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FOREWORD

Congress created the Corporation for Public Broadcasting (CPB) in 1967 to promote
public media and help keep it free from government interference. CPB, a private
nonprofit corporation, is the largest source of federal funding for more than 1,400
public television and radio stations. CPB also funds research, technology, and di-
verse and innovative program development for public radio, television, and related
online services. It is governed by a nine-member Board of Directors appointed by the
President and confirmed by the Senate.

CPB receives nearly all of its funding from Congress. To provide stability for plan-
ning long-term programs and projects, Congress appropriates funds two years before
the fiscal year (FY) they are to be spent. For FY 14, CPB received $445 million in
Congressional appropriations, 95 percent of which must be awarded in grants and
contracts in support of public media, and a $12.7 million Ready To Learn grant from
the U.S. Department of Education.

Congress created CPB’s Office of Inspector General (OIG) in 1988 to promote the ef-
ficiency, effectiveness, and integrity of CPB by conducting audits, investigations, and
other evaluations of CPB initiatives and operations. As an independent component
of CPB, OIG reports to the CPB Board of Directors through its Audit and Finance
Committee.

Congress requires that the IG and the head of the CPB each report semiannually about
OIG operations and activities. Because CPB is a small organization, we have created
this joint report. The first section reports OIG’s activities and the second section,
“CPB Audit Resolution Activities,” is CPB’s report.
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OFFICE OF INSPECTOR GENERAL OPERATIONS

Message from the Inspector General
September 30, 2014

| am pleased to submit this Semiannual Report to Congress about our activities during the period
April 1 to September 30, 2014. We issued four audits in accord with our fiscal year 2014 Annual
Plan: one of alarge public television/radio station, one of a production grant to a member of the
National Minority Consortia, one of a digital grant to construct a master control facility, and one
limited scope performance audit addressing six stations’ non-federal financial support (NFES)
reporting. These four audits addressed $20.8 million in Corporation for Public Broadcasting (CPB)
grant funds and $153 million in NFFS. In addition, we issued two management letters to CPB as
well as an evaluation report on a complaint we received.

A major focus of our work this period was on stations’ reporting of their NFFS. The amount
of support a station receives from CPB depends upon the amount of NFFS the station reports --
the more the NFFS, the more the CPB funding. At the seven stations where we reviewed NFFS
reporting this period, we found NFFS over-reporting of $2.8 million, due to misinterpretation of,
lack of compliance with, and ambiguity in CPB guidance. While stations have historically had
problems adequately documenting in-kind contributions, our work this period identified a new
issue regarding underwriting processed through third party recipients. We found some stations
claimed as NFFS the entire contribution, including the fees retained by the third parties, while
others reported as NFFS only the net amount the stations received after the third parties deducted
their fees. We recommended that CPB take steps to clarify and enforce its rules relating to NFFS
to ensure fair and consistent reporting across stations.

In our audit of a member of the National Minority Consortia, we found issues we had identified
previously at other Consortia members, those related to cash management practices and the oversight
of independent producers. And, at a large television/radio station, in addition to over-stated NFFS,
we found questionable costs and noncompliance with provisions of the CommunicationsAct.

With regard to complaints received by our office, we closed all nine of the complaints that we
carried into the reporting period and an additional 32 of the 33 new complaints that we received.
Whilewe opened no new investigations, we did conduct an eval uation in response to one complaint.

We also continued our outreach to the public media community by speaking on the topics of fraud
and compliance at the Public Media Business Association.

As you will see from this report, we are fully engaged in supporting public media by promoting
accountability in CPB initiatives and operations. We look forward to continuing to work with
Congress and the CPB Board and management in this important effort.

Ny bl

Mary Mitchelson
Inspector General




Report Number/Date

Issued

APT1404-1405
August 4, 2014

Operations in the Current Period

This table identifies the reports the Office of Inspector General (OIG) issued this reporting period
with related monetary findings and recommendations for corrective actions.

