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EXECUTIVE SUMMARY™*

The U.S. Department of Justice Office of the Inspector General, Audit
Division, has completed an audit of an Office of Justice Programs (OJP),
Bureau of Justice Assistance (BJA), congressionally mandated grant to
MountainTop Technologies, Inc. (MountainTop). Between September 2004
and September 2006, BJA awarded MountainTop a total of $3,454,668,
distributed through one grant and two supplements.® The purpose of the
grant program was to help improve the ability of law enforcement agencies
in southwestern Pennsylvania to fight crime.

BJA CONGRESSIONALLY MANDATED AWARD
GRANT TO MOUNTAINTOP

GRANT AWARD AWARD DATE PROJECT AWARD AMOUNT
END DATE
2004-DD-BX-1374 09/23/04 05/31/07 $ 494,739
Supplement 1 09/23/05 05/31/08 986,643
Supplement 2 09/29/06 05/31/10 1,973,286
Total: $ 3,454,668 I

Source: Office of Justice Programs

The purpose of our audit was to determine whether reimbursements
claimed for costs under the grant were allowable, supported, and in
accordance with applicable laws, regulations, guidelines, and terms and
conditions of the grant. We also assessed the grantee’s performance in
meeting grant objectives and overall accomplishments.

We found that MountainTop was in material non-compliance with the
grant requirements we tested. We reviewed MountainTop’s compliance with

* Names or information that may implicate the privacy rights of individuals under the
Privacy Act of 1974, 5 U.S.C. § 552(a) have been redacted, that is, blacked out, from
Appendix 111 so that this report can be issued publicly. No other information has been excised
from this public report.

1 The congressionally mandated award was appropriated to the Office of Community
Oriented Policing Services (COPS) under its Law Enforcement Technology and Interoperability
grants, and then transferred to OJP (via an interagency agreement) for BJA to administer.



seven essential grant conditions and found material weaknesses in two of
the seven areas we tested: (1) monitoring subrecipients and (2) budget
management and control. Because of the deficiencies identified, we are
questioning $3,335,583 of the grant funds.

In performing our fieldwork, we found that MountainTop acted solely
as a pass-through entity for the grant funds it received and that individuals
within Pennsylvania’s 12th Congressional District Office (12th District Office)
were responsible for most decisions regarding the grant program.
Specifically, we found that the 12th District Office directed MountainTop in
how to distribute grant funds, including which law enforcement organizations
would receive funds and the amount and timing of funds to be disbursed.
We found that MountainTop maintained grant-related documentation,
including information supplied by those law enforcement agencies receiving
funds, submitted required reports regarding the grant, and performed
administrative functions for the grant and its supplements, including the
submission of grant applications and the confirmation that an outside audit
of the program was performed. We also noted that not all law enforcement
agencies in the 12th Congressional District of Pennsylvania received grant
funds.

MountainTop developed an internal accounting procedure manual
entitled The Congressionally Mandated Grant Management Guide, designed
specifically to manage the OJP grant, following the direction of the 12th
District Office. This guide established how funds were to be distributed to
the subrecipients and stated:

Law Enforcement agencies within the 12th District begin
the check issuing process [distribution of grant funds]
by submitting a formal letter to the 12th District Office
requesting grant funds and how they intend to use the
money. The 12th District Office will review the request
and, if approved, they will forward the request letter to
the MountainTop program manager with the amount to
be disbursed.

The 12th District Office then gave MountainTop “authority”, which
MountainTop exercised, to disburse funds using checks to the subrecipients
in specified amounts. After the funds were received, according to the guide,
subrecipients had 90 days to expend the grant money and 100 days to send
documentation supporting the grant expenditures to MountainTop. This
procedure was in direct violation of the OJP Financial Guide, which required
that funds on hand be minimized and limited to disbursements/
reimbursements to be made immediately or within 10 days of the grantee’s



drawdown of “Federal cash.” MountainTop maintained the supporting
documentation provided by the subrecipients for grant expenditures and
tracked the grant money spent by the subrecipient agencies.

During our fieldwork, we also found that MountainTop did not provide
adequate oversight of grant subrecipients. According to the OJP Financial
Guide, as the direct grant recipient, MountainTop was responsible for all
aspects of the program, including proper accounting and financial
recordkeeping of all subrecipient transactions. We visited 27 of the 118
grant subrecipients that received grant funds through MountainTop to
determine the level of monitoring performed by MountainTop. During our
visits, we found that MountainTop failed to evaluate the operations, records,
systems, procedures, or accounting practices of the subrecipients we
selected for review. In reviewing the accounting for grant funds at the
subrecipients, we noted instances where grant funds were not deposited in
subrecipient accounts, but were held in separate accounts, as well as
instances of commingling, and potential supplanting. Although we did not
find that grant funds were spent on non-law enforcement activities during
our site visits, the risk of waste, fraud, and abuse of grant funds was
certainly heightened due to MountainTop’s lack of oversight and monitoring.

We also found that MountainTop failed to control and manage the
grant budget. MountainTop did not ensure that grant-related expenditures
conformed to the approved grant budget. While MountainTop classified all
subrecipient expenditures as equipment, our testing found that actual
expenditures made by the subrecipients included charges for equipment,
personnel, training, and supplies. As a result, we were unable to determine
the grant funds expended permissible under the approved grant budget.

In addition to the issues of material non-compliance noted above, we
also determined that MountainTop charged overhead and general and
administrative rates to the grant without OJP approval to do so.

We found that MountainTop did not have a formal method to measure
performance of the program and did not ensure the goals and objectives of
the grant were reached.

Lastly, MountainTop’s independent auditors should have completed
two individual audit reports. However, MountainTop submitted only one of
the required annual program specific audits over a 2-year period.

These items are discussed in detail in the Findings and

Recommendations section of the report. Our audit objectives, scope, and
methodology are discussed in Appendix I.



We discussed our audit findings with MountainTop officials during our
fieldwork and included their comments in the report as applicable. However,
we have not updated our audit work since then because, based on the
irregularities identified, we referred the matter for investigation.

