in focus and narrow in scope, but ARC was created to be regional in focus and broad in
scope. No other government agency is charged with the unique role of addressing Appalachian problems and opportunities.
No other agency is charged with being simultaneously an advocate for the Region, a knowledge builder, an investor, a catalyst
for economic development, and a partner at the federal, state, and local levels. These roles represent elements that are essen-
tial to making federal investments work to alleviate severe regional disparities in the country: responsiveness to regional

needs with a view to global competitiveness, emphasis on the most distressed areas, breadth of scope to address both human

and physical capital needs, and flexibility in funding.

The Commission by law directs at least half of its grant funds to projects that benefit economically distressed counties and

areas in the Region. In part, ARC gauges its long-term progress toward helping the Region achieve economic parity with the

10 APPALACHIAN REGIONAL COMMISSION / FY 2014 PERFORMANCE AND ACCOUNTABILITY REPORT



MANAGEMENT'S DISCUSSION AND ANALYSIS

nation in terms of the gradual reduction in the number of such counties and areas over time. The maps on page 19 show the

Region’s high-poverty counties in 1960 and current high-poverty counties. The change is dramatic.

ARC is a federal-state partnership, with a governing board composed of a federal co-chair and the governors of the 13
Appalachian states. Because of its partnership approach, ARC is able to identify and help fund innovative grassroots initiatives
that might otherwise languish. In many cases, the Commission functions as a predevelopment agency, providing modest initial
funding that is unavailable from other sources. ARC funds attract capital from the private sector and from other public enti-

ties.

Through the years, ARC support has helped address the problem of historically low public and private investment in
Appalachia. ARC has effectively used its funds to help communities qualify for, and make better use of, limited resources from
other federal agencies. These federal funds, combined with state, local, and private money, provide a broad program of assis-
tance to the Region. In addition, substantial private investment in business facilities and operations has accompanied ARC

development projects.

Two independent studies have found that ARC's coordinated investment strategy has paid off for the Region in ways that
have not been evident in parts of the country without a regional development approach. A 1995 study funded by the
National Science Foundation compared changes in Appalachian counties with their socioeconomic “twin” counties outside the
Region over 26 years, from 1965 to 1991. This analysis, controlled for factors such as urbanization and industrial diversifica-
tion, found that the economies of the Appalachian counties grew significantly faster than their non-Appalachian counterparts.
A more recent analysis by Economic Development Research Group extended this analysis to 2000 and confirmed the earlier
findings on the impact of ARC'’s investment. The study found that, on average, the gap between Appalachian counties and

their non-Appalachian twin counties grew significantly in the 1990s.
ARC's appropriation for FY 2014 area development activities was $80.3 million.

The Commission is a performance-driven organization, evaluating progress and results on an ongoing basis and relying on

clearly defined priorities and strategies for achieving them.

Organization: The ARC Partnership Model

The Appalachian Regional Commission has 14 members: the governors of the 13 Appalachian states and a federal co-chair,
who is appointed by the president and confirmed by the Senate. Each year one governor is elected by his or her peers to
serve as the states’ co-chair. The partnership nature of ARC is evident in its policy making: the governors and the federal co-
chair share responsibility for determining all policies and for the control of funds. On all Commission decisions, the federal
co-chair has one vote, and the 13 governors share one vote. Accordingly, all program strategies, allocations, and other policy
must be approved by both a majority of the governors and the federal co-chair. All projects are approved by a governor and
by the federal co-chair. This consensus model ensures close collaboration between the federal and state partners in carrying
out the mission of the agency. It also gives the Commission a nonfederal character that distinguishes it from typical federal

executive agencies and departments.
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ARC Organization Chart
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MANAGEMENT'S DISCUSSION AND ANALYSIS

State alternates appointed by the governors oversee state ARC business and serve as state-level points of contact for those
seeking ARC assistance. An alternate federal co-chair appointed by the president has authority to act as the federal co-chair

in his or her absence.

By law, there is an inspector general for the Commission. The inspector general is under the general supervision of the Com-

mission and has a dual and independent reporting relationship to both the Commission and Congress.

In FY 2014, there were 11 federal positions at the Commission, including the federal co-chair's staff and the staff of the Office

of Inspector General.

The Commission members appoint an executive director to serve as the chief executive, administrative, and fiscal officer. The
executive director and staff are not federal employees. The Commission has 48 nonfederal positions. Commission staff are
charged with serving both the federal and the state members impartially in carrying out ARC programs and activities, and
they provide the legal support, technical program management, planning and research, and financial/administrative manage-

ment necessary for ARC's programs.

Public and Private Partnerships

ARC promotes economic and community development through a framework of joint federal and state initiatives. ARC's lim-
ited resources are necessary, but obviously not sufficient, for Appalachia to reach parity with the rest of the nation. Therefore,
ARC uses a combination of its grassroots delivery system and region-wide partnerships to extend the reach of other federal

programs. ARC works to attract private-sector partners and to secure additional resources for Appalachia.
Recent examples include:

e Local Foods, Local Places, a federal initiative to help create more livable places by promoting local food economies. Sup-
ported by ARC, the U.S. Department of Agriculture, the Centers for Disease Control and Prevention, the U.S. Environmen-
tal Protection Agency, the U.S. Department of Transportation, and the Delta Regional Authority, this initiative will provide

direct technical support to help rural communities develop and implement action plans promoting local food systems.

e Bon Appétit Appalachia!, a mapguide created in conjunction with the Local Food, Local Places initiative. The mapguide
showcases 283 of the Appalachian Region's most distinctive food destinations. The map was published as an insert in the

summer 2014 issue of Food Traveler Magazine.

e Shaping Our Appalachian Region (SOAR), a Kentucky state initiative established to help eastern Kentucky create local
development strategies to address persistent challenges and to realize new opportunities. With continued support from
ARC, SOAR will continue its mission to expand job creation; enhance regional opportunity, innovation, and identity;

improve the quality of life; and support all those working to achieve these goals in Appalachian Kentucky.

¢ Investing in Manufacturing Communities Partnership (IMCP), an initiative designed to accelerate the resurgence of

manufacturing in communities nationwide by supporting the development of their manufacturing ecosystems. ARC serves
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as the point of contact for the Northwest Georgia Regional Commission for the Northwest Georgia Manufacturing Com-
munity, one of 12 “Manufacturing Communities” designated nationwide. ARC anticipates providing continued financial

and technical assistance to all current and future IMCP-designated Manufacturing Communities in the Region.

® Make it in America Challenge, a national federal competition focused on increasing the insourcing of American jobs that
either: 1) have moved overseas but are now more competitively sourced in America; 2) can be created through foreign
direct investment; or 3) are currently U.S.-based but are subject to international competition and can be strengthened
with targeted technical assistance. ARC made available $50,000 in funding to help organizations serving the Appalachian
Region develop applications for the challenge. The participating agencies—the Economic Development Administration,
the National Institute of Standards and Technology-Manufacturing Extension Partnership, the Employment and Training

Administration, and the Delta Regional Authority— awarded a total of $24 million to the challenge winners.

® Made in Rural America Export and Investment Initiative, a program of the White House Rural Council. ARC supports
regional forums on expanding international market opportunities for rural businesses and value-added agricultural pro-
ducers. The forums help firms learn ways to grow their businesses by finding new customers abroad and selling more to

their existing international customers.

e Appalachian Community Capital, a new investment fund serving Appalachia. To address the gap in available business
funding, particularly in economically distressed communities, ARC made the lead investment of $3.45 million in equity and
operating support for the fund. Private partners, including Bank of America, Deutsche Bank, the Ford Foundation, the
Calvert Foundation, the Mary Reynolds Babcock Foundation, and the Claude Worthington Benedum Foundation, will
invest an additional $12.5 million in the first closing, scheduled to occur early in 2015. A second closing generating $20

million is anticipated in late FY 2015.

e Appalachia Funders Network, a group of public and private grant makers that works to promote an entrepreneurial-

based Appalachian economy, will continue to invest in the Region with support from ARC.

¢ Innovative Readiness Training (IRT) Medical Events, which provided free health care for thousands of people in
Appalachian Maryland and North Carolina. ARC provided support to local partners for the events, during which trained
military personnel provided medical, dental, optometry, and veterinary services. More than 9,100 patients received care.
ARC has also worked with state partners to encourage more IRT training activity in the Appalachian Region; two additional
events will be held in the Region in FY 2015.

e Southeastern Kentucky Promise Zone. ARC provides ongoing support for partner agencies in the administration’s des-
ignated Promise Zone in southeastern Kentucky. Activities will create jobs, leverage private investment, increase economic

activity, expand educational opportunities, and improve public safety.

e Diabetes Partnership. Through a long-term partnership with the Centers for Disease Control and Prevention, West Vir-
ginia’'s Marshall University, and the Bristol-Myers Squibb Foundation, ARC facilitated a $2.6 million grant from the founda-
tion to the Robert C. Byrd Center for Rural Health at Marshall University to address disproportionately high rates of type 2
diabetes in the Region.
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In FY 2014, across all investment areas, each dollar of ARC funding was matched by $2.45 in non-ARC project funding (public

and private) and leveraged $12.68 in private investment attracted as a result of the project.

ARC is often a predevelopment resource, especially in economically distressed areas, providing modest amounts of initial
funding that are unavailable from other sources because the community cannot qualify for the support or raise adequate
matching funds. The Commission can also allow other federal agencies to use ARC funds under their statutory authorities
when their own funds are insufficient for projects; in effect, ARC can provide sufficient match for federal grants on behalf of

the poorest Appalachian communities.

About half of past ARC grants have been administered under agreements with federal agencies, mainly USDA Rural Develop-
ment, the Tennessee Valley Authority, the U.S. Department of Housing and Urban Development, the Federal Highway Admin-
istration, and the U.S. Economic Development Administration. Other agreements have involved such agencies as the U.S.
Army Corps of Engineers, the U.S. Environmental Protection Agency, and the U.S. Departments of Energy, Labor, and Health

and Human Services.

Commission Activities: Getting the Job Done

Congress gave the Commission very broad program discretion to address problems and opportunities in the Region. Accord-
ingly, ARC has emphasized a wide-ranging set of priorities in its grant activities. Projects in recent years have focused on busi-
ness development, educational attainment, access to health care, telecommunications and technology infrastructure and use,
and tourism development. ARC has consistently maintained a focus on the construction of development highways and basic

water and waste management facilities.

ARC Strategic Plan
FY 2014 was ARC's fourth year of operating under its current strategic plan, Moving Appalachia Forward: Appalachian Regional

Commission Strategic Plan 2011-2016, which outlined ARC's mission to be a strategic partner and advocate for sustainable com-
munity and economic development in Appalachia, and identified four strategic goals to help Appalachia reach socioeconomic

parity with the rest of the nation:

® Increase job opportunities and per capita income in Appalachia to reach parity with the nation.
e Strengthen the capacity of the people of Appalachia to compete in the global economy.

e Develop and improve Appalachia’s infrastructure to make the Region economically competitive.

e Build the Appalachian Development Highway System to reduce Appalachia’s isolation.

As reported in Part II, the Commission demonstrated progress in FY 2014 toward achieving the performance goals set out in

that plan.
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Area Development Program

Area development funds are largely allocated to the Appalachian states by formula to provide flexible assistance for individ-
ual community projects. In FY 2014, ARC received an appropriation of $80.3 million for area development activities and allo-
cated by formula $60.7 million, 75.6 percent of the appropriation, to the states. The states have wide discretion in the use of
these funds, within the framework of the strategic plan. Priorities for area development funding are set forth in the Commis-
sion’s strategic plan, and state and community leaders work together to package funding from public and private organiza-

tions to implement those priorities. All ARC nonhighway grants are approved by a governor and by the federal co-chair.

Special Focus on Distressed Counties

The Commission targets special resources to the most economically distressed counties and areas in the Region, using a very
conservative measure of economic distress based on three economic indicators: three-year average unemployment rates, per
capita market income, and poverty rates. ARC uses an index-based classification system to compare each county in the nation
with national averages on the three economic indicators. Based on that comparison, each Appalachian county is classified

within one of five economic status designations—distressed, at-risk, transitional, competitive, or attainment.

e Distressed counties are those that rank in the worst 10 percent of the nation’s counties.

e At-Risk counties rank between the worst 10 percent and the worst 25 percent of the nation's counties.

e Transitional counties rank between the worst 25 percent and the best 25 percent of the nation's counties.
e Competitive counties rank between the best 10 percent and the best 25 percent of the nation’s counties.

® Attainment counties are those that rank in the best 10 percent of the nation’s counties.

In FY 2014, 93 counties were designated distressed, 108 were designated at-risk, 206 were designated transitional, 10 were
designated competitive, and 3 were designated attainment. ARC policy stipulates that competitive counties may receive lim-

ited assistance, while attainment counties are generally not eligible for funding.
See page 19 for a map of Appalachian counties classified by economic status.

Besides allocating funding to benefit distressed counties and areas, ARC has established other policies to reduce economic
distress. ARC normally limits its maximum project funding contribution to 50 percent of costs, but it can increase its funding

share to as much as 80 percent in distressed counties.

Regional Initiatives

The ARC partners identify a limited number of strategic objectives as regional initiatives. These initiatives support ARC’s
strategic plan by coordinating a concerted effort by the 13 Appalachian states and the federal government to address an area
of critical importance. The initiatives can support and promote innovation in a particular goal area or focus on a sector of
unique opportunity or underperformance. In addition to providing special support for distressed counties, ARC has identi-

fied regional initiatives on asset-based development, telecommunications, and export promotion.
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The Asset-Based Development Initiative seeks to help communities identify and leverage local assets to create jobs and build
prosperity. Focuses under this initiative in FY 2014 included the continued activities of the Appalachian Capital Policy Initia-
tive, a regional effort to bring capital and credit to emerging and expanding businesses in the Region; the development of
Appalachia’s Food Economy, an effort to support value-added agricultural development; investments in the Region’s business

incubators; and support for entrepreneurship-education programming.

ARC's Telecommunications Initiative aims to increase the use of advanced telecommunications and broadband in the Region,
and to bring broadband service to the Region’s unserved and underserved areas. In FY 2014, ARC funded projects that sup-
port telemedicine, distance-learning, workforce development, and e-commerce development in the government and the pri-
vate sector; projects that directly help communities and commercial-industrial areas gain access to high-speed

telecommunications services; and projects that provide computers to high schools and community colleges.

ARC's Export Initiative works to help small and medium-sized Appalachian enterprises export their products and services to
markets throughout the world. The initiative is coordinated through ARC's Export Trade Advisory Council, which includes
representatives from the international trade offices of the 13 Appalachian states, the U. S. Commercial Service, and ARC's
local development districts. In FY 2014, ARC worked closely with the White House Rural Council in helping create and launch
the Made in Rural America export and investment initiative. Other Export Initiative activities included organizing programs in
North Carolina, Pennsylvania, Alabama, and New York State to educate and train firms and individuals that are new to export-
ing; and organizing multi-sector delegations of business leaders to attend major international trade events in China, Columbia,

Panama, Ecuador, Chile, and Peru.

Business Development Revolving Loan Fund Grants

Business development revolving loan funds (RLFs), pools of money used by grantees for the purpose of making loans to local
businesses to create and retain jobs, have been used by ARC since 1977 as an effective tool for economic development. Lim-
ited access to credit is one of the major problems in local business development in Appalachia, and is a significant contribut-
ing factor to local economic distress. Since the first RLF grants were awarded, ARC-supported revolving loan funds have
disbursed $174 million in 2,450 loans, resulting in 92,920 jobs created or retained and leveraging $1.39 billion in private

investment for the Appalachian Region.