Reports Issued for the Period Ending September 30, 2014

Report Title

Audit of the Digital Distri-
bution Grant Awarded to
Centralcast LLC, Albany,
New York for the Period
September 30, 2011 — March
20,2014

Questioned

Costs

Unsupported
Costs

Funds Put To
Better Use

Number of
Recommen-

dations

APT1304-1406
September 10, 2014

Audit of CPB Grants
Awarded to Vision Maker
Media, Lincoln Nebraska for
the Period October 1, 2010 —
September 30, 2013

$276,905

L-APR1305-1407
September 12, 2014

Other Matters — Audit of the
Public Radio Satellite Sys-
tem Upgrade Grant Awarded
to National Public Radio

L-APT1404-1408
September 12, 2014

Other Matters — Audit of the
Digital Distribution Grant
Awarded to Centralcast
LLC, Albany, New York

ASJ1403-1409
September 29, 2014

Examination of KQED, Inc.,
San Francisco, California,
Community Service and
Other Selected CPB Grants
Active During the Period
October 1, 2011 — Septem-
ber 30,2013

$34,988

$197,360

ACJ1405-1410
September 30, 2014

ECT1402-1404
May 5,2014

Audit of Underwriting

and In-kind Contributions
Reported as Non-Federal Fi-
nancial Support at Selected
Grantees for Fiscal Year
2013

Report of Evaluation —
Vermont Public Television
Complaint

$46,167
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Audit and Assistance Activities Reports Issued

We issued reports on four audits and one evaluation this period. We also issued two management
letters to the Corporation for Public Broadcasting (CPB) associated with two of our audits.
You can access all of our reports on our website at http://www.cpb.org/oig/reports/.

Audit of Underwriting and In-kind
Contributions Reported as Non-Fed-
eral Financial Support at Selected
Grantees for Fiscal Year 2013, Report
No. ACJ1405-1410 (issued September
30,2014)

Our past audits of stations have often
found over-stated non-federal finan-
cial support (NFFS) related to report-
ing ineligible underwriting and in-kind
contributions, as well as undocumented
in-kind trades. The accurate reporting
of NFFS is critical for the equitable dis-
tribution of Community Service Grant
(CSG) funds. CSGs serve as an incen-
tive for a station to raise other funds,
so the more NFFS a station reports, the
more CSG funding it will receive. Our
limited scope audit reviewed underwrit-
ing and in-kind contributions reported
as NFFS for FY 2013 at six stations. We
found more than $670,000 of reported
NFFS ineligible and a general lack of
compliance with CPB guidance, which
also needs to be clarified. In particu-
lar, to ensure fairness and consistency,
CPB should specify whether a station
may claim as NFFS all the revenue pro-
cessed through a third party recipient or
only that amount received by the station
after the third party withholds its fees.

The objectives of our audit were to deter-
mine whether the stations reported under-
writing and in-kind contributions as NFFS in
accordance with CPB’s Financial Reporting
Guidelines (Guidelines) for their respective
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FY 2013 reporting periods. Our audit found:

» stations over-stated NFFS by $671,046,
because of general lack of compliance with
CPB’s Guidelines, which will result in esti-
mated CSG overpayments of $46,167 in 2015.
We classified these monies as funds put to bet-
ter use;

» that CPB’s Guidelines need to clarify:

- documenting in-kind contributions and
valuing goods and services at the time of
donation;

- valuing exclusive sponsorships when
usual and customary fees were not estab-
lished;

- requirements that goods and services
need to be purchased if not donated;

- receipt of contributions by third parties
for the benefit of public broadcasters
when stations do not take constructive
receipt of the full donation; and

- excluding presenting fees as NFFS; and

» that CPB should evaluate the practicality
of continuing to allow stations to claim in-kind
trades as NFFS given the historical and current
challenges in valuing trades and documenting
that they were received by the stations.

We recommended that CPB take the following
actions:

* require stations to submit revised FY 2013
Annual Financial Reports (AFR) adjusting
overstated NFFS;

* reduce FY 2015 CSG payments based on
receipt of revised FY 2013 AFRs and redistrib-
ute estimated overpayments of $46,167;

» clarify the current Guidelines to address
the issues enumerated above, and:



» evaluate the practicality of continuing to
allow stations to claim in-kind trades as NFFS.

Some stations expressed disagreement on
items questioned for in-kind trades and how
third party recipient receipts should be han-
dled, but there was general agreement that
CPB’s Guidelines need to be clarified as we
recommended.

CPB’s management decision resolving our
recommendation is due by March 29, 2015.

