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Daniel Alvarez, Secretary of the Senate
State Capitol, Room 3044
Sacramento, CA 95814
Dear Mr. Alvarez:
The State Controller’s Office (SCO) conducted a second interim performance audit of the
California Advanced Services Fund (CASF) program, adopted by the five-member Commission
(Commission), the members of which sit on the California Public Utilities Commission (CPUC)
in Decision 07-12-054, pursuant to Senate Bill 1193, and Public Utilities Code sections 281(a),
701, and 912.2 (a).
We performed the audit in accordance with generally accepted government auditing standards,
for the period of July 1, 2010, through December 31, 2015, and in accordance with provisions of
Inter-Agency Agreement 15IA5002 between the SCO and the CPUC.
The audit included assessing the effectiveness of the program’s implementation and
administration, compliance with laws and regulations applicable to the program, adequacy of its
management control system for measuring, reporting, and monitoring expenditures and
effectiveness. The audit also determined whether the program produced the intended results and
benefits established by the California State Legislature and the CPUC.
We identified the following findings that represent internal control deficiencies and
noncompliance with provisions of laws, in the CPUC’s administration and processes of the
CASF program:
1. The CPUC is not in compliance with the Commission’s Decision 11-06-038, “CPA
Attestation Report” requirements for consortia accounts.
2. The CPUC’s grant resolutions (agreements) with the grantees lack key provisions requiring
the grantees and their contractors to report performance metrics and measures, economic data
on the types and number of jobs created, and social benefits established as a result of
implementing the CASF program, as required by the Public Utilities Code section 281(a).
3. The CPUC is not in compliance with Public Utilities Code section 281(b)(1), which requires
the CPUC to approve funding for infrastructure projects that provide broadband access to no
less than 98% of California households by December 31, 2015.

Daniel Alvarez, Secretary of the Senate
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4. The CPUC should improve its administrative oversight and project management processes by
performing adequate on-site visits to validate and confirm project statuses as reported by
grantees on progress and completion reports.
If you have any questions, please contact Andrew Finlayson, Bureau Chief, State Controller’s
Office, by telephone at (916) 324-6310 or by email at afinlayson@sco.ca.gov.
Sincerely,
Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits
JVB/ls
cc: Diane F. Boyer-Vine, Legislative Counsel
State Capitol
E. Dotson Wilson, Chief Clerk of the Assembly
State Capitol
Timothy J. Sullivan, Executive Director
California Public Utilities Commission
Michael Amato, Acting Director
Communications Division
California Public Utilities Commission
Robert Wullenjohn, Manager
Communications Division
California Public Utilities Commission
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Audit Report
Summary

The State Controller’s Office (SCO) conducted a second interim
performance audit of the California Advanced Services Fund (CASF)
program, adopted by the five-member Commission (Commission), the
members of which sit on the California Public Utilities Commission
(CPUC) in Decision 07-12-054, pursuant to Senate Bill 1193, and Public
Utilities Code sections 281(a), 701, and 912.2 (a).1
We performed the audit in accordance with generally accepted
government auditing standards, for the period of July 1, 2010, through
December 31, 2015, and in accordance with provisions of Inter-Agency
Agreement 15IA5002 between the SCO and the CPUC.
The audit included assessing the effectiveness of the program’s
implementation and administration, compliance with laws and regulations
applicable to the program; and adequacy of its management control system
for measuring, reporting, and monitoring expenditures and effectiveness.
The audit also included determining whether the program produced the
intended results and benefits established by the California State
Legislature and the Commission.
Our audit determined that the CPUC’s implementation and administration
of the CASF program, which includes awarding grants and loans, payment
processes and controls, grant agreement provisions and grant monitoring
process, and recording and reporting program expenditures, was adequate
and reasonably in compliance with program requirements, written internal
policies and procedures, rules, and orders established by the Commission,
and other applicable state laws and regulations.
However, we identified the following findings, which represent internal
control deficiencies and noncompliance with provisions of laws, in the
CPUC’s administration and processes of the CASF program.
1. The CPUC is not in compliance with the Commission’s Decision 1106-038, “CPA Attestation Report” requirements for the consortia
accounts. The CPUC did not enforce the requirement that the
Consortia comply with Decision 11-06-038, “CPA Attestation
Report” which states “The fiscal agent must agree that the work
outlined in the Consortium Work Plan will be completed and verified
by an Attestation Report, which will be prepared by an independent
licensed Certified Public Accountant (CPA), and submitted annually
to the CPUC’s Communications Division.”
2. The CPUC’s grant resolutions (agreements) with grantees lack key
provisions requiring the grantees and their contractors to report
performance metrics and measures, economic data on the types and
number of jobs created, and social benefits established as a result of
the CASF program, as required by the Public Utilities Code
sections 281(a) and 912.2(a).

1

The existing law, Public Utilities Code section 912.2(a), requires the CPUC to conduct both a financial audit and a performance
audit, two interim financial audits, and a final financial audit, two interim performance audits, and a final performance audit on
the implementation and effectiveness of CASF and to report its findings to the California State Legislature.
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3. The CPUC is not in compliance with Public Utilities Code section
281(b)(1), which requires the CPUC to approve funding for
infrastructure projects that provide broadband access to no less than
98% of California households by December 31, 2015.
4. The CPUC should improve its administrative oversight and project
management processes by performing adequate on-site visits to
validate and confirm project statuses as reported by grantees on
projects’ progress and completion reports.