Highway Program: The Appalachian Development Highway System

Congress created the Appalachian Development Highway System (ADHS) expressly to provide growth opportunities for the
residents of Appalachia—the same benefits afforded the rest of the nation through the construction of the interstate highway
system, which largely bypassed Appalachia because of the high cost of building roads through the Region’s mountainous ter-
rain. The ADHS, a 3,090-mile system of modern highway corridors that replaces a network of worn, winding two-lane roads,
was designed to generate economic development in previously isolated areas, supplement the interstate system, and provide

access to areas within the Region as well as to markets in the rest of the nation and overseas.

In FY 2014 funding for the ADHS was included in the Federal Highway Administration’s Surface Transportation Program (STP)
grants to the states, along with other highway funding. The STP funds are apportioned to the states annually, with each state
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County Economic Status in Appalachia, Fiscal Year 2014
(Effective October 1, 2013 through September 30, 2014)
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using the funding at its own discretion. The federal share of funding for ADHS corridors and access roads funded through the
STP is 100 percent. Although funds used for the ADHS are derived from the highway trust fund, ARC exercises policy control

over the system.

Local Development Districts

ARC's statute underlines the importance of supporting local development districts (LDDs) in the Region. These multi-county
planning and development organizations serve as local partners for ARC across the Region. Every county in the Region is
served by an LDD. Each LDD is governed by a board of directors composed of both elected officials and non-elected individ-
uals. The LDDs play four key roles in the development of the Region: providing area-wide planning and program develop-
ment, and coordination of federal and state funding sources; assisting local governments in providing services, especially in
poorer, more isolated communities; promoting public-private partnerships and assisting in business development; and help-
ing communities assess, plan, and conduct a wide range of activities such as job training, business development, telecommuni-

cations planning and implementation, and municipal government support.

The Commission has also supported the training and technical assistance activities of the Development District Association of

Appalachia, an organization of the Region’s 73 LDDs.

Research and Technical Assistance Activities

ARC funds research and evaluation studies that produce specific information on socioeconomic and demographic conditions
in the Region, including baseline data and trend analysis, economic impact analysis, program evaluation, and regional eco-
nomic and transportation modeling. ARC-funded research focuses on strategic analyses of key economic, demographic, and
quality-of-life factors that affect Appalachia’s current and future development prospects. The aim of this research is to help
policy makers, administrators, and staff target resources efficiently, and to provide high-quality research for the general public

and research specialists.

ARC also funds project evaluations by outside researchers or consultants to assess whether Commission-funded projects have
made a measurable difference in specific social or economic outcomes. The purpose of these evaluations is to determine the
extent to which the projects have contributed to the attainment of economic development objectives identified in ARC's
strategic plan. In addition, evaluations are used to verify project results and to assess the validity of specific performance

measurements for monitoring and evaluating specific types of projects.
Reports and data products are distributed in print and posted on ARC's Web site at www.arc.gov.

Research completed or under way in FY 2014 includes:
® An analysis of economic diversification in Appalachia
* An examination of changes to the Appalachian Region since 1965

® An evaluation of ARC's infrastructure and public works projects

20 APPALACHIAN REGIONAL COMMISSION / FY 2014 PERFORMANCE AND ACCOUNTABILITY REPORT



MANAGEMENT'S DISCUSSION AND ANALYSIS

e An evaluation of ARC's education and workforce development projects

e An analysis of the availability of capital and credit for small businesses in the Appalachian Region

e An analysis of household wealth and poverty in the Appalachian Region

® An evaluation of the contribution made by forests and wood products to sustainable economic growth in the Appalachian
Region

® An examination of the water resources in the Appalachian Region

e A study summarizing student progress and outcomes in portions of the Appalachian Region

e An evaluation of ARC's health-related projects

e An evaluation of ARC's non-infrastructure job creation and retention projects

Impediments to Progress

The Region'’s isolation and its difficulty in adapting to economic changes over past decades are major factors contributing to
the gap in living standards and economic achievement between the Region and the rest of the nation. Mining and manufac-
turing, which have long dominated the Appalachian economy, are currently in decline. Many communities still rely on a single
economic sector. Despite progress in some areas, Appalachia still does not enjoy the same economic vitality and living condi-

tions as the rest of the nation:

e According to the U.S. Census Bureau's American Community Survey, over the 2008-2012 period (which includes years of
economic downturn and recovery), 16.6 percent of Appalachian residents—about one in six—lived below the poverty
level, nearly two percentage points above the U.S. average of 14.9 percent. The mean income of Appalachian households

was $58,465, just 80 percent of the U.S. average of $73,034.

¢ During the same time period, the share of adults with a bachelor’s degree or more was seven percentage points lower in
Appalachia than in the nation as a whole; and in 332 Appalachian counties, fewer than one in five residents age 25 and
over were graduates of a four-year college or university.

e Between 2011 and 2012, coal mining employment in Central Appalachia decreased 9.6 percent; it is not expected to
return to its historic high.

® Manufacturing employment has declined at a faster rate in Appalachia than in the nation in every sub-region except Cen-
tral Appalachia. In South-Central Appalachia, manufacturing employment fell 43 percent between 2000 and 2010 and is
projected to decline an additional 2 percent between 2010 and 2020.

e During the 2007-2009 recession, the Region lost more than 800,000 jobs, and as of 2013 had gained back only half of
those (a little more than 400,000).

® Research indicates that rates of cancer, heart disease, and diabetes in Appalachia exceed the national average.

e The Region lags behind the rest of the nation in access to affordable broadband telecommunications service.

The role of the Commission is to help Appalachia reach parity with the nation. In an era of global competition, that requires a

special emphasis on helping the people of Appalachia become a globally competitive workforce.
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SUMMARY OF ACHIEVEMENTS

Performance Goals and Results for Fiscal Year 2014 Projects

ANNUAL PERFORMANCE GOALS

FISCAL YEAR 2014

INTERMEDIATE ESTIMATES

RESULTS
ACHIEVED

benefit distressed counties or areas for projects in
General Goal 1

Outcome Goal 20,000 students/trainees with
improvements

Outcome Goal 20,000 jobs created or retained 20,056 jobs created or retained Met goal
Leveraging Goal: Achieve a 4:1 ratio of leveraged
private investment to ARC investment for projects in Achieved a 3:1 ratio Met 75% of goal
General Goal 1

i . H O,
Targeting Goal: Direct 50% of grant funds to Directed 47% of funds* Met 94% of goal

24,108 students/trainees with
improvements

Exceeded goal

Matching Goal: Achieve a 1:1 ratio of non-ARC to ARC
investment for projects in General Goal 2

Achieved a 1:1 ratio

Met goal

Targeting Goal Direct 50% of grant funds to
benefit distressed counties or areas for projects in
General Goal 2

Outcome Goal: 20,000 households served

Directed 74% of funds*

23,989 households served

Exceeded goal

Exceeded goal

Matching Goal: Achieve a 2:1 ratio of non-ARC to ARC
investment for projects in General Goal 3

Achieved a 4:1 ratio

Exceeded goal

Targeting Goal Direct 50% of grant funds to
benefit distressed counties or areas for projects in
General Goal 3

Outcome Goal 25 additional miles (net increase) of
the ADHS opened to traffic

Directed 69% of funds*

Opened 28.2 additional miles (net
increase) of the ADHS to traffic

Exceeded goal

Exceeded goal

*In FY 2014, 64 percent of total grant funds were directed to projects that benefit distressed counties or areas. Project funds are included if the project primarily or sub-

stantially benefits distressed counties or areas.
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Progress toward ARC Strategic Plan Performance Goals
Fiscal Years 2005-2016
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will be opened to traffic.
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FINANCIAL MANAGEMENT

Financial Management System

In FY 2014 the Appalachian Regional Commission renewed its contract with the GSA External Services Division to perform
the Commission’s accounting and financial reporting. ARC supplements these financial services with ARC.net, a management
information system that provides real-time funding, grant-status, and performance-measurement information, as well as grant-
related financial data, in an intranet environment available to staff and key state officials. ARC.net applications are built using

an industry-standard programming language.

Management's Responsibility for Internal Control

ARC implemented a process for providing audited financial statements in FY 2002, following the guidance of the Accounta-
bility of Tax Dollars Act of 2002. ARG, strictly speaking, is not a federal agency as defined in Titles 5 and 31 of the U.S. Code;
itis a 501(c)(3) organization with a quasi-federal character. While the Accountability of Tax Dollars Act applies only to execu-
tive branch agencies, the Commission has elected to comply with OMB guidance because full disclosure of financial informa-
tion is consistent with the governmental nature of ARC's mission and operations and its stewardship of public funds. ARC also

follows OMB and U.S. Department of the Treasury financial reporting requirements, as appropriate.

ARC maintains a plan of internal control development and testing, as required by the Federal Managers' Financial Integrity

Act of 1982. The agency's approach is to make management controls an integral part of the entire cycle of planning, budget-
ing, management, accounting, and auditing. ARC strives to maintain an environment of accountability in which all employees
help ensure that government resources are used efficiently and effectively to achieve intended program results with minimal

potential for waste, fraud, and mismanagement.

The Office of Inspector General (OIG) conducts independent program reviews and audits. Weekly management team meet-
ings provide an opportunity to address control issues. Finance staff conduct pre-payment examinations of approved pay-
ments, as well as oversight reviews of program account obligation and payment details. Finally, the annual financial audit of
the agency provides independent assessments of the adequacy of internal controls. The internal control plan assigns responsi-

bility within the organization for follow-up action on any deficiencies.

ARC is pleased to report that it received an unmodified opinion from its independent auditor, Chortek LLP, on the fiscal year

2014 financial statements provided in this Performance and Accountability Report.
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MANAGEMENT ASSURANCES

Overall Internal Control

The Appalachian Regional Commission’s management is responsible for establishing and maintaining effective internal control
and management systems that meet the objectives of the Federal Managers' Financial Integrity Act of 1982. The Commission
conducted its assessment of the effectiveness of internal control over the effectiveness and efficiency of operations and com-
pliance with applicable laws and regulations in accordance with OMB Circular A-123, Management’s Responsibility for Inter-
nal Control. Based on this evaluation, the Commission can provide reasonable assurance that its internal control over the
effectiveness and efficiency of operations and compliance with applicable laws and regulations as of September 30, 2014, was

operating effectively and no material weaknesses were found in the design or operation of the internal controls.

Internal Control over Financial Reporting

ARC conducted its assessment of the effectiveness of internal control over financial reporting, which includes safeguarding of
assets and compliance with applicable laws and regulations, in accordance with OMB Circulars A-123, Management'’s Respon-
sibility for Internal Control, and A-136, Financial Reporting Requirements. Based on the results of this evaluation, ARC can
provide reasonable assurance that internal control over financial reporting as of September 30, 2014, was operating effec-

tively, and no material weaknesses were found in the design or operation of the internal controls over financial reporting.

Management Follow-Up to Inspector General Recommendations

At the start of the fiscal year, implementation actions were continuing on recommendations made in prior audit reports and
evaluations. During FY 2014, the OIG issued 43 reports, including 32 grant audits, a financial statement audit, and 10 pro-
gram-related evaluations/inspections, including evaluations of the status of older grants. The total dollar value of grants and
payments reviewed during FY 2014 was approximately $40 million, with approximately $1.4 million in questioned or unsup-
ported costs and $2.1 million in funds, from grant deobligations, that could be put to better use. By the end of the fiscal year,
management decisions had been made regarding most issued reports, recommendations had been implemented, and five

reports remained open pending final actions.

Office of Inspector General reports to Congress, including semi-annual reports, and OIG contact information are available to

the public at www.arc.gov/oig.

FY 2014 PERFORMANCE AND ACCOUNTABILITY REPORT / APPALACHIAN REGIONAL COMMISSION 25



MANAGEMENT'S DISCUSSION AND ANALYSIS

SUMMARY OF FINANCIAL STATUS

Part Il of this Performance and Accountability Report includes information about the financial status of the Appalachian
Regional Commission. In the unmodifed opinion of ARC's independent auditor, Chortek LLP, the financial statements
included in that section fairly represent, in all material respects, the financial position of the Commission as of September 30,
2014, and ARC's net costs, changes in net position, and budgetary resources for the year ended in conformity with U.S. gen-
erally accepted accounting principles (GAAP) and OMB Circular A-136. The financial statements taken together include all
aspects of ARC, including the Office of the Federal Co-Chair, area development programs, and administrative/operational

activities performed by the Commission.

Assets on September 30, 2014, totaled $202.2 million, versus $186.0 million in FY 2013. The change was due to increases in
the fund balance with the U.S. Department of the Treasury as well as to grantee advances. Liabilities equaled $11.1 million in
FY 2014 versus $9.2 million in FY 2013. The increase was due to increases in liabilities for advances and prepayments,
accounts payable, and other liabilities without related budgetary obligations. Seventy-six percent of ARC's assets were in the
U.S. Treasury. In addition, 14.5 percent, or $29.2 million, represented Commission grant funds held by intermediary organiza-
tions in Appalachia for the operation of revolving loan funds promoting business development. The federal government
retains a residual interest in the loan funds. ARC also advanced funds equaling $13.8 million to three federal agencies for the

purpose of servicing grants. Remaining assets are cash and advances to grantees.
The net position increased from $176.8 million in FY 2013 to $191.0 million in FY 2014.

Liabilities included $8.9 million in payments due to grantees, $723,271 in accrued benefits and pension liability, and
$530,350 in other agency transactions.

The net cost of operations for FY 2014 totaled $66.1 million, compared with $78.4 million in FY 2013.

ARC receives most of its resources from congressional appropriations, which totaled $80.3 million in FY 2014. In addition,
ARC received $3.9 million from the 13 member states to pay for the Commission’s operating costs. The statement of budget-
ary resources reported net outlays of $67.2 million. ARC incurred obligations of $85.1 million in FY 2014 and has an unpaid
obligated balance (net, end of year) of $115.8 million. Of FY 2014 obligations, $72.7 million funded ARC's Area Develop-

ment Program.

The principal financial statements have been prepared to report the financial position and results of operations of the entity,
pursuant to the requirements of 31 U.S.C. 3515 (b). While the statements have been prepared from the books and records of
the entity in accordance with GAAP for federal entities and the formats prescribed by OMB, the statements, in addition to
the financial reports, are used to monitor and control budgetary resources, which are prepared from the same books and
records. The statements should be read with the realization that they are for a component of the U.S. government, a sovereign
entity. Notes are attached to the financial statements to describe and explain important disclosure information about line

items in the statements and related financial policies and programs.
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Statement of Assurance

On the basis of ARC's comprehensive internal control program during FY 2014, ARC can
provide reasonable assurance that its internal control over the effectiveness and efficiency
of operations and compliance with applicable laws and regulations as of September 30,
2014, was operating effectively. Accordingly, | am pleased to certify with reasonable assur-
ance that our agency's systems of internal control, taken as a whole, comply with Section 2
of the Federal Managers' Financial Integrity Act of 1982. Our agency also is in substantial
compliance with applicable federal accounting standards and the U.S. Standard General
Ledger at the transaction level and with federal financial system requirements. Accordingly,
ARC fully complies with Section 4 of the Federal Managers' Financial Integrity Act of 1982,

with no material non-conformances.