The OIG investigation found that MountainTop’s OJP grant application
statements about how it would administer the grant funds were not
consistent with how MountainTop actually administered those funds. In
addition, MountainTop failed to ensure that grant funds were spent in
accordance with allowable grant expenditures and the administration
processes described in its applications. The investigation further found that
MountainTop did not have adequate factual basis for the statements in its
certified Financial Status Reports to OJP that it spent the grant funds in
accordance with the grant award terms and conditions. In some instances,
this lack of factual knowledge resulted in inaccurate certifications by
MountainTop. We updated our audit report with this information obtained
from the investigation and provided the updated report to MountainTop for
its review.

Since our audit work was completed, we noted that MountainTop
received a Congressionally Mandated Grant, number 2008-DD-BX-0449, in
September 2008 for $1,964,730. According to grant award documents,
MountainTop was again responsible for distributing funds to law enforcement
agencies within the 12" District for the purchase of law enforcement
equipment. As of February 22, 2011, all of the funds for this grant had been
drawn down by MountainTop, and the grant was closed by OJP.

We requested a response to our draft report from MountainTop and
OJP, and their responses are appended to this report as Appendix Il and 1V,
respectively. Our analysis of both responses, as well as a summary of the
actions necessary to close the recommendations can be found in Appendix V
of this report.
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INTRODUCTION

The U.S. Department of Justice Office of the Inspector General (OIG),
Audit Division, has completed an audit of an Office of Justice Programs
(OJP), Bureau of Justice Assistance (BJA), congressionally mandated grant to
MountainTop Technologies, Inc. (MountainTop). Between September 2004
and September 2006, BJA awarded MountainTop a total of $3,454,668,
distributed through one grant and two supplements.? The purpose of the
grant program was to help improve the ability of law enforcement agencies
in southwestern Pennsylvania to fight crime. The majority of the grant
budget provided funding for the purchase of equipment.

BJA CONGRESSIONALLY MANDATED
GRANT TO MOUNTAINTOP

GRANT AWARD AWARD DATE PROJECT AWARD AMOUNT
END DATE
2004-DD-BX-1374 09/23/04 05/31/07 $ 494,739
Supplement 1 09/23/05 05/31/08 986,643
Supplement 2 09/29/06 05/31/10 1,973,286
Total: $ 3,454,668

Source: Office of Justice Programs

The objective of our audit was to determine whether reimbursements
claimed for costs under the grant were allowable, supported, and in
accordance with applicable laws, regulations, guidelines, and terms and
conditions of the grant. We also assessed the grantee’s program
performance in meeting grant objectives and its overall accomplishments.

Background

Since 1984, OJP has provided federal leadership in developing the
nation’s capacity to prevent and control crime, improve the criminal and
juvenile justice systems, increase knowledge about crime and related issues,
and assist crime victims. The BJA provides leadership and assistance in
support of local criminal justice strategies to achieve safer communities.

The BJA's overall goals are to (1) reduce and prevent crime, violence, and
drug abuse and (2) improve the functioning of the criminal justice system.

2 The congressionally mandated award was appropriated to the Office of Community
Oriented Policing Services (COPS) under its Law Enforcement Technology and Interoperability
grants, and then transferred to OJP (via an interagency agreement) for BJA to administer.
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MountainTop Technologies, Inc.

MountainTop is located in Johnstown, Pennsylvania, approximately 60
miles east of Pittsburgh. MountainTop is a for-profit, closely-held company
focusing on the development, delivery, management, and operation of
learning technology and transportation services.

Grant Overview

In performing our audit work, we found that, although MountainTop
was the recipient of the BJA grant award, it acted solely as a pass-through
entity for the grant funds it received. We determined that individuals
working for Pennsylvania’s 12th Congressional District Office (12th District
Office) were responsible for most decisions regarding the grant program.
Specifically, we found that the 12th District Office directed MountainTop how
to distribute grant funds, including which law enforcement organizations
would receive funds and the amount and timing of fund disbursements. We
found that MountainTop maintained grant-related documentation, including
information supplied by law enforcement agencies receiving funds,
submitted required financial status and progress reports, and performed
administrative functions for the grant and its supplements. Administratively,
MountainTop submitted grant applications and engaged an accounting firm
for an independent audit of the program. We also noted that the ultimate
subrecipients of grant funds were law enforcement agencies located
exclusively in the 12th Congressional District encompassing a portion of
southwestern Pennsylvania. However, we also determined that not all law
enforcement agencies in the 12th Congressional District received grant
funds.

MountainTop developed an internal accounting procedure manual
entitled The Congressionally Mandated Grant Management Guide, specifically
designed to manage the grant following the direction of the 12th District
Office. This guide established how funds were to be distributed to the
various law enforcement agencies (subrecipients) and stated:

Law Enforcement agencies within the 12th District begin
the check issuing process [distribution of grant funds] by
submitting a formal letter to the 12th District Office
requesting grant funds and how they intend to use the
money. The 12th District Office will review the request
and, if approved, they will forward the request letter to
the MountainTop program manager with the amount to
be disbursed.



The 12th District Office then gave MountainTop “authority,” which it
exercised, to disburse grant funds to the subrecipients in specified amounts.
After the funds were received by the subrecipients, according to the guide,
subrecipients had 90 days to spend the grant money and 100 days to
provide MountainTop with documentation supporting their expenditures.
MountainTop maintained the supporting expenditure documentation provided
by the subrecipients and tracked the grant money spent by each of the
various law enforcement agencies.

Because of the irregularities we identified while performing our audit,
we referred the matter for investigation. The investigation found that
MountainTop’s statements in its OJP grant applications about how the grant
funds would be administered did not accurately describe the manner in
which they were actually administered. In addition, the investigation
substantiated that MountainTop did not ensure that grant funds were spent
in accordance with allowable grant expenditures and the administration
processes as described in its grant applications. As a result, MountainTop
did not have an adequate factual basis for the statements in its Financial
Status Reports to OJP, on which it certified that funds were spent in
accordance with the grant award terms and conditions. The investigation
concluded further that, in some cases, MountainTop’s certifications were
plainly inaccurate.

