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Universal Service Administrative Company

High Cost & Low Income Committee Quarterly Meeting

Agenda

Monday, October 23, 2017
2:00 p.m. — 4:30 p.m. Eastern Time
USAC Offices
700 12th Street, N.W., Suite 900
Washington, D.C. 20005

Estimated
OPEN SESSION Duration in
Minutes
al. Consent Items (each available for discussion upon request):
A. Approval of High Cost & Low Income Committee Meeting
. Minutes of July 24, 2017, August 4, 2017 and October 10,
Chair 2017, 5
B. Approval of moving all Executive Session items into
Executive Session.
Estimated
HIGH COST OPEN SESSION Duration in
Minutes
a2. Approval of High Cost Support Mechanism 1% Quarter 2018
Vic Programmatic Budget and Demand Projections for the November 10
2, 2017 FCC Filing.
Pam i1. Information on Four USAC Internal Audit Division High Cost
Support Mechanism Beneficiary Audit Reports — Executive 10
Hughet . ;
Session Option.
Vic i2.  High Cost Support Mechanism Business Update. 20
Estimated
Low INCOME OPEN SESSION Duration in
Minutes
a3. Approval of Low Income Support Mechanism 1% Quarter 2018
Michelle Programmatic Budget and Demand Projections for the November 10
2, 2017 FCC Filing.
Pam i3. Information on I\_line USA(_? !nternal Audit Division Low_lncome
Support Mechanism Beneficiary Audit Reports — Executive 10
Hughet . :
Session Option.
Michelle | i4. Low Income Support Mechanism (Lifeline) Business Update: 20
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Estimated
Low INCOME EXECUTIVE SESSION Duration in
Minutes
i5.  Low Income Support Mechanism (Lifeline) Business Update
Michelle Continued: Forecast of N'ationgl Verifier B_usiness Process 10
Outsource Costs. — Confidential — Executive Session
Recommended.
Michelle ad4. Consideration _of Co_ntract Increa}se for G_roup O Consumer Call 10
Center — Confidential — Executive Session Recommended.
i6. Information on Preliminary 2018 Annual Low Income Support
Michelle Mechanism Budget — Confidential — Executive Session 10
Recommended.
Estimated
HIGH COST EXECUTIVE SESSION Duration in
Minutes
Vic i7. High Cost Support Mechanism Business Update Continued. — 10
Confidential — Executive Session Recommended.
i8. Information on Preliminary 2018 Annual High Cost Support
Vic Mechanism Budget — Confidential — Executive Session 10

Recommended.

Next Scheduled USAC High Cost & Low Income Committee Meeting

Monday, January 29, 2018
2:00 p.m. - 4:00 p.m. Eastern Time
USAC Offices, Washington, D.C.

20f2
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Universal Service Administrative Company
High Cost & Low Income Committee Meeting

ACTION ITEM

Consent ltems

Action Requested

The High Cost & Low Income Committee (Committee) is requested to approve the
consent items listed below.

Discussion

The Committee is requested to approve the following items using the consent resolutions
below:

A. Committee meeting minutes of July 24, 2017, August 4, 2017 and October 10,
2017 (see Attachments A-1 through A-3).

B. Approval for discussing in Executive Session agenda items:

(1) 15— Low Income Support Mechanism (Lifeline) Business Update
Continued: Forecast of National Verifier Business Process Outsource
Costs. USAC management recommends this item be discussed in
Executive Session because this matter relates to USAC’s procurement
strategy and contract administration.

(2) a4 - Consideration of Contract Increase for Group O Consumer Call
Center. USAC management recommends this item be discussed in
Executive Session because this matter relates to USAC’s procurement
strategy and contract administration.

(3) 16 — Information on Preliminary 2018 Annual Low Income Support
Mechanism Budget. USAC management recommends this item be
discussed in Executive Session because this matter relates to USAC’s
procurement strategy and contract administration.

(4) 17 — High Cost Support Mechanism Business Update Continued. USAC
management recommends that this item be discussed in Executive Session
because it includes pre-decisional matters pending before the FCC.

(5) 18 — Information on Preliminary 2018 Annual High Cost Support
Mechanism Budget. USAC management recommends this item be
discussed in Executive Session because this matter relates to USAC’s
procurement strategy and contract administration.

Upon request of a Committee member any one or more of the above items are available
for discussion by the Committee.
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Recommended USAC High Cost & Low Income Committee Action

APPROVAL OF THE FOLLOWING RESOLUTION:

RESOLVED, that the USAC High Cost & Low Income
Committee hereby approves the Committee meeting minutes of July 24, 2017, August 4,
2017 and October 10, 2017 and discussion in Executive Session of the items noted
above.
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UNIVERSAL SERVICE ADMINISTRATIVE COMPANY
700 12th Street, N.W., Suite 900
Washington, D.C. 20005

HIGH COST & LOW INCOME COMMITTEE MEETING
Monday, July 24, 2017

(DRAFT) MINUTES!

The quarterly meeting of the USAC Board of Directors (Board) High Cost & Low
Income Committee (Committee) was held at USAC’s offices in Washington, D.C. on
Monday, July 24, 2017. Mr. Joel Lubin, Committee Chair, called the meeting to order at
2:06 p.m. Eastern Time, with nine of the 11 Committee members present:

Brisé, Ronald

Feiss, Geoff

Gerst, Matthew

Kinser, Cynthia

Lubin, Joel — Chair

Mason, Ken

Robinson, Vickie — Acting Chief Executive Officer, General Counsel and Assistant
Secretary

Tinic, Atilla

Wein, Olivia

Mr. Joe Gillan joined the meeting at 2:32 p.m. Eastern Time. He did not participate in
the discussion or vote on items: al, a3, and il.

Members of the Committee not present:
Jacobs, Ellis
Other Board members and officers of the corporation present:

Bocher, Bob — Member of the Board

Buzacott, Alan — Member of the Board

Fontana, Brent — Member of the Board —by telephone
Gaither, Victor — Vice President of High Cost
Garber, Michelle — Vice President of Lifeline

Kinser, Cynthia — Member of the Board

Lee, Karen — Vice President of Rural Health Care
Poulin, Chera — Chief Human Resource Officer

! Draft resolutions were presented to the Committee prior to the Committee meeting. Where appropriate,
non-substantive changes have been made to the resolutions set forth herein to clarify language where
necessary or to correct grammatical or spelling errors.
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Meeting Minutes of 7/24/17

Page 2 of 6

Salvator, Charles — Vice President of Finance, Chief Financial Officer and
Assistant Treasurer

Scott, Wayne — Vice President of Internal Audit

Shah, Hemang — Vice President of Enterprise Portfolio Management

Sweeney, Mark — Chief Operating Officer

Talbott, Dr. Brian — Member of the Board

Others present:

NAME COMPANY
Anderson, Jarnice USAC
Augustino, Steven Kelley, Drye & Warren, LLP
Braxton-Johnson, Kianna USAC
Carpenter, Nikki-Blair USAC
Delmar, Teleshia USAC
Eltgroth, Deborah USAC
Gonzales, Veronica USAC
Griffith, Jodi FCC
Hughet, Pam USAC
Hutchinson, Kyle USAC
Johnson, William USAC
Khan, Sammy USAC
King, Lauren USAC
Turner, Reggie Maximus
Lear, Kathleen Maximus
Miller, Jack Solix
Nuzzo, Patsy USAC
Roberts, Richard BCG
Sequin, Eric Solix
Simab, Habib USAC
Tessler, Joelle USAC
Weith, Tim USAC

OPEN SESSION

al. Consent Items. Mr. Lubin presented this item to the Committee
A. Approval of Committee meeting minutes of April 24, 2017.

B. Approval for discussing in Executive Session agenda items:

(1) a3 - Approval of Revised 2017 Annual High Cost Support
Mechanism Programmatic Budget. USAC management
recommends that discussion of this item be conducted in Executive
Session because the item relates to USAC’s procurement strategy
and contract administration.
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Meeting Minutes of 7/24/17
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(2) 15— Low Income Support Mechanism (Lifeline) Business Update
(continued). USAC management recommends that discussion of
this item be conducted in Executive Session because the item
relates to USAC’s procurement strategy and contract
administration.

(3) ab - Approval of Revised 2017 Annual Low Income Support
Mechanism Programmatic Budget. USAC management
recommends that discussion of this item be conducted in Executive
Session because the item relates to USAC’s procurement strategy
and contract administration.

On a motion duly made and seconded and after discussion, the Committee
adopted the following resolution:

RESOLVED, that the USAC High Cost & Low
Income Committee hereby approves the Committee meeting minutes of April 24,
2017; and discussion in Executive Session of the items noted above.

Approval of High Cost Support Mechanism 4th Quarter 2017 Budget and
Demand Projections for the August 2, 2017 FCC Filing. Mr. Gaither
presented this item for consideration.

On a motion duly made and seconded and after discussion, the Committee
adopted the following resolutions:

RESOLVED, that the USAC High Cost & Low Income
Committee approves a 4th Quarter 2017 programmatic operating budget for the
High Cost Support Mechanism of $3.42 million; and

RESOLVED FURTHER, that the USAC High Cost &
Low Income Committee approves a 4th Quarter 2017 programmatic capital
budget for the High Cost Support Mechanism of $0.11 million; and

RESOLVED FURTHER, that the USAC High Cost &
Low Income Committee directs USAC staff to submit a collection requirement of
$4.59 million for High Cost Support Mechanism administrative costs in the
required August 2, 2017 filing to the FCC on behalf of the Committee; and

RESOLVED FURTHER, that the USAC High Cost &
Low Income Committee, having reviewed at its meeting on July 24, 2017 a
summary of the 4th Quarter 2017 High Cost Support Mechanism demand
estimate, hereby directs USAC staff to proceed with the required August 2, 2017
filing to the FCC on behalf of the Committee. Staff may make adjustments if the
total variance for the High Cost Support Mechanism is equal to or less than
$10 million and, with approval of the Committee Chair, may make adjustments if
the total variance is equal to or less than $15 million.
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Information on 19 USAC Internal Audit Division High Cost Support
Mechanism Beneficiary Audit Reports. Ms. Pamela Hughet, Senior Manager
of Internal Audit, presented this item for discussion.

High Cost Support Mechanism Business Update. Mr. Gaither presented this
item for discussion. He provided the Committee with information on High Cost
disbursements through 2nd Quarter 2017 and an update on certification and
broadband deployment compliance through June 2017. Mr. Gaither also provided
the Committee with information regarding modifications to the High Cost
governance and cost controls processes, status of appeals, and a summary of
training and outreach activities. The Committee also received updates for the
High Cost Universal Service Broadband Portal projects, the Mobility Fund Phase
Il challenge process, and Connect America Fund broadband verification.

Approval of Low Income Support Mechanism 4th Quarter 2017 Budget and
Demand Projections for the August 2, 2017 FCC Filing. Ms. Garber presented
this item for consideration.

On a motion duly made and seconded and after discussion, the Committee
adopted the following resolutions:

RESOLVED, that the USAC High Cost & Low Income
Committee approves a 4th Quarter 2017 programmatic operating budget for the
Low Income Support Mechanism of $5.11 million; and

RESOLVED FURTHER, that the USAC High Cost and
Low Income Committee approves a 4th Quarter 2017 programmatic capital
budget of $2.85 million; and

RESOLVED FURTHER, that the USAC High Cost &
Low Income Committee directs USAC staff to submit a collection requirement of
$11.95 million for Low Income Support Mechanism administrative costs in the
required August 2, 2017 filing to the FCC on behalf of the Committee; and

RESOLVED, that the USAC High Cost & Low Income
Committee, having reviewed at its meeting on July 24, 2017 a summary of the 4th
Quarter 2017 Low Income Support Mechanism demand estimate, hereby directs
USAC staff to proceed with the required August 2, 2017 filing to the FCC on
behalf of the Committee. Staff may make adjustments if the total variance for the
Low Income Support Mechanism is equal to or less than $10 million and, with
approval of the Committee Chair, may make adjustments if the total variance is
equal to or less than $15 million.

Information on Three USAC Internal Audit Division Low Income Support
Mechanism Beneficiary Audit Reports. Ms. Pamela Hughet, Senior Manager
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of Internal Audit, presented this item for discussion.

i4. Low Income Support Mechanism (Lifeline) Business Update. Ms. Garber
presented this item for discussion. She provided the Committee with information
on rolling recertifications, program integrity improvements, program outreach and
customer service activities, and the status of appeals. Ms. Garber also provided a
detailed update of the National Verifier project. The National Verifier update
included key milestones, program outreach activities, a summary of state and
federal engagements, a technical build update, an operations update, and a
summary of key decisions made in the 2nd Quarter.

At 3:19 p.m. Eastern Time, on a motion duly made and seconded, the Committee moved
into Executive Session for the purpose of discussing the confidential items listed above.

EXECUTIVE SESSION

At 3:25 p.m. Eastern Time the Committee recessed and reconvened at 3:30 p.m. Eastern
Time.

i5. Low Income Support Mechanism (Lifeline) Business Update (Continued).
Ms. Garber presented this item for discussion noting potential project risks that
USAC was monitoring to ensure the success of the National Verifier project, as
well as a multi-year forecast of potential project expenditures.

a5.  Approval of Revised 2017 Annual Low Income Support Mechanism Budget.
Ms. Garber presented this item for consideration.

On a motion duly made and seconded and after discussion, the Committee
adopted the following resolutions:

RESOLVED, that the USAC High Cost and Low Income
Committee approves a revised 2017 annual Low Income programmatic operating
budget of $19.35 million.

RESOLVED FURTHER, that the USAC High Cost and
Low Income Committee approves a revised 2017 annual Low Income
programmatic capital budget of $8.02 million.

a3.  Approval of Revised 2017 Annual High Cost Support Mechanism Budget.
Mr. Gaither presented this item for consideration.

On a motion duly made and seconded and after discussion, the Committee
adopted the following resolutions:
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RESOLVED, that the USAC High Cost and Low Income
Committee approves a revised 2017 annual High Cost programmatic operating
budget of $12.31 million.

RESOLVED FURTHER, that the USAC High Cost and
Low Income Committee approves a revised 2017 annual High Cost programmatic
capital budget of $0.73 million.

At 5:09 p.m. Eastern Time, on a motion duly made and seconded, the Committee moved
out of Executive Session and immediately reconvened in Open Session, at which time
Mr. Lubin reported that in Executive Session, the Committee took action on items a3 and
ab and discussed i5. On a motion duly made and seconded, the Committee adjourned at
5:09 p.m. Eastern Time.

/sl Vickie Robinson
Assistant Secretary
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UNIVERSAL SERVICE ADMINISTRATIVE COMPANY
700 12th Street, N.W., Suite 900
Washington, D.C. 20005

HIGH COST & LOW INCOME COMMITTEE MEETING
Friday, August 4, 2017

(DRAFT) MINUTES!

A meeting of the USAC Board of Directors (Board) High Cost & Low Income
Committee (Committee) was held at USAC’s offices in Washington, D.C. on Friday,
August 4, 2017. Mr. Joel Lubin, Committee Chair, called the meeting to order at 10:02
a.m. Eastern Time, with a quorum of eight of the 11 Committee members present:

Feiss, Geoff — by telephone

Gerst, Matthew- by telephone

Gillan, Joe — Vice Chair — by telephone

Kinser, Cynthia — by telephone

Lubin, Joel — Chair — by telephone

Mason, Ken - by telephone

Robinson, Vickie — Acting Chief Executive Officer, General Counsel and Assistant
Secretary

Wein, Olivia — by telephone

Mr. Ronald Brisé joined the meeting by telephone at 10:10 a.m. Eastern Time. He voted
on item al and participated in the discussion of item il. Mr. Ellis Jacobs joined the
meeting by telephone at 10:43 a.m. Eastern Time. He voted on item al and participated
in the discussion of item il.
Members of the Committee not present:

Tinic, Atilla

Other Board members and officers of the corporation present:

Garber, Michelle — Vice President of Lifeline
Sweeney, Mark — Chief Operating Officer

Others present:

NAME COMPANY
Baker, Allison FCC
Griffin, Jodie FCC

! Draft resolutions were presented to the Committee prior to the Committee meeting. Where appropriate,
non-substantive changes have been made to the resolutions set forth herein to clarify language where
necessary or to correct grammatical or spelling errors.
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NAME COMPANY
King, Lauren USAC
Nuzzo, Patsy USAC

OPEN SESSION

al. Consideration of Contract Award for National Verifier Business Process
Outsourcing Services. In accordance with the approved criteria and procedures for
conducting Board and committee business in Executive Session, Ms. Robinson
recommended that discussion of this item be conducted in Executive Session
because this matter relates to USAC’s procurement strategy and contract
administration.

il Discussion of Chairman Pai’s Letter Regarding Lifeline. In accordance with
the approved criteria and procedures for conducting Board and committee business in
Executive Session, Ms. Vickie Robinson recommended that discussion of this
item be conducted in Executive Session because it relates to specific internal
controls and USAC’s internal rules and procedures. Discussion of this matter in
open session would result in disclosure of confidential techniques and
procedures that would compromise program integrity.

At 10:04 a.m. Eastern Time, on a motion duly made and seconded, the Committee moved
into Executive Session for the purpose of discussing the confidential items noted above.

EXECUTIVE SESSION

al. Consideration of Contract Award for National Verifier Business Process
Outsourcing Services. Ms. Garber presented this item to the Committee for
consideration.

Ms. Kinser sought clarification on the resolutions, questioning whether approval
of the resolutions as written would result in the Committee’s approval of both
option years.

On a motion duly made and seconded, and after discussion, the Committee
amended and adopted the following revised resolutions:

RESOLVED, that the High Cost and Low Income
Committee, having reviewed the recommendation of USAC management, hereby
authorizes USAC management to award a contract to purchase National Verifier
Business Process Outsourcing services from Conduent for a base period of 36
months, with the ability to exercise two additional one-year terms, subject to
required FCC approvals, for a base period price of approximately $48,000,000
plus applicable taxes.

FURTHER RESOLVED, that the High Cost and Low
Income Committee requests USAC management to seek Committee approval
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before exercising either option year to continue National Verifier Business
Process Outsourcing services from Conduent.

FURTHER RESOLVED, that the High Cost and Low
Income Committee authorizes USAC management to enter into any interim
agreement, for a term of up to one month and for a value not to exceed $500,000
and to take any other action as may be necessary to effectuate the foregoing
resolutions.

il Discussion of Chairman Pai’s Letter Regarding Lifeline. Ms. Garber
presented this item for discussion.

At 11:23 a.m. Eastern Time, on a motion duly made and seconded, the Committee
adjourned from Executive Session and immediately reconvened in Open Session, at
which time Mr. Lubin reported that in Executive Session, the Committee took action on
item al and discussed item i1. On a motion duly made and seconded, the Committee
adjourned at 11:24 a.m. Eastern Time.

[s/ Vickie Robinson
Assistant Secretary
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UNIVERSAL SERVICE ADMINISTRATIVE COMPANY
700 12th Street, N.W., Suite 900
Washington, D.C. 20005

HIGH COST & LOW INCOME COMMITTEE MEETING
Tuesday, October 10, 2017

(DRAFT) MINUTES!

USAC Board of Directors (Board) High Cost & Low Income Committee (Committee)
was held at USAC’s offices in Washington, D.C. on Tuesday, October 10, 2017. Mr.
Joel Lubin, Committee Chair, called the meeting to order at 3:33 p.m. Eastern Time, with
six of the eleven Committee members, establishing a quorum, present:

Brisé, Ronald — by telephone

Kinser, Cynthia — by telephone

Lubin, Joel — Chair - by telephone

Mason, Ken — by telephone

Robinson, Vickie — Acting Chief Executive Officer, General Counsel and Assistant
Secretary

Wein, Olivia — by telephone

Members of the Committee not present:

Feiss, Geoff

Gerst, Matthew

Gillan, Joe — Vice Chair
Jacobs, Ellis

Tinic, Atilla

Other Board members and officers of the corporation present:
Gaither, Victor — Vice President of High Cost
Salvator, Charles —Vice President of Finance, Chief Financial Officer and
Assistant Treasurer
Sweeney, Mark — Chief Operating Officer

Others present for the meeting:

NAME COMPANY
Khan, Sammy USAC
King, Lauren USAC
Nuzzo, Patsy USAC

! Draft resolutions were presented to the Committee prior to the Committee meeting. Where appropriate,
non-substantive changes have been made to the resolutions set forth herein to clarify language where
necessary or to correct grammatical or spelling errors.
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NAME COMPANY
Simab, Habib USAC

OPEN SESSION

al. Consideration of Contract Extension for Mobility Fund Disbursement
Request Verification Services. In accordance with the approved criteria and
procedures for conducting Board and committee business in Executive Session, Ms.
Vickie Robinson recommended that discussion of this item be conducted in
Executive Session because this matter relates to USAC’s procurement strategy
and contract administration.

At 3:35 p.m. Eastern Time, on a motion duly made and seconded, the Committee moved
into Executive Session for the purpose of discussing the confidential item noted above.

EXECUTIVE SESSION

al. Consideration of Contract Extension for Mobility Fund Disbursement
Request Verification Services. Mr. Gaither presented this item to the
Committee for consideration.

On a motion duly made and seconded and after discussion, the Committee
amended and adopted the following resolution:

RESOLVED, that the USAC High Cost & Low Income
Committee, having reviewed the recommendation of USAC management, hereby
authorizes management, subject to any necessary FCC approvals, to add funding
in the not-to-exceed amount of $360,000 (plus applicable taxes) to the existing
contract with Connected Nation Ventures, Inc. for verification services under the
Mobility Fund I Program, and to extend the term of that contract through April
25, 2018.

At 3:41 p.m. Eastern Time, on a motion duly made and seconded, the Committee
adjourned from Executive Session and immediately reconvened in Open Session, at
which time Mr. Lubin reported that in Executive Session, the Committee discussed and
took action on item al. On a motion duly made and seconded, the Committee adjourned
at 3:42 p.m. Eastern Time.

[s/ Vickie Robinson
Assistant Secretary
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Universal Service Administrative Company
High Cost & Low Income Committee Meeting

ACTION ITEM

Approval of High Cost Support Mechanism
1st Quarter 2018 Programmatic Budget and
Demand Projection for the November 2, 2017 FCC Filing

Action Requested

The USAC Board of Directors High Cost and Low Income Committee (Committee) is
requested to approve the 1st Quarter 2018 (1Q2018) programmatic budget and demand
projection for the High Cost (HC) Support Mechanism for submission to the Federal
Communications Commission (FCC) in USAC’s November 2, 2017 quarterly filing.

Discussion

102018 Operating Budget

The budget before the Committee includes the costs of administering the High Cost
Support Mechanism and an allocation of USAC common costs. As set forth in FCC
rules® and USAC’s By-laws,? each programmatic committee has authority over its
programmatic budget. The USAC Board of Directors has responsibility for the USAC
common budget and for the overall consolidated budget.

The Committee is requested to approve $2.92 million in operating expense for High Cost
Support Mechanism programmatic activities in 1Q2018, which includes:
e $1.49 million for compensation and benefits for 40 full time equivalents (FTES)
(including the dedicated information technology (IT) and data support teams)
e $0.94 million in professional fees, including:
o $0.55 million for contract labor to support High Cost Universal Broadband
(HUBB) portal development, portal launch customer support, and data
migration.
o0 $0.13 million for Mobility Fund Verifications.
o $0.14 million for AppGeo consulting.
o $0.09 million for operations and maintenance (O&M) associated with the
Connect America Cost Model (CACM).
o $0.03 million for call center support; and
e $0.33 million for audits under the Beneficiary and Contributor Audit Program
(BCAP).
e $0.16 million for data collection, audit travel, and miscellaneous expenses.

147 C.F.R. § 54.705(c).
2 By-Laws of Universal Service Administrative Company, Article I, § 8.
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102018 Capital Budget

The Committee is also requested to approve $0.08 million for capital costs attributable to
the High Cost Support Mechanism in 1Q2018 to support information systems
development.

Attachment A provides the details and compares the proposed 1Q2018 operating budget
to 1st Quarter 2017 actual expenditures. Attachment A also provides information on
allocated common costs which are not attributable to a specific division.

Attachment B provides a comparison of the budget to actual expenditures for the nine
months ending September 30, 2017. Explanations are provided for significant variances.

Summary of Demand

On a quarterly basis, USAC is required to submit to the FCC the projected demand for
the upcoming quarter.® This report provides information on the High Cost Support
Mechanism for the period ending September 30, 2017; provides updated projections for
the current quarter ending December 31, 2017; and seeks approval of funding
requirements for 1Q2018.

USAC estimates the 1Q2018 funding requirement for the High Cost Support Mechanism
as follows:

$ 125.65 million for High Cost Loop Support,*

$ 179.07 million for Connect America Broadband Loop Support,®

$ 36.75 million for Frozen Price Cap Carrier Support,®

$ 379.42 million for Connect America Fund Phase 117,

$ 123.79 million for Frozen Competitive ETC Support,®

$ 102.75 million for Connect America Fund Intercarrier Compensation,®

347 C.F.R. § 54.709(a).

4 High Cost Loop (HCL) support is provided pursuant to 47 C.F.R. §§ 54.1301-.1304 and includes Safety
Net Additive Support (SNA) and Safety Valve Support (SVS).

> See Connect America Fund et al., WC Docket Nos. 10-90 et al., CC Docket No. 01-92, Report and Order,
Order and Order on Reconsideration and Further Notice of Proposed Rulemaking, 31 FCC Rcd 3087
(2016) (Rate-of-Return Reform Order).

® See Connect America Fund et al., WC Docket Nos. 10-92 et al., GN Docket No. 09-51,CC Docket Nos.
01-92 et al., WT Docket No. 10-208, Report and Order and Further Notice of Proposed Rulemaking, 26
FCC Rcd 17663, 17715, 17725-26, paras. 133, 159 (2011) (USF/ICC Transformation Order).

7 See Connect America Fund et al., WC-Docket Nos. 10-90 et al., Report and Order, 29 FCC Rcd 15644
(2014).

8 See USF/ICC Transformation Order, 26 FCC Rcd at 17715, para. 133.

°1d. at 17956, para. 847.
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$ 32.08 million for Alaska Plan Support,©

$ 82.21 million for Alternative Connect America Cost Model!!
For a total of: $1,061.72 million

1Q2018 demand for the following support components will be paid from cash reserved in
the High Cost Account:

$ 11.36 million for Connect America Fund Phase Il Transition,*?

$ 0.83 million for Rural Broadband Experiments (RBE),*

$ 54.90 million for Alternative Connect America Cost Model,**

$ 9.75 million for Mobility Fund Phase |
For a total of: $ 76.84 million

Prior Period Adjustments

Sixty days prior to the start of each quarter, USAC provides projected support mechanism
demand and administrative expense data to the FCC. Thirty days prior to the start of the
quarter, USAC submits projected universal service contributor revenue data to the FCC.
The FCC uses these projections to establish the Universal Service Fund (USF)
contribution factor for the upcoming quarter, and USAC uses the resulting contribution
factor to invoice universal service contributors once the quarter begins.

Results for 3rd Quarter 2017 (3Q2017) contribute to an under-funded condition. The
total prior period adjustment to the 1Q2018 funding requirement based on 3Q2017 actual
results will increase the funding requirement by $50.07 million. The explanation for the
adjustment is provided below:

10 See Wireless Telecommunications Bureau Approves Performance Plans of the Eight Wireless Providers
that Elected to Participate in the Alaska Plan, WC Docket No. 16-271, Public Notice, 31 FCC Rcd. 13317
(2016).

11 See Connect America Fund et al., WC Docket Nos. 10-90 et al., CC Docket No. 01-92, Report and
Order, Order and Order on Reconsideration and Further Notice of Proposed Rulemaking, 31 FCC Rcd 3087
(2016) (Rate-of-Return Reform Order).

12 See Connect America Fund et al., WC-Docket Nos. 10-90 et al., Report and Order, 29 FCC Rcd 15644
(2014).

13 See Connect America Fund et al., WC Docket Nos. 10-90 et al., Report and Order and Further Notice of
Proposed Rulemaking, 29 FCC Rcd 8769 (2014).

14 See Connect America Fund et al., WC Docket Nos. 10-90 et al., CC Docket No. 01-92, Report and
Order, Order and Order on Reconsideration and Further Notice of Proposed Rulemaking, 31 FCC Rcd 3087
(2016) (Rate-of-Return Reform Qrder).
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Reason for the Prior Period Adjustment Adjustment in Millions

The 3Q2017 billings were lower than projected $61.98
Interest income was higher than projected for 3Q2017 (%0.46)
Bad debt expense was lower than projected ($12.18)
2016 Annual Administrative True-Up $0.73

Total Prior Period Adjustment $50.07

The total fund requirement of $1,061.72 million is adjusted as follows: increased by the
prior period adjustments of $50.07 million, increased by administrative costs of $12.55
million (including $9.55 million for USAC’s common costs allocated to the High Cost
Support Mechanism), and reduced by projected interest income of $4.48 million;
resulting in a total projected 1Q2018 funding requirement for the High Cost Support
Mechanism of $1,119.86 million.

High Cost Support Mechanism
Fund Size Projections for 1st Quarter 2018

(millions)
High Cost Support $1,061.72
Prior Period Adjustment $50.07
USAC Admin Expenses $12.55
Interest Income ($4.48)
Total 1Q2018 Demand $1,119.86
Quarter-Over-Quarter Projections
1Q2018 | 4Q2017 | 3Q2017 | 2Q2017
High Cost Support $1,061.72 | $1,125.00 | $1,125.00 | $1,125.00
Prior Period Adjustment $50.07 $15.67 | ($15.07) ($3.86)
USAC Admin Expenses $12.55 $10.14 $9.58 $13.36
Interest Income ($4.48) ($4.74) ($4.26) ($4.39)
Total Demand $1,119.86 | $1,146.07 | $1,115.25 | $1,130.11

Funds Reserved Pursuant to the USF/ICC Transformation Order

The USF/ICC Transformation Order set a target for High Cost Program support
disbursements of $4.50 billion. The Order directed USAC to project High Cost Program
demand at no less than $1.125 billion per quarter starting in 1st Quarter 2012 and ending
in 4th Quarter 2017. The Order requires that if actual contributions exceed demand,

excess contributions are to be credited to a new Connect America Fund (CAF) reserve
account, and if actual High Cost Program demand exceeds the quarterly target of $1.125
billion, the reserve account will fund the additional demand in that quarter. On March
30, 2016, the Rate-of-Return Reform Order directed USAC to eliminate the CAF reserve
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account and transfer the funds to the high-cost account. USAC will credit excess
contributions to support the High Cost Mechanism to the High Cost Account. Funds
from the high-cost account will be used to reduce the high-cost demand to $1.125 billion
in any quarter that would exceed $1.125 billion. The table below reflects the Connect
America Fund activity as of September 30, 2017.

Connect America Fund Activity by Quarter
as of September 30, 2017
(in millions)
Beginning Ending
Balance [ Additions Disbursements Balance

Calendar Year
2012% $524.32 $467.70 ($105.20) $886.82
Calendar Year 2013 $886.82 $680.56 ($365.06) $1,202.32
Calendar Year 2014 | $1,202.32 $780.90 ($34.80) $1,948.42
Calendar Year 2015 | $1,948.42 $657.02 ($593.67) $2,011.77
Calendar Year 2016 | $2,011.77 $489.54 ($477.83) $2,023.48
181 Q2017 $2,023.48 $124.68 ($142.57) $2,005.59
24 Q2017 $2,005.59 $111.58 ($144.81) $1,972.36
3" Q2017 $1,972.36 $127.58 ($156.14) $1,943.80
Projected 4th Q2017 | $1,943.80 $110.32 ($127.45) $1,926.67
Net Activity $3,549.88 ($2,147.53)

In the Public Notice authorizing the disbursement of A-CAM support for 182 rate of
return carriers in Januay 2017, the FCC further directed USAC to retain in the High Cost
account $1,768.21 million to cover the net increase in support associated with A-CAM
for 2018 — 2026 and to take any excess contributions to the fund into account when
submitting demand for the first quarter of 2018.1® In addition, the FCC instructed USAC
to utilize funds in the High Cost account for the following:

$96.0 million for RBE, CACM, and Mobility Phase |
$65.9 million for Puerto Rico Hurricane Relief, and
$42.5 million for Sandwich Isles

For a total of: $204.4 million

The projected cash balance as of December 31, 2017 attributable to CAF activity is
$1,926.67 million. As discussed above, the amount to be reserved for CAF activity is
$1,972.61 million. The net result is a projected negative balance of $45.94 million. No
excess contributions are projected to be available to reduce demand in 1Q2018.

15 Additions include $27.96 million collected in 3Q2012 via a prior period adjustment for 1Q2012 demand.
16 See Wireline Competition Bureau Authorizes 182 Rate-of-Return Companies to Receive $454 Million
Annually in Alternative Connect America Cost Model Support to Expand Rural Broadband, WC Docket
No. 10-90, Public Notice, 32 FCC Rcd. 842 (2017).
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The following table provides the status of the Connect America Fund Activity by support

component:
Connect America Fund Activity by Support Component
(in millions)
Remaining
Support Component Allocated | Accepted | Disbursed | Disbursements

Incremental Support Round 1 $300.00 $114.34 ($114.34) $0.00
Incremental Support Round 2* | $386.00 | $323.95 | ($323.95) $0.00
Mobility Fund Phase | $300.00 | $300.00 ($145.62) $154.38
%?Sall:lty Fund Phase | - $50.00 | $50.00 | ($37.94) $12.06
E;;ae'rggﬁfﬁa”d $100.00 | $37.80 | ($14.19) $23.61
CAF Phase Il Transition $1,089.60 | $1,089.60 | ($798.55) $291.05
CAF Phase Il Lump Sum?*8 $434.18 | $434.18 | ($434.18) $0.00
A-CAM?® $1,995.18 | $1,995.18 | ($151.31) $1,843.87
Total $4,654.96 | $4,345.05 | ($2,020.08) $2,324.97

*Total demand from all carriers exceeded the allotted $300 million. As directed in FCC 13-73, the
additional $86 million is taken out of the remainder of Round 1 support and added to the Incremental

Support Round 2 allocation of $300 million.?°

17 See Connect America Fund et al., 29 FCC Rcd 8769.
18 See Connect America Fund et al., 29 FCC Rcd 15644.
19 See Rate-of-Return Public Notice, DA 17-99.

23ee In the Matter of Connect America Fund Report and Order, WC Docket No. 10-90, FCC 13-73, 1 11

(2013).
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High Cost Projections
Quarterly Totals
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* Increase from 102016 to 302016is mainly due Lo start of CAF Phase 11 support.

**In 3Q2017 Demand was 51,134 million and thus excesded quarterly budget by 59.32 million.
==*|n 402017 Demand was 51,14Gmillion and thus exceeded quarterly budget by 21.36 million.
*=***Per USF/ICC Transtormation Order, projected Demand = $1.125 from 2012-2017, there after based on actual projected Demand.

Page 23 of 224



Briefing book excludes all materials discussed in Executive Session
ACTION Item #aHCL102
10/23/17
Page 8 of 9

High Cost Projections
Carrier Regulation Type
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=—4#—Price Cap —fli—Rate of Return Competitors

* Rate of Return projections declined in 3Q2012 due to elimination of L5S support.

* Connect America Fund ICC support payments started in 1Q2013.

* Connect America Fund Phase Il payments included in 1Q2016 & 2Q2016 for price cap carriers.
* Rate of Return projections decline in 1Q2017 due to Budget Control Mechanism.

* Alternative Connect America Cost Model increased Rate of Return Projectionsin 3Q2017

Management Recommendation

USAC management recommends the Committee approve the budget and collection
requirement as proposed.

Recommended High Cost & Low Income Committee Action

APPROVAL OF THE FOLLOWING RESOLUTIONS:

RESOLVED, that the USAC High Cost & Low Income
Committee approves a 1st Quarter 2018 programmatic operating budget for the High
Cost Support Mechanism of $2.92 million; and

RESOLVED FURTHER, that the USAC High Cost & Low
Income Committee approves a 1st Quarter 2018 programmatic capital budget for the
High Cost Support Mechanism of $0.08 million; and
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RESOLVED FURTHER, that the USAC High Cost & Low
Income Committee directs USAC staff to submit a collection requirement of $3.00
million for High Cost Support Mechanism administrative costs in the required November
2, 2017 filing to the FCC on behalf of the Committee; and

RESOLVED FURTHER, that the USAC High Cost & Low
Income Committee, having reviewed at its meeting on October 23, 2017 a summary of
the 1st Quarter 2018 High Cost Support Mechanism demand estimate, hereby directs
USAC staff to proceed with the required November 2, 2017 filing to the FCC on behalf
of the Committee. Staff may make adjustments if the total variance for the High Cost
Support Mechanism is equal to or less than $10 million and, with approval of the
Committee Chair, may make adjustments if the total variance is equal to or less than $15
million.

Page 25 of 224



Briefing book excludes all materials discussed in Executive Session
High Cost Program

ACTION Item #aHCL102

1Q2018 Budget Attachment A
(in thousands) 10/23/17
lof1l
Expense Category 1Q2018 Budget 1Q2017 Actual Increase/ 1Q2018 Explanations
(Decrease)
Compensation & Benefits $ 1,486.93 $ 1,247.04) $ 239.89 40 FTEs (28 HC FTEs and 9 IT FTEs and 3 Data FTESs) vs 34 FTEs in
1Q2017
External BCAP Costs $ 33049 $ 914.66| $ (584.17) Decrease due to co-sourcing
Professional Fees & Contract Labor $ 938.23| $ 94272 $ (4.49)
High Cost Data Collection $ 8297 $ 8297 $ - NECA contract for High Cost Data Collection activity
Travel, Meetings and Conferences $ 48.62 $ 521 $ 43.42 Increase for travel associated with user support and vendor management
Other Expenses $ 3557 $ 1498 $ 20.59 Training, printing, subscriptions and teambuilding
Total Programmatic Operating Costs $ 292281 $ 3,207.57) $ (284.76)
Direct Capital Costs $ 81.87 $ 34.00 $ 47.87
Total Direct Costs - High Cost Program $ 3,004.68 $ 3,241.57) $ (236.89)
Common Operating Costs Assigned to High Cost $ 8,674.14 $ 7,580.87 $ 1,093.27| Allocation of indirect operating costs based on the CAM
Program
Common Capital Costs Assigned to High Cost Program | $ 873.14 $ 335.19| $ 537.95 Allocation of indirect common capital budget based on the CAM
Total Common Costs Assigned to High Cost Program | $ 9,547.28 $ 7,916.06) $ 1,631.22
Total High Cost Program with Allocations $ 12,552.0 $ 11,1576 $ 1,394.3
lofl
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(in thousands) 10/23/17
lofl
Direct Operating Expenses Actual Budget Variance % Explanation of Variance
Compensation & Benefits $ 409617 $ 441456 $ 318.39 7%
External BCAP Costs 1,612.42 1,867.67 255.25 14% Lower spending on outsourced and cosourced audits
Professional Fees & Contract Labor 1,911.87 2,119.00 207.12 10%  Lower spending on statistician and HUBB consultants
Telephone & Computer Support 122.92 53.52 (69.40)| -130% Software licenes for broadband portal
Travel, Meetings and Conferences 19.45 58.74 39.29 67% Lower spending for internal audit and program travel
High Cost Data Collection 284.05 271.70 (12.36) -5%
Other Expenses 36.25 110.91 74.66 67% Lower spending for training
Total Direct Operating Expenses $ 808313 $ 8896.08 | $ 812.95 9%
Indirect Expense / Allocations
USAC Administration $ 20,898.49 | $ 21,25347 | $ 354.98 2%
Total Expense $ 2898162 $ 30,149.55 | $ 1,167.93 4%
1
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Universal Service Administrative Company
High Cost & Low Income Committee Meeting

INFORMATION ITEM - Executive Session Option

Information on Four USAC Internal Audit Division
High Cost Support Mechanism Beneficiary Audit Reports

Information Presented

This information item provides a summary of the results for four High Cost Support
Mechanism Beneficiary Audit Reports listed in Exhibit | to this briefing paper.

Discussion

A general discussion of the findings contained in the draft audit reports is appropriately
held in open session. To the extent that High Cost & Low Income Committee
(Committee) members wish to discuss specific details of the audit findings, USAC staff
recommends that, in accordance with the approved criteria and procedures for conducting
USAC Board of Directors (Board) and committee business in Executive Session, this
matter should be considered in Executive Session because discussion of specific audit
plans, targets and/or techniques would constitute a discussion of internal rules and
procedures.

Audits were performed on four High Cost Support Mechanism beneficiaries. The
purpose of the audits was to determine whether the beneficiaries complied with Federal
Communications Commission (FCC) rules and program requirements. Exhibit I to this
briefing paper highlights the results of the audits. The audit reports where the entity
disagreed with one or more audit findings can be found in Attachments A — C.
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Summary of High Cost Support Mechanism Beneficiary Audit Reports
USAC
Number Monetary | Management Entity
Entity Name, of Amount of Effect of Recovery Disagreement
State Findings Material Findings Support Findings Action
GClI 2 Misclassified Loops. The Beneficiary $7,312,338 $35,019 $35,019 Y
Communication did not report its loops under the
Corp, Alaska appropriate customer class.
(Attachment A) Inaccurate Loop Counts. The
Beneficiary reported inaccurate loop
counts.
Medicine Park 11 Miscategorized Central Office $2,025,157 $ 43,056 $ 43,056 Y

Telephone
Company,
Oklahoma
(Attachment B)

Equipment (COE). The COE
Category 4.13 amount reported on the
2014-1 High Cost Loop (HCL) Form
was overstated by $196,866.
Inaccurate Loop Counts. Line
counts were not reported as of
December 31 on the High Cost
Program (HCP) Forms. In addition,
the Total Loops, Category 1.3 Loops
and Access Lines reported on the
HCP Forms did not agree to source
documentation.

Inaccurate Expenses. The Benefits
Portion of various Operating Expense
accounts reported on the 2014-1 HCL
Form did not reconcile to source
documentation resulting in a net
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USAC
Number Monetary | Management Entity
Entity Name, of Amount of Effect of Recovery Disagreement
State Findings Material Findings Support Findings Action

overstatement of the benefits portion
of operating expenses of $31,217.
Inaccurate Depreciation
Calculation. The accumulated
depreciation and depreciation expense
amounts reported on the HCP Forms
did not reconcile to source
documentation and were not
accurately computed.

Inadequate Documentation: Assets.
The Beneficiary was unable to
provide adequate documentation to
support the inclusion of various assets
selected for testing on the HCP
Forms. Two assets could only be
partially supported and one asset
classified as regulated should have
been directly assigned to non-
regulated activities.

Improper Allocation Methodology.
Appropriate allocation factors were
not applied to various Asset,
Accumulated Depreciation,
Depreciation Expense and Operating
Expense account balances to
apportion joint and common costs to
regulated and non-regulated activities
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Entity Name,
State

Number
of
Findings

Material Findings

Amount of
Support

Monetary
Effect of
Findings

USAC
Management
Recovery
Action

Disagreement

Entity

in 2013 during the Part 64 cost
allocation process.

Misclassified Expenses. Several
expense items were recorded to
incorrect Part 32 accounts or were
related to a prior period, non-
regulated activities, or an affiliated
entity. In addition, adequate
documentation was not available to
support selected expenditures.
Improper Affiliate Transactions.
Customer Operations Services
Expenses (Account 6620) were not
offset by revenues earned for Billing
and Collection services provided to
non-regulated affiliates. In addition,
one specific transaction related to
non-regulated activities was recorded
as a regulated Network Operations
Expense in Account 6530.

Tri-County
Telephone
Association,
Kansas

Improper Allocation Methodology.
Appropriate allocation factor inputs
were not applied to various Operating
Expense account balances to
apportion joint and common costs
between the regulated telephone
affiliates.

$7,804,783

($19,437)

$0
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Number Monetary | Management Entity
Entity Name, of Amount of Effect of Recovery Disagreement
State Findings Material Findings Support Findings Action

Improper Affiliate Transactions.
The Beneficiary used erroneous data
in determining the apportionment
factors used in Management Fee
allocations, resulting in a net
overstatement of regulated Part 32
account balances reported in the HCP
Forms.

Inaccurate Depreciation
Calculation. The Beneficiary used
month end balances instead of average
monthly balances to compute
depreciation expense as prescribed by
FCC Rules. Additionally, a difference
between Beneficiary and USAC data
related to the balance of Account
6560, Depreciation Expense — COE
Switching, reported in the 2014-2
HCL filing was noted.

Inaccurate Revenues. Subscriber
Line Charge (SLC) revenues reported
on Form 509 did not agree to source
documentation and were understated
by $2,850.

Inaccurate Loop Counts. Line
counts were not reported as of
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USAC
Number Monetary | Management Entity
Entity Name, of Amount of Effect of Recovery Disagreement
State Findings Material Findings Support Findings Action
December 31 on the HCP Forms. In
addition, the Total Loops, Category
1.3 Loops and Access Lines reported
on the HCP Forms did not agree to
source documentation.
Big Bend 8 Miscategorized Cable & Wire $16,036,799 $696,920 $696,920 Y
Telephone Facilities. The Beneficiary did not
Company Inc., include four segments of
Texas interexchange routes in their Cable &
(Attachment C) Wire Facilities (C&WF) study that

resulted in the C&WF Category 1
amount reported in the HCL Form to
be overstated by $2,231,595 due to
the use of the residual categorization
method.