ARC conducted its assessment of the effectiveness of internal controls over financial report-
ing, which includes safeguarding of assets and compliance with applicable laws and regula-
tions, in accordance with the requirements of OMB Circular A-123. ARC has reasonable
assurance that internal controls over financial reporting as of September 30, 2014, were
operating effectively and no material weaknesses were found in the design or operation of

the controls.

2T/

Earl F. Gohl
ARC Federal Co-Chair

November 25, 2014
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PART II: FISCALYEAR 2014 PERFORMANCE
REPORT

INTRODUCTION

The Government Performance and Results Act of 1993 (GPRA) requires all federal agencies to submit a report to Congress on
actual program results at the end of each fiscal year. This report documents the Appalachian Regional Commission’s (ARC)
progress toward fulfilling its mission and goals. The report

e Compares ARC performance goals to estimated results reported by the projects of the 13 Appalachian states;

e Summarizes the findings of several ARC-initiated evaluations and project validation endeavors; and

e Describes unmet performance goals and explains why those goals were not met, and, if goals are impractical or infeasible,

identifies steps to be taken to address the problem.

To meet GPRA requirements, ARC has defined performance measures and goals for all major ARC operations. In FY 2014, ARC:

e Collected and entered state estimates of results for FY 2014 into a database as part of daily operations and project man-
agement;

e Validated results of a sample of projects completed in FY 2011 and FY 2012 through field visits and interviews with those
managing the projects; and

e Conducted independent evaluations to ascertain the benefits of projects.

ARC uses performance data as a management tool to inform the management process. In addition, staff use ARC.net, ARC’s
management information system, to track critical project performance information. ARC staff review performance measure-
ment data generated by projects throughout the fiscal year to analyze trends and validate data. ARC routinely shares such
information with partners through "best practices” conferences and on-site validation visits with grantees. ARC’s Policy Devel-
opment Committee has also used research, evaluations, validation visits, and staff monitoring to develop and revise guidelines

for program activities.

The four general goals from ARC’s 2011-2016 strategic plan, Moving Appalachia Forward, were used to evaluate perform-
ance in FY 2014.
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FY 2014 Outcome Goals and Intermediate Results

20,000 Jobs Created or Retained 20,056 Jobs Created or Retained
20,000 Students/Trainees with Improvements 24,108 Students/Trainees with Improvements
20,000 Households Served 23,989 Households Served

25 Additional Miles (Net Increase) of the ADHS Opened 28.2 Additional Miles (Net Increase) of the ADHS
to Traffic Opened to Traffic

The following sections of this report present an overview of the Appalachian Regional Commission, a list of ARC goals and
objectives, a description of the methodology employed to monitor project outcomes in compliance with the GPRA, the esti-
mated outcomes for projects funded in FY 2014 and each of the three prior fiscal years, and the results of project validation

samplings and project evaluations.

OVERVIEW OF ARC

ARC's vision is that Appalachia will achieve socioeconomic parity with the nation.

ARC'’s mission is to be a strategic partner and advocate for sustainable community and economic development in

Appalachia.

Organizational Structure
The Appalachian Regional Commission is a regional economic development agency representing a unique partnership of fed-
eral, state, and local governments designed to address local needs in Appalachia. ARC was established by an act of Congress

and operates under congressional authorizations.

The Commission is composed of the governors of the 13 Appalachian states and a federal co-chair, who is appointed by the
president. Grassroots participation is provided through multi-county local development districts, with boards made up of
elected officials and other local public and private leaders. Each year Congress appropriates funds for the Commission’s pro-
grams, which ARC allocates among its member states. At the beginning of their terms in office, Appalachian governors submit
development plans for the Appalachian counties in their states. The Commission votes to approve these plans. The governors
also submit annual strategy statements developed from the plans, and must select projects for ARC approval and funding

based on these statements.
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GENERAL GOAL 1

Increase Job Opportunities and
Per Capita Income in

Appalachia to Reach Parity
with the Nation.

GENERAL GOALS AND OBJECTIVES

GENERAL GOAL 2

Strengthen the Capacity
of the People of Appalachia
to Compete in the
Global Economy.

GENERAL GOAL 3

Develop and Improve
Appalachia’s Infrastructure
to Make the Region
Economically Competitive.

GENERAL GOAL 4

Build the Appalachian
Development Highway
System to Reduce
Appalachia’s Isolation.

Strategic Objectives

1.1 Develop Leaders and
Strengthen Community
Capacity

1.2 Diversify the Economic Base

1.3 Enhance Entrepreneurial
Activity in the Region

14 Develop and Market Strategic
Assets for Local Economies

1.5 Increase the Domestic and
Global Competitiveness of
the Existing Economic Base

1.6 Foster the Development and
Use of Innovative Technologies

1.7 Capitalize on the Economic
Potential of the Appalachian
Development Highway
System

1.8 Encourage Sustainable
Economic Use of Natural
Resources

1.9 Encourage Investments in
Energy Projects that Create
Jobs

Outcome measure: Number of
jobs created or retained.

Strategic Objectives

2.1 Develop Leaders and
Strengthen Community
Capacity

2.2 Enhance Workforce Skills
through Training and Education

2.3 Increase Access to Quality Child
Care and Early Childhood
Education

2.4 Increase Educational Attainment
and Achievement

2.5 Expand Community-Based
Wellness and Disease-Preven-
tion Efforts

2.6 Increase the Availability of
Affordable, High-Quality Health
Care

Outcome measure: Number of
students/trainees with improve-
ments.

Strategic Objectives

3.1 Develop Leaders and
Strengthen Community
Capacity

3.2 Build and Enhance Basic
Infrastructure

3.3 Increase Access to and Use of
Telecommunications Tech-
nology

34 Preserve and Enhance Envi-
ronmental Assets

3.5 Promote the Development of
an Intermodal Transportation
Network

Outcome measure: Number of
households served with new or
improved water and/or sewer
infrastructure, and number of jobs
created or retained.

Strategic Objectives

4.1 Develop Leaders and
Strengthen Community
Capacity

4.2 Promote the Successful Devel-
opment of the Appalachian
Development Highway
System (ADHS)

4.3 Improve Planning to Enhance
Multi-Jurisdictional Coordina-
tion and Efficiency

44 Encourage Intermodal Coor-
dination

4.5 Enhance the Energy Efficiency
of the Transportation System

4.6 Develop a Transportation
System that Enhances and
Preserves the Region'’s
Environmental Quality

Outcome measure: Net increase
in the number of miles of the
ADHS open to traffic.
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Project Funding

ARC funds approximately 400 projects annually throughout the 13-state Appalachian Region. All of the projects must address
one of the four goals in ARC's 2011-2016 strategic plan: increase job opportunities and per capita income in Appalachia to
reach parity with the nation; strengthen the capacity of the people of Appalachia to compete in the global economy;
develop and improve Appalachia’s infrastructure to make the Region economically competitive; and build the Appalachian
Development Highway System to reduce Appalachia'’s isolation. ADHS projects are funded through the Federal Highway
Administration of the U.S. Department of Transportation. The Commission's strategic plan identifies the goal areas as the basic

building blocks of sustainable economic development in the Region.

Commission projects are approved by a governor and by ARC's federal co-chair. ARC provides technical assistance to

grantees in an effort to increase the likelihood that the project will be successful.

One of the key differences between ARC and typical federal executive agencies and departments is the flexibility given to the
states in determining how their allocated funds will be spent. This flexibility exists within a framework: funds must be spent in
counties designated as part of the Appalachian Region; projects must address one or more of the Commission'’s four goals;
and a specified amount of the funds allocated to each state can be used only on projects that benefit counties and areas the

Commission has designated as economically distressed.

PERFORMANCE MEASUREMENT METHODOLOGY

Overview of ARC's Performance Measurement System

ARC'’s performance measurement system was designed to accomplish two primary objectives: compliance with the GPRA in
measuring the outcomes of ARC projects, and creation of a process that allowed for both feedback from grantees and analy-

sis of funded projects, in an effort to improve programming.
ARC's performance measurement system has three components:

® Project data collection and analysis through use of an information management system,;
e Site visits to validate actual outcomes of a sample of projects; and

® Independent project evaluations.

These three components work together to allow GPRA reporting and compliance and to help ARC glean “lessons learned”
from previously funded grants. By structuring the measurement system in this manner, ARC has made the GPRA a manage-

ment tool and a valuable resource in determining program effectiveness.

This report presents performance goal results for each of ARC's four general goal areas. It is important to note that two out-

come measures cut across general goal areas. To simplify the reporting of these measures, results from each general goal area are
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totaled and reported under the general goal that most closely aligns with the outcome measure. For example, one of ARC’s out-
come measures is jobs created or retained. ARC measures results for jobs created or retained by projects funded under General
Goals 1, 2, and 3. For clarity, this outcome measure is discussed, and results from all three general goal areas are reported, under

General Goal 1: “Increase job opportunities and per capita income in Appalachia to reach parity with the nation.’

Project Data Collection and Analysis

Annual Performance Goals and Measures

Each fiscal year, ARC submits to the Office of Management and Budget (OMB) annual performance goals for projects to be
funded in coming years, as required in the budget submission process. In determining these goals, ARC develops likely invest-
ment scenarios for the 13 Appalachian states, anticipating how each state will direct ARC funds in addressing the four general
goal areas. The scenarios are based on state development plans, strategy statements, historical trends, and communication
with the states. ARC uses these scenarios to project results; however, the states have flexibility in spending decisions, although
all projects are reviewed and approved by the federal co-chair and must pursue one of ARC's four general goals. The states’
spending flexibility is a critical element of the ARC federal-state partnership but poses challenges in setting performance

goals. Each state’s priorities will shift from year to year, occasionally producing unanticipated results.

Before FY 2005, ARC focused on assessing progress toward reaching outcome performance goals. As a result of OMB's 2004
review of the ARC program using the Program Assessment Rating Tool, ARC established measurements for assessing progress
toward reaching two additional performance goals: (1) leveraging non-ARC project funding and private non-project invest-
ments resulting from the completion of ARC-funded projects, and (2) targeting ARC funds to benefit distressed counties and
areas. ARC now measures progress in reaching all three performance goals. Both non-ARC funds used as a match in projects
and non-project leveraged private investments have been recorded by ARC in the past; however, in FY 2005 ratios of these

funds to ARC funding were established as annual goals.

To address reporting requirements, ARC reports results toward reaching these three performance goals in four program cate-
gories (jobs and income, competitiveness, infrastructure, and highways) that reflect priorities within the Commission’s four gen-
eral goals. Although the projects funded by ARC each year generate many more measures than those reported for GPRA

compliance, the measures reported relate uniquely to ARC's four general goals and to its mission (see table on page 31).
Program Category One: Jobs and Income. The following measures are presented in General Goal 1.
1) Outcome Measures: The number of jobs created and the number of jobs retained.

“Jobs created” includes any direct hires that will be made as a result of the project's operation, not including highway or build-
ing construction jobs. Also included are private-sector jobs that will be created within three years after ARC-funded services
or projects are complete. These jobs are usually related to additional investments in manufacturing plants and equipment,
and retail and commercial real estate development. Part-time jobs are converted to full-time equivalents and rounded up to

whole numbers.

FY 2014 PERFORMANCE AND ACCOUNTABILITY REPORT / APPALACHIAN REGIONAL COMMISSION 33



PERFORMANCE REPORT

“Jobs retained” refers to the number of workers actually enrolled in specific training programs, or to the number of jobs at
businesses that will be retained because of an investment that is needed to keep the businesses and jobs in the area or in con-

tinued operation.
These two measures are combined and reported together as “jobs created/retained”
2) Leveraging Measure: The ratio of leveraged private investment (LPI) to ARC investment for all General Goal 1 projects.

LPI represents private-sector, non-project financial commitments that follow and are the result of the completion of an ARC-
supported project or the delivery of services under an ARC-supported project. Leveraged private investment is a perform-
ance measurement because it is a desired outcome; and it represents the private investment supporting job creation. It is
generally estimated for the three-year period following the completion of a project and is separate from any direct private

contribution to ARC-supported project funding.

3) Targeting Measure: The percentage of nonhighway ARC funds used for projects that benefit distressed counties or areas.
Program Category Two: Competitiveness. The following measures are presented in General Goal 2.

1) Outcome Measures: The number of students with improvements and the number of workers/trainees with improvements.

“Students with improvements” is the number of students who, as a result of an ARC-funded project, receive a career creden-
tial or obtain a job in the field for which they were specifically trained, or are certified or passed to the next grade or level

necessary to continue their education.

“Workers/trainees with improvements” is the total number of participants who obtain new employment or enhanced employ-

ment (e.g., receive higher pay or better positions) as a result of ARC-funded projects.
These two measures are combined and recorded together as "students/trainees with improvements.’
2) Matching Measure: The ratio of non-ARC to ARC investment for projects in General Goal 2.

This ratio sets a goal for non-ARC matching project funds. Ratios showing the amount of ARC funding to other project invest-

ment sources help illustrate the impact ARC's relatively small, flexible grants can have in the Appalachian Region.

3) Targeting Measure: The percentage of nonhighway ARC funds used for projects that benefit distressed counties or areas.
Program Category Three: Infrastructure. The following measures are presented in General Goal 3.

1) Outcome Measure: The number of households served.

Infrastructure projects measured in this category include general water and/or sewer projects. “Households served” encom-

passes the number of households with either new or improved service.
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2) Matching Measure: The ratio of non-ARC to ARC investment for projects in General Goal 3.

This ratio sets a goal for non-ARC matching project funds. Ratios showing the amount of ARC funding to other project invest-

ment sources help illustrate the impact ARC's relatively small, flexible grants can have in the Appalachian Region.
3) Targeting Measure: The percentage of nonhighway ARC funds used for projects that benefit distressed counties or areas.
Program Category Four: Highways. The following measure is presented in General Goal 4.

Outcome Measure: The net increase in the number of miles of the Appalachian Development Highway System (ADHS) open

to traffic.

Progress on the ADHS is measured by the net increase in the number of miles open to traffic each year. ARC also prepares a
separate annual report, Status of the Appalachian Development Highway System, which provides detailed information on the
portions of highways moving through the various stages of work in each Appalachian state, as well as an analysis of funding

and remaining work.

Intermediate Results

Intermediate results presented in this report are derived from estimates in project applications, as reported by grantees.
When projects are closed, actual results to date are recorded; however, some estimates are based on three-year projections.
More accurate results are obtained when ARC staff validate a sample of projects completed at least two years earlier. The

validity of final numbers is sampled during periodic project evaluations (see below).

Data Analysis

Critical data from projects submitted to ARC for funding are entered into the Commission’s management information system,
ARC.net, to facilitate monitoring of projects. At quarterly intervals throughout the fiscal year, ARC staff review performance
measurement data in ARC.net to better understand emerging trends, improve data integrity, and shape policy to improve
the ARC programs. At the close of each fiscal year, ARC staff review results and prepare the data for submission to OMB and

Congress.

Project Validation
Staff validation visits, confirming actual project outcomes, have become a critical part of ARC's GPRA compliance. As a general

rule, in each fiscal year ARC validates the outcomes of 40 to 60 projects that had been completed at least two years earlier.

The validation visits performed by ARC staff yield far more than project outcomes. Grantees are asked a series of questions
aimed at providing insight into why their projects were or were not successful in reaching their stated outcomes. This feed-
back allows ARC to better understand the consequences of its programming and make policy or procedural changes as the

need arises.