Background

The CASF program was adopted by the Commission in
Decision 07-12-054, pursuant to Senate Bill 1193 and Public Utilities
Code sections 281(a), 701, and 912.2(a).
The bill required the CPUC to impose a surcharge rate on revenues
collected through retail telecommunications customers’ bills, to fund
CASF. Funding is allocated to the following four CASF accounts:


Infrastructure Grant, which assists in financing the building and/or
upgrading of broadband infrastructure in areas that are not served or
are underserved by existing broadband providers;2



Infrastructure Loan, which finances capital costs of broadband
facilities not funded by a grant from the Infrastructure Grant Account;



Consortia, which provides grants to eligible consortia to fund the cost
of broadband deployment activities other than the capital cost of
facilities, as specified by the CPUC; and



Public Housing, which provides grants and loans to support
deployment of broadband network and adoption programs in eligible
publicly supported communities.

The existing law, Public Utilities Code section 281(a), requires the CPUC
to “…develop, implement, and administer the CASF to encourage
deployment of high-quality advanced communications services to all
Californians that will promote economic growth, job creation, and the
substantial social benefits of advanced information and communications
technologies….”3
Since the program’s inception in 2008, the CPUC’s Communications
Division has been responsible for developing policies, and implementing
and administrating the CASF program and operations. The CPUC’s
Administrative Services Division – Fiscal Office has been responsible for
inputting CASF program expenditures data into California State
Accounting and Reporting System (CALSTARS) for reporting purposes.
The CASF was established as Fund 3141, which is one of the funds under
the CPUC’s administration in the State’s fiscal accounting system.
As of September 2015, CASF accounts were funded as follows:
An “unserved” area is an area that is not served by any form of wireline or wireless facilities-based broadband, such that internet
connectivity is available only through dial-up service. An “underserved” area is an area where broadband is available, but no
wireline or wireless facilities-based provider offers service at advertised speeds of at least 6 mbps download and 1.5 mbps upload.
3 SB 1193, Padilla. Telecommunications: California Advanced Services Fund, Public Utilities Code section 281 (a) (d)
2
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Infrastructure Grant

$270 million



Infrastructure Loan

5 million



Consortia

15 million



Public Housing

25 million
Total

$315 million

The CPUC’s 2015 CASF Annual Report to the Legislature reported the
following as of December 31, 2015.4
From the inception of the program, 2008 through 2015:

Objectives, Scope,
and Methodology



The CASF Infrastructure Grant and Infrastructure Loan account
awarded a total of $124,113,353 in grants for 52 projects, of which 27
have been completed. The 52 projects are expected to provide
broadband access to 301,574 unserved and underserved households.



The CASF Consortia account has awarded a total of $9,263,476 in
grants to 17 consortia groups, of which $7,713,552 has been remitted.



The CASF Public Housing account awarded a total of $2,124,255 in
grants to 17 public housing entities for 86 public housing
infrastructure projects, of which nine have been completed.

The overall objective of this second interim performance audit was to
assess the implementation and effectiveness of the CASF program and to
ensure that funds have been expended in accordance with the program
requirements established by the California State Legislature.5
The specific objectives of the audit were to:

4



Determine whether the CPUC implemented a system of internal
controls to ensure that CASF program funds were expended for the
intended purposes, were properly accounted for and met program
objectives and the Commission’s rules and applicable laws;



Determine whether grants have been properly awarded and effectively
administered according to the approved terms of the grant awards and
loan agreements;



Determine whether, in approving infrastructure projects, the CPUC
gave priority to projects that provide last-mile broadband access to
households unserved by an existing facilities-based broadband
provider;



Determine whether allocation of CASF to deployment and expansion
of high-quality broadband services to unserved and underserved areas
of California fostered and promoted economic-growth, contributed to
job creation, and provided economic and social benefits to residents
of local economy;

Reported by the CPUC’s Communications Division, pursuant to Public Utilities Code section 914.7(a)
Utilities Code section 281(i)

5Public
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Determine whether payment processes, management control and
program oversight were adequate to safeguard assets and to ensure that
grantees were paid and reimbursed for expenditures included in the
approved budget and work plan;



Determine whether the grants monitoring process is adequate to
ensure funds are used as intended by the law and program
requirements;



Determine whether the grants resolutions (agreements) have
provisions to adequately hold grants recipients accountable for how
grant funds are spent, report data on how the program contributed to
local economy job creation, and provided social benefits;



Obtain and provide an update to the California Wireline Broadband
Availability maps, previously published in the California Broadband
Task Force Report – January 2008; and



Determine the current status or condition of program operations or
progress in implementing legislative requirements.