Examination of KQED, Inc., San Fran-
cisco, California, Community Ser-
vice and Other Selected CPB Grants
Active During the Period October 1,
2011 — September 30, 2013, Report No.
ASJ1403-1409 (issued September 29,
2014)

KQED operates three public tele-
vision stations, in San Francisco,
San Jose, and Monterey, and two
public radio stations, in San Fran-
cisco and North Highlands. KQED
produces local and national pro-
grams and also develops content and
applications for digital platforms
and mobile devices. During our au-
dit period, KQED received almost
$9.8 million from CPB in CSGs and
other grants. We found that KQED
overstated its NFFS by more than $2
million, claimed $134,512 in costs
that we questioned, and needed to
improve its compliance with open
meetings, open financial records,
and equal employment opportunity
(EEQO) documentation provisions of
the Communications Act.

The objectives of our audit were to examine
KQED’s certifications of compliance with

CPB grant terms to: a) claim NFFS on its
AFR in accordance with CPB Guidelines; b)
expend CSG and other grant funds in accor-
dance with grant agreement requirements; and
c¢) comply with the Certification of Eligibility
requirements and the statutory provisions of
the Communications Act. Our examination
found KQED:

» over-stated NFFS by $2,147,411, which
resulted in potential CSG overpayments of
$197,360 ($134,512 in 2014 payments and
estimated potential overpayments of $62,848
in 2015), which we reported as funds put to
better use;

* was noncompliant with grant terms result-
ing in questionable production expenditures
of $34,988; and

» was noncompliant with the provisions of the
Communications Act for open meetings, open
financial records, and EEO documentation.

We recommended CPB:

* require KQED to submit revised FY 2012
and 2013 AFRs, eliminating ineligible rev-
enues of $2,147,411;

* recover $134,512 in excess CSG pay-
ments made to KQED in FY 2014 based on
NFFS reported in FY 2012 and adjust the sta-
tion’s 2015 CSG based on NFFS reported in
FY 2013 to eliminate an estimated $62,848 in
potential FY 2015 overpayments;

* require KQED to identify the corrective
actions and controls it will implement to en-
sure future compliance with NFFS guidance;
* provide policy guidance to stations for
reporting third party fees for underwriting as
NFES revenues;

* recover $34,988 in questioned costs and
ensure KQED complies with grant terms for
future CPB funded projects; and

* require KQED to submit its new writ-
ten policies that explain how the station will
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comply with open meetings, open financial
records, and EEO requirements of the Com-
munications Act to ensure the policies meet
CPB requirements.

KQED did not agree with our findings deal-
ing with over-stated NFFS for underwriting
third party fees, in-kind contributions, and
membership premiums. However, KQED did
agree with $714,000 in findings on over-stat-
ed NFFS for payments. KQED did not agree
with our findings regarding questioned costs
for budget reallocations and indirect costs but
did agree with questioned payroll costs of
$694. KQED agreed with our findings deal-
ing with the requirements of the Communica-
tions Act and took corrective action.

CPB’s management decision resolving our
recommendations is due by March 28, 2015.

Audit of CPB Grants Awarded to Vision
Maker Media, Lincoln, Nebraska for the
Period October 1, 2010 — September 30,
2013, Audit Report No. APT1304-1406
(issued September 10, 2014)

Vision Maker Media (VMM) promotes
the development of culturally diverse
programming for public broadcasting
by and about American Indians and
Alaska Natives. VMM is a member of
the National Minority Consortia, which
collectively addresses the need for na-
tional public broadcast programming
that reflects America’s growing ethnic
and cultural diversity. We audited three
grants CPB awarded to VMM for $4.3
million and found excess cash on hand
of almost $3800,000, questionable costs
of $270,000, and inadequate oversight
of sub-agreement productions.

The objectives of our audit were to determine
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whether: 1) financial reports fairly present CPB
grant revenues and expenditures; 2) costs were
incurred in accordance with grant require-
ments; and 3) VMM complied with applicable
provisions of the Communications Act.

Our audit found:

* VMM did not accurately report cash needs
when submitting grant payment requests, re-
sulting in VMM accumulating excessive CPB
cash balances of $790,258 as of September
30, 2013 (which was reduced to $675,439 by
April 30, 2014);

* questioned costs totaling $276,905 for
lack of documentation of actual expenditures
on multiple production projects; and

* VMM’s oversight of sub-agreement pro-
ductions needs improvement to ensure proj-
ects are completed and properly closed-out to
fully account for and use CPB funding.