In situations where a project failed to meet proposed goals, ARC staff consider mitigating circumstances and look for possible
trends in an effort to assist other projects faced with similar challenges. Likewise, when a project has exceeded proposed goals,

ARC staff attempt to determine why. Analyses from the validation visits are compiled in an annual internal report.
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Project Evaluations: Final Results

Another critical component of ARC's GPRA compliance is independent or external evaluation of ARC initiatives and sub-pro-
grams. Evaluations confirm both the outcomes and the overall effectiveness of projects. Evaluations focus on the extent to
which the projects have achieved, or contributed to the attainment of, their objectives. Particular emphasis is placed on
assessing the utility and validity of the outcome measures. The findings of these project evaluations are summarized and made
available to state and local organizations engaged in carrying out projects under the four general goals in ARC's strategic plan,
and are typically published on ARC's Web site. Summaries of recent evaluations are included in this report under each gen-

eral goal area.

GENERAL GOAL 1: Increase Job Opportunities and Per Capita
Income in Appalachia to Reach Parity with the Nation.

Changes to the Region’s economic base present significant opportunities and challenges to Appalachia. The new economy
offers opportunities for the Region in knowledge-based industries and sectors such as services and health care. At the same

time, shifting demands present challenges to traditional manufacturing, mining, and agriculture.

In partnership with other agencies, ARC will help local and state leaders diversify local economies, support entrepreneurship,
increase domestic and global markets, and foster new technologies in order to address job shifts throughout the Region. In
addition, ARC will encourage local leaders to build on the opportunities presented by Appalachian highway corridors and to
examine heritage, cultural, and recreational assets that can create job opportunities while preserving the character of the

Region’s communities.

Strategic Objective 1.1: Develop Leaders and Strengthen Community Capacity.

Strategic Objective 1.2: Diversify the Economic Base.

Strategic Objective 1.3: Enhance Entrepreneurial Activity in the Region.

Strategic Objective 1.4: Develop and Market Strategic Assets for Local Economies.

Strategic Objective 1.5: Increase the Domestic and Global Competitiveness of the Existing Economic Base.
Strategic Objective 1.6: Foster the Development and Use of Innovative Technologies.

Strategic Objective 1.7: Capitalize on the Economic Potential of the Appalachian Development Highway System.
Strategic Objective 1.8: Encourage Sustainable Economic Use of Natural Resources.

Strategic Objective 1.9: Encourage Investments in Energy Projects that Create Jobs.

Per Capita Income
While ARC sets a performance goal for increasing job opportunities in Appalachia, addressing increases in per capita income
resulting directly from specific projects is much more difficult. For this reason, ARC depends on tracking trends in per capita

market income, as well as census poverty measures and comparisons between the Appalachian Region and the nation.
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ARC uses an index-based county economic classification system to identify and monitor the economic status of Appalachian
counties. The system compares each county in the nation with national averages on three economic indicators: three-year
average unemployment rates, per capita market income, and poverty rates. Each county is then ranked, and, based on its posi-
tion in the national ranking, each Appalachian county is classified in one of five economic status designations: distressed, at-

risk, transitional, competitive, or attainment.

Distressed counties are those that rank in the worst 10 percent of the nation’s counties.

At-Risk counties rank between the worst 10 percent and the worst 25 percent of the nation's counties.

Transitional counties rank between the worst 25 percent and the best 25 percent of the nation's counties.
e Competitive counties rank between the best 10 percent and the best 25 percent of the nation’s counties.

e Attainment counties are those that rank in the best 10 percent of the nation’s counties.

In FY 2014, 93 counties were designated distressed, 108 were designated at-risk, 206 were designated transitional, 10 were

designated competitive, and 3 were designated attainment.

Performance Goals and Results

General Goal 1 is aligned with the annual performance goals listed under the program category “jobs and income! (See

page 33.)

Outcome Goal

ARC's strategic plan describes the major outcome measure for the “jobs and income” program category as the number of jobs
created or retained. Because General Goal 1 is most closely aligned with the annual performance goals listed under the “jobs
and income” program category, results for “jobs and income” projects from General Goals 1, 2, and 3 are reported under this
goal. "Jobs created or retained” is an outcome measure under all three goals. This measure is referred to as “jobs

created/retained”

Annual outcome goal for FY 2014: Create/retain 20,000 jobs for Appalachians.
Results for FY 2014: Met goal.

Outcome Goal: Create/Retain 20,000 Jobs for Appalachians

FY 2011: 20,000 Jobs Created/Retained FY 2011: 22,816 Jobs Created/Retained
FY 2012: 20,000 Jobs Created/Retained FY 2012: 20,112 Jobs Created/Retained
FY 2013: 19,000 Jobs Created/Retained FY 2013: 19,008 Jobs Created/Retained
FY 2014: 20,000 Jobs Created/Retained FY 2014: 20,056 Jobs Created/Retained
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Leveraging Goal

The leveraging performance goal for General Goal 1 projects is a ratio of leveraged private investment to ARC investment.

Annual leveraging goal for FY 2014: Achieve a 4:1 ratio of leveraged private investment to ARC investment.
Results for FY 2014: Achieved a 3:1 ratio. Met 75% of goal. The ratio for leveraged private investment to ARC funds for all

nonhighway projects in FY 2014 was 13:1.

In FY 2014, ARC's General Goal 1 grant funds of $18,611,646 attracted non-project leveraged private investment of
$62,895,615,and $21,834,253 in matching project funds from public and other sources.

Targeting Goal

The targeting performance goal for General Goal 1 projects is the percentage of funds targeted to distressed counties or areas.

Annual targeting goal for FY 2014: Direct 50 percent of all ARC grant funds to projects that benefit distressed counties
or areas.

Results for FY 2014: In FY 2014, 47 percent of General Goal 1 grant funds were directed to projects that benefit distressed
counties or areas. A total of 64 percent of all FY 2014 grant funds were directed to projects that benefit distressed counties

or areas.

Project Validation Sampling
In FY 2014, members of ARC's field validation team surveyed 17 projects completed in FY 2011 or FY 2012 that had goals for

jobs created/retained to compare estimated and actual results.

Number of Projects Projected Number of Actual Number of Results

Surveyed Jobs Created/Retained Jobs Created/Retained Achieved

17 3,128 2,680 86%

As shown above, the projects surveyed achieved 86% of projected results for jobs created/retained.

Most projects validated in this category met or exceeded their goals; however, several projects, due to the economic down-

turn, did not achieve their projected goals.

Project Evaluation: Final Results

Entrepreneurship Initiative

In FY 2008, the Appalachian Regional Commission issued the report Creating an Entrepreneurial Appalachian Region: Find
ings and Lessons from an Evaluation of the ARC's Entrepreneurship Initiative 1997-2005, prepared by the Rural Policy

Research Institute Center for Rural Entrepreneurship, EntreWorks Consulting, and RTI International. The report evaluated
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ARC'’s Entrepreneurship Initiative (El) in terms of both outcomes achieved by a sample of funded projects and broader policy
impacts across the Region. As identified through project final reports submitted to ARC, the El led to the creation of at least
9,156 jobs, the retention of a further 3,022 jobs, the formation of 1,787 new businesses, and the provision of services to
8,242 businesses. The cost per job created was $4,693, which compares favorably with other economic development efforts.
The total ARC investment has leveraged an additional $72.8 million in private investment for those projects that have been

closed, a figure that is projected to rise to $109.9 million when all projects in the portfolio have been completed.

Tourism, Cultural Heritage, and Natural-Asset-Related Projects

In FY 2010, ARC issued the report Program Evaluation of ARC's Tourism, Cultural Heritage, and Natural- Asset-Related Proj
ects, prepared by Regional Technology Strategies. The purpose of the study was to assess the utility and validity of projects
and project outcomes. The report evaluated the outcomes of 132 projects through surveys, interviews, and statistical analysis.
Results showed that ARC's investment of $10.8 million in tourism projects generated 2,588 jobs. The study found that a new
job was created for every $4,161 of ARC funding, and a new business was created for every $23,139 in ARC funding. Every
$.40 invested by ARC in the projects reviewed generated $1.00 in leveraged private investment. The study included recom-

mendations to help increase the capacity of small-scale organizations to strengthen tourism in local communities.

GENERAL GOAL 2: Strengthen the Capacity of the People of
Appalachia to Compete in the Global Economy.

In order to compete in the twenty-first-century economy, the people of Appalachia must have the skills and knowledge
required to develop, staff, and manage globally competitive businesses. In addition, the Region’s communities must provide

adequate health care in order to keep existing businesses and develop new ones.

ARC will continue to support local efforts to make all of the Region's citizens productive participants in the global economy.
The Commission’s focus will be to address a range of educational issues, such as workforce skills, early childhood education,
dropout prevention, and improved college attendance; and health issues, such as the recruitment and retention of health-care
professionals in areas with documented shortages and the promotion of better health through wellness and preventive meas-
ures. In addition, ARC will develop partnerships with other organizations to address the disproportionate burden of chronic

disease in the Region.

Strategic Objective 2.1: Develop Leaders and Strengthen Community Capacity.

Strategic Objective 2.2: Enhance Workforce Skills through Training and Education.

Strategic Objective 2.3: Increase Access to Quality Child Care and Early Childhood Education.
Strategic Objective 2.4: Increase Educational Attainment and Achievement.

Strategic Objective 2.5: Expand Community-Based Wellness and Disease-Prevention Efforts.

Strategic Objective 2.6: Increase the Availability of Affordable, High-Quality Health Care.
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Performance Goals and Results
General Goal 2 is aligned with the annual performance goals listed under the program category “competitiveness.” (See

page 34.)

Outcome Goal

The outcome goal for the “competitiveness” program category is the number of citizens in the Region that have been posi-
tioned for enhanced employability through education or job-related skills. The outcome measure for this goal is
students/trainees with improvements. Because General Goal 2 is most closely aligned with the annual performance goals listed
under the “competitiveness” program category, results for “competitiveness” projects from General Goals 1, 2, and 3 are
reported under this goal. "Competitiveness” is an outcome measure under all three goals. This outcome measure combines
the measures “students with improvements” and “workers/trainees with improvements,” and is referred to as

“students/trainees with improvements.”

Annual outcome goal for FY 2014: Position 20,000 Appalachians for enhanced employability.
Results for FY 2014: Exceeded goal.

Outcome Goal: Position 20,000 Appalachians for Enhanced Employability

FY 2011: 20,000 Students/Trainees with Improvements FY 2011: 18,335 Students/Trainees with Improvements*
FY 2012: 20,000 Students/Trainees with Improvements FY 2012: 20,315 Students/Trainees with Improvements

FY 2013: 19,000 Students/Trainees with Improvements FY 2013: 22,749 Students/Trainees with Improvements**
FY 2014: 20,000 Students/Trainees with Improvements FY 2014: 24,108 Students/Trainees with Improvements***
* Estimate does not include one project with limited ARC participation that will provide 5,000 students with a museum-related curriculum.

** Excludes projects that provided computers or computer equipment that will benefit 9,724 students.

*** Excludes projects that provided computers or computer equipment that will benefit 11,069 students.

Matching Goal

The matching performance goal for General Goal 2 projects is the ratio of non-ARC project matching funds to ARC investment.

Annual matching goal for FY 2014: Achieve a 1:1 ratio of non-ARC matching funds to ARC investment.
Results for FY 2014: Met goal.

In FY 2014, ARC General Goal 2 grant funds of $15,879,307 attracted $16,157,756 in matching project funds from public and

other sources and $350,000 in leveraged private investment.

Targeting Goal

The targeting performance goal for General Goal 2 projects is the percentage of funds targeted to distressed counties or areas.

Annual targeting goal for FY 2014: Direct 50 percent of all ARC grant funds to projects that benefit distressed counties or areas.
Results for FY 2014: In FY 2014, 74 percent of General Goal 2 grant funds were directed to projects that benefit distressed

counties or areas.
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Project Validation Sampling
In FY 2014, members of ARC's field validation team surveyed 12 projects completed in FY 2011 or FY 2012 that were funded

under General Goal 2 to compare estimated and actual results.

Projected Number of Actual Number of

. . . . Results
Students/Trainees with Students/Trainees with

Number of Projects

Surveyed Achieved
Improvements Improvements

12 3,537 3,912 111%

As shown above, the projects surveyed achieved 111 percent of projected results for students/trainees with improvements.

Project Evaluation: Final Results

Education and Workforce Development Projects, FY 2000-2008
In FY 2011, Westat, the Nick J. Rahall Il Appalachian Transportation Institute, and Economic Development Research Group

undertook a progra

and 2008. Among students served by ARC projects, the most common benefits included increased vocational and technical
skills, enrollment in a college or postsecondary program, achievement of basic or academic skills in a specific subject, and
achievement of a postsecondary degree, credential, or certification. Among workers/trainees served by ARC projects, the
most common benefits included improved skills in a new area—including vocational and technical skills, employability, and
basic or academic skills. For all projects, questionnaire respondents reported meeting or exceeding pre-project predictions,
both for the number of students and workers trained, and for those who received career credentials, obtained jobs in that
field, or continued their education beyond the lifecycle of the grant. Other project outcomes included job creation and
retention, business creation, leveraged private investment, and improvement in employment rates for those participating in

ARC-sponsored education/training programs.

Math-Science-Technology Summer Institute
A March 2006 evaluation of the ARC-Oak Rj

Academy for Educational Development assessed the effectiveness of the program in encouraging more Appalachian high

school students to continue their studies beyond high school and to pursue careers in science, technology, engineering, and
math. It also assessed how the program helped participating high school teachers raise the level of math, science, and technol-

ogy instruction in their schools.

The study found that participation in the summer institute influenced 24 percent of students to take more science classes and
22 percent to take more math classes when they returned to high school. Slightly more than half the students reported that
their summer institute experience reinforced prior decisions about the science and math courses they had already chosen to
take. Students also reported that the summer institute had reinforced their intention to go to college and reduced some of
the barriers. Ninety-six percent of the student participants who had graduated from high school at the time of the survey had
continued their formal education beyond high school, with more than half receiving degrees in science, technology, engineer-

ing, or math fields. Participating teachers reported that they had incorporated activities and approaches learned at the summer
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institute into their classrooms: 77 percent reported that they drew on the experience for explanations and examples; 52 per-
cent reported that they drew on the experience for classroom demonstrations; and 50 percent reported that they had incor-

porated new knowledge into their lab experiments.

GENERAL GOAL 3: Develop and Improve Appalachia’s Infrastructure
to Make the Region Economically Competitive.

In order to compete in the global economy, Appalachia must have the infrastructure necessary for economic development,
including water and sewer systems, telecommunications systems, and efficient connections to global transportation networks.
But barriers such as rugged terrain and low population density have hindered the Region in developing adequate infrastruc-

ture.

ARC will address the lack of adequate water and sewer systems and telecommunications systems and services in the Region,

and will build partnerships to address the critical issue of intermodal connections to improve access to the global market.

Strategic Objective 3.1: Develop Leaders and Strengthen Community Capacity.
Strategic Objective 3.2: Build and Enhance Basic Infrastructure.

Strategic Objective 3.3: Increase Access to and Use of Telecommunications Technology.
Strategic Objective 3.4: Preserve and Enhance Environmental Assets.

Strategic Objective 3.5: Promote the Development of an Intermodal Transportation Network.

Performance Goals and Results
General Goal 3 is aligned with the annual performance goals listed under the program category “infrastructure” (See page

34.) All projects with these annual performance goals are in General Goal 3.