Improper Affiliate Transactions.
The Beneficiary leased various
General Support Assets from its non-
regulated affiliate, Big Bend Telecom
(BBT). The Beneficiary remitted a
monthly lease payment for each of the
assets leased from BBT based on a
Fully Distributed Cost (FDC) analysis
that was outdated and not updated on
an annual basis to determine the FDC
each year. In addition, the Beneficiary
and its affiliate were unable to fully
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Number Monetary | Management Entity
Entity Name, of Amount of Effect of Recovery Disagreement
State Findings Material Findings Support Findings Action

support two leased assets selected for
testing.

Inaccurate Depreciation
Calculation. The Beneficiary used
month end balances instead of average
monthly balances to compute
depreciation expense as prescribed by
FCC Rules. In addition, the
Beneficiary applied an incorrect
depreciation rate for certain accounts.
Improper Allocation Methodology.
The Beneficiary failed to apply
allocation factors to various General
Support Asset, related Accumulated
Depreciation, and Operating Expense
account balances to apportion joint
and common costs to regulated and
non-regulated activities during the
Part 64 cost allocation process.
Misclassified Expenses. Several
expense items were either recorded to
incorrect Part 32 accounts, related to
non-regulated activities, were
unsupported or not necessary for the
provision of HCP supported services.
Inaccurate Revenues. SLC revenues
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USAC
Number Monetary | Management Entity
Entity Name, of Amount of Effect of Recovery Disagreement
State Findings Material Findings Support Findings Action
reported on Form 509 were overstated
by $1,397 and Integrated Services
Digital Network (ISDN) revenues
reported on Form 509 were overstated
by $1,812.
Inaccurate Revenues. Access
Recovery Charge (ARC) revenues
reported on the Connect America
Fund (CAF) Intercarrier
Compensation (ICC) True-up Form
for Program Year 2013 were
understated by $2,337.
Total 26 $33,179,077 $755,558 $774,995
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HC2015BE009
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rml
“lil!l Universal Service

1'E® Administrative Co.

EXECUTIVE SUMMARY
March 24,2017

Lynda Tarbath

GCl Communication Corporation
2550 Denali Street, Suite 1000
Anchorage, AK 99503

Dear Ms. Tarbath:

The Universal Service Administrative Company (USAC or Administrator) Internal Audit Division (IAD) audited
the compliance of GCI Communication Corporation (Beneficiary), study area code 619014, using regulations
and orders governing the federal Universal Service High Cost Support Mechanism, set forth in 47 C.F.R. Part
54, as well as other program requirements {(collectively, the Rules). Compliance with the Rules is the
responsibility of the Beneficiary’s management. IAD’s responsibility is to make a determination regarding the
Beneficiary’s compliance with the Rules based on our audit.

IAD conducted the audit in accordance with Generally Accepted Government Auditing Standards (GAGAS)
issued by the Comptroller General of the United States (2011 Revision, as amended). Those standards require
that IAD plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis
for its findings and conclusions based on the audit objectives. The audit included examining, on a test basis,
evidence supporting the data used to calculate support, as well as performing other procedures we
considered necessary to form a conclusion. The evidence obtained provides a reasonable basis for IAD’s
findings and conclusions based on the audit objectives.

Based on the test work performed, our examination disclosed two detailed audit findings (Findings) discussed
in the Audit Results and Recovery Action section. For the purpose of this report, a Finding is a condition that
shows evidence of non-compliance with the Rules that were in effect during the audit period.

Certain information may have been omitted from this report concerning communications with USAC
management or other officials and/or details about internal operating processes or investigations. This report
is intended solely for the use of USAC, the Beneficiary, and the FCC and should not be used by those who have
not agreed to the procedures and taken responsibility for the sufficiency of those procedures for their
purposes. This reportis not confidential and may be released to a requesting third party.

We appreciate the cooperation and assistance extended by your staff during the audit.

Sincérely,

LT oot

Vice President, Internal Audit Division
cc: Vickie Robinson, USAC Acting Chief Executive Officer & General Counsel
Vic Gaither, USAC Vice President, High Cost Division
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AUDIT RESULTS AND RECOVERY ACTION

Monetary Effect &
Audit Results Recommended Recovery!
Finding #1: 47 C.F.R. § 54.307(b) - Misclassified Loops. The Beneficiary $43,338
did not report its loops under the appropriate customer class.
Finding #2: 47 C.F.R. § 54.202(e) - Inaccurate Loop Counts. The $(8,319)
Beneficiary reported inaccurate loop counts.
Total $35,019

USAC MANAGEMENT RESPONSE

USAC management concurs with the findings identified by the auditors. With respect to both findings, the Beneficiary
must implement policies and procedures necessary to comply with FCC rules. USAC management requests that the
Beneficiary provide a detailed description of the policies and procedures implemented to address both findings no later
than sixty (60) days after receipt of this audit report. Please submit the requested information to hcaudits@usac.org.
The Beneficiary may be subject to further review if the Beneficiary does not provide the requested information to USAC.

USAC
Recovery
Action Rationale for Difference (if

HCL ICLS LSS SNA (A) +(B) + any) from Auditor

(A) (B) (C) (D) (C) +(D)? Recommended Recovery
Finding #1 $0 | $43,338 $0 $0 $43,338 N/A
Finding #2 $(3,783) | $(4,244) | $(292) $0 $(8,319) N/A
Mechanism Total $(3,783) | $39,094 | $(292) $0 $35,019

As a result of the audit, USAC management will recover $35,019 of High Cost Program support from study area code
619014. In the Beneficiary’s response to Finding #1, the Beneficiary states that “any amount collected by USAC from this
audit should be placed under the overall cap and redistributed to eligible carriers who have room in their cap for the
funds.” USAC management does not redistribute funds to carriers that were recovered from audit findings.

PURPOSE, SCOPE AND PROCEDURES

PURPOSE
The purpose of our audit was to determine whether the Beneficiary complied with the Rules.

! The recovery amount noted in the table is not reflective of prior period or cap adjustments. The actual recovery amount
will not exceed the proposed recovery amount.
2/d.
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SCOPE
The following chart summarizes the High Cost Program support that was included in the scope of this audit:
Disbursement Disbursements
High Cost Support Data Period Period Audited

High Cost Loop (HCL) First Quarter 2012 | First Quarter 2013 $2,828,442
Interstate Common Line Support (ICLS) First Quarter 2012 First Quarter 2013 $2,955,825
Local Switching Support (LSS) First Quarter 2012 | First Quarter 2013 $1,492,746
Safety Net Additive (SNA) First Quarter 2012 | First Quarter2013 $35,325
Total $7,312,338

BACKGROUND

The Beneficiary is a competitive eligible telecommunications carrier (ETC) that operates in Alaska.

PROCEDURES
IAD performed the following procedures:

A. General Procedures

IAD obtained and examined the ETC designation order to determine whether the Beneficiary was designated as an
ETC in the study area prior to receiving High Cost Program support. IAD also obtained and examined the
Beneficiary’s state and/or self-certification letters for timeliness and the notation that all federal High Cost Program
support provided was used in the preceding calendar year and will be used in the coming calendar year only for the
provision, maintenance, and upgrading of facilities and services for which the support is intended.

B. High Cost Program Support Amount

IAD recalculated the support received for each High Cost component and determined that there were no more than
nominal differences from the amounts recorded in the High Cost system.

C. High Cost Program Process

IAD obtained an understanding of the Beneficiary’s processes related to the High Cost Program to determine
whether the Beneficiary complied with the Rules. IAD also obtained and examined documentation to determine
whether the Beneficiary reported the information in its High Cost data filings based on the dates established by the
Rules (i.e., month or year-end, as appropriate).

D. Subscriber Listing and Billing Records

IAD obtained and examined the Beneficiary’s subscriber listings and billing records. IAD used computer assisted
auditing techniques to analyze the data files and determine whether:
e The number and type of lines in the data files agreed to the number and type of lines reported on the

Beneficiary’s High Cost data filings.

e Thedatafiles contained duplicate lines.

e The datafiles contained blank or invalid data.
e The data files contained non-revenue producing or non-working loops.
e Thelinesin the data files were identified with the proper residential/single line business (Res/SLB) or multi-

line business (MLB) classification.

e Thelinesreported were located within the Beneficiary’s ETC-designated service area.

E. 47C.F.R.§54.313Filing

IAD obtained and examined the Beneficiary’s 47 C.F.R. § 54.313 filing for accuracy by comparing the data reported

against the Beneficiary’s data files.
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DETAILED AUDIT FINDINGS

‘ Finding #1: 47 C.F.R. § 54.307(b) - Misclassified Loops

CONDITION

IAD examined the Beneficiary’s subscriber listing to determine whether the Beneficiary properly classified its working
loops as residential/single-line business (Res/SLB) or multi-line business (MLB) loops for ICLS purposes. IAD noted that
the Beneficiary classified all of its loops that were reported for ICLS purposes as Res/SLB, including 5,356 business
accounts with multiple lines that shared the same company name or account number. The Rules require competitive
carriers to report working loops by customer class (i.e., Res/SLB or MLB).® Further, the Rules require the distinction
between customer classes to calculate ICLS support for competitive carriers.* Thus, the Beneficiary is required to classify
and report those multi-line business accounts as MLB.

The Beneficiary informed IAD that there are no multi-line business accounts in wireless service and thus, the multi-line
business line type is not relevant to wireless service.> However, IAD noted that, during the audit period year, the portion
of the Beneficiary’s website dedicated to “Business & Enterprise,” the Beneficiary promoted a business wireless offering
that stated, “That’s why GCl designed special plans that support individual high-minute use or pools of minutes for
multiple phones on a single account.” Additionally, in the portion of the Beneficiary’s website dedicated to “Business”
subscribers, IAD noted that the Beneficiary currently promotes the wireless business offering, “Simply Share Plans:
Power an unlimited number of devices on a single plan.”” Based on IAD’s examination of these plans, it appears that the
Beneficiary does offer multi-line business plans for its wireless service.

For these reasons, IAD does not concur with the Beneficiary’s statements that “there are no multi-line business accounts
in wireless service” and “multi-line business line type is not relevant to wireless service.” The Beneficiary must report its
multi-line business loops as MLB for ICLS purposes.

CAUSE

The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the requirement to report working
loops by customer class for ICLS purposes. The Beneficiary informed IAD that there are no multi-line business accounts
in wireless service and that the multi-line business line type is not relevant to wireless service.®

3See 47 C.F.R. §54.307(b) (2012); FCC Form 525 Instructions at 2-3 (2009).

“See 47 C.F.R. §54.901(b)(3) (2012).

® Beneficiary responses to audit inquiries, received May 5, 2015.

® “Business and Enterprise,” GCl.com, (May 5, 2012)
[http://web.archive.org/web/20130206120559/http://www.gci.com/business/wireless/corporate-buckets] (last accessed
Jan. 2017).

7 “\ireless Plans,” GCl.com, available at https://www.gci.com/business/products/mobile/plans (last accessed Jan. 2017).
8 Beneficiary responses to audit inquiries, received May 5, 2015.
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EFFECT

Given that SLB loops receive $2.70 more in support than MLB loops,® there is a $43,338 overpayment of support for the
5,356 lines that were misclassified.

Support Type Monetary Effect & Recommended Recovery
ICLS $43,338

RECOMMENDATION

IAD recommends USAC management seek recovery of the amounts identified in the Effect section above. The Beneficiary
must implement policies and procedures to report its working loops by customer class for ICLS purposes. IAD also
recommends the Beneficiary examine the Rules detailed in the Criteria section of this report to familiarize itself with the
requirements to report working loops by customer class for ICLS purposes.

BENEFICIARY RESPONSE
The Universal Service Administrative Company (USAC or Administrator) Internal Audit
Division (IAD) audited the compliance of GCI Communication Corporation (GCl) in its first
quarter 2013 High Cost disbursements for study area code 619014. Only wireless services are
provisioned under this study area code.

GCl disagrees with IAD’s finding that GCl was required to report any of its wireless lines
as “multi-line business loops as MLB for ICLS purposes.”*® The Commission has never—
through regulation, precedent, or otherwise—applied the concept of multi-line business lines
to wireless lines. As support for its position, IAD relies on regulations and USAC instructions
that neither specifically nor implicitly create a multi-line business line customer classification
for wireless lines. 1AD cites to “relevant criteria” that is entirely void of any multi-line business
line customer classification requirement for wireless lines. Though IAD does not rely on any
definition of multi-line business line in its finding, the definition and reporting instructions in
Form 525 clearly do not encompass wireless services. Importantly, during the course of the
audit, IAD relied on a statutory provision to support its definitional understanding of a multi-
line business line that in no way defines such term. Further, IAD’s reliance on GCI marketing
material is entirely displaced and in no way provides a basis upon which to create a new
customer classification for wireless lines.

To require wireless carriers to create a multi-line business line customer class would
exceed USAC’s carefully limited authority. At a minimum, IAD’s conclusion would require USAC
to apply unclear Commission regulations to wireless carriers and, even beyond that, to
exercise authority that is reserved for the Commission, not USAC. The Commission has never
applied the multi-line business line customer classification to wireless lines. For these reasons,
IAD’s findings should be rejected and, if USAC deems it necessary, seek Commission guidance
before imposing a new customer classification requirement on wireless carriers.

S See 47 C.F.R. § 54.901(b)(3)(i) (2012).

0 The term “multi-line business loop” is used interchangeably throughout this audit, Commission rules and precedent,
and USAC instructions with terms “multi-line business line” and “multi-line business access lines.” For ease of reference,
we will refer to such lines as “multi-line business lines,” except where citing another document.
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Should USAC proceed with IAD’s improper determination, USAC must ensure that it
has properly identified multi-line business lines and ensured that the monetary effect and
recommended recovery accounts for the frozen support system in place at time for remote
Alaska.

I RESPONSE TO RELEVANT CRITERIA

IAD has stated that GCI misclassified 5,356 wireless lines as single-line business lines
that should have been classified as multi-line business access lines. We understand that you
counted as a multi-line business line any line “with multiple lines that shared the same
company name or account number.” You cite 47 C.F.R. § 54.307(b) (March 2012) and 47 C.F.R. §
54.901(b)(3)(i) (March 2012), along with the FCC Form 525 Instructions, Competitive Carrier Line
Count Report, at 3 (Sep. 2009), as the relevant criteria for this finding.

Section 54.307(b) states:

For a competitive eligible telecommunications carrier serving loops in the service area of a
rural incumbent local exchange carrier, as that term is defined in [47 C.F.R.] § 54.5, the carrier
must report, by customer class, the number of working loops it serves in the service area,
disaggregated by cost zone if disaggregation zones have been established within the service
area pursuant to [47 C.F.R.] § 54.315.

This section speaks only to the obligation to report lines “by customer class.” There is no
mention of multi-line business lines.

Section 54.901(b)(3) states:

The Administrator shall then calculate the Interstate Common Line Support available to the
competitive eligible telecommunications carrier for each line it serves for each customer class
in a disaggregation zone or undisaggregated study area by the following formula: (i) If the
Average Interstate Common Line Support is greater than $2.70 multiplied by the number of
residential and single-line business lines served by the rate-of-return carrier in the
disaggregation zone or undisaggregated study area, then: (A) Interstate Common Line Support
per Multi-Line Business Line = (Average Interstate Common Line Support - $2.70 x residential
and single-line business lines served by the rate-of-return carrier) + (total lines served by the
rate-of-return carrier); and (B) Interstate Common Line Support per Residential and Single-Line
Business Line = Interstate Common Line Support per Multi-Line Business Line + $2.70.

This section speaks to the calculation used to calculate support for each customer class, i.e.,
residential and single-line business lines and multi-line business lines. It does not contain a
definition of multi-line business lines.

Page 3 of the FCC Form 525 Instructions, Competitive Carrier Line Count Report (Sep.
2009) states that

For Interstate Access Support (IAS), CETCs must file the number of working loops served in the
service area of an incumbent carrier by Unbundled Network Element (UNE) zone and customer
class. Working loops provided by CETCs in service areas of non-rural incumbents receiving High
Cost Model (HCM) support must be filed by wire center or other methodology as determined by
the state regulatory authority. The two customer classes for the purposes of ICLS and IAS and
the CETC form are:
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e Residential and single-line business access lines in service; and
e  Multi-line business access lines in service.

This page of the Form 525 Instructions speaks, again, to CETCs’ obligation to file lines by
customer class, residential and single-line business access lines in service, and multi-line
business access lines in service. It does not contain a definition of multi-line business lines.

None of the criteria cited by IAD provide any basis upon which to apply such
classification to wireless lines. In an August 18, 2016, phone conference with IAD, GCl was
informed that IAD based its conclusion that a multi-line business line customer classification
applies to wireless lines on the definition contained in 47 C.F.R. § 69.152(i).

47 C.F.R. § 69.152(i) states:

A line shall be deemed to be a single-line business subscriber line if the subscriber pays a rate
thatis not described as a residential rate in the local exchange service tariff and does not
obtain more than one such line from a particular telephone company.

IAD explained that the section’s exclusion of lines where a subscriber “does not obtain more
than one such line from a particular telephone company” from a single-line subscriber line was
evidence that GCl should have classified as a multi-line business line a line associated with an
account that appeared to have more than one line associated with that account (based either
on account number or business name associated with the account).

Section 69.152 of the Commission’s rules does not apply to wireless services or lines.
First, this section is located in Part 69 of Title 47 of the Code of Federal Regulations (“CFR”).
Part 69 governs incumbent local exchange carrier tariffed access charges, which are not
applicable to wireless services (and, in fact, wireless services are not permitted to be tariffed).
Second, Section 69.152 is in Subpart C of Part 69. Subpart Cis entitled “Computation of
Charges for Price Cap Local Exchange Carriers.” Local exchange carriers are defined in the
Communications Act as:

Any person that is engaged in the provision of telephone exchange service or exchange access.
Such term does not include a person insofar as such person is engaged in the provision of a
commercial mobile service under section 332(c) of this title, except to the extent that the
Commission finds that such services should be included in the definition of such term. (47
U.S.C. § 153(32))

Mobile services are excluded from the term local exchange carrier by statutory definition.
Third, Section 69.152 is entitled “End user common line for price cap local exchange carriers.”
GCl did not assess an end user common line charge (as explained further below) on the
wireless lines in question here because they were not multi-line business lines. If they were,
then an end user common line charge would have applied. Therefore, that IAD erred in relying
on this definition to support its audit finding.

Though not cited by IAD, page 8 of the Form 525 instructions provide further
explanation regarding the types of business class lines that should be considered “multi-line”
for reporting purposes. Specifically, the instructions state:
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[The] CETC must identify its total number of multi-line business access lines in service. Multi-
line business class lines reported may include multi-line business, Centrex, PRI ISDN, and
other related business class lines. Such lines include all business class lines assessed the end
user common line charge pursuant to 47 C.F.R. § 69.104. Pursuant to §§ 69.104(p) and (q), you
should include in your multi-line business access line count five (5) lines for each PRI ISDN
service arrangement that you offer in your study area.

This instructional language resolves this issue: USAC and the FCC did not intend for wireless
services provided to businesses to be classified as multi-line business lines. First, the services
listed as examples of multi-line business lines included only wireline offerings. For instance,
PRI ISDN is used to carry multiple data transmissions between the network and a user, and are
typically used by businesses to support a private branch exchanges service. This type of
service allows multiple users to use one delivery service to communicate. In addition, Centrex
is a telephone service in which a group of phone lines can be joined to act as a private
exchange. Thus, multi-office businesses can communicate with one another without touching
the public telephone network.

Second, wireless services cannot be reasonably encompassed within the phrase
“other related business class lines.” The multi-line business line services listed in the
instructions differ significantly from the wireless services that GCI provides and, thus, cannot
reasonably be construed to “relate” to these business class lines. In particular, the wireless
service that GCl provides to business customers is no different than the service it provides to a
residential customer and does not vary if there is one individual in a company that subscribes
to the wireless service versus ten individual subscribers. In addition, there are no
technological efficiencies when a business subscribes to multiple wireless services for its
employees like there are when a business purchases PRI ISDN or Centrex services. The GClI
marketing materials that IAD references in its finding do not impact this assessment in any
way. Allowing wireless business lines to share a plan does not make a line in that shared plan a
multi-line business line. Rather, the ability to draw from one pool of minutes or data capacity
is merely a billing functionality, rather than a technological efficiency like that experienced by
wireline services that enable multi-line business lines. For wireless service, each circuit
requires the same technological functionality regardless of the number of minutes used or call
set up. Allowing businesses to order and manage multiple wireless devices/users is entirely
unrelated to the efficiencies available via PRI ISDN or Centrex services. A wireless phone
requires that a circuit be established from the handset to the tower regardless of how many
devices are sold as part of a wireless business account. There are no network efficiencies as in
the case of PRI or Centrex services where trunking requirements are reduced from the
customer’s premise to the central office. The cost efficiency for time division multiplexing
services, like PRI or Centrex services, is the underpinning for the reduction in USF support;
those efficiencies are not found in multiline business wireless service. 1AD surely is aware of
the numerous wireless family plans available to residential customers. There is no difference
between a family plan and a multiple device/user plan for business. It follows, therefore, that if
IAD’s analysis were sound, then it would treat wireless lines on family plans as multi-line
business lines for the same reason that it thinks the wireless lines that GCI provides to
businesses are multi-line business lines. It clearly cannot because there is no legal basis upon
which it could base such a decision.

Third, GCI did not assess the end user common line charge on the so-called “multi-line
business access lines” identified by USAC, but the Form 525 instructions clearly delineate this

as a requirement for such lines. While Section 69.104 of the Commission’s rules require
assessment of the end user common line charge on multi-line business lines, this rule does not
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apply to wireless lines. Section 69.104 is located in Part 69 of Title 47 of the CFR. As explained
above, this Part of the CFR governs access charges that are not applicable to wireless lines.
Further, Section 69.104 is entitled “End user common line for non-price cap incumbent local
exchange carriers.” As explained above, this section cannot apply to wireless lines by statutory
definition. In addition, there is no other FCC regulation or any precedent to support assessing
the end user common line charge on wireless lines, and no FCC rule or precedent could
reasonably be construed to impose this obligation on a wireless line. Therefore, by USAC’s
own instructions, GCI’s wireless lines cannot be classified as “multi-line business access
lines.”*!

Applying a customer classification intended only for wireline lines to wireless lines is
inappropriate and exceeds USAC’s authority. As explained above, the Commission has never
proscribed a multi-line business line classification to a wireless line, and USAC does not have
the authority to do so here.

1. USAC’S AUTHORITY IS CAREFULLY LIMITED

The Commission’s rules provide that USAC “may not make policy, interpret unclear
provisions of the statute or rules, or interpret the intent of Congress.”** The FCC has authorized
USAC to conduct “audits of the beneficiaries of the Universal Service Fund, contributors to the
Universal Service Fund, or any other providers of services under the universal service support
mechanisms”*® and has specifically prohibited USAC from conducting complex statutory
interpretation.'® In any situation where the statutes, regulations, or Commission precedents
are ambiguous, USAC is required to seek Commission guidance.’®

IAD’s findings would require USAC repeatedly to exceed this carefully limited
authority. As explained above, the Commission has not provided any policy basis for USAC to
require GCl to treat any wireless line as a multi-line business line. To the extent that USAC
believes the statute or the Commission’s rules are unclear on this point, the only proper course
of action is to seek Commission guidance. Otherwise, this finding will result in impermissible
policymaking.

11 To the extent that GCI has included an end user common line charge (or Multi-Line Business FCC Subscriber Line Fee)
on any bill subject to this audit, these were assessed on local services only that also appeared on the bill. (See October
15,2015 letter to Ms. Tuyet Vo responding to Audit Inquiry 8)

1247 C.F.R. § 54.702(c) (2016).

13/d. § 54.702(n).

* See Id. § 54.702(c) (“The Administrator may not make policy, interpret unclear provisions of the statute or rules, or
interpret the intent of Congress.”).

15 See Id. § 54.702(c) (“The Administrator may not make policy, interpret unclear provisions of the statute or rules, or
interpret the intent of Congress. Where the Act or the Commission's rules are unclear, or do not address a particular
situation, the Administrator shall seek guidance from the Commission.”).
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1. ANALYSIS OF MONETARY EFFECT AND RECOMMENDED RECOVERY

If IAD’s findings are implemented, USAC must ensure that it properly identifies multi-
line business lines and the monetary effect properly accounts for the frozen support system in
place at time for remote Alaska.

In its initial audit results provided to GCl on August 8, 2016, IAD indicated that it had
identified 536 lines that it believed should be reclassified as multi-line business lines. In this
finding, IAD has increased this number of allegedly misclassified lines almost 10 fold to 5,356.
IAD provided no explanation for this increase. |AD apparently sorted the data that GCI
provided based on company name or account number and, where there was more than one
line associated with a name or account number, IAD classified the line as a multi-line business
line. This process is inherently inaccurate. To verify the results, GCl would have to look at each
of the 5,356 lines and then look at each individual invoice to determine whether these lines are
multi-line business lines under IAD’s faulty interpretation.

USAC must also consider the monetary effect in light of the support system under
which these funds were distributed. During this audit period, high-cost disbursements to
remote areas of Alaska were subject to an interim support mechanism meant to bridge the
time between the Commission’s comprehensive reform of the high-cost fund and
implementation of Mobility Fund Phase I1.** During this time, an eligible carrier like GCI was to
continue to receive the support that it “would have received under the frozen per-line support
amount as of December 31, 2011 capped at $3,000 per year.”*” The total amount of support for
all carriers in remote Alaska that met the eligibility requirements was further capped at the
total of all CETCs’ baseline support amounts in remote areas of Alaska subject to a reduction
factor.’® Each CETC’s baseline support was set equal to the lower of its total 2011 supportin a
given study area or to $3,000 times the number of reports lines as of year-end 2011.%°

Under this mechanism for interim support for remote areas in Alaska, any amount
collected by USAC from this audit should be placed under the overall cap and redistributed to
eligible carriers who have room in their cap for the funds. Itis very likely that GCl would receive
the majority of this support for other lines that did not receive the per-line capped amount.
Therefore, should USAC proceed with IAD’s finding, then it must not seek to collect more than
GCl would have otherwise received under the fund.

IAD RESPONSE

The Beneficiary states in its response that “IAD relied on a statutory provision to support its definitional understanding of
a multi-line business line that in no way defines such term” and that the Rules cited in the finding (47 C.F.R. §§ 54.307(b)

16 See Connect America Fund et al., Report & Order & Further Notice of Proposed Rulemaking, 26 FCC Rcd. 17663, 4 529
(2012) (“[W]e establish an interim cap for remote areas of Alaska for high-cost support for competitive ETCs.”) (“USF/ICC
Order”). See also Connect America Fund et al., Third Order on Reconsideration, FCC No. 12-52, WC Docket No. 10-90 et al.,
49 38-40 (rel. May 14, 2012).

17 47 C.F.R. §54.307(e)(3)(v) (2012).

81d. §§ 54.307(e)(3)(v)(A), (b).

19 USF/ICC Order 94 515, 529; 47 C.F.R. § 54.307(e)(3)(v) (rev. Oct. 2012).
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and 54.901(b)(3)(i), as well as the FCC Form 525 Instructions, Competitive Carrier Line Count Report, at 3) do “not contain
a definition of multi-line business lines.” IAD does not concur with the Beneficiary’s assessment. The distinction
between single-line and multi-line alone defines a difference between these two different types of accounts (i.e., single-
line is associated with accounts with one line and multi-line is associated with accounts with more than one line). To
argue that business accounts with more than one line should be classified as “single-line business” as opposed to “multi-
line business” is not consistent with the Rules. The Rules require competitive carriers to report working loops by
customer class (i.e., Res/SLB or MLB).2° Further, the Rules require the distinction between customer classes to calculate
ICLS support for competitive carriers.?* Because the Beneficiary receives more support for Res/SLB accounts as
compared to MLB accounts, the Beneficiary’s decision to report all of its accounts as Res/SLB accounts resulted in the
Beneficiary receiving more High Cost Program support than which it was entitled. The Beneficiary is required to report
its accounts by customer class; thus, the Beneficiary is required to report multi-line business accounts as MLB.

The Beneficiary also states in its response that “IAD erred in relying on this definition [of 47 C.F.R. § 69.152(i)] to support
its audit finding.” As noted in the Condition section above and the Criteria section below, IAD did not rely on this
particular Rule to support this audit finding.

IAD does not concur with the Beneficiary’s statement that it “did not assess an end user common line charge (as
explained further below) on the wireless lines in question here because they were not multi-line business lines” and “[i]f
they were, then an end user common line charge would have applied.” This statement appears to imply that only MLB
accounts can be assessed an end user common line (EUCL) charge. Thisis not the case. Both Res/SLB and MLB lines can
be assessed a EUCL charge. Further, competitive carriers have the option, but are not required, to assess EUCL charges
to their subscribers, whether the subscriber is residential, single-line business, or multi-line business. The absence of the
EUCL charge on the MLB accounts does not automatically classify these accounts as Res/SLB - it simply means the
competitive carrier elected not to assess a EUCL charge.

The Beneficiary also states in its response that “page 8 of the Form 525 instructions provide further explanation
regarding the types of business class lines that should be considered ‘multi-line’ for reporting purposes.” This portion of
the FCC Form 525 Instructions reads:

“CETC must identify its total number of multi-line business access lines in service. Multi-line business class lines
reported may include multi-line business, Centrex, PRI ISDN, and other related business class lines. Such lines
include all business class lines assessed the end user common line charge pursuant to 47 C.F.R. § 69.104.
Pursuant to [47 C.F.R.] §§ 69.104(p) and (q), you should include in your multi-line business access line count five
(5) lines for each PRI ISDN service arrangement that you offer in your study area.”?

The Beneficiary asserts in its response that these instructions indicate that “USAC and the FCC did not intend for wireless
services provided to businesses to be classified as multi-line business lines” because “[f]irst, the services listed as
examples of multi-line business lines included only wireline offerings,” such as PRI ISDN and Centrex. IAD agrees with the
Beneficiary’s assessment that PRI ISDN and Centrex are terms typically associated with wireline offerings. However, PRI
ISDN and Centrex accounts are just two examples identified by the FCC Form 525 Instructions as the accounts that must
be identified as “multi-line business.” The FCC Form 525 instructions stated that “[m]ulti-line business class lines
reported may include multi-line business, Centrex, PRI ISDN, and other related business class lines.”? The accounts

20 See 47 C.F.R. § 54.307(b)) (2012); FCC Form 525 Instructions at 3.
2L See 47 C.F.R. § 54.901(b)(3) (2012).

2 FCC Form 525 Instructions at 8 (2009).

B,
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discussed in the Condition section above fall under the first item listed in the FCC Form 525 Instructions - “multi-line
business.”* Nothing in the FCC Form 525 Instructions excludes the application of single-line business and multi-line
business to wireless services.

Further, the Beneficiary states in its response that “wireless services cannot be reasonably encompassed within the
phrase ‘other related business class lines.”” 1AD does not concur with the Beneficiary’s statement. As noted above, the
FCC Form 525 instructions identified “multi-line business” as accounts that must be reported in Column 31, Multi-Line
Business on the FCC Form 525; thus the FCC Form 525 Instructions are referring to accounts “related” to multi-line
business.”

The Beneficiary also states in its response that “the wireless service that GCI provides to business customers is no
different than the service it provides to a residential customer and does not vary if there is one individual in a company
that subscribes to the wireless service versus ten individual subscribers” and “there are no technological efficiencies
when a business subscribes to multiple wireless services for its employees like there are when a business purchases PRI
ISDN or Centrex services.” The Beneficiary further states that “[t]here is no difference between a [residential] family plan
and a multiple device/user plan for business” and “[i]t follows, therefore, that if IAD’s analysis were sound, then it would
treat wireless lines on family plans as multi-line business lines for the same reason that it thinks the wireless lines that
[the Beneficiary] provides to businesses are multi-line business lines.” Again, the Beneficiary appears to be associating
all multi-line business accounts with PRI ISDN and Centrex. However, multi-line business accounts encompass more
than just PRI ISDN and Centrex lines - as noted in the FCC Form 525 Instructions, they also include basic multi-line
business accounts.?® For wireline carriers, just like wireless carriers such as the Beneficiary, most multi-line business
accounts (that are not PRI ISDN or Centrex accounts) function the same as residential accounts - the only difference is
that they are assigned to businesses and have more than one working loop. While these accounts may not be
functionally different, the Rules require carriers to report these accounts differently for High Cost Program purposes -
and importantly, provide different amounts of support based on whether the working is classified as single-line business
or multi-line business.?

The Beneficiary states in its response that it does “not assess the end user common line charge on the so-called ‘multi-
line business access lines’ identified by USAC, but the Form 525 instructions clearly delineate this as a requirement for
such lines.” IAD does not concur with the Beneficiary’s statement. The assessment of a EUCL charge is not the sole
requirement for determining whether an account should be categorized as multi-line business. Like multi-line business,
PRIISDN, and Centrex accounts, assessment of the multi-line business EUCL charge is just one example of the types of
accounts that must be reported as multi-line business.?® Further, while IAD agrees with the Beneficiary’s statement that
it is not required to assess the EUCL charge defined in 47 C.F.R. 8 69.104 as a wireless carrier, IAD notes that no
competitive carrier (wireless or wireline) is required to assess a EUCL charge. However, competitive carriers do have the
option to assess a EUCL charge. If a competitive carrier elects to assess subscribers a multi-line business EUCL charge in
accordance with the requirements in 47 C.F.R. § 69.104, the FCC Form 525 instructions state that such accounts (in
addition to other accounts detailed in the FCC Form 525 instructions) must be reported as MLB for High Cost Program
purposes.?® Thus, IAD does not concur with the Beneficiary’s assertion that “by USAC’s own instructions, GCI’s wireless
lines cannot be classified as ‘multi-line business access lines.””

2 d.

5 d.

% /d.

27 See 47 C.F.R. § 54.901(b)(3) (2012).
2 Form 525 Instructions at 8.

2 d.
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Further, the Beneficiary states in its response that “[a]pplying a customer classification intended only for wireline lines to
wireless lines is inappropriate and exceeds USAC’s authority” and that “the Commission has never proscribed a multi-
line business line classification to a wireless line, and USAC does not have the authority to do so here.” The Beneficiary
also states in its response that “IAD relies on regulations and USAC instructions that neither specifically nor implicitly
create a multi-line business line customer classification for wireless lines” and the cited criteria are “entirely void of any
multi-line business line customer classification requirement for wireless lines.” The Beneficiary appears to argue that the
absence of the word “wireless” in the cited Rules and in the multi-line business description in the FCC Form 525
instructions indicates that the MLB categorization does not apply to wireless carriers. However, the FCC Form 525
instructions do not specifically indicate that they apply to either wireless or wireline carriers. The words “wireless” and
“wireline” are both excluded from the description; thus, the absence of the word “wireless” does not mean that the Rules
apply to just wireline carriers. Further, the FCC Form 525 instructions provide the following discussion related to
residential and single-line business accounts:

“ETC must identify the total number of residential and single-line business access lines in service. ACETC’s
residential/single-line business lines reported may include single and non-primary residential lines, single-line
business lines, basic rate interface (BRI) integrated services digital network (ISDN) service, and other related
residence class lines.”*®

IAD notes that the description related to Res/SLB accounts also does not use the word “wireless.” Thus, the same
concerns that the Beneficiary raises about the description of MLB accounts in the FCC Form 525 Instructions also apply to
Res/SLB accounts. If the Beneficiary’s concerns with the MLB description in the FCC Form 525 Instructions were valid,
then the Beneficiary would not be eligible to claim any lines on the FCC Form 525.

Further, the Beneficiary states in its response that “IAD’s reliance on [the Beneficiary’s] marketing material is entirely
displaced and in no way provides a basis upon which to create a new customer classification for wireless lines.” 1AD did
not create a “new customer classification for wireless lines.” The Rules provide that customer class includes residential,
single-line business, and multi-line business.®* Further, the Rules apply to both wireless and wireline working loops.
Neither “wireless” or “wireline” is discussed in the applicable Rules; thus, the absence of both words cannot mean that
the Rules only apply to wireline carriers. The Beneficiary’s marketing materials provide evidence that it has multi-line
business accounts. While there may not be a technological difference between single-line business and multi-line
business accounts, the Rules require all competitive carriers (both wireless and wireline) to report these accounts
differently for High Cost Program purpose.*

The Beneficiary states in its response that “IAD’s findings would require USAC repeatedly to exceed [its] carefully limited
authority” because the “Commission has not provided any policy basis for USAC to require [the Beneficiary] to treat any
wireless line as a multi-line business line” and this “finding will result in impermissible policymaking.” I1AD does not
concur with the Beneficiary’s statements. As detailed above, the Rules provide clear instructions that require
competitive carriers (wireless and wireline) to report working loops by customer class (i.e., Res/SLB or MLB).* Further,
the Rules require the distinction between customer classes to calculate ICLS support for competitive carriers.* Thus, IAD
does not concur with the Beneficiary’s statement that “IAD’s conclusion would require USAC to apply unclear

30 d.

3.

32 See 47 C.F.R. § 54.901(b)(3) (2012).

3 See 47 C.F.R. § 54.307(b) (2012); FCC Form 525 Instructions at 3.
34 See 47 C.F.R. § 54.901(b)(3) (2012).
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Commission regulations to wireless carriers” and IAD must “seek Commission guidance before imposing a new customer
classification requirement on wireless carriers.” The Rules provide clear instructions that the Beneficiary is required to
classify and report the multi-line business accounts identified in the Condition section above as MLB.

The Beneficiary also states in its response that “[i]n its initial audit results provided to GCl on August 8, 2016, IAD
indicated that it had identified 536 lines that it believed should be reclassified as multi-line business lines” and that “[i]n
this finding, IAD has increased this number of allegedly misclassified lines almost 10 fold to 5,356,” but “IAD provided no
explanation for this increase.” IAD does not concur. On March 9, 2017, at the same time IAD provided the Beneficiary
with this finding, IAD also provided the Beneficiary with a detailed Excel listing of all 5,356 subscribers identified in the
Condition section above. Thus, the Beneficiary was provided with an “explanation for this increase.” Although the
Beneficiary took exception to IAD’s method for identifying misclassified accounts as “inherently inaccurate,” it did not
offer an alternative method or provide IAD with any documentation to demonstrate that these accounts were properly
classified.

Finally, the Beneficiary states in its response that “any amount collected by USAC from this audit should be placed under
the overall cap and redistributed to eligible carriers who have room in their cap for the funds.” The Beneficiary also
states in its response that if USAC proceeds “with IAD’s finding, then it must not seek to collect more than GCl would have
otherwise received under the fund,” as “[it] is very likely that GCIl would receive the majority of this support for other lines
that did not receive the per-line capped amount.” See the “USAC Management Response” section of this report for
discussion related to this matter.

For these reasons, IAD’s position on this finding remains unchanged.

Finding #2: 47 C.F.R. § 54.202(e) - Inaccurate Loop Counts

CONDITION

IAD examined the Beneficiary’s subscriber listing to determine whether the Beneficiary reported accurate loop counts for
High Cost Program purposes. For the wire centers that qualified for ICLS in the Beneficiary’s sampled study area, IAD
noted that the Beneficiary’s subscriber listing included 67 more loops than the Beneficiary reported on its FCC Form 525.
The Beneficiary must report accurate loop counts for High Cost Program purposes.®

CAUSE

The Beneficiary did not have an adequate system in place for collecting, reporting, and monitoring data to report
accurate loop counts for High Cost Program purposes. The Beneficiary informed IAD that this variance occurred when
the Beneficiary uncovered additional address information during the course of the audit that was not available for the
initial filing.*® Thus, the subscribers were initially assigned to the lowest paid ILEC disaggregation zone.*’

3 See 47 C.F.R. § 54.307(b).
3% Beneficiary responses to audit inquiries, received Sep. 23, 2015.
374,
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EFFECT
Support Type Monetary Effect Recommended Recovery
HCL $(3,783)
ICLS $(4,244)
LSS $(292)
Total $(8,319) $0

RECOMMENDATION

IAD does not recommend recovery of funds at this time. The Beneficiary mustimplement an adequate system to report
accurate loop counts for High Cost Program purposes and maintain documentation to demonstrate compliance with the
Rules. 1AD also recommends the Beneficiary examine the Rules detailed in the Criteria section of this report to familiarize
itself with the documentation retention and reporting requirements for High Cost Program purposes. In addition, the
Beneficiary can learn more about documentation retention and reporting requirements on USAC’s website at
http://www.usac.org/about/about/program-integrity/findings/common-audit-hc.aspx.

BENEFICIARY RESPONSE

During the course of the audit, GCI has understood the auditors to say that the alleged
additional loops resulted from zoning errors. As we have explained to IAD, Alaska is unique in
both the size of the state and the remote locations of many of its residents. As a result of these
factors, and unlike most of the lower 48 states, much of Alaska was not mapped until very
recently and, in some places, still remains inadequately mapped. Over the past two to three
years, satellite mapping and geocoding efforts from companies such as Google have greatly
increased the amount of Alaskan street addresses that are mapped. However, identifying point
locations based on addresses in Alaska is still a challenge. This is due, in part, to boroughs and
municipalities in rural and remote parts of Alaska that have yet to fully update their databases.
Further, fallback geocoding sources such as Google are still not entirely accurate, especially in
the more rural and remote parts of the state, and where customers provide GCI with addresses
that contain errors.

GCl has a rigorous process in place to locate as accurately as possible each wireless
customer’s point location based on the customer-provided addresses and to place each
customer into the appropriate UNE zone. First, GCl extracts customer addresses from its billing
systems and runs an automated sweep to clean up and locate address anomalies. GCl relies on
several databases in order to geocode each address (i.e., to figure out spatially where each
address is located) for purposes of zoning each customer. The majority of the addresses are
valid and, therefore, easy to assign a point location. However, if GCI's database is unable to
zone a customer—due to a billing address error, lack of data, or otherwise—the GCI system
then attempts to geocode the address using other data sets. First, the address is run through
Anchorage, Matsui, Kenai, and Fairbanks borough/municipal data. If a location point is still not
found, the address is run through census block data. If these primary data sources to not
provide a location point match to the address, GCl uses public geocoding databases such as
Google Maps Geocoding APl or ArcGIS Online Geocoding Service as a fallback.

The scope of some zip code areas in Alaska also complicates the zoning process. In
particular, the same zip code may be used for multiple cities, and the cities within the same zip
code may fall into multiple zones. Therefore, if you audit against zip codes, the customer
address may fall into a different zone than if you have zoned based on city. In general,
selecting to zone based on the city is often more appropriate than selecting the zip code.
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Miszoning customers for purpose of USF High Cost support is a miniscule problem, but
is generally explained by inaccurate or missing data. Importantly, where GCI was aware that
data was missing, GCl erred on the side of caution and zoned a customer where no support was
awarded or where the least amount of support was awarded. As IAD found in these results, this
ensures that the negative impact was on the disbursement GClI received rather than on the

fund.

IAD RESPONSE
The Beneficiary states in its response that “[d]uring the course of the audit, [the Beneficiary] has understood the auditors

to say that the alleged additional loops resulted from zoning errors.” While IAD did identify immaterial zoning errors
during the course of the audit, this finding is unrelated to zoning errors. 1AD makes no conclusions in regards to the
Beneficiary’s discussion of potential zoning errors in its response noted above, as it is unrelated to this finding. This
particular finding is based on the count of subscribers in the Beneficiary’s subscriber listing as compared to the count of
subscribers reported by the Beneficiary on the FCC Form 525. IAD contacted the Beneficiary to inquire as to whether they
would like to modify their response. The Beneficiary declined to revise their initial response. IAD’s position on this

finding remains unchanged.
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Finding | Criteria Description
#1,2 47 C.F.R. §54.307(b) For a competitive eligible telecommunications carrier serving loops in

(2012) the service area of a rural incumbent local exchange carrier, as that
term is defined in [47 C.F.R.] § 54.5, the carrier must report, by
customer class, the number of working loops it serves in the service
area, disaggregated by cost zone if disaggregation zones have been
established within the service area pursuant to [47 C.F.R.] § 54.315.