Our Audit Approach

We tested compliance with what we consider to be the most important
conditions of the grants. The criteria we audited against are found in the
OJP Financial Guide. We tested MountainTop’s:

e grant expenditures to determine whether the costs charged to
the grant are allowable and supported,

e monitoring of subrecipients to determine whether the grantee
had taken appropriate steps to ensure that subrecipients comply
with grant requirements,

e Financial Status and Progress Reports to determine if the
required Financial Status Reports and Progress Reports were
submitted on time and accurately reflect grant activity,

e grant drawdowns to determine whether they were adequately
supported and if the grantee was managing grant receipts in
accordance with federal requirements,



e budget management and control to determine the overall
acceptability of budgeted costs by identifying any budget deviations
between the amounts authorized in the BJA-approved grant budget
and the actual costs incurred for each budget category,

e program income to determine if program income was properly
accounted for and applied to the grant, and

e program performance to determine whether MountainTop
achieved grant objectives and to assess performance and grant
accomplishments.

When applicable, we also tested for compliance in the areas of
matching funds and monitoring of sub-grantees. For the grant award and
accompanying supplements to MountainTop, we performed limited work to
determine that matching funds were not required and that there were no
subgrantees.



FINDINGS AND RECOMMENDATIONS
COMPLIANCE WITH ESSENTIAL GRANT REQUIREMENTS

We determined that MountainTop was in material
non-compliance with essential grant requirements. We found
that MountainTop: (1) did not adequately monitor grant
subrecipients and (2) exercised poor budget management and
control. MountainTop was responsible for all aspects of the
program including proper accounting and financial
recordkeeping of all subrecipient transactions, but did not
conduct any independent monitoring of the subrecipients. Due
to poor management and inadequate monitoring of
subrecipients, we found the grant funds were not spent by the
subrecipients according to grant requirements. As a result of
these deficiencies, we question $3,335,583 in grant
expenditures, or about 97 percent of the total grant award.

Overview

In performing this audit of the congressionally mandated grant
(including two supplements) awarded to MountainTop, we requested detailed
grant expenditure information. MountainTop provided over 15 binders of
grant related information, mostly consisting of documentation in support of
expenditures provided by the 118 subrecipients. We found that
MountainTop acted solely as a pass-through entity for the grant funds it
received and that individuals working for Pennsylvania’s 12th Congressional
District Office (12th District Office) were responsible for most decisions
regarding the grant program. We determined that MountainTop maintained
grant related documentation, submitted required reports regarding the
grant, and performed administrative functions for the grant and its
supplements.

Grant Expenditures

MountainTop’s grant expenditures consisted of (1) personnel and
indirect costs related to the administration of the grant program,
(2) payments for an independent audit of the grant program, and
(3) disbursements made to subrecipients in support of various law
enforcement expenditures.



Personnel and Indirect Costs

MountainTop spent a total of $9,884 on personnel costs, including
indirect costs, for performing grant administration. We found no exceptions
with the charging of personnel costs to the grant. However, MountainTop
charged an overhead rate of 98 percent and a general and administrative
rate of 21 percent to the personnel costs. We reviewed grant records and
confirmed with MountainTop that it did not have OJP budget approval to
charge any indirect costs to the grant. Therefore, we are questioning
$4,914 of indirect costs charged to the grant. In response, a MountainTop
official told us they are now requesting an indirect rate approval from OJP.

Program Specific Audit

OJP required MountainTop to have a program specific audit performed
that covered the management of the grant program in conformity with grant
requirements (see the Program Specific Audit Report section of this report
for details). MountainTop engaged an independent accounting firm and paid
a total of $5,885 for the audit. We reviewed supporting documentation for
the $5,885 and found no exceptions.

Subrecipient Payments

At the time of the audit, MountainTop requested grant funding of
$3,330,669 for subrecipient payments, but had only disbursed funds totaling
$2,280,513 to subrecipients to purchase law enforcement equipment.®> We
performed a limited review of the disbursements, made via checks to the
subrecipients, and determined the disbursements were properly accounted
for and adequately supported by MountainTop financial account activity
reports and bank statements.

Monitoring Subrecipients

According to the OJP Financial Guide, as the direct grant recipient,
MountainTop was responsible for all aspects of the program including proper
accounting and financial recordkeeping of all subrecipient grant funded
expenditures. Moreover, MountainTop was required to ensure that
subrecipients had a system of internal control in place to safeguard and
account for the grant funds. MountainTop was also required to provide

3 MountainTop provided accounting records for the $2,280,513 dispersed to
subrecipients. According to MountainTop personnel, MountainTop was in the process of
distributing the remaining $1,050,156 to subrecipients. Therefore, expenditure
documentation was unavailable to review at the time of our audit. Since our audit work,
MountainTop has requested all but $3,885 of the total grant funds, or a total of $3,450,783.
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adequate monitoring to ensure that subrecipients used the grant funds for
their intended grant authorized purpose.

Based on our preliminary findings that showed MountainTop failed to
adequately monitor the expenditures made by the subrecipients, we visited
27 of the 118 subrecipient locations, or nearly 23 percent of the law
enforcement agencies receiving grant funds, to determine the level of
monitoring performed by MountainTop. We selected our non-statistical
sample of 27 subrecipients based on factors that included amount of grant
funds received and location. These site visits were limited to establishing
the extent to which MountainTop performed monitoring functions as required
by the OJP Financial Guide. Our testing was not intended to examine the
expenditures made by each subrecipient and we did not attempt to
determine whether grant expenditures were allowable and supportable or
whether the subrecipients complied with all of the terms and conditions of
the grant. Instead, we examined the potential risks associated with the
grant funds to determine whether potential fraud, significant abuse, or
wasteful spending of the funds had taken place. Despite not testing the
grant funds received and expended by the subrecipients, we found
numerous instances during our site visits where subrecipients did not
conform to grant requirements. These instances are discussed in greater
detail below.