Outcome Goal
The strategic plan describes the performance measure for the “infrastructure” program category as the number of citizens
served. The major outcome measure used in this category is the number of households served with new or improved water

or sewer infrastructure. The outcome measure for General Goal 3 projects is referred to as “households served!

Annual outcome goal for FY 2014: Provide 20,000 households with basic infrastructure services.
Results for FY 2014: Exceeded goal. In addition to the number recorded below, in FY 2014 ARC funded water storage tank

construction and improvement projects that will serve a total of 2,560 households.
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Outcome Goal: Provide 20,000 Households with Basic Infrastructure Services

FY 2011: 20,000 Households Served FY 2011: 20,986 Households Served
FY 2012: 20,000 Households Served FY 2012: 19,708 Households Served
FY 2013: 19,000 Households Served FY 2013: 21,863 Households Served
FY 2014: 20,000 Households Served FY 2014: 23,989 Households Served
*Intermediate estimates do not include households served by ARC-funded water storage tank construction and large improvement projects.

Matching Goal
The matching performance goal for General Goal 3 projects is the ratio of non-ARC project matching funds to ARC invest-

ment.

Annual matching goal for FY 2014: Achieve a 2:1 ratio of non-ARC matching funds to ARC investment.
Results for FY 2014: Exceeded goal: Achieved a 4:1 ratio.

ARCFY 2014 General Goal 3 grant funds of $25,770,933 attracted $109,614,754 in matching project funds from public and

other sources, and $700,831,971 in non-project leveraged private investment.

Targeting Goal

The targeting performance goal for General Goal 3 projects is the percentage of funds targeted to distressed counties or areas.

Annual targeting goal for FY 2014: Direct 50 percent of all ARC grant funds to projects that benefit distressed counties or
areas.
Results for FY 2014: In FY 2014, 69 percent of General Goal 3 grant funds were directed to projects that benefit distressed

counties or areas.

Project Validation Sampling
In FY 2014, members of ARC'’s field validation team surveyed 12 projects completed in FY 2011 or FY 2012 that were funded

under General Goal 3 to compare estimated and actual results.

Number of Projects Projected Number of Actual Number of Results

Surveyed Households Served Households Served Achieved

12 3,281 3,258 99%

As shown above, the projects surveyed achieved 99 percent of projected results for households served.
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Project Evaluation: Final Results

Infrastructure and Public Works Projects, FY 2004-2010
In FY 2013, ARC released an independent program evaluation of ARC infrastructure and public works projects conducted by
HDR Decision Economics, Cambridge Systematics Economic Development Research Group, and Mt. Auburn Associates. The

assessed the impact of

ARC infrastructure grant investments funded in fiscal years 2004 through 2010, and included in-depth case studies of 13
infrastructure projects funded during that time period. The study’s findings suggest that infrastructure projects are successful
in meeting their goals of improving water and wastewater services, attracting new industry, encouraging business expansion,
and spurring long-term job creation. They also show that in many cases, the actual outcome per dollar spent was greater than
the pre-project estimated outcome per dollar spent; suggesting that grant recipients tend to underestimate the job and busi-
ness impacts the investments will have on their communities. The case studies documented a wide variety of economic and
community benefits, including leveraged private investment, job creation and retention, and improved infrastructure services
to local households and businesses. The case studies also documented other impacts that have contributed to the local econ-
omy and broader community, including increased residential property values, enhanced environmental quality, and improved
public health. Other benefits included reduced water loss, a sounder financial footing for water system operators, reduction
or elimination of the need for tax subsidies to keep systems solvent, increased property tax revenues from new and expand-

ing businesses, and the opportunity to sell water to additional users.

Infrastructure and Public Works Projects, FY 1998-2004
In FY 2007, the Bizminer/Brandow Company and Economic Development Research Group completed the ARC report Evalua-

. The evaluation examined a

sample of 104 completed ARC infrastructure projects that had been funded between fiscal years 1998 and 2004, including
industrial parks and other industrial sites, access roads, business incubators, water and sewer systems, housing, and telecommu-

nications.

Findings included the following:

e Jobs. The sampled projects, which received $29.4 million in ARC funding, directly produced 17,795 new jobs and retained
9,580. In addition, an estimated 25,341 new jobs were created by the indirect effects of the project. ARC funds created an
average of one new direct job for every $1,652 of ARC investment. On average, industrial parks created 1,086 jobs per
project; commercial water and sewer improvements created 304 jobs per project; business incubators created 271 jobs

per project; telecommunications created 230 jobs per project; and access roads created 212 new jobs per project.

® Personal Income. The jobs created or retained by these projects led to an increase of $638 million annually in new wages
for the jobs created directly by the projects, $325 million annually in wages for retained jobs, and another $692 million in
wages from indirect jobs.

e Tax Revenue. The new projects yield $13.3 million per year in state income tax revenue, $16.5 million per year in state and

local sales tax revenue, and $14.2 million per year in local property tax revenue. The total of annual state income tax and

local property tax revenue almost equals the amount of the ARC investment.

e Private Investment. The new projects have leveraged total private-sector investment of $1.7 billion: $947 million in direct

private non-project investment and $753 million in induced non-project private investment.
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GENERAL GOAL 4: Build the Appalachian Development Highway
System to Reduce Appalachia’s Isolation.

For Appalachia to compete economically with communities across the nation, it must have a safe and efficient transportation
system connecting it to national transportation networks. Because of its difficult terrain, Appalachia was largely bypassed by the
national interstate highway system, leaving the Region with a network of winding two-lane roads, which presented a major bar-
rier to development. When ARC was established, Congress, recognizing the importance of overcoming the Region's geo-
graphic isolation, authorized the construction of an interstate-quality highway system in Appalachia. The Appalachian
Development Highway System (ADHS) was created, and is being built, to enhance economic development opportunities in the

Region by providing access to markets for goods, to jobs for workers, to health care for patients, and to education for students.

The strong partnership of ARC, the U.S. Department of Transportation, and state departments of transportation will continue
to oversee the planning and construction of the Appalachian Development Highway System. ARC will work to identify and

overcome barriers to the timely completion of the ADHS.

Strategic Objective 4.1: Develop Leaders and Strengthen Community Capacity.

Strategic Objective 4.2: Promote the Successful Development of the ADHS.

Strategic Objective 4.3: Improve Planning to Enhance Multi-Jurisdictional Coordination and Efficiency.
Strategic Objective 4.4: Encourage Intermodal Coordination.

Strategic Objective 4.5: Enhance the Energy Efficiency of the Transportation System.

Strategic Objective 4.6: Develop a Transportation System that Enhances and Preserves the Region’s Environmental Quality.

Performance Goal and Results

General Goal 4 is aligned with the annual performance goal listed under the program category “highways. (See page 35.)

Outcome Goal
The strategic plan describes the outcome measure in the program category “highways” as the net increase in the number of
miles of the ADHS open to traffic. The outcome measure for General Goal 4 projects is referred to as “net increase in the num-

ber of miles of the ADHS open to traffic”

Annual outcome goal for FY 2014: Open 25 additional miles (net increase) of the ADHS to traffic.
Result for FY 2014: Exceeded goal.

At the end of FY 2014, a total of 2,549.3 miles, or 82.5 percent, of the 3,090 miles authorized for the ADHS were complete;
213.6 miles were under construction, 96.0 miles were in the final design or right-of-way acquisition phase; and 231.2 miles

were in the location study phase.

FY 2014 PERFORMANCE AND ACCOUNTABILITY REPORT / APPALACHIAN REGIONAL COMMISSION 45



PERFORMANCE REPORT

Outcome Goal: Open 25 Additional Miles (Net Increase) of the ADHS to Traffic

FY 2011: Open 25 additional miles (net increase) of the FY 2011: Opened 31.8 additional miles (net increase) of the

ADHS to traffic. ADHS to traffic.

FY 2012: Open 25 additional miles (net increase) of the FY 2012: Opened 0 additional miles (net increase) of the
ADHS to traffic. ADHS to traffic.

FY 2013: Open 25 additional miles (net increase) of the FY 2013: Opened 21.5 additional miles (net increase) of
ADHS to traffic. the ADHS to traffic.

FY 2014: Open 25 additional miles (net increase) of the FY 2014: Opened 28.2 additional miles (net increase) of
ADHS to traffic. the ADHS to traffic.

Project Validation Sampling
The ADHS program is not funded through ARC's appropriation. Therefore, ARC validation visits are not performed on the
ADHS. Instead, ARC staff prepare a status report each year on the development of the ADHS based on information from the

Federal Highway Administration and state departments of transportation.

Project Evaluation: Final Results
Impact of Highway Investments on Economic Growth in the Appalachian Region

InJanuary 2007, Economic Development Research Group completed the report Eﬂmpamﬁﬂlghmaﬂnmﬂmﬁm&o_

. The report, part

of a larger study on sources of regional growth in Appalachia, updated the 1995 “twin county" study by Andrew Isserman
and Terance Rephann, which found statistically significant differences in economic growth rates between Appalachian coun-
ties and their non-Appalachian counterparts during the years 1965 to 1991, and also found that counties served by the
Appalachian Development Highway System had higher rates of income, population, and per-capita income growth than simi-
lar non-Appalachian counties. The new study extended the analysis to the year 2000 and assessed whether the amount, char-
acteristics, and timing of ADHS investments can explain some of the differences in economic outcomes. The study, which used
survey-based data, showed that there is a robust statistical link between ADHS investments and differential income and earn-

ings growth between Appalachian counties and similar non-Appalachian counties.

A key finding of the report was that Appalachian counties with open ADHS segments had higher income growth than their
twin counties, with the ADHS counties posting 200 percent more income growth over the 1969-2000 period. In comparison,
income growth for all Appalachian counties during the period was 131 percent higher than income growth in the non-

Appalachian twin counties.

The overall performance during this period of the Appalachian counties studied, however, should not mask the struggles that
some areas of the Region have experienced: performance of the northern Appalachian counties lagged behind the non-
Appalachian twins) and, across the Region, the performance of smaller metropolitan areas fell far behind their non-

Appalachian counterparts’.
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Economic Benefits of the ADHS

In 1998, ARC published a research report undertaken by Wilbur Smith Associates to conduct a comprehensive study of the
economic benefits of the ADHS. Appalachian Development Highways Economic Impact Studies focused on the contributions
of completed portions of 12 corridors within the highway system. The portions studied totaled 1,417.8 miles and traversed
165 counties. The objective of the study was to quantify regionally specific economic development impacts (as measured by
jobs, wages, and value added) as well as impacts on travel efficiencies. The study found that the completed sections of the 12
corridors had created jobs (an estimated net increase of 16,000 jobs by 1995) and showed a solid return on investment
(51.18 in travel-efficiency benefits and $1.32 in economic benefits gained for each dollar invested in construction and mainte-
nance). The study concluded that the ADHS can take credit for highway-related growth in Appalachia and demonstrated that
the completed portions of the ADHS have been a good investment.

Economic Impact of Completing the ADHS

In FY 2008, Cambridge Systematics completed the report a ) alachi
ment Highway System. The work included building a regional travel demand model to estimate travel demands, as well as user
benefits, that would be realized by the completion of ADHS corridors and the resulting network improvements in moving
goods and people to, from, within, and across the Region. Analysts estimated user benefits for freight, commuting, tourism,
and other business and non-business traffic; then, using these data, estimated the regional economic development benefits
from the enhanced competitive position of industry in the Region, increased roadside business and tourism, increased trans-
portation reliability, and increased commuting areas, as well as national benefits due to congestion relief. The study also
developed several types of benefit-cost assessments, including an overall assessment of regional travel efficiency and eco-

nomic development benefits, as well as national efficiency benefits.
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SUMMARY OF ACHIEVEMENTS

Performance Goals and Results for Fiscal Year 2014 Projects

FISCAL YEAR 2014 RESULTS
INTERMEDIATE ESTIMATES ACHIEVED

ANNUAL PERFORMANCE GOALS

Outcome Goal: 20,000 jobs created or retained 20,056 jobs created or retained Met goal

Leveraging Goal: Achieve a 4:1 ratio of leveraged
private investment to ARC investment for projects in Achieved a 3:1 ratio Met 75% of goal
General Goal 1

Targeting Goal Direct 50% of grant funds to
benefit distressed counties or areas for projects in
General Goal 1

Directed 47% of funds* Met 94% of goal

Outcome Goal 20,000 students/trainees with 24,108 students/trainees with

. ; Exceeded goal
improvements improvements

Matching Goal: Achieve a 1:1 ratio of non-ARC to ARC

investment for projects in General Goal 2 Achieved a 1:1 ratio Met goal

Targeting Goal Direct 50% of grant funds to
benefit distressed counties or areas for projects in Directed 74% of funds* Exceeded goal
General Goal 2

Outcome Goal: 20,000 households served 23,989 households served Exceeded goal

Matching Goal: Achieve a 2:1 ratio of non-ARC to ARC

investment for projects in General Goal 3 Achieved a 4.1 ratio Bxceeded goal

Targeting Goal Direct 50% of grant funds to
benefit distressed counties or areas for projects in Directed 69% of funds* Exceeded goal
General Goal 3

Outcome Goal 25 additional miles (net increase) of Opened 28.2 additional miles (net

the ADHS opened to traffic increase) of the ADHS to traffic Bxceeded goal

*In FY 2014, 64 percent of total grant funds were directed to projects that benefit distressed counties or areas. Project funds are included if the project primarily or sub-

stantially benefits distressed counties or areas.
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Investment Summary for FY 2014 Projects

LEVERAGING, MATCHING, AND TARGETING SUMMARY
for All ARC Nonhighway Projects

Fiscal Year 2014

Leveraged private investment $764,077,586*

13:1 ratio of leveraged private investment to
ARC investment

Non-ARC matching project funds $147,606,763

2:1 ratio of non-ARC project investment to
ARC project investment

ARC project funds targeted to distressed

. $38,362,845**
counties or areas

64% of total ARC project funds directed to
projects that benefit distressed counties or
areas

* Two large-scale projects that had limited ARC participation were not included in this table.
**Project funds are included if the project primarily or substantially benefits distressed counties or areas.

Funding and Leveraged Private Investment
for ARC Projects in Fiscal Year 2014

800,000,000
700,000,000 $764,077,586 —
600,000,000 -
500.000.000 ] J ARC Project Funds
400 000 000 L Non-ARC Project Funds
! ! (Public and Other)
300,000,000 | Leveraged Private
200 000.000 L Investment
100,000,000 -
S0 $60,261,887
Project Funds Non-Project Funds:
Leveraged Private
Investment
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MEASURING PROGRESS TOWARD THE ARCVISION

ARC's overall vision for Appalachia is for the Region to achieve socioeconomic parity with the nation. One way to measure
progress of the Region toward this vision is to look at the economic status of Appalachian counties in comparison with all

counties nationwide.

In order to provide a single unified measure of regional progress and economic change, ARC developed an index to track
improvement over time. Drawing on the three variables ARC uses annually to determine the economic status of the Region's
counties, staff developed a national composite index of distress. The three variables (three-year annual unemployment, per-
capita market income, and decennial poverty rates) are applied to each county in the nation and compared with national
averages. The resulting values are summed, averaged, and ranked to create four quartiles with approximately equal number of

counties in each group.