The scope of our audit covered the program operations from July 1, 2010,
through December 31, 2015, and included all CASF accounts and projects
awarded by the CPUC during the audit period.
To achieve our audit objectives, we:


Interviewed program managers and employees, completed internal
control questionnaires, and performed a limited walk-through in order
to: (a) gain a general understanding of CASF program administration
and operation and internal controls; and (b) conduct limited tests of
those controls to assess whether the controls were functioning as
intended within the CASF program;



Reviewed and obtained an understanding of laws, regulations,
policies, procedures and other documents related to implementation of
the program to ensure administrative controls are in place, and that
funds are disbursed to grantees in an efficient and cost-effective
manner consistent with the program requirements and the
Commission’s adopted rules, orders and resolutions;



Reviewed prior audit reports and other publications significant to our
audit objectives;



Reviewed the CPUC’s payment processes, management control and
program oversight were adequate to safeguard assets and to ensure
grantees were paid and reimbursed for expenditures included in the
approved budget and work plan;



Reviewed grantees’ completed application, application scoring
criteria, action and work plan, approved budgets, and paid
expenditures;
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Reviewed grantee’s records, documents, receipts, invoices, claims,
project completion reports and other evidence to ensure expenditures
were covered by supporting documents and were for the approved
project as described in the grantee’s CPUC-approved budget, action
plan, and work plan;



Reviewed resolutions (agreements) to determine whether grants
agreements have provisions to adequately hold grants recipients
accountable for how grant funds are spent, and report data on how the
program contributed to local economy job creation and provided
social benefits;



Conducted inquiries, interviews and/or surveys to assess the types and
numbers of jobs created as a result of the CASF program. Assessed
jobs created during the construction phase of the infrastructure
projects as well as jobs created for the purpose of public housing
grants and consortia operations;



Obtained an update to the California Wireline Broadband Availability
maps as previously published in the California Broadband Task Force
Report – January 2008 (Attachment 1); and



Performed a non-statistical judgmental sampling method to test
transactions associated with project expenditures (infrastructure grant
and loan projects, consortia projects and public housing projects) and
traced those transactions to supporting documents, as summarized in
the following table:

CASF
Account Type

Total
Awards
Sampled

Total
Dollars
Sampled

Total
Awards
Universe

Total Dollars
Universe

Infrastructure
Grant

3

$18,792,167

52

$123,486,699

Infrastructure
Loan

1

40,977

4

626,654

Consortia

4

1,411,204

16

9,813,476

Public Housing

23

290,081

86

2,683,309

Total

31

$20,534,429

158

$136,610,138

Source: The CPUC’s 2015 CASF Annual Report

Samples were examined for compliance with program requirements
and management’s written internal control policies and guidelines,
and were traced to supporting documents such as vendor’s invoices
and accounting records.
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In addition, we verified that the CASF awarded grants were based on
authorized funding as follows and as of December 31, 2015:
Authorized
Funding
CASF Account
Infrastructure Grant
Infrastructure Loan
Consortia
Public Housing
Total
Less Administration Costs
Adjust Account Balance

$

$

270,000,000
5,000,000
15,000,000
25,000,000
315,000,000

Total
Awarded
$

$

123,486,699
626,654
9,813,476
2,693,309
136,610,138

Net
of Funds
$

$
$

90,084,520
4,373,346
5,186,524
22,316,691
121,961,081
(7,994,138)
113,966,943

We conducted this audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.
We did not audit the CPUC’s financial statements. We limited our audit
scope to planning and performing audit procedures necessary to achieve
our audit objectives.

Conclusion

Our audit determined that:


The CPUC’s implementation and administration of the CASF
program was reasonably in compliance with program requirements,
written internal policies and procedures, rules, and orders established
by the Commission and other applicable state laws and regulations.
The CASF program requirements include awarding grants and loans,
prioritizing projects providing last-mile broadband access to
households unserved by an existing facilities-based broadband
provider, and managing payment processes and controls, grant
resolutions (agreements) and grant monitoring processes, and
recording and reporting program expenditures.



The current status and condition of program operations are adequately
progressing in implementing legislative requirements.

However, we identified a number of reportable findings that represent
internal control deficiencies and noncompliance with provisions of laws
in the administration and processes of the CASF program.

Views of
Responsible
Officials

We discussed our results with representatives from CPUC at an exit
conference held on March 7, 2017, at CPUC headquarters. At the exit
conference, we stated that the final report will include their views. On
March 14, 2017, we issued a draft report. We received management
responses to the draft report on March 27, 2017. CPUC agreed with
Findings 1 and partially agreed or concurred with Findings 2, 3, and 4.
CPUC’s responses for Findings 2, 3, and 4 have been incorporated within
this report and included in their entirety as an attachment. The CPUC did
not make any comments on Observations 1 and 2.
-6-
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This report is intended for the information and use of the CPUC and the
SCO; it is not intended to be and should not be used by anyone other than
these specified parties. This restriction is not intended to limit distribution
of this report, which is a matter of public record.

Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits
March 30, 2017

-7-

California Advanced Services Fund – Second Interim Performance Audit

California Public Utilities Commission

Findings and Recommendations
FINDING 1—
Neither the
CPUC nor the
Consortia
complied with
Commission
Decision
11-06-038

Our audit determined that all 16 consortia failed to meet the requirements
of Commission Decision 11-06-038, which required an independent,
licensed CPA to provide an annual attestation report affirming that the
work outlined in the Consortia work plan would be completed.
Commission Decision 11-06-038, part 6.4.4 states, in part:
Affirmation that the work outlined in the Consortium Work Plan will be
completed and verification by an attestation report be prepared by an
independent, licensed Certified Public Accountant will be submitted
annually to Communications Division. The letter must also state the
Consortium's acceptance of the Fiscal Agent's rights, duties, and
responsibilities.