MountainTop’s Documentation

We requested and were provided a listing of 118 subrecipients (law
enforcement agencies) that received funding and the amount each received.
Additionally, MountainTop provided us with a list of subrecipient
grant-funded expenditures for which they received supporting
documentation from the subrecipients. We found that the documentation
maintained and used by MountainTop for the monitoring of subrecipients
was inadequate. The documentation did not provide a thorough accounting
of the expenditures made by the subrecipients and, in some instances, the
documentation reflected only planned purchases to be made by the
subrecipients. As a result, we could not test subrecipient transactions based
on the documentation maintained by MountainTop.

Financial Operations, Records, Systems, and Procedures

The OJP Financial Guide states that direct recipients should be familiar
with, and periodically monitor, their subrecipients’ financial operations,
records, systems, and procedures. In addition, the accounting systems of all
recipients and subrecipients must be designed and must function to ensure



that agency funds are not commingled with funds from other sources and
that each federal award is accounted for separately.

During our site visits, we asked subrecipients about monitoring
activities MountainTop performed. Subrecipient personnel stated that
MountainTop did not evaluate their financial operations, records, systems, or
procedures at any juncture. Furthermore, these subrecipients stated that
MountainTop did not make any attempt to review or evaluate their
accounting practices or accounting system reports prior to distributing grant
funds.

We also found that many of the subrecipients’ grant-funded
transactions were commingled with locally funded transactions, thereby
compromising any audit trail of grant funds. In addition, we found instances
where subrecipients accounted for grant funds in a manner separate and
apart from their own accounting system. In these instances, their
accounting consisted merely of a checkbook and bank statements to support
the deposit and subsequent disbursement of grant funds received. We found
no evidence that MountainTop or any independent auditor reviewed the
receipt and disbursement of grant funds or that local agency disbursement
processes were followed.

Inventory Controls

The OJP Financial Guide requires property records to be accurately
maintained. It also requires a physical inventory of property and the results
of that inventory reconciled with property records at least once every two
years. In addition, a control system must be in place to ensure adequate
safeguards to prevent loss, damage, or theft of the property. We found that
MountainTop did not make any attempt to evaluate the subrecipients’
property management systems. We also found that many subrecipients had
no inventory system. As a result, we are concerned that grant-funded
purchases of equipment or property, including firearms, tasers, and
ammunition, are not properly safeguarded and accounted for as required by
MountainTop’s grants.

Timely Expenditures

Pursuant to the OJP Financial Guide, recipients must time their
drawdown requests to ensure that federal cash on hand is the minimum
needed for disbursements, to be made immediately or within 10 days of the
drawdown. In a letter accompanying disbursements made to subrecipients,
MountainTop provided guidance, stating “these funds should be expended
within 90 working days of receipt.” This guidance is not consistent with OJP
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policy. Additionally, during our fieldwork we found instances where grant
funds remained in subrecipient bank accounts for over a year. This resulted
in some subrecipients earning unreported interest on grant funds, also
impermissible according to OJP guidance.

Budgeting

The OJP Financial Guide states that grant recipients should ensure that
each subrecipient prepares an adequate budget on which its award
commitment will be based. The details of each project budget must be
maintained on file by the recipient. In addition, federal funds must be used
to supplement existing funds for program activities and must not replace
funds appropriated for the same purpose. We found that MountainTop did
not make any attempt to review or evaluate subrecipient budgets. Although
we did not find direct evidence of subrecipients supplanting local funds with
grant funds, the risk that supplanting might occur and not be detected was
increased by MountainTop’s failure to review and evaluate subrecipient
budgets.

Other Areas of Concern

Our audit also identified other potential concerns as a result of
MountainTop’s lack of monitoring. Because MountainTop did not make any
attempt to review or evaluate the relationships between subrecipients and
their vendors or contractors, conflicts of interest may have existed when
subrecipients made purchases. Also, MountainTop failed to ensure
equipment and other grant purchases were necessary and in support of
legitimate law enforcement needs specific to each local agency. Absent
some form of documented need, grant funds have the potential for abuse
and wasteful spending by the subrecipient. However, it should be noted that
while we did not find any instances of such activities, MountainTop’s lack of
oversight leaves the potential for fraud and misappropriation of grant funds.

We found several instances where grant funds were not adequately
accounted for or reported by the subrecipients. While we did not find any
instances where the grant funds were not spent on law enforcement
activities, the potential for fraud, abuse, and wasteful spending of grant
funds remained significant due to MountainTop’s lack of monitoring and
oversight. Because Mountaintop did not maintain adequate documentation
to monitor subrecipient expenditures, did not review the subrecipients’
financial operations, records, systems and procedures, and did not evaluate
subrecipients’ inventory controls or budget, we are questioning all of the
funds distributed to subrecipients (all grant funds drawndown minus



personnel costs and independent auditor’s costs) for the grant and two
supplements, totaling $3,330,669.

Reports
Financial Status Reports

The financial aspects of OJP grants are monitored through Financial
Status Reports (FSR). According to the Office of Justice Programs (OJP)
Financial Guide, FSRs should be submitted within 45 days of the end of the
most recent quarterly reporting period. Even for periods when there have
been no program outlays, a report to that effect must be submitted. Funds
or future awards may be withheld if reports are not submitted or are
excessively late.

We reviewed each of the 12 FSR’s submitted by MountainTop and
found the FSRs were generally submitted on time and generally reflected
grant activity. However, we found three of the submitted FSRs were late
and three contained errors that were later corrected.

Progress Reports

Progress reports are submitted in order to present information on the
performance of a grant. MountainTop submitted progress reports to OJP
timely every 6 months. In its progress reports, MountainTop reported the
amount of funds disbursed to the subrecipients and select testimonial
evidence provided by subrecipients regarding the success of the grant
program.

Drawdowns

The OJP Financial Guide establishes the methods by which the
Department of Justice makes payments to grantees. The methods and
procedures for payment are designed to minimize the time elapsed between
the transfer of funds by the government and the disbursement of funds by
the grantee. Grantees may be paid in advance, provided they maintain
procedures to minimize the time elapsing between the transfer of funds by
the government and the disbursement of funds by the grantee.

