Briefing book excludes all materials discussed in Executive Session

il .
u = Universal Service
IIME  Administrative Co.

Schools & Libraries Committee

Briefing Book

Monday, January 29, 2018
10:00 a.m. - 12:00 p.m. Eastern Time
Universal Service Administrative Company Offices
700 12th Street NW, Suite 900
Washington, DC, 20005



Briefing book excludes all materials discussed in Executive Session

Universal Service Administrative Company
Schools & Libraries Committee Quarterly Meeting
Agenda

Monday, January 29, 2018
10:00 a.m. — 12:00 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 Schools and Libraries Committee Meeting
Chair Minutes of October 23, 2017. 5
B. Approval of moving all Executive Session items into
Executive Session.
a2. Approval of Schools and Libraries Support Mechanism 2nd
Catriona Quarter 2018 Programmatic Budget and Demand Projection for 10
the January 31, 2018 FCC Filing.
Chair | a3. Recommendation for Election of Committee Chair and Vice Chair. 10
Teleshia il In_formation on Ten USAC_ Internal Au_dit Divis_ion Schools and
Libraries Support Mechanism Beneficiary Audit Reports — 10
Delmar . . .
Executive Session Option.
Catriona | i2. Schools & Libraries Support Mechanism Business Update. 20
Estimated
EXECUTIVE SESSION Duration
in Minutes
Catriona 3. Schopls & Librari(_es Support Mecha_nism Bu_siness Update 10
Continued — Confidential — Executive Session Recommended.
Kyle ad. Consideration of a Contract Award for Appian Cloud Licenses. — 10
Confidential — Executive Session Recommended.
a5. Approval of 2018 Annual Schools and Libraries Support
Catriona Mechanism Programmatic Budgets. — Confidential — Executive 10
Session Recommended.
i4. Update on Request for Proposal for IT Services Contract for E-rate
Craig Productivity Center (EPC) — Confidential — Executive Session 10
Recommended.
Craig/ i5.  Update on Request for Proposal for Business Process Outsourcing o5
Catriona Services — Confidential — Executive Session Recommended.
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Next Scheduled USAC Schools & Libraries Committee Meeting

Monday, April 23, 2018
10:00 a.m. — 12:00 p.m. Eastern Time
USAC Offices, Washington, D.C.
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Universal Service Administrative Company
Schools & Libraries Committee Meeting

ACTION ITEM

Consent Items

Action Requested

The Schools & Libraries Committee (Committee) is requested to approve the consent
items listed below.

Discussion

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

A. Committee meeting minutes of October 23, 2017 (see Attachment A).
B. Approval for discussing in Executive Session agenda items:

(1) i3 - Schools & Libraries Support Mechanism Business Update Continued.
USAC management recommends that discussion of this item be conducted
in Executive Session because this matter relates to USAC’s processing
procedures and Information Systems development.

(2) a4 - Consideration of a Contract Award for Appian Cloud Licenses.
USAC management recommends that discussion of this item be conducted
in Executive Session because this matter relates to USAC’s procurement
strategy and contract administration. This matter is also subject to
attorney/client privilege.

(3) ab - Approval of 2018 Annual Schools and Libraries Support Mechanism
Programmatic Budgets. USAC management recommends that discussion
of this item be conducted in Executive Session because this matter relates
to USAC’s procurement strategy and contract administration.

(4) 4 - Update on Request for Proposal for IT Services Contract for E-rate
Productivity Center (EPC). USAC management recommends that
discussion of this item be conducted in Executive Session because this
matter relates to USAC’s procurement strategy and contract
administration.

(5) i5 - Update on Request for Proposal for Business Process Outsourcing
Services. USAC management recommends that discussion of this item be
conducted 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 Schools & Libraries Committee Action

APPROVAL OF THE FOLLOWING RESOLUTION:

RESOLVED, that the USAC Schools & Libraries Committee
hereby approves: (1) the Committee meeting minutes of October 23, 2017, and (2)
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

SCHOOLS & LIBRARIES COMMITTEE MEETING
Monday, October 23, 2017

(DRAFT) MINUTES!