CPUC decisions include “Ordering Paragraphs” that the Communications
Division follows to implement the decision. In Decision 11-06-038, the
CPA attestation report requirement was not included in the ordering
paragraphs and, therefore, it appears that Communications Division staff
was unaware of the need to implement. Without enforcing the program
requirements stated above, the CPUC loses a valuable tool to effectively
monitor the progress of the grantees.
Our discussions with CPUC legal staff confirmed that the attestation
reporting was a valid requirement and that Communications Division staff
must implement the entire decision and not rely on instructions in the
ordering paragraph only.
Recommendations
The SCO recommends that:


Communications Division staff require the Consortia to submit the
required attestation reports on an annual basis; and



The CPUC enter into signed, contractual, agreements with entities
participating in CASF programs detailing the specific requirements to
ensure compliance with Commission Decisions and Legislative
mandates (see Observation 2).
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FINDING 2—
Performance
metrics are not
established in a
manner that is
measurable
Participants are
not obligated
contractually to
report or track
required data to
determine
program
performance

Our audit determined that the CASF program is producing its intended
results because the goals of the program are broadly stated and the CPUC,
as the cognizant agency, never established or defined any specific means
of measuring performance.
The CPUC did not develop standards that defined a measureable means of
evaluating the success or failure of implementing the CASF program. The
CPUC often refers to the Public Utilities Code and resolutions to enforce
program requirements. Specific program requirements are not found in the
code or in the resolutions. The requirements are so broad that detrimental
results would have to exist before one could conclude that the program is
not being implemented properly. The CPUC, as the cognizant agency,
should develop more specific standards and guidelines.
Infrastructure Projects, Loans, and Public Housing
These CASF account categories do not have a need for specific
measurement criteria during the construction phases. These projects are
completed on a task basis and paid based on the progress of the project.
Since they are delivery based, there is less of a need for defined
measurement standards on a project-by-project basis.
The CPUC does not use a baseline year within the criteria to determine
whether reduction in unserved and underserved areas demonstrates proper
implementation of the infrastructure program. CASF reporting
terminology needs to improve; the annual reports appear to project only
the number of underserved and unserved households that infrastructure
projects will service.
The CPUC cannot properly evaluate implementation because the
implementation goal is not static. Fluctuation in the base data allows
different interpretation of the goals. The Public Utilities Code states that
infrastructure projects will provide broadband access to no less than 98%
of California households; however, the CPUC never defined
programmatically what that means. The evaluation of the program appears
to focus on the 98% figure; however, the focus of the CASF is not the
households that already have access but rather households that are
underserved or unserved. A baseline year, established during the initiation
of the CASF, could have created a static goal.
CASF does report the number of connections in the annual reports. As of
December 31, 2015, CASF grants were awarded to connect
53,156 households, of which 16,077 are unserved and 37,079 are
underserved. For completed and partially completed projects,
10,986 households can be connected and of those, 3,714 households have
subscribed.

Year
2011
2012
2013
2014
2015

Households added by
completed Infrastructure
Projects
1,713
6,845
47
138

Cumulative Total of
Households Added
2,243
3,956
10,801
10,848
10,986

Source: 2011-2015 CASF Annual Reports.
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Subscribers
1,115
1,777
2,691
3,988
3,714

California Advanced Services Fund – Second Interim Performance Audit

California Public Utilities Commission

Determining the actual reductions as a result of these projects would
provide better data to determine the level of implementation accomplished
by the CASF.
Consortia
The auditors determined that work performed by the Consortia met the
objectives because there was no requirement to demonstrate how
meaningful a task had to be to reach the overall goals of the CASF, only
that the task was completed. Additionally, even when a task was
completed, there was no determination as to the quality of how that task
was performed.
Overall
In 2011, the CASF reported that there were 1,083,838 underserved and
255,306 unserved wireline and fixed wireless households. At that time, the
CASF should have defined goals to reduce that specific baseline number
of households to evaluate the performance of the CASF. Additional
evaluation criteria to address fluctuation in the population of households
should have also been established. In both cases, emphasis on the number
of served households could have been eliminated because the CASF does
not focus on providing services to those households who already have
access.
The intent of the program is to encourage deployment of high-quality
advanced communications services to all Californians and help promote
economic growth, job creation, and the substantial social benefits of
advanced information and communications technologies.
The program has encouraged the deployment of high-quality advanced
communications because the number of households that have access to
broadband technologies has increased from 89.45% in 2010 to 94.9% as
of December 31, 2015.
The CASF program has also helped promote economic growth, job
creation, and substantial social benefits because the funding for these
programs has led to the employment of labor to install infrastructure
projects, and funds spent on consortium type activities promotes education
and substantial social benefits, such as computer literacy programs and
internet classes.
Criteria have never been established to define the meaning of
“substantial.” The level of compliance for this requirement is
indeterminable without any measuring criteria. Analysis and evaluation of
economic growth and job creation had similar barriers for the auditor.
Participants were not contractually obligated to track jobs created, nor
were they required to provide any benchmarking information that defined
an acceptable level of economic growth. The audit does provide
assessment of these requirements for infrastructure projects
(see Observation 1); however, the audit has to conclude that objectives
were met because the program provides the opportunity for recipients to
benefit and the Consortia completed a quantity of tasks.
-10-
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Recommendations
The SCO recommends that the CPUC:


As the cognizant agency, should establish measurement and
performance criteria; and



Enter into signed, contractual grant agreements with entities
participating in CASF programs and require participants to provide
the CPUC the data necessary to measure performance, such as
tracking jobs created.