According to a MountainTop official, MountainTop requested
drawdowns in advance based on the amount scheduled by the 12th District
Office to be distributed to subrecipients. Additionally, in October 2006,
MountainTop's independent auditors reported in their Program Specific Audit
Report that MountainTop "often kept large balances of federal funds on
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hand" and recommended that MountainTop "develop procedures to
determine cash needs before drawdowns of federal funds are requested in
order to minimize cash on hand and minimize interest earnings."
MountainTop began drawing down the correct amount of funds, without
excess, and no longer earned interest on grant funds after this issue was
brought to management’s attention (see Program Income section of this
report).

We reviewed the drawdowns for the grant and two supplements and
determined each was adequately supported by MountainTop financial
account activity reports and bank statements.

Budget Management and Control

The OJP Financial Guide addresses budget control surrounding grantee
financial management systems. Grantees are permitted to make changes to
their approved budgets to meet unanticipated program requirements.
However, certain types of changes to approved budgets require advance
written approval from the awarding agency:

e budget revisions that could result in the need for additional funding,
and

e cumulative transfers among direct cost categories that exceed or
are expected to exceed 10 percent of the total approved budget.

In our view, failure to adequately control grant budgets could lead to the
wasteful and inefficient expenditure of government funds.

Upon grant award approval, OJP provides a Financial Clearance
Memorandum to grant recipients that state the approved itemized budget for
the grant. The Financial Clearance Memoranda for the MountainTop grant
and two supplements approved the following budgets.
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BUDGET APPROVED BY OJP

Source: Office of Justice Programs

Cost SIIIELNA SUPPLEMENT | SUPPLEMENT SIS NED ACTUAL
CATEGORY ] 1 BUDGET 2 BUDGET et EXPENSES4
BUDGET BUDGET
Personnel $20,000| $40,000| $ 60,000 $ 120,000 $ 9,884
Travel 4,500 5,000 5,000 14,500 0
Equipment 470,239 936,643 | 1,903,286 3,310,168 | 3,330,669
Other 0 5,000 5,000 10,000 5,885
TOTAL $494,739 | $986,643 | $1,973,286 | $3,454,668 | $3,346,438

We attempted to compare the OJP-approved budget to the
expenditures that MountainTop claimed as related to the grant to determine
whether grant funds spent conformed to the approved grant budget. We
found that MountainTop did not ensure that grant related expenditures were
being spent in accordance with approved grant budget.
The grant application stated:

The overarching goal of this grant is to improve the ability of law

enforcement agencies in southwestern Pennsylvania to fight

crime. Funds from this grant will be used to cover the purchase
of protective vests, community police training, communications
equipment, and enhancements to communications infrastructure
in the multi-jurisdictional areas of four southwestern
Pennsylvania counties. This demonstration project is intended to
increase the number of rural police agencies that have access to
both the training and equipment to help promote officer safety
as well as the capacity to fight crime.

Additionally, the approved grant budget worksheet indicated that the
grant funds were to be spent on communications and hazardous materials
equipment for the municipalities working cooperatively in the project. The
cost breakdown of equipment consisted of “protective vests, IT equipment,
communication equipment, waterproof cameras, [and] enhanced
photography equipment.”

4 MountainTop provided accounting records for the $2,280,513 dispersed to
subrecipients. According to MountainTop personnel, MountainTop was in the process of

distributing the remaining $1,050,156 to subrecipients. Therefore, expenditure

documentation was unavailable to review at the time of our audit.
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During our site visits to the 27 subrecipients, we found grant funds
were spent on police vehicles, firearms and tasers, video equipment, bullet
proof vests, matching funds for state grants, and computer and
communication equipment. In addition, subrecipients spent grant funds on
officer training and certifications, uniforms, and other basic supply items.
However, we were unable to determine the amount of grant funds used to
purchase OJP approved equipment according to the budget because
MountainTop did not maintain records that indicated the specific nature of
the subrecipients’ purchases. Instead, it classified all subrecipient
expenditures as equipment purchases.

MountainTop did not ensure subrecipients conformed to the approved
budget. Therefore, we question all of the grant funds under the equipment
grant budget category for the grant and two supplements, totaling
$3,330,669, because MountainTop failed to adequately manage and control
the grant budget.

Program Income

The OJP Financial Guide states recipients and subrecipients shall
minimize the time elapsing between the transfer and disbursement of funds.
Any income resulting from program operations should be recorded by
recipients.

While reviewing bank statements covering the grant period, we found
MountainTop earned interest on grant funds. MountainTop had transferred
grant funds from its checking account to an interest bearing account.
However, this issue was noted in MountainTop’s Program Specific Audit,
required by OJP, and MountainTop had taken corrective action and returned
to OJP interest earned. We found no other evidence of program income
during our review and testing.

Program Performance and Accomplishments

According to the award documentation, the purpose of the grant
program was to help improve the ability of law enforcement agencies in
southwestern Pennsylvania to fight crime. We found that MountainTop did
not have a formal method to measure performance of the program.
According to the MountainTop Program Manager, MountainTop relied on
success stories from the subrecipients to measure performance. The grant
application included the following objectives for the original grant:
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e Increasing the number of protective vests for police agencies.

e Increasing the access to training programs to law enforcement
officers.

e Leveraging the power of the web and computers for better law
enforcement.

e Improving command and control on the scene of the emergency.

e Enhancing communications between responding emergency units.

e Increasing cost effectiveness in both operations and maintenance of
communications.

e Supporting interoperability between local, state, and federal agencies.

The grant application for Supplements 1 and 2 included the following
specific objectives:

Enhance traffic safety;

Promote officer safety;

Improve community safety;

Increase access to officer training and equipment for officers; and
Procure office equipment for law enforcement use.

Because MountainTop did not develop any measurable goals or report
achievements as related to the goals and objectives for the project, we
found that MountainTop did not ensure the goals and objectives of the grant
were reached.