Using this index, ARC can compute annually the number of Appalachian counties in each quartile, as well as an overall
regional index value. This can be directly compared with the national index value to measure progress. In addition, progress
can be clearly measured by reductions in the number of Appalachian counties in the worst quartile. As the figure below
shows, despite a large reduction in the number of distressed counties in Appalachia over the past several years, the Region
continues to have a disproportionately high number of counties with underperforming economies and a smaller share of

counties with strong economies, compared with the rest of the nation.

Number of Appalachian Counties
by Economic Quartile, Fiscal Year 2014
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Progress toward ARC Strategic Plan Performance Goals
Fiscal Years 2005-2016
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PART Ill: FISCALYEAR 2014 FINANCIAL
REPORT

MESSAGE FROM THE EXECUTIVE DIRECTOR

The executive director of the Appalachian Regional Commission is appointed by the federal co-chair and the governors of

the 13 member states to be the chief executive officer of the organization, a responsibility that includes financial manage-
ment. ARC recognizes its responsibility to demonstrate to the American public that it exercises proper stewardship of the
public resources entrusted to it. The financial statements in this Performance and Accountability Report fairly present the

financial position of ARC.

| am very pleased to report that Chortek LLP, the independent auditor of ARC's financial statements for 2014, has ren-
dered an unmodified opinion about the adequacy of the statements. The independent audit was performed in coopera-

tion with the Office of Inspector General (OIG).

The Commission maintains clearly written financial management guidelines governing accounts, payments, procurement,
administration, and travel policy. The guidelines are provided to all staff and are reviewed at least annually, and are

amended to reflect changes in policy or revised procedures resulting from tests of internal controls.

On behalf of the entire Commission, | pledge a continued commitment to promptly address all financial management

issues that need further attention and to maintain the strengths the Commission has achieved.

Lozt 7 Dbsrnie 2
Scott T. Hamilton
Executive Director

November 25, 2014
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REPORT OF INDEPENDENT AUDIT

APPALACHIAN A Proud Past, Office of Inspector General
REGIONAL A New Vision
COMMISSION

November 25, 2014

Memorandum for:  The Federal Co-Chair
ARC Executive Director

Subject: OIG Report 15-02
Fiscal Year 2013/2014 Financial Statement Audit

The enclosed report presents the results of the audit of the Appalachian Regional Commission’s
{ARC) financial statements for the fiscal year ended September 30, 2014. The report should be
read in conjunction with the Commission’s financial statements and notes to fully understand
the context of the information contained therein.

ARC contracted with the independent certified public accounting firm of Chortek LLP to audit
the financial statements of the Commission as of and for the fiscal year ended September 30,
2014. The contract required that the audit be conducted in accordance with U.S. generally
accepted government auditing standards and OMB audit guidance. ARC's Office of Inspector
General monitored audit activities to help ensure audit quality.

The following results were noted from Chortek LLP’s audit of ARC’s financial statements for the
fiscal year ended September 30, 2014.

¢ Chortek LLP stated it was their opinion that ARC’s financial statements were presented
fairly in all material respects, in accordance with U.S. generally accepted accounting
principles.

e Chortek LLP was not contracted for and did not provide an opinion on the effectiveness
of ARC's internal controls over financial reporting. However, Chortek LLP did state that
they did not identify any deficiencies in internal control that were considered to be
material weaknesses, relative to their expressing an opinion on ARC's financial
statements.

¢ No significant deficiencies were reported.
¢ Chortek LLP did not express an opinion on compliance with laws and regulations, but

noted no instances of non-compliance with laws or regulations required to be reported
under the provisions of OMB audit guidance.

1666 CONNECTICUT AVENUE, NW WASHINGTON, DC 20009-1068 (202) 884-7675 FAX (202) B84-7696 www.arc.gov
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In connection with the contract, we reviewed Chortek LLP’s report and related documentation
and inquired of its representatives. Our involvement in the audit process consisted of
monitoring of audit activities, reviewing auditor independence and qualifications, attending
meetings, participating in discussions, and reviewing audit planning and conclusion workpapers
and reports. Our review, as differentiated from an audit in accordance with U.S. generally
accepted government auditing standards, was not intended to enable us to express, and we do
not express, opinions on the Appalachian Regional Commission’s financial statements,
conclusions about the effectiveness of internal control, or conclusions about compliance with
laws and regulations. Chortek LLP is responsible for the attached auditor’s report dated
November 25, 2014, and the conclusions expressed in the report. However, our review
disclosed no instances where Chortek LLP did not comply, in all material respects, with U.S.
generally accepted government auditing standards.

;o J 4
{-’fﬂ; /;&{.’Méi-"
Hubert Sparks
Inspector General
Attachment

cc: Director, Finance and Administration Division
Chortek LLP
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November 25, 2014

Independent Auditor’s Report

Inspector General, Commission Members and Executive Director
Appalachian Regional Commission
Washington, DC

Report on the Financial Statements

We have audited the accompanying financial statements of the Appalachian Regional Commission
(“ARC”), which comprise the consolidated balance sheets as of September 30, 2014 and 2013, the
related consolidated statements of net cost and changes in net position, and combined budgetary
resources for the years then ended, and the related notes to the financial statements (hereinafter
referred to as “financial statements™).

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud
Or erTor.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing
Siandards issued by the Comptroller General of the United States; and Office of Management and
Budget (“OMB™) Bulletin No. 14-02, Audit Requirements for Federal Financial Statements. Those
standards and OMB Bulletin No. 14-02 require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risk of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of ARC’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

400 Virginia Avenue, SW | Suite €130 | Washington, DC 20024 | Phone: 202.600.2895 | Fax: 202.554.0529
WASHINGTON, DC | MILWAUKEE, W1 | CHICAGO, IL | APPLETON, Wi
www.chortek.com
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion on the Financial Statements

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Appalachian Regional Commission as of September 30, 2014 and 2013,
and its net costs, changes in net position, and budgetary resources for the years then ended in
accordance with U.S. generally accepted accounting principles.

Other Matters

Required Supplementary Information

U.S. generally accepted accounting principles require that the information in the Management’s
Discussion and Analysis section be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Federal
Accounting Standards Advisory Board who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audits of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
as a whole. The Chairperson’s message and other information sections of ARC’s Agency Financial
Report are presented for purposes of additional analysis and are not a required part of the basic
financial statements. Such information has not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and accordingly, we do not express an opinion or provide
any assurance on it.

Other Reporting Required by Government Auditing Standards

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered ARC’s internal
control over financial reporting (internal control) to determine the audit procedures that are
appropriate for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of ARC’s internal control. Accordingly, we
do not express an opinion on the effectiveness of ARC’s internal control. We did not test all internal
controls relevant to operating objectives as broadly defined by the Federal Managers’ Financial
Integrity Act of 1982.

400 Virginia Avenue, SW | Suite €130 | Washington, DC 20024 | Phone: 202.600.2895 | Fax: 202.554.0529
WASHINGTON, DC | MILWAUKEE, W1 | CHICAGO, IL | APPLETON, Wi
www.chortek.com
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did not
identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether ARC’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts, and certain provisions of other
laws and regulations specified in OMB Bulletin No. 14-02. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests of compliance disclosed no instances of
noncompliance or other matters that are required to be reported herein under Government Auditing
Standards or OMB Bulletin No. 14-02.

Purpose of the Other Reporting Required by Government Auditing Standards

The purpose of the communication described in the Other Reporting Required by Government
Auditing Siandards section is solely to describe the scope of our testing of internal control and
compliance and the result of that testing, and not to provide an opinion on the effectiveness of
ARC’s internal control or compliance. Accordingly, this communication is not suitable for any
other purpose.

Cﬂwul,ajt LLP

Chortek LLP
Washington, DC

400 Virginia Avenue, SW | Suite €130 | Washington, DC 20024 | Phone: 202.600.2895 | Fax: 202.554.0529
WASHINGTON, DC | MILWAUKEE, W1 | CHICAGO, IL | APPLETON, Wi
www.chortek.com
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As Of September 30, 2014 and 2013

2014 2013
Assets:
Intragovernmental:
Fund Balance With Treasury {Note 182) § 163,451,375 $ 140,314,368
Advances and Prepayments {Note 1 & 3) 13,761,696 11,264,175
Total Intragovernmental 167,213,071 161,678,643
Assets With The Public:
Cash, Foreign Currency and Other Monetary Assets (Note 1) 144,084 83,543
Accounts Receivable, net (Note 1 & 4) 6,854
Advances and Prepayments {Note 1& 3) 34,813,336 34,328,174
Total Assets $ 202,170,490 $ 186,997,114
Liabilities: (Note 5)
Intragovernmental:
Accounts Payable {Note 1 & 5) 6,000
Other: {Note 5 & 6)
Employer Contributions and Payroll Taxes Payable 14,132 11,790
Liability for Advances and Prepayments 530,350 133,962
Total Intragovernmental 650 482 146,742
Liabilities With the Public:
Accounts Payable {Note 1 & 5) 8,863,266 8,256,226
Other: (Note 1,5 & 6)
Accrued Funded Payroll and Leave 156,548 134,318
Employer Contributions and Payroll Taxes Payable 1,080 902
Unfunded Leave 464,188 496,176
Liability for Advances and Prepayments 877,856
Other Liabilities Without Related Budgetary Obligations 231,407 170,866
Total Liabilities $ 11,134,826 $ 9,204,229
Net Position:
Unexpended Appropriations - All Other Funds
(Consolidated Totals) 188,641,706 173,078,206
Cumulative Results of Operations - All Other
Funds (Consolidated Totals) 2,493,959 3,714,679
Total Net Position - All Other Funds
(Consolidated Totals) 191,035,664 176,792,885
Total Net Position 191,035,664 176,792,885
Total Liabilities and Net Position $ 202,170,480 $ 186,997,114

The accompanying notes are an integral part of these statements.
1
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For The Years Ended September 30, 2014 and 2013

2014 2013
Program Costs:
ARC:
Gross Costs 69,513,915 82,842,408
Less: Earned Revenue 3,412,609 4,408,666
Net Program Costs {Note 9) 66,101,306 78,433,742
Net Cost of Operations $ 66,101,306 78,433,742

The accompanying notes are an integral part of these statements.
2
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STATEMENT OF CHANGES IN NET POSITION
For The Years Ended September 30, 2014 and 2013

2014 2013
Total Total

Cumulative Results of Operations:

Beginning Balances $ 3,714,679 $ 2,657,229

Beginning balance, as adjusted 3,714,679 2,657,229
Budgetary Financing Sources:

Appropriations used 64,853,502 79,462,208
Other Financing Sources (Non-Exchange):

Imputed financing 27,084 28,984

Total Financing Sources 64,880,586 79,491,192

Net Cost of Operations 66,101,306 78,433,742

Net Change (1,220,720} 1,057,450

Cumulative Results of Operations 2,493,959 3,714,679
Unexpended Appropriations:

Beginning Balance 173,078,206 187,638,756

Beginning Balance, as adjusted 173,078,206 187,638,756
Budgetary Financing Sources:

Appropriations received 80,317,000 68,263,000

Other adjustments - (3,361,342)

Appropriations used {64,853,501) (79,462,208)

Total Budgetary Financing Sources 15,463,499 {14,560,550)

Total Unexpended Appropriations 188,541,705 173,078,206

Net Position $ 191,035,664 $ 176,792,885

The accompanying notes are an integral part of these statements.
3
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The Years Ended September 30, 2014 and 2013

2014 2013
Budgetary Budgetary
BUDGETARY RESOURCES
Unobligated balance brought forward, October 1 $ 27,331,424 22,748,114
Unobligated balance brought forward, October 1, adjusted 27,331,424 22,748,114
Recoveries of prior year unpaid obligations {(unobligated balances) 7,188,386 4,816,928
Unobligated balance from prior year budget authority, net 34,519,810 27,565,042
Appropriations (discretionary and mandatory) 80,317,000 72,594,252
Spending authority from offsetting collections 7,522,871 1,083,761
Total budgetary resources $ 122,359,681 101,223,055
STATUS OF BUDGETARY RESOURCES
Obligations incurred $ 85,146,191 73,891,632
Apportioned 37,213,490 23,141,679
Exempt from apportionment 1,890,715
Unapportioned 2,199,030
Unobligated balance brought forward, end of year 37,213,490 27,331,424
Total budgetary resources $ 122,359,681 101,223,055
CHANGE IN OBLIGATED BALANCE
Unpaid obligations, brought forward, October 1 (gross) $ 112,569,538 130,063,541
Obligations incurred (Note 10) 85,146,191 73,891,632
Outlays {gross) (-) {74,702,865) (86,568,707)
Recoveries of prior year unpaid obligations {-) {7,188,386) (4,816,928)
Unpaid obligations, end of year (Note 11) 115,824 478 112,669,538
Obligated balance, start of year (net) 112,569,538 130,063,541
Obligated balance, end of year (net) $ 115,824 478 112,569,538
BUDGET AUTHORITY AND OUTLAYS, NE1
Budget authority, gross (discretionary and mandatory) $ 87,839,871 73,658,013
Actual offsetting collections (discretionary and mandatory) (-) (7,622,871) (1,083,761)
Budget authority, net (discretionary and mandatory) 80,317,000 72,594,252
Outlays, gross (discretionary and mandatory) 74,702,865 86,568,707
Actual offsetting collections (discretionary and mandatory) {-) {7,522,871) (1,063,761}
Outlays, net (discretionary and mandatory) $ 67,179,954 85,504,946
Distributed offsetting receipts (-) 4,158,000
Agency outlays, net {discretionary and mandatory) $ 67,179,994 81,345,946

The accompanying notes are an integral part of these statements.
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Note 1 — Summary of Significant Accounting Policies

Reporting Entity

The Appalachian Regional Commission (ARC) was established under the Appalachian
Regional Development Act of 1965, as amended. ARC is a regional development agency
designed to function as a federal, state, and local partnership. ARC is not a federal
executive branch agency (as defined in Title 5 and 31 of the United States Code and by
the Department of Justice).

Commission members are comprised of a federal member (Federal Co-Chair), who is
appointed by the President of the United States, and the governors of each of the 13 states
in the Appalachian Region. The state members elect a State Co-Chair from their
members. ARC has an Executive Director and Program and Administrative Offices that
implement the policies and procedures established by the Federal and State Co-Chairs.
ARC personnel are comprised of both federal and non-federal employees.

ARC supports economic and social development in the Appalachian Region. The
Appalachian Region is a 205,000 square mile region from Southern New York to
Northern Mississippi. The ARC programs affect 420 counties located in 13 states
including all of West Virginia and parts of Alabama, Georgia, Kentucky, Maryland,
Mississippi, New York, North Carolina, Ohio, Pennsylvania, South Carolina, Tennessee,
and Virginia.

Fund Accounting Structure

ARC's financial activities are accounted for by utilizing individual funds and fund
accounts in reporting to the U.S. Treasury and the Office of Management and Budget
(OMB). For financial statement purposes, these funds are classified all other funds, which
consist of area development program funds and funding for the Office of the Federal Co-
Chair and the Office of Inspector General.

Funds from Dedicated Collections

Statement of Federal Financial Accounting Standards (SFFAS) 43 replaced SFFAS 27
and resulted in a significant change in the definition of what was previously known as
"earmarked funding." SFFAS 43 states that funds from dedicated collections are
financed by specifically identified revenues, provided to the government by non-federal
sources, often supplemented by other financing sources, which remain available over
time. These specifically identified revenues and other financing sources are required by
statute to be used for designated activities, benefits or purposes, and must be accounted
for separately from the government’s general revenues.
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As of FY 2014 it was determined that ARC funding that previously was designated
"earmarked" did not qualify under the new definition for "Funds from

Dedicated Collections" and are not presented separately in these financial statements.