Management’s Response
CD partially agrees with Finding #2 and agrees with the recommendation
that the CPUC should establish measurement and performance criteria for
the Consortia Account. However, CD disagrees that creating a base year
as a static measure is practical, given the changing program speed
requirements and changing market and technology conditions. To do so
going forward, a base year would have to be created each time the
program is modified. However, measuring performance relying on
changed base year estimates becomes no-less problematic than our
current state of affairs.
Further, CD and Legal Division disagree that the CPUC should enter into
signed, contractual grant agreements with entities participating in CASF
programs and require participants to provide the CPUC the data
necessary to measure performance.
Pursuant to Public Utilities Code section 281, the Commission is charged
with developing, implementing and administering the CASF program,
which it did in a series of Commission Decisions (e.g., D.12-02-015,
D.11-06-038, D.14-12-039.) In these Decisions, the Commission
established the rules and guidelines for the CASF program. These rules
provide for approval of CASF grant funding via Commission resolution.
A resolution is a decision of the Commission, which binds the applicants
to its terms.
Using contracts, as opposed the resolution process identified in these
decisions, would be inconsistent with – and in violation of – these
established decisions and guidelines.
Further, adopting a set of program rules and guidelines and applying these
to a particular group of applicants is more efficient than negotiating
individual contracts. In contrast, a contractual obligation would require
the Commission to employ additional attorneys to oversee the
negotiation and enforcement of individual contracts, a costly proposition.
Enforcement of individual contracts would be in State court whereas the
Commission can enforce its Resolutions and in the Courts of Appeal.
Although CD and Legal Division are not persuaded that a separate signed
contractual agreement is necessary, going forward, CD will consider
requiring entities participating in the CASF program to sign a consent
form acknowledging and agreeing to the terms of the CASF award to
ensure compliance with the Resolution and Commission Decisions.
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SCO’s Comment
Contracts would be the preferable method by which to protect the interests
of the CPUC. However, the signed consent forms mentioned above, if
implemented, would add some additional safeguards to ensure compliance
with the grant requirements between the CPUC and the grantees. Our
finding remains unchanged.
Management’s Response


Consortia
The audit notes that “…work performed by the Consorita met the
objectives because there was not a requirement to demonstrate how
meaningful a task had to be reach the overall goals of the CASF,
only that the task was completed.” As written, the legislation
authorizing the consortia program allowed a wide variety of
activities, ranging from training programs to encouraging
infrastructure deployment. The Commission’s program permits the
regional consortia to develop widely diverging work plans based on
local priorities. For example, urban consortia primarily concentrate
on improving digital literacy, while other consortia assess
community broadband needs or assist communities in developing
infrastructure plans. The only measurement tool CD had on hand
was each consortium’s individual annual action plan. CD used those
plans as guides at the end of each fiscal year to determine each
consortium’s results against its own goals for the purpose of grant
compliance and payment. However, these data do not serve as a
basis to determine measurable performance toward the goal of 98%
availability.

•

Infrastructure Projects, Loans, and Public Housing
The audit finding #2 states that “participants are not obligated
contractually to report or track required data to determine program
performance” and in the text incorrectly suggests such is lacking
beyond the construction phase. Current Commission procedures
mandate that in order to receive final payment, infrastructure
grantees are to file a completion report affirming that the project is
100 percent completed, serves all households promised, and
provides minimum required CASF speeds. Infrastructure grantees
are also required to submit copies of their biannual filings of FCC
Form 477 data to the CPUC for 5 years post-completion of the
project grant. FCC Form 477 includes coverage, subscription, and
speed information that is useful in documenting and measuring
CASF deployment for the new service area. Failure of the grantee to
meet the above requirements subjects them to grant termination,
withholding of payments, or other penalties, per D.12-02-015.
Further, CD conducts an annual survey of grant recipients regarding
project households served and the number of subscribers.

SCO’s Comment
The SCO acknowledges that the CPUC does track internet access data as
mentioned above; however, certain pertinent data needed for economic
growth, job creation, and social benefits is not currently provided by
grantees. Our finding remains unchanged.
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FINDING 3—
The CPUC was
unable to award
$146 million in
infrastructure
projects by
December 31,
2015 to meet the
goals of
providing access
to 98% of
California
Households

Our audit determined that the CASF program was able to award only
$123,486,699 of the approved $270,000,000 of authorized funding since
the program inception through December 31, 2015, leaving $146,513,301
in authorized funding available for infrastructure projects. The awarded
projects, when completed, were estimated to provide coverage to only
97% of underserved and unserved households as follows:

Households
Served
Underserved
Unserved
Total Households

Served
12,180,931
308,541
340,563
12,830,035

Approved
Infrastructure

Projected
Served

Percentage

301,574
(285,497)
(16,077)