Other Reportable Matters
Grant Application

In its grant application, MountainTop stated that grant funds would be
issued on a reimbursement basis. Subrecipients were to submit purchase
orders or invoices to MountainTop and, if MountainTop determined the
purchase order or invoice met the grant criteria and other parameters,
MountainTop would then issue a check to the requesting agency. However,
inconsistent with the application, MountainTop distributed funds in advance
to subrecipients. MountainTop then gave the subrecipients 100 days to
provide support for the law enforcement purchases made.
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Program Specific Audit Report

According to MountainTop’s Award Documentation, OJP required
MountainTop to have a financial audit and compliance audit performed by
qualified individuals who are organizationally, personally, and externally
independent from those who authorized the expenditure of federal funds.
This audit was to be performed on a program-wide basis to ascertain the
effectiveness of financial management systems and internal procedures that
were established to meet the terms and conditions of the award. This audit
report was to be submitted no later than 9 months after the close of each
fiscal year during the term of the award.

According to the grant requirement, MountainTop’s independent
auditors should have completed two individual audit reports, one for each
fiscal year (FYs 2005 and 2006). However, MountainTop’s program specific
audit covered two fiscal years, May 1, 2004, through May 31, 2006. Had
these audits been completed in a timely manner, the issues regarding the
management of the grant, including the earning of interest on grant funds,
may have been discovered and remedied earlier in the life of the grant
program.

Conclusion

We found that MountainTop was in material non-compliance with grant
requirements we tested. We reviewed its compliance with seven essential
grant conditions and found material weaknesses in two of the seven areas:
(1) monitoring subrecipients and (2) budget management and control. Most
significantly, we found that MountainTop inadequately monitored
subrecipients that received grant funds. As a result of these deficiencies, we
question $3,335,583 in grant expenditures, or about 97 percent of the total
grant award.

Recommendations
We recommend that the OJP:

1. Remedy $4,914 in unapproved indirect costs charged to the grant.

2. Remedy $3,330,669 in unsupported questioned costs that were expended
without adequate monitoring in place to ensure that subrecipients met

established financial management guidance.

3. Ensure that MountainTop properly monitors subrecipients in the future.
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. Remedy $3,330,669 in unallowable questioned costs where MountainTop
failed to demonstrate that the approved budget is being met.

. Ensure MountainTop follows the approved budget.

. Ensure MountainTop develops grant performance measures and monitors
the performance of the grant.

. Ensure that MountainTop follows the approved grant application.

. Ensure that MountainTop submits the required program audits.
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APPENDIX 111

OBJECTIVES, SCOPE, AND METHODOLOGY

The purpose of this audit was to determine whether reimbursements
claimed for costs under the grant were allowable, supported, and in
accordance with applicable laws, regulations, guidelines, and terms and
conditions of the grant, and to determine program performance and
accomplishments. The objective of our audit was to review performance
in the following areas: (1) grant expenditures, including personnel and
indirect costs, (2) monitoring subrecipients, (3) financial status and
progress reports, (4) drawdowns, (5) budget management and control,
(6) matching, (7) property management, (8) program income,

(9) program performance and accomplishments, and (10) monitoring of
subgrantees. We determined that property management, matching
funds, and monitoring of sub-grantee were not applicable to this grant.

We conducted our work according to Generally Accepted Government
Auditing Standards with one exception: although we discussed the findings
of our audit with MountainTop as our field work progressed and included
their comments in the report where applicable, we did not discuss our
findings with MountainTop at the conclusion of the audit due to the
investigation referral. In our judgment, this departure from Generally
Accepted Government Auditing Standards had no adverse effect on the audit
results.

Our audit concentrated on, but was not limited to, the award of the
grant on September 23, 2004, through September 29, 2007. This was an
audit of the BJA Congressionally Mandated Grant No. 2004-DD-BX-1374.
MountSainTop had a total of $3,346,438 in drawdowns through November
2007.

We tested compliance with what we consider to be the most important
conditions of the grant. Unless otherwise stated in our report, the criteria
used for this audit are identified in the Office of Justice Programs Financial
Guide and the MountainTop award documents.

In conducting our audit, we tested MountainTop’s grant activities in
the following areas: grant expenditures, monitoring subrecipients, financial
status and progress reports, drawdowns, budget management and control,
program income, and performance of grant objectives. In addition, we
reviewed the internal controls of MountainTop’s financial management
system specific to the management of DOJ grant funds during the grant
period we audited. We also performed limited tests of source documents to

> Through December 22, 2010, MountainTop had drawndown $3,450,783.
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assess the accuracy and completeness of reimbursement requests and
financial status reports. However, we did not test internal controls for
MountainTop as a whole or those specific to the BJA grant administered by
MountainTop; nor did we test the reliability of MountainTop’s financial
management system as a whole. As part of the grant award, MountainTop
had a program specific audit performed by an independent Certified Public
Accountant. We reviewed the results of that audit and our discussion can be
found under the Other Reportable Matters section of this report on page 15.
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APPENDIX 11

SCHEDULE OF DOLLAR-RELATED FINDINGS

QUESTIONED COSTS: AMOUNT
Unapproved Indirect Costs $ 4,914
Inadequate Subrecipient Monitoring 3,330,669
Failure to manage and control the grant 3,330,669

budget

SUBTOTAL OF QUESTIONED COSTS $ 6,666,252

LESS DUPLICATIONS® (% 3,330,669)

TOTAL DOLLAR RELATED FINDINGS $ 3,335,583

Questioned Costs are expenditures that do not comply with legal,

regulatory or contractual requirements, or are not supported by adequate
documentation at the time of the audit, or are unnecessary or unreasonable.
Questioned costs may be remedied by offset, waiver, recovery of funds, or

the provision of supporting documentation.