The quarterly meeting of the USAC Board of Directors (Board) Schools & Libraries
Committee (Committee) was held at USAC’s offices in Washington, D.C. on Monday,
October 23, 2017. Dr. Dan Domenech, Committee Chair, called the meeting to order at
10:00 a.m. Eastern Time, with seven of the nine Committee members present:

Bocher, Bob

Buzacott, Alan

Choroser, Beth

Domenech, Dr. Dan — Chair

Mason, Ken - Vice Chair

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

Talbott, Dr. Brian

Mr. Brent Fontana and Dr. Mike Hernandez joined the meeting by telephone at 10:03
a.m. Eastern time and respectively left the meeting at 10:43 a.m. Eastern time and 10:45
a.m. Eastern time. They did not vote on or participate in the discussion of items al, a4,
a5 and i3.

Other Board members and officers of the corporation present:

Brisé, Ronald — Member of the Board

Davis, Craig — Vice President of Schools & Libraries

Feiss, Geoff — Member of the Board

Gillan, Joe — Member of the Board

Kinser, Cynthia — Member of the Board

Lee, Karen — Vice President of Rural Health Care

Lubin, Joel — Member of the Board

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

! 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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Scott, Wayne — Vice President of Internal Audit
Sweeney, Mark — Chief Operating Officer

Tinic, Atilla — Member of the Board
Wein, Olivia — Member of the Board

Others present:

NAME
Anderson, Jarnice
Ayer, Catriona
Beaver, Tracey
Beckford, Ernesto
Bethel, Tameca

Carpenter, Nikki-Blair

Delmar, Teleshia
Diephouse, Greg
Ejaz, EJ

Goode, Vernell

Gross Guinan, Gabriella

Jenkins, Robin
Jones, Frank
Kaplan, Peter
Lear, Kathleen
Lechter, Jonathan
Lee, Brandon
LeNard, David
Mattey, Carol
McCornac, Carolyn
Mitchell, Tamika
Nuzzo, Patsy
Rovetto, Ed
Schrieber, Johnnay
Sequin, Eric
Smith, Chris

Voth, Cara

OPEN SESSION

COMPANY

USAC

USAC

USAC

USAC

USAC

USAC

USAC

USAC

USAC

USAC

USAC
MissionSide
Solix, Inc.

Funds for Learning
Maximus

FCC

USAC

E-Rate Elite Services
Mattey Consulting
USAC

USAC

USAC

USAC

USAC

Solix

USAC

USAC

al. Consent Items. Dr. Domenech introduced this item to the Committee.

A. Committee meeting minutes of July 24, 2017 and August 29, 2017.

B. Approval for discussing in Executive Session agenda items:
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(1) a4 - Consideration of IT Services Contract for E-rate Productivity
Center (EPC). USAC management recommends that discussion of
this item be conducted in Executive Session because this matter
relates to USAC’s procurement strategy and contract
administration.

(2) ab - Consideration of Amendment to Call Center and Business
Process Outsourcing Services Agreement with Solix, Inc. USAC
management recommends that discussion of this item be conducted
in Executive Session because this item relates to procurement
strategy and contract administration.

(3) i3 - Information on Preliminary 2018 Annual Schools and
Libraries Support Mechanism Budget. USAC management
recommends that discussion of this item be conducted in Executive
Session because this item relates to 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 Schools & Libraries
Committee hereby approves the Committee meeting minutes of July 24, 2017
and August 29, 2017, and discussion in Executive Session of the items noted
above.