12,482,505
23,044
324,486

97.29%
0.18%
2.53%

12,830,035

This finding is based on the information provided for the 2015 CASF
Annual Report. The auditors determined that the CPUC did not meet the
goals based only on the figures presented. The impact of these
infrastructure projects may not be determined for years to come, as
household and data reported was only a snapshot in time and the
requirement was only to award authorized funding. There are no
assurances that authorized projects would provide intended results,
specifically, middle-mile projects.
Public Utilities Code section 281(a) requires the CPUC to “develop,
implement, and administer the CASF program to encourage deployment
of high-quality advanced communications services to all Californians that
will promote economic growth, job creation, and the substantial social
benefits of advanced information and communications technologies…”
The goal of the program is, “no later than December 31, 2015, to approve
funding for infrastructure projects that will provide broadband access to
no less than 98 percent of California households.” The CPUC is to
prioritize projects that provide last-mile broadband access to households
that are unserved by an existing facilities-based broadband provider and
also provide both grant applicants, and any party challenging an
application, the opportunity to demonstrate actual levels of broadband
service in the proposed project area. During the 2013-2014 Legislative
session, the Legislature passed SB 740 to expand eligibility requirements
for the CASF Infrastructure Grant Account and AB 1299 to authorize the
creation of the CASF Public Housing Account.
As noted above, this code states that this is a goal, not necessarily a
requirement. The auditors are not able to access the level of compliance or
non-compliance, as that measurement is problematic.
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As stated previously, household and broadband access reported was only
a snapshot in time and was based on when data was provided, as follows:
Annual Report

Served

Underserved

Unserved

20111

11,238,254

89.4%

1,083,838

8.6%

255,306

2.0%

1

2012

12,107,765

96.3%

344,913

2.7%

124,820

1.0%

20132

12,086,242

95.3%

339,153

2.7%

250,481

2.0%

2

2014

12,154,477

95.5%

265,993

2.1%

310,753

2.4%

20152

12,180,931

94.9%

308,541

2.4%

340,563

2.7%

1 Wireline
2 Wireline

and fixed wireless
only

In addition to the variances in percentages of households served, the
quantity of households that the CPUC estimates will be served by the
infrastructure projects does not correlate to the amounts reported above.
The CPUC reported that the infrastructure projects could potentially serve
the total number of households as follows:
Annual Report
2011
2012
2013
2014
2015

Underserved

Unserved

238,266
238,716
251,650
251,650
285,497

16,530
16,530
7,569
7,569
16,077

Total
254,796
255,246
259,219
259,219
301,574

Changes in population density and census data fluctuations should have a
similar effect on both estimates. Therefore, the SCO can state only that
meeting the 98% target is difficult to measure, as the underlying basis of
that calculation is different whenever the data is accessed.
The CASF awarded an additional six projects, totaling $152,951,278,
during the period of January 1, 2016, through December 31, 2016. An
additional six projects, totaling $34,257,543, were also pending award on
December 31, 2016. Therefore it is likely that the CPUC was in
compliance with the legislative requirement by December 31, 2016.
Recommendations
The SCO recommends that the CPUC:


Determine the impact, if any, as a result of delay in awarding
infrastructure projects; and



Perform future analysis and conclusions as to whether existing
projects will provide access to 98% of California households.
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Management’s Response
Per Public Utilities Code section 281 (b)(1), “The goal of the program is,
no later than December 31, 2015, to approve funding for infrastructure
projects that will provide broadband access to no less than 98 percent of
California households.” There is no reference to the word “served” in the
statute. Based on a literal reading of the statute, the Commission could
define the program such that the underserved household counts are added
to the served household counts, and therefore the program could have met
the 98% goal. The audit could have correctly found that the Commission
already met the statutory goal.

SCO’s Comment
We concur that the statutes are interpretative. As stated in Finding 2, the
CASF goals are fluid. At a certain point in time, it could appear that the
statutory goals have been met. Our finding remains unchanged.
Management’s Response
The paragraph in the draft audit stating, “As noted above, this code
states…,” notes that “measurement is problematic.” First, the draft audit
does not recognize the historical changes to the speed thresholds made
by the Commission that would impact meeting the goal. As an example,
increasing the speed threshold for defining “served” status from 3 Mbps
downstream and 1 Mbps upstream to 6 Mbps downstream and 1.5 Mbps
upstream increased the number of underserved (CASF program eligible)
households.

SCO’s Comment
Our audit did not address these historical changes as we can only audit to
current criteria. We acknowledge that the CPUC has adequately
implemented this program including using these changes. Our finding
remains unchanged.
Management’s Response
Second, the draft audit does not recognize efforts by Communications
Division staff to address reliability of data and its impact on CD’s
determination of service availability. A major contributor to the data
“fluidity” is that CD has improved data accuracy over time via the
Commission’s CalSPEED testing program as well as public feedback.
Further, wired broadband service provider data is collected and validated
by several means as described on the website; broadband validation
methods at http://www.cpuc.ca.gov/General.aspx?id=2529.
The
broadband mapping data collection is explained on the CPUC’s website
at http://www.cpuc.ca.gov/General.aspx?id=2540 .
In the paragraph stating, “in addition to the variances in percentages of
households served…” the last sentence should say “total number of
potential households served as follows:” Further, the emphasis should be
on the number of connections built for last- mile grants. For potential
households, the majority is from middle-mile projects, as explained in
the annual report on page 21, “‘middle-mile households’ is the estimated
number of households that would have access should last-mile
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connections be built following the middle-mile infrastructure grant and
deployment.”
The recommendation that the CPUC… “Determine any impact, if any, as
a result of delay in awarding infrastructure projects…” is problematic
given that the audit was tasked with determining social benefits of the
program. If the audit was unable to determine social benefits, it is
unreasonable to task the Commission with the same. Our focus is on how
to improve the program to be more effective.