Budgets and Budgetary Accounting

ARC programs and activities are funded through no-year appropriations and
contributions from the 13 states in the Appalachian Region. Federal funds are available
without fiscal year limitation and remain available until expended. Because of the no-
vear status of the funds, unobligated amounts are not returned to the U.S. Treasury.

Basis of Accounting and Presentation

These financial statements present the financial position, net cost of operations, changes
in net position, and budgetary resources of ARC in accordance with U.S. generally
accepted accounting principles (GAAP) and form and content requirements of OMB
Circular A-136 Financial Reperting Requirements. GAAP for federal entities are the
standards prescribed by the Federal Accounting Standards Advisory Board (FASAB),
which is the official standard-setting body for the federal government. The financial
statements have been prepared from the books and records of ARC, and include the
accounts of all funds under the control of the ARC reporting entity.

U.S. generally accepted accounting principles encompass both accrual and budgetary
transactions. Under accrual accounting, revenues are recognized when earned, and
expenses are recognized when incurred. Budgetary accounting facilitates compliance
with legal constraints on, and controls over, the use of federal funds. These financial
statements are prepared by ARC pursuant to OMB directives and used to monitor ARC's
use of budgetary resources.

Fund Balance with U.S. Treasury

ARC's cash receipts and disbursements are processed by the U.S. Treasury. Funds with
U.S. Treasury represent obligated and unobligated no-year funds available to finance
allowable current and future expenditures.

Cash in Commercial Institutions

ARC uses commercial bank accounts to accommodate collections and payments that
cannot be processed by the U.S. Treasury. Cash in commercial institutions totaled
$144,084 and $83.543 at September 30, 2014 and 2013, respectively.
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Advances

ARC advances funds to other federal agencies for work performed on its behalf under
various reimbursable agreements. These intra-governmental advances are recorded as an
asset, which is reduced when actual expenditures or the accrual of unreported
expenditures are recorded.

ARC also has advances made to grantees. These primarily include revolving loan fund
payments to provide pools of funds to be made available to grantees to create and retain
jobs. These advance payments are recorded by ARC as an asset, which is reduced if the
revolving fund is terminated.

Equipment

ARC’s equipment is recorded at cost. Depreciation is computed using the straight-line
method over the estimated useful lives of the assets. The capitalization threshold is
$35,000. All equipment was fully depreciated at September 30, 2014 and 2013.

Liabilities

Liabilities represent probable amounts to be paid by ARC as a result of past transactions.
Liabilities covered by budgetary or other resources are those for which Congress has
appropriated funds or funding is otherwise available to pay amounts due.

Liabilities not covered by budgetary or other resources represent amounts owed in excess
of available congressionally appropriated funds or other amounts. The liquidation of
liabilities not covered by budgetary or other resources is dependent on future
Congressional appropriations or other funding,

Accounts Payable

Accounts payable consists of amounts owed to grantees and amounts owed to federal and
nonfederal entities for goods and services received by ARC.

Benefits Due and Payable:

Unfunded Annual Leave

Annual leave is accrued as it is earned and the accrual is reduced as leave is taken. Each
year, the balance in the accrued leave account is adjusted to reflect current pay rates. To
the extent current or prior year appropriations are not available to fund annual leave
earned but not taken, funding will be obtained from future financing sources. Sick leave
and other types of non-vested leave are expensed as taken.
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Retirement Benefits

ARC’s federal and certain non-federal employees participate in the Civil Service
Retirement System (CSRS) or the Federal Employees’ Retirement System (FERS). FERS
was established by the enactment of Public Law 99-335. Pursuant to this law, FERS and
the Social Security and the Thrift Savings Plan program automatically cover most
employees hired after December 31, 1983. Employees hired before January 1, 1984
elected to participate in the FERS and Social Security or to remain in CSRS.

All federal and certain non-federal employees are eligible to contribute to the Thrift
Savings Plan (TSP). For those employees participating in the FERS, a TSP account is
automatically established and ARC makes a mandatory one percent contribution to this
account. In addition, ARC makes matching contributions, ranging from one to four
percent, for FERS eligible employees who contribute to their TSP accounts. Matching
contributions are not made to the TSP accounts established by CSRS employees. FERS
employees and certain CSRS reinstatement employees are eligible to participate in the
Social Security program after retirement. In these instances, ARC remits the employer’s
share of the required contribution.

The Office of Personnel Management (OPM) actuaries determine pension cost factors by
calculating the value of pension benefits expected to be paid in the future and
communicate these factors to ARC. OPM also provides information regarding the full
cost of health and life insurance benefits. Reporting amounts such as plan assets,
accumulated plan benefits, and related unfunded liabilities, if any, is the responsibility of
OPM.

ARC also has a Defined Benefit Pension Plan which was open to all employees not
participating in CSRS and FERS. ARC uses an October 1 measurement date for its plan.

In February 2000 ARC established a 401(k) retirement plan that mirrors FERS. The plan
covers substantially all non-federal employees. Employees are eligible to participate in
and are fully vested in the plan upon employment. ARC’s funding policy is to make a 3%
contribution of total salary and a matching 3% of the first 50% of the participants’
contributions to the plan up to 6% of total salary.

Parent Child Reporting

ARC is a party to allocation transfers with other federal agencies as both a transferring
(parent) entity and receiving (child) entity. Allocation transfers are legal delegations by
one department of its authority to obligate budget authority and outlay funds to another
department. A separate fund account (allocation account) is created in the U.S. Treasury
as a subset of the parent fund account for tracking and reporting purposes. All allocation
transfers of balances are credited to this account, and subsequent obligations and outlays
incurred by the child entity are charged to this allocation account as they execute the
delegated activity on behalf of the parent entity. Generally, all financial activity related to
these allocation transfers (e.g., budget authority, obligations, outlays) is reported in the

8
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financial statements of the parent entity, from which the underlying legislative authority,
appropriations and budget apportionments are derived. ARC allocates funds, as the parent
agency, to the U.S. Department of Transportation, Housing and Urban Development, the
Rural Development Agency, U.S. Army Corps of Engineers and the Economic
Development Agency. Additionally, ARC receives allocation transfers, as the child
agency from the U.S. Department of Transportation to cover Appalachian Development
Highway System administrative costs,

Net Position

Net position is the residual difference between assets and liabilities and is comprised of
unexpended appropriations and cumulative results of operations. Unexpended
appropriations represent the amount of unobligated and unexpended budget authority.
Unobligated balances are the amount of appropriations or other authority remaining after
deducting the cumulative obligations from the amount available for obligation. The
cumulative results of operations are the net results of ARC’s operations since inception.

Net Cost of Operations
Earned revenues arise from the collection of state contributions and are deducted from

the full cost of ARC's major programs to arrive at net program cost. Earned revenues are
recognized by ARC to the extent reimbursements are payable from the public, as a result
of costs incurred or services performed on the public’s behalf.

Budgetary Financing Sources
Budgetary financing sources other than earned revenues provide funding for ARC’s net

cost of operations and are reported on the Statement of Changes in Net Position. These
financing sources include amounts received from Congressional appropriations to support
its operations. A financing source is recognized for these appropriated funds received.

Management has made certain estimates when reporting assets, liabilities, revenue, and
expenses, and in the note disclosures. The preparation of financial statements in
conformity with generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Tax Exempt Status

As an instrumentality of the federal government, ARC is exempt from income taxes
imposed by any governing body whether it is a federal, state, commonwealth, local, or
foreign government and exempt from sales and use taxes of the District of Columbia.
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Note 2 — Fund Balance With Treasury

ARC’s fund balance with treasury at September 30 consisted of the following:

A. Fund Balances 2014 2013
Trust Fund $413,4006 $2.795,767
Appropriated Funds 153,037,969 137,518,601
Total Fund Balance with Treasury 153,451,375 140,314,368
B. Status of Fund Balance with Treasury
1) Unobligated Balance
a) Available 37,213,490 25,132,394
b) Unavailable 2,199,030
2) Obligated Balance not yet Disbursed 115,824,478 112,569,538
3) Temporary Sequestration 413,406 413 406
Total $153,451,375 * $5140,314 368
*Rounding
Note 3 — Advances
Advances at September 30 consist of the following:
1. Intragovernmental
Advances to the U.S. Army Corps of Engineers 5 - 5 7,827
Advances to the Tennessee Valley Authority 13,737,816 11,249,343
Advances to the Environmental Protection Agency 23,880 7,005
13,761,696 11,264,175
2. Other
Advances to grantees to finance future program
expenditures
-Revolving Loan Fund 29,218,072 28,960,530
-Non-Revolving Loan Fund 2,594,260 3,721,478
Prepaid Pension Expense 3,001,003 1,646,166
34813335 34,328,174
Total $ 48,575,031 $ 45,592,349

Intragovernmental: ARC advances funds to other federal agencies for work performed on
its behalf under various reimbursable agreements for construction projects. These intra-
governmental advances are recorded as an asset, which is reduced when actual
expenditures or the accrual of unreported expenditures are recorded.

10
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Other: ARC also has advances made to grantees that are not federal entities. The
majority of these advances are disbursed to grantees operating revolving loan funds, the
remaining amounts are to all other grantees.

¢ Revolving Loan Fund Grantees - ARC provides grants to revolving loan funds
operating in its region for the purpose of saving and creating private-sector jobs.
Because of the revolving nature of the funds, the grants have no fixed end date.
Grant funds provided to revolving loan funds retain their federal identity and are
subject to the Cash Management Improvement Act of 1990 (Public Law 101-
453), for which the Appalachian Regional Commission has established a policy
on excess cash. Accounting treatment of RLF transactions is that cash outlays are
recorded as increases to SGL 1410 Advances and Prepayments and refunds of
excess cash are recorded as decreases to SGL 1410 Advances and Prepayments.

e Non-Revolving Loan Fund Grantees — ARC advances funds to non-federal
grantees for work performed on its behalf under various grant agreements. These
advances are recorded as an asset, which is reduced when actual expenditures or
the accrual of unreported expenditures are recorded.

Note 4 — Accounts Receivable
The line item represents the gross amount of monies owed to ARC. The receivable of

$6,854 in FY2013 is monies owed by the States. This amount represents the fourth
quarter contribution to the Trust Fund which will be paid in fiscal year 2014.

Accounts Receivable FY 2014 FY 2013
$0 56,854

Note 5 — Liabilities Not Covered by Budgetary Resources

The accrued liabilities of ARC are comprised of program expense accruals, payroll
accruals and unfunded annual leave earned by employees. Program expense accruals
represent expenses that were incurred prior to year-end but were not paid. Similarly,
payroll accruals represent payroll expenses that were incurred prior to year-end but were
not paid.
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Liabilities at September 30, 2014 and 2013 consist of the following:

2014 2013

With the Public

Unfunded annual leave $464,188 $496,176
Total liabilities not covered by budgetary resources 464,188 496,176
Advances

Advances from Centers for Disease Control 530,350 133,952

Advances from Non Federal Vendors 877,856

Total Advances 1,408,206 133,052
Benefits Due

Accrued health and flexible spending benefits 87,323 87,323

Accrued salaries and benefits 171,760 147,010

Total benefits due 259,083 234,333
Intragovernmental Accounts Payable 6,000
Payments Due to grantees to finance program expenditure 8,853,265 8,256,225
Commercial Bank Balance 144,084 83,543
Total liabilities covered by budgetary resources 10,670,638 8,708,053
Total Liabilities $11,134.826 $9,204.229

Note 6 — Other Liabilities

As of September 30, 2014, other liabilities with the public consist of Accrued Funded
Payroll and Leave of $464,188; Employer Contribution and Taxes Payable of $1,080;
Benefits Due and Payable of $156,548; Advances from Non Federal Sources of
$877,856; and Accrued Health and Flexible Spending Benefits of $87,323 and
Commercial Bank Balance of $144,084. Other Liabilities Federal consists of Advances
from Other — Federal in the amount of $530,350; and Employer Contributions and Taxes
Payable of $14,132.

As of September 30, 2013, other liabilities with the public consist of Accrued Funded
Payroll and Leave of $496,176; Employer Contribution and Taxes Payable of $902;
Benefits Due and Payable of $134,318; and Accrued Health and Flexible Spending
Benefits of $87,323 and Commercial Bank Balance of $83,543. Other Liabilities Federal
consists of Advances from Other — Federal in the amount of $133,952; and Employer
Contributions and Taxes Payable of $11,790.
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With the Public ~ Non-Current Current Total
2014  Other Liabilities 1,573,452 157,628 $1,731,080
2013  Other Liabilities 667,042 135221 $802,263
Intragovernmental Non-Current Current Total
2014 Other Liabilities 530,350 14,132 $544,482
2013  Other Liabilities 133,952 11,790 $145,742

Note 7 — Retirement Plans
Federal

ARC participates in the Civil Service Retirement System (CSRS) and the Federal
Employees Retirement System (FERS) for federal and certain non-federal employees.
The CSRS and FERS plans are administered by the OPM. ARC’s contributions to these
plans for FY 2014 were $5,192 and $101,122 for CSRS and FERS, respectively and
contributions for FY 2013 were $5,157 and $100,539 for CSRS and FERS, respectively.

Several employees also participate in the Federal Employees Health Benefit plan (FEHB)
and the Federal Employees Group Life Insurance program (FEGLI), also administered by
OPM. ARC pays a portion of the cost of current employees. Post-retirement benefits are
paid by OPM. ARC’s contributions to these plans for FY 2014 were $41,405 and $769
and for FY 2013 were $39,169 and $731 for FEHB and FEGLI, respectively.

ARC does not report in its financial statements CSRS, FERS, FEHB or FEGLI assets,
accumulated plan benefits or unfunded liabilities, if any, applicable to its employees.

ARC also contributed $39,269 and $37,698 to the Federal Thrift Savings plan for all
eligible employees for the years ended September 30, 2014 and 2013, respectively.
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Non-Federal

The following table presents the pension benefit expense for the defined benefit pension
plan by component for fiscal years 2014 and 2013:

2014 2013
Service cost $820,266 $849.366
Interest cost 921,154 773,838
Expected return (1,341,778) (1,102,960)
Amortization of prior service cost
Recognized loss 315874 591,300
Net periodic benefit cost $715,516 $1,111,544

The following table presents the pension liability or prepayment by component for fiscal
years 2014 and 2013:

2014 2013
Pension liability at October 1 ($1,646,166) ($867,200)
Net periodic benefit expense $715,516 $1,111,544
Contributions (2,070,353) (1,890,510)
Pension Prepayment at September 30 ($3,001,003) ($1,646,166)

2014 2013
Additional Information
Benefit obligation ($22,728,377) ($20,092,021)
Fair value of plan assets 20,275,543 17.410,469
Funded status ($2,452.834) ($2,681,552)
Employer contribution $2,070,353 $1,890,510
Participant contribution 6,351 15,512
Benefits paid 274,444 253,339
Net periodic benefit expense 20,275,543 1,111,544

The accumulated benefit obligation was $21,069,822 and $18,586,607 at September 30,
2014 and 2013, respectively.