Approval of Schools and Libraries Support Mechanism 1st Quarter 2018
Programmatic Budget and Demand Projection for the November 2, 2017
FCC Filing. Mr. Davis 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 Schools and Libraries
Committee approves a 1st Quarter 2018 programmatic operating budget for the
Schools and Libraries Support Mechanism of $18.01 million; and

RESOLVED FURTHER, that the USAC Schools and
Libraries Committee approves a 1st Quarter 2018 programmatic capital budget
for the Schools and Libraries Support Mechanism of $0.21 million; and

RESOLVED FURTHER, that the USAC Schools and
Libraries Committee directs USAC staff to submit a collection requirement of
$18.22 million for Schools and Libraries Support Mechanism administrative
costs in the required November 2, 2017 filing to the FCC on behalf of the
Committee; and
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RESOLVED FURTHER, that the USAC Schools and
Libraries Committee, having reviewed at its meeting on October 23, 2017 a
summary of the 1st Quarter 2018 Schools and Libraries 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. USAC staff
may make adjustments if the variance is equal to or less than $10 million, or may
seek approval from the Schools and Libraries Committee Chair to make
adjustments if the variance is greater than $10 million, but not more than $15
million.

Consideration of Funding Year 2018 Filing Window Dates. Mr. Davis
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 Schools & Libraries
Committee accepts the recommendation of USAC management to open the
Funding Year 2018 filing window no earlier than January 2, 2018 and to close the
Funding Year 2018 filing window on or after March 20, 2018, subject to the
requirements of Section 54.502 of the Commission’s rules; and

RESOLVED FURTHER, that upon consultation with the
Committee Chair, USAC management is authorized to adjust the opening and
closing dates, as circumstances may warrant.

Information on Nine USAC Internal Audit Division Schools and Libraries
Support Mechanism Beneficiary Audit Reports. Mr. Smith, Senior Manager
of Internal Audit, presented this item to the Committee for discussion. Mr. Smith
noted that common audit findings are compiled, root causes explored and shared
with the Schools and Libraries division to prevent similar findings and to assist
the team with preparing content for training materials.

Schools and Libraries Support Mechanism Business Update. Mr. Davis and
Ms. Catriona Ayers, Senior Director of Program Management, presented this item
for discussion. Mr. Davis noted that for Q3 over 20,000 applications had been
processed for $1.09 billion in commitments. In addition, Mr. Davis noted that
through Q3 over 33,600 applications were processed for $1.4 billion in
commitments. FY 2017 applications are 22 percent higher than the same period
for FY 2016 and dollars committed are 125 percent higher. Ms. Ayer reported on
EPC IT developments, including the deployment of post-commitment processing
capabilities for Forms 486 and 500, appeals, service substitutions, and SPIN
changes.
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At 10:57 a.m. Eastern Time, on a motion duly made and seconded, the Committee moved
into Executive Session and recessed until 11:01 a.m. Eastern Time at which time they
reconvened for the purpose of discussing the confidential items listed above.

EXECUTIVE SESSION

a4, Consideration of IT Services Contract for E-rate Productivity Center (EPC).
Mr. Davis presented this item for discussion, noting that USAC is executing on
improving E-rate program administration.

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

RESOLVED, that the USAC Schools and Libraries
Committee, having reviewed the recommendation of USAC management, hereby
authorizes USAC management to increase the contract value of the E-rate
Productivity Center (EPC) Operations & Maintenance Contract with Incentive
Technology Group, LLC, by a not-to-exceed amount of $9.2 million, plus
applicable taxes, subject to requisite FCC approval. This will bring the total
contract value to $23,988,494.24, plus applicable taxes. The additional funds will
enable operations and maintenance support and the implementation of
improvements to EPC for the first six months of 2018 (January 1 through June 30,
2018).

ab. Consideration of Amendment to Call Center and Business Process
Outsourcing Services Agreement with Solix, Inc. Mr. Davis 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 Schools & Libraries
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 approximately $35,842,348 (plus applicable taxes)
to the existing contract with Solix and to amend and extend the term of the
contract for a one-year period through December 31, 2018.

i3. Information on Preliminary 2018 Annual Schools and Libraries Support
Mechanism Budget. Mr. Davis presented this item to the Committee for
discussion.