#1 47C.F.R. & The Administrator shall then calculate the Interstate Common Line

54.901(b)(3)(i) Support available to the competitive eligible telecommunications

(2012) carrier for each line it serves for each customer classin a
disaggregation zone or undisaggregated study area by the following
formula:

(i) If the Average Interstate Common Line Support is greater than
$2.70 multiplied by the number of residential and single-line
business lines served by the rate-of-return carrier in the
disaggregation zone or undisaggregated study area, then:

(A) Interstate Common Line Support per Multi-Line Business
Line = (Average Interstate Common Line Support - $2.70 x
residential and single-line business lines served by the rate-
of-return carrier) + (total lines served by the rate-of-return
carrier); and
(B) Interstate Common Line Support per Residential and Single-
Line Business Line = Interstate Common Line Support per
Multi-Line Business Line + $2.70.
#1 FCC Form 525 The two customer classes for the purposes of ICLS and IAS and the
Instructions, CETC form are:
Competitive Carrier - Residential and single-line business access lines in service; and
Line Count Report, at - Multi-line business access lines in service.
3(2009) (FCC Form
525 Instructions)
#2 47 C.F.R. § 54.202(e) All eligible telecommunications carriers shall retain all records
(2011) required to demonstrate to auditors that the support received was
consistent with the universal service high-cost program rules. These
records should include the following: data supporting line count
filings; historical customer records; fixed asset property accounting
records; general ledgers; invoice copies for the purchase and
maintenance of equipment; maintenance contracts for the upgrade of
equipment; and any other relevant documentation. This
documentation must be maintained for at least five years from the
receipt of funding.
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KPMG LLP
1676 International Drive

McLean, VA 22102

EXECUTIVE SUMMARY
March 29, 2017

Mr. Wayne Scott, Vice President — Internal Audit Division
Universal Service Administrative Company

700 12" Street, NW, Suite 900

Washington, DC 20005

Dear Mr. Scott:

This report presents the results of our work conducted to address the performance audit objectives relative
to Medicine Park Telephone Company, Study Area Code (“SAC”) No. 432008, (“MPTC” or “Beneficiary”)
for disbursements, of $2,025,157, made from the Universal Service High Cost Program (“HCP”) during the
twelve-month period ended December 31, 2015. Our work was performed during the period from June 1,
2016 to March 29, 2017, and our results are as of March 29, 2017.

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards issued by the Comptroller General of the United States (2011 Revision, as amended) and
American Institute of Certified Public Accountants Consulting 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.

The objective of this performance audit was to evaluate the Beneficiary’s compliance with the applicable
requirements of 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69 of the Federal Communications Commission’s
(“FCC”) Rules as well as FCC Orders governing federal Universal Service Support for the HCP
(collectively, the “Rules”) relative to disbursements, of $2,025,157, made from the HCP during the twelve-
month period ended December 31, 2015. Compliance with the Rules is the responsibility of the
Beneficiary’s management. Our responsibility is to evaluate the Beneficiary’s compliance with the Rules
based on our audit.

As our report further describes, KPMG identified eleven findings as discussed in the Audit Results and
Recovery Action section as a result of the work performed. Based on these results, we estimate that
disbursements made to the Beneficiary from the HCP for the twelve-month period ended December 31,
2015 were $43,056 higher than they would have been had the amounts been reported properly.

In addition, we also noted other matters that we have reported to the management of the Beneficiary in a
separate letter dated March 29, 2017.

This report is intended solely for the use of the Universal Service Administrative Company, the Beneficiary,
and the FCC and is not intended to be and should not be relied upon by anyone other than these specified
parties.

Sincerely,

KPMme LIP

USAC Audit No. HC2016BE019 Page 3 of 29
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Acronym

ARC
C.F.R.
C&WF
CAF
COE
CPRs
ETC
FCC
Form 509

G/L
HCL
HCL Form

HCM
HCP
ICC
ILEC
MLB
MPTC
NECA
PBO
SAC
SLB
SLC
SNA
SVS
B
TPIS
USAC
USF

List of Acronyms
Definition

Access Recovery Charge

Code of Federal Regulations

Cable and Wire Facilities

Connect America Fund

Central Office Equipment

Continuing Property Records

Eligible Telecommunications Carrier
Federal Communications Commission

Interstate Common Line Support Mechanism Annual Common Line Actual Cost

Data Collection Form
General Ledger
High Cost Loop

National Exchange Carrier Association Universal Service Fund Data Collection

Form

High Cost Model

High Cost Program

Intercarrier Compensation

Incumbent Local Exchange Carrier
Multi-Line Business

Medicine Park Telephone Company
National Exchange Carrier Association
Payroll, Benefits and Overhead
Study Area Code

Single-Line Business

Subscriber Line Charge

Safety Net Additive

Safety Valve Support

Trial Balance

Telecommunications Plant In Service

Universal Service Administrative Company

Universal Service Fund

USAC Audit No. HC2016BE019
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AUDIT RESULTS AND RECOVERY ACTION

Monetary Recommended
Effect Recovery?!

Audit Results

HC2016BEQ19-F01: Miscategorized Central _ Office $ 70,688 $ 70,688
Equipment — The COE Category 4.13 amount reported on the
2014-1 HCL Form was overstated by $196,866.

HC2016BE019-F02: Inaccurate Loop Counts — Line counts ($62,793) ($62,793)
were not reported as of December 31 on the HCP Forms. In
addition, the Total Loops, Category 1.3 Loops and Access
Lines reported on the HCP Forms did not agree to source
documentation.

HC2016BE019-F03: Inaccurate Expenses — The Benefits $ 19,041 $ 19,041
Portion of various Operating Expense accounts reported on the
2014-1 HCL Form did not reconcile to source documentation
resulting in a net overstatement of the benefits portion of
operating expenses of $31,217.

HC2016BEQ19-F04: Inaccurate Depreciation Calculation ($16,229) ($16,229)
— The accumulated depreciation and depreciation expense
amounts reported on the HCP Forms did not reconcile to
source documentation and were not accurately computed.

HC2016BEQ19-F05: Inadequate Documentation: Assets — $ 14,219 $ 14,219
The Beneficiary was unable to provide adequate
documentation to support the inclusion of various assets
selected for testing on the HCP Forms. Two assets could only
be partially supported and one asset classified as regulated
should have been directly assigned to non-regulated activities.

HC2016BE019-F06: Improper Allocation Methodology — $ 11,391 $ 11,391
Appropriate allocation factors were not applied to various
Asset, Accumulated Depreciation, Depreciation Expense and
Operating Expense account balances to apportion joint and
common costs to regulated and non-regulated activities in
2013 during the Part 64 cost allocation process.

HC2016BEQ19-F07: Misclassified Expenses — Several $ 4,615 $ 4,615
expense items were recorded to incorrect Part 32 accounts, or
were related to a prior period, non-regulated activities, or an
affiliated entity. In addition, adequate documentation was not
available to support selected expenditures.

! The recovery amount noted in the table is not reflective of prior period or cap adjustments. The actual recovery
amount will not exceed the proposed recovery amount.

USAC Audit No. HC2016BE019 Page 5 of 29
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Monetary Recommended

Audit Results Effect Recovery!

HC2016BEQ019-F08: Improper Affiliate Transactions — $ 2,182 $ 2,182
Customer Operations Services Expenses (Account 6620) were
not offset by revenues earned for Billing and Collection
services provided to non-regulated affiliates. In addition, one
specific transaction related to non-regulated activities was
recorded as a regulated Network Operations Expense in
Account 6530.

HC2016BE019-F09: Inaccurate Revenues — ARC revenues ($ 379 ($ 374)
reported on CAF ICC Form true-up for Program Year 2013
were overstated by $374.

HC2016BEO019-F10: Inaccurate Revenues — SLC revenues $ 316 $ 316
reported on Form 509 were understated by $316.

HC2016BEQ019-F11: Improper Fees — Subscriber Line $ - $ -
Charge — The Beneficiary assessed a SLC of $15 per line per
month to various MLB subscribers instead of the maximum
allowed $9.20 per line per month during 2013.

Total Net Monetary Effect $43,056 $43,056

USAC Audit No. HC2016BE019 Page 6 of 29
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USAC MANAGEMENT RESPONSE

USAC management concurs with the findings identified by the auditors. With respect to findings one
through four and eight through ten, the Beneficiary must implement policies and procedures necessary to
comply with FCC rules. With respect to findings five and six, USAC recognizes that the Beneficiary is
undertaking steps to implement the processes and procedures necessary to be in compliance. With respect
to findings seven and eleven, USAC acknowledges that the Beneficiary has implemented policies and
procedures necessary to comply with FCC rules. USAC requests that the Beneficiary provide a detailed
description of the policies and procedures implemented to address findings one through six and eight
through ten no later than sixty (60) days after receipt of this audit report. Please submit the requested
information to hcaudits@usac.org. The Beneficiary may be subject to further review if the Beneficiary

does not provide the requested information to USAC.

ICLS CAFICC HCL Finding Total
Finding #1 $ 5710 $ 0 $64,978 $ 70,688
Finding #2 $ 0 $ 0 ($62,793) ($62,793)
Finding #3 $ 4,402 $ 0 $ 14,639 $19,041
Finding #4 ($7,678) $ 0 ($ 8,551) ($16,229)
Finding #5 $ 3,005 $ 0 $11,214 $14,219
Finding #6 $ 7,049 $ 0 $ 4342 $11,391
Finding #7 ($ 994) $ 0 $ 5,609 $ 4,615
Finding #8 $ 1,093 $ 0 $ 1,089 $ 2,182
Finding #9 $ 0 ($374) $ 0 ($ 374)
Finding #10 $ 316 $ 0 $ 0 $ 316
Finding #11 $ 0 $ O $ 0 $ 0
Mechanism Total $12,903 ($374) $ 30,527 $ 43,056

As a result of the audit, USAC management will recover $43,056 of High Cost Program support from the

Beneficiary for SAC# 432008.

USAC Audit No. HC2016BE019

Page 7 of 29

Page 63 of 224



Briefing book excludes all materials discussed in Executive Session

BACKGROUND, OBJECTIVES, SCOPE AND PROCEDURES

Background
Program Overview

USAC is an independent not-for-profit corporation that operates under the direction of the FCC pursuant
to 47 C.F.R. Part 54. The purpose of USAC is to administer the USF through four support mechanisms:
High Cost; Low Income; Rural Health Care; and Schools and Libraries. These four support mechanisms
ensure that all people regardless of location or income level have affordable access to telecommunications
and information services. USAC is the neutral administrator of the USF and may not make policy, interpret
regulations or advocate regarding any matter of universal service policy.

The High Cost Support Mechanism, also known as the HCP, ensures that consumers in all regions of the
nation have access to and pay rates for telecommunications services that are reasonably comparable to those
services provided and rates paid in urban areas, regardless of location or economic strata. Thus, the HCP
provides support for telecommunications companies (Beneficiaries) that offer services to consumers in less-
populated areas. The HCP consists of the following support mechanisms:

1. HCL: HCL support is available for rural companies operating in service areas where the cost to provide
service exceeds 115% of the national average cost per line. HCL support includes the following two
sub-components:

a. SNA: SNA support is available for carriers that make significant investment in rural infrastructure
in years when HCL support is capped and is intended to provide carriers with additional incentives
to invest in their networks.

b. SVS: SVS support is available to rural carriers that acquire high cost exchanges and make
substantial post-transaction investments to enhance network infrastructure.

2. HCM: HCM support is available to carriers serving wire centers in certain states where the forward-
looking costs to provide service exceed the national benchmark.

3. CAF ICC: CAF ICC support is available to ILECs to recover revenue that is not covered by Access
Recovery Charges (ARC) to the end user.

4. ICLS: ICLS is available to rate-of-return incumbent carriers and competitive carriers, and is designed
to help carriers offset interstate access charges and to permit each rate-of-return carrier to recover its
common line revenue requirement, while ensuring that its SLCs remain affordable to its customers.

5. 1AS: IAS is available to price cap incumbent carriers and competitive carriers, and is designed to offset
interstate access charges for price cap carriers.

USAC engaged KPMG to conduct a performance audit relating to the Beneficiary’s compliance with the
applicable requirements of 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69 of the FCC’s Rules as well as FCC
Orders governing federal Universal Service Support for the HCP relative to disbursements, of $2,025,157,
made from the HCP during the twelve-month period ended December 31, 2015.

Beneficiary Overview

Medicine Park Telephone Company (SAC No. 432008), the subject of this performance audit, is a rural
ILEC located in Lawton, Oklahoma. MPTC offers local telephone, long distance and internet services
within the state of Oklahoma.

The Beneficiary, along with various affiliated companies, Southern Plains Cable, Wichita Online, Inc.,
Texhoma Fiber, and Hilliary Construction, are wholly owned subsidiaries of Hilliary Communications.

USAC Audit No. HC2016BE019 Page 8 of 29
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The following table details the organization structure of the Beneficiary:

Name Services Offered

Medicine Park Telephone Company  Rural ILEC providing telephone exchange and local access

Hilliary Communications Parent company; Provides after hours phone support and

janitorial services
Southern Plains Cable Provides retail video services
Wichita Online, Inc. Provides Internet and long distance services
Texhoma Fiber Leases fiber and middle mile maintenance
Hilliary Construction Provides plant construction and maintenance services

The following table illustrates the High Cost support disbursed by USAC to the Beneficiary during the
twelve-month period ended December 31, 2015 by fund type:

. . Disbursement Disbursement
High Cost Support Data Period Period Amount

High Cost Loop (HCL) January 1 to January 1 to $999,817
December 31, 2013 | December 31, 2015

Interstate Common Line Support January 1 to January 1 to $834,594
(ICLS) December 31, 2013 | December 31, 2015

Connect America Fund (CAF) July 1, 2013 - June January 1 to $190,746
Intercarrier Compensation (ICC) 30, 2014 December 31, 2015

Total $2,025,157

Source: USAC

The High Cost support received by the Beneficiary during the twelve-month period ended December 31,
2015, was based on the following annual financial and operational data submitted by the Beneficiary to
NECA and USAC:

e 2014-1 HCL Form, based on the twelve month period ended December 31, 2013,
e 2013 FCC Form 509, based on calendar year 2013 data, and
e 2013 CAF ICC Form, based on program year 2013 data

The above Forms capture the totals of certain pre-designated G/L Accounts including all asset accounts that
roll into the TPIS account as well as certain deferred liabilities and operating expenses, subject to the
allocation between regulated and non-regulated activities (Part 64 Cost Allocations), the separation between
interstate and intrastate operations (Part 36 Separations) and the separation between access and non-access
elements (Part 69 Separations). In addition, the Beneficiary is required to submit certain annual investment
data, including the categorization of COE and C&WF on the HCP Forms.
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Objectives

The objective of this performance audit was to evaluate the Beneficiary’s compliance with the applicable
requirements of 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69 of the FCC’s Rules as well as FCC Orders
governing federal Universal Service Support for the HCP relative to disbursements, of $2,025,157, made
from the HCP during the twelve-month period ended December 31, 2015.

Scope

The scope of this performance audit includes, but is not limited to, reviewing HCP Forms or other
correspondence and supporting documentation provided by the Beneficiary, assessing the methodology
used to prepare or support the HCP Forms or other correspondence, and evaluating disbursement amounts
made or potentially due based on filing of HCP Forms or other correspondence relative to disbursements
made from the HCP during the twelve-month period ended December 31, 2015, as well as performing other
procedures we considered necessary to form a conclusion relative to disbursements made from the HCP
during the twelve-month period ended December 31, 2015.

KPMG identified the following areas of focus for this performance audit:2
General Procedures

Materiality Analysis

Reconciliation

Assets

Expenses

HCP Eligibility Forms

COE Categorization

C&WF Categorization

Payroll, Benefits and Overhead

© o N o gk~ w0 DR

(BN
o

. Taxes
. Part 64 Cost Allocations
. Affiliate Transactions

e e
w N e

. Revenues, Subscriber Listings and Billing Records
14. Revenue Requirement

Procedures
1. General Procedures

KPMG obtained and examined the ETC designation order to determine whether the Beneficiary was
designated as an ETC in the study area prior to receiving HCP support. We obtained and examined the
Beneficiary’s state and/or self-certification letters for timeliness and the notation that all federal HCP
support provided was used in the preceding calendar year and will be used in the coming calendar year
only for the provision, maintenance, and upgrading of facilities and services for which the support is
intended. We also obtained the Form 481 filed by the Beneficiary to determine whether the Beneficiary

2 If exceptions were noted in areas other than the aforementioned in-scope areas as a result of our testing procedures
and the execution of our performance audit, we identified those findings in the ‘Results’ section of the report.
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made the required certifications and whether the Beneficiary’s supporting documentation agrees to the
data reported for the certifications made.

2. Materiality Analysis

For the applicable HCP Forms, we obtained the forms submitted for the period ended December 31,
2013, input the information into KPMG’s HCP models, and ran an automated materiality analysis that
increased and decreased the account balances by +/- 50%, if the impact generated a +/- 5% or $100,000
change to overall disbursements, the individual line item/account was considered material for purposes
of our performance audit.

3. Reconciliation

KPMG obtained the audited 2013 financial statements and reconciled to the G/L, from the G/L we
reconciled to the Part 64 cost allocation inputs and then to the applicable HCP Forms. We obtained
explanations for any reconciling differences.

4, Assets

KPMG utilized a monetary unit sampling methodology to select asset samples from material accounts
identified in the relevant HCP Forms. The Beneficiary did not maintain CPRs as of December 31, 2013
for Account 2001 — TPIS. KPMG utilized the G/L detail from 2009 to 2013 for general support asset,
COE and C&WF accounts as the population of assets to make our sample selections. Asset additions
between the years 2009 and 2013 represent approximately 85% of the TPIS net book value as of
December 31, 2013. We determined that asset balances were properly supported by underlying
documentation such as work orders, third-party vendor invoices, and time and payroll documentation
for labor-related costs; agreed dollar amounts charged to the work orders and verified proper Part 32
categorization; and validated the physical existence of selected assets.

5. Expenses

KPMG utilized a monetary unit sampling methodology to select expense samples from material
operating expense accounts identified in the relevant HCP Forms (HCL and ICLS). Expense amounts
were agreed to the supporting documentation such as invoices and were reviewed for proper Part 32
account coding and categorization by expense type and nature of the costs incurred (regulated versus
non-regulated activities). We selected an additional sample of expenses recorded in the General and
Administrative Expense account to determine that such expenses were incurred in the provision of HCP
supported services. The resulting total value of the expense samples selected from the material accounts
identified represented approximately 90 percent of the balance of all individual expense transactions
that exceeded $1,000. We also obtained and examined monthly depreciation expense and accumulated
depreciation schedules to determine whether the Beneficiary reported accurate depreciation expenses
and accumulated depreciation.

6. HCP Eligibility Forms

For the relevant HCP Forms (HCL, ICLS and CAF ICC) completeness of reported accounts was
determined via reconciliations to the audited financial statements via the ‘Reconciliation’ process
described above. Reconciling items were discussed with the Beneficiary.

7. COE Categorization

KPMG reviewed the methodology established by the Beneficiary for COE categorization including the
process for updating the network map and COE cost studies as well as performing a physical inspection.
We validated that COE amounts reconciled to studies including reviewing power and common, Part 36
inputs and that amounts agreed to the HCL Form data. The Beneficiary did not have documentation
supporting the 2013 COE Study and the 2013 COE Category 4.13 amount, so alternative procedures
were applied to test the 2014 COE Study and apply the ratio of the COE Category 4.13 amount
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10.

11.

12.

13.

identified from the 2014 Study in comparison to overall 2014 COE balances to determine the
reasonableness of the 2013 COE Category 4.13 amount.

C&WF Categorization

KPMG reviewed the methodology established by the Beneficiary for C&WF categorization including
the process for updating the network map and C&WF cost studies. We validated that C&WF amounts
reconciled to studies and that amounts agreed to the HCL Form data and also performed a route distance
inspection.

Payroll, Benefits and Overhead

KPMG performed a walkthrough of the PBO process and selected a work order closed in 2013 from
the asset sample selected for testing to perform flow-through payroll testing, tracing the transaction
from the work order to the individual timesheet through the payroll process to the G/L. Additionally,
we reviewed overhead clearing reports for a selected month and reviewed the overhead clearance
process for compliance with Part 32 requirements.

Taxes

KPMG determined the tax filing status for the Beneficiary and obtained and reviewed the federal and
state tax filings for 2013. KPMG reviewed the tax provision and deferred income tax provision
calculations, including supporting documentation, for reasonableness and developed an expectation of
the effective tax rate. Additionally, we reviewed the Part 64 apportionment of operating tax account
balances and evaluated the reasonableness of cost allocation methods.

Part 64 Cost Allocations

KPMG reviewed the Beneficiary’s cost apportionment methodology and performed procedures to
evaluate the apportionment factors which included performing a walkthrough with the Beneficiary and
evaluating the reasonableness of the cost pool and regulated/non-regulated apportionment factors as
compared to regulated and non-regulated activities performed by the Beneficiary, assessing the
reasonableness of the allocation methods and corresponding data inputs used to calculate the material
factors and recalculating each of the material factors.

Affiliate Transactions

KPMG performed procedures to assess the reasonableness of affiliate transactions, such as billing and
collection services, that occurred during 2013. These procedures included determining the population
of affiliate transactions by reviewing the audited financial statements, trial balance, and intercompany
accounts, and through inquiry, and utilizing attribute sampling to select a sample of the different types
of affiliate transactions for testing. For the sample selected, we reviewed the business purpose of each
transaction and determined if the transactions were recorded in accordance with 47 C.F.R. Section
32.27 and categorized in the appropriate Part 32 accounts.

Revenues, Subscriber Listings and Billing Records

KPMG examined revenue G/L accounts, invoices and other related documentation to verify the
accuracy and existence of revenue account balances. KPMG analyzed subscriber listings and billing
records to determine that the number and type of lines reported in the HCP filings agreed to underlying
support documentation, that subscriber listings did not include duplicate lines, invalid data, or non-
revenue producing or non-working loops, and that lines were properly classified as residential/single-
line business or multi-line business.
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14. Revenue Requirement

KPMG reviewed the calculation of the Beneficiary’s revenue requirement, including assessing the
reasonableness and application of Part 64 cost allocation, Part 36 and Part 69 separations and other cost
study adjustments utilized in the calculation of the common line revenue requirement.
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RESULTS

KPMG’s performance audit results include a listing of findings, recommendations and Beneficiary
responses, with respect to the Beneficiary’s compliance with FCC requirements, and an estimate of the
monetary impact of such findings relative to 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69, applicable to the
disbursements made from the HCP during the twelve-month period ended December 31, 2015.

Findings, Recommendations and Beneficiary Responses

KPMG’s performance audit procedures identified eleven (11) findings. The findings, including the
condition, cause, effect, recommendation and Beneficiary response are as follows:

Finding No.

Condition

Cause

Effect

Recommendation

Beneficiary
Response

HC2016BE019-F01: Miscateqgorized Central Office Equipment

The Beneficiary was unable to provide documentation to support the Circuit
Equipment Category 4.13 amount of $681,556 reported on the 2014-1 HCL Form.
KPMG performed alternative procedures using a 2014 COE Study that the
Beneficiary was able to support and recalculated the Circuit Equipment Category
4.13 amount for 2013 to be $484,690. The resulting difference is an overstatement
of the Circuit Equipment Category 4.13 amount by $196,866.

The Beneficiary did not maintain CPRs as of December 31, 2013 and lacked support
for the Circuit Equipment Category 4.13 amount reported.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $70,688 and is summarized by support mechanism as follows:

Support Type Monetary Effect ReﬁeTg?lg?sed
HCL $64,978 $64,978
ICLS $ 5,710 $ 5,710
Total $70,688 $70,688

The Beneficiary should enhance the preparation, review and approval processes
governing the COE categorization study and maintain documentation supporting the
COE Study and CPRs to ensure compliance with FCC Rules and Orders.

As discussed in the findings, CPRs for 12/31/14 were utilized in lieu of 12/31/13.
Total COE Circuit Equipment was correct. The apparent miscategorization is a
result of the method of utilizing carry forward prior period amounts combined with
the categorization of additions only, did not account for increased allocation of
certain multifunction circuit equipment towards DSL and away from common line
loop. With current CPRs the allocation can be done properly on a current basis.
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Finding No.

Condition

Cause

Effect

Recommendation

HC2016BE019-F02: Inaccurate Loop Counts

The Beneficiary did not report lines served as of December 31, 2013 in the various
HCP filings. The Total Loops, Category 1.3 Loops and Access Lines submitted on
the HCP Forms did not reconcile to the source documentation as follows:

2014-1 HCL Form 2013 FCC Form 507
Category 1.3 Loops Access Lines

As Filed: 679 As Filed: 650

Source Documentation: 695 Source Documentation: 660
Difference: (16) Difference: (10)

Total Loops

As Filed: 714

Source Documentation: 695
Difference: 19

The Beneficiary used an average of prior year loop counts and current year loop
counts in reporting the line count data in the HCP Forms.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an under-
disbursement of $62,793 and is summarized by support mechanism as follows:

Support Type Monetary Effect Re%oergécgrrlged
HCL ($62,793) ($62,793)
Total ($62,793) ($62,793)

The Beneficiary should enhance its preparation, review and approval processes over
the reporting of appropriate line count data, including the performance of a
reconciliation of all line count data to underlying support documentation as of
December 31 to ensure amounts reported in HCP filings are in compliance with FCC
Rules and Orders.

Beneficiary There are two causes of the difference. The first was an error in using average loops

Response instead of year end. The second relates to the definition of year end. Local service,
upon which loop count is based, is billed in advance. The company believes that
the bill issued in mid December is the appropriate count. KPMG believes that the
one in mid January is appropriate. The difference in loop count is not material and
Medicine Park does not propose to change the finding.

Finding No. HC2016BEQ19-F03: Inaccurate Expenses

Condition The Benefits Portion of various Operating Expense accounts reported on the 2014-
1 HCL Form did not reconcile to source documentation resulting in a net
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Cause

Effect

Recommendation

overstatement of the Benefits Portion of Operating Expenses. The Beneficiary
allocated benefits to the various Operating Expense accounts using a Benefits
Allocation Worksheet that did not reconcile to the amounts reported on the 2014-1
HCL Form. KPMG testing indicated that amounts recorded in the Benefits
Allocation Worksheet were accurate.

The differences noted in the Benefits Portion balances of the various individual
Operating Expense Accounts are as follows:

Account Amount Reported Amount Recalculated Difference
6110 $ 8,744 $ 16,066 $ 7,322
6120 $ 16,079 $ 15,358 ¢ 721)
6210 $ 39,996 $ 21,380 ($18,616)
6230 $ 76,418 $ 57,726 ($18,692)
6410 $153,510 $120,723 ($32,787)
6530 $ 18,611 $ 32,759 $ 14,148
6620 $ - $ 9,592 $ 9,592
6710 $ 51,273 $ 45,427 ($ 5,846)
6720 $ 74,192 $ 88,575 $ 14,383

Total $438,823 $407,606 ($31,217)

In addition, the Benefits Portion of All Operating Expenses — Total (a separate data
input) on the 2014-1 HCL Form was reported as $448,524, whereas the source
documentation shows the amount to be $407,606.

The preparation, review and approval processes governing the calculation,
allocation and reporting of benefits expense amounts did not detect the submission
of erroneous data.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $19,041 and is summarized by support mechanism as follows:

Support Type Monetary Effect Regaergg?lg?)c/ied
HCL $14,639 $14,639
ICLS $ 4,402 $ 4,402
Total $19,041 $19,041

The Beneficiary should enhance its preparation, review and approval processes over
the reporting of the benefits portion of expense data, including the performance of a
reconciliation of benefits expense data to underlying support documentation, to
ensure amounts reported in HCP filings are in compliance with FCC Rules and
Orders.
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Beneficiary
Response

Finding No.

Condition

Cause

Effect

The company agrees with the findings. Benefits for 2012 were inadvertently carried
over.

HC2016BE019-F04: Inaccurate Depreciation Calculation

For various asset accounts the Beneficiary did not accurately compute accumulated
depreciation (“AD”) and depreciation expense (“DE”) for the period. The
differences noted in the AD and DE balances for the twelve-month period ended
December 31, 2013, impacting the 2014-1 HCL Form and 2013 Form 509, are as

follows:

(ARSI Reg(?r;ed Recz'aal\(l:jul_ated DUErEnEs
3100 (2110) — AD (General Support) ($1,062,314) ($1,081,685) ($19,371)
3100 (2210) — AD (COE Switching) ($ 478,676) ($ 577,091) ($98,415)
3100 (2230) — AD (COE Transmission) ($1,562,913) ($1,467,794) $95,119
3100 (2410) — AD (C&WF) ($2,801,027) | ($2,839,762) | ($38,735)
Total ($5,904,930) | ($5,966,332) | (361,402
Account Relggr;ed Recalljci_lated PIIEETES
6560 (2110) — DE (General Support) $231,982 $227,686 ($ 4,296)
6560 (2210) — DE (COE Switching) $ 88,991 $170,702 |  $81,711
6560 (2230) — DE (COE Transmission) $199,451 $187,272 | ($12,179)
6560 (2410) — DE (C&WF) $312,542 $307,066 | ($ 5,476)
Total $832,966 $892,726 $ 59,760

The Beneficiary failed to account for adjustments proposed by its auditors in the
calculation of accumulated depreciation and depreciation expense and derivation of
amounts reported in the HCP Forms.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an under-
disbursement of $16,229 and is summarized by support mechanism as follows:

Support Type Monetary Effect Ret;gerggclz?)c/ied
HCL ($ 8,551) ($ 8,551)
ICLS ($ 7,678) ($ 7,678)
Total ($16,229) ($16,229)
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Recommendation

Beneficiary
Response

Finding No.

Condition

Cause

Effect

Recommendation

Beneficiary
Response

Finding No.

Condition

The Beneficiary should enhance the preparation, review and approval processes
governing the calculation of depreciation to ensure compliance with FCC Rules and
Orders.

The company recognizes it is responsible for all calculations and in future will
review adjustments proposed by its auditor more fully.

HC2016BE019-F05: Inadequate Documentation: Assets

Two of seventeen (17) assets selected for testing could only be partially supported.
The following summarizes the overstated amounts by account:

e Account 2124 — General Purpose Computers: An amount totaling $536 out of
$9,558 was unsupported.

e Account 2441 — Conduit: An amount totaling $96,094 out of $322,311 was
unsupported.

In addition, one asset included in Account 2210 — Central Office-Switching totaling
$2,250 was classified as regulated but was used to support non-regulated activities.

The Beneficiary did not have adequate processes and procedures in place to ensure
that appropriate records were retained to support the asset amounts.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $14,219 and is summarized by support mechanism as follows:

Support Type Monetary Effect Re(;)erggg?ged
HCL $11,214 $11,214
ICLS $ 3,005 $ 3,005
Total $14,219 $14,219

The Beneficiary should establish or enhance procedures and controls to ensure all
underlying documentation in support of asset amounts recorded on the books and
records is retained in accordance with applicable FCC Rules and Orders.

The company understands its obligations to maintain complete and accurate CPRs.

The records in question relate to a period prior to 2010 during which the company
experienced turnover in the position which has since been addressed.

HC2016BE019-F06: Improper Allocation Methodology

The Beneficiary did not perform Part 64 cost allocations to allocate joint and
common use assets and expenses between regulated and non-regulated activities for
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various accounts resulting in the regulated balances reported in the various HCP
Forms to be overstated.

KPMG applied allocation factors of 3.6% or 3.85% based on revised studies
performed by the Beneficiary to the balances of various sub-accounts that roll-up
into the Part 32 accounts listed below to determine the amounts that should have
been allocated to non-regulated activities. Similarly, an allocation factor of 14% was
applied specific to the Account 6710 balance to allocate costs for executives shared
with affiliates for non-regulated activities. The regulated balances of various
accounts were overstated as follows:

Account Amount

2110 — General Support Assets $ 60,029
3100 (2110) — AD (General Support Assets) $ 14,588
6110 — Network Support Expenses $ 25,312
6120 — General Support Expenses $ 8,827
6560 (2110) — DE (General Support Assets) $ 3,381
6710 — Executive and Planning Expenses $ 21,901
6720 — General and Administrative Expenses $ 354
7240 — Operating Other Taxes $ 247
Total $134,639

Cause The Beneficiary did not have adequate procedures and controls over the review and

approval of Part 64 cost allocations of joint and common costs between regulated
and non-regulated activities to ensure that all costs related to non-regulated activities
were properly allocated.

Effect The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $11,391 and is summarized by support mechanism as follows:

Support Type Monetary Effect Rec;;)ersgzr;}?ed
HCL $ 4,342 $ 4,342
ICLS $ 7,049 $ 7,049
Total $11,391 $11,391

Recommendation The Beneficiary should establish, document and implement procedures to address
the preparation, review and approval processes related to the Part 64 cost allocation
of joint and common costs to ensure compliance with FCC Rules and Orders.

Beneficiary The company and its affiliates have adopted a more formal allocation process which
Response complies with Part 64.
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Finding No. HC2016BEQ19-F07: Misclassified Expenses

Condition Forty seven (47) of 77 sampled operating expense transactions, totaling $440,105,
were recorded to incorrect Part 32 accounts, or were related to a prior period, non-
regulated activities or an affiliated entity. In addition, the Beneficiary was unable to
provide any documentation to support selected expenses and certain expenses were
noted not to be necessary for the provision of HCP supported services.

Account 6110 — Network Support Expense

e One item, totaling $3,463, related to an expense from 2012 that was recorded in
2013.

e One item totaling $1,665, related to vehicle insurance expense invoiced to
Hilliary Farms. The Beneficiary was unable to support that the vehicles listed on
the insurance invoice related to MPTC’s regulated activities.

Account 6710 — Executive and Planning Expense

e One item totaling $3,240, was incorrectly coded to Account 6710 and should
have been capitalized to Account 2122 — Furniture.

e One item totaling $2,128, related to continuing education classes, but no support
was provided to demonstrate the applicability of the classes to the regulated
activities of the Beneficiary.

e One item totaling $2,108, related to a reclassification journal entry to reclassify
“pilot and training” expenses from Aircraft Expense to Executive Expense, but
no support was provided to demonstrate the applicability of the expense to the
regulated activities of the Beneficiary.

Account 6720 — General Admin Expenses

e Seven items totaling $241,031, related to legal services invoiced to Texhoma
Fiber, an affiliate of the Beneficiary. The Beneficiary was unable to support that
the services listed on the legal invoices related to MPTC’s regulated activities.

e For eleven items, totaling $95,228, the Beneficiary was unable to provide third
party supporting documentation to assess the reasonableness of the charges in
relation to MPTC regulated activities and the categorization of the costs.

e For sixteen items, totaling $47,842, the Beneficiary was unable to provide any
documentation to support the expenses recorded to the regulated accounts.

e For three items, totaling $24,100, the Beneficiary was unable to support the
entertainment related expenditures as necessary to the provision of supported
services.

e One item totaling $6,455 related to vehicle expense and should have been
recorded in Account 6112 — Motor Vehicle Expense

e One item totaling $5,000 related to marketing expense and should have recorded
in Account 6610 — Marketing Expense.

e One item totaling $4,228, was an invoice for legal services related to non-
regulated activities.
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Cause

Effect

Recommendation

Beneficiary
Response

e One item totaling $2,243, related to credit card charges, addressed to Southern
Plains Cable, an affiliate of the Beneficiary. The only supporting documentation
provided was a summary of charges and no corresponding third party invoices
were provided to assess the reasonableness of the charges and the categorization
of the costs.

e One item totaling $459 out of $1,223, related to various meal expenses incurred
in 2012 that were recorded in 2013.

The majority of the expense items noted as exceptions above from Accounts 6710
and 6720 did not impact HCP disbursements due to the Beneficiary exceeding the
allowable threshold on the HCP Forms for Corporate Operations Expenses, however
the cumulative total of exceptions resulted in the Beneficiary coming under the
allowable threshold for the HCL mechanism. It is also noted that Account 6710 —
Executive and Planning Expense no longer exists as a Part 32 account as it has been
eliminated by the FCC and any expenses recorded in Account 6710 are required to
be recorded in Account 6720 — General and Administrative Expense. However, the
reclassification of expenses from Account 6710 to Account 6720 would not impact
the monetary effect noted below.

The preparation, review and approval processes governing the recording of expense
transactions did not detect inappropriate entries to regulated expense accounts and
did not ensure that appropriate records were retained to support the expenses.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $4,615 and is summarized by support mechanism as follows:

Support Type Monetary Effect Recommended
HCL $5,609 $5.609
ICLS ($994) ($ 994)
Total $4,615 $4,615

The Beneficiary should enhance the preparation, review and approval processes to
properly identify and account for regulated expenses and also retain appropriate
documentation in accordance with FCC Rules and Orders.

The company agrees that some small amounts were inconsistently booked and will
institute additional training for the personnel who record these transactions. The
timing differences related to booking of expense reports which were received after
the year end and spanned both late December and early January. The company
believes this is an immaterial timing difference but does not propose to change the
calculated impact.
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Finding No.

Condition

Cause

Effect

Recommendation

Beneficiary
Response

Finding No.
Condition

Cause

HC2016BEQ019-F08: Improper Affiliate Transactions

The Beneficiary provided Billing and Collection services to two non-regulated
affiliates, Southern Plains Cable and Wichita Online, but did not assess any charges
to the two companies for these services and thus did not offset Customer Operations
Services Expense (Account 6620) by any revenues earned. Based on an analysis of
the number of bills processed for the two companies and using a prevailing market
price for the service, KPMG estimated the balance for Account 6620 to be overstated
by $5,448.

In addition, one transaction recorded in the Beneficiary’s Account 6530 — Network
Operations Expense was related to non-regulated activities. The expense transaction,
totaling $4,508, was a non-regulated cable TV expense that was erroneously
recorded in the Beneficiary’s regulated accounts.

The Beneficiary did not perform a comprehensive fair market analysis to determine
that the higher of fully distributed cost or fair market value was assessed for the
services provided to its non-regulated affiliates. In addition, the Beneficiary
erroneously recorded a non-regulated transaction in a regulated account.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $2,182 and is summarized by support mechanism as follows:

Support Type Monetary Effect Regferggcz?sed
HCL $1,089 $1,089
ICLS $1,093 $1,093
Total $2,182 $2,182

The Beneficiary should ensure that the higher of fully distributed cost or fair market
value is assessed to the non-regulated affiliates for services provided by the
Beneficiary. In addition, the Beneficiary should ensure non-regulated transactions
are not recorded in regulated accounts.

We agree that billing and collection fees should have been offset.

HC2016BE019-F09: Inaccurate Revenues

ARC Revenue was overstated by $374 on the Program Year 2013 CAF ICC Form.

The Beneficiary’s processes and procedures governing the preparation and review
of the CAF ICC Form did not identify the submission of erroneous information.
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Effect

Recommendation

Beneficiary
Response

Finding No.
Condition

Cause

Effect

Recommendation

Beneficiary
Response

Finding No.

Condition

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an under-
disbursement of $374 and is summarized by support mechanism as follows:

Support Type Monetary Effect Reg)eTg\W/g?Sed
CAF ICC ($374) $374)
Total ($374) ($374)

The Beneficiary should perform a more effective review and reconciliation of
historical data between the source documentation and the HCP Forms prior to filing.

The company agrees with the finding but has not been able to identify the source of
the difference.

HC2016BE019-F10: Inaccurate Revenues

SLC Revenue was understated by $316 on the 2013 Form 5009.

The Beneficiary’s processes and procedures governing the preparation and review
of the Form 509 did not identify the submission of erroneous information.

The monetary impact of this finding relative to disbursements made from the HCP
for the twelve-month period ended December 31, 2015 is estimated as an over-
disbursement of $316 and is summarized by support mechanism as follows:

Recommended
Support Type Monetary Effect Recovery
ICLS $316 $316
Total $316 L

The Beneficiary should perform a more effective review and reconciliation of
historical data between the source documentation and the HCP Forms prior to filing.

The company agrees with the finding but has not been able to identify the source of
the difference.

HC2016BE019-F11: Improper Fees — Subscriber Line Charge

The Beneficiary assessed a SLC of $15 per line per month to various MLB
subscribers instead of the maximum allowed $9.20 per line per month during 2013.
The excess SLC impacted 82 subscribers and was assessed for all 12 months of 2013,
resulting in the Beneficiary over-collecting approximately $5,707 in SLC revenues
from subscribers during 2013.
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Cause

Effect

Recommendation

Beneficiary
Response

Criteria

The preparation, review and approval processes governing the determination and
billing of the SLC did not detect the excess charges assessed to various MLB
subscribers.

The finding identified has no monetary impact on HCP disbursements as the
Beneficiary reported actual SLC revenues billed to subscribers on the HCP Forms,
and did not adjust the Forms or process any credits to subscribers for the excess SLC
assessed.

The Beneficiary should establish adequate controls to ensure proper SLC amounts
are assessed to subscribers and reported in the HCP Forms to ensure compliance
with FCC Rules and Orders.

The company erroneously assumed that a proposal to raise business SLC to $15.00
was actually an order. The SLC has been corrected.

Finding | Criteria Description

#1 47 C.F.R. Section | “Inthe separation of the cost of central office equipment among the
36.121(c) (2013) operations, the first step is the assignment of the equipment in each

study area to categories. The basic method of making this
assignment is the identification of the equipment assignable to each
category, and the determination of the cost of the identified
equipment by analysis of accounting, engineering and other
records.

(1) The cost of common equipment not assigned to a specific
category, e.g., common power equipment, including emergency
power equipment, aisle lighting and framework, including
distributing frames, is distributed among the categories in
proportion to the cost of equipment, (excluding power equipment
not dependent upon common power equipment) directly assigned
to categories.

(i) The cost of power equipment used by one category is assigned
directly to that category, e.g., 130 volt power supply provided for
circuit equipment. The cost of emergency power equipment
protecting only power equipment used by one category is also
assigned directly to that category.

(if) Where appropriate, a weighting factor is applied to the cost of
circuit equipment in distributing the power plant costs not directly
assigned, in order to reflect the generally greater power use per
dollar of cost of this equipment.”

#1, #5, 47 C.F.R. Section “All eligible telecommunications carriers shall retain all records
#7 54.320(b) (2013) required to demonstrate to auditors that the support received was

consistent with the universal service high-cost program rules. This
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Finding

Criteria

Description

documentation must be maintained for at least ten years from the
receipt of funding. All such documents shall be made available
upon request to the Commission and any of its Bureaus or Offices,
the Administrator, and their respective auditors.”

#2

47 C.F.R. Section
36.611 (2013)

“In order to allow determination of the study areas and wire centers
that are entitled to an expense adjustment pursuant to §36.631, each
incumbent local exchange carrier (LEC) must provide the National
Exchange Carrier Association (NECA) (established pursuant to
part 69 of this chapter) with the information listed for each study
area in which such incumbent LEC operates, with the exception of
the information listed in paragraph (h) of this section, which must
be provided for each study area .... This information is to be filed
with NECA by July 31st of each year.... (h) ... [tlhe number of
working loops for each study area ....”

#2

47 C.F.R. Section
36.611(h) (2013)

“For universal service support purposes, working loops are defined
as the number of working Exchange Line C&WF loops used jointly
for exchange and message telecommunications service, including
C&WF subscriber lines associated with pay telephones in C&WF
Category 1, but excluding WATS closed end access and TWX
service. These figures shall be calculated as of December 31st of
the calendar year preceding each July 31st filing.”

#3, #5,
#0, #7

47 C.F.R. Section
32.12(b) (2013)

“The company’s financial records shall be kept with sufficient
particularity to show fully the facts pertaining to all entries in these
accounts. The detail records shall be filed in such manner as to be
readily accessible for examination by representatives of this
Commission.”

#4

47 C.F.R. Section
32.2000(g)(2)(iii)
(2013)

“Charges for currently accruing depreciation shall be made
monthly to the appropriate depreciation accounts, and
corresponding credits shall be made to the appropriate depreciation
reserve accounts. Current monthly charges shall normally be
computed by the application of one-twelfth of the annual
depreciation rate to the monthly average balance of the associated
category of plant. The average monthly balance shall be computed
using the balance as of the first and last days of the current month.”

#5

47 C.F.R. Sections
32.2000(e)(1)-(2)
(2013)

“Basic property records. (1) The basic property records are that
portion of the total property accounting system which preserves the
following detailed information:

(i) The identity, vintage, location and original cost of units of
property;

(i) Original and ongoing transactional data (plant account activity)
in terms of such units; and
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Finding

Criteria

Description

(iii) Any other specific financial and cost accounting information
not properly warranting separate disclosure as an account or
subaccount but which is needed to support regulatory, cost, tax,
management and other specific accounting information needs and
requirements.

(2) The basic property records must be: (i) Subject to internal
accounting controls, (ii) auditable, (iii) equal in the aggregate to the
total investment reflected in the financial property control accounts
as well as the total of the cost allocations supporting the
determination of cost-of-service at any particular point in time, and
(iv) maintained throughout the life of the property.”

#6

47 C.F.R.
Section 64.901(a),
(b)(2)-(3) (2013)

“Carriers required to separate their regulated costs from
nonregulated costs shall use the attributable cost method of cost
allocation for such purpose. In assigning or allocating costs to
regulated and nonregulated activities, carriers shall follow the
principles described herein.... Costs shall be directly assigned to
either regulated or nonregulated activities whenever possible.
Costs which cannot be directly assigned to either regulated or
nonregulated activities will be described as common costs.
Common costs shall be grouped into homogeneous cost categories
designed to facilitate the proper allocation of costs between a
carrier’s regulated and nonregulated activities. Each cost category
shall be allocated between regulated and nonregulated activities in
accordance with the following hierarchy:

(i) Whenever possible, common cost categories are to be allocated
based upon direct analysis of the origin of the cost themselves.

(if) When direct analysis is not possible, common cost categories
shall be allocated based upon an indirect, cost-causative linkage to
another cost category (or group of cost categories) for which a
direct assignment or allocation is available.

(iii) When neither direct nor indirect measures of cost allocation
can be found, the cost category shall be allocated based upon a
general allocator computed by using the ratio of all expenses
directly assigned or attributed to regulated and nonregulated
activities.”