14
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Weighted-average of economic assumptions used to determine benefit obligations at

September 30:
2014 2013
Discount rate 4.00% 4.65%
Rate of compensation increase 3.00% 3.00%

Weighted-average of economic assumptions used to determine net periodic benefit cost
for the years ended September 30:

2014 2013
Discount rate 4.65% 3.85%
Expected return on plan assets 7.25% 7.25%
Rate of compensation increase 3.00% 3.00%

Plan Assets

Pension plan weighted-average asset allocations at September 30 are as follows:

2014 2013
Agset Category
Equity securities 34.68% 33.27%
Debt securities 59.99% 60.79%
Real Estate 5.30% 5.45%
Other 0.03% 0.49%
Total assets 100.00% 100.00%

15

FY 2014 PERFORMANCE AND ACCOUNTABILITY REPORT / APPALACHIAN REGIONAL COMMISSION 75



FINANCIAL REPORT

Appalachian Regional Commission
Notes to Financial Statements
September 30, 2014 and 2013

The following benefit payments, which reflect expected future service, as appropriate, are
expected to be paid:

Fiscal Year Amount
2015 851,952
2016 862,016
2017 928,273
2018 1,001,311
2019 1,025,905
Years 2020-2024 5,670,319

ARC contributed $222,180 and $214,718 to the 401(k) plan for the years ended
September 30, 2014 and 2013, respectively.

Note 8 — Operating Lease

ARC’s lease for its office commenced on April 30, 2013 and extends through March 31,
2025. The future minimum lease payments required under this lease are as follows:

2015 S 883,605
2016 903,544
2017 924,965
2018 946,841
Thereafter 6,796,635
Total $ 10,455,590

Rent expense for the years ended September 30, 2014 and 2013 was $858,459 and
$830,442, respectively.
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Note 9 — Intragovernmental Costs and Exchange Revenue

Intragovernmental costs are those of goods/services purchased from a federal entity.

Total Total
2014 2013
ARC

Intragovernmental costs $ 7,196,728 $ 7267203
Public costs 62,317,187 75,575,205
Total ARC Program costs 69,513,915 82,842,408
[ntragovernmental earned revenue 172,500
Public earned revenue 3,412,609 4,236,166
Total ARC Program earned revenue 3,412,609 4 408,666

Total ARC Program Net Costs $ 66,101,306 $ 78,433,742

Note 10 — Status of Budgetary Resources

A Apportionment Categories of Obligations Incurred

Obligations incurred reported on the Statement of Budgetary Resources consist of the

following:
2014 2013

Direct Obligations

Category A

Category B $ 79098495 $ 61473315

Exempt 2,017,690 12,099,151
Total direct obligations 81,116,185 73,572,466
Reimbursable Obligations

Category B 2,012,316 30,000

Exempt 2,017,690 289,166
Total reimbursable obligations 4,030,006 319,166
Total Obligations $ 85,146,191 $ 73,891,632

Apportionment is a plan, approved by the OMB, to spend resources provided by one of
the annual appropriations acts, a supplemental appropriations act, a continuing resolution,
or a permanent law (mandatory appropriations). OMB Circular A-11 defines
apportionment categories as follows:

s Category A apportionments distribute budgetary resources by fiscal quarters.
s Category B apportionments typically distribute budgetary resources by activities,
projects, objects or a combination of these categories.

17
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¢+ Exempt — Exempt from apportionment {see OMB Circular A-11, paragraph 120.8
tor details).

B. Permanent Indefinite Appropriations

The Commission’s permanent indefinite appropriation includes the trust fund.

C. Explanation of Differences between the Statement of Budgetary Resources and the
Budget of the U.S. Government

Statement of Federal Financial Accounting Standards No. 7, Accounting for Revenue and
Other Financing Sources and Concepts for Reconciling Budgetary and Financial
Accounting, calls for explanations of material differences between amounts reported in
the Statement of Budgetary Resources (SBR) and the actual balances published in the
Budget of the U.S. Government (President’s Budget). The Budget of the U. S.
Government, with the Actual column completed for 2014 and 2013, was reconciled to the
Statement of Budgetary resources as follows:

2013
Distributed
Budgetary Obligations  Offsetting Net

(Dollars in Millions) Resources  Incurred Receipts  Outlays
Statement of Budgetary Resources s101 $74 $4 $86
Reconciling Items

Offsetting collections and receipts 1 14 0 (6)
Budget of the U.S. Government $102 $88 $4 $80

Note 11 — Undelivered Orders at the End of the Period

The amount of Unpaid Obligated Balance, Net, End of Period shown on the Statement of
Budgetary Resources includes obligations relating to Undelivered Orders (goods and
services contracted for but not yet received at the end of the year) and Accounts Payable
(amounts owed at the end of the year by ARC for goods and services received). The
amount of each is as follows:

Undelivered Orders Accounts Pavable Unpaid Obl. Balance, Net

2014 $106,793,454 $9,031,024 $115,824,478
2013 $104,166,302 $8.,403,236 $112,569,538
18
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Note 12 — Reconciliation of Net Cost of Operations (proprietary) to Budget
(formerly the Statement of Financing)

A reconciliation between budgetary resources obligated and net cost of operations (i.e.
providing an explanation between budgetary and financial (proprietary) accounting) is as

follows:

2014 2013
Budgetary Resources Obligated $ 85.146.191 $ 73.891.632
Spending Authority from Recoverics and
Offsetting Collections (14.711.258) {5.880,689)
Distributed Offsctting Receipts (4,159,000)
Imputed Financing from Costs Absorbed by Others 27.084 28,984
Changes in Budgetary Resources Obligated for
Goods, Services. and Benefits Ordered but Not Yet
Provided (4,335.578) 18,463,287
Other 212.000
Resources that Finance the Acquistion of Assets 6.854 (6,854)
Resources that Do Not Affect Net Cost of
Operations (4.159.000)
Financing Sources Yet to be Provided (31,988) 43383
Nct Cost of Operations $ 66101306 |* | $ 78433742 |*
*Rounding

Note 13 — Subsequent Events

ARC has evaluated subsequent events occurring after the balance sheet date and through
the date of November 25, 2014, the date the financial statements were available for
release. Based upon this evaluation, ARC has determined that no subsequent events have
occurred which require disclosure in the financial statements.

19
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Stewardship Investments
Stewardship investments are substantial investments that are made by the federal government for the benefit of the nation but
are not physical assets owned by the federal government. Such investments are measured in terms of expenses incurred for

non-federal physical property, human capital, and research and development.

ARC invests in non-federal physical property, human capital, and research and development through its Area Development

Program, which funds projects that support the goals and objectives set forth in the Commission’s strategic plan.

ARC Investment in Non-Federal Physical Property

Non-federal physical property investments are expenses included in net cost of operations for the purchase, construction, or
major renovation of physical property owned by state and local governments. In FY 2014, ARC'’s investment in non-federal
physical property included grants for water and sewer system construction and improvements; storm sewer construction; utili-

ties installation; and access road construction.

ARC Investment in Non-Federal Physical Property

Fiscal Year 2010 $28,319,925
Fiscal Year 2011 $30,983,135
Fiscal Year 2012 $45,613,656
Fiscal Year 2013 $41,265,515
Fiscal Year 2014 $31,413,574

ARC Investment in Human Capital

Human capital investments are expenses included in net cost of operations for education and training programs that are
intended to increase or maintain national economic productive capacity and that produce outputs and outcomes that provide
evidence of maintaining or increasing national productive capacity. ARC's investments in human capital in FY 2014 included
grants for education and job training programs in areas including workforce training, dropout prevention, math and science,

child development, and health.
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Fiscal Year 2011 $8,931,430

Fiscal Year 2013 $8,634,520

ARC Investment in Research and Development

Research and development investments are expenses included in net cost of operations that support the search for new or
refined knowledge and ideas and for the application or use of such knowledge and ideas with the expectation of maintaining
or increasing national economic productive capacity or yielding other future benefits. In FY 2014, ARC invested in applied
research through the following projects: an analysis of household wealth and poverty in the Appalachian Region; an evaluation
of the contribution made by forests and wood products to sustainable economic growth in the Appalachian Region; a study
looking at college completion rates in the Appalachian Region; a program evaluation of ARC's job-creation programs; a pro-
gram evaluation of ARC's health programs; an analysis of demographic and socioeconomic changes to the Region since 1965; a
report of emerging job-creation strategies for communities in the health-care, energy, manufacturing and local food systems

sectors; and an analysis of the economic diversity of the Region.

ARC Investment in Research and Development

Fiscal Year 2011 $269,232

Fiscal Year 2013 $422,764
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ARC PERFORMANCE MEASURES

As an investor in grassroots economic development, ARC's performance is in large measure dependent on the achievements of

its local, state, and regional partners. To measure its effectiveness, ARC will look at the following four areas of performance:

Leverage. ARC will measure additional public and private financial and technical support attracted by Commission investments.
Jobs. ARC will gauge its involvement in job-generating programs by measuring both jobs created and jobs retained.

Employability. ARC will measure improvements in high school graduation rates, increases in college attendance and gradua-
tion rates, the number of participants completing workforce training programs, and the number of children served in early

childhood education programs.

Infrastructure Development and Connectivity. ARC will look at the number of citizens served by new or improved infra-
structure; connections made between modes of transportation, particularly between railways and highways; and highway

miles opened to traffic.

PERFORMANCE GOALS

Assuming ARC's annual funding remains at the current level, the Commission is committed to the following six-year and twelve-

year performance goals:

Six-Year Performance Goals

120,000 jobs will be created or retained.

120,000 households will be served with new or improved water and sewer infrastructure.

120,000 citizens of the Region will benefit from enhanced education and job-related skills.

150 additional miles (net increase) of the Appalachian Development Highway System will be opened to traffic (based on

the current level of transportation funding from the U.S. Congress).
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Twelve-Year Performance Goals

e 240,000 jobs will be created or retained.

e 240,000 households will be served with new or improved water and sewer infrastructure.
® 240,000 citizens of the Region will benefit from enhanced education and job-related skills.

e 300 additional miles (net increase) of the Appalachian Development Highway System will be opened to traffic (based on

the current level of transportation funding from the U.S. Congress).

The Appalachian Regional Commission tracks the programs it supports and reports its findings regarding performance on a

yearly basis. ARC's current performance and accountability report can be found on the ARC Web site at www.arc.gov.
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APPALACHIAN A Proud Past, Office of Inspector General
REGIONAL A New Vision
COMMISSION

October 15, 2014

MEMORANDUM FOR FEDERAL CO-CHAIR

i
From:  Hubert N. Sparks, Inspector General / ; -//L%»A

Subject: Management and Performance Challenges Facing the Appalachian Regional
Commission

The Reports Consolidation Act of 2000 requires we provide you with our perspective on the
most serious management and performance challenges facing the Commission for inclusion in
the Commission’s annual Performance and Accountability Report. Our compilation of these
challenges was derived from our consideration of audit reports, open recommendations, and
discussions with contract auditors and ARC personnel.

Grant Management

A continuing management challenge derives from the required transfer of grant administration
for construction related projects to other Federal Agencies (Child Agencies). This contributes to
delays in obtaining information on project status and timely ARC and State follow-up action on
inactive grants to determine the potential for grant closings, cancellation and de-obligations
that would make funds available for other needed economic development projects in
Appalachia. In order to reduce Child Agency issues ARC also utilizes State Agencies to provide
grant administration for construction related grants.

A particular and continuing challenge involves addressing the grant application and approval
process that results in an inordinate number of grant applications and approvals being
processed in the latter three months of the fiscal year. As a result there is an unbalanced staff
workload and the significant year end approvals and obligations could be subject to criticism.
This challenge involves various factors including delayed grant application submissions by
States and availability of funding due in part to the OMB apportionment process used for ARC.

ARC has implemented performance measures for grants and identifying specific measures with
respect to some entities that receive annual grants and approval of additional grantee funds
when large accumulated balances remain available are considered challenges worthy of
additional action.

1666 CONNECTICUT AVENUE, NW WASHINGTON, DC 20009-1068 (202) 884-7675 FAX (202) 884-7696 WwWww.arc.gov
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Financial Reporting

The accuracy of Financial Reporting continued to improve. The FY 2014 audit of financial
statements rendered another “clean opinion”.

An ongoing challenge for ARC is to comply with OMB Circular A-136. One of ARC's most difficult
ongoing A-136 challenges is attempting to satisfy Section 3 Financial Section; 11.4.2 Q&As;
Question 5 of OMB Circular A-136, Financial Reporting Requirements, under which a parent
agency (transferor of the appropriation) must report all budgetary and proprietary activity in its
financial statements, whether that activity is material to Child Agencies or not. ARC has parent
relationships with five departments and agencies to each of whom it transfers its appropriated
funds for purposes of accomplishing economic development activities in the Appalachian
Region, largely through Federal grants. These activities are authorized by the Appalachian
Regional Development Act of 1965, as amended, 40 U.S.C. 14101-14704.

ARC transfers a material portion of its appropriation annually to these Child Agencies to carry
out its mission; however, the transfers are relatively minor for the child agencies receiving them
and are not material to their financial reporting. The Child Agencies’ auditors generally do not
audit at the materiality level needed by ARC and reports of activities and balances are not made
a priority by the Child Agencies. ARC has continued coordinating activities with basic agencies
to assure that required audit transaction testing data is received more timely from Child
Agencies.

ARC for Fiscal Year 2010, transferred its accounting function to a GSA shared services
accounting platform. Aside from resolving some initial difficulties of coordination, the platform
has helped improve accounting and control functions, especially those related to budgetary
accounting.

IT Support Infrastructure

Management has continued to address upgrading agency IT support infrastructure. ARC
continues emphasis and action on full implementation of ARC.net, its grant management
system, which provides online availability and control of operational information. Management
continued to contract with outside vendors providing IT support and completed its third fiscal
year utilizing accounting services provided by GSA. The FY 2014 Financial Statement Audit
indicates ARC’s arrangement with GSA is delivering acceptable results, despite the many
challenges associated with this action.
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SUMMARY OF FINANCIAL STATEMENT AUDIT AND
MANAGEMENT ASSURANCES

The following tables provide a summarized report on ARC's financial statement audit and its management assurances. For more

details the auditor’s report can be found on pages 54-79 and ARC's management assurances on pages 25-27.

Summary of Financial Statement Audit

Audit Opinion: Unmodified
Restatement: No

. Beginnin . Endin

Material Weaknesses 8 8 New Resolved |Consolidated 8
Balance Balance

Total Material Weaknesses 0 0 0 0 0

Summary of Management Assurances

Effectiveness of Internal Control over Financial Reporting— Federal Managers’ Financial Integrity Act of 1982
(FMIA, Section 2)

Statement of Assurance: Unmodified

. Beginnin . Endin
Material Weaknesses g g New Resolved |Consolidated g
Balance Balance
Total Material Weaknesses 0 0 0 0 0
Effectiveness of Internal Control over Operations—FMFIA 2
Statement of Assurance: Unmodified
. Beginnin . Endin
Material Weaknesses & g New Resolved |Consolidated g
Balance Balance
Total Material Weaknesses 0 0 0 0 0
Conformance with Financial Management System Requirements-FMFIA 4
Statement of Assurance: Systems conform with financial management system requirements
Beginnin . Endin
Non-Conformance & & New Resolved |Consolidated g
Balance Balance
Total Non-Conformance 0 0 0 0 0
Compliance with Federal Management Improvement Act
Agency Auditor
Overall Substantial Compliance
1. System Requirements No noncompliance noted
2. Federal Accounting Standards No noncompliance noted

3. United States Standard General Ledger at Transaction Level | No noncompliance noted
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