At 11:33 a.m. Eastern Time the meeting continued in Executive Session with members of
the Board, Mr. Sweeney and Mr. Davis present.
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At 12:13 a.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
Dr. Domenech reported that in Executive Session, the Committee took action on items a4
and a5 and discussed item i3. On a motion duly made and seconded, the Committee
adjourned at 12:13 a.m. Eastern Time.

/sl Ellis Jacobs
Secretary
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Universal Service Administrative Company
Schools & Libraries Committee Meeting

ACTION ITEM

Approval of Schools and Libraries Support Mechanism
2nd Quarter 2018 Programmatic Budget and
Demand Projection for the January 31, 2018 FCC Filing

Action Requested

The USAC Board of Directors Schools & Libraries Committee (Committee) is requested
to approve the 2nd Quarter 2018 (2Q2018) programmatic budget and demand projection
for the Schools and Libraries Support Mechanism for submission to the Federal
Communications Commission (FCC) in USAC’s January 31, 2018 quarterly filing.

Discussion

The budget before the Committee includes the costs of administering the Schools and
Libraries 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.

202018 Operating Budget

Based on current operational responsibilities and requirements, USAC management
estimates a direct operating budget of $17.66 million will be required to fund Schools and
Libraries Support Mechanism programmatic activities in 2Q2018, which includes:
e $1.96 million in compensation and benefits for 51 full time equivalents (FTES),
including the dedicated information technology (IT) and data support teams.
e $8.35 million for Solix program administration costs.
e $5.59 million in professional fees, including:
0 $4.64 million for E-Rate Productivity Center (EPC) operations and
maintenance.
o0 $0.34 million for call center support.
o $0.29 million for IT and data team contract labor.
o $0.27 million for Federal Information Security Management Act (FISMA)
testing.
o $0.03 million for EPC IT support.
o $0.02 million for meeting planner services.

147 C.F.R. § 54.705(a).
2 By-Laws of Universal Service Administrative Company, Article 11, § 8.
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e $1.01 million for beneficiary compliance audits under the Beneficiary and
Contributor Audit Program (BCAP).

e  $0.55 million for cloud hosting costs.

e $0.20 million for travel, meetings and conferences, training and education,
printing, and personnel expenses.

The details to support the allocation of USAC common operating costs to the Schools and
Libraries Mechanism are included with the Board budget materials under item aBODO05
013018.

202018 Capital Budget

USAC management does not anticipate any direct capital costs attributable to the
Schools and Libraries Support Mechanism in 2Q2018.

The details to support the allocation of USAC common capital costs to the Schools and
Libraries Mechanism are included with the Board budget materials under item aBODO08
013018.

Budget Attachments

Attachment A provides the details and compares the proposed 2Q2018 operating budget
to 2Q2017 actual expenditures.

Attachment B provides a comparison of the budget to actual expenditures for the 12
months ending December 31, 2017. Explanations are provided for significant variances.

Collection Requirement

Based on the 2Q2018 operating and capital budgets, USAC management estimates a
collection requirement of $17.66 million for Schools and Libraries Support Mechanism
administrative costs in 2Q2018, as follows:

Collection Requirement Requirement in Millions
20Q2018 Operating Budget $17.66
2Q2018 Capital Budget 0.00

Total Collection Requirement $17.66
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Funding Requirement

On a quarterly basis, USAC is required to submit to the FCC the projected demand for
the upcoming quarter® and estimates of unused funds from prior funding years (FYs).*

On March 13, 2017, the FCC announced the funding cap for Funding Year 2017 as $3.99
billion.> This reflects a 1.3 percent inflation-adjusted increase in the $3.939 billion cap

from funding year 2016.°

Base Demand

The filing window for Funding Year 2017 closed on May 11, 2017. At this time, USAC
management estimates demand for Funding Year 2017 is $3,146.53 million.