#6

47 C.F.R.
Section 32.14(c)
(2013)

“In the application of detailed accounting requirements contained
in this part, when a regulated activity involves the common or joint
use of assets and resources in the provision of regulated and non-
regulated products and services, companies shall account for these
activities within the accounts prescribed in this system for
telephone company operations. Assets and expenses shall be
subdivided in subsidiary records among amounts solely assignable
to nonregulated activities, amounts solely assignable to regulated
activities, and amounts related to assets used and expenses incurred
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Finding | Criteria Description
jointly or in common, which will be allocated between regulated
and nonregulated activities.”
#7 All Universal “Under federal law, high-cost support provided to an ETC must be
Service High-Cost | used ‘only for the provision, maintenance, and upgrading of
Support Recipients | facilities and services for which the support is intended’.... [T]he
Are Reminded That | following is a non-exhaustive list of expenditures that are not
Support Must Be necessary for the provision of supported services and therefore may
Used For Its not be recovered through universal service support:
Intended Purpose, Entertainment ....”
WC Docket No.
10-90, WC Docket
No. 14-58, Public
Notice, FCC 15-
133 at pp.1-2
(October 19, 2015)
#8 47 C.F.R. “Floor. When services are sold by or transferred from a carrier to
Section 32.27(c)(1) | an affiliate, the higher of fair market value and fully distributed cost
(2013) establishes a floor, below which the transaction cannot be recorded.
Carriers may record the transaction at an amount equal to or greater
than the floor, so long as that action complies with the
Communications Act of 1934, as amended, Commission rules and
orders, and is not otherwise anti-competitive.”
#9 47 C.F.R. Section “A Rate-of-Return Carrier seeking CAF ICC support shall file data
54.304(d)(1) with the Administrator, the Commission, and the relevant state
(2013) commissions no later than June 30, 2012, for the first year, and on
the date it files its annual access tariff filing with the Commission,
in subsequent years, establishing the Rate-of-Return Carrier’s
projected eligibility for CAF ICC funding during the upcoming
funding period pursuant to §51.917 of this chapter. The projected
amount shall include any true-ups, pursuant to §51.917 of this
chapter, associated with an earlier funding period.”
#10 47 C.F.R. Section “Each rate-of-return carrier shall submit to the Administrator on
54.903(a)(4) (2013) | December 31st of each year the data necessary to calculate a
carrier’s Interstate Common Line Support, including common line
cost and revenue data, for the prior calendar year. Such data shall
be used by the Administrator to make adjustments to monthly per-
line Interstate Common Line Support amounts in the final two
guarters of the following calendar year to the extent of any
differences between the carrier’s ICLS received based on projected
common line cost and revenue data and the ICLS for which the
carrier is ultimately eligible based on its actual common line cost
and revenue data during the relevant period.”
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Finding | Criteria Description
#11 47 C.F.R. Section "Beginning on July 1, 2000, for any study area that does not have
69.152 (k)(1) deaveraged End User Common Line charges and in the absence of
(2013) voluntary reductions, the maximum monthly End User Common
Line Charge for multi-line business lines will be the lesser of:
(i) $9.20; or

(i) The greater of:

(A) The rate as of June 30, 2000, less reductions needed to ensure
over recovery of CMT Revenues does not occur; or

(B) The Average Price Cap CMT Revenue per Line month as
defined in §61.3(d) of this chapter".

Conclusion

KPMG'’s evaluation of the Beneficiary’s compliance with the applicable requirements of 47 C.F.R. Parts
32, 36, 51, 54, 64 and 69 applicable to the disbursements made from the HCP during the twelve-month
period ended December 31, 2015 identified miscategorized central office equipment, inaccurate loop
counts, inaccurate expenses, inaccurate depreciation calculation, inadequate documentation — assets,
improper allocation methodology, improper affiliate transactions, misclassified expenses, inaccurate
revenues reported (ARC and SLC), and improper fees — subscriber line charge findings. Detailed
information relative to the findings is described in the Findings, Recommendations and Beneficiary
Responses section above.

The combined estimated monetary impact of these findings is as follows:

Monetary Impact

Overpayment
Fund Type (Underpayment)
HCL $30,527
ICLS $12,903
CAF ICC ($ 374)
Total Impact $43,056

KPMG recommends that the Beneficiary:

o Enhance the preparation, review and approval processes governing the COE categorization study to
ensure compliance with FCC Rules and Orders.

e Implement processes to review and report the appropriate line counts, including the performance of a
reconciliation of all line count data to underlying support documentation.

¢ Implement processes to review and report the appropriate benefits portion expense data, including the
performance of a reconciliation of benefits expense data to underlying support documentation.
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¢ Enhance the preparation, review and approval processes governing the calculation of depreciation to
ensure compliance with FCC Rules and Orders.

o Enhance controls to ensure all underlying documentation in support of asset amounts recorded on the
books and records is retained in accordance with applicable FCC Rules and Orders.

o Establish, document and implement procedures to address the preparation, review and approval
processes related to the Part 64 cost allocation of joint and common costs to ensure compliance with
FCC Rules and Orders.

e Enhance the preparation, review and approval processes to properly identify and account for regulated
expenses and also retain appropriate documentation in accordance with FCC Rules and Orders.

e Ensure that the higher of fully distributed cost or fair market value is assessed to the non-regulated
affiliates for services provided by the Beneficiary.

e Perform a more effective review and reconciliation of historical data between the source documentation
and the HCP Forms prior to filing.

e Establish adequate controls to ensure the proper SLC is assessed to subscribers to ensure compliance
with FCC Rules and Orders.
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KPMG

KPMG LLP

Suite 800

1225 17th Street
Denver, CO 80202-5598

EXECUTIVE SUMMARY
August 18, 2017

Mr. Wayne Scott, Vice President — Internal Audit Division
Universal Service Administrative Company

700 12t Street, NW, Suite 900

Washington, DC 20005

Dear Mr. Scott:

This report presents the results of our work conducted to address the performance audit objectives
relative to Big Bend Telephone Company, Study Area Code (“SAC”) No. 442039, (“BBTC” or “Beneficiary”)
for disbursements, of $16,036,799, made from the Universal Service High Cost Program (“HCP”) during
the twelve-month period ended December 31, 2015. Our work was performed during the period from
August 19, 2016 to August 18, 2017, and our results are as of August 18, 2017.

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards issued by the Comptroller General of the United States (2011 Revision, as amended) and
American Institute of Certified Public Accountants Consulting 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.

The objective of this performance audit was to evaluate the Beneficiary’s compliance with the applicable
requirements of 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69 of the Federal Communications Commission’s
(“FCC”) Rules as well as FCC Orders governing federal Universal Service Support for the HCP (collectively,
the “Rules”) relative to disbursements, of $16,036,799, made from the HCP during the twelve-month
period ended December 31, 2015. Compliance with the Rules is the responsibility of the Beneficiary’s
management. Our responsibility is to evaluate the Beneficiary’s compliance with the Rules based on our
audit.

As our report further describes, KPMG identified eight findings as discussed in the Audit Results and
Recovery Action section as a result of the work performed. Based on these results, we estimate that
disbursements made to the Beneficiary from the HCP for the twelve-month period ended December 31,
2015 were $696,920 higher than they would have been had the amounts been reported properly.

This report is intended solely for the use of the Universal Service Administrative Company, the Beneficiary,
and the FCC and is not intended to be and should not be relied upon by anyone other than these specified
parties.

Sincerely,

KPMe LIP
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Acronym
ARC

BBT
BBTC
C.F.R.
C&WF
CAF

COE
CPRs
ETC

FCC

FDC
Form 509

G/L
GSA
HCL
HCL Form
HCM
HCP
ICC
ILEC
ISDN
IXC
MLB
NECA
PBO
SAC
SLB
SLC
SNA
SVS
B
TPIS
USAC
USF

List of Acronyms

Definition

Access Recovery Charge

Big Bend Telecom

Big Bend Telephone Company

Code of Federal Regulations

Cable and Wire Facilities

Connect America Fund

Central Office Equipment
Continuing Property Records
Eligible Telecommunications Carrier
Federal Communications Commission

Fully Distributed Cost

Interstate Common Line Support Mechanism Annual Common Line Actual Cost Data

Collection Form
General Ledger
General Support Assets

High Cost Loop

National Exchange Carrier Association Universal Service Fund Data Collection Form

High Cost Model

High Cost Program

Intercarrier Compensation
Incumbent Local Exchange Carrier

Integrated Services Digital Network
Interexchange Carrier
Multi-Line Business

National Exchange Carrier Association
Payroll, Benefits and Overhead

Study Area Code

Single-Line Business

Subscriber Line Charge

Safety Net Additive

Safety Valve Support

Trial Balance

Telecommunications Plant In Service
Universal Service Administrative Company

Universal Service Fund
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AUDIT RESULTS AND RECOVERY ACTION

Recommended
Recovery!

Audit Results Monetary Effect

HC2016BE028-F01: Miscategorized Cable & Wire Facilities — The $ 325,820 $ 325,820
Beneficiary did not include four segments of interexchange routes
in their C&WF study that resulted in the C& WF Category 1 amount
reported in the HCL Form to be overstated by $2,231,595 due to the
use of the residual categorization method.

HC2016BE028-F02: Improper Affiliate Transactions — The $ 156,275 $ 156,275
Beneficiary leased various General Support Assets from its non-
regulated affiliate, BBT. The Beneficiary remitted a monthly lease
payment for each of the assets leased from BBT based on a FDC
analysis that was outdated and not updated on an annual basis to
determine the FDC each year. In addition, the Beneficiary and its
affiliate were unable to fully support two leased assets selected for
testing.

HC2016BE028-F03: Inaccurate Depreciation Calculation — The $ 95,151 S 95,151
Beneficiary used month end balances instead of average monthly
balances to compute depreciation expense as prescribed by FCC
Rules. In addition, the Beneficiary applied an incorrect depreciation
rate for certain accounts.

HC2016BE028-F04: Improper Allocation Methodology — The S 75,599 S 75,599
Beneficiary failed to apply allocation factors to various General
Support Asset, related Accumulated Depreciation, and Operating
Expense account balances to apportion joint and common costs to
regulated and non-regulated activities during the Part 64 cost
allocation process.

HC2016BE028-F05: Misclassified Expenses — Several expense items S 43,927 S 43,927
were either recorded to incorrect Part 32 accounts, related to non-
regulated activities, were unsupported or not necessary for the
provision of HCP supported services.

HC2016BE028-F06: Inaccurate Revenues — SLC revenues reported (S 3,209) (S 3,209)
on Form 509 were overstated by $1,397 and ISDN revenues
reported on Form 509 were overstated by $1,812.

! The recovery amount noted in the table is not reflective of prior period or cap adjustments. The actual recovery
amount for this final audit report will not exceed the proposed recovery amount.
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Audit Results Monetary Effect Recommenc:ed
Recovery
HC2016BE028-F07: Inaccurate Revenues — ARC revenues reported S 2,337 S 2,337
on the CAF ICC True-up Form for Program Year 2013 were
understated by $2,337.
HC2016BE028-F08: Inaccurate Loop Counts — Total Loops, Category S 1,020 $ 1,020
1.3 Loops and Access Lines reported on the HCP Forms did not agree
to source documentation.
Total Net Monetary Effect $696,920 $696,920
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USAC MANAGEMENT RESPONSE

USAC management concurs with the audit results and will seek recovery of the High Cost Program support amount
noted in the chart below. USAC recognizes that the beneficiary has implemented specific processes and procedures
to comply with FCC rules. USAC requests that the Beneficiary provide a detailed description of the policies and
procedures implemented to address findings #1, #2, and #5 no later than sixty (60) days after receipt of this audit
report. Please submit the requested information to hcaudits@usac.org. The Beneficiary may be subject to further
review if the Beneficiary does not provide the requested information to USAC.

USAC Rationale for Difference (if
ICLS CAF ICC HCL Recovery any) from Auditor
Action Recommended Recovery
Finding #1 $325,820 $325,820
Finding #2 $52,858 $103,417 $156,275
Finding #3 (s 52) $ 95,203 $ 95,151
Finding #4 $24,148 $ 51,451 $ 75,599
Finding #5 $13,668 $ 30,259 S 43,927
Finding #6 ($3,209) ($ 3,209)
Finding #7 $2,337 S 2,337
Finding #8 S 1,020 S 1,020
Mechanism Total $87,413 $2,337 $607,170 $696,920 $0

As a result of this audit, USAC management will recover $696,920 of High Cost Program support from the Beneficiary

for SAC #442039.
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BACKGROUND, OBJECTIVES, SCOPE AND PROCEDURES

BACKGROUND
Program Overview

USAC is an independent not-for-profit corporation that operates under the direction of the FCC pursuant to 47 C.F.R.
Part 54. The purpose of USAC is to administer the USF through four support mechanisms: High Cost; Low Income;
Rural Health Care; and Schools and Libraries. These four support mechanisms ensure that all people regardless of
location or income level have affordable access to telecommunications and information services. USAC is the neutral
administrator of the USF and may not make policy, interpret regulations or advocate regarding any matter of
universal service policy.

The High Cost Support Mechanism, also known as the HCP, ensures that consumers in all regions of the nation have
access to and pay rates for telecommunications services that are reasonably comparable to those services provided
and rates paid in urban areas, regardless of location or economic strata. Thus, the HCP provides support for
telecommunications companies (Beneficiaries) that offer services to consumers in less-populated areas. The HCP
consists of the following support mechanisms:

1. HCL: HCL support is available for rural companies operating in service areas where the cost to provide service
exceeds 115% of the national average cost per line. HCL support includes the following two sub-components:

a. SNA: SNA support is available for carriers that make significant investment in rural infrastructure in years
when HCL support is capped and is intended to provide carriers with additional incentives to invest in their
networks.

b. SVS: SVS support is available to rural carriers that acquire high cost exchanges and make substantial post-
transaction investments to enhance network infrastructure.

2. HCM: HCM support is available to carriers serving wire centers in certain states where the forward-looking costs
to provide service exceed the national benchmark.

3. CAFICC: CAF ICC support is available to ILECs to recover revenue that is not covered by Access Recovery Charges
(ARC) to the end user.

4. ICLS: ICLS is available to rate-of-return incumbent carriers and competitive carriers, and is designed to help
carriers offset interstate access charges and to permit each rate-of-return carrier to recover its common line
revenue requirement, while ensuring that its SLCs remain affordable to its customers.

5. IAS: IAS is available to price cap incumbent carriers and competitive carriers, and is designed to offset interstate
access charges for price cap carriers.

USAC engaged KPMG to conduct a performance audit relating to the Beneficiary’s compliance with the applicable
requirements of 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69 of the FCC’s Rules as well as FCC Orders governing federal
Universal Service Support for the HCP relative to disbursements, of $16,036,799, made from the HCP during the
twelve-month period ended December 31, 2015.

Beneficiary Overview

Big Bend Telephone Company (SAC No. 442039), the subject of this performance audit, is a rural ILEC located in
Alpine, Texas. BBTC offers broadband and voice services. Service areas include Alamito, Alpine, Big Bend National
Park, Big Canyon, Calamity Creek, Comstock, Fort Davis, Fort Stockton, Heath Canyon, Lajitas, Langtry, Marathon,
McCamey, Presidio, Redford, Sanderson, Sheffield, Six Shooter and Terlingua.

The Beneficiary, along with various affiliated companies, Nevill Real Estate, LLC, Big Bend Management Co., LLC, and
Big Bend Telecom, Ltd. are wholly owned subsidiaries of Nevill Holdings Inc.

The following table details the organization structure of the Beneficiary:
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Name Services Offered

Big Bend Telephone Company Rural ILEC providing broadband and voice services

Nevill Holdings Inc. Parent company

Nevill Real Estate, LLC Provides real estate management services

Big Bend Management Co., LLC Paper company, no activity

Big Bend Telecom, Ltd. Rural CLEC providing internet and Long Distance services.

The following table illustrates the High Cost support disbursed by USAC to the Beneficiary during the twelve-month
period ended December 31, 2015 by fund type:

High Cost Support Data Period Disbursement Period Disbursement
Amount

High Cost Loop (HCL) January 1to January 1 to December $10,682,735
December 31, 2013 31, 2015

Interstate Common Line Support (ICLS) January 1to January 1 to December S 4,537,746
December 31, 2013 31, 2015

Connect America Fund (CAF) July 1, 2013 - June 30, | January 1 to December S 816,318

Intercarrier Compensation (ICC) 2014 31, 2015

Total $16,036,799

Source: USAC

The High Cost support received by the Beneficiary during the twelve-month period ended December 31, 2015, was
based on the following annual financial and operational data submitted by the Beneficiary to NECA and USAC:

e 2014-1 HCL Form, based on the twelve month period ended December 31, 2013,
e 2013 FCC Form 509, based on calendar year 2013 data, and

e 2013 CAF ICC Tariff Review Plan, based on program year 2013 data

The above Forms capture the totals of certain pre-designated G/L Accounts including all asset accounts that roll into
the TPIS account as well as certain deferred liabilities and operating expenses, subject to the allocation between
regulated and non-regulated activities (Part 64 Cost Allocations), the separation between interstate and intrastate
operations (Part 36 Separations) and the separation between access and non-access elements (Part 69 Separations).
In addition, the Beneficiary is required to submit certain annual investment data, including the categorization of COE
and C&WF on the HCP Forms.

OBIJECTIVES

The objective of this performance audit was to evaluate the Beneficiary’s compliance with the applicable
requirements of 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69 of the FCC’s Rules as well as FCC Orders governing federal
Universal Service Support for the HCP relative to disbursements, of $16,036,799, made from the HCP during the
twelve-month period ended December 31, 2015.
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SCOPE

The scope of this performance audit includes, but is not limited to, reviewing HCP Forms or other correspondence
and supporting documentation provided by the Beneficiary, assessing the methodology used to prepare or support
the HCP Forms or other correspondence, and evaluating disbursement amounts made or potentially due based on
filing of HCP Forms or other correspondence relative to disbursements made from the HCP during the twelve-month
period ended December 31, 2015, as well as performing other procedures we considered necessary to form a
conclusion relative to disbursements made from the HCP during the twelve-month period ended December 31, 2015.

KPMG identified the following areas of focus for this performance audit:2
General Procedures

Materiality Analysis

Reconciliation

Assets

Expenses

HCP Eligibility Forms

COE Categorization

C&WF Categorization

W N LA wN R

Payroll, Benefits and Overhead

=
o

. Taxes

=
[EEN

. Part 64 Cost Allocations

[ERY
N

. Affiliate Transactions

[uny
w

. Revenues, Subscriber Listings and Billing Records

14. Revenue Requirement

PROCEDURES
1. General Procedures

KPMG obtained and examined the ETC designation order to determine whether the Beneficiary was designated
as an ETC in the study area prior to receiving HCP support. We obtained and examined the Beneficiary’s state
and/or self-certification letters for timeliness and the notation that all federal HCP support provided was used
in the preceding calendar year and will be used in the coming calendar year only for the provision, maintenance,
and upgrading of facilities and services for which the support is intended. We also obtained the Form 481 filed
by the Beneficiary to determine whether the Beneficiary made the required certifications and whether the
Beneficiary’s supporting documentation agrees to the data reported for the certifications made.

2. Materiality Analysis

For the applicable HCP Forms, we obtained the forms submitted for the period ended December 31, 2013, input
the information into KPMG’s HCP models, and ran an automated materiality analysis that increased and
decreased the account balances by +/- 50%, if the impact generated a +/- 5% or $100,000 change to overall
disbursements, the individual line item/account was considered material for purposes of our performance audit.

2 If exceptions were noted in areas other than the aforementioned in-scope areas as a result of our testing procedures
and the execution of our performance audit, we identified those findings in the ‘Results’ section of the report.
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3. Reconciliation

KPMG obtained the audited 2013 financial statements and reconciled to the G/L, from the G/L we reconciled to
the Part 64 cost allocation inputs and then to the applicable HCP Forms. We obtained explanations for any
reconciling differences.

4. Assets

KPMG utilized a monetary unit sampling methodology to select asset samples from material accounts identified
in the relevant HCP Forms and compared CPR balances between prior and current years. We determined that
asset balances were properly supported by underlying documentation such as work orders, third-party vendor
invoices, and time and payroll documentation for labor-related costs; agreed dollar amounts charged to the
work orders and verified proper Part 32 categorization; and validated the physical existence of selected assets.

5. Expenses

KPMG utilized a monetary unit sampling methodology to select expense samples from material operating
expense accounts identified in the relevant HCP Forms (HCL and ICLS) and compared expense account balances
between prior and current years. We selected an additional sample of expenses recorded in the General and
Administrative Expense account to determine that such expenses were incurred in the provision of HCP
supported services. Expense amounts were agreed to the supporting documentation such as invoices and were
reviewed for proper Part 32 account coding and categorization by expense type and nature of the costs incurred
(regulated versus non-regulated activities). We also obtained and examined monthly depreciation expense and
accumulated depreciation schedules to determine whether the Beneficiary reported accurate depreciation
expenses and accumulated depreciation.

6. HCP Eligibility Forms

For the relevant HCP Forms (HCL, ICLS and CAF ICC) completeness of reported accounts was determined via
reconciliations to the audited financial statements via the ‘Reconciliation’ process described above. Reconciling
items were discussed with the Beneficiary.

7. COE Categorization

KPMG reviewed the methodology established by the Beneficiary for COE categorization including the process
for updating the network map and COE cost studies as well as performing a physical inspection. We validated
that COE amounts reconciled to studies including reviewing power and common, Part 36 inputs and that
amounts agreed to the HCL Form data.

8. C&WEF Categorization

KPMG reviewed the methodology established by the Beneficiary for C& WF categorization including the process
for updating the network map and C&WF cost studies. We compared C&WF amounts to the studies and the HCL
Form data, performed a route distance inspection and also verified that all the wire centers recorded in the
Beneficiary’s network map were connected to subscribers at a point in time during the onsite fieldwork. We
determined a discrepancy in C&WF Category 1 amounts after a detailed review of exchange segments included
in the cost study.

9. Payroll, Benefits and Overhead

KPMG performed a walkthrough of the PBO process and selected a work order closed in 2013 from the asset
sample selected for testing to perform flow-through payroll testing, tracing the transaction from the work order
to the individual timesheet through the payroll process to the G/L. KPMG also selected a sample of employees
and requested their timesheets from one period to verify the hours per the timesheets and extended labor
dollars were classified to the correct Part 32 accounts. Additionally, we reviewed overhead clearing reports for
a selected month and reviewed the overhead clearance process for compliance with Part 32 requirements.
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10.

11.

12,

13.

14.

Taxes

KPMG determined the tax filing status for the Beneficiary and obtained and reviewed the federal and state tax
filings for 2013. KPMG reviewed the tax provision and deferred income tax provision calculations, including
supporting documentation, for reasonableness and developed an expectation of the effective tax rate.
Additionally, we reviewed the Part 64 apportionment of operating tax account balances and evaluated the
reasonableness of cost allocation methods.

Part 64 Cost Allocations

KPMG reviewed the Beneficiary’s cost apportionment methodology and performed procedures to evaluate the
apportionment factors which included performing a walkthrough with the Beneficiary and evaluating the
reasonableness of the cost pool and regulated/non-regulated apportionment factors as compared to regulated
and non-regulated activities performed by the Beneficiary, assessing the reasonableness of the allocation
methods and corresponding data inputs used to calculate the material factors and recalculating each of the
material factors.

Affiliate Transactions

KPMG performed procedures to assess the reasonableness of affiliate transactions that occurred during 2013,
such as FDC lease payment related to General Support Assets being leased to the Beneficiary by its affiliate, Big
Bend Telecom. These procedures included determining the population of affiliate transactions by reviewing the
audited financial statements, trial balance, and intercompany accounts, and through inquiry, and utilizing
attribute sampling to select a sample of the different types of affiliate transactions for testing. For the sample
selected, we reviewed the business purpose of each transaction and determined if the transactions were
recorded in accordance with 47 C.F.R. Section 32.27 and categorized in the appropriate Part 32 accounts.

Revenues, Subscriber Listings and Billing Records

KPMG examined revenue G/L accounts, invoices and other related documentation to verify the accuracy and
existence of revenue account balances. This included reviewing a sample of subscriber bills to verify that the
SLC and ARC fees assessed to subscribers do not exceed the ceiling established for the applicable year. KPMG
analyzed subscriber listings and billing records to determine that the number and type of lines reported in the
HCP filings agreed to underlying support documentation that subscriber listings did not include duplicate lines,
invalid data, or non-revenue producing or non-working loops, and that lines were properly classified as
residential/single-line business or multi-line business.

Revenue Requirement

KPMG reviewed the calculation of the Beneficiary’s revenue requirement, including assessing the
reasonableness and application of Part 64 cost allocation, Part 36 and Part 69 separations and other cost study
adjustments utilized in the calculation of the common line revenue requirement.
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RESULTS

KPMG’s performance audit results include a listing of findings, recommendations and Beneficiary responses, with
respect to the Beneficiary’s compliance with FCC requirements, and an estimate of the monetary impact of such
findings relative to 47 C.F.R. Parts 32, 36, 51, 54, 64 and 69, applicable to the disbursements made from the HCP
during the twelve-month period ended December 31, 2015.

FINDINGS, RECOMMENDATIONS AND BENEFICIARY RESPONSES

KPMG’s performance audit procedures identified eight findings. The findings, including the condition, cause, effect,
recommendation and Beneficiary response are as follows:

Finding # HC2016BE028-F01: 47 C.F.R. Section 36.151(c) (2013) - Miscategorized Cable & Wire
Facilities

CONDITION

The Beneficiary did not include four segments of interexchange routes in their C&RWF study that resulted in the
C&WF Category 1 amount reported in the HCL Form to be overstated due to the use of the residual categorization
method. Subsequently, the Beneficiary in a revised C&WF study provided during the audit categorized two of the
four segments noted above and an additional route segment primarily as C&WF Category 1 by reserving fibers for
future Category 1 use, which could not be corroborated, as there are no subscribers connected to these segments
and the route that includes the three segments primarily serves as a redundant interexchange route that connects
to an IXC’s access point outside of the Beneficiary’s exchange boundary.

The C&WF Category 1 amount was overstated as follows:

Account Reported Recalculated Difference
Cost Study Average C&WF Cat. 1 $61,825,582 $59,593,987 $2,231,595
CAUSE

The Beneficiary did not include all interexchange routes within its network in preparing the C&WF study that was
based on the residual categorization method, which resulted in the C& WF Category 1 amount to be overstated and
the remaining categories to be understated.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $325,820 and is summarized by support
mechanism as follows:

Support Type Monetary Effect Recommended Recovery
HCL $325,820 $325,820
Total $325,820 $325,820

RECOMMENDATION

The Beneficiary should enhance the preparation, review and approval processes governing the C&WF categorization
study and ensure all routes within the network are considered in the study.
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BENEFICIARY RESPONSE

Big Bend Telephone Company, Inc. agrees that four segments were excluded from the
completion of the cable study. As KPMG noted above, Big Bend provided a revised cable
study that apportioned the cost of two of the four excluded segments based on
engineering documents depicting the future intended use of the redundant fiber ring and
our interpretation of applicable FCC apportionment rules. While KPMG's interpretation
of applicable FCC rules differs, Big Bend is willing to accept the monetary effect of Finding
No 1.

Finding # HC2016BE028-F02: 47 C.F.R. Section 32.27(c) (2013) - Improper Affiliate Transactions

CONDITION

The Beneficiary leases various GSA, including buildings, vehicles, heavy equipment, work equipment & tools, and
computers, from its non-regulated affiliate, BBT. The Beneficiary remits a monthly lease payment for each of the
assets leased from BBT based on a FDC analysis that was outdated and not updated on an annual basis to determine
the FDC each year. As a result, several assets that were fully depreciated or had further depreciated since they were
put in service were being leased to the Beneficiary at a FDC based on when the lease was initiated (2006, 2007 etc.).
This resulted in a net overstatement of various regulated Part 32 account balances reported in the HCP Forms. The
FDC analysis was reviewed and updated by KPMG as of January 1, 2013 and January 1, 2014 to exclude any assets
that were fully depreciated and also taking into account the proper depreciation rates to determine the appropriate
monthly lease payments.

Additionally, 20 asset samples were selected to test BBT's GSA account balances included in the lease calculations
to validate the cost and categorization of the assets. Two items were identified as partially supported, with a total
unsupported amount of $256,236. This unsupported amount was also factored in determining the recalculated
lease payments for the various asset groups that resulted in the differences noted in the table below.

Account Reported Recalculated Difference
Total Lease Payments affecting 2014-1 HCL Form $1,699,423 $1,342,195 $357,228
Total Lease Payments affecting 2014-2 HCL Form $1,695,494 $1,333,830 $361,664

The regulated Part 32 account balances reported in the 2014-1 HCL Form (that also impacted the ICLS 2013 Form
509 submission) and 2014-2 HCL Form were overstated as follows:

Account Difference Difference
(2014-1 HCL) (2014-2 HCL)
2003 — Telecom. Plant Under Construction S 35,003 $ 34,666
6110 — Network Support Expense S 67,062 S 62,070
6120 — General Support Expense S 97,012 $107,796
6210 - Central Office Switching Expense S 26,863 $ 26,720
6230 - Central Office Transmission Expense S 53,607 S 53,270
6310 — Information Origination/Termination Expense S 151 S 146
6410 - Cable and Wire Expense S 57,221 S 56,860
6530 - Network Operations Expense S 18,941 S 18,936
6620 - Customer Service Expense S 812 S 712
6720 - General and Administrative Expense S 556 S 488
Total $357,228 $361,664
USAC Audit No. HC2016BE028 Page 14 of 29

Page 100 of 224



Briefing book excludes all materials discussed in Executive Session

CAUSE

The Beneficiary and its affiliate did not have adequate procedures and controls in place to ensure the FDC analysis
used to determine the monthly lease payments was updated periodically to take into account depreciation of assets
(operating and maintenance expenses related to these assets are recorded directly on the Beneficiary’s books). In
addition, the Beneficiary and its affiliate did not retain documentation to fully support all assets that are leased from
the affiliate.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $156,275 and is summarized by support
mechanism as follows:

Support Type Monetary Effect Recommended Recovery
HCL $103,417 $103,417
ICLS $ 52,858 S 52,858
Total $156,275 $156,275

RECOMMENDATION

The Beneficiary should ensure that the FDC analysis established to determine the monthly lease payments for the
various assets leased from its affiliate is updated periodically (at least annually). In addition, the Beneficiary should
ensure that documentation supporting the leased assets is maintained to ensure compliance with FCC Rules and

Orders.

BENEFICIARY RESPONSE

Big Bend Telephone Company, Inc. utilized an approved GAAP methodology for
commercial lease development that calculated annual lease payments (paid in monthly
installments) using Net Book Value of leased assets at commencement of the lease
agreement. Big Bend Telephone agrees the annual lease payments were not updated
annually to reflect current Net Book Value. Big Bend will take proper measures to ensure
Fully Distributed Cost lease payments between Big Bend and its non-regulated affiliate
(“BBT”) are updated, at a minimum, on an annual basis as outlined in the annual lease
agreements.

KPMG’s lease development methodology utilized to quantify the difference in monthly
lease payments and monetary effect in Finding No 2 exclude from calculation any newly
leased assets where the lease agreement was executed after the date KPMG calculated
Fully Distributed Cost calculations for all existing assets. Given the number of leased
assets between Big Bend Telephone and BBT, to update lease payments any more than
on annual basis would place an administrative burden on Big Bend’s staff. Big Bend will
utilize this approach, but it should be noted there will be instances of lease expenses not
getting recorded on Big Bend Telephone’s books for the number of months a new asset
is in service until the end of year at which time the Fully Distributed Costs are re-
calculated for all assets. Conversely, BBT will not recognize revenue for these leased
assets until that same time. That said, Big Bend will implement procedures to ensure all
leased assets are updated, at a minimum, annually to reflect current Net Book Value.

As noted above in KPMG’s condition, two assets totaling $256,236 that were placed in
service in 1993 and 2006 were removed from the lease calculations. The partial
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documentation provided by Big Bend included the work order detail and bank statements
that supported the assets.

KPMG RESPONSE

KPMG’s recalculations utilized the Beneficiary’s underlying methodology but updated the net book value of the
various leased assets on an annual basis and removed any unsupported assets. For the two assets that were partially
supported, the Beneficiary was unable to provide appropriate third party supporting documentation (e.g., invoices)
to support the entire cost of the asset balance, resulting in a portion of the leased assets to be considered
unsupported and excluded from the lease calculations. KPMG’s recalculations excluded any newly leased assets
where the lease agreement was executed after January 1, 2013. The Beneficiary was provided the opportunity to
update their lease calculations on a monthly basis throughout 2013 for evaluation, but they noted that it would
place an administrative burden on their staff and instead agreed to update their lease calculations on an annual
basis.

Finding # HC2016BE028-F03: 47 C.F.R. Section 32.2000(g)(2)(iii) (2013) - Inaccurate
Depreciation Calculation

CONDITION

The Beneficiary did not accurately report accumulated depreciation (“AD”) and depreciation expense (“DE”) for the
period due to various reasons as noted below.

a) The Beneficiary used month end balances instead of average monthly balances to compute depreciation as
prescribed by FCC Rules.

b) The Beneficiary used a 10 percent depreciation rate for Account 2212.300000 (Central Office — Digital Soft
Switch) rather than the 8.33 percent depreciation rate approved by the Public Utility Commission of Texas
(“PUCT”) and wasn’t able to provide adequate documentation to support the approval of two depreciation
rates by the PUCT for Account 2212.350000 (Central Office — Digital Standby Power) and Account 2423.200000
(Buried Cable — Fiber Optic).

c) The Beneficiary made calculation errors in computing the depreciation expense for various accounts.

The differences noted in the AD and DE balances for the twelve-month period ended December 31, 2013, impacting
the 2014-1 HCL Form and 2013 Form 509, and for the twelve-month period ended March 31, 2014, impacting the
2014-2 HCL Form are as follows:

oI AD - Difference AD - Difference
(2014-1 HCL) (2014-2 HCL)

3100 (2110) — AD (General Support) S 64 S (64)

3100 (2210) — AD (COE Switching) $ 46,579 $ 55,189

3100 (2230) — AD (COE Transmission) $23,793 $ 92,725

3100 (2410) — AD (C&WF) ($16,412) ($16,196)

Total $ 54,024 $131,654
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Account DE — Difference DE - Difference
(2014-1 HCL) (2014-2 HCL)
6560 (2110) — DE (General Support) S 64) S 64
6560 (2210) — DE (COE Switching) (546,579) (S 41,619)
6560 (2230) — DE (COE Transmission) (523,793) (5279,144)
6560 (2410) — DE (C&WF) $16,412 S 25,998
Total ($54,024) ($294,700)
CAUSE

The Beneficiary did not have adequate processes in place governing the proper calculation of accumulated
depreciation and depreciation expense using the appropriate methodology as prescribed by FCC Rules and using
the appropriate depreciation rates approved by its state public utility commission.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $95,151 and is summarized by support
mechanism as follows:

Support Type Monetary Effect Recommended Recovery
HCL $95,203 $95,203
ICLS (5 52) (5 52)
Total $95,151 $95,151

RECOMMENDATION

The Beneficiary should enhance the preparation, review and approval processes governing the calculation of
depreciation and the use of proper rates to ensure compliance with FCC Rules and Orders.

BENEFICIARY RESPONSE

Big Bend Telephone Company, Inc. responds to each condition as follows:

a) The Beneficiary used month end balances instead of average monthly balances to

compute depreciation as prescribed by FCC Rules.

Big Bend Telephone, Co. disagrees with KPMG’s interpretation that FCC rules prescribe
the use of average monthly balances for the computation of depreciation. FCC Part 32
uses the word “normally” which gives some discretion to allowable convention. Use of
ending balances produces immaterial timing differences each period compared to using
average balances. Big Bend’s depreciation software system is set up to use ending
balances. The benefit to do additional manual calculations or have a software change do
not justify the cost either to Big Bend or the ratepayer. Big Bend believes it’s calculation
of depreciation expense follows the intent of CFR FCC Part 32.2000(g)(2)(iii) that states:

“Charges for currently accruing depreciation shall be made monthly to the appropriate
depreciation accounts, and corresponding credits shall be made to the appropriate
depreciation reserve accounts. Current monthly charges shall normally be computed by
the application of one-twelfth of the annual depreciation rate to the monthly average
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balance of the associated category of plant. The average monthly balance shall be
computed using the balance as of the first and last days of the current month.”

Although burdensome, inefficient and immaterial, Big Bend reviewed its calculations of
depreciation expense and made modifications to calculate depreciation expense using
average monthly balances.

b) The Beneficiary used a 10 percent depreciation rate for Account 2212.300000 (Central
Office — Digital Soft Switch) rather than the 8.33 percent depreciation rate approved by
the Public Utility Commission of Texas (“PUCT”) and wasn’t able to provide adequate
documentation to support the approval of two depreciation rates by the PUCT for
Account 2212.350000 (Central Office — Digital Standby Power) and Account 2423.200000
(Buried Cable — Fiber Optic).

Big Bend Telephone, Co. agrees and has made corrections to apply proper depreciation
rates to all assets.

c) The Beneficiary made calculation errors in computing the depreciation expense for
various accounts.

Big Bend Telephone, Co. agrees calculation errors were made in computing depreciation
expense for various accounts. As previously stated, Big Bend Telephone, Inc. has made
corrections to ensure proper application of depreciation rates. Additionally, the over
reporting of COE Transmission Depreciation Expense in the 2014-02 HCL filing was made
in the calculation of depreciation expense as of March 31, 2014 financials and later
identified and corrected in December 2014 during the annual financial audit prior to close
of year end books.

KPMG RESPONSE
For the item disputed by the Beneficiary, KPMG notes the following:

a) FCC Rules prescribe the use of average monthly balances for the computation of depreciation per 47 C.F.R.
Section 32.2000(g)(2)(iii). KPMG also notes that the exceptions to the average monthly balance calculation
approach are further clarified in 47 C.F.R. Section 32.2000(g)(2)(iv), which states, “In certain circumstances and
upon prior approval of this Commission, monthly charges may be determined in total or in part through the use
of other methods whereby selected plant balances or portions thereof are ratably distributed over periods
prescribed by this Commission.” As the Beneficiary did not provide any documentation around prior
Commission approval, KPMG notes that the use of average monthly balances for computation of depreciation
would apply in this situation.

Finding # HC2016BE028-F04: 47 C.F.R. Section 64.901(a),(b)(2)-(3) (2013) - Improper Allocation
Methodology

CONDITION

The Beneficiary did not appropriately perform Part 64 cost allocations to allocate GSA, related depreciation expense,
and operating expense accounts between regulated and non-regulated activities resulting in the regulated balances
reported in the HCP Forms to be inaccurate.

The allocation factor used to apportion various GSA accounts, and the related depreciation expense was based on
outdated inputs from a 2012 labor distribution analysis, which was revised by KPMG using 2013 data. Further, the
Beneficiary did not perform Part 64 cost allocations to allocate certain operating expense accounts between
regulated and non-regulated activities, which were allocated based on a building study subsequently performed by
the Beneficiary during the audit.
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The regulated Part 32 account balances reported in the 2014-1 HCL Form (that also impacted the ICLS 2013 Form

509 submission) and 2014-2 HCL Form were overstated/(understated) as follows:

YN Difference (2014-1 Difference (2014-2
HCL) HCL)

2110 - GSA (S 3,653) (S 3,653)

3100 (2110) — Accumulated Depreciation (GSA) (S 3,653) (S 3,653)

6120 - General Support Expense $137,174 $145,252

6530 — Network Operations Expense S 2,794 S 2,796

6560 (2110) — Depreciation Expense (GSA) (S 3,653) (S 3,653)

CAUSE

The Beneficiary did not have adequate procedures and controls over the review and approval of Part 64 cost
allocations of joint and common costs between regulated and non-regulated activities to ensure that all costs
related to non-regulated activities were properly allocated.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $75,599 and is summarized by support

mechanism as follows:

Support Type Monetary Effect Recommended Recovery
HCL $51,451 $51,451
ICLS $24,148 $24,148
Total $75,599 $75,599

RECOMMENDATION

The Beneficiary should establish, document and implement procedures to address the preparation, review and
approval processes related to the Part 64 cost allocation of joint and common costs to ensure compliance with FCC
Rules and Orders.

BENEFICIARY RESPONSE

Big Bend Telephone Company, Inc. has reviewed Part 64 apportionment practices and
established procedures to ensure proper cost allocation of joint and common costs.
These procedures were implemented in the 2014 data year and each year thereafter.

Finding # HC2016BE028-F05: 47 C.F.R. Section 54.7 and All Universal Service High-Cost Support
Recipients Are Reminded That Support Must Be Used For Its Intended Purpose, WC Docket Nos.
10-90 and 14-58, Public Notice, 30 FCC Rcd. 11821 (2015) - Misclassified Expenses

CONDITION

Nineteen (19) of 91 sampled operating expense transactions, totaling $279,384, were either recorded to incorrect
Part 32 accounts, related to non-regulated activities, unsupported, or not necessary for the provision of HCP
supported services.
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Account 6610 — Sales and Marketing Expense

e Two items, totaling $3,345, related to the non-regulated portion of transactions that were related to both
regulated and non-regulated activities.

Account 6710 — Executive and Planning Expense

e Nine items, totaling $76,793, were transactions that appeared to be not necessary for the provision of HCP
supported services. These included items related to interior decoration of a condominium located in Austin, TX;
expenses incurred during a trip to the United Kingdom; frequent car detailing charges incurred in Austin, TX;
long term hotel stay in Austin, TX; private charter flights; and rental charges for an apartment in Austin, TX.

Account 6720 — General and Administrative Expenses

e One item, totaling $12,000, related to dues paid to an organization, Austin City Limits, was deemed not
necessary for the provision of HCP supported services.

e Three items, totaling $67,950, were expenses related to memberships with lobbying entities that should have
been recorded in Account 7300, Nonoperating Income and Expense.

e Oneitem, totaling $900, related to the non-regulated portion of a transaction that was related to both regulated
and non-regulated activities.

Account 9112 - Vehicle Expense Spread Account

e Oneitem, totaling $93,131 (consisting of several entries for the entire audit period), related to cellular and data
related costs identified for individuals that did not appear appropriate for inclusion in the costs to be cleared to
Construction and Plant-Specific Expense accounts following the Vehicle Expense spread matrix. These cellular
and data related costs recorded in this spread account should have been recorded in Account 6720 - General
and Administrative Expense.

Account 9124 — Information Technology Expenses Spread Account

e One item, totaling $25,216 (consisting of monthly recurring entries for the entire audit period), related to an
unsupported affiliate transaction for the management of Beneficiary equipment that was remitted to BBT.

Account 9750 — General and Administrative Expenses Spread Account

e Oneitem, totaling $49, related to alcohol expenses and thus not necessary for the provision of HCP supported
(regulated) services.

In addition to the above, from a review of the description of the transactions in the G/L, an additional 135 items
totaling $92,500, were noted to be not necessary for the provision of HCP supported services. These included items
related to maintenance and upkeep of an apartment located in Austin, TX including costs related to cleaning, yard
maintenance, backup power generator, phone, cable, internet services, electricity and transportation. Other items
related to sponsorships of various events, donations, gifts and flowers for various employees, employee social
events, and iTunes charges.

The majority of the expense items noted as exceptions above from Accounts 6710 and 6720 did not impact HCP
disbursements due to the Beneficiary exceeding the allowable threshold on the HCP Forms for Corporate Operations
Expenses. It is also noted that Account 6710 — Executive and Planning Expense no longer exists as a Part 32 account
as it has been eliminated by the FCC and any expenses recorded in Account 6710 are required to be recorded in
Account 6720 — General and Administrative Expense. However, the reclassification of expenses from Account 6710
to Account 6720 would not impact the monetary effect noted below. The Beneficiary also established a series of
9XXX accounts that served as holding or clearing accounts for balances that were spread to various Part 32 accounts
on a monthly basis using various allocation methods including payroll dollars, payroll hours or percentages and
allocations based on relative account balances.
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CAUSE

The preparation, review and approval processes governing the recording of expense transactions did not detect
inappropriate entries to regulated expense accounts.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $43,927 and is summarized by support

mechanism as follows:

Support Type Monetary Effect Recommended Recovery
HCL $30,259 $30,259
ICLS $13,668 $13,668
Total $43,927 $43,927

RECOMMENDATION

The Beneficiary should enhance the preparation, review and approval processes to properly identify, account for
and allocate expenses to regulated and non-regulated activities and expense accounts for reporting in the HCP
Forms.

BENEFICIARY RESPONSE
Big Bend Telephone Company, Inc. responds to each condition as follows:
Account 6610 — Sales and Marketing Expense

e Two items, totaling $3,345, related to the non-regulated portion of transactions that
were related to both regulated and non-regulated activities.

Big Bend concurs with the removal and reclassification as indicated in the finding. Big
Bend will take corrective measures to ensure internal accounting processes, as well as
Part 64 Cost Allocation Manual (CAM) are updated to reflect this finding.

Account 6710 — Executive and Planning Expense

* Nine items, totaling $76,793, were transactions that appeared to be not necessary for
the provision of HCP supported services.