SCO’s Comment
We edited the description of the table in the final report to address the
CPUC’s concerns. We were tasked with determining whether the CPUC
had adequately documented objectives such as social benefits. Absent of
available data, we did determine that such assessment was difficult. Our
finding remains unchanged.

FINDING 4—
Administrative
and program
oversight should
be improved

The CPUC staff implemented the CASF program according to state law
and Commission rules, including in the awarding of grants, denying
applications, prioritizing projects, providing last-mile broadband access to
households unserved by an existing facilities-based broadband providers,
and managing challenges. However, we determined that the process and
procedures to perform this implementation needs improvement.
Project Management
We reviewed progress and completion reports for infrastructure projects
marked complete in the 2015 CASF Annual Report and noted that
finalized completion reports were never prepared for certain projects.
Some projects were noted as complete in the progress reports, but final
payments were not yet issued; therefore, final completion reports were not
yet provided by the grantee. The 2015 CASF Annual Report highlighted
these projects as complete even though the project had not yet been
finalized.
One project not listed on the report as complete was actually considered
complete by CPUC staff. The grantee never submitted progress reports
because they never submitted a request for reimbursement. During the
audit period, the SCO confirmed that the project was completed but the
grantee would not seek reimbursement. The CPUC passed Resolution
#T-17528 rescinding this, and a few other projects.
Grantees are required to submit quarterly reports; however, there were no
contractual agreements that indicated such requirements. Review of these
progress reports mainly involved CPUC staff reviewing written status
reports provided by the grantee. CPUC staff rarely performed site visits.
CPUC staff stated that they observed only a few of the 27 completed
infrastructure projects while they were being built.
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Administrative Oversight
The SCO also performed the second interim financial audit for the CASF
program. This audit determined that there were discrepancies existed in
program expenditures between CALSTARS and the 2015 CASF Annual
Report. The discrepancies were the result of timing issues and the SCO
determined that internal controls were adequate to implement the program;
however, failure to reconcile discrepancies between the reports is a
potential weakness in internal controls.
Recommendations
The SCO recommends that the CPUC:


Dedicate resources to perform adequate project management tasks,
such as on-site visits, to determine the status of infrastructure projects;



Report projects as complete in the annual report only when final
payments have been completed;



Enter into signed, contractual grant agreements with entities
participating in CASF programs to require participants to provide the
CPUC with the data necessary to measure performance; and



Dedicate additional resources to reconcile differences
discrepancies between management reporting tools.

and

Management’s Response
CD believes that the draft audit report was referring to the Verizon
projects for Sea Ranch and Pinyon, which were verified as complete
(including a staff site visit to Pinyon and staff conversation with Verizon
contacts), but the grantee never came in for payment. Both of these
projects were rescinded in August 2016 (Resolution T- 17528).
Therefore, the audit recommendation has been remedied by this
rescission as the households and funds are no-longer included for the
2016 annual report.

SCO’s Comment
The Communications Division’s reference to projects Nos. 46 and 47
above were not reported as complete in the 2015 CASF Annual Report
(page 10). Our recommendation actually refers to projects Nos. 19, 21, 22,
and 23 (page 9), which are reported as completed; however, the grantee
had not received payment.
Management’s Response
CD and Legal Division are not persuaded that a separate signed
contractual agreement is necessary. Further, performance measurement
standards have not been developed, and it is CD and Legal Division’s
interpretation that Public Utilities Code section 281 does not mandate
such measurement.
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SCO’s Comment
As stated in Finding 2, contracts would be preferred method by which to
protect the interests of the CPUC. However, the signed consent forms
mentioned in Finding 2 would add some additional safeguards to ensure
compliance with the grant requirements between the CPUC and the
grantees. Our finding remains unchanged.
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Observations and Recommendations
OBSERVATION 1—
Promotion of
economic growth,
job creation

We determined that the CASF program has encouraged deployment of
high-quality advanced communications services to all Californians that
will promote economic growth and job creation consistent with Public
Utilities Code section 281(a). However, the CPUC’s lack of adequate
tracking, required reporting, and general oversight of this objective could
not provide enough data for the SCO to measure how the CASF
specifically met this objective. Additionally, the Public Utilities Code
section 281(a) did not establish enough criteria to determine a
measurement for that criteria.
Public Utilities Code section 281(a) requires the CPUC to develop,
implement, and administer the CASF program to encourage deployment
of high-quality advanced communications services to all Californians. The
SCO analyzed and developed procedures to determine whether the CASF
program achieved its objectives. Our analysis was to determine the number
and types of jobs created, both direct and indirect, as well as other ways in
which the CASF program may have promoted economic growth and
substantial social benefits.
The CPUC did not track job-creation data and did not document any
requirements for CASF participants to monitor, track, or report economic
development. The CPUC stated that participants were to refer to the Public
Utilities Code as a guideline for compliance; however, projects were
granted to participants by passage of resolutions, and no formal
agreements created any other stated contractual obligation to provide such
data.
Although the CPUC did not track job-creation data, the CASF program
partially funded six American Recovery and Reinvestment Act of 2009
(ARRA) projects that had job-creation reporting requirements. This job
data was once readily available; however, due to changes in administration
and the length of time since the ARRA programs, certain information is
no longer easily accessible to the public. We were able to determine from
the available ARRA data that the following jobs were reported on these
projects:

Project
Ponderosa Cablevision
Calaveras Poker Flat
Digital 395 Middle Mile
Plumas Sierra Telecom
Audeamus Last Mile
CVIN

(A)
Total
ARRA Project
$

*Reported to ARRA
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3,850,000
4,090,000
81,150,000
13,770,000
5,480,000
46,620,000

(B)
Total Jobs
Reported

(C)
CASF Cost
Share

(C)/(A)*(B)
Estimated Jobs
Paid by CASF

71
$ 1,154,780
109
348,254
992 * 26,754,941
96
1,721,280
52
1,154,494
1,157 * 6,312,983

21
9
327
12
11
157
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The infrastructure projects are either middle-mile or last-mile projects.
The objective of the middle-mile projects is to bring high-speed internet
access capability, such as fiber optic cable, to rural areas, and the objective
of last-mile projects is to bring actual internet service to a customer or enduser. In both types of projects, the work entails installing lines of cable
along public access points to reach a destination. We therefore determined
that each project involved similar skill sets, even if different sets of labor
were employed. Cost differentials could be attributed to various
geographic barriers and limitations.
Our review of available ARRA data determined that, as the work
performed was similar in each project, the ratio of quarter-FTE jobs
created per dollar spent should provide a reasonable range by which to
determine which jobs were created by the infrastructure projects.

Project
Ponderosa Cablevision
Calaveras Poker Flat
Digital 395 Middle Mile
Plumas Sierra Telecom
Audeamus Last Mile
CVIN

(E)=(A)/(B)
Spend per Job
ARRA

(F)
Total CASF
Paid*

(F)/(E)
CASF Cost
Share

$

$ 59,250,528
59,250,528
59,250,528
59,250,528
59,250,528
59,250,528

1,093
1,579
724
413
562
1,427

54,225
37,523
81,812
143,438
105,385
40,292

*Total Infrastructure Project Payments made as of December 31, 2015 was
$59,250,528

Based on the actual data reported by the ARRA projects, it is reasonable
to correlate that the CASF’s infrastructure projects created between 413 to
1,579 quarter-jobs, with an average of 974 quarter-jobs and a median of
908 quarter-jobs. A quarter-job is one person employed for 520 hours.
Although this is not an exact figure that should be reported with a high
level of confidence, it is a reasonable range for the number of jobs likely
created by the CASF as of December 31, 2015.
We also performed an assessment of economic development. Criteria for
measuring economic development also was not established in the Public
Utilities Code or by CPUC. The SCO did not have any means of
measurement, as the objectives were never defined. To assess a measure
of economic development, the SCO approached the stakeholders and
potential end-users for each of the completed infrastructure projects for
their assessment.
We examined 23 regional areas that received infrastructure improvements
from completed CASF projects. Within each of these areas, we inquired
with economic development agencies, both private and governmental, and
surveyed business development agencies, such as chambers of commerce,
when applicable. Responses from the 23 regional areas were generally
consistent, except for some that experienced immediate and direct impact.
In general, each region reported that:


It was not aware of the CASF but was aware of infrastructure projects
when named or described by the auditor;

-20-

California Advanced Services Fund – Second Interim Performance Audit

California Public Utilities Commission



The CASF infrastructure projects were successful and it was satisfied
by the results; and



It has not experienced immediate economic growth from these
projects but stated that:
o

Immediate growth was not expected;

o

The infrastructure must be in place before growth would occur;

o

Future growth would be impossible without the infrastructure
project.

The Mojave Air and Space Port Project reported immediate economic
impact mainly because the high-speed fiber optic line was brought out to
an existing business center. The IT Director of the airport reported that,
without access, the airport would not have been able to retain or make the
area available for up to 70 tenants. The director also stated it was likely
that the internet service assisted in retaining four tenants that accounted
for over 600 jobs in the business park.

OBSERVATION 2—
The CPUC should
contractually
obligate CASF
participants

The SCO notified the CPUC’s Communications Division at the onset of
this audit, in May and June of 2016, that our preliminary analysis had
determined that the CASF program’s methodology of awarding grants to
participants was not consistent with State contracting requirements or best
practices. As stated in the finding section, the CPUC uses the resolution
approval process as the means of awarding grants.
Our findings in this report reflect the need for the CASF to contractually
obligate their participants; these grant contracts would lay out the specific
requirements each grantee is obligated to perform, whereas the current
process uses resolutions without final concurrence from the grantee.
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Attachment 1—
California Public Utilities Commission’s Response to
Draft Audit Report
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Attachment 2—
An update to the California Wireline Broadband Availability maps,
previously published in the California Broadband Task Force
Report – January 2008
Since the 2008 California Broadband Task Force Final Report, broadband mapping in California has
evolved, as have the maps and data. The California Interactive Broadband Map has taken the place of the
task force maps. CPUC map updates were primarily uploaded to the National Broadband Map at
www.broadbandmap.gov (prior to December 31, 2015) and currently to the California Interactive
Broadband Availability Map at www.broadbandmap.ca.gov. The Wireline data is the most consistent and
useful for tracking progression over time.
Attached are the following maps published by the CPUC:


Consumer Wireline Broadband Served Status map as of December 31, 2015



Wireline Broadband Availability Consumer map as of December 31, 2015



Wireline Broadband Availability data as of December 31, 2015



Households Served at 6 down/1.5 Up by Wireline Technologies (2010-2015) comparison chart.