Net Demand for Collections Purposes

USAC estimates the 2Q2018 demand requirement for the Schools and Libraries Support

Mechanism as follows:

Funding Requirement Requirement in Millions
Funding Year 2017 Demand $3,146.53
Funds Rolled Over from Prior Fund Years (1,200.24)
Required Collection 1,946.29
Funds Collected (1,459.71)

Total 2Q2018 Funding Requirement $486.57

347CFR. 8§ 54.709(a). 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.
447 C.F.R. § 54.507(a).

> See Wireline Competition Bureau Announces E-rate Inflation-Based Cap for Funding Year 2017, CC
Docket No. 02-6, Public Notice, 32 FCC Rcd 1869 (2017). On December 19, 2014, the FCC released the
Second E-Rate Modernization Report and Order, adjusting the E-rate cap to provide certainty of sufficient
available funding to achieve program goals. The $2.410 billion annual cap was adjusted to $3.900 billion.
The new cap included the original $2.250 billion plus the previous inflation amount of $163.82 million.
This change became effective starting in Funding Year 2015. On May 6, 2016, the FCC announced the
funding cap for Funding Year 2016 as $3.939 billion. The Funding Year 2016 cap reflected a one percent
inflation-adjusted increase in the $3.9 billion cap from Funding Year 2015.
6 See Wireline Competition Bureau Announces E-rate Inflation-based Cap for Funding Year 2016, CC

Docket No. 02-6, Public Notice, 31 FCC Rcd 4446 (2016).
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Prior Period Adjustments

Results for 4th Quarter 2017 (4Q2017) contribute to an over-funded condition. The total
prior period adjustment to the 2Q2018 funding requirement based on 4Q2017 actual
results will decrease the funding requirement by $3.85 million. The explanation for the

adjustment is provided below:

Reason for the Prior Period Adjustment

Adjustment in Millions

The 4Q2017 Billings were lower than projected $0.92
Interest income was higher than projected for 4Q2017 (0.21)
Bad debt expense was lower than anticipated (4.56)
Total Prior Period Adjustment ($3.85)

Summary of Demand

The total funding requirement of $486.57 million is adjusted as follows, resulting in a
total projected 2Q2018 funding requirement for the Schools and Libraries Support

Mechanism of $506.21 million.

Schools and Libraries Support Mechanism
Fund Size Projections for 2nd Quarter 2018

(in millions)
Schools and Libraries Support $486.57
Prior Period Adjustment (3.85)
USAC Admin Expenses (including $10.63 million of common costs) 28.29
Interest Income (4.80)

Total 2Q2018 Demand $506.21

Schools and Libraries Support Mechanism
Quarter-Over-Quarter Projections

(in millions)
20Q2018 1Q2018 4Q2017 3Q2017
Schools and Libraries Support $486.57 $486.57 $486.57 $486.57
Prior Period Adjustment (3.85) 38.04 5.77 (6.08)
USAC Admin Expenses 28.29 30.06 17.46 27.72
Interest Income (4.80) (9.56) (10.33) (10.12)
Total Demand $506.21 $545.11 $499.47 $498.09
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Schools and Libraries Support Mechanism Summary

Management Recommendation

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

Recommended USAC Schools and Libraries Committee Action:

APPROVAL OF THE FOLLOWING RESOLUTIONS:

RESOLVED, that the USAC Schools and Libraries Committee
approves a 2nd Quarter 2018 Schools and Libraries Support Mechanism operating budget
of $17.66 million; and

RESOLVED FURTHER, that the USAC Schools and Libraries
Committee directs USAC staff to submit a collection requirement of $17.66 million for
the Schools and Libraries Support Mechanism administrative costs in the required
January 31, 2018 filing to the FCC on behalf of the Committee; and

RESOLVED FURTHER, that the USAC Schools and Libraries
Committee, having reviewed at its meeting on January 29, 2018, a summary of the 2nd
Quarter 2018 Schools and Libraries Support Mechanism demand estimate, hereby directs
USAC staff to proceed with the required January 31, 2018 filing to the FCC on behalf of
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the Committee. USAC staff may make adjustments if the total variance for the Schools
and Libraries Support Mechanism is equal to or less than $10 million, or may seek
approval from the Schools & Libraries Committee Chair to make adjustments if the total
variance is greater than $10 million, but not more than $15 million.