We recommended that CPB officials: 1) en-
force existing grant agreement terms and re-
quire VMM to manage cash as specified; and
2) improve CPB’s internal procedure for re-
viewing payment requests to ensure the grant-
ee complies with grant terms and does not ac-
cumulate excess cash that exceeds quarterly
needs. We also recommended that CPB re-
quire VMM to: 3) refund $276,905 in ques-
tioned costs, which are part of the excess cash
balances discussed above; and 4) improve its
internal processes for monitoring production
sub-agreements to ensure that it completes
and properly closes out open projects after it
reviews and accepts deliverables and repro-
grams or returns to CPB any unused funds.

VMM management stated that they were fol-
lowing oral guidance from CPB regarding
cash drawdowns, which resulted in exces-
sive CPB cash balances. Regarding the ques-
tioned costs, VMM indicated that it planned
to reprogram funds for an in-house project



before the end of the grant period, extend the
grant period for another project, and return
any unused funds for other projects. VMM
also stated that it had taken steps to improve
its internal processes for monitoring produc-
tion sub-agreements. Those steps would ad-
dress recommendations 3 and 4. Recommen-
dations 1 and 2 were directed to CPB and are
unresolved pending CPB’s final management
decision resolving the report’s recommenda-
tions, which is due by March 9, 2015.

Report of Evaluation — Vermont Pub-
lic Television Complaint, Report No.
ECT1402-1404 (issued May 5, 2014)

We received an anonymous complaint
that the Vermont Public Television’s
(VPT) Board of Directors held 22
closed meetings, which was not in com-
pliance with the open meeting require-
ments of the Communications Act. We
initiated a limited scope evaluation
of the complaint and found VPT had
failed to comply.

The objective of our limited scope evaluation
was to determine if VPT violated the Com-
munications Act requirements as claimed.
We found:

e 17 of the 22 meetings identified in the
complaint constituted meetings that were
closed based on circumstances permitted by
the Communications Act and CPB guidelines;
and

+ for those 17 closed meetings, VPT failed
to comply with the Communications Act and
CPB requirements to prepare written expla-
nations and make them available to the public
within a reasonable time.

We also noted that VPT had initiated its own
review of the allegations, reported its findings

in a public meeting, initiated corrective ac-
tions, and reported to CPB.

We recommended that CPB sanction VPT for
its noncompliance with grant requirements and
obtain documentation from VPT to demon-
strate that its newly adopted internal controls
are working effectively to ensure compliance
with open meeting requirements. In response,
VPT asked for certain revisions to the report,
requested that we reconsider our recommenda-
tion for sanctions, and noted that it had pro-
vided evidence of compliance to CPB.

CPB accepted our recommendations and as-
sessed a $15,000 penalty on VPT.

Audit of the Digital Distribution Grant
Awarded to Centralcast LL.C, Albany,
New York for the Period September
30, 2011 — March 20, 2014, Report No.
APT1404-1405 (issued August 4, 2014)

Ten New York television stations
formed an entity named Centralcast
LLC to construct and operate a cen-
tralized, multi-station master control
facility. Our audit covered the $6.6
million grant CPB awarded to Cen-
tralcast for construction of this master
control system. We found Centralcast
fairly reported grant revenues and ex-
penditures and complied with grant re-
quirements.

The objectives of our audit were to determine
whether Centralcast: a) submitted a financial
report that fairly presented grant revenues
and expenditures; b) incurred costs in accor-
dance with grant requirements; and c) com-
plied with grant requirements.

We found that Centralcast fairly reported
grant revenues and expenditures on its in-
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terim financial report; expended and reported
CPB funds in accordance with grant agree-
ment requirements; and complied with grant
terms. Based on our testing, we reported no
findings or recommendations.

Other Matters — Audit of the Digital
Distribution Grant Awarded to Cen-
tralcast LL.C, Albany, New York, Re-
port No. L-APT1404-1408 (issued Sep-
tember 12, 2014)

In conducting our audit of Centralcast,
we noted that CPB had not approved
variances and associated reallocations
exceeding ten percent of the amounts
budgeted, as required by the grant agree-
ment. We have reported similar findings
to CPB in four other audit reports. We
recommended that CPB either eliminate
the provision from future agreements or
take steps to enforce it.

