STATE OF WASHINGTON

January 14, 2026

Honorable Pat McCarthy
Washington State Auditor
P.O. Box 40021

Olympia, WA 98504-0021

Dear Auditor McCarthy:

We appreciate the opportunity to respond to the performance audit report, Assessing the Department of
Commerce’s Management of the Digital Navigator Program.

The Department of Commerce agrees with the recommendations in the report. Our response includes
information about the broader environment and variables that led to this outcome. While context is
important, we acknowledge the errors made and commit to remedying the behaviors, actions, and
insufficient internal controls that led to the issues identified. The recommendations will assist the
Department’s efforts toward continuous improvement, operational compliance, and programmatic
excellence.

Commitment to the Auditor’s recommendations

In agreement with the State Auditor, the Department commits to ensure:
1. Competitive processes to award or expand grant funds;
Proper vetting of direct grantees and subgrantees;
Clear and specific responsibilities and compliance for grantees and subrecipients;
Performance management; and
Reimbursement oversight.

Al

The Department will continue to make improvements in grant management practices, staff training,
oversight, and leadership responsibilities to improve internal controls and oversight for program
effectiveness and integrity. Only through consistent practice of these improvements will we rebuild
transparency, fairness, and ultimately, public trust.

Actions taken by new leadership

As this report notes and appreciates, new executive leadership at the Department took swift and decisive
action to address the ongoing issues within the program by listening to staff, legislators and organizations
involved in digital equity work, and recommendations from the Office of the Washington State Auditor.
The Department immediately facilitated the improvement of accountability and support systems through the
creation of a Contracts and Compliance Division, comprised of the Central Contracts Officer and the
Internal Control Officer. To mitigate issues with grantee performance and expenditures, this division
provides technical assistance and training to build skills with the diverse range of grantees new to state
contracting.



Corrective actions already implemented

Prior to the issuance of this report and the fiscal year 2023 State Auditor’s Office (SAO) Accountability
Audit report, the Digital Navigator Program has implemented processes and procedures to ensure funding is
provided only to applicants who meet all required minimum and mandatory requirements.

Program staff also received training on how to review payments effectively, ensuring they are for allowable
activities as outlined in the scope of grantee contracts and in compliance with all applicable policies.
Although the Digital Navigator program ended on June 30, 2025, staff have already completed the
following corrective actions:

1. Hired a Tribal Outreach and Engagement Manager responsible for monitoring contracts,
reviewing and approving allowable expenses, and developing relationships with Tribes.

2. Provided a payment matrix and increased staff availability for meetings with grantees to
provide technical support to meet state and program requirements for reimbursement.

3. Developed program-specific processes and procedures concerning allowable expenses and
invoice reviews.

4. Developed checklists outlining notice-of-funding opportunity requirements, which include
scoring matrix criteria and alignment of project scope and expenses in grantee contracts.

5. Ensured all staff managing contracts receive training in compliance with state contracting laws
and reimbursement processes.

6. Standardized data collection requirements from grantees to include eligibility requirements for
program participants.

7. Created additional documents to support FY 2025 grantees, such as an updated project cost
tracker, contract closeout checklist and procedures, data reporting tool and related procedures,
and device attestation and distribution forms.

Program closeout and reimbursement efforts

Funding and contracts for the Digital Navigator Program ended on June 30, 2025. The Department took the
extraordinary step of offering the lead grantee consortium to assign its subgrantee contracts directly to the
Department, enabling the subgrantees be reimbursed for allowable expenses from January 1, 2025, through
June 30, 2025. To date, three out of the 15 grantees have received payment for their services, with
additional approvals for reimbursement of digital navigator services provided to local community members
anticipated through the end of December 2025.