Of the $76,793, Big Bend agrees that $6,656 was related to expenses not necessary for
the provision of HCP supported services and will take corrective measures to update
internal accounting processes as well as Part 64 CAM to reflect this amount.

Big Bend disagrees that the remaining $70,137 expenses were not necessary for
provision of HCP supported services, as $50,822 and $19,315 were related to normal
business operations and non-cash compensation for a Big Bend executive, respectively.

Account 6720 — General and Administrative Expenses

* One item, totaling $12,000, related to dues paid to an organization, Austin City Limits,
was deemed not necessary for the provision of HCP supported services.

* Three items, totaling $67,950, were expenses related to memberships with lobbying
entities that should have been recorded in Account 7300, Nonoperating Income and
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Expense.

* One item, totaling $900, related to the non-regulated portion of a transaction that was
related to both regulated and non-regulated activities.

Big Bend concurs with the removal and reclassification of $12,000 related to dues paid
to an organization as well as the $900 related to non-regulated activities. Big Bend will
take corrective measures to ensure internal accounting processes, as well as Part 64 Cost
Allocation Manual (CAM) are updated to reflect this finding.

Big Bend disagrees with the reclassification of $67,950 to Account 7300, Nonoperating
Income and Expense for expenses related to Texas Statewide Telephone Cooperative,
Texas Telephone Association and Rural Broadband Alliance memberships dues. The FCC
Public Notice released October 19, 2015 stated that “membership fees and dues in clubs
or organizations” are “not necessary to the provision of supported services.” In its Notice,
the FCC referenced 47 CFR § 65.450, which sets out how net income of exchange carriers
such as Big Bend is calculated. The FCC rules provide that the “calculation of expenses
entering into the determination of net income shall include corporate operations, which
are found in 47 CFR § 32.6720 (General and Administrative expenses). The FCC rules
provide that G&A expenses include “maintaining relations with government, regulators,
other companies and the general public.” Big Bend believes membership expenses in
various industry organizations are covered by this subsection.

In light of these FCC rules regarding treatment of G & A expenses, we interpret the FCC's
Notice which restricts the scope of 47 CFR § 32.6720(d) by eliminating cost recovery for
club and membership dues to mean dues for social clubs and organizations, not industry
organizations, which we believe continue to be covered under current regulations. While
we disagree with the FCC’s current interpretation of the scope or applicability of its
“Notice,” we should also note that BBTC’s expenses predate the timing of the FCC's
Notice. Assuming for the sake of argument that the FCC’s Notice did, in fact, prohibit cost
recovery of industry organization dues, we believe those restrictions should apply
prospectively. BBTC’s organization dues that you have identified were paid prior to the
FCC’s October 19, 2015 Notice and, therefore, should not be disallowed.

Account 9112 - Vehicle Expense Spread Account

* One item, totaling $93,131 (consisting of several entries for the entire audit period),
related to cellular and data related costs identified for individuals that did not appear
appropriate for inclusion in the costs to be cleared to Construction and Plant-Specific
Expense accounts following the Vehicle Expense spread matrix. These cellular and data
related costs recorded in this spread account should have been recorded in Account 6720
- General and Administrative Expense.

Big Bend disagrees with the reclassification of $93,131 from the spread account to
Account 6720 — General and Administrative Expense. As KPMG notes, these are cellular
and data related costs used for normal business operations by various individuals within
the organization, including outside plant and network personnel. These costs are cleared
to Construction and Plant-Specific Expense accounts following the Vehicle Expense
spread matrix which is based on direct labor hours of appropriate personnel utilizing the
work equipment.

Account 9124 — Information Technology Expenses Spread Account

¢ One item, totaling $25,216 (consisting of monthly recurring entries for the entire audit
period), related to an unsupported affiliate transaction for the management of
Beneficiary equipment that was remitted to BBT.

Big Bend concurs with this finding. Corrective measures will be taken to ensure all
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appropriate supporting documentation is available in the development of affiliate
transactions.

Account 9750 — General and Administrative Expenses Spread Account

e One item, totaling $49, related to alcohol expenses and thus not necessary for the
provision of HCP supported (regulated) services.

Big Bend concurs with the removal and reclassification as indicated in the finding. Big
Bend will take corrective measures to ensure internal accounting processes, as well as
Part 64 Cost Allocation Manual (CAM) are updated to reflect this finding.

In addition to the above, from a review of the description of the transactions in the G/L,
an additional 135 items totaling $92,500, were noted to be not necessary for the
provision of HCP supported services.

As KPMG noted, Big Bend exceeds the allowable threshold on the HCP Forms for
Corporate Operations expense. The inclusion or removal of these 135 expense items
from HCP calculations would be immaterial, therefore, Big Bend will not take the time to
respond to each individual item. Big Bend will continue to evaluate all expense items to
ensure only expenses “necessary for the provision of supported services” are included in
HCP calculations.

KPMG RESPONSE
Of the items disputed by the Beneficiary, KPMG notes the following:

e Account 6710 — Executive and Planning Expense: Of the $70,137 disputed by the Beneficiary, the $50,822
related to “normal business operations” included (a) $42,206 related to interior design and furnishing of a
residence of the Big Bend Executive located in Austin, TX; (b) $4,766 related to private airplane charter service
to Austin, TX; and (c) $3,850 related to rental charges for an apartment in Austin, TX. The $19,315 in “non-cash
compensation” included (a) $10,633 in expenditures incurred for an overseas trip and multiple expenditures
within a three week period at an auto image salon in Austin, TX; and (b) $8,682 related to a long-term hotel stay
at the Four Seasons in Austin, TX. Each of the above transactions were deemed not necessary for the provision
of HCP supported services.

e Account 6720 — General and Administrative Expenses: The $67,950 disputed by the Beneficiary included
membership dues paid to three separate organizations that function as lobbying entities. The Beneficiary was
unable to provide any documentation to support an allocation of these dues to non-lobbying activities. In
addition, KPMG reiterates that the FCC’s Public Notice (FCC 15-133) served to clarify existing FCC Rules related
to the use of HCP support for the intended purpose and not as an introduction of new rules.

e Account 9112 — Vehicle Expense Spread Account: Cellular and data charges do not qualify as motor vehicle
expenses, hence it is not appropriate to use the Vehicle Expense spread matrix to clear these costs to the various
regulated expense accounts.

Finding # HC2016BE028-F06: 47 C.F.R. Section 54.903(a)(4) (2013) - Inaccurate Revenues

CONDITION

SLC revenues reported on Form 509 did not agree to source documentation and were overstated by $1,397 and
ISDN revenues reported on Form 509 were overstated by $1,812.

CAUSE

The Beneficiary’s processes and procedures governing the preparation and review of the Form 509 did not identify
the submission of erroneous information.
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EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an under-disbursement of $3,209 and is summarized by support
mechanism as follows:

Support Type Monetary Effect Recommended Recovery
ICLS ($3,209) ($3,209)
Total ($3,209) ($3,209)

RECOMMENDATION

The Beneficiary should perform a more effective review and reconciliation of historical data between the source
documentation and the HCP Forms prior to filing.

BENEFICIARY RESPONSE

Big Bend Telephone, Co. has implemented procedures to reconcile End User SLC and
ISDN revenues per the general ledger with End User SLC revenue reported on Form 509.

Finding # HC2016BE028-F07: 47 C.F.R. Section 32.12(b) (2013) - Inaccurate Revenues

CONDITION

ARC revenues reported on the CAF ICC True-up Form for Program Year 2013 were understated by $2,337.

CAUSE

The Beneficiary’s processes and procedures governing the preparation and review of the CAF ICC Form did not
identify the submission of erroneous information.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $2,337 and is summarized by support
mechanism as follows:

Support Type Monetary Effect Recommended Recovery
CAF ICC $2,337 $2,337
Total $2,337 $2,337

RECOMMENDATION

The Beneficiary should perform a more effective review and reconciliation of historical data between the source
documentation and the HCP Forms prior to filing.

BENEFICIARY RESPONSE

Big Bend Telephone, Co. has implemented procedures to reconcile ARC revenues per the
general ledger with ARC revenues reported on the CAF ICC True-up form.
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Finding # HC2016BE028-F08: 47 C.F.R. Section 36.611(h) (2013) - Inaccurate Loop Counts

CONDITION

The Total Loops, Category 1.3 Loops and Access Lines submitted on the HCP Forms did not reconcile to the source
documentation as follows:

2014-1 HCL Form 2013 FCC Form 507

Category 1.3 Loops Access Lines

As Filed: 5,286 As Filed: 4,938

Source Documentation: 5,288 Source Documentation: 4,940
Difference: (2) Difference: (2)

Total Loops

As Filed: 5,311
Source Documentation: 5,313

Difference: (2)

CAUSE

The preparation, review and approval processes over line counts for the 2014-1 HCL Form and FCC Form 507 filings
did not detect the submission of inaccurate line count information.

EFFECT

The monetary impact of this finding relative to disbursements made from the HCP for the twelve-month period
ended December 31, 2015 is estimated as an over-disbursement of $1,020 and is summarized by support
mechanism as follows:

Support Type Monetary Effect Recommended Recovery
HCL $1,020 $1,020
Total $1,020 $1,020

RECOMMENDATION

The Beneficiary should enhance its preparation, review and approval processes over the reporting of appropriate
line count data, including the performance of a reconciliation of all line count data to underlying support
documentation as of December 31 to ensure amounts are reported in HCP filings in compliance with FCC Rules and
Orders.

BENEFICIARY RESPONSE

Big Bend Telephone Company, Inc. has established review and reconciliation procedures
to ensure accurate submission of line counts.
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CRITERIA

Finding

Criteria

Description

#1

47 C.F.R. Section
36.151(c) (2013)

“In the separation of the cost of cable and wire facilities among the
operations, the first step is the assignment of the facilities to certain
categories. The basic method of making this assignment is the
identification of the facilities assignable to each category and the
determination of the cost of the facilities so identified. Because of
variations among companies in the character of the facilities and
operating conditions, and in the accounting and engineering records
maintained, the detailed methods followed, of necessity, will vary among
the companies. The general principles to be followed, however, will be
the same for all companies.”

#1

47 C.F.R. Section
36.153(a)(1)(i)(A)
(2013)

“By section of cable, uniform as to makeup and relative use by
categories. From an analysis of cable engineering and assignment
records, determine in terms of equivalent gauge the number of pairs in
use or reserved, for each category. The corresponding percentages of
use, or reservation, are applied to the cost of the section of cable, i.e.,
sheath meters times unit cost per meter, to obtain the cost assignable to
each category.”

#1

47 C.F.R. Section
36.153(a)(1)(ii)(B)
(2013)

“It will be desirable in some cases to determine the amount assignable
to a particular category by deducting from the total the sum of the
amounts assigned to all other categories.”

#2

47 C.F.R. Section
32.27(c)(2) (2013)

“Ceiling. When services are purchased from or transferred from an
affiliate to a carrier, the lower of fair market value and fully distributed
cost establishes a ceiling, above which the transaction cannot be
recorded. Carriers may record the transaction at an amount equal to or
less than the ceiling, so long as that action complies with the
Communications Act of 1934, as amended, Commission rules and orders,
and is not otherwise anti-competitive.”

#3

47 C.F.R. Section
32.2000(g)(2)(iii)
(2013)

“Charges for currently accruing depreciation shall be made monthly to
the appropriate depreciation accounts, and corresponding credits shall
be made to the appropriate depreciation reserve accounts. Current
monthly charges shall normally be computed by the application of one-
twelfth of the annual depreciation rate to the monthly average balance
of the associated category of plant. The average monthly balance shall
be computed using the balance as of the first and last days of the current
month.”

#4

47 C.F.R. Section
64.901(a),(b)(2)-(3)
(2013)

“Carriers required to separate their regulated costs from nonregulated
costs shall use the attributable cost method of cost allocation for such
purpose. In assigning or allocating costs to regulated and nonregulated
activities, carriers shall follow the principles described herein.... Costs
shall be directly assigned to either regulated or nonregulated activities
whenever possible. Costs which cannot be directly assigned to either
regulated or nonregulated activities will be described as common costs.
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Finding

Criteria

Description

Common costs shall be grouped into homogeneous cost categories
designed to facilitate the proper allocation of costs between a carrier’s
regulated and nonregulated activities. Each cost category shall be
allocated between regulated and nonregulated activities in accordance
with the following hierarchy:

(i) Whenever possible, common cost categories are to be allocated based
upon direct analysis of the origin of the cost themselves.

(ii)) When direct analysis is not possible, common cost categories shall be
allocated based upon an indirect, cost-causative linkage to another cost
category (or group of cost categories) for which a direct assignment or
allocation is available.

(iii) When neither direct nor indirect measures of cost allocation can be
found, the cost category shall be allocated based upon a general
allocator computed by using the ratio of all expenses directly assigned or
attributed to regulated and nonregulated activities.”

H4

47 C.F.R. Section
32.14(c) (2013)

“In the application of detailed accounting requirements contained in this
part, when a regulated activity involves the common or joint use of assets
and resources in the provision of regulated and non-regulated products
and services, companies shall account for these activities within the
accounts prescribed in this system for telephone company operations.
Assets and expenses shall be subdivided in subsidiary records among
amounts solely assignable to nonregulated activities, amounts solely
assignable to regulated activities, and amounts related to assets used
and expenses incurred jointly or in common, which will be allocated
between regulated and nonregulated activities.”

#5, #7

47 C.F.R. Section
32.12(b) (2013)

“The company’s financial records shall be kept with sufficient
particularity to show fully the facts pertaining to all entries in these
accounts. The detail records shall be filed in such manner as to be readily
accessible for examination by representatives of this Commission.”

#5

47 C.F.R. Section
54.7(a) (2013)3

“A carrier that receives federal universal service support shall use that
support only for the provision, maintenance, and upgrading of facilities
and services for which the support is intended.”

#5

All Universal Service
High-Cost Support
Recipients Are
Reminded That
Support Must Be
Used For Its
Intended Purpose,
W(C Docket Nos. 10-
90 and 14-58, Public

“Under Federal law, high-cost support provided to an ETC must be used
‘only for the provision, maintenance and upgrading of facilities and
services for which the support is intended’...[T]he non-exhaustive list of
expenditures that are not necessary for the provision of supported
services and therefore may not be recovered through universal service
support [includes]: Charitable donations; Entertainment; Gifts to
Employees; Membership fees and dues in clubs and organizations;
Sponsorships of conferences or community events; and Personal
expenses of employees.”

3 See also 47 U.S.C. § 254(e).
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Finding

Criteria

Description

Notice, 30 FCC Rcd
11821 (2015)

#6

47 C.F.R. Section
54.903(a)(4) (2013)

"Each rate-of-return carrier shall submit to the Administrator on
December 31st of each year the data necessary to calculate a carrier’s
Interstate Common Line Support, including common line cost and
revenue data, for the prior calendar year. Such data shall be used by the
Administrator to make adjustments to monthly per-line Interstate
Common Line Support amounts in the final two quarters of the following
calendar year to the extent of any differences between the carrier’s ICLS
received based on projected common line cost and revenue data and the
ICLS for which the carrier is ultimately eligible based on its actual
common line cost and revenue data during the relevant period..”

#8

47 C.F.R. Section
36.611 (2013)

“In order to allow determination of the study areas and wire centers that
are entitled to an expense adjustment pursuant to § 36.631, each
incumbent local exchange carrier (LEC) must provide the National
Exchange Carrier Association (NECA) (established pursuant to part 69 of
this chapter) with the information listed for each study area in which
such incumbent LEC operates, with the exception of the information
listed in paragraph (h) of this section, which must be provided for each
study area and, if applicable, for each wire center, as defined in part 54
of this chapter, and each disaggregation zone as established pursuant to
§ 54.315 of this chapter. This information is to be filed with NECA by July
31st of each year.”

#8

47 C.F.R. Section
36.611(h) (2013)

“For incumbent local exchange carriers subject to §36.601(a) of this
subpart, the number of working loops for each study area. For non-rural
telephone companies, the number of working loops for each study area
and for each wire center. For universal service support purposes, working
loops are defined as the number of working Exchange Line C&WF loops
used jointly for exchange and message telecommunications service,
including C&WF subscriber lines associated with pay telephones in C& WF
Category 1, but excluding WATS closed end access and TWX service.
These figures shall be calculated as of December 31st of the calendar
year preceding each July 31st filing.”

USAC Audit No. HC2016BE028

Page 28 of 29

Page 114 of 224



Briefing book excludes all materials discussed in Executive Session

CONCLUSION

KPMG’s evaluation of the Beneficiary’s compliance with the applicable requirements of 47 C.F.R. Parts 32, 36, 51,
54, 64 and 69 applicable to the disbursements made from the HCP during the twelve-month period ended December
31, 2015 identified miscategorized C&WF, improper affiliate transactions, inaccurate depreciation calculation,
improper allocation methodology, misclassified expenses, inaccurate revenues (SLC, ISDN and ARC), and inaccurate
loop count findings. Detailed information relative to the findings is described in the Findings, Recommendations and
Beneficiary Responses section above.

The combined estimated monetary impact of these findings is as follows:

Monetary Impact

Overpayment
Fund Type (Underpayment)
HCL $607,170
ICLS S 87,413
CAF ICC S 2,337
Total Impact $696,920

KPMG recommends that the Beneficiary:

e Enhance the preparation, review and approval processes governing the C& WF categorization study and ensure
all routes within the network are factored in the study.

e Ensure that the FDC analysis established to determine the monthly lease payments for the various assets leased
from its affiliate is updated periodically (at least annually).

e Enhance the preparation, review and approval processes governing the calculation of depreciation and the use
of proper rates to ensure compliance with FCC Rules and Orders.

e Establish, document and implement procedures to address the preparation, review and approval processes
related to the Part 64 cost allocation of joint and common costs to ensure compliance with FCC Rules and Orders.

e Enhance the preparation, review and approval processes to properly identify and account for regulated
expenses.

e Perform a more effective review and reconciliation of historical data between the source documentation and the
HCP Forms prior to filing.

e Enhance its preparation, review and approval processes over the reporting of appropriate line count data,
including the performance of a reconciliation of all line count data to underlying support documentation as of
December 31 to ensure amounts are reported in HCP filings in compliance with FCC Rules and Orders.
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10/23/17
Page 1 of 11

Universal Service Administrative Company
High Cost & Low Income Committee Meeting

INFORMATION ITEM

High Cost Support Mechanism Business Update

Information Presented:

This information item provides the High Cost & Low Income (HCLI) Committee with a
quarterly status report on the operation of the High Cost (HC) Support Mechanism for
3rd Quarter 2017 (3Q2017). The update includes information on ongoing High Cost
operations, as well as major High Cost initiatives.

Discussion:

Program Highlights — 302017

e On August 28, 2017, USAC launched the High Cost Universal Service Broadband
(HUBB) State Access tool, which provides state commissioners and the Federal
Communications Commission (FCC) with the deployed location data currently
available in the online HUBB Portal. USAC performed significant outreach to state
commissions ahead of the launch to get them set up in E-File and ensure access to the
new tool.

e On September 6, 2017, the FCC released an Order,* which granted a waiver of the
filing deadline for states, or Eligible Telecommunications Carriers (ETCs) not subject
to jurisdiction of a state, to certify use of high cost support under section 54.314 of
the FCC’s rules. The deadline was extended from October 1, 2017 to November 17,
2017,

e As of September 2017, USAC has disbursed final Mobility Fund (MF) payments
totaling $110.6 million, completing Mobility Fund disbursements for 91 percent of
Mobility Fund Phase | (MF I) winning bids and 64 percent of Tribal Mobility Fund
Phase I winning bids.

e The High Cost team hosted a webinar with the National Association of Regulatory
Utility Commissioners (NARUC) to explain the HUBB to state utility commissioners
and to demo the new state access tool that provides access to broadband deployment
data for their states from the HUBB by filing year and fund. The webinar also
covered geolocation best practices and pitfalls and talked about the public maps that
will be developed using HUBB data. More than 70 state officials attended the
session.

! Connect America Fund, WC Docket No. 10-90, Order, 2017 WL 3953374 (2017).
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e See Attachment A for additional operational metrics.

High Cost Support Mechanism Operational Update

2018 High Cost Budget

The proposed 2018 HC Budget reflects our plans to continue investing in existing
operations and new FCC Modernization work. The critical success factor for the HC
Program is our continued commitment to invest in people, process improvement,
innovation and the selective use of technology. For the 2018 program budget year, HC
plans reflect an investment of approximately $45 million to plan, build, implement,
operate, and improve the Program. The 2018 HC Plan of Record (POR) will require
significant investment in our team members through continued career pathing, use of
developmental opportunities, and training. In addition, the HC POR identifies targeted
investment in HC carrier communications ensuring our goals and outcomes are aligned to
meet key stakeholder expectations.

In 2018, we will continue to push forward with the planning, designing, development,
service transition and implementation of the MF Phase Il Challenge Process and Connect
America Fund (CAF) Phase Il Auctions. New 2018 work will also include the continued
management and support of the FCC MF Phase Il program, CAF Broadband Loop
Support (BLS) and Alaska Plan Challenge Processes, CAF Phase Il Auction, HUBB
system modifications, HC form updates, business analytics/reporting and other initiatives.
As the MF Phase Il Challenge process system comes to an end, we have also made
provisions for new work related to information technology (IT) Operations and
Maintenance (O&M) for MF 11 Challenge and other HC systems and processes. We have
also allocated funding to support any special FCC mandated investigations or audits.

Finally, a HC high performance organization must be fostered to ensure repeatable and
sustained success. To build and develop a high performance organization, HC continues
to meet with each team member, working in collaboration with the USAC Human
Resources team, to develop individual career pathing plans focused on building and
retaining high performance team members at all levels in the organization. In addition,
HC is investing in developing and implementing effective communications plans to
ensure HC outcomes are aligned with stakeholder expectations. Specifically, the HC
team will invest in targeted events communicating upcoming wireline and wireless
requirements primarily working through industry groups. Given the continued success of
the HUBB, this targeted investment will pay dividends as we continue to collect existing
location information and solicit carrier input supporting the design of new and
enhancement of the HC modernization systems.

Disbursements
High Cost disbursed approximately $2.72 billion in support through July 2017 (see
details below). This includes, $1.04 billion to 187 Price Cap study area codes (SACs),

$1.3 billion to 1,095 Rate of Return SACs, and $354 million to 377 to competitive
eligible telecommunications carrier (CETC) SACs.
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Carrier Regulation Type Total Amount Total SACs

Price Cap (PC)* $ 1,041,895,166.41 187
Rate of Return (ROR) $ 1,320,703,003.56 1,095
Competitors (CETC) $ 353,991,743.92 377
Total $ 2,716,589,913.89 1,659

Program Budget

The annual $4.5 billion cap for High Cost disbursements remains in effect until the
Commission takes further action. USAC continues to monitor the annual budget and
notify the FCC when demand over four consecutive quarters (exclusive of demand for
programs funded by the reserve?) is projected to exceed $4.5 billion. Disbursements
have never exceeded the quarterly amount. USAC will continue to monitor actual and
projected disbursement activity (segregating demand for components of support funded
from the Reserve from other support components).

Beginning with the 1Q2018 Demand Filing, USAC will project demand for the High
Cost program based on actual projected program demand. Quarterly collections will not
be capped at $1.125B, however demand for 4 consecutive quarters exclusive of demand
funded by reserve should not exceed $4.5B. USAC will not collect funds for incremental
Alternative Connect America Model (A-CAM) support which will be pre-funded on
December 31, 2017 with $1.768 billion from the cash balance in the High Cost Account.
USAC will monitor High Cost Account cash balances to ensure funding is sufficient to
establish the reserve.

Additionally, as required by the Rate-of-Return Reform Order,® USAC is required to
calculate total support available for distribution to Rate of Return carriers. In order to
remain within the annual rate of return budget, USAC applies the FCC Budget Control
Mechanism (BCM) to reduce support for carriers subject to High Cost Loop Support
(HCLYS) (including Safety Net Additive (SNA) and Safety Valve Support (SVS)) and
CAF BLS support. The BCM calculation limits the Rate of Return support to $2 billion
annually. Additionally, upon FCC review and approval, in November 2017 (October
2017 disbursements), USAC will process BCM prior period adjustments for the period of
September 2016 through June 2017 as a result of changes to the BCM process beginning
July 2017. These changes to the BCM conform the application of the BCM to true-ups
for past periods.

Certification Compliance

FCC Form 481

2 Rural Broadband Experiments (RBE), Alternative Connect America Model (A-CAM), CAF Phase 11
Transition, CAF Phase Il Lump Sum, Mobility Fund Phase I, CAF Phase | Round 1 and Round 2

3 Connect America Fund et al., WC Docket No. 10-90 et al., Report and Order, Order and Order on
Reconsideration, and Further Notice of Proposed Rulemaking, 31 FCC Rcd 3087 (2016) (Rate-of-Return
Reform Order).
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The FCC Form 481 collects financial and operational data from High Cost recipients in
accordance with 47 C.F.R. § 54.313 and from Lifeline recipients in accordance with 47
C.F.R. 854.422. ETCs are required to submit the form by July 1st to USAC, the FCC,
state commissions, tribal authorities and other relevant authorities. For the July 3, 2017
deadline, 1,754 SACs or 99.66 percent of carriers, timely filed and certified the FCC
Form 481 in USAC systems.

FCC Form 481 In-Depth Validations (IDVs)

Upon the conclusion of the July filing, FCC Form 481 data is extracted from the system
to begin a focused review of line items where responses indicate potential non-
compliance. The review is divided up into distinct three phases. The first phase is to
identify potential exceptions, while the second phase focuses on reviewing high priority
sections of the FCC Form 481 and the third phase focuses on reviewing low priority
sections. The first phase is completed within 30 days of receipt of the extracted data
which is within the division’s goals. Focus on high-priority review items is currently
underway with an emphasis on reviewing approximately 900 financial statement
attachments submitted by privately-held rate of return providers.

FCC Form 690

The FCC Form 690 collects drive test data and certifications from High Cost recipients in
accordance with 47 C.F.R. 8 54.1009. ETCs receiving Mobility Fund Phase | support are
required to submit the form by July 3, 2017 to USAC. One-hundred percent of Mobility
carriers timely filed their annual FCC Form 690.

Broadband Deployment Compliance

Wireline Verifications

Carriers that elect to participate in certain CAF programs are required to report the
location where broadband is being deployed.* Millions of locations are expected to be
submitted to USAC, and the High Cost division is responsible for verifying that carriers
build broadband networks in compliance with FCC rules and requirements. As part of
our ongoing efforts to improve the verification process, the High Cost team has engaged
Econometrica, in coordination with USAC and the Commission, to develop statistical
sampling methodologies in support of testing location data. Sampling plans are currently
being developed for CAF Phase I Incremental Support (CAF Phase 1), Rural Broadband
Experiments (RBE), and CAF Phase 1.

4UsAc performs its compliance test work after a participating carrier submits data identifying the
locations where the carrier deployed broadband. USAC’s compliance test work involves three distinct
stages. First, USAC reviews the certifications and compiles the number of locations to confirm the
submitted information substantiates that the entity completed the required deployment. Second, USAC
validates the eligibility of the locations reported. Third, USAC selects a sample of locations for additional
testing and requests supporting documentation from the carriers to further verify compliance. The first and
second stages are completed for all location data as soon as the data is submitted and, in some instances,
these stages are performed automatically by USAC’s HUBB portal. The third stage is performed after the
first and second stages are complete and only for only a sample of the location data.
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In July 2017, CAF Phase | and RBE participants reported location data via the FCC Form
481. The High Cost team is currently validating and verifying the data submitted for
CAF Phase | and RBE locations through a manual review. During the remainder of
2017, High Cost staff will continue validation and verification procedures for CAF Phase
I and continue verification test work for RBE. The first RBE verification was initiated in
September and is expected to be completed by November.

Recipients of CAF Phase Il Model-based Support (a/k/a Connect America Cost Model
(CACM)), A-CAM, and CAF-BLS report this data via the HUBB, which automatically
performs the validation procedures. RBE location data will be submitted and validated in
the HUBB beginning in March 2018. Carriers that submitted CAF Phase Il locations
through the FCC Form 481 last year were requested to refile the location data through the
HUBB this year. As of September 2017, approximately 811,600 CAF Phase Il locations
have been certified in the HUBB and all locations deployed in 2016 must be reported by
July 3, 2017. Deployment required by the 2017 milestone date (40 percent completion)
for price cap carriers will be reported by March 2018. In addition, for Rate of Return
carriers, approximately 2,516 A-CAM locations and 5,809 CAF-BLS locations have been
certified in the HUBB as of September 2017.

Mobility Verifications

Recipients of the Mobility Fund Phase | program are required to report drive test or
scattered site test data for all eligible road miles, including the three required FCC key
performance indicators (KPI) of download speed, upload speed, and latency, with
coordinates, of where wireless service has been deployed using USF dollars via the FCC
Form 690. The High Cost program is responsible for ensuring compliance for the data
submitted by the carriers. USAC first performs a desk validation of the data and
subsequently has engineer-contractors conduct an on-site drive test (a/k/a site visit
verifications). As of September 2017, High Cost has completed site visit verifications for
40,638 road miles of the total 63,698 awarded road miles. For Tribal Mobility, 38,352 of
the total population of 56,932 were verified.

Governance and Cost Controls

During 3Q2017, the High Cost division continued to refine a standardized process for the
intake of new FCC orders and projects that will enable the operations to better manage
and collaborate with key project stakeholders from the inception of an order to the final
implementation. This process will ensure proper and accurate management of scope,
time and cost of all HC projects and FCC Orders and instructions. The process is being
enhanced with formal governance and change control processes. The process is currently
in use with the recent release of the Mobility Fund Phase Il Order.®

> Connect America Fund Universal Service Reform — Mobility Fund, WC Docket No. 10-90, WT Docket
No. 10-208, Report and Order and Further Notice of Proposed Rulemaking, 32 FCC Rcd. 2152 (2017)
(Mobility Fund Phase Il Order).
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The High Cost division has also implemented an executive steering committee to ensure
that all activities supporting operations, systems, processes, and practices are aligned with
the USAC’s corporate governance structure. Similar meetings are held at a regular
cadence to inform our FCC colleagues of progress and is critical in ensuring the
appropriate alignment between USAC and the FCC.

Appeals

In August 2016 the High Cost division received two appeals of audits conducted by
external auditors as part of the Beneficiary and Contributor Audit Program (BCAP). The
High Cost division is reviewing and requesting additional documentation, as necessary,
from external auditors to resolve the appeals. Currently, one draft appeal decision letter
is under initial review by the USAC Office of General Counsel (OGC), pending receipt
of the additional information from the external auditors. High Cost staff is working
closely with and will continue to engage USAC’s OGC, Internal Audit Division, and
external auditors, as needed, to resolve the outstanding issues.

Training & Outreach

CAF 11 HUBB Filing

The High Cost division conducted extensive stakeholder outreach in 3Q2017 to assist the
dozen Price Cap carriers that faced a July 3rd deadline to file CAF Phase Il deployment
data with the HUBB. Even after months of industry outreach and weeks of one-on-one
engagement with CAF Il carriers leading up the deadline, we still faced a flurry of last-
minute questions and a handful of technical issues to troubleshoot. Once the deadline
passed, we followed up with the carriers to flag incomplete and/or incorrect data
submissions (such as non-existent deployment dates and missing certifications) and help
them scrub and fix their data. We were also in extensive contact with the FCC in the
weeks following the July deadline to help the Commission determine whether any
carriers had missed the deadline and whether some qualify for a brief, one-time grace
period.

Rate-of-Return HUBB Filing

The focus of the HUBB outreach now shifts to carriers participating in funds that have a
March 2018 filing deadline (including A-CAM, CAF-BLS, Alaska Plan, and RBE). High
Cost is presenting at several important industry conferences (WTA Fall meeting, NTCA
Fall Conference, National Exchange Carrier Association, Inc. Expo) and hosting at least
one Webinar to reach these carriers in Q3 and Q4. The presentations include a HUBB
demo and geolocation guidance. Outreach activities also include updates on HUBB
features and functionality, filing instructions, etc. through email communications, user
guides and detailed website content available on the HUBB resources page.

HUBB State Access Tool

In late August, High Cost launched a new tool that gives state utility commissions access
to broadband deployment data in the HUBB for their states by filing year and fund. The
launch came after weeks of outreach to all the state commissions to get them set up in the
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E-File system so that they can access the new tool. High Cost also reached out to the
state commissions following the launch to make them aware of the tool, ensure they
understand what data is available to them, and educate them about geolocation practices
and pitfalls. Outreach activities included email communications and a Webinar jointly
hosted with NARUC.

High Cost Open Data Initiative

High Cost worked closely with the USAC Open Data team in Q3 to assist with
development of the High Cost Open Data initiative, an interactive map displaying High
Cost disbursement data by fund at a state level. We led outreach efforts to engage the
FCC in the project and ensure that the Commission’s suggestions and concerns are
addressed. We are also helping draft content for the project (including a High Cost
overview and fund descriptions) and will help promote the new map to key industry and
civil society stakeholders after it launches near the end of Q3. We are including an
overview of the project in our industry presentations in Q3 and Q4.

Mobility Fund Phase Il Challenge Process Outreach

High Cost worked closely with USAC’s User Experience (UX) team, OGC, and the FCC
in Q3 to secure the requisite Paperwork Reduction Act (PRA) approval to conduct MF
Phase 1l stakeholder outreach. We will be working through several key trade associations
— CTIA, the Competitive Carriers Association and the Rural Wireless Association — to
conduct much of this outreach, which will inform the design of the MF 11 Challenge
Process portal. Outreach activities will include focus groups and usability testing.
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Note: As of this report, CAF I location validations and cycle time are flagged as yellow due to pending completion of
the second level of validations that are performed against the (National Broadband Map). Additionally, appeals are
flagged as red because the age of appeals has exceeded the 90 day target.
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Figure 4

Metwork Build-out/Services Offered - Wireline (locations)
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OPERATIONAL MEASURES

° Aggregated performance is
H I g h Cost S Co re Ca rd — Q3 2&10¥xcludes all materials discussed in Executive Session the composite of multiple

metrics

On-track

Off-track

Future Metric

Performance Measurement Model

GOAL #1: Expand broadband and maintain voice and broadband coverage by collaborating with stakeholders to achieve a shared goal of ensuring universal availability of voice and broadband,
both fixed and mobile, that is reasonably comparable to what is available in urban areas.

Network Build out/Services Offered

Validations (CAF Phase I, CAF Phase Il, RBE)

Attest: % Carriers attesting to Urban/Rural Rate Comparability

PROGRAM INTEGRITY
Monitor and implement controls to assess and collect

Measurement

Category

Improper Payments
Rate

Disbursements

Audits

contributions

Target

<1%

<=4.5 billion

Completion
Time: 10 days

Mobility Road Miles Reported: 90%
Mobility Population Reported: 69%

Location Deployment Obligations: 638,728 (CAF Phase I); 3,627,464 (CAF Phase Il); 36,692 (RBE)
Total Locations Received to Date: 524,789 (CAF Phase 1); 811,600(CAF Phase Il); 10,215 (RBE)

Voice Rate Certification: 100% (99.94% actual)
Broadband Rate Certification: 100% (96.23% actual)

USER EXPERIENCE OPERATIONAL EFFECTIVENESS

Strengthen and simplify user experience to enable
successful participation

Measurement Target
Category &

Form Filing Time FCC Form 481: 90 day window Cycle Time
& FCC Form 690: 90 day window

Form 481 - Volume: 1,754
Target: 100%
Actual: 99.66%
Forms / Form 690 - Volume: 549 n
. . Target: 100%
Certification Actual: 100% Customer Service

54.316 - Volume: 122
Target: 100%

Efficiency
(minimize expenses)

Actual: 99.19% Appeals
Technology: o
5 r
Severity 1 0 Outages (as target) Technology
Cycle Time for Form
481

Mobility Desk Ver.: 30 days
Mobility Site Ver.: 45 days

CAF Phase | locations: 60 days

CAF Phase Il locations : 10 days

<1%

Aggregated Performance

Completion Time: 90 days

System Uptime: 99%

Analysis Phase: 30 days
Detail Phase: 90 days

Improve efficiency and improve business process

Measurement Tarset
Category g
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ccount

52,500
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Annual Disbursements
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51,300
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5900
*2017 Projections do not include prior periods adjustments and or defaults.
**Increase in 2017 projections due to increase in Rate of Return Payments
compared to prior years $700
$500

51:

$1,048

1012 2012 3012 4012 1013 2013 3013 4013

CAF balance decreased mainly dueto CAF
Phase 1 lump sum payments

1014 2014 3014 4014

2,382

CAF cash on hand balance decreases due to

Mobility Fund Phase |[ and implementation
of ather high cost reforms.

\ 008 §2,012 $2,019 $2,033 §2,023
s - s 91 973 52.006

!

51,972

$1,944 1 939

1015 2015 3015 4015 1016 2016 3016 4016

atr-year

1017 Q17 3017 4017 1018 2018 3Q18 4018

3
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Program Goals: Monitor and implement controls for High Cost funds, audits, improper payments and validate and verify network build-outs.

Note:

FHCS: Frozen High Cost Support

HCL: High Cost Loop

HCM: High Cost Model

SNA: Safety Net Additive

SVS: Safety Valve Support

LSS: Local Switching Support

ICLS: Interstate Common Line Support

ACAM: Alternative Connect America Model

CAF BLS: Connect America Fund Broadband Loop Support
RBE: Rural Broadband Experiments

AK Plan: Alaska Plan Support

CAF ICC: Connect America Fund Intercarrier Compensation
MF I: Mobility Fund Phase |

*Legacy Funds includes: FHCS, HCL,HCM,SNA,SVS,LSS,ICLS

Legacy Funds*

\

3Q'17 Disbursement Totals (through August ‘17) $750.95 Millions
IS

-10.49
RBE

/ 0.55

HCM
0.00

LSS
-0.04

CAF ICC
65.83

ICLS

S —— 422

AK Plan
21.39

Source: www.usac. http://www.usac.org/hc/tools/disbursements/default.aspx
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High Cost Program Outcome: Netweork Buitd-euiiSesvicesOffered - Road Miles
(Mobility Fund Phasel)

GOAL #1: Expand broadband and maintain voice and broadband coverage by collaborating with stakeholders to achieve a shared goal of ensuring universal availability of voice
and broadband, both fixed and mobile, that is reasonably comparable to what is available in urban areas.

Summary & Analysis Insights & Action Items
Actual Road Miles Verified * Road mile verifications in upcoming quarters will increase in small increments due
* No new road miles were verified in 3Q 2017. to completion of network build-outs by carriers.
* High volume of submissions led to an increase in verificationsin 3Q 2016 and 4Q
2016.
Cumulative Road Miles Verified to Date Actual Road Miles Verified
70,000 65,603 12,000
60,000
10,000 2,659 9,477
50,000
40,649 40,649 8,000
40,000 35,460
31,325
30,000 6,000
21,848
20,000 4,000

12,189

10000  >116
. 2,000
0

1Q'16 2Q'16 3Q'16 4Q'16 1Q'17 2Q'17 3Q'17 Total
Awarded
Road Miles

2015 1Q'16 2Q'16 3Q'16 4Q'16 1Q'17 2Q'17 3Q'17

e Seriesl

5
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Network Build-out/Services Offered - Wireline

. . . Briefing book exclu
GOAL #1: Expand broadband and maintain voice and broadband coverage by col

and broadband, both fixed and mobile, that is reasonably comparable to what is available in urban areas.

locations

fe a(l materials qiscusseiin xecutive Session
aborating with sta

Location Milestones Expected (cumulative)

eholders to achieve a shared goal of ensuring universal availability of voice

Submitted
Locations
Fund Total Obligations (Sept. 2017) 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Program Total
ACAM 736,426 2,516 294,570 | 368,213 | 441,856 |515,498 | 589,141 | 662,783 |736,426 736,426
CAF 1 638,728 524,789 474,893| 491,176 524,789
CAF 2 3,627,464 811,600 1,450,986(2,176,478 | 2,901,971 | 3,627,464 3,627,464
RBE 36,692 10,215 1,692 3,495 17,335 31,188 33,000 36,692 36,692
BLS 117,078 5,809 117,078 117,078
Total 5,156,388 1,354,929

T T 5,042,449

*Difference between total obligations and program totals is due to CAF | program concluding where one carrier did not meet its broadband

deployment obligations.

6
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3Q17 Accomplishments

Challenge Process

* Developed a 2018 product HUBB State Access Tool

roadmapto meet known FCC MObi“ty FU nd Phase II Challenge * The SyStem was SUCCQSSfU“y

requirements Process
Developed contingency plan to

deliver viewing layer for MF 2
Challenge requirement

launched in late August 2017

Operational Improvements

* Completed the FCC Order intake
process using industry standards

* Currently being used for the MF Il
Challenge Process

* Enhanced High Cost governance
processes and standards

State Access Tool Outreach

* Reached out to all PUCs to get
them access to new tool, and held
Webinar with NARUC to educate
PUCs about the tool and
geolocation data

MF I Verifications

* Asof9/2017 HC completed site ope
verifications for 40k road miles of M @) b| | |ty Fu N d P ha Sse I

the total 64k awarded road miles

Tribal Mobility, 38k of the total Ve FIfICatIOI’]S

population of 57k were verified
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4Q2017 to 1Q2018 (look ahea

PROGRAM INTEGRITY

Monitor and implement controls for legacy funds,
audits, improper payments, and validate & verify
network build-outs.

Briefing baiyxcludes all materials discussed in Executive Session

USER EXPERIENCE

Strengthen and simplify user experience to enable
successful participation.

OPERATIONAL EFFECTIVENESS

Continuously improve the efficiency and
effectiveness of business processes.

* Finalization of the CAF verification plans by fund and
reporting

* HUBB Portal Phase 1 enhancements

* Continue Mobility Fund Phase 1 verifications

e Continue verifications of CAF Phase | Round 1 and
Round 2, and RBE

* Form 481 (FCC 54.313) changes

HUBB Outreach - Engagement with Rate of Return
carriers ahead of March 2018 filing deadline

MF Il Outreach - Engagement with wireless carriers
and trade associations to support MF |
implementation, including Challenge Process

High Cost Open Data Outreach - Communications
with broad range of industry stakeholders about
High Cost Open Data initiative

Continue to expand High Cost footprint as part of
Enterprise Data Strategy and GIS capabilities

FCC Order implementation
* Launch the Mobility Fund Il Challenge Process
System
* Launch Alaska Middle Mile data collection In
HUBB
* Support New York Waiver and CAF 2 Auction
programs

Test and improve performance of the HUBB in
advance of Rate of Return carriers filing in March

More focus on work rationalization, budget planning,
vendor planning, and project management

8
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Universal Service Administrative Company
High Cost & Low Income Committee Meeting

ACTION ITEM

Approval of Low Income Support Mechanism
1st Quarter 2018 Programmatic Budget and
Demand Projection for the November 2, 2017 FCC Filing

Action Requested

The USAC Board of Directors High Cost and Low Income Committee (Committee) is
requested to approve a 1st Quarter 2018 (1Q2018) programmatic budget and demand
projection for the Low Income (LI) Support Mechanism for submission to the Federal
Communications Commission (FCC) in USAC’s November 2, 2017 quarterly filing.

Discussion

102018 Operating Budget

The budget before the Committee includes the costs of administering the Low Income
Support Mechanism and an allocation of USAC common costs. As set forth in FCC
rulest and USAC’s By-laws,? each programmatic committee has authority over its
programmatic budget. The USAC Board of Directors has responsibility for the USAC
common budget and for the overall consolidated budget.

The Committee is requested to approve $8.39 million in operating expenses for Low
Income Support Mechanism programmatic activities in 1Q2018, which includes:
e $1.71 million for compensation and benefits for 45 full time equivalents (FTES)
(including the dedicated information technology (IT) and data support teams).
e $5.01 million in professional fees, including:
o $3.28 million for the National Verifier (NV) business process outsource
(BPO) vendor.
o $0.40 million for third party identity verification associated with National
Lifeline Accountability Database (NLAD) activities.
$0.39 million for contract labor.
$0.30 million for a NV independent verification and validation.
$0.25 million for Lifeline Risk Assessment.
$0.21 million for NV software licensing, hosting, and operations and
maintenance.
o $0.11 million for recertification services.
o $0.07 million for user experience support.
e $0.66 million for audits under the Beneficiary and Contributor Audit Program
(BCAP).

O 00O

147 C.F.R. § 54.705(c).
2 By-Laws of Universal Service Administrative Company, Article 1, § 8.
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ACTION Item #aHCL103
10/23/17
Page 2 of 4

e $1.01 million for other expenses, including $0.58 million for postage related to
the NV BPO vendor.

102018 Capital Budget

USAC management estimates direct capital expenditures of $1.34 million in 1Q2018 for
National Verifier software development. Information on allocated capital expenditures,
which are not attributable to a specific division, is provided under item aBODO04 102417.

Attachment A provides the details and compares the proposed 1Q2018 operating budget
to 1st Quarter 2017 actual expenditures. Attachment A also provides detail on allocated
common costs which are not attributable to a specific division.

Attachment B provides a comparison of the budget to actual expenditures for the nine
months ending September 30, 2017. Explanations are provided for significant variances.