® We questioned costs related to indirect costs, subrecipient monitoring and budget of

direct costs. Some of the questioned costs relate to identical expenditures — though

questioned for different reasons — and, as a result, the questioned cost is duplicated. We

reduced the amount of costs questioned by the amount of this duplication.
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APPENDIX 111

MOUNTAINTOP TECHNOLOGIES, INC.
RESPONSE TO THE DRAFT AUDIT REPORT
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APPENDIX V

OFFICE OF JUSTICE PROGRAMS

RESPONSE TO THE DRAFT AUDIT REPORT

U.S. Department of Justice
Office of Justice Programs

Office of Audit, Assessment, and Management

September 21, 2011

MEMORANDUM TO:

FROM:

SUBJECT:

Washington, D.C. 20531

Thomas O. Puerzer

Regional Audit Manager
Philadelphia Regional Audit Office
Office of the Inspector General

Is/
Maureen A. Henneberg
Director

Response to the Draft Audit Report, Office of Justice Programs,
Bureau of Justice Assistance, Congressionally Mandated Grant to
MountainTop Technologies, Incorporated, Johnstown,
Pennsylvania

This memorandum is in response to your correspondence, dated August 24, 2011, transmitting
the subject draft audit report for MountainTop Technologies, Incorporated (MountainTop). We
consider the subject report resolved and request written acceptance of this action from your

office.

The report contains eight recommendations and $3,335,583 in questioned costs. The following
is the Office of Justice Programs’ (OJP) analysis of the draft audit report recommendations. For
ease of review, the recommendations are restated in bold and are followed by our response.

1. We recommend that OJP remedy the $4,914 in unapproved indirect costs charged

to the grant.

We agree with the recommendation. We will coordinate with MountainTop to remedy
the $4,914 in unauthorized indirect costs charged to grant number 2004-DD-BX-1374.
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We recommend that OJP remedy the $3,330,669 in unsupported questioned costs
that were expended without adequate monitoring in place to ensure that
subrecipients met established financial management guidance.

We agree with the recommendation. We will coordinate with MountainTop to remedy
the $3,330,669 in unsupported questioned costs related to inadequate subrecipient
monitoring of expenditures. If adequate documentation cannot be provided, we will
request that MountainTop return the funds to the DOJ, and submit a revised final Federal
Financial Report (FFR) for the grant.

We recommend that OJP ensure that MountainTop properly monitors
subrecipients in the future.

We agree with the recommendation. We will coordinate with MountainTop to obtain a
copy of written policies and procedures, developed and implemented, to ensure that
subrecipients are properly monitored.

We recommend that OJP remedy the $3,330,669 in unallowable questioned costs
where MountainTop failed to demonstrate that the approved budget is being met.

We agree with the recommendation. We will coordinate with MountainTop to remedy
the $3,330,669 in questioned costs, related to the classification of all subrecipient
purchases under the equipment budget category. If adequate documentation cannot be
provided, we will request that MountainTop return the funds to the DOJ, and submit a
revised final FFR for the grant.

We recommend that OJP ensure MountainTop follows the approved budget.

We agree with the recommendation. We will coordinate with MountainTop to obtain a
copy of written procedures, developed and implemented, to ensure that the approved
budget is followed at all times, and that any changes to the approved budget are
authorized by the Federal awarding agency.

We recommend that OJP ensure MountainTop develops grant performance
measures and monitors the performance of the grant.

We agree with the recommendation. We will coordinate with MountainTop to obtain a
copy of written policies and procedures, developed and implemented, to ensure that
performance measures are established and that MountainTop monitors the performance
of the grant.
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7. We recommend that OJP ensure that MountainTop follows the approved grant
application.

We agree with the recommendation. We will coordinate with MountainTop to obtain a
copy of written policies and procedures, developed and implemented, to ensure that the
approved grant application is followed at all times, and that any changes to the grant
application are approved by the Federal awarding agency.

8. We recommend that OJP ensure that MountainTop submits the required program
audits.

We agree with the recommendation. We will coordinate with MountainTop to obtain a
copy of written policies and procedures, developed and implemented, to ensure that the
required programs audits are submitted.

We appreciate the opportunity to review and comment on the draft audit report. If you have any
questions or require additional information, please contact Jeffery A. Haley, Deputy Director,
Audit and Review Division, on (202) 616-2936.

cc: Jeffery A. Haley
Deputy Director, Audit and Review Division
Office of Audit, Assessment, and Management

Denise O’Donnell
Director
Bureau of Justice Assistance

Tracey Trautman
Acting Deputy Director for Programs
Bureau of Justice Assistance

Amanda LoCicero
Budget Analyst
Bureau of Justice Assistance

Gale Farquhar
Program Manager
Bureau of Justice Assistance

Louise M. Duhamel, Ph. D.

Acting Assistant Director, Audit Liaison Group
Management and Planning Staff

Justice Management Division

OJP Executive Secretariat
Control Number 20111578
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APPENDIX V

OFFICE OF THE INSPECTOR GENERAL ANALYSIS AND SUMMARY OF
ACTIONS NECESSARY TO CLOSE THE REPORT

Analysis of MountainTop Technologies, Inc. and OJP Responses

We provided a copy of our draft report to the Office of Justice
Programs (OJP) and MountainTop Technologies, Inc. (MountainTop) for
comment. In its response, OJP concurred with our recommendations and
discussed the actions it will implement in response to our findings. In
responding to our report, MountainTop disagreed with our findings citing
actions taken after our audit to correct the deficiencies we found. We
recognize that significant oversight and corrective actions were taken after
our audit. However, actions taken after our audit do not negate our
findings, and we believe that MountainTop should continue to ensure that
policies and procedures are in place to properly safeguard any federal funds
received in the future.

We reviewed and fully considered the issues raised by MountainTop in
its response to our report. After our analysis, we determined that our report
was factually accurate and the issues were clearly stated. For each instance
where MountainTop states that our report was incorrect, we address in this
appendix the specific issue in detail under the specific recommendation to
which it pertains.

Summary of Actions Necessary to Close Report

1. Closed. Remedy $4,914 in unapproved indirect costs charged to the
grant.

In its response, MountainTop provided as support for these costs a
subsequently submitted Grant Adjustment Notice (GAN) and actual costs
associated with labor, fringe benefits, travel costs, and consulting fees
related to the management of the grants. The GAN was submitted and
approved in 2010, 3 years after the obligation of the indirect costs we
questioned.

The OJP response agreed with our recommendation and OJP agreed to
coordinate with MountainTop to remedy the $4,914 in unapproved
indirect costs. This recommendation is closed based on the approval of
the GAN authorizing these costs to the grants.