Independent reviews to review payments

As evidence of the Department’s commitment to address the recommendations made in this report and in
the SAO’s FY 2024 Accountability Audit, program staff and managers have worked closely with the
Contract and Compliance Division to contract an independent Certified Public Accounting (CPA) firm to
review and reconcile the lead grantee’s expenses for FY 2025. The report issued by the CPA firm aligns
with the Department’s internal reviews and reconciliations, performed by Digital Navigator program staff,
and the cross-divisional team assembled to pay the subgrantees cited in the previous paragraph for
allowable expenses. The Department is collaborating with the subgrantees of the Digital Navigator program
to review and reconcile their expenses, as allowed.

In the coming months, the State Broadband Office and the Contracts and Compliance Division will contract
with a CPA firm to conduct additional reviews of expenses paid to the lead grantee consortium and its
former subgrantees. The review will include more than $10.7 million in FY 2024 payments. Once the firm’s
review is completed, the Department will determine the amount owed to the lead grantee or initiate
recapture of those funds.



Commitment to future accountability

The Department is committed to ensuring all future grants and funds awarded in its care and stewardship
will implement the recommendations based on the action steps and timeframes provided. The State
Broadband Office, as a business area that reports to the Local Government Division’s leadership, is
included in these action steps. We take this report and its findings seriously and are committed to
demonstrating transparency and accountability as we address the failings identified.

Sincerely,

K.D. Chapman-See de; g?yénV

Director Director

Office of Financial Management Department of Commerce

cc: Shane Esquibel, Chief Operations Officer, Office of the Governor
Franklin Plaistowe, Deputy Chief Operations Officer, Office of the Governor
Kenneth Martin, Policy Director, Office of the Governor
Debbie Driver, Legislative Director, Office of the Governor
Jesse Jones, Director, Your Washington, Office of the Governor
Tammy Firkins, Performance Audit Liaison, Your Washington, Office of the Governor
Scott Frank, Director of Performance Audit, Office of the Washington State Auditor



OFFICIAL RESPONSE TO PERFORMANCE AUDIT ON ASSESSING THE DEPARTMENT OF
COMMERCE’S MANAGEMENT OF THE DIGITAL NAVIGATOR PROGRAM — JANUARY 14, 2026

The Department of Commerce (Commerce) and the Office of Financial Management (OFM) provide this
management response to the State Auditor’s Office (SAO) performance audit report received on
December 1, 2025.

SAO Performance Audit Objectives
The SAO’s performance audit addressed this question:

1. Could digital equity programs and initiatives be better coordinated to enhance efficiency, optimize
funding and effectively serve Washingtonians?

Recommendations 1-9 to Commerce in brief:

SAO Recommendation 1: To address gaps in grant management procedures around the expansion of
grants:

1. Develop procedures for when and by how much existing grant contracts may be expanded
without reopening a competitive process for additional grant applicants.

STATE RESPONSE: The Department agrees with this recommendation. The Contract and
Compliance Division will implement procedures at the agency level, based on Policy 200-03-007,
issued on May 1, 2024, in addition to all applicable state and federal laws. The Local Government
Division will collaborate closely with the Contract and Compliance Division to support these
agencywide efforts by modeling the initial steps to develop and implement these procedures before
the established agencywide deadline of June 30, 2027.

Action Steps and Time Frame
» Issue a directive to ensure Local Government Division leadership and staff follow agency
Policy 200-03-007 while also offering resources so staff can implement division and unit-level
procedures that outline when and by how much existing grant contracts may be expanded
without reopening a competitive process for additional grant applications by Sept. 1, 2026.

> Establish and continually update an agencywide tracker visible to all agency staff to create
accountability and transparency for all grants and loans that have been pre-approved as
exempted from the competitive requirement by Jan. 1, 2027.

» Identify divisions and units in Commerce that demonstrate the highest percentage of exceptions
to the competitive requirement for review by the Contracts and Compliance Division on a semi-
annual basis by March 1, 2027.