Our Centralcast audit disclosed that the
grantee made material changes to the budget
without prior written approval by CPB, as re-
quired by the grant agreement. Document-
ing material budget changes is an important
part of effective grants administration. We
recommended that CPB evaluate its grants
management practices, require that grantees
provide written justification for material bud-
get changes, and ensure that project officers
evaluate the grantees’ justifications before au-
thorizing further payments.

In response, CPB affirmed its intention to en-
force the provision regarding material budget
changes and pledged to provide additional
training to its project officers on this point.
Its management decision resolving our rec-
ommendations is due by March 29, 2015.
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Other Matters — Audit of the Public
Radio Satellite System Upgrade Grant
Awarded to National Public Radio,
Report No. L-APR1305-1407 (issued
September 12, 2014)

In auditing the Public Radio Satellite
System upgrade grant, we noted that
the agreement permitted the grantee
to award contracts valued at up to $1
million without competition and with-
out written justification of why a sole
source contract was necessary, why the
price was reasonable, and that the con-
tractor could meet the contract require-
ments. This practice did not conform
to either NPR’s or CPB’s own procure-
ment policies. We recommended that
future grants for radio and television
interconnection system upgrades re-
quire all procurement decisions be
documented to provide transparency
and demonstrate the prudent use of
CPB funds.

During our audit of the public radio system
upgrade grant, we found there was no docu-
mentation available to support awarding $5
million to eight contractors noncompetitively.
Even though the grant agreement permitted
this practice, it was contrary to both CPB’s
and the grantee’s procurement policies, as
well as to the commonly recognized pref-
erence for competition in contracting. We
recommended that CPB require more com-
petitive procurement in its future grant agree-
ments for major interconnection systems up-
grades.

CPB’s management decision resolving our
recommendations is due by March 29, 2015.

S



Additional Reporting Requirements
Peer Review Results

Our office did not receive a peer review during this reporting period. Our last peer review was
conducted by the Library of Congress for the period ending March 31, 2013, and it contained
no recommendations. We did not conduct a peer review of another OIG during this reporting
period. There are no outstanding unimplemented recommendations from the last peer review
we conducted.

Resolution of Recommendations

The following table summarizes the resolution activities for all audit and assistance reports is-
sued by our office. This table includes reports that contain monetary and non-monetary findings
with related recommendations.

Reports Requiring Resolution

Number

of Reports | Questioned | Unsupported | Funds Put to
Description Costs Better Use

Reports for which no management
decision had been made by the start of
the reporting period. 2 $196,701 $196,701 $0

Reports issued during the reporting
period. 6! $311,893 $298,971 $243,527

Subtotals’ 8 $508,594 $495,672 $243,527

Reports for which a management
decision had been made during the
reporting period: 4

 Dollar value of recommendations

agreed to by management $6,772 $6,772 $30,0002

 Dollar value of recommendations

not agreed to by management $189,929 $189,929 $0

Reports with no management decision

at the end of the reporting period. 4 $311,893 $298,971 $243,527

! Three reports had only administrative recommendations.

2 Monetary penalties of $30,000 were assessed by CPB management based on our administrative recommendations
for two audits. We recommended that penalties be assessed but did not recommend a penalty amount. As a result,

the Funds Put to Better Use column does not add up and the ending balance is the same as the amount reported for

the audits issued during the period. For reporting purposes, we classified the penalties as Funds Put to Better Use.



Investigative Activities

The IG Act provides for OIG to receive and investigate complaints or allegations involving po-
tential violations of law, rules, or regulations; mismanagement; gross waste of funds; or abuse of
authority. We receive allegations through a variety of means, including our hotline. We review
all allegations to determine whether the complaint should be the subject of an audit, evaluation, or
investigation. The results of such investigations may be referred to appropriate federal, state, or
local prosecuting authorities for action.

Allegations and Hotline Complaints

In our previous semiannual report, we stated that we had nine open complaints at the end of the
period. We closed all nine during the current period. We closed four of them with referrals to
CPB and three with referrals to the Federal Communications Commission (FCC) or other federal
agencies. We closed two because we determined either the complaints lacked specificity or we did
not have authority to act on them.