2. Closed. Remedy $3,330,669 in unsupported questioned costs that were

expended without adequate monitoring in place to ensure that
subrecipients met established financial management guidance.
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In its response, MountainTop disputed the statement that the funds were
expended without adequate monitoring in place or that it failed to meet
established financial management guidance. MountainTop also stated
that, in response to OIG inquiries, it commenced an extensive re-review
of each grantee’s documentation and conducted site visits to monitor the
subrecipients. During this re-review, MountainTop found unallowable
interest earned by grant recipients, instances where grant funds were
used to supplant local funds, and funding that went to a location that did
not meet the requirements established by the 2004 grant. When these
instances were noted, MountainTop took corrective actions that
demonstrated active grant monitoring. MountainTop offered to provide
OIG with documentation to substantiate its monitoring activity. Those
monitoring activities and their related documentation, however, post-
dated the OIG’s audit fieldwork and MountainTop’s expenditure of
$3,330,669 in grant funds. The fact that MountainTop undertook actions
to monitor its subrecipients after the OIG audit does not negate our
finding that MountainTop failed to monitor its subrecipients in a timely
and adequate fashion. MountainTop can present its documentation
concerning its subsequent monitoring activity to OJP for OJP’s
consideration of MountainTop’s present suitability to receive grant funds.

The OJP response agreed with our recommendation. This
recommendation is closed based on the documentation provided that
demonstrates the grant monitoring activities performed by MountainTop.

. Resolved. Ensure that MountainTop properly monitors subrecipients in
the future.

In its response, MountainTop stated that they monitored subrecipients
and either followed or took remedial action consistent with the grant
application as needed. Based on our audit fieldwork and review of
MountainTop’s response, we found that these actions were performed as
a reaction to our audit. Additionally, MountainTop’s response did not
contain written policies or procedures implemented to ensure that
subrecipients are properly monitored in the future.

In its response, OJP concurred with our recommendation. This
recommendation is resolved based on OJP’s concurrence and agreement
to coordinate with MountainTop to obtain a copy of written policies and
procedures, developed and implemented, to ensure that subrecipients are
properly monitored. This recommendation can be closed when we receive
documentation demonstrating that MountainTop has developed and
implemented the required procedures.
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4. Closed. Remedy $3,330,669 in unallowable questioned costs where
MountainTop failed to demonstrate that the approved budget is being
met.

In its response, MountainTop disputed the finding that it failed to
demonstrate that it met the approved budgets. MountainTop stated that
the June 3, 2010, GAN authorized allocation of all grants to subrecipients
under the “Contractual” category. They concluded that the June 3, 2010,
GAN thereby explicitly accepted that the expenditures made by
MountainTop were approved under the amended budget. As noted in the
report, at the time of our fieldwork we were unable to determine the
amount of grant funds used to purchase OJP approved equipment
because MountainTop did not maintain records that indicated the specific
nature of the subrecipients’ purchases. Instead, it classified all
subrecipient expenditures as equipment purchases. As the GAN is dated
after the project end date and because at the time of our fieldwork we
found that MountainTop could not demonstrate that the grant budget was
being followed, our finding is not negated.

The OJP response agreed with our recommendation. This
recommendation is closed based on OJP’s approval of the GAN and
MountainTop’s actions demonstrating that subrecipient spending
conformed to the approved budget.

5. Closed. Ensure MountainTop follows the approved budget.

In its response, MountainTop stated that it followed the approved budget,
as amended by the June 3, 2010, GAN. In OJP’s response, OJP concurred
with our recommendation and agreed to coordinate with MountainTop to
obtain a copy of written procedures, developed and implemented, to
ensure that the approved budget is allowed at all times, and that any
changes to the approved budget are authorized by the awarding agency.

This recommendation is closed given that an amended budget was
approved and MountainTop has demonstrated that it met the budget.

6. Resolved. Ensure MountainTop develops grant performance measures
and monitors the performance of the grant.

In its response, MountainTop disputed any implication that the program
goals were not met by its grants and also provided documentation
regarding oversight and interactions with the subrecipients that largely
took place after our audit. However, MountainTop’s response did not
include specific performance measures that could be used to assess the
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grant’s results. Their performance measures consisted primarily of
testimonial statements from subrecipients with no auditable results.

The OJP response agreed with our recommendation. This
recommendation is resolved based on OJP’s concurrence and agreement
to coordinate with MountainTop to obtain a copy of the written policies
and procedures, developed and implemented, to ensure that performance
measures are established and that MountainTop monitors the
performance of the grant. This recommendation can be closed when we
receive documentation demonstrating that MountainTop has developed
and implemented performance measures and procedures for monitoring
grant performance.

. Resolved. Ensure that MountainTop follows the approved grant
application.

In its response, MountainTop disagreed with this finding stating that they
either followed or took remedial actions consistent with the grant
application. The documentation provided regarding the responses to
grant management and budget control were referred to in the
disagreement with this recommendation. We note, however, that these
actions occurred largely after our audit, including the approval of the GAN
3 years after our audit’s fieldwork. As the grant application was the basis
for the grant award, significant deviations from the application should be
approved in a timely fashion.

In its response, OJP agreed with our recommendation and stated that OJP
will coordinate with MountainTop to obtain a copy of written policies and
procedures, developed and implemented, to ensure that the approved
grant application is followed at all times, and that any changes to the
grant application are approved by the Federal awarding agency. This
recommendation can be closed when we receive documentation that
MountainTop has developed and implemented the written procedures to
ensure the grant application is followed and any changes are approved.

. Resolved. Ensure that MountainTop submits the required program
audits.

In its response, MountainTop stated that all program audits have been
submitted, including a final Federal Financial Report and a Final Report
Narrative. MountainTop submitted these reports after we performed our
audit work. As of this date, however, OJP has not completed a full
closeout of the grant.
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In its response, OJP agreed with our recommendation. This
recommendation can be closed when we receive documentation
demonstrating that MountainTop has submitted the required
documentation and OJP closes the grant.
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