Summary of Demand

On a quarterly basis, USAC is required to submit to the FCC the projected demand for
the upcoming quarter.® This report provides information on the Low Income Support
Mechanism for the period ending September 30, 2017; provides updated projections for
the current quarter ending December 31, 2017; and seeks approval of funding
requirements for 1Q2018.

USAC estimates the 1Q2018 funding requirement for the Low Income Support
Mechanism as follows:

$ 313.04 million for Lifeline?,

$ 0.06 million for Link Up®

For a total of: $313.10 million.

Prior Period Adjustments

Sixty days prior to the start of each quarter, USAC provides projected support mechanism
demand and administrative expense data to the FCC. Thirty days prior to the start of the
quarter, USAC submits projected universal service contributor revenue data to the FCC.
The FCC uses these projections to establish the universal service contribution factor for
the upcoming quarter, and USAC uses the resulting contribution factor to invoice
universal service contributors once the quarter begins.

Results for 3rd Quarter 2017 (3Q2017) contribute to an over-funded condition. The total
prior period adjustment to the 1Q2018 funding requirement based on 3Q2017 actual
results will reduce the funding requirement by $4.15 million. The explanation for the
adjustment is provided below:

347 C.F.R. §54.709(a).
4 Lifeline Support is provided pursuant to 47 C.F.R. §§ 54.401-54.411.
5 Link Up Support is provided pursuant to 47 C.F.R. §§ 54.412-54-415.
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10/23/17

Page 30f 4
Reason for the Prior Period Adjustment Adjustment in Millions
The 3Q2017 actual billings were lower than projected $16.09
Low Income Support Mechanism distributions were lower ($16.11)

than projected in 3Q2017

Bad debt expense was lower than anticipated. ($3.10)
Interest income was higher than anticipated ($0.11)
2016 Annual Administrative Expense True-up ($0.92)
Total Prior Period Adjustment ($4.15)

The total fund requirement of $313.10 million is adjusted as follows: decreased by the
prior-period adjustments of $4.15 million, increased by administrative costs of $14.92
million (including $5.19 million for USAC’s common costs allocated to the Low Income
Support Mechanism), and decreased by allocated projected interest income of $0.27
million; resulting in a total projected 1Q2018 funding requirement for the Low Income
Support Mechanism of $323.60 million.

Low Income Support Mechanism
Fund Size Projections for 1st Quarter 2018

(millions)

Low Income Support $313.10

Prior Period Adjustment ($4.15)

USAC Admin Expenses $14.92

Interest Income ($0.27)

Total 1Q2018 Demand $323.60

Quarter-Over-Quarter Projections
1Q2018 4Q2017 3Q2017 2Q2017

Low Income Support $313.10 $319.89 $330.35 $373.90
Prior Period Adjustment ($4.15) ($44.46) ($54.67) ($27.03)
USAC Admin Expenses $14.92 $14.69 $8.49 $11.40
Interest Income ($0.27) ($0.28) ($0.17) ($0.14)
Total Demand $323.60 $289.84 $284.00 $358.13

Management Recommendation

USAC management recommends the Committee approve the budget and collection

requirement discussed above.

Recommended USAC High Cost & Low Income Committee Action

APPROVAL OF THE FOLLOWING RESOLUTIONS:
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RESOLVED, that the USAC High Cost & Low Income
Committee approves a 1st Quarter 2018 programmatic operating budget for the Low
Income Support Mechanism of $8.39 million; and

RESOLVED FURTHER, that the USAC High Cost and Low
Income Committee approves a 1st Quarter 2018 programmatic capital budget of $1.34
million; and

RESOLVED FURTHER, that the USAC High Cost & Low
Income Committee directs USAC staff to submit a collection requirement of $9.73
million for Low Income Support Mechanism administrative costs in the required
November 2, 2017 filing to the FCC on behalf of the Committee; and

RESOLVED FURTHER, that the USAC High Cost & Low
Income Committee, having reviewed at its meeting on October 23, 2017 a summary of
the 1st Quarter 2018 Low Income Support Mechanism demand estimate, hereby directs
USAC staff to proceed with the required November 2, 2017 filing to the FCC on behalf
of the Committee. Staff may make adjustments if the total variance for the Low Income
Support Mechanism is equal to or less than $10 million and, with approval of the
Committee Chair, may make adjustments if the total variance is equal to or less than $15
million.
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Lifeline Program ACTION Item #aHCL103
1Q2018 Budget Attachment A
(in thousands) 10/23/17
lofl
Expense Category 1Q2018 Budget 1Q2017 Actual Increase/ Explanations
(Decrease)
Compensation & Benefits $ 1,706.16 $ 1,186.04 $ 520.12) Wages, employment benefits, and payroll taxes for 45 FTEs (vs. an average of
32 FTEs in Q12017)
Professional Fees & Contract Labor 5,014.67 1,680.34 3,334.32 Increase related to NV: business process outsourcing (BPO), operations and
maintenance (O&M), and licensing/hosting
External BCAP Costs 660.30 218.35 441.94  Beneficiary compliance audits
Travel, Meetings and Conferences 49.71 8.19 41.52  Increased program and call center support travel
Other Expenses 959.07 26.39 932.68  Increased postage related to NV BPO
Total Programmatic Operating Costs $ 8,389.89 $ 3,119.31 $ 5,270.58
Direct Capital Costs $ 1,340.34 $ - $ 1,340.34 NV software development
Total Direct Costs - Low Income Program $ 9,730.23 $ 3,119.31 $ 6,610.93
Common Operating Costs Assigned to Low Income $ 471470 $ 3,581.68 $ 1,133.03 Allocation of indirect operating costs based on the Cost Allocation
Program Methodology (CAM)
Common Capital Costs Assigned to Low Income $ 47459 $ 15851 $ 316.08| Allocation of indirect common capital budget based on the CAM
Program
Total Common Costs Assigned to Low Income Program | $ 5,189.29 $ 3,740.19| $ 1,449.11
Total Low Income Program with Allocations $ 14,91953 $ 6,859.50 $  8,060.03
lofl
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For the Nine Months ending September 30, 2017

ACTION Item #aHCLI103

Attachment B

(in thousands) 10/23/17
lofl
Direct Operating Expenses Actual Budget Variance % Explanation of Variance
Compensation & Benefits $ 4,531.40  $ 5,080.74 $ 549.34 11% Fewer directly allocated IT FTEs than budgeted
Professional Fees & Contract Labor 8,238.69 7,898.56 (340.13) -4%
External BCAP Costs 610.35 572.93 (37.42) -1%
Telephone & Computer Support 286.21 221.38 (64.83) -29% Higher expense for NV software licensing
Legal Professional Fees 72.36 - (72.36) 0% Outside Counsel related to NV BPO
Travel, Meetings and Conferences 33.12 24.92 (8.20) -33% Higher spending on program travel
Other Expenses 289.93 433.64 143.70 33% Lower spending on postage, printing, and graphics year to date
Total Direct Operating Expenses $ 14,062.07  $ 1423216 $ 170.10 1%
Indirect Expense / Allocations
USAC Administration 9,926.88 9,862.73 (64.15) -1%
Total Expense $ 2398895 | $ 2409490 | $ 105.95 0%
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INFO Item #iHCLI103
10/23/17
Page 1 of 3

Universal Service Administrative Company
High Cost & Low Income Committee Meeting

INFORMATION ITEM - Executive Session Option

Information on Nine USAC Internal Audit Division
Low Income Support Mechanism Beneficiary Audit Reports

Information Presented

This information item provides a summary of the results for nine Low Income Support
Mechanism Beneficiary Audit Reports listed in Exhibit | to this briefing paper.

Discussion

A general discussion of the findings contained in the draft audit reports is appropriately
held in open session. To the extent that High Cost & Low Income Committee
(Committee) members wish to discuss specific details of the audit findings, USAC staff
recommends that, in accordance with the approved criteria and procedures for conducting
USAC Board of Directors (Board) and committee business in Executive Session, this
matter should be considered in Executive Session because discussion of specific audit
plans, targets and/or techniques would constitute a discussion of internal rules and
procedures.

Audits were performed on nine Low Income Support Mechanism beneficiaries. The
purpose of the audits was to determine whether the beneficiaries complied with Federal
Communications Commission (FCC) rules and program requirements. Exhibit I to this
briefing paper highlights the results of the audits. The audit reports where the entity
disagreed with one or more audit findings can be found in Attachments A — C.
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Exhibit I
10/23/17
Page 2 of 3
Summary of Low Income Support Mechanism Beneficiary Audit Reports
USAC
Number Monetary | Management Entity
of Amount of | Effect of Recovery | Disagreement
Entity Name, State Findings Material Findings Support Findings Action
Global Connection Inc. of 2 No Material Findings. $211,918 $481 $481 N
America, Arizona
Smith Bagley, Inc., 2 No Material Findings. $1,374,709 $1,187 $747 Y
Arizona
(Attachment A)
Choice Communications, 6 No Material Findings. $13,736 $1,074 $1,074 Y
LLC, Virgin Islands
(Attachment B)
Micro-Comm, Inc., 6 Form 497 and National Lifeline $6,077 $11,757 $6,077 N
Mississippi Accountability Database (NLAD)
Variance. The Beneficiary claimed
subscribers on the audit period
subscriber listing who were not
active in NLAD.
Failure to File Form 555. The
Beneficiary did not file the required
January 2015 Form 555.
New Phone Wireless, 2 No Material Findings. $136,965 $490 $490 N
LLC, Louisiana
Commnet of Nevada, 5 No Material Findings. $27,714 $1,601 $1,601 Y
LLC, Nevada
(Attachment C)
Oklahoma Alltel, Inc., 1 No Material Findings. $10,721 $0 $0 N
Oklahoma

Page 143 of 224




Briefing book excludes all materials discussed in Executive Session

INFO Item #iHCLI103

Exhibit |
10/23/17
Page 3 of 3
USAC
Number Monetary | Management Entity
of Amount of | Effect of Recovery | Disagreement
Entity Name, State Findings Material Findings Support Findings Action
Cellular Network 2 e No Material Findings. $4,705 $919 $919 N
Partnership, Oklahoma
i-Wireless LLC, 0 e No Findings. $94,378 $0 $0 N/A
Delaware
Total 26 $1,880,923 $17,509 $11,389
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Attachment A

L12016BEO16
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Smith Bagley, Inc.

Limited Scope Audit on Compliance with the Federal Universal Service Fund
Lifeline Support Mechanism Rules
USAC Audit No. LI2016BE016
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DP George & Company

EXECUTIVE SUMMARY
July 7, 2017

Ms. Anita Garrison
Compliance Manager

Smith Bagley, Inc.

1500 S. White Mountain Road
Show Low, AZ 85901

Dear Ms. Garrison,

DP George & Company, LLC (DPG) audited the compliance of Smith Bagley, Inc. (Beneficiary), study area code
459001, using regulations and orders governing the federal Universal Service Low Income Support Mechanism
(also known as the Lifeline Program), set forth in 47 C.F.R. Part 54, as well as other program requirements,
including any state-mandated Lifeline requirements (collectively, the Rules). Compliance with the Rules is the
responsibility of the Beneficiary’s management. DPG’s responsibility is to make a determination regarding the
Beneficiary’s compliance with the Rules based on our limited scope audit.

DPG conducted the audit in accordance with Generally Accepted Government Auditing Standards (GAGAS)
issued by the Comptroller General of the United States (2011 Revision, as amended). Those standards require
that DPG plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
its findings and conclusions based on the audit objectives. The audit included examining, on a test basis,
evidence supporting the data used to calculate support, as well as performing other procedures we considered
necessary to form a conclusion. The evidence obtained provides a reasonable basis for DPG’s findings and
conclusions based on the audit objectives.

Based on the test work performed, our examination disclosed two detailed audit findings (Findings) and one
other matter (Other Matter) discussed in the Audit Results and Recovery Action section. For the purpose of this
report, a Finding is a condition that shows evidence of non-compliance with the Rules that were in effect during
the audit period. An “other matter” is a condition that does not necessarily constitute a rule violation but
warrants the Beneficiary and USAC management’s attention.

Certain information may have been omitted from this report concerning communications with USAC
management or other officials and/or details about internal operating processes or investigations. This report is
intended solely for the use of USAC, the Beneficiary, and the FCC and should not be used by those who have not
agreed to the procedures and taken responsibility for the sufficiency of those procedures for their purposes.
This report is not confidential and may be released to a requesting third party.
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We appreciate the cooperation and assistance extended by your staff during the audit.

Sincerely,

I ferge £ borspancy, 12C

DP George & Company, LLC
Alexandria, Virginia

cc: Wayne Scott, Vice President, Internal Audit Division
Vickie Robinson, USAC Acting Chief Executive Officer
Michelle Garber, USAC Vice President, Lifeline Division
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AUDIT RESULTS AND RECOVERY ACTION

Recommended
Audit Results Monetary Effect Recovery
Finding #1: 47 C.F.R. § 54.410(d) & 54.410(f)(2)(iii) — Improper $747 $747
Recertification Documentation Disclosures. The Beneficiary’s
subscriber recertification documentation omitted required
disclosures.
Finding #2: 47 C.F.R. § 54.404(b) — Form 497 and NLAD SO SO

Variance. The Beneficiary claimed subscribers on the audit
period subscriber listing who were not active under the
corresponding Study Area Code in NLAD and listed subscribers
in NLAD not claimed on the subscriber listing.

Other Matter #1: 47 C.F.R. § 54.413(b) — Ineligible Tribal Link $440 0
Up Subscribers. The Beneficiary claimed subsequent Tribal Link
Up support for the same subscriber at the same service address.
Total Net Monetary Effect $1,187 $747

USAC MANAGEMENT RESPONSE

USAC management concurs with the audit results and will seek recovery of the Lifeline Program support amount
noted in the chart above. USAC management will issue a separate memorandum to the Beneficiary to address
the audit results.

PURPOSE, SCOPE AND PROCEDURES

PURPOSE
The purpose of our audit was to determine whether the Beneficiary complied with the Rules.

SCOPE
The following chart summarizes the Lifeline Program support the Beneficiary received based on its FCC Form 497
(Form 497) for March 2015 (the audit period):

Support Type Number of Subscribers Amount of Support
Lifeline 42,242 $1,358,489
Tribal Link Up 811 $16,220
Total $1,374,709

Note: The amount of support reflects disbursements as of the commencement of the audit.

BACKGROUND
The Beneficiary is a competitive eligible telecommunications carrier (ETC) that operates in Arizona.

PROCEDURES
DPG performed the following procedures:
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Form 497
DPG obtained and examined the Beneficiary’s Form 497 for accuracy by comparing the amounts reported
against the National Lifeline Accountability Database (NLAD) and the Beneficiary’s data files.

Certification and Recertification Process

DPG obtained an understanding of the Beneficiary’s enrollment, certification, and recertification processes
relating to the Lifeline Program to determine whether the Beneficiary complied with the Rules. DPG also
obtained and examined certification and/or recertification documentation for 55 subscribers to determine
whether the subscribers were eligible to receive Lifeline Program discounts.

Subscriber Listing
DPG obtained and examined the Beneficiary’s subscriber listing and used computer assisted auditing
techniques to analyze the data files to determine whether:
o The total number of subscribers agreed to what was reported on the Form 497 and in NLAD.
e The data file contained subscribers who resided outside of the Beneficiary’s ETC-designated service
area.
o The data file contained duplicate subscribers.
e The data file contained blank telephone numbers/addresses or business names/addresses.
e Lifeline Program support was provided to subscribers whose lines were activated after the audit
period.
o Lifeline Program support was provided to subscribers whose lines were disconnected prior to the
audit period.

Lifeline Subscriber Discounts
DPG obtained and examined documentation to demonstrate the pass through of Lifeline Program support
for 55 subscribers.

Form 555
DPG obtained and examined the Beneficiary’s FCC Form 555 (Form 555) for accuracy by comparing the
amounts reported against the Beneficiary’s data files.

Non-Usage Process

DPG obtained an understanding of the Beneficiary’s non-usage process relating to the Lifeline Program to
determine whether the Beneficiary complied with the Rules. DPG also examined documentation to
determine whether the Beneficiary properly validated its low-income subscribers’ continued use of the
Lifeline-supported service.
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DETAILED AUDIT FINDINGS

Finding #1: 47 C.F.R. § 54.410(d) & 54.410(f)(2)(iii) — Improper Recertification Documentation
Disclosures

CONDITION

DPG examined certification documentation for a sample of 25 subscribers and recertification documentation for
a sample of 30 subscribers to determine whether the documentation contained all of the required disclosures.
We noted that for the telephone recertifications reviewed, several disclosures were not consistently presented
to the subscribers during the phone conversations. We have listed the missing disclosures below:

Disclosure Number of Affected
Subscribers Recertification
Documentation

Portion of disclosure omitted: “Lifeline is a federal benefit and that willfully 24
making false statements to obtain the benefit can result in fines,
imprisonment, de-enrollment or being barred from the program;”(47 C.F.R. §
54.410(d)(1)(i)).

A household is defined, for purposes of the Lifeline program, as any individual 1
or group of individuals who live together at the same address and share
income and expenses (47 C.F.R. § 54.410(d)(1)(iii)).

A household is not permitted to receive Lifeline benefits from multiple 2
providers (47 C.F.R. § 54.410(d)(1)(iv)).
Violation of the one-per-household limitation constitutes a violation of the 13

Commission's rules and will result in the subscriber's de-enrollment from the
program (47 C.F.R. § 54.410(d)(1)(v)).

Lifeline is a non-transferable benefit and the subscriber may not transfer his or 12
her benefit to any other person (47 C.F.R. § 54.410(d)(1)(vi)).

The subscriber's date of birth (47 C.F.R. § 54.410(d)(2)(v)). 15
The last four digits of the subscriber's social security number, or the 3

subscriber's Tribal identification number, if the subscriber is a member of a
Tribal nation and does not have a social security number (47 C.F.R. §
54.410(d)(2)(vi)).

The subscriber will notify the carrier within 30 days if for any reason he or she 5
no longer satisfies the criteria for receiving Lifeline including, as relevant, if
the subscriber no longer meets the income-based or program- based criteria
for receiving Lifeline support, the subscriber is receiving more than one
Lifeline benefit, or another member of the subscriber's household is receiving
a Lifeline benefit (47 C.F.R. §54.410(d)(3)(ii)).

If the subscriber is seeking to qualify for Lifeline as an eligible resident of Tribal 3
lands, he or she lives on Tribal lands, as defined in 54.400(e) (47 C.F.R.
§54.410(d)(3)(iii)).

If the subscriber moves to a new address, he or she will provide that new 1
address to the eligible telecommunications carrier within 30 days (47 C.F.R.

§54.410(d)(3)(iv)).

The subscriber's household will receive only one Lifeline service and, to the 2

best of his or her knowledge, the subscriber's household is not already
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Disclosure Number of Affected
Subscribers Recertification
Documentation

receiving a Lifeline service (47 C.F.R. §54.410(d)(3)(vi)).
Portion of disclosure omitted: “The subscriber acknowledges that the 19
subscriber may be required to re-certify his or her continued eligibility for
Lifeline at any time, and the subscriber's failure to re-certify as to his or her
continued eligibility will result in de-enrollment and the termination of the
subscriber's Lifeline benefits pursuant to §54.405(e)(4)” (47 C.F.R.
§54.410(d)(3)(ix)).

Lanaguage used by Beneficiary is “every calendar year.”
Total 24

The Beneficiary must present all of the required disclosures to the subscriber. Because the recertification
documentation did not contain the required language, the subscribers did not receive the required disclosures.
Therefore, DPG cannot conclude that these subscribers were eligible to receive Lifeline Program support.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing compliance with the required
disclosures.

EFFECT

Support Type Monetary Effect Recommended Recovery
Lifeline S$747 S$747

DPG calculated the monetary effect by multiplying the number of affected Tribal Lifeline subscribers tested (21)
by the average support amount requested on the March 2015 Form 497 ($34.25) and the number of affected
Non-Tribal subscribers tested (3) by the average support requested on the March 2015 Form 497 ($9.25) and
rounded to the nearest whole dollar.

RECOMMENDATION

DPG recommends that USAC management seek recovery of the amount identified in the Effect section above.
We further recommend that the Beneficiary implement policies and procedures to ensure that it adheres to the
disclosure requirements established by the Rules and provides the proper certification disclosures to its
subscribers.

BENEFICIARY RESPONSE

Although SBI disagrees with some of the alleged omissions (see below), SBI agrees that some of the
disclosures were missing from some of the recorded recertification calls.

At the outset, SBI notes that it has put new systems and procedures in place that virtually elminate the
possibility of omitted or misstated disclosures. During the audit period, SBI had to hire temporary
personnel to complete the large amount of recertifications that were required each year. Because of
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the human element and errors it could cause, SBI built a true interactive voice response (“IVR”) system
soon afterwards, with the assistance of a company called Genesys. This IVR allowed SBI to prerecord
the script that the customer would hear for their recertification so that the language would be
consistent and no questions or certifications could be missed as they might with a live agent. The
Genesys IVR was launched in May 2015.

In 2016, around 70% of recertifications were done using the IVR. Because the vast majority of
recertifications are now done using an automated system or in person using a standard electronic form,
only a small percentage of recertifications even have the possibility of omissions due to human error.

With respect to calls with live representatives, SBI has updated the call center process to include all
certifications inside the billing system flow. In 2016 the certifications were read via a separate script
outside the billing system. Each certification requires the CARE agent to check a box next to each
statement to indicate that it was read to the customer and that the customer acknowledged it. This
reduces the chances that disclosures will be left out or improperly stated.

Regarding the sampled customer certifications, many of the disclosures listed as missing from the calls
or from recertification forms were in fact included. We will provide specific examples at the end of this
response, but first SBI provides some general notes.

The FCC'’s rules expressly permit Lifeline providers to use their own language when conveying the
required disclosures and certification statements to the customer. There is no requirement to parrot
exactly the language set forth in the rules. This is clear from Section 54.410(d), which requires carriers
to use “clear, easily understood language” when certifying or recertifying a customer. If carriers were
required to use the exact language set forth in the rules, then there would have been no need for
Section 54.410(d) to require clear, easily understood language. Instead, providers —who best know how
to communicate with their customers — are permitted to use their own phrasing, as long as the
substance of each disclosure and affirmation is conveyed using language that is clear and easily
understood. Thus, some of the disclosures listed as missing were actually included, just not using the
exact language of the rule.

Regarding the allegedly missing data points, such as address, date of birth, or last four digits of the social
security number, this information had already been provided by the customer and resided within SBI’s
database. SBI avoided repeating the data collection to make the process simpler for the customer while
still complying with the letter and spirit of the rules. In addition, as discussed below, certain information
was whited-out on the resulting printed forms in order to protect the customer’s privacy. We believe it
is incorrect to label this information as “missing” if the customer confirms that the information has not
changed since they initially provided it. The information is already in the company’s system, and asking
for the same information a second time would significantly increase the duration of the call, as well as
the difficulty of responding, putting an unfair burden on a small business and its customers.

Lastly, SBI disagrees with the auditor’'s recommendation that USAC recover the reimbursements paid to
the company for providing Lifeline to these customers. These are undoubtedly eligible subscribers, as
they were confirmed as non-duplicates and legitimate persons when they initially enrolled in NLAD.
They also certified that only one person in their household would receive Lifeline, that providing false or
fraudulent information to obtain Lifeline benefits is punishable by law, and other statements required
by the rules. Given that these are elgibile customers who have completed substantially all required
certifications, there is no justification for concluding that the support paid to the company for serving
these customers is somehow improperly paid. The company has provided discounted service to these
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customers in good faith, and should not be subject to a retroactive requirement to provide free,
unreimbursed service to legitimate customers.

Specific disclosures:

“Lifeline is a federal benefit and that willfully making false statements to obtain the benefit can result
in fines, imprisonment, de-enrollment or being barred from the program;”(47 C.F.R. § 54.410(d)(1)(i)).
Although the auditor found that this disclosure was omitted from all 24 recertification call recordings,
SBI notes that in several cases the disclosure was substantially made. For example, in the case of call
recording No. 2.02, the SBI representative stated: “You acknowledge that providing false information to
receive Lifeline benefits is punishable by fines or imprisonment, do you agree?” It is splitting the finest
of hairs to suggest that this disclosure was “omitted” when the SBI representative substantially
conveyed the disclosure required by the rules.

“The subscriber's date of birth;”(47 C.F.R. § 54.410(d)(2)(v)). In each case listed, this information was
collected from the customer as required by the rules. When a customer calls into Customer Care for any
reason, including recertification, the customer is validated to be the owner of the account based on
CPNI rules. The agent asks the customer to verify of the last four digits of their social security number
and their billing address. Because the subscriber is already existing in the billing system, the date of
birth is already recorded in the account and printed on the PDF service agreement/certification form.
The PDF form masks the date of birth for CPNI purposes. Accordingly, the information has been
collected from the customer; masking the information for purposes of privacy does not undo that fact.

“The subscriber acknowledges that the subscriber may be required to re-certify his or her continued
eligibility for Lifeline at any time, and the subscriber's failure to re-certify as to his or her continued
eligibility will result in de-enrollment and the termination of the subscriber's Lifeline benefits pursuant to
$54.405(e)(4)” (47 C.F.R. §54.410(d)(3)(ix)). This certification statement was included, but the auditor
apparently determined that the certification was “omitted” because the SBI representative said “every
calendar year” instead of “at any time”. For practical purposes, the certification statement was sufficient
for the customer to acknowledge their annual recertification obligation. A benefit should not be
invalidated when the substance of the rule was reflected in the certification statement as read to, and
acknowledged by, the customer.

DPG RESPONSE

The rules at 47 C.F.R. § 54.410(b)(1)(i) and (c)(1)(i) specify that “an eligible telecommunications carrier must not
seek reimbursement for providing Lifeline to a subscriber, unless the carrier has received a certification of
eligibility from the prospective subscriber that complies with the requirements set forth in paragraph (d).”
Regarding the recertification process performed by the eligible telecommunications carrier, 47 C.F.R. §
54.410(f)(2)(iii) also refers to the same requirements in paragraph (d) when identifying the information that
must be obtained for the recertification process.

The rules at 47 C.F.R. § 54.410(d)(1) include a listing of six disclosures for which the Beneficiary must “Provide
the following information.” The disclosure that “Lifeline is a federal benefit and that willfully making false
statements to obtain the benefit can result in fines, imprisonment, de-enrollment or being barred from the
program” is one of the six disclosures listed under this section. The rules at 47 C.F.R. § 54.410(d)(3) also include
nine statements for which the Beneficiary must “require each prospective subscriber to certify (to), under
penalty of perjury.” DPG determined that the language “You acknowledge that providing false information to
receive Lifeline benefits is punishable by fines or imprisonment, do you agree?” satisfies the required
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certification at 47 C.F.R. §54.410(d)(3)(viii) that “the subscriber acknowledges that providing false or fraudulent
information to receive Lifeline benefits is punishable by law.” We do not agree that this represents the required
disclosure under 47 C.F.R. § 54.410(d)(1)(i) which is specified in the rules separately from the required
certifications.

The rules at 47 C.F.R. § 54.410(d)(2)(v) and (vi) require the Beneficiary to obtain both the subscriber’s date of
birth and the last four digits of the subscriber’s social security number. As indicated in the first paragraph of
DPG’s response, the same information is required for certification and recertification. While we recognize that
the date of birth may have been captured as part of the certification process and is available in the Beneficiary’s
system, we did not hear a request to confirm date of birth on the IVR for the 15 subscribers identified.

Similarly, for the three recertifications missing the last four of the social security number, we did not hear a
request to provide or confirm this information during the recertification call.

The rules at 47 C.F.R. §54.410(d)(3)(ix) use the specific language “at any time” when presenting the frequency of
certification to which subscribers must acknowledge under penalty of perjury. DPG does not agree that using
the language “every calendar year” clearly presents the required language identified by the rules.

As indicated in the last paragraph of the Condition section for Finding #1, the Beneficiary must present all of the
required disclosures to the subscriber. Because the recertification documentation did not contain the required
language, the subscribers did not receive the required disclosures. Therefore, DPG cannot conclude that these
subscribers were eligible to receive Lifeline Program support. For the reasons above, DPG’s position on this
finding remains unchanged.

Finding #2: 47 C.F.R. § 54.404(b) — Form 497 and NLAD Variances

CONDITION

DPG examined the Beneficiary’s subscriber data in the National Lifeline Accountability Database (NLAD) to
determine whether the Beneficiary reported the correct number of qualifying subscribers on the Form 497.
Using the enroliment and de-enrollment dates in NLAD, DPG compared the subscribers who were identified as
active in NLAD during the same time period used by the Beneficiary to determine the number of subscribers to
report on its Form 497. DPG noted 605 subscribers claimed on the Form 497 for AZ Study Area Code (SAC)
459001 who were recorded in NLAD under the NM SAC 499001 (582 subscribers) or UT SAC 509002 (23
subscribers) instead of the correct AZ SAC. DPG also noted 1,178 subscribers recorded in NLAD under the AZ
SAC who were not claimed on the AZ Form 497 because they should have been recorded in NLAD under either
the NM SAC (1,105 subscribers ) or the UT SAC (73 subscribers).

DPG also noted 47 subscribers listed in NLAD who were not claimed on the Form 497 because the Beneficiary
had submitted the subscriber’s information for authorization before providing a phone to the subscriber. The
Beneficiary indicated that at the time, implementation of the enhanced TPIV resolution process was occurring
and it was concerned about providing phones to customers who may not subsequently be approved. As a
solution, the Beneficiary submitted the customer information in NLAD using a faux phone number and once
approved in NLAD, the subscriber was asked to return to the store to activate the phone and receive a
permanent phone number. The Beneficiary indicated that subscribers were not claimed on the Form 497 during
the TPIV approval period and that it ceased using this process after two months.
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CAUSE

The Beneficiary did not have an adequate system in place for collecting, reporting, and monitoring data to
correctly transmit and/or update its new and existing subscriber data in NLAD. The Beneficiary indicated that it
relied on a manual entry system for NLAD prior to implementing an Application Programming Interface (API)
connection between its billing system and NLAD in April 2015; many new enrollments erroneously selected the
wrong SAC from the dropdown in NLAD. The Beneficiary also indicated that the billing system may also not
match the NLAD SAC because customers who move across state lines did not disconnect their service; they
simply update their physical address in the billing system.

With respect to the 47 subscribers listed in NLAD and not claimed on the Form 497 because they were awaiting
TPIV verification, the Beneficiary indicated that service was not connected and claimed because they were
concerned about retrieving a phone from customers who were determined ineligible as a result of the
subsequent TPIV verification. The Beneficiary indicated that this policy was only in place for a period of two
months and then phones were provided and connected at the time of application.

EFFECT

There is no monetary effect for this finding, as subscribers were entered into the NLAD database or were not
claimed on the Form 497. However, recording subscribers under the incorrect SAC in NLAD and recording
subscribers in NLAD who are not receiving service diminishes the capability to use NLAD as a reconciling tool and
creates the potential for subscribers to be flagged as receiving service from another carrier when they are not.

RECOMMENDATION
DPG recommends that the Beneficiary implement corrective actions to record subscribers under the appropriate
SACs within NLAD.

BENEFICIARY RESPONSE

As detailed in its responses to inquiries during the course of this audit, the company has already
implemented corrective actions which have addressed the issues described above.

During the audit period, SBI relied on a manual entry system for NLAD. This was before it implemented
an APl connection between its billing system and NLAD in April 2015. During this pre-API period, SBI
sales representatives sometimes selected the wrong SAC from the dropdown menu in NLAD. With
manual entry, human error is inevitable, and this is why SBI transitioned to the API.

A second reason that the physical state in the billing system may not match the SAC in NLAD is that
customers who move across state lines do not disconnect their service, since it is a cellular phone.
Rather, they simply update their physical address in our billing system.

While a SAC change within the same company should intuitively be easy to accomplish, NLAD allows no
easy solution. First, NLAD does not allow updates to the SAC. Second, SBI could transfer the customer
from one SAC to another, but the process would have been impeded by the 60-day port freeze then in
effect in NLAD. Because the service initialization date, the phone number and the account number (ETC
General Use) did not change, NLAD would not allow the transfer because the service initiation date was
the same under the current SAC and the corrected SAC.

Third, the alternative to correcting the SAC in NLAD is to de-enroll the customer and reenroll the
customer with the correct information. This is a time-consuming process and also puts an existing
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customer at risk of not being able to be enrolled in NLAD because of other errors that may come up in
the enrollment process.

Because of the cumbersome NLAD processes and the large number of SACs that need to be changed in
NLAD, the problem is ongoing. SBl is currently in discussions with USAC to find an orderly way to
accomplish them. In the meantime, SBI does not rely on the SAC listed in NLAD for 497 subscriber
counts; instead, it uses the physical state listed in the billing system to determine what SAC to claim the
subscriber under. In this way, SBI ensures that all subscribers are associated with the correct and
updated SAC for purposes of Lifeline reimbursements.

Other Matter #1: 47 C.F.R. § 54.413(b) — Ineligible Tribal Link Up Subscribers

CONDITION

DPG examined the subscriber data for the Link Up subscribers claimed in the audit period against subscriber
data in NLAD to determine if the subscriber had previously been claimed for Link Up support at the same
address. The Beneficiary serves a predominantly Tribal population and many of the residential service addresses
provided are descriptive addresses that are not standard postal service addresses. DPG identified 22 subscribers
with the same SSN and DOB where the current and previous addresses described appeared to be the same
location. DPG confirmed with the Beneficiary that it does query the NLAD database to determine if Link Up has
already been claimed for the subscriber at the same address. Because of variations in the description, none of
the 22 addresses reviewed would be identified as an identical service address match. However, based on the
descriptions provided, the residential service address was the same and Tribal Link Up support was provided
more than once.

CAUSE

The service addresses entered were not standard postal service addresses (e.g. 2 % miles W of chapter house)
and the description provided on the subsequent application, while describing the same location, was not
identical and did not trigger a match in NLAD (e.g. 2 %5 miles versus 2.5 miles). Furthermore, the Beneficiary
does not perform additional comparisons to its internal records to determine if a subscriber being claimed for
Link Up was a previous subscriber with the Beneficiary and if so, the descriptive address provided refers to the
same physical service location previously provided.

EFFECT

Support Type Monetary Effect Recommended Recovery
Lifeline S440 SO

DPG calculated the monetary effect by multiplying the number of Link Up subscribers claimed at the same
residential service address (22) by the Link Up amount requested on the March 2015 Form 497 ($20).

RECOMMENDATION

Because the Beneficiary followed the rules specified at 47 C.F.R. § 54.404(c) regarding the use of NLAD to
identify Link Up at the same residential service address, DPG recommends that USAC management forego
recovery of the amount identified in the Effect section above. However, given the greater matching difficulty
presented by descriptive addresses over standard postal service addresses and the requirement at 47 C.F.R. §
54.413(b) that prohibits providing subsequent Link Up support to the same subscriber at the same residential
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service address; DPG recommends that the Beneficiary implement additional procedures to review descriptive
service addresses provided for previous Lifeline customers before claiming them for Link Up support on the
Form 497.

BENEFICIARY RESPONSE
When enrolling in SBI’s Lifeline service, customers provide descriptive addresses that
use nearby towns, distance estimates, landmarks, physical descriptions of the residence,
and other information. These are the only addresses known to the residents of the
Tribal and near-reservation areas SBI serves. Because these are descriptive, there is
tremendous variability. Nonetheless, over the past several years, SBI has worked
diligently to standardize descriptive addresses as much as possible so that SBI, and
NLAD, can meaningfully compare customer and applicant addresses to identify locations
with existing Lifeline accounts. We believe there is no feasible way to standardize
descriptive addresses completely, so that all cases of duplicate addresses will be
identified, whether by NLAD or by SBI’s internal checks. SBI continues to refine its
standardization efforts, and these efforts should result in greater accuracy in identifying
preexisting Lifeline enrollments at the same address.

SBI has also done more than is required by performing database queries, within the
limits of its system capabilities, to identify prior enrollments at the same address. In
contrast to duplicate identification, the FCC’s rules and orders do not require Lifeline
providers to perform queries back in time to identify potential cases where a new
applicant previously enrolled with the same provider at the same address. In SBI's
experience, billing systems can accommodate searches to identify data matches among
existing customers, but not between new applicants and customers who previously
terminated service. A rule requiring this kind of data comparison across time periods for
current and former subscribers would impose significant burdens on small businesses
like SBI. A less burdensome way to help ensure compliance with the rule might be to
require a self-certification by the applicant that they have not received Lifeline from any
provider at the same address. But again, the FCC has not adopted such a rule.

As the auditor acknowledges, SBI is fully in compliance with the rules. SBI has exercised
diligence in refining its ability to match up descriptive addresses, and it has gone above
and beyond applicable requirements by performing data queries to identify previous
enrollments by the same customer at the same address. Even with a system that is
perfectly capable of identifying all cases of a customer previously enrolling in its Lifeline
service at the same address, the customer still might have enrolled with a different
provider. Accordingly, SBI believes it would be unnecessarily burdensome to insist on
additional procedures that are not required by the FCC’s rules and would not provide
significant additional assurance that customers are in compliance with Link-Up rules.
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CRITERIA

Finding | Criteria Description
#1, #2 47 C.F.R. § 54.407(a) “Universal service support for providing Lifeline shall be provided
(2014) directly to an eligible telecommunications carrier, based on the number
of actual qualifying low-income consumers it serves.”
#1 47 C.F.R. § 54.410(d) “(d) Eligibility certifications. Eligible telecommunications carriers and
(2014) state Lifeline administrators or other state agencies that are responsible

for the initial determination of a subscriber’s eligibility for Lifeline must
provide prospective subscribers Lifeline certification forms that in clear,
easily understood language:

(1) Provide the following information:

(i) Lifeline is a federal benefit and that willfully making false statements
to obtain the benefit can result in fines, imprisonment, de-enrollment
or being barred from the program...

(iii) A household is defined, for purposes of the Lifeline program, as any
individual or group of individuals who live together at the same address
and share income and expenses;

(iv) A household is not permitted to receive Lifeline benefits from
multiple providers;

(v) Violation of the one-per-household limitation constitutes a violation
of the Commission's rules and will result in the subscriber's de-
enrollment from the program; and

(vi) Lifeline is a non-transferable benefit and the subscriber may not
transfer his or her benefit to any other person.

(2) Require each prospective subscriber to provide the following
information:...

(v) The subscriber's date of birth;

(vi) The last four digits of the subscriber's social security number, or the
subscriber's Tribal identification number, if the subscriber is a member
of a Tribal nation and does not have a social security number;...

(3) Require each prospective subscriber to certify, under penalty of
perjury, that:...

(ii) The subscriber will notify the carrier within 30 days if for any reason
he or she no longer satisfies the criteria for receiving Lifeline including,
as relevant, if the subscriber no longer meets the income-based or
program-based criteria for receiving Lifeline support, the subscriber is
receiving more than one Lifeline benefit, or another member of the
subscriber's household is receiving a Lifeline benefit.

(iii) If the subscriber is seeking to qualify for Lifeline as an eligible
resident of Tribal lands, he or she lives on Tribal lands, as defined in
54.400(e);...

(iv) If the subscriber moves to a new address, he or she will provide that
new address to the eligible telecommunications carrier within 30
days;...

(vi) The subscriber's household will receive only one Lifeline service
and, to the best of his or her knowledge, the subscriber's household is
not already receiving a Lifeline service;...

(ix) The subscriber acknowledges that the subscriber may be required
to re-certify his or her continued eligibility for Lifeline at any time, and
the subscriber's failure to re-certify as to his or her continued eligibility
will result in de-enrollment and the termination of the subscriber's
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Finding | Criteria Description
Lifeline benefits pursuant to § 54.405(e)(4).”
#1 47 C.F.R. § “In order to re-certify a subscriber’s eligibility, an eligible

54.410(f)(2)(iii) (2014) telecommunications carrier must confirm a subscriber’s current
eligibility to receive Lifeline by: ... Obtaining a signed certification from
the subscriber that meets the certification requirements in paragraph
(d) of this section.”

#2 47 C.F.R. § “The National Lifeline Accountability Database. In order to receive
54.404(b)(6), (8), (10) Lifeline support, eligible telecommunications carriers operating in
(2014). states that have not provided the Commission with approved valid

certification pursuant to paragraph (a) of this section must comply with
the following requirements: ...

(6) Eligible telecommunications carriers must transmit to the
Database in a format prescribed by the Administrator each new and
existing Lifeline subscriber’s full name; full residential address; date
of birth and the last four digits of the subscriber’s Social Security
number or Tribal Identification number, if the subscriber is a
member of a Tribal nation and does not have a Social Security
number; the telephone number associated with the Lifeline service;
the date on which the Lifeline service was initiated; the date on
which the Lifeline service was terminated, if it has been terminated;
the amount of support being sought for that subscriber; and the
means through which the subscriber qualified for Lifeline....

(8) All eligible telecommunications carriers must update an
existing Lifeline subscriber’s information in the Database within ten
business days of receiving any change to that information, except as
described in paragraph (b)(10) of this section....

(10) When an eligible telecommunications carrier de-enrolls a
subscriber, it must transmit to the Database the date of Lifeline
service de-enrollment within one business day of de-enrollment.”

#2 47 C.F.R. § 54.407(e) “In order to receive universal service support reimbursement, an
(2014) eligible telecommunications carrier must keep accurate records of the
revenues it forgoes in providing Lifeline services. Such records shall be
kept in the form directed by the Administrator and provided to the
Administrator at intervals as directed by the Administrator or as
provided in this subpart.”

#2 47 C.F.R. § 54.417(a) “Eligible telecommunications carriers must maintain records to

(2014) document compliance with all Commission and state requirements
governing the Lifeline and Tribal Link Up program for the three full
preceding calendar years and provide that documentation to the
Commission or Administrator upon request. Notwithstanding the
preceding sentence, eligible telecommunications carriers must maintain
the documentation required in [47 C.F.R.] § 54.410(d) and (f) for as long
as the subscriber receives Lifeline service from that eligible
telecommunications carrier.”
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Other Criteria Description
Matter
#1 47 C.F.R. § 54.413(b) “ An eligible resident of Tribal lands may receive the benefit of the
(2014) Tribal Link Up program for a second or subsequent time only for

otherwise qualifying commencement of telecommunications service at
a principal place of residence with an address different from the
address for which Tribal Link Up assistance was provided previously.”

#1 47 C.F.R. § 54.404(c) “Tribal Link Up and the National Lifeline Accountability Database. In
(2014) order to receive universal service support reimbursement for Tribal Link
Up, eligible telecommunications carriers operating in states that have
not provided the Commission with a valid certification pursuant to
paragraph (a) of this section, must comply with the following
requirements:

(1) Such eligible telecommunications carriers must query the Database
to determine whether a prospective Link Up recipient who has
executed a certification pursuant to § 54.410(d) has previously received
a Link Up benefit at the residential address provided by the prospective
subscriber.

(2) If the Database indicates that a prospective subscriber has received
a Link Up benefit at the residential address provided by the subscriber,
the eligible telecommunications provider must not seek Link Up
reimbursement for that subscriber.”
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DP George & Company

EXECUTIVE SUMMARY
July 7,2017

Mr. Rohan Ranaraja, Director
Choice Communications, LLC
1001 Technology Drive

2" Floor

Little Rock, AR 72223

Dear Mr. Ranaraja:

DP George & Company, LLC (DPG) audited the compliance of Choice Communications, LLC. (Beneficiary), study
area code 649002, using regulations and orders governing the federal Universal Service Low Income Support
Mechanism (also known as the Lifeline Program), set forth in 47 C.F.R. Part 54, as well as other program
requirements, including any state-mandated Lifeline requirements (collectively, the Rules). Compliance with the
Rules is the responsibility of the Beneficiary’s management. DPG’s responsibility is to make a determination
regarding the Beneficiary’s compliance with the Rules based on our limited scope audit.

DPG conducted the audit in accordance with Generally Accepted Government Auditing Standards (GAGAS)
issued by the Comptroller General of the United States (2011 Revision, as amended). Those standards require
that DPG plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
its findings and conclusions based on the audit objectives. The audit included examining, on a test basis,
evidence supporting the data used to calculate support, as well as performing other procedures we considered
necessary to form a conclusion. The evidence obtained provides a reasonable basis for DPG’s findings and
conclusions based on the audit objectives.

Based on the test work performed, our examination disclosed six detailed audit findings (Findings) discussed in
the Audit Results and Recovery Action section. For the purpose of this report, a Finding is a condition that
shows evidence of non-compliance with the Rules that were in effect during the audit period.

Certain information may have been omitted from this report concerning communications with USAC
management or other officials and/or details about internal operating processes or investigations. This report is
intended solely for the use of USAC, the Beneficiary, and the FCC and should not be used by those who have not
agreed to the procedures and taken responsibility for the sufficiency of those procedures for their purposes.
This report is not confidential and may be released to a requesting third party.
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We appreciate the cooperation and assistance extended by your staff during the audit.