SAO Recommendation 2: To address gaps in grant management procedures around the evaluation of
subgrantees for eligibility:

2. Develop procedures that address the verification of grantee eligibility and subgrantee eligibility based
on risk.



STATE RESPONSE: The Department agrees with this recommendation. The Contract and Compliance
Division will implement grantee eligibility verification procedures based on risk at the agency level by June
30, 2027, with each division providing procedures to implement this process. The Local Government Division
will collaborate closely with the Contract and Compliance Division to lead the path forward and establish
these procedures as a model for others to follow.

Action Steps and Time Frame
» Identify a team with representatives from each unit or business area in the Local Government
Division to collaborate with the Contract and Compliance Division to develop these procedures and
model adherence to agencywide efforts to reduce contracting risk by June 30, 2026.

» Ensure that all Commerce contracts moving forward include a risk-based monitoring plan that is
substantially complete by December 1, 2026, before contract signing.

SAO Recommendation 3: To address the lack of reliable data to evaluate populations served:

3. Develop procedures to collect grantee data in alignment with Washington’s rules for data collection
and privacy.

STATE RESPONSE: The Department agrees with this recommendation. The Department has data
collection and privacy rules in place. Each grant program is responsible for developing specific procedures for
collecting grantee data in alignment with Washington’s rules and Department policies, as well as general
procedures.

Action Steps and Time Frame
» Implement unit-level procedures to collect grantee data in alignment with authorizing proviso or
legislation and Commerce’s policies for data collection and privacy by June 30, 2026.

SAO Recommendations 4-5: To address the lack of adequate performance measures which measure
program goals and grantee performance:

4. Develop procedures that require staff to design clear, meaningful and outcome-based program and
grantee performance measures.
5. Require the inclusion of performance measure expectations in grantee contracts.

STATE RESPONSE: The Department agrees with these recommendations. New leadership has
refreshed Commerce’s mission, vision and values to reflect who we are, what we stand for, and
where we are going together. Each division that manages grants and loans will require its units and
business areas to develop and implement performance measures that reflect this refreshed vision,
mission, and values, using the new strategic plan as its guiding framework. The Department commits
to ensure grantee contracts have clear performance measures in place for progress monitoring.

Action Steps and Time Frame
» Ensure that each business area and program has articulated its problem statement, vision,
mission and strategic priorities based on Commerce’s strategic plan and values by March 1,
2027.

> Ensure all grantee contracts include meaningful, consistent and outcome-based performance
measures. This process will be led through a partnership between the Local Government



Division and the Contracts and Compliance Division to implement this change by November 1,
2026.

» Complete procedures for staff to consistently design clear, meaningful and outcome-based
programs and grantee performance measures by November 1, 2026.

SAO Recommendations 6: To address the lack of formalized procedures for managing grant reimbursements:

6. Develop procedures for issuing reimbursements that, at a minimum, address:
a. Sufficiency of reimbursement documentation

Grantee contract management and monitoring

Level of cost verification based on risk

Escalation of grantee and contract concerns

Details to be provided within grantee contracts

Management of consortiums (as applicable).

o o o

STATE RESPONSE: The Department agrees with this recommendation. The Contracts and Compliance
Division recently launched risk assessment, invoice, cost reimbursement budget, and deliverables-based
contracts and monitoring documentation toolkits to provide agencywide guidance for all Department
grant program staff to use as examples when adapting to their program contracting needs. The
standardization of contract procedures will also create consistent training for Commerce grantees,
enabling them to apply for grants and manage their awards more seamlessly and effectively, while
reducing risk. Training will be provided to grantees on the need for a statewide vendor number, how to
submit an A19, and how to utilize the Contracts Management System.

Action Steps and Time Frame
» Establish a requirement for the Local Government Division to collaborate with the Contracts and
Compliance Division by creating a team of division representatives charged with serving as the
model by developing and adapting the toolkits to the contract needs of their programs by December
1, 2026.

» Create a specialized toolkit through the partnership of the Local Government Division with the
Contracts and Compliance Division to develop procedures for designing, managing, collecting
consistent data, monitoring, and evaluating a consortium model based on risk assessments by Feb.
1,2027.