During this reporting period, we received 33 new complaints. We referred three internally for
audit, seven to CPB for its information or action, three to the CPB Ombudsman, and two to the
FCC or other federal agencies. In three instances, we provided information to the complainants
and closed the matter. We closed fourteen because we determined that the complaint either lacked
specificity or we did not have authority to act on them. At the end of the reporting period, one
complaint remains open.

Investigations

During this reporting period, we did not open any new investigations; however, we did initiate an
evaluation in response to one complaint.

Congressional Matters

In March 2010, the ranking members of the Senate Committees on Finance, Homeland Security
and Governmental Affairs, and the Permanent Subcommittee on Investigations, Senators Charles
Grassley and Tom Coburn, requested that our office send biannual reports on all closed investiga-
tions, evaluations, and audits conducted by our office that were not disclosed to the public. In June
2014, we sent a report for the period October 1, 2013 through March 31, 2014.

Other OIG Activities

In May, the IG, the Deputy IG, and the Counsel to the IG and Assistant Inspector General for Inves-
tigations presented at the annual conference of the Public Media Business Association (PMBA).
They talked about the need to be alert to fraud and about Communications Act compliance issues
OIG has identified in its work. The conference was attended largely by general managers and fi-
nancial officials from public media stations.



CPB AUDIT RESOLUTION ACTIVITIES

Message from Chief Financial Officer and Treasurer

September 30, 2014

CPB and OIG staffs continue to work cooperatively to discuss and resolve report find-
ings and recommendations. Generally, corrective actions have been completed or are
proceeding according to agreed-upon schedules. Some resolutions have taken longer
than desired and recent modifications in internal procedures are being implemented to
improve the timeliness of CPB responses.

With our commitment to continuous improvement, enhancements to CPB internal con-
trols and processes and procedures are always a priority. In this regard, the CPB staff and
OIG are working together with our grantees to strengthen procedures and controls over
station grants, contracts, and CPB assets.

NGB

William P. Tayman, Jr. *
Chief Financial Officer and Treasurer




Recovering Disallowed Costs and
Funds Put to Better Use

During this reporting period CPB management issued five management decisions, including an ap-
peal of an earlier decision, that contained findings with questioned costs or funds put to better use.
Further details concerning the status of on-going recovery efforts are discussed under the section
titled Corrective Action Not Completed Within One Year of a Management Decision, on page 12.

Reports with Disallowed Costs or Funds Put to Better Use

Number
of Dollar Value of Dollar Value Funds

Description Reports | Disallowed Costs Put to Better Use

Reports with management decisions
for which final action had not been

completed by the start of the report-
ing period. 9 $442,613 $840,230

Reports for which management
decisions were made during the
reporting period. 52 $6,772 $30,000

Subtotal 14 $449,385 $870,220

Reports for which final action was
taken during the reporting period.* 5

* Dollar value of disallowed costs
that have been recovered through
collection or offset. $24.,604 $25,236

* Dollar value of disallowed costs
written off as uncollectible. $0 $0

Reports for which final actions were
not completed by the end of the
reporting period.

$424,781 $844,994

3 This total includes one management decision from the prior period that was appealed by the grantee and upheld by
CPB management assessing a $15,000 penalty on the grantee.

4 Monetary recoveries were made on five reports during this reporting period. Final monetary recoveries were made
on three reports.



Corrective Actions Not Completed Within
One Year of a Management Decision

At the end of the reporting period there were four reports with monetary corrective actions that had
not been completed within one year of the management decision date. Additionally, there is one
other report with significant administrative corrective actions that have not been completed within
one year of the management decision date. CPB officials have established a completion date to
implement administrative corrective actions.

Monetary collection actions are in process in accordance with CPB’s approved grant offset sched-
ule for two audits and collection decisions are pending on two others.

On-Going Monetary Collection Actions as of September 30, 2014

Fiscal Year
Date Date Corrective Action
Report No. Report Title Issued Resolved to be Completed
ASJ1102-1201 | Audit of CPB Dec. 12,2011 | July 9, 2012 FY 2017 (1)
Grants Awarded to
WQED Multimedia
ESR1107-1204 | Examination of March 20, 2012 | March 22, 2013 FY 2016 (2)

CPB Grant Funds
Awarded to Cesar
Chavez Foundation

KUFW-FM
APR1203-1206 | Examination August 2