Sincerely,

P ferge £ borspancy, 12C

DP George & Company, LLC
Alexandria, Virginia

cc: Wayne Scott, Vice President, Internal Audit Division
Vickie Robinson, USAC Acting Chief Executive Officer
Michelle Garber, USAC Vice President, Lifeline Division
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AUDIT RESULTS AND RECOVERY ACTION

Recommended
Audit Results Monetary Effect Recovery
Finding #1: 47 C.F.R. § 54.405(e)(4) — Improper Recertification $870 $870
Process: De-enrollment Deadline. The Beneficiary did not de-
enroll all subscribers by the de-enrollment deadline.
Finding #2: 47 C.F.R. § 54.410(d) & 54.410(f)(2)(iii) — Improper $204 $204
Recertification Documentation Disclosures. The Beneficiary’s
subscriber recertification documentation omitted required
disclosures.
Finding #3: 47 C.F.R. § 54.404(b) — NLAD and Form 497 S0 S0
Variance. The Beneficiary failed to remove subscribers from
NLAD within the required time frame.
Finding #4: 47 C.F.R. § 54.416(b) — Inaccurate Form 555 S0 S0
Reporting. The results reported on the January Form 555 were
not supported by the Beneficiary’s detailed recertification
results.
Finding #5: 47 C.F.R. § 54.405(e)(4) — Improper Recertification S0 S0
Process: Recertification Request. The recertification request
notification did not specify that the subscriber must respond
within 30 days.
Finding #6: 47 C.F.R. § 54.405(e)(3) — Improper Non-Usage S0 S0
Process: Non-Usage Notification. The non-usage notification
sent to subscribers did not specify that the subscriber must
cure non-usage within 30 days.
Total Net Monetary Effect $1,074 $1,074

USAC MANAGEMENT RESPONSE

USAC management concurs with the audit results and will seek recovery of the Lifeline Program support amount
noted in the chart above. USAC management will issue a separate memorandum to the Beneficiary to address
the audit results.

PURPOSE, SCOPE AND PROCEDURES

PURPOSE
The purpose of our audit was to determine whether the Beneficiary complied with the Rules.

SCOPE
The following chart summarizes the Lifeline Program support the Beneficiary received based on its FCC Form 497
(Form 497) for August 2015 (the audit period):

Support Type Number of Subscribers Amount of Support
Lifeline 1,485 $13,736

Note: The amount of support reflects disbursements as of the commencement of the audit.
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BACKGROUND
The Beneficiary is a competitive eligible telecommunications carrier (ETC) that operates in the Virgin Islands.

PROCEDURES
DPG performed the following procedures:

A.

Form 497
DPG obtained and examined the Beneficiary’s Form 497 for accuracy by comparing the amounts reported
against the National Lifeline Accountability Database (NLAD) and the Beneficiary’s data files.

Certification and Recertification Process

DPG obtained an understanding of the Beneficiary’s enrollment, certification, and recertification processes
relating to the Lifeline Program to determine whether the Beneficiary complied with the Rules. DPG also
obtained and examined certification and/or recertification documentation for 45 subscribers to determine
whether the subscribers were eligible to receive Lifeline Program discounts.

Subscriber Listing
DPG obtained and examined the Beneficiary’s subscriber listing and used computer assisted auditing
techniques to analyze the data files to determine whether:
o The total number of subscribers agreed to what was reported on the Form 497 and in NLAD.
e The data file contained subscribers who resided outside of the Beneficiary’s ETC-designated service
area.
e The data file contained duplicate subscribers.
e The data file contained blank telephone numbers/addresses or business names/addresses.
e Lifeline Program support was provided to subscribers whose lines were activated after the audit
period.
e Lifeline Program support was provided to subscribers whose lines were disconnected prior to the
audit period.

Lifeline Subscriber Discounts
DPG obtained and examined documentation to demonstrate the pass through of Lifeline Program support
for 45 subscribers.

Form 555
DPG obtained and examined the Beneficiary’s FCC Form 555 (Form 555) for accuracy by comparing the
amounts reported against the Beneficiary’s data files.

Non-Usage Process

DPG obtained an understanding of the Beneficiary’s non-usage process relating to the Lifeline Program to
determine whether the Beneficiary complied with the Rules. DPG also examined documentation to
determine whether the Beneficiary properly validated its low-income subscribers’ continued use of the
Lifeline-supported service.
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DETAILED AUDIT FINDINGS

Finding #1: 47 C.F.R. § 54.405(e)(4) — Improper Recertification Process: De-enrollment
Deadline

CONDITION

DPG noted 182 subscribers on the August 2015 subscriber listing who were identified in the 2014 detailed
recertification results as de-enrolled, or scheduled for de-enrollment. DPG selected a sample of 10 subscribers
from this group and requested support showing their de-enrollment date and a copy of the new certification
form establishing their eligibility for inclusion on the August 2015 Form 497. DPG also noted 65 subscribers on
the August 2015 subscriber listing who were previously listed as de-enrolled for non-usage. DPG selected a
sample of 5 subscribers from this group and requested the same support. DPG noted the following:

e The Beneficiary did not provide actual de-enrollment dates for any of the 15 selected subscribers;
however, a new certification form was provided for three of the 15 selected subscribers.

e Further inquiry identified that four of the subscribers listed in the detailed recertification results as de-
enrolled prior to recertification had submitted valid recertification forms and were not listed properly on
the Form 555.

e DPG identified one subscriber as part of certification/recertification testing who did not complete a 2014
recertification form but was claimed on the August 2015 Form 497.

DPG reviewed the NLAD database to determine if any of the subscribers above had been de-enrolled in NLAD.
Using the December 31, 2014 deadline® or the de-enrollment month for non-usage as the starting point, DPG
determined that the Beneficiary either did not de-enroll or delayed de-enroliment by a total of 94 months for
the sampled subscribers.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the recertification process and
did not have adequate procedures in place to de-enroll subscribers in accordance with the rules.

EFFECT

Support Type Monetary Effect Recommended Recovery
Lifeline $870 $870

! See Wireline Competition Bureau Reminds Carriers That They Must Re-Certify Eligibility of All Lifeline Subscribers by
December 31, 2012, Public Notice, WC Docket Nos. 03-109, et al.27 FCC Rcd 12327, 12327, at 1-2 (2012) (October 2012
Public Notice) (“ETCs and state agencies must recertify their base of subscribers as of June 1, 2012 and must complete the
recertification process by December 31, 2012.”); id. at 12328 (recertification is “not complete” until the ETC has de-enrolled
the non-responding or ineligible subscriber). Although the FCC’s October 2012 Public Notice specifically references
December 31, 2012, the FCC did not alter the December 31 cut-off date for subsequent recertification processes.
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DPG calculated the monetary effect by multiplying the number of additional months (94) the subscribers were
claimed on a Form 497 after December 2014 or after the non-usage de-enrollment month by the support
amount requested on the Form 497 ($9.25) and rounded to the nearest whole dollar.

RECOMMENDATION

DPG recommends that USAC management seek recovery of the amount identified in the Effect section above.
DPG also recommends that the Beneficiary implement policies and procedures to ensure it properly de-enrolls
subscribers who fail to cure non-usage or respond to its recertification requests by the required deadlines stated
in the Rules.

BENEFICIARY RESPONSE
Beneficiary has sufficient knowledge of the Rules governing the recertification process.
Failure to de-enroll a subscriber from the NLAD in a timely manner is an administrative
error and is not a reflection of Beneficiary’s overall understanding of the Rules of the
Lifeline program. Furthermore, this finding, based solely on the August 2015 audit
period, does not support the assertion that Beneficiary claimed each of the subscribers
in each month following December 2014. To determine if a subscriber was claimed on
the Form 497, the auditors would first have to audit every filing period beginning
January 2015, until the last subscriber in question was determined to be de-enrolled
from NLAD. This recommendation is overly broad and the basis for recovery is
unproven.

Since the audit period, Beneficiary has implemented procedures to ensure subscribers
are de-enrolled from NLAD in a timely manner.

DPG RESPONSE

The rules at 47 C.F.R. § 54.405(e)(3) and (4) specify that subscribers who fail to use their phone for a period of
90 days or fail to respond to recertification requests must be de-enrolled from the Lifeline program. All of the
subscribers identified by this finding were designated by the Beneficiary as either de-enrolled for non-usage or
scheduled for de-enrollment as a result of the recertification process. The rules at 47 C.F.R. § 54.404(b)(6) and
(10) require the Beneficiary to record in NLAD, the date on which Lifeline service is terminated and to transmit
Lifeline service de-enrollment to NLAD within one business day of de-enrollment. The Beneficiary clearly
claimed each of the identified subscribers in the audit period and, in response to our inquiry, provided no
evidence from either its own records or through required reporting in NLAD to indicate that the subscribers
were 1) removed or 2) re-enrolled in the period between when they were first identified for de-enroliment and
the audit period. The rules at 47 C.F.R. § 54.407(e) further indicate that “in order to receive universal service
support reimbursement, an eligible telecommunications carrier must keep accurate records of the revenue it
forgoes in providing Lifeline services.” Subsequent to the Beneficiary’s audit response above, DPG contacted the
Beneficiary to provide confirmation whether the subscribers identified in our finding were claimed in the
months identified outside the audit period. The Beneficiary responded that it researched several of the
subscribers listed and found the finding to be accurate. For these reasons, DPG’s position on this finding
remains unchanged.
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| Finding #2: 47 C.F.R. § 54.410(d) & 54.410(f)(2)(iii) — Improper Recertification Documentation
|Disc|osures

CONDITION

DPG examined certification documentation for a sample of 21 subscribers and recertification documentation for
a sample of 24 subscribers to determine whether the documentation contained all of the required disclosures.
We noted that the disclosures below were omitted from the subscriber recertification documentation:

Number of
Affected
Subscribers
Recertification
Disclosure Documentation
Lifeline is a federal benefit and that willfully making false statements to 22

obtain the benefit can result in fines, imprisonment, de-enrollment or being
barred from the program (47 C.F.R. § 54.410(d)(1)(i))

A household is defined, for purposes of the Lifeline program, as any 22
individual or group of individuals who live together and share income and
expenses (47 C.F.R. § 54.410(d)(1)(iii))

A household is not permitted to receive Lifeline benefits from multiple 22
providers (47 C.F.R. § 54.410(d)(1)(iv))
Violation of the one-per-household limitation constitutes a violation of the 22

Commission’s rules and will result in the subscribers de-enrollment from the
program (47 C.F.R. § 54.410(d)(1)(v))

Lifeline is a non-transferable benefit and the subscriber may not transfer his 22
or her benefit to any other person (47 C.F.R. § 54.410(d)(1)(vi))

Portion of disclosure omitted: “Under penalty of perjury” (47 C.F.R. § 22
54.410(d)(3))

The subscriber meets the income-based or program-based eligibility criteria 22
for receiving Lifeline (47 C.F.R. § 54.410(d)(3)(i))

The subscriber will notify the carrier within 30 days if for any reason he or 22

she no longer satisfies the criteria for receiving Lifeline including, as relevant,
if the subscriber no longer meets the income-based or program-based
criteria for receiving Lifeline support, the subscriber is receiving more than
one Lifeline benefit, or another member of the subscriber's household is
receiving a Lifeline benefit (47 C.F.R. § 54.410(d)(3)(ii))

The subscriber’s household will receive only one Lifeline service and, to the 22
best of his or her knowledge, the subscriber’s household is not already
receiving a Lifeline service (47 C.F.R. § 54.410(d)(3)(vi))

Form provided uses the wording “No one in my household is receiving
Lifeline benefits from another provider to my knowledge”

The information contained in the subscriber’s certification form is true and 22
correct to the best of his or her knowledge (47 C.F.R. § 54.410(d)(3)(vii))
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Number of
Affected
Subscribers
Recertification
Disclosure Documentation
The subscriber acknowledges that the subscriber may be required to re- 22
certify his or her continued eligibility for Lifeline at any time, and the
subscriber's failure to re-certify as to his or her continued eligibility will result
in de-enrollment and the termination of the subscriber's Lifeline benefits
pursuant to §54.405(e)(4) (47 C.F.R. § 54.410(d)(3)(ix))
Form provided uses the wording “if you fail to recertify yearly, your service
may be interrupted and/or you may be required to move to a different rate
plan”
Total 22

The Beneficiary must list all of the required disclosures on the subscriber recertification documentation.
Because the recertification documentation did not contain the required language, the subscribers did not
receive the required disclosures. Therefore, DPG cannot conclude that these subscribers were eligible to receive
Lifeline Program support.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing compliance with the required
disclosures.

EFFECT

Support Type Monetary Effect Recommended Recovery
Lifeline $204 $204

DPG calculated the monetary effect by multiplying the number of affected subscribers tested (22) by the
support amount requested on the August 2015 Form 497 ($9.25) and rounded to the nearest whole dollar.

RECOMMENDATION

DPG recommends that USAC management seek recovery of the amount identified in the Effect section above.
We further recommend that the Beneficiary implement policies and procedures to ensure that it adheres to the
disclosure requirements established by the Rules and provide the proper certification disclosures to its
subscribers, as required by the Rules.

BENEFICIARY RESPONSE
Beneficiary fully understands the rules surrounding recertification requirements, and
Beneficiary asserts that it has met the requirements set forth in the Rules.

The FCC’s rules do not require Lifeline providers to use the exact language contained in the rules
governing disclosures on certification forms. This is evidenced by Section 54.410(d), which requires

carriers to use “clear, easily understood language”. If carriers were required to use the exact language
set forth in the rules, then there would have been no need for Section 54.410(d) to require clear, easily
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understood language; instead, providers are permitted to use their own phrasing, as long as the
substance of each disclosure and affirmation is conveyed using language that is clear and easily
understood. Some of the disclosures listed as missing were actually included, just not using the exact
language of the rule.

Beneficiary’s IVR script was designed to avoid overwhelming the customer with legalistic verbiage.
Beneficiary felt that some of the disclosures would be more easily understood if they were simplified,
consistent with the rules. In addition, Beneficiary worked to keep the call short so it is more user-
friendly. Several of the items identified as “missing” are included in beneficialry’s intial certification
form, and each customer is made aware of, and certifies understanding of those items prior to receiving
a Lifeline benefit. A customer’s benefit should not be invalidated purely because he or she listened and
responded to disclosures designed for brevity and clarity.

Lastly, Beneficiary disagrees with the auditor’s recommendation that USAC recover the reimbursements
paid to the beneficiary for providing Lifeline to these customers. These are undoubtedly eligible
subscribers, as they were confirmed as non-duplicates when they initially enrolled in NLAD. In the
course of their recertification calls, these customers certified that they continue to be eligible under the
program with which they originally qualified. They also certified that only one person in their household
would receive Lifeline, and that providing false or fraudulent information to obtain Lifeline benefits is
punishable by law. Given that these are elgibile customers who have completed substantially all
required certifications, there is no justification for concluding that the support paid to the Beneficiary
for serving these customers is somehow improper. The Beneficiary has provided discounted service to
these customers in good faith, and should not be subject to a retroactive requirement to provide free
service to legitimate customers.

However, in light of these findings, Beneficiary is in the process of updating its IVR script
in a way that further complies with all applicable requirements and fully addresses the
concerns noted above.

DPG RESPONSE

The rules at 47 C.F.R. § 54.410(b)(1)(i) and (c)(1)(i) specify that “an eligible telecommunications carrier must not
seek reimbursement for providing Lifeline to a subscriber, unless the carrier has received a certification of
eligibility from the prospective subscriber that complies with the requirements set forth in paragraph (d).”
Regarding the recertification process performed by the eligible telecommunications carrier, 47 C.F.R. §
54.410(f)(2)(iii) also refers to the same requirements in paragraph (d) when identifying the information that
must be obtained for the recertification process. The paragraph (d) language is specific with regard to the
information that should be disclosed to, obtained from, and certified by the subscriber. The Beneficiary
presents these requirements in its initial application form using language that mirrors each of the requirements
in the rules. The wording used in the recertification IVR does not incorporate the language used in paragraph (d)
for the disclosures identified and therefore does not clearly convey the information intended by the rules.
Because the Beneficiary did not comply with all of the requirements set forth in paragraph (d), the Beneficiary is
not entitled to seek reimbursement for the identified subscribers. For this reason, DPG’s position on this finding
remains unchanged.
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Finding #3: 47 C.F.R. § 54.404(b) — NLAD and Form 497 Variance

CONDITION

DPG examined the Beneficiary’s subscriber data in the National Lifeline Accountability Database (NLAD) and on
the audit period subscriber listing to identify subscribers reflected in NLAD and not claimed on the August 2015
Form 497. From these subscribers, DPG identified 53 customers who were previously scheduled for de-
enrollment by the Beneficiary but were listed in NLAD as of the audit period. DPG requested an explanation and
related support for five of these subscribers, clarifying why the subscribers had not been removed from NLAD.
The Beneficiary indicated that failure to remove these customers from NLAD in a timely manner was an
administrative error. The Beneficiary is required to submit subscriber de-enrollment information to NLAD within
one business day of de-enroliment.

CAUSE

The Beneficiary did not have an adequate system in place for transmitting and/or updating its existing subscriber
data in NLAD. The Beneficiary indicated that failure to remove these customers from NLAD in a timely manner
was an administrative error.

EFFECT

There is no monetary effect for the subscribers not de-enrolled in NLAD because these subscribers were not
claimed on the Form 497. However, not de-enrolling customers in NLAD within the required timeframe creates
the potential for subscribers to be flagged for duplicate resolution unnecessarily.

RECOMMENDATION
DPG recommends that the Beneficiary implement an adequate system to transmit and/or update its existing
subscriber data in NLAD, and maintain adequate documentation to demonstrate compliance with the Rules.

BENEFICIARY RESPONSE
Since the audit period, Beneficiary has implemented procedures to ensure subscribers are de-enrolled
from NLAD in a timely manner.

Finding #4: 47 C.F.R. § 54.416(b) — Inaccurate Form 555 Reporting

CONDITION

DPG examined the Beneficiary’s detailed recertification results to determine whether the Beneficiary could
substantiate the number of subscribers reported on the January 2015 Form 555. The detailed recertification
results agreed to the Form 555. However, DPG noted that the sum of Blocks F and K on the Form 555 did not
equal Block E. Further review of the detailed recertification results and inquiry with the Beneficiary identified 83
subscribers reported as both de-enrolled prior to recertification attempt under Block D and contacted directly to
recertify eligibility under Block F. If the subscriber was de-enrolled prior to recertification attempt, then they
should not have been reported as contacted to recertify. DPG further noted 31 subscribers who completed new
certifications were included on the Form 555 under Block G as subscribers responding to contact instead of
under Block H as non-responding subscribers. When performing de-enrollment testing, DPG also identified four
subscribers who were reported on the Form 555 as de-enrolled prior to recertification attempt but were
identified during our testing as having submitted a valid recertification form.
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CAUSE

The Beneficiary did not have an adequate system in place for collecting, reporting, and monitoring data to
report the correct number of subscribers on the Form 555 and did not recognize when it initially reported its
Form 555 numbers that it had incorrectly included 83 subscribers as contacted directly to recertify.

EFFECT

DPG is unable to calculate the monetary effect, as it does not correspond to a specific amount claimed for
reimbursement on the Form 497. However, because an adequate system was not in place for collecting,
reporting and monitoring data, there is a risk that the Beneficiary may not have de-enrolled all of the subscribers

it was required to de-enroll and continued to claim these subscribers for reimbursement on subsequent Forms
497.

RECOMMENDATION
DPG recommends that the Beneficiary implement an adequate system to report the correct number of
subscribers on the Form 555 and maintain documentation to demonstrate compliance with the Rules.

BENEFICIARY RESPONSE
Beneficiary has since implemented processes and better trained its employees in an
effort to prevent these errors from occurring in the future.

| Finding #5: 47 C.F.R. § 54.405(e)(4) — Improper Recertification Process: Recertification
|Request

CONDITION

DPG examined the Beneficiary’s recertification process used to report information on the January 2015 Form
555. We noted that the Beneficiary’s recertification requests did not specify that the subscriber must respond
within 30 days of the date of the request. The Beneficiary must inform subscribers using clear, easily understood
language, that failure to respond to the recertification request within 30 days of the date of the request will
trigger de-enrollment from the Lifeline Program.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the recertification process.

EFFECT
DPG is unable to calculate the monetary effect for this finding, as it is not known how many subscribers did not
respond in the appropriate time period as a result of the 30-day response deadline not being communicated.

RECOMMENDATION
DPG recommends that the Beneficiary revise the language in its recertification request to clearly indicate that
subscribers have 30 days to respond to the request or they will be de-enrolled.

BENEFICIARY RESPONSE
Beneficiary was fully aware of the requirement to give subscribers a 30-day notice to

complete recertification. The Beneficiary made efforts to reach customers a minimum of
30 days prior to the end of the recertification period via voice, mail and text message.

Page 11 of 17

Page 176 of

224



Briefing book excludes all materials discussed in Executive Session

All notifications alerted customers that failure to recertify would result in de-enrollment
from the Lifeline program

In light of this finding, Beneficiary has updated the language of its recertification notifications to clearly
indicate the deadline for recertification based on the new rolling recertification requirements effective
July 1, 2017.

DPG RESPONSE

The rules at 47 C.F.R. § 54.405(e)(4) specify that the recertification request sent to subscribers must notify
subscribers in writing that failure to respond to the Beneficiary’s recertification request within 30 days of the
date of the request will trigger de-enrollment from the Lifeline Program. The Beneficiary’s written notification
did not include language notifying subscribers of the 30 day period to respond and therefore did not comply
with the rules. For this reason, DPG’s position on this finding remains unchanged.

Finding #6: 47 C.F.R. § 54.405(e)(3) — Improper Non-Usage Process: Non-Usage Notification

CONDITION

DPG examined the Beneficiary’s process for tracking and de-enrolling subscribers for the non-usage results
reported on the January 2015 Form 555. The non-usage notification messages the Beneficiary sent to
subscribers, via both mail and text, stated that in order to retain service, the subscriber must begin using the
phone immediately. The notifications did not clearly indicate that if the phone was not used in 30 days, service
would be terminated. The Beneficiary must provide the subscriber 30 days’ notice, using clear, easily
understood language, that the subscriber’s failure to use the Lifeline service within the 30-day notice period will
result in service termination for non-usage.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the non-usage process.

EFFECT

There is no monetary effect for this finding, as DPG noted that while the Beneficiary did not indicate the number
of days on the notification, its policy was to terminate service if non-usage was not cured 30 days after the
notification.

RECOMMENDATION

DPG recommends that the Beneficiary revise the language in its non-usage notifications to clearly identify the
number of days the subscriber has from the date of notification to cure non-usage and avoid service
termination. The rules have been changed since the audit period and now allow only 15 days from the date of
notification.

BENEFICIARY RESPONSE
Beneficiary was fully aware of the requirement to terminate a Lifeline customer’s benefits when a
customer had non-usage over a 30 day period and did terminate Lifeline benefits to customers that had
non-usage over a 30-day period. Beneficiary made efforts to reach customers via both mail and text
messages and did not specifically reference a 30 day period to avoid customer confusion.
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In light of this finding, Beneficiary has updated the language on its non-usage
notification to clearly indicate that subscriber must use his or her device within 15 days

of the notification to avoid service termination.

DPG RESPONSE
The rules at 47 C.F.R. § 54.405(e)(3) specify that the non-usage notifications sent to subscribers must indicate in

writing that the subscriber’s failure to use the Lifeline service within the 30 day notice period will result in
service termination. The Beneficiary’s written notification did not include language notifying subscribers of the
30 day notice period to respond and therefore did not comply with the rules. For this reason, DPG’s position on

this finding remains unchanged.
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CRITERIA

Finding | Criteria Description

#1, #3 47 C.F.R. § “(b) The National Lifeline Accountability Database. In order to receive
54.404(b)(6), (8), (10) Lifeline support, eligible telecommunications carriers operating in
(2014) states that have not provided the Commission with approved valid

certification pursuant to paragraph (a) of this section must comply with
the following requirements: ...

(6) Eligible telecommunications carriers must transmit to the
Database in a format prescribed by the Administrator each new and
existing Lifeline subscriber’s full name; full residential address; date
of birth and the last four digits of the subscriber’s Social Security
number or Tribal Identification number, if the subscriber is a
member of a Tribal nation and does not have a Social Security
number; the telephone number associated with the Lifeline service;
the date on which the Lifeline service was initiated; the date on
which the Lifeline service was terminated, if it has been terminated;
the amount of support being sought for that subscriber; and the
means through which the subscriber qualified for Lifeline....

(8) All eligible telecommunications carriers must update an
existing Lifeline subscriber’s information in the Database within ten
business days of receiving any change to that information, except as
described in paragraph (b)(10) of this section....

(10) When an eligible telecommunications carrier de-enrolls a
subscriber, it must transmit to the Database the date of Lifeline
service de-enrollment within one business day of de-enrollment.”
#1, #5 47 C.F.R. § “De-enrollment for failure to re-certify. Notwithstanding paragraph
54.405(e)(4) (2014) (e)(1) of this section, an eligible telecommunications carrier must de-
enroll a Lifeline subscriber who does not respond to the carrier’s
attempts to obtain re-certification of the subscriber’s continued
eligibility as required by [47 C.F.R.] § 54.410(f).”

#1, #6 47 C.F.R. § “De-enrollment for non-usage. Notwithstanding paragraph (e)(1) of this
54.405(e)(3) (2014) section, if a Lifeline subscriber fails to use, as ‘usage’ is defined in [47
C.F.R.] § 54.407(c)(2), for 60 consecutive days a Lifeline service that
does not require the eligible telecommunications carrier to assess or
collect a monthly fee from its subscribers, an eligible
telecommunications carrier must provide the subscriber 30 days’
notice, using clear, easily understood language, that the subscriber’s
failure to use the Lifeline service within the 30-day notice period will
result in service termination for non-usage under this paragraph. If the
subscriber uses the Lifeline service within 30 days of the carrier
providing such notice, the eligible telecommunications carrier shall not
terminate the subscriber’s Lifeline service.”

#1 47 C.F.R. § 54.407(e) “In order to receive universal support reimbursement, an eligible
(2014) telecommunications carrier must keep accurate records of the revenues
it forgoes in providing Lifeline services. Such records shall be kept in
the form directed by the Administrator and provided to the
Administrator at intervals as directed by the Administrator or as
provided in this subpart.”
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Finding | Criteria Description
#1 Wireline Competition “ETCs and state agencies must re-certify their base of subscribers as of
Bureau Reminds June 1, 2012 and must complete the re-certification process by
Carriers That They Must | December 31.... The re-certification process is not considered
Re-Certify Eligibility of ‘complete’ until the ETC has de-enrolled all subscribers that failed to
All Lifeline Subscribers respond to a re-certification request or are no longer eligible, or where
by December 31, 2012, | a database query by the ETC or state agency indicates the subscriber is
Public Notice, WC no longer eligible and the subscriber has not provided a valid re-
Docket Nos. 03-109, et | certification pursuant to [47 C.F.R.] § 54.410(d).”
al., 27 FCC Red 12327,
12327, 1-2 (Oct. 2012)
(October 2012 Public
Notice) (internal
footnotes omitted).
#2 47 C.F.R. § 54.407(b) “An eligible telecommunications carrier may receive universal service
(2014) support reimbursement for each qualifying low-income consumer
served.”
#2 47 C.F.R. § “(b) Initial income-based eligibility determination. (1) Except where a
54.410(b)(1)(i), (c)(2)(i) | state Lifeline administrator or other state agency is responsible for the
(2014) initial determination of a subscriber’s eligibility when a prospective
subscriber seeks to qualify for Lifeline or using the income-based
eligibility criteria provided for in § 54.409(a)(1) or (a)(3) an eligible
telecommunications carrier:

(i) Must not seek reimbursement for providing Lifeline to a subscriber,
unless the carrier has received a certification of eligibility from the
prospective subscriber that complies with the requirements set forth in
paragraph (d) of this section and has confirmed eligibility...

(c) Initial program-based eligibility determination. (1) Except where a
state Lifeline administrator or other state agency is responsible for the
initial determination of a subscriber’s eligibility when a prospective
subscriber seeks to qualify for Lifeline or using the program-based
eligibility criteria set forth in § 54.409(a)(2), (a)(3) or (b) an eligible
telecommunications carrier:

(i) Must not seek reimbursement for providing Lifeline to a subscriber
unless the carrier has received a certification of eligibility from the
subscriber that complies with the requirements set forth in paragraph
(d) of this section and has confirmed the subscriber’s program-based
eligibility...”

#2 47 C.F.R. § 54.410(d) “(d) Eligibility certifications. Eligible telecommunications carriers and

(2014)

state Lifeline administrators or other state agencies that are responsible
for the initial determination of a subscriber’s eligibility for Lifeline must

provide prospective subscribers Lifeline certification forms that in clear,
easily understood language:

(1) Provide the following information:
(i) Lifeline is a federal benefit and that willfully making false
statements to obtain the benefit can result in fines,
imprisonment, de-enrollment or being barred from the
program;
(iii) A household is defined, for purposes of the Lifeline
program, as any individual or group of individuals who live
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Finding

Criteria

Description

together and share income and expenses;
(iv) A household is not permitted to receive Lifeline benefits
from multiple providers;
(v) Violation of the one-per-household limitation constitutes a
violation of the Commission’s rules and will result in the
subscribers de-enrollment from the program;
(vi) Lifeline is a non-transferable benefit and the subscriber
may not transfer his or her benefit to any other person.

(2) Require each prospective subscriber to provide the following

information:
(i) The subscriber’s full residential address;
(iv) The subscriber’s billing address, if different from the
subscriber’s residential address;
(v) The subscriber’s date of birth;
(vi) The last four digits of the subscriber’s social security
number, or the subscriber’s Tribal identification number, if the
subscriber is a member of a Tribal nation and does not have a
social security number;
(vii) If the subscriber is seeking to qualify for Lifeline under the
program-based criteria, as set forth in § 54.409, the name of
the qualifying assistance program from which the subscriber,
his or her dependents, or his or her household receives
benefits;
(viii) If the subscriber is seeking to qualify for Lifeline under
the income-based criterion, as set forth in § 54.409, the
number of individuals in his or her household.

(3) Require each prospective subscriber to certify, under penalty of
perjury, that:

(i) The subscriber meets the income-based or program-based
eligibility criteria for receiving Lifeline;
(i) The subscriber will notify the carrier within 30 days if for
any reason he or she no longer satisfies the criteria for
receiving Lifeline including, as relevant, if the subscriber no
longer meets the income-based or program-based criteria for
receiving Lifeline support, the subscriber is receiving more
than one Lifeline benefit, or another member of the
subscriber's household is receiving a Lifeline benefit;
(iv) If the subscriber moves to a new address, he or she will
provide that new address to the eligible telecommunications
carrier within 30 days
(vi) The subscriber’s household will receive only one Lifeline
service and, to the best of his or her knowledge, the
subscriber’s household is not already receiving a Lifeline
service;
(vii) The information contained in the subscriber’s certification
form is true and correct to the best of his or her knowledge;
(ix) The subscriber acknowledges that the subscriber may be
required to re-certify his or her continued eligibility for Lifeline
at any time, and the subscriber's failure to re-certify as to his
or her continued eligibility will result in de-enrollment and the
termination of the subscriber's Lifeline benefits.”

#2

47CF.R. §

“Annual eligibility re-certification process. All eligible
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Finding

Criteria

Description

54.410()(1), (2)(iii)
(2014)

telecommunications carriers must annually re-certify all subscribers
except for subscribers in states where a state Lifeline administrator or
other state agency is responsible for re-certification of subscribers’
Lifeline eligibility. In order to re-certify a subscriber’s eligibility, an
eligible telecommunications carrier must confirm a subscriber’s current
eligibility to receive Lifeline by: ... Obtaining a signed certification from
the subscriber that meets the certification requirements in paragraph
(d) of this section.”

#4

47 C.F.R. § 54.416(b)
(2014)

“All eligible telecommunications carriers must annually provide the
results of their re-certification efforts, performed pursuant to [47
C.F.R.] § 54.410(f), to the Commission and the Administrator.”

#4

Annual Lifeline Eligible
Telecommunications
Carrier Certification
Form Instructions,
OMB 3060-0819 (Nov.
2014), at 3 (FCC Form
555 Instructions)

“Block D

Report the number of subscribers who de-enrolled from Lifeline prior to
the ETC’s attempt to recertify continued eligibility, either directly,
through the use of a third-party administrator (such as USAC), by a state
administrator, or by access to a state eligibility database. This number
should include all subscribers who de-enrolled for any reason, including
those subscribers that discontinued Lifeline service with the ETC on
their own initiative and those that the ETC de-enrolled from Lifeline (for
example, those de-enrolled for non-usage). If no subscribers were de-
enrolled from Lifeline prior to the recertification attempt, the ETC
should enter zero in Block D....

Block F

Report the number of Lifeline subscribers the ETC contacted directly to
obtain recertification of eligibility. Enter zero if the ETC relied solely on
methods other than direct contact with subscribers (e.g., consulting a
state database or relying on a Lifeline administrator) to recertify
eligibility. If the eligibility of any subscriber was reviewed through the
use of a state database or state administrator and subsequently
contacted directly by the ETC in an attempt to recertify eligibility, those
subscribers should be recorded in Block F through J as appropriate and
not in Blocks K and L. All subscribers subject to recertification,
calculated in Block E, must be accounted for in Block F or Block K. The
total of Blocks F and K should equal the number reported in Block E.”

#6

47CFR.§
54.407(c)(2) (2014)

“After service activation, an eligible telecommunications carrier shall
only continue to receive universal service support reimbursement for
such Lifeline service provided to subscribers who have used the service
within the last 60 days, or who have cured their non-usage as provided
forin 47 C.F.R. § 54.405(e)(3). Any of these activities, if undertaken by
the subscriber will establish ‘usage’ of the Lifeline service:

(i) Completion of an outbound call;

(ii) Purchase of minutes from the eligible telecommunications

carrier to add to the subscriber’s service plan;

(iii) Answering an incoming call from a party other than the eligible

telecommunications carrier or the eligible telecommunications

carrier’s agent or representative; or

(iv) Responding to direct contact from the eligible communications

carrier and confirming that he or she wants to continue receiving

the Lifeline service.”
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DP George & Company

EXECUTIVE SUMMARY
August 9, 2017

Mr. Rohan Ranaraja, Director
Choice Communications, LLC
1001 Technology Drive

2" Floor

Little Rock, AR 72223

Dear Mr. Ranaraja:

DP George & Company, LLC (DPG) audited the compliance of Commnet of Nevada, LLC (Beneficiary), study area
code 559007, using regulations and orders governing the federal Universal Service Low Income Support
Mechanism (also known as the Lifeline Program), set forth in 47 C.F.R. Part 54, as well as other program
requirements, including any state-mandated Lifeline requirements (collectively, the Rules). Compliance with the
Rules is the responsibility of the Beneficiary’s management. DPG’s responsibility is to make a determination
regarding the Beneficiary’s compliance with the Rules based on our limited scope audit.

DPG conducted the audit in accordance with Generally Accepted Government Auditing Standards (GAGAS)
issued by the Comptroller General of the United States (2011 Revision, as amended). Those standards require
that DPG plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
its findings and conclusions based on the audit objectives. The audit included examining, on a test basis,
evidence supporting the data used to calculate support, as well as performing other procedures we considered
necessary to form a conclusion. The evidence obtained provides a reasonable basis for DPG’s findings and
conclusions based on the audit objectives.

Based on the test work performed, our examination disclosed five detailed audit findings (Findings) discussed in
the Audit Results and Recovery Action section. For the purpose of this report, a Finding is a condition that
shows evidence of non-compliance with the Rules that were in effect during the audit period.

Certain information may have been omitted from this report concerning communications with USAC
management or other officials and/or details about internal operating processes or investigations. This report is
intended solely for the use of USAC, the Beneficiary, and the FCC and should not be used by those who have not
agreed to the procedures and taken responsibility for the sufficiency of those procedures for their purposes.
This report is not confidential and may be released to a requesting third party.
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We appreciate the cooperation and assistance extended by your staff during the audit.

Sincerely,

P ferge £ borspancy, 12C

DP George & Company, LLC
Alexandria, Virginia

cc: Wayne Scott, Vice President, Internal Audit Division
Vickie Robinson, USAC Acting Chief Executive Officer
Michelle Garber, USAC Vice President, Lifeline Division
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AUDIT RESULTS AND RECOVERY ACTION

Recommended
Audit Results Monetary Effect Recovery
Finding #1: 47 C.F.R. § 54.405(e)(4) — Improper Recertification $1,315 $1,315

Process: De-enrollment Deadline. The Beneficiary did not de-
enroll all subscribers by the de-enrollment deadline.

Finding #2: 47 C.F.R. § 54.410(d) & 54.410(f)(2)(iii) — Improper $286 $286
Recertification Documentation Disclosures. The Beneficiary’s
subscriber recertification documentation omitted required
disclosures.

Finding #3: 47 C.F.R. § 54.404(b) — NLAD and Form 497 S0 S0
Variance. The Beneficiary failed to remove subscribers from
NLAD within the required time frame.

Finding #4: 47 C.F.R. § 54.405(e)(4) — Improper Recertification S0 S0
Process: Recertification Request. The recertification request
notification did not specify that the subscriber must respond
within 30 days.

Finding #5: 47 C.F.R. § 54.405(e)(3) — Improper Non-Usage S0 S0
Process: Non-Usage Notification. The non-usage notification
sent to subscribers did not specify that the subscriber must
cure non-usage within 30 days.

Total Net Monetary Effect $1,601 $1,601

USAC MANAGEMENT RESPONSE

USAC management concurs with the audit results and will seek recovery of the Lifeline Program support amount
noted in the chart above. USAC management will issue a separate memorandum to the Beneficiary to address
the audit results.

PURPOSE, SCOPE AND PROCEDURES

PURPOSE
The purpose of our audit was to determine whether the Beneficiary complied with the Rules.

SCOPE
The following chart summarizes the Lifeline Program support the Beneficiary received based on its FCC Form 497
(Form 497) for August 2015 (the audit period):

Support Type Number of Subscribers Amount of Support
Lifeline 1,442 $27,714

Note: The amount of support reflects disbursements as of the commencement of the audit.

BACKGROUND
The Beneficiary is a competitive eligible telecommunications carrier (ETC) that operates in the Nevada.
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PROCEDURES
DPG performed the following procedures:

A.

Form 497
DPG obtained and examined the Beneficiary’s Form 497 for accuracy by comparing the amounts reported
against the National Lifeline Accountability Database (NLAD) and the Beneficiary’s data files.

Certification and Recertification Process

DPG obtained an understanding of the Beneficiary’s enrollment, certification, and recertification processes
relating to the Lifeline Program to determine whether the Beneficiary complied with the Rules. DPG also
obtained and examined certification and/or recertification documentation for 45 subscribers to determine
whether the subscribers were eligible to receive Lifeline Program discounts.

Subscriber Listing
DPG obtained and examined the Beneficiary’s subscriber listing and used computer assisted auditing
techniques to analyze the data files to determine whether:
e The total number of subscribers agreed to what was reported on the Form 497 and in NLAD.
e The data file contained subscribers who resided outside of the Beneficiary’s ETC-designated service
area.
e The data file contained duplicate subscribers.
e The data file contained blank telephone numbers/addresses or business names/addresses.
e Lifeline Program support was provided to subscribers whose lines were activated after the audit
period.
e Lifeline Program support was provided to subscribers whose lines were disconnected prior to the
audit period.

Lifeline Subscriber Discounts
DPG obtained and examined documentation to demonstrate the pass through of Lifeline Program support
for 45 subscribers.

Form 555
DPG obtained and examined the Beneficiary’s FCC Form 555 (Form 555) for accuracy by comparing the
amounts reported against the Beneficiary’s data files.

Non-Usage Process

DPG obtained an understanding of the Beneficiary’s non-usage process relating to the Lifeline Program to
determine whether the Beneficiary complied with the Rules. DPG also examined documentation to
determine whether the Beneficiary properly validated its low-income subscribers’ continued use of the
Lifeline-supported service.
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DETAILED AUDIT FINDINGS

Finding #1: 47 C.F.R. § 54.405(e)(4) — Improper Recertification Process: De-enrollment
Deadline

CONDITION

DPG noted 265 subscribers on the August 2015 subscriber listing who were identified in the 2014 detailed
recertification results as de-enrolled, or scheduled for de-enrollment. DPG selected a sample of 10 subscribers
from this group and requested support showing their de-enrollment date and a copy of the new certification
form establishing their eligibility for inclusion on the August 2015 Form 497. DPG also noted 95 subscribers on
the August 2015 subscriber listing who were previously listed as de-enrolled for non-usage. DPG selected a
sample of 4 subscribers from this group and requested the same support. DPG noted the following:

e The Beneficiary did not provide new certification forms for six of the selected subscribers.
e The Lifeline disconnect dates indicated by the Beneficiary for seven subscribers were not supported by a
corresponding de-enrollment date in NLAD.

Without evidence indicating that these subscribers were 1) removed or 2) re-enrolled by a new certification
form, DPG concluded that 9 of the 14 subscribers tested were claimed after de-enrollment for non-response or
non-usage. Using the subscriber Lifeline disconnect date provided by the Beneficiary, the December 31, 2014
deadline’ or the de-enrollment month for non-usage as the starting point, DPG determined that the Beneficiary
either did not de-enroll or delayed de-enrollment by a total of 80 months for the sampled subscribers. DPG
contacted the Beneficiary to provide confirmation whether the subscribers identified in our testing were
claimed in the months identified outside the audit period. The Beneficiary responded that it researched several
of the subscribers listed and found this to be accurate.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the recertification process and
did not have adequate procedures in place to de-enroll subscribers in accordance with the rules.

EFFECT

Support Type Monetary Effect Recommended Recovery
Lifeline $1,315 $1,315

! See Wireline Competition Bureau Reminds Carriers That They Must Re-Certify Eligibility of All Lifeline Subscribers by
December 31, 2012, Public Notice, WC Docket Nos. 03-109, et al., 27 FCC Rcd 12327, 12327 (2012) (October 2012 Public
Notice) (“ETCs and state agencies must re-certify their base of subscribers as of June 1, 2012 and must complete the
recertification process by December 31, 2012.”); id. at 12328 (recertification is “not considered ‘complete’” until the ETC
has de-enrolled the non-responding or ineligible subscriber). Although the FCC’'s October 2012 Public Notice specifically
references December 31, 2012, the FCC did not alter the December 31 cut-off date for subsequent recertification processes.

Page 5 of 16

Page 190 of 224



Briefing book excludes all materials discussed in Executive Session

DPG calculated the monetary effect by multiplying the number of additional months that Tribal (23 months) and
Non-Tribal (57 months) subscribers were claimed on a Form 497 after the specified de-enrollment month or
after December 2014 by the support amount requested on the Form 497 ($34.25 — Tribal, $9.25 — Non-Tribal)
and rounded to the nearest whole dollar.

RECOMMENDATION

DPG recommends that USAC management seek recovery of the amount identified in the Effect section above.
DPG also recommends that the Beneficiary implement policies and procedures to ensure it properly de-enrolls
subscribers who fail to cure non-usage or respond to its recertification requests by the required deadlines stated
in the Rules.

BENEFICIARY RESPONSE
Beneficiary has sufficient knowledge of the rules governing the recertification process.
Failure to de-enroll a subscriber from NLAD in a timely manner is an administrative error
and is not a reflection of Beneficiary’s overall understanding of the Rules of the Lifeline
program. Since the audit period, Beneficiary has implemented procedures to ensure
subscribers are de-enrolled from NLAD in a timely manner.

| Finding #2: 47 C.F.R. § 54.410(d) & 54.410(f)(2)(iii) — Improper Recertification Documentation
|Disc|osures

CONDITION

DPG examined certification documentation for a sample of 33 subscribers and recertification documentation for
a sample of 12 subscribers to determine whether the documentation contained all of the required disclosures.
We noted that the disclosures below were omitted from the subscriber recertification documentation:

Number of
Affected

Subscribers

Recertification
Disclosure Documentation

Lifeline is a federal benefit and that willfully making false statements to 12
obtain the benefit can result in fines, imprisonment, de-enrollment or being
barred from the program (47 C.F.R. § 54.410(d)(1)(i))
A household is defined, for purposes of the Lifeline program, as any 12
individual or group of individuals who live together at the same address and
share income and expenses (47 C.F.R. § 54.410(d)(1)(iii))

A household is not permitted to receive Lifeline benefits from multiple 12
providers (47 C.F.R. § 54.410(d)(1)(iv))
Violation of the one-per-household limitation constitutes a violation of the 12

Commission’s rules and will result in the subscribers de-enrollment from the
program (47 C.F.R. § 54.410(d)(1)(v))

Lifeline is a non-transferable benefit and the subscriber may not transfer his 12
or her benefit to any other person (47 C.F.R. § 54.410(d)(1)(vi))
Portion of disclosure omitted: “Under penalty of perjury” (47 C.F.R. § 12
54.410(d)(3))
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Number of
Affected
Subscribers
Recertification
Disclosure Documentation
The subscriber meets the income-based or program-based eligibility criteria 12
for receiving Lifeline (47 C.F.R. § 54.410(d)(3)(i))
The subscriber will notify the carrier within 30 days if for any reason he or 12

she no longer satisfies the criteria for receiving Lifeline including, as relevant,
if the subscriber no longer meets the income-based or program-based
criteria for receiving Lifeline support, the subscriber is receiving more than
one Lifeline benefit, or another member of the subscriber's household is
receiving a Lifeline benefit (47 C.F.R. § 54.410(d)(3)(ii))

The subscriber’s household will receive only one Lifeline service and, to the 12
best of his or her knowledge, the subscriber’s household is not already
receiving a Lifeline service (47 C.F.R. § 54.410(d)(3)(vi))

Form provided uses the wording “No one in my household is receiving
Lifeline benefits from another provider to my knowledge”

The information contained in the subscriber’s certification form is true and 12
correct to the best of his or her knowledge (47 C.F.R. § 54.410(d)(3)(vii))
The subscriber acknowledges that the subscriber may be required to re- 12

certify his or her continued eligibility for Lifeline at any time, and the
subscriber's failure to re-certify as to his or her continued eligibility will result
in de-enrollment and the termination of the subscriber's Lifeline benefits
pursuant to §54.405(e)(4) (47 C.F.R. § 54.410(d)(3)(ix))

Form provided uses the wording “if you fail to recertify yearly, your service
may be interrupted and/or you may be required to move to a different rate
plan”

Total 12

The Beneficiary must list all of the required disclosures on the subscriber recertification documentation.