» Establish a complaint process through the Contracts and Compliance Division if senior leaders or
executive leadership attempt to override program decisions that could lead to the disruption of
internal controls and the payment of allowable expenses in accordance with Commerce policies and
procedures by July 1, 2026.

SAO Recommendations 7: To ensure management and staff have a clear understanding of the
procedures recommended above:

7. Develop training and train staff responsible for developing, signing or monitoring contracts on the
established grant management procedures.

STATE RESPONSE: The Department agrees with this recommendation. The new Contract and
Compliance Division will develop agencywide training for all Department divisions and programs to
implement these procedures by June 30, 2027. The Local Government Division will collaborate with the
Contracts and Compliance Division to identify training for all program staff, managers, managing directors,



and directors and tailor each position’s role and duties to the appropriate training for contract management,
oversight, signing and monitoring.

Action Steps and Time Frame

>

Implement procedures for staff, managers, and leadership onboarding processes, beginning with the
completion of the Position Action Request (PAR) form, to require training tailored to each
employee’s role and legal responsibilities. This training should cover contract management,
oversight, and the signing and monitoring of contracts by Sept. 1, 2026.

Create a Contract Management System handbook and toolkit with short training videos and FAQs
with sections tailored for each level of job classes so each can be trained to quickly and efficiently
provide oversight of budget decisions tailored to each employee’s role and legal responsibilities
from contract management, supervision and the signing and monitoring of contracts by Sept. 1,
2026.

Develop a cadre of Internal Control Plan trainers who can support new staff and each team in
developing their Internal Control Plan to be filed with the Internal Control Office and updated as
needed by Oct. 1, 2026.

Ensure that administrative support staff include their supervisor in the final review and submission
of the PAR to identify the appropriate training, budget and CMS access for all new employees who
are in the chain of command for contract and management oversight duties by Nov. 1, 2026.

Ensure that position descriptions are updated by January 1, 2027, and annually in sync with Human
Resources' current timelines, to reflect staff adjustments to their responsibilities and position
expectations in accordance with their appropriate contract management and oversight roles.

SAO Recommendations 8-9: To address program challenges stemming from issues with culture and
tone at the top:

8. Collaborate with Commerce’s central contracting office to develop and enforce agencywide policies

for contract and grant management.

9. Define and broadly communicate guidance that underscores the responsibility of senior officials to

model compliance, support oversight efforts, and prioritize effective control environments.

STATE RESPONSE: The Department agrees with these recommendations.

Action Steps and Time Frame

>

Establish a requirement for the Local Government Division leadership to issue a memorandum to
staff outlining its commitment and roadmap with timelines to fully implement the Central Contracts
Division efforts to conduct risk assessments, collect required supporting documentation, perform
monitoring and implement internal controls for all grant programs by April 1, 2026.

Ensure the roadmap and timelines mentioned in the bullet above are up to date and reiterate the
Local Government Division’s commitment to modeling compliance and oversight behaviors and
standards for staff to emulate through June 30, 2027.

Establish an anonymous formal channel for staff to express concerns when senior officials or
division leadership issue verbal or written directives that counter efforts to support agencywide
compliance and the implementation of effective control environments by April 1, 2026.

Ensure a process is in place to prevent senior and division leaders from interfering with the
competitive award process and decisions regarding grant management, as led by program managers,
through comprehensive ethics training by April 1, 2026.



» Ensure that supervisors have a sufficient budget to perform grant management duties and implement
internal controls, compliance, and oversight measures to hire for vacant positions based on
established FTEs by February 1, 2026.

» Implement formal opportunities to celebrate leaders, individuals, and teams who promote
exemplary stewardship of public funds and model oversight and compliance. Additionally, train and
uplift grantees identified as high risk to ensure they have the necessary tools and resources to
successfully manage grant funds by October 1, 2026.
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