Because the recertification documentation did not contain the required language, the subscribers did not
receive the required disclosures. Therefore, DPG cannot conclude that these subscribers were eligible to receive
Lifeline Program support.

CAUSE

The Beneficiary did not demonstrate sufficient knowledge of the Rules governing compliance with the required
disclosures.

EFFECT

Support Type Monetary Effect Recommended Recovery
Lifeline $286 $286
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DPG calculated the monetary effect by multiplying the number of affected subscribers tested (7 — Tribal, 5 —
Non-Tribal) by the support amount requested on the August 2015 Form 497 ($34.25 — Tribal, $9.25 — Non-Tribal)
and rounded to the nearest whole dollar.

RECOMMENDATION

DPG recommends that USAC management seek recovery of the amount identified in the Effect section above.
We further recommend that the Beneficiary implement policies and procedures to ensure that it adheres to the
disclosure requirements established by the Rules and provide the proper certification disclosures to its
subscribers, as required by the Rules.

BENEFICIARY RESPONSE
The FCC’s rules do not require Lifeline providers to use the exact language contained in
the rules governing disclosures on certification forms. This is evidenced by Section
54.410(d), which requires carriers to use “clear, easily understood language”. If carriers
were required to use the exact language set forth in the rules, then there would have
been no need for Section 54.410(d) to require clear, easily understood language;
instead, providers are permitted to use their own phrasing, as long as the substance of
each disclosure and affirmation is conveyed using language that is clear and easily
understood. Some of the disclosures listed as missing were actually included, just not
using the exact language of the rule.

Beneficiary’s IVR script was designed to avoid overwhelming the customer with legalistic
verbiage. Beneficiary felt that some of the disclosures would be more easily understood
if they were simplified, consistent with the rules. In addition, Beneficiary worked to
keep the call short so it is more user-friendly. Several of the items identified as
“missing” are included in beneficialry’s intial certification form, and each customer is
made aware of, and certifies understanding of those items prior to receiving a Lifeline
benefit. A customer’s benefit should not be invalidated purely because he or she
listened and responded to disclosures designed for brevity and clarity.

Lastly, Beneficiary disagrees with the auditor’s recommendation that USAC recover the
reimbursements paid to the beneficiary for providing Lifeline to these customers. These
are undoubtedly eligible subscribers, as they were confirmed as non-duplicates when
they initially enrolled in NLAD. In the course of their recertification calls, these
customers certified that they continue to be eligible under the program with which they
originally qualified. They also certified that only one person in their household would
receive Lifeline, and that providing false or fraudulent information to obtain Lifeline
benefits is punishable by law. Given that these are elgibile customers who have
completed substantially all required certifications, there is no justification for concluding
that the support paid to the Beneficiary for serving these customers is somehow
improper. The Beneficiary has provided discounted service to these customers in good
faith, and should not be subject to a retroactive requirement to provide free service to
legitimate customers.
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However, in light of these findings, Beneficiary has updated its IVR script to further
comply with all applicable requirements and fully address the concerns noted above.

DPG RESPONSE

The rules at 47 C.F.R. § 54.410(b)(1)(i) and (c)(1)(i) specify that “an eligible telecommunications carrier must not
seek reimbursement for providing Lifeline to a subscriber, unless the carrier has received a certification of
eligibility from the prospective subscriber that complies with the requirements set forth in paragraph (d).”
Regarding the recertification process performed by the eligible telecommunications carrier, 47 C.F.R. §
54.410(f)(2)(iii) also refers to the same requirements in paragraph (d) when identifying the information that
must be obtained for the recertification process. The paragraph (d) language is specific with regard to the
information that should be disclosed to, obtained from, and certified by the subscriber. The Beneficiary
presents these requirements in its initial application form using language that mirrors each of the requirements
in the rules. The wording used in the recertification IVR does not incorporate the language used in paragraph (d)
for the disclosures identified and therefore does not clearly convey the information intended by the rules.
Because the Beneficiary did not comply with all of the requirements set forth in paragraph (d), the Beneficiary is
not entitled to seek reimbursement for the identified subscribers. For this reason, DPG’s position on this finding
remains unchanged.

Finding #3: 47 C.F.R. § 54.404(b) — NLAD and Form 497 Variance

CONDITION

DPG examined the Beneficiary’s subscriber data in the National Lifeline Accountability Database (NLAD) and on
the audit period subscriber listing to identify subscribers reflected in NLAD and not claimed on the August 2015
Form 497. From these subscribers, DPG identified 25 customers who were previously scheduled for de-
enrollment by the Beneficiary but were listed in NLAD as of the audit period. DPG requested an explanation and
related support for five of these subscribers, clarifying why the subscribers had not been removed from NLAD.
The Beneficiary indicated that failure to remove these customers from NLAD in a timely manner was an
administrative error. The Beneficiary is required to submit subscriber de-enrollment information to NLAD within
one business day of de-enroliment.

CAUSE

The Beneficiary did not have an adequate system in place for transmitting and/or updating its existing subscriber
data in NLAD. The Beneficiary indicated that failure to remove these customers from NLAD in a timely manner
was an administrative error.

EFFECT
There is no monetary effect for the subscribers not de-enrolled in NLAD because these subscribers were not

claimed on the Form 497. However, not de-enrolling customers in NLAD within the required timeframe creates
the potential for subscribers to be flagged for duplicate resolution unnecessarily.
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RECOMMENDATION
DPG recommends that the Beneficiary implement an adequate system to transmit and/or update its existing
subscriber data in NLAD, and maintain adequate documentation to demonstrate compliance with the Rules.

BENEFICIARY RESPONSE
Since the audit period, Beneficiary has implemented procedures to ensure subscribers
are de-enrolled from NLAD in a timely manner.

Page 10 of 16

Page 195 of 224



Briefing book excludes all materials discussed in Executive Session

| Finding #4: 47 C.F.R. § 54.405(e)(4) — Improper Recertification Process: Recertification
|Request

CONDITION

DPG examined the Beneficiary’s recertification process used to report information on the January 2015 Form
555. We noted that the Beneficiary’s recertification requests did not specify that the subscriber must respond
within 30 days of the date of the request. The Beneficiary must inform subscribers using clear, easily understood
language, that failure to respond to the recertification request within 30 days of the date of the request will
trigger de-enrollment from the Lifeline Program.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the recertification process.

EFFECT
DPG is unable to calculate the monetary effect for this finding, as it is not known how many subscribers did not
respond in the appropriate time period as a result of the 30-day response deadline not being communicated.

RECOMMENDATION
DPG recommends that the Beneficiary revise the language in its recertification request to clearly indicate that
subscribers have 30 days to respond to the request or they will be de-enrolled.

BENEFICIARY RESPONSE
Beneficiary was fully aware of the requirement to give subscribers a 30-day notice to
complete recertification. The Beneficiary made efforts to reach customers a minimum of
30 days prior to the end of the recertification period via voice, mail and text message.
All notifications alerted customers that failure to recertify would result in de-enrollment
from the Lifeline program.

In light of this finding, Beneficiary has updated the language of its recertification
notifications to clearly indicate the deadline for recertification based on the rolling
recertification requirements effective July 1, 2017.

DPG RESPONSE

The rules at 47 C.F.R. § 54.405(e)(4) specify that the recertification request sent to subscribers must notify
subscribers in writing that failure to respond to the Beneficiary’s recertification request within 30 days of the
date of the request will trigger de-enrollment from the Lifeline Program. The Beneficiary’s written notification
did not include language notifying subscribers of the 30 day period to respond and therefore did not comply
with the rules. For this reason, DPG’s position on this finding remains unchanged.

Finding #5: 47 C.F.R. § 54.405(e)(3) — Improper Non-Usage Process: Non-Usage Notification

CONDITION
DPG examined the Beneficiary’s process for tracking and de-enrolling subscribers for the non-usage results
reported on the January 2015 Form 555. The non-usage notification messages the Beneficiary sent to
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subscribers, via both mail and text, stated that in order to retain service, the subscriber must begin using the
phone immediately. The notifications did not clearly indicate that if the phone was not used in 30 days, service
would be terminated. The Beneficiary must provide the subscriber 30 days’ notice, using clear, easily
understood language, that the subscriber’s failure to use the Lifeline service within the 30-day notice period will
result in service termination for non-usage.

CAUSE
The Beneficiary did not demonstrate sufficient knowledge of the Rules governing the non-usage process.

EFFECT

There is no monetary effect for this finding, as DPG noted that while the Beneficiary did not indicate the number
of days on the notification, its policy was to terminate service if non-usage was not cured 30 days after the
notification.

RECOMMENDATION

DPG recommends that the Beneficiary revise the language in its non-usage notifications to clearly identify the
number of days the subscriber has from the date of notification to cure non-usage and avoid service
termination. The rules have been changed since the audit period and now allow only 15 days from the date of
notification.

BENEFICIARY RESPONSE
Beneficiary was fully aware of the requirement to terminate a Lifeline customer’s
benefits when a customer had non-usage over a 30 day period and did terminate
Lifeline benefits to customers that had non-usage over a 30-day period. Beneficiary
made efforts to reach customers via both mail and text messages and did not
specifically reference a 30 day period to avoid customer confusion.

In light of this finding, Beneficiary has updated the language on its non-usage
notification to clearly indicate that subscriber must use his or her device within 15 days
of the notification to avoid service termination.

DPG RESPONSE

The rules at 47 C.F.R. § 54.405(e)(3) specify that the non-usage notifications sent to subscribers must indicate in
writing that the subscriber’s failure to use the Lifeline service within the 30 day notice period will result in
service termination. The Beneficiary’s written notification did not include language notifying subscribers of the
30 day notice period to respond and therefore did not comply with the rules. For this reason, DPG’s position on
this finding remains unchanged.
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Finding | Criteria Description

#1, #3 47 C.F.R. § “(b) The National Lifeline Accountability Database. In order to receive
54.404(b)(6), (8), (10) Lifeline support, eligible telecommunications carriers operating in
(2014). states that have not provided the Commission with approved valid

certification pursuant to paragraph (a) of this section must comply with
the following requirements: ...

(6) Eligible telecommunications carriers must transmit to the
Database in a format prescribed by the Administrator each new and
existing Lifeline subscriber’s full name; full residential address; date
of birth and the last four digits of the subscriber’s Social Security
number or Tribal Identification number, if the subscriber is a
member of a Tribal nation and does not have a Social Security
number; the telephone number associated with the Lifeline service;
the date on which the Lifeline service was initiated; the date on
which the Lifeline service was terminated, if it has been terminated;
the amount of support being sought for that subscriber; and the
means through which the subscriber qualified for Lifeline....

(8) All eligible telecommunications carriers must update an
existing Lifeline subscriber’s information in the Database within ten
business days of receiving any change to that information, except as
described in paragraph (b)(10) of this section....

(10) When an eligible telecommunications carrier de-enrolls a
subscriber, it must transmit to the Database the date of Lifeline
service de-enrollment within one business day of de-enrollment.”
#1, #4 47 C.F.R. § “De-enrollment for failure to re-certify. Notwithstanding paragraph
54.405(e)(4) (2014) (e)(1) of this section, an eligible telecommunications carrier must de-
enroll a Lifeline subscriber who does not respond to the carrier’s
attempts to obtain re-certification of the subscriber’s continued
eligibility as required by [47 C.F.R.] § 54.410(f).... Prior to de-enrolling a
subscriber under this paragraph, the eligible telecommunications
carrier must notify the subscriber in writing separate from the
subscriber’s monthly bill, if one is provided using clear, easily
understood language, that failure to respond to the re-certification
request within 30 days of the date of the request will trigger de-
enrollment. If a subscriber does not respond to the carrier’s notice of
impending de-enrollment, the carrier must de-enroll the subscriber
from Lifeline within five business days after the expiration of the
subscriber’s time to respond to the re-certification efforts.”

#1, #5 47 C.F.R. § “De-enrollment for non-usage. Notwithstanding paragraph (e)(1) of this
54.405(e)(3) (2014) section, if a Lifeline subscriber fails to use, as ‘usage’ is defined in [47
C.F.R.] § 54.407(c)(2), for 60 consecutive days a Lifeline service that
does not require the eligible telecommunications carrier to assess or
collect a monthly fee from its subscribers, an eligible
telecommunications carrier must provide the subscriber 30 days’
notice, using clear, easily understood language, that the subscriber’s
failure to use the Lifeline service within the 30-day notice period will
result in service termination for non-usage under this paragraph. If the
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subscriber uses the Lifeline service within 30 days of the carrier
providing such notice, the eligible telecommunications carrier shall not
terminate the subscriber’s Lifeline service.”
#1 47 C.F.R. § 54.407(e) “In order to receive universal support reimbursement, an eligible
(2014) telecommunications carrier must keep accurate records of the revenues
it forgoes in providing Lifeline services. Such records shall be kept in
the form directed by the Administrator and provided to the
Administrator at intervals as directed by the Administrator or as
provided in this subpart.”
#1 Wireline Competition “ETCs and state agencies must re-certify their base of subscribers as of
Bureau Reminds June 1, 2012 and must complete the re-certification process by
Carriers That They Must | December 31.... The re-certification process is not considered
Re-Certify Eligibility of ‘complete’ until the ETC has de-enrolled all subscribers that failed to
All Lifeline Subscribers respond to a re-certification request or are no longer eligible, or where
by December 31, 2012, | a database query by the ETC or state agency indicates the subscriber is
Public Notice, WC no longer eligible and the subscriber has not provided a valid re-
Docket Nos. 03-109 et certification pursuant to [47 C.F.R.] § 54.410(d).”
al. 27 FCC Red 12327,
12327 (Oct. 2012)
(October 2012 Public
Notice) (internal
footnotes omitted).
#2 47 C.F.R. § 54.407(b) “An eligible telecommunications carrier may receive universal service
(2014) support reimbursement for each qualifying low-income consumer
served.”
#2 47 C.F.R. § “(b) Initial income-based eligibility determination. (1) Except where a
54.410(b)(1)(i), (c)(2)(i) | state Lifeline administrator or other state agency is responsible for the
(2014) initial determination of a subscriber’s eligibility when a prospective
subscriber seeks to qualify for Lifeline or using the income-based
eligibility criteria provided for in § 54.409(a)(1) or (a)(3) an eligible
telecommunications carrier:

(i) Must not seek reimbursement for providing Lifeline to a subscriber,
unless the carrier has received a certification of eligibility from the
prospective subscriber that complies with the requirements set forth in
paragraph (d) of this section and has confirmed eligibility...

(c) Initial program-based eligibility determination. (1) Except in states
where a state Lifeline administrator or other state agency is responsible
for the initial determination of a subscriber’s program-eligibility when a
prospective subscriber seeks to qualify for Lifeline service using the
program-based eligibility criteria set forth in § 54.409(a)(2), (a)(3) or (b)
an eligible telecommunications carrier:

(i) Must not seek reimbursement for providing Lifeline to a subscriber
unless the carrier has received a certification of eligibility from the
subscriber that complies with the requirements set forth in paragraph
(d) of this section and has confirmed the subscriber’s program-based
eligibility...”

#2 47 C.F.R. § 54.410(d) “(d) Eligibility certifications. Eligible telecommunications carriers and

(2014)

state Lifeline administrators or other state agencies that are responsible
for the initial determination of a subscriber’s eligibility for Lifeline must
provide prospective subscribers Lifeline certification forms that in clear,
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Criteria

Description

easily understood language:

(1) Provide the following information:
(i) Lifeline is a federal benefit and that willfully making false
statements to obtain the benefit can result in fines,
imprisonment, de-enrollment or being barred from the
program;
(iii) A household is defined, for purposes of the Lifeline
program, as any individual or group of individuals who live
together at the same address and share income and expenses;
(iv) A household is not permitted to receive Lifeline benefits
from multiple providers;
(v) Violation of the one-per-household limitation constitutes a
violation of the Commission’s rules and will result in the
subscriber’s de-enrollment from the program;
(vi) Lifeline is a non-transferable benefit and the subscriber
may not transfer his or her benefit to any other person.

(2) Require each prospective subscriber to provide the following

information:
(i) The subscriber’s full residential address;
(iv) The subscriber’s billing address, if different from the
subscriber’s residential address;
(v) The subscriber’s date of birth;
(vi) The last four digits of the subscriber’s social security
number, or the subscriber’s Tribal identification number, if the
subscriber is a member of a Tribal nation and does not have a
social security number;
(vii) If the subscriber is seeking to qualify for Lifeline under the
program-based criteria, as set forth in § 54.409, the name of
the qualifying assistance program from which the subscriber,
his or her dependents, or his or her household receives
benefits;
(viii) If the subscriber is seeking to qualify for Lifeline under
the income-based criterion, as set forth in § 54.409, the
number of individuals in his or her household.

(3) Require each prospective subscriber to certify, under penalty of
perjury, that:

(i) The subscriber meets the income-based or program-based
eligibility criteria for receiving Lifeline;
(i) The subscriber will notify the carrier within 30 days if for
any reason he or she no longer satisfies the criteria for
receiving Lifeline including, as relevant, if the subscriber no
longer meets the income-based or program-based criteria for
receiving Lifeline support, the subscriber is receiving more
than one Lifeline benefit, or another member of the
subscriber's household is receiving a Lifeline benefit;
(iv) If the subscriber moves to a new address, he or she will
provide that new address to the eligible telecommunications
carrier within 30 days
(vi) The subscriber’s household will receive only one Lifeline
service and, to the best of his or her knowledge, the
subscriber’s household is not already receiving a Lifeline
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Service;

(vii) The information contained in the subscriber’s certification
form is true and correct to the best of his or her knowledge;
(ix) The subscriber acknowledges that the subscriber may be
required to re-certify his or her continued eligibility for Lifeline
at any time, and the subscriber's failure to re-certify as to his
or her continued eligibility will result in de-enrollment and the
termination of the subscriber's Lifeline benefits.”

#2 47 C.F.R. § “Annual eligibility re-certification process. All eligible
54.410(f)(1), (2)(iii) telecommunications carriers must annually re-certify all subscribers
(2014) except for subscribers in states where a state Lifeline administrator or

other state agency is responsible for re-certification of subscribers’
Lifeline eligibility. In order to re-certify a subscriber’s eligibility, an
eligible telecommunications carrier must confirm a subscriber’s current
eligibility to receive Lifeline by: ... Obtaining a signed certification from
the subscriber that meets the certification requirements in paragraph
(d) of this section.”

#5 47 C.F.R. § “After service activation, an eligible telecommunications carrier shall
54.407(c)(2) (2014) only continue to receive universal service support reimbursement for
such Lifeline service provided to subscribers who have used the service
within the last 60 days, or who have cured their non-usage as provided
forin [47 C.F.R.] § 54.405(¢e)(3). Any of these activities, if undertaken by
the subscriber will establish ‘usage’ of the Lifeline service:

(i) Completion of an outbound call;

(ii) Purchase of minutes from the eligible telecommunications

carrier to add to the subscriber’s service plan;

(iii) Answering an incoming call from a party other than the eligible

telecommunications carrier or the eligible telecommunications

carrier’s agent or representative; or

(iv) Responding to direct contact from the eligible communications

carrier and confirming that he or she wants to continue receiving

the Lifeline service.”
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Universal Service Administrative Company
High Cost & Low Income Committee Meeting

INFORMATION ITEM

Low Income Support Mechanism Business Update

Information Presented:

This information item provides the High Cost & Low Income (HCLI) Committee
(Committee) with a quarterly status report on the operation of the Low Income (LI)
Support Mechanism for 3rd Quarter 2017 (3Q2017). The update includes information on
ongoing Lifeline operations, as well as the National Verifier implementation.

Discussion:

Program Highlights — 302017

e 74% of the 9 million Lifeline subscribers in the National Lifeline Accountability
Database (NLAD) are reported by service providers as having a service that meets the
broadband minimum service standards (i.e., mobile broadband using 3G technology
and including at least 500 MB of data, fixed broadband using 10/1 speeds with 150 G
of data).

e 1In 3Q2017, there were 394,000 new enrollments and 431,000 de-enrollments in
NLAD, for a net decrease in subscribership of 37,000.1

e USAC conducted rolling recertification for August, September and October
anniversary dates, resulting in successful recertification rates of 56%, 57%, and 60%,
respectively.

e USAC responded to various letters from Chairman Pai and Congress, identifying
additional efforts to protect the program against fraud, waste, and abuse. These and
other program integrity efforts identified are on track.

e The initial six states (CO, MS, MT, NM, UT, and WY) were announced for the
National Verifier (NV), and the project remains on track and on budget.

e Additional operational metrics are available in Attachment A to this paper.

Low Income Support Mechanism Operational Update

August - October 2017 USAC Conducted Rolling Recertification

Subject to the 2016 Lifeline Modernization Order (Order),? and based on service provider
elections, USAC conducted recertifications for consumers with enrollment anniversary
dates in August through October 2017. Results are depicted in the table below.

! Does not include subscribers in opt-out states of CA, TX, OR, VT.
2 Lifeline and Link Up Reform and Modernization Order et al., Third Report and Order, Further Report and
Order, and Order on Reconsideration, 31 FCC Rcd 3962 (2016).
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Month Study Area Subscribers % Successfully % Non-
Codes Recertified Responsive
August 517 33,246 56% 34%
September 524 30,735 57% 33%
October 530 31,760 60% 29%

The Federal Communications Commission (FCC) granted additional time for
recertification to subscribers in Florida, Puerto Rico, and the Virgin Islands affected by
recent hurricanes. The October batch above includes subscribers in Florida and Puerto
Rico. As such, the successfully recertified percent metric is subject to potential increase
if those subscribers originally unable to respond are able to benefit from the additional
time.

As with July recertifications, which were the first batch subject to the rolling
recertification model, USAC continued to experience an increased number of non-
responsive subscribers as compared to prior years. By way of reminder, the Order
increased the subscribers’ response deadline from 30 to 60 days. As shown below,
USAC’s analysis showed that most responses were being received within the first 30
days, and few subscribers were taking advantage of the remaining 30 days.

Peak recertification days

(Aug-17)
1,800
1,600 Over three-quarters of all successful
1,400 recertifications occurred in the first
half of the 60-day window.
1,200

1,000
800
600
400

# of successful recertifications

200
0 1 1
Day p Day 15 I Day 30 Dayl 45

Day1 Day 20 Day 45
Robo-reminder Rebo-reminder Rebo-reminder

Day 60

As a result of this analysis, USAC has made two changes to the process.

e Later robo-reminders to subscribers — Beginning with the November
recertification batch, which kicked off in August, robo-reminders to subscribers were
shifted from the first 30 days to the last 30 days to better align with the timing of non-
responsive behavior.

e Distribution of 30-day non-response report to carriers — Beginning with the
January recertification batch, which kicked off in October, USAC will distribute this
report to carriers so that they may assist in outreach to subscribers, encouraging them
to respond if they are still eligible.
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USAC anticipates improvements in the recertification success rates based on these
changes in the coming batches.

Program Integrity Improvements

During 3Q2017, Lifeline, working in coordination with USAC’s Office of General
Counsel and Internal Audit Division, responded to several letters from Chairman Pai and
members of Congress related to fraud, waste, and abuse in the Lifeline Program. USAC
has committed to a number of activities associated with protecting the integrity of the
Lifeline Program, and these activities have been implemented or on schedule as described
below.

e Began rejecting FCC Forms 497 reporting subscribers in excess of NLAD effective
with the August data month reported in September 2017. As a result of this activity,
USAC rejected 77 forms. Of the 77 rejected forms, 49 companies filed a lower
revision.

e Issued letters to a subset of providers, requesting documentation they used to
manually verify a consumer’s identity when the automated identity verification had
failed. Responses were due on October 6th, and an update on the outcome of this
review will be provided at the Committee meeting.

e Issued letters to providers associated with the 10 addresses used by 500 or more
subscribers to enroll in the program. USAC has determined that these addresses are
group homes, shelters, or religious institutions. USAC will ensure these providers
have collected the required one-per-household certifications. Responses are due on
November 21st.

e Updated the USAC website with a comprehensive listing of states that provide
eligibility checking services or databases, and distributed a newsletter to service
providers to advise them of their requirement to use these sources prior to resorting to
manual documentation review.

In addition to the activities above, USAC also identified an opportunity to tighten
controls in NLAD when a subscriber name is changed. Name changes now require the
subscriber to be de-enrolled and re-enrolled for refreshed checks of identity and duplicate
verifications. Previously, this check was limited to changes in the last four social security
number and date of birth.

As required by the Order, Lifeline is developing new functionality that makes NLAD
subscribership the basis of reimbursement claims, rather than the FCC Form 497. This
functionality will be operational for the January 2018 data month (February 2018
disbursements), and will apply to all service providers. The system will require service
providers to directly base their reimbursement claims on the subscribers they have
validated in the NLAD. As described below, USAC has worked with service providers to
ensure the new functionality is user friendly while balancing the goals of increased
program integrity.

Page 204 of 224



Briefing book excludes all materials discussed in Executive Session

INFO Item #iHCL104
10/23/17
Page 4 of 10

Program Outreach and Customer Service

In 3Q2017 Lifeline worked to enhance the consumer’s experience by providing a more
robust web-based report for “Companies Near Me,” which allows a consumer to search
for companies offering Lifeline service in their area. Previously, this search was only
available at the state level, but it has been enhanced to be available at the zip code level.
This report will be available by the end of October 2017.

Lifeline also worked with service providers to solicit design input on the creation of the
new disbursement process based on NLAD subscribership. USAC first held discussions
with a variety of service providers representing a cross section of the Lifeline industry
(e.g., large, mid-sized and small; sophisticated billing systems and manual processes;
urban and rural; diverse subscriber bases) to understand how service providers currently
determine their FCC Form 497 claims and how the new process could lessen the burden.
Based on the insight from those conversations, USAC designed an initial disbursement
claim process, which it then demonstrated for service providers to validate and iterate
upon the initial design. Additional feedback was incorporated and used in the final
NLAD design needed to support the new process. In September, USAC released the
system changes to a pre-production environment so that service providers could interact
with the screens on a test basis and begin to modify their processes.

In addition to the proactive activities described above, Lifeline continues to provide
customer service to those program participants that reach out for help and guidance.
Between May 2017 and July 2017, consumer call volumes appeared to stabilize at
approximately 17,000 calls per month. However, USAC has identified a correlation
between increases in subscriber activity and increases in call volume. As rolling
recertification concluded for the first batch of subscribers with July anniversary dates,
call volume in August 2017 increased to 24,000 calls from 17,000 in July 2017. Lifeline
anticipates that activity associated with its Lifeline Safeguards Plan,® where the Program
Integrity Team will reach out to more carriers to validate subscriber eligibility in the
program, will generate additional calls from consumers who have been asked to provide
documents or have been de-enrolled as a result of USAC’s review.

Appeals

At the start of 3Q2017, Lifeline had 25 workable appeals averaging approximately 350
days in age. In 3Q2017, USAC resolved 18 of these appeals and received no new
appeals, leaving the quarter-end with seven appeals averaging approximately 230 days in
age. The seven appeals can be categorized as follows:

e 3 - Dispute administrative actions taken by USAC associated with program
integrity reviews.

3 The Lifeline Safeguards Plan is a plan that was developed in response to Chairman Pai’s July 2017 letter
to USAC, which addressed findings included in the recent Government Accountability Office (GAQ)
Lifeline report.
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e 3 - Dispute the merits of Payment Quality Assurance (PQA), Beneficiary and
Contributor Audit Program (BCAP), or Office of Inspector General (OIG) audit
findings associated with required Lifeline documentation.

e 1 - Disputes USAC’s rejection of an untimely downward revision to the FCC
Form 497.

Appeals can be labor intensive to evaluate, which has led USAC to examine ways to
streamline the review process. In addition to training additional staff to perform the
review of appeals, Lifeline is considering other ways to improve the efficiency of the
process, such as pre-vetting proposed decisions with the approvers prior to spending time
on drafting and identifying opportunities to create more templates for common responses.

National Verifier (NV) Project Update

Key Milestones

The National Verifier project remains on track for its December 5th soft launch. On
August 31st, USAC announced the six states that will be included in the initial launch. In
addition, USAC has contracted with the Business Process Outsourcing (BPO) vendor,
and stand-up of the operations are underway. Finally, outreach activities related to
feedback and collection of input wrapped up in 3Q2017, and we are now pivoting in
October to training on the finalized system and processes.

Program Outreach
Activities associated with the collection of input from stakeholders, the development of

communications and training materials, and the implementation of the training schedule,
are on track as depicted in the timeline below.

Apr May Jun Jul Aug Sep Oct Nov Dec
Stakeholder S | :
input Collect stakeholder feedback Test stakeholder |
usability/functionality ‘ I
Stakeholder T | : $ I
communications Develop communications plan Internal and external training |
|
Today Soft Launch
P Completed In progress Not started

In 3Q2017, the Lifeline team used the insights and recommendations from earlier
feedback sessions to design elements of the National Verifier processes, tools, and forms.
USAC then shared the proposed designs with stakeholders to validate that we understood
their feedback correctly and had applied it successfully where appropriate. Throughout
the process, some of the feedback was not incorporated into the final processes and
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designs, and USAC communicated with stakeholders where we were unable to
implement their requests.

More specifically, to design the consumer and service provider online portals, USAC
sought input from users on draft designs called wireframes and on draft process flows.
USAC then tested working prototypes with the users to ensure the design and
functionality met their needs and was easy to use. Throughout the process, USAC
worked with the FCC to ensure buy-in on the designs and approach.

Before designing the Lifeline paper forms, USAC reviewed existing applications from a
variety of states and service providers to gather best practices and understand common
user needs. USAC also held calls with state partners, consumer advocates, and service
providers, learning that most Lifeline forms are difficult for consumers to understand.
USAC’s goal was to create paper forms that met Lifeline’s requirements and that would
be accessible and understandable to Lifeline consumers. Using plain language and
design best practices, USAC designed an application form, independent economic
household worksheet, and recertification form. The forms were first validated and tested
with the FCC, service providers, consumer advocates, and state partners. After
incorporating their feedback, USAC tested the forms with individual Lifeline consumers
for further refinement.

With the processes, systems, and forms in their final design state, the Lifeline team has
begun transitioning from build and design activities to training activities. To help
stakeholders successfully use the National Verifier, USAC designed a training series that
includes live training sessions via webinar, how to guides, updated web content and short
videos. Beginning in early 4Q2017, the Lifeline team will roll out these trainings to
internal and external system users.

State & Federal Engagement
Activities associated with the development of computer matching agreements (CMA)

with any available federal data sources and the initial states are on track as depicted in the
timeline below.

Apr May Jun Jul Aug Sep Oct Nov Dec
| |
HUD | |
DIB review Congressional review | |
Initial state | & |
launch Internal and State review DIB review Congressional reviewl |
I 1
Today Soft Launch
P Completed In progress Not started

On August 31, 2017, USAC announced that Colorado, Utah, Mississippi, New Mexico,
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Montana, and Wyoming will be in the initial National Verifier launch. USAC entered
into CMAs with the first four states as well as the Department of Housing and Urban
Development (HUD). The table below describes the Lifeline qualifying programs for
which these CMAs will provide automated eligibility verification in each state. Where
automated eligibility verification is not possible, the BPO will conduct review of
consumer-submitted documentation.

State Qualifying Programs with Automated Data Sources
Colorado SNAP, Medicaid, Federal Public Housing

Mississippi SNAP, Federal Public Housing

Montana Federal Public Housing

New Mexico SNAP, Medicaid, Federal Public Housing

Utah SNAP, Medicaid, Federal Public Housing

Wyoming Federal Public Housing

The CMA for HUD is fully completed, having received approvals from Congress and the
Office of Management and Budget (OMB). The CMAs for the four states are approved
by Congress and OMB and are currently within the 30-day public comment period in the
Federal Register, which concludes in early November.

USAC and the FCC have begun working on the strategy for future launches of the
National Verifier. In 2018, USAC will roll an additional 19 states into the National
Verifier, supported by a combination of federal interfaces, state interfaces, and manual
processes. USAC is continuing to pursue CMAs with additional federal and state
agencies, and expects to launch a next wave in 2Q2018.

Technical Build

Activities associated with the technical build of the National Verifier System, including
the eligibility engine and portal that will be used to interact with users, and the federal
and state data interfaces to conduct the verification of eligibility, are on track as depicted
in the timeline below.

Apr May Jun Jul Aug Sep Oct Nov Dec
Eligyibility @ rggie /0 J
web portal Discovery Architecture Build & test business functionality, User Acceptance Testing (UAT) Prepare for launch ‘
phase standup | |
Fed / state I i | \
interfaces Discovery phase Interface development and UAT | |
I I
Today Soft Launch
I Completed In progress Not started

During the soft launch period of December 5th through March 13th, service providers are
able, but not required, to use the National Verifier to verify the eligibility of new
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consumer applicants. Because this is an optional period, consumers will be unable to
apply directly to the National Verifier during the soft launch. This prevents the risk of a
consumer applying through the National Verifier and then attempting to enroll with a
service provider who has not yet converted to the National Verifier, causing confusion or
re-work for the consumer.

To date, Accenture, the system integrator supporting the National Verifier, has completed
five of eight technical milestones on time and with high quality in support of the
December 5th launch. The remaining milestones include the soft launch milestone of
December 5th, the hard launch milestone of March 13th, and the following 90-day
warranty milestone.

Features completed in the most recent milestone include:

e Full end-to-end testing of the interfaces with HUD and all but one state.
e Fully tested functionality for the service provider portal, used to facilitate subscriber
Lifeline application submission, eligibility verification, and enrollment in NLAD.

Features scheduled for the soft launch milestone include:

e Full functionality for BPO back end processes.
e Full end-to-end testing of the remaining state interfaces.
e Re-verification of existing subscribers in NLAD.

The hard launch milestone will include the final, fully tested consumer portal
functionality, including that which is used to support annual recertification.

Operations

Activities associated with procurement and stand up of the BPO and development of
processes associated with the National Verifier framework are on track as depicted in the
timeline below. We experienced a delay in the projected contract negotiation timeline
with Conduent, however, we have worked with the vendor to mitigate the risk to the
overall implementation of the BPO as discussed below.
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Apr May Jun Jul Aug Sep Oct Nov Dec
| |
BPO set up S ] | q
Develop RFP Procurement Vendor contract finalized ~ Stand-up |
Business process [ I _
dovalopm.m Operational and Define and develop Document internal and external procedures
strategy planning processes ! |
Today Soft Launch
P Completed In progress Not started

USAC executed the contract with the BPO, Conduent, in early October 2017. This was
later than originally anticipated in the project schedule. Throughout the contract
negotiation, USAC and Conduent took steps to mitigate the impact of the schedule
slippage. Where the original plan had included all BPO stand up activities to be
completed by the soft launch of December 5th, USAC and Conduent worked to identify
the must-have functions for December 5th, and created a later milestone for deferred
features or processes to be completed by the hard launch of March 13th. These include
activities associated with recertification, which will not kick-off for the BPO until March
2018, and select functionality within the interactive voice response (IVR) or customer
service screens and queues that will be better informed after a few months of operations.

In addition to standing up the BPO, USAC has worked to develop internal processes to
measure and monitor the impact of the National Verifier. These measures tie directly to
the National Verifier objectives stated by the FCC in the Order. Below, we share a draft
set of metrics that we intend to use to evaluate the framework in the categories of
program integrity, user experience, and cost-effectiveness. In some cases, the same
metric serves to measure success across multiple objectives. Because the National
Verifier is an entirely new framework, USAC will initially baseline these metrics based
on actual activity, and will then work to improve upon those baselines over time.

Program Integrity:
e Manual reviews versus automated eligibility verifications

0 Percentage of subscribers whose eligibility required manual verification — The
goal is to minimize this result so that the majority of eligibility is based on
automated, credible sources.

0 Percentage of manual eligibility verifications for programs with an available
data source — The goal is to minimize this result so that we reduce the risk of
fraudulent attempts to circumvent the automated checks.

o Trend analysis of outliers by state, Eligible Telecommunications Carrier
(ETC), and agent — This metric is a leading indicator that there is a broader
problem, and further research into root causes is required.

e Quality Assurance Metrics

Page 210 of 224



Briefing book excludes all materials discussed in Executive Session

INFO Item #iHCL104
10/23/17
Page 10 of 10

o0 Manual review error rate by BPO staff — The goal is to minimize errors by
BPO employees that could result in either an ineligible subscriber receiving
the benefit, or an eligible subscriber being denied.

o Applications flagged by BPO for potential fraud and outcome of analysis —
This informational metric will tell us if the applications the BPO is flagging
are the right ones for further research.

Cost Effectiveness:
e Manual reviews versus automated eligibility confirmations

0 Percentage of subscribers whose eligibility required manual verification — The
goal is to minimize this result, as manual reviews are more expensive than
automated reviews.

o0 Percentage of manual eligibility verifications for programs with an available
data source — The goal is to minimize this result, as we are investing in
automated interfaces to avoid the cost of manual review.

e Variable Unit Volumes

0 Variance between monthly volume forecast and actual results — The goal is to
minimize the variance, generally, to ensure we are effectively predicting and
planning for costs.

0 Variance between budget and actual results — The goal is to remain at or
below budget.

0 Measures of repeat contacts per subscriber (repeat customer service instances
or instances of repeated attempts to apply for eligibility) — The goal is to
minimize this result so that we do not incur unnecessary cost where an issue
could be resolved on the first contact.

User Experience:
e Manual reviews versus automated eligibility confirmations
0 Percentage of subscribers whose eligibility required manual verification — The
goal is to minimize this result to provide a faster and less burdensome
verification experience to the consumer.
0 Average manual review time — The goal is to minimize this result for
consumers requiring manual review.
e Average speed-to-answer (phone) — The goal is to minimize this result for a positive
consumer experience.
e Customer satisfaction rates, where collected (online and phone) — The goal is to
maximize positive consumer satisfaction reports.
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Lifeline Scorecard - Q3 2017 (through-Augtist):: » seue sesin

OPERATIONAL MEASURES

Aggregated performance
is the composite of ﬂ n

Off-track

multiple metrics

On-track

Future Metric

GOAL #1: Encourage affordable broadband and broadband bundled services for low-income households to enable essential participation in society.

% of Lifeline Subscribers receiving
Broadband Internet Access Service (BIAS)

GOAL #2: Continuously improve system and results-oriented business controls for program integrity to minimize fraud, waste, and abuse.

Refer to Program Integrity metrics below

PROGRAM INTEGRITY

Implement division-wide controls and leverage key
metrics to mitigate operational risks and proactively

% Enrollments w/
Dispute Resolution

Subs with duplicate

address areas of potential waste, fraud and abuse

Measurement Tarset
Category g
<7.0%

<19%

addresses

Ratio of FCC Form 497 to
NLAD 93-98%
Subscribership

Improper Payment Rate NA

% Audits with

0,
Monetary Findings =50%

33% by 12/31/2017

Aggregated Performance

USER EXPERIENCE

successful participation

USAC Recertification Rate >70%
Number of Complaints NA
Severity 1 Incidents 0

Strengthen and simplify user experience to enable

Performance Measurement Model

OPERATIONAL EFFECTIVENESS

Continuously improve the efficiency and effectiveness

of business processes

Measurement Tarset
Category g

Customer Service Al
Performance
$Value of Disbursements <$2.25B
Admin Expeqse as % of <2%
Funding
Age of Workable <90 days
Appeals
NLAD Uptime % >99%

2
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Lifeline Subscribership & Disbursements

Millions
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This slide based on Form 497 data.
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Subscribership
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[ Current Data Month Disbursed Prior Data Months Disbursed = === Projected

Fixed [ Mobile Disbursement Breakdown

= Fixed
= Mobile

Key Takeaways

e Lifeline is re-evaluating its demand projection
formula to better align with the trends in
subscribership.

3
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Lifeline Subscribership by Service Type (Broadband Uptake)

This slide based on subscribers as reported in NLAD.

June 2017 July 2017 August 2017

% of Subscribers by Service Type
% of % of # of % of

Subscribers Subscribers Subscribers Subscribers i 3% 2%

\

Service Type

Voice Only 27.9% 26.3% 2,061,711 23.4% -2.9% 249 ® Voice Only
Bundled Broadband 37.1% 39.0% 3,732,008 42.0% +3.0%
S 29% ® Bundled Broadband
29.6% 29.5% 2,516,126 28.7% -0.8%
Broadband
® Bundled Voice &
Broadband Only 3.0% 2.7% 221,770 2.5% -0.2%
Broadband
Bundled Voice 2.4% 2.5% 208,464 2.4% -0.1% m Broadband Only
T°tale’°?:ba"d 69.7% 71.2% 6,469,904 74.0%
Subscribers = Bundled Voice
Total 8,740,079

*  Broadband Only - Broadband service meeting minimum service standards

e Bundled Voice - Broadband and voice, only meeting voice minimum service standards

e Bundled Voice & Broadband - Broadband and voice, both meeting minimum service standards

e Bundled Broadband - Broadband and voice, only meeting broadband minimum service standards
*  Voice only - Voice service meeting minimum service standards

4
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Lifeline NLAD Operations

% Enrollments Subject to Dispute Resolution NLAD Subscribers vs. Form 497 Claims
10
S o | e | st
TS 553,804 523484 612,722 £ .
Transfers =
2
Enroll/Transfer 59 571 45318 47,033
w/Dispute Resolution 6
[0)
Yo of Enrollments + 7.2% 8.7% 7.7%
Transfers .
Enrollments subject to dispute resolution are those that required TPIV (Third Party
Identification Verification), invalid address, and port freeze exception dispute ticket Jun-17 . Jut-17 . Aug-17
approval. M Form 497 subscribers m NLAD subscribers
Based on Form 497 claims received from carriers for the data month, and
*all figures are monthly averages within each quarter corresponding NLAD subscribers on relevant snapshot date (excludes filers who
failed to file).
H o
NLAD Uptlme Yo Key Takeaways
100.0%
09,00 ~ * In September, USAC began reaching out to a
. 0 . .
subset of carriers that used dispute processes.
98.0% . . . .
’ USAC will validate the carriers” manual review
97.0% results.
96.0% e Beginning with August Form 497s, claims that
6 O O O o o o A A A A A A A A )
FFEFEEFEEEFEE exceed the SAC’s NLAD subscriber count are
being rejected. 5
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Agenda 1. Rolling Recertification
Update

2. Program Integrity Efforts
3. National Verifier

4. Key Operational Metrics
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Rolling Recertification Update

USAC completed recertification for carrier-elected subscribers with anniversary dates in
August through October 2017.

“ Study Area Codes w % Successfully % Non-Responsive
Recertified

33,246 56% 34%

To improve upon the non-responsive challenge, USAC has made the following changes:
 November batch - later robo-reminders

e January batch - non-response reports to carriers for help with outreach

3
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Program Integrity Efforts

In its continuing effort to protect the program from instances of fraud, waste, and abuse,
USAC implemented the following changes in 3Q2017.

* Rejection of FCC Forms 497 with subscribership in excess of NLAD
e Sampling of provider determined identity verification
* Verification of shared addresses in excess of 500

 Updated website and notified providers of requirement to use available state
eligibility verification processes and systems

4
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National Verifier Update

Apr May Jun Jul Aug Sep Oct MNov Dec

Collect stakeholder feedback

Develop communications plan

Internal and external training
I I I

I 1

DIB review Congressional review

Internal and State review DIB review Congressibnal review]
1

Discovery Architecture Build & test business functionality, User Acceptance Testing (UAT) Prepare for launch

| =

Operational and Document internal and external procedures
strategy planning | ' I

Today Soft Launch
B Completed [ In progress Not started

5
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Key National Verifier Metrics
Program Integrity:

* Percentage of subscribers whose eligibility required manual verification
* Trend analysis of outliers by state, ETC, and agent

e Manual review error rate by BPO staff
» Applications flagged by BPO for potential fraud and outcome of analysis

Cost Effectiveness:
» Percentage of subscribers whose eligibility required manual verification

 Variance between monthly volume forecast or budget and actual results

* Measures of repeat contacts per subscriber

User Experience:
» Percentage of subscribers whose eligibility required manual

 Average processing time (applications, time to answer calls, etc.)

6
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