Page 17 of 128



Briefing book excludes all materials discussed in Executive Session

Expense Category 2Q2017 Actual 2Q2018 Budget Increase/ Explanations
(Decrease)
Compensation & Benefits $ 2,131.04 $ 1,957.99 $ (173.05) 51 FTEs in 2Q2018 vs an average of 50 in 2Q2017. 2Q2017 actuals include an adjustment
to reclass FTEs charged to Common in 1Q2017.
Solix Costs 9,375.00 8,348.48 (1,026.52)  Reduction due to transition of call center support from Solix to new vendor and transaction
based pricing in the new contract
External BCAP Costs 888.77 1,007.15 118.38) Increase in outsourced audit activity in 2Q2018 under the Beneficiary and Contributor
Audit Program (BCAP), offset by a decrease in co-sourced audit activity in 2Q2018 under
BCAP
Professional Fees & Contract Labor 4,285.85 5,594.91 1,309.06) Increase for call center support and E-Rate Productivity Center (EPC) operations and
maintenance, offset by decrease in contract labor
Telephone & Computer Support 425.92 550.00 124.08/ Appian cloud hosting costs for EPC
Travel, Meetings & Conferences 92.44 164.03 71.59  Lodging, transportation, and meals associated with program, user support, and audit travel
Other Expenses 5.08 35.34 30.25 Higher spending anticipated for training and education
Total Programmatic Operating Costs 17,204.11 17,657.89 453.79
Direct Capital Costs 2,847.13 - (2,847.13)| Decrease due to less EPC software development
Total Direct Costs - Schools & Libraries $ 20,051.24| $ 17,657.89) $ (2,393.35)
Program
Common Operating Costs Assigned to $ 10,155.35| $ 10,447.91 $ 292.56| Allocation of indirect operating costs based on the Cost Allocation Methodology (CAM)
Schools & Libraries Program
Common Capital Costs Assigned to Schools 183.88 180.90 (2.98)| Allocation of indirect capital budget based on the CAM
& Libraries Program
Total Common Costs Assigned to Schools & $ 10,339.24| $ 10,628.81 $ 289.58

Libraries Program

Total Schools & Libraries Program with $ 30,390.48| $ 28,286.71| $ (2,103.77)
Allocations
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Direct Operating Expenses Actual Budget Variance % Explanations
Compensation & Benefits $ 6,702.10 ' $ 8,041.30 | $ 1,339.20 17%| Lower spending due to vacant positions (50 FTEs vs 53 budgeted)
Solix Costs 37,852.05 37,833.33 (18.71) 0%
External BCAP Costs 2,721.97 3,603.76 881.79 24% Lower spending on outsourced and co-sourced audits under the
Beneficiary and Contributor Audit Program
Professional Fees & Contract Labor 10,254.51 13,556.36 3,301.85 24% Lower spending on E-Rate Productivity Center (EPC) operations &
maintenance
Telephone & Computer Support 2,019.93 1,857.14 (162.78) -9%
Travel, Meetings & Conferences 321.37 673.76 352.39 52% Lower spending on user support meetings and conferences, audit travel
Other Expenses 47.95 93.94 45.98 49% Lower spending on training and education
Total Direct Operating Expenses $ 5991987 $ 65,659.58 $ 5,739.71 9%
Indirect Expense / Allocations
USAC Administration $ 4134099 $ 4297801 $ 1,637.02 4%
Total Expense $ 101,260.87 $ 108,637.59 | $ 7,376.73 7%
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Universal Service Administrative Company
Schools & Libraries Committee Meeting

ACTION ITEM

Recommendation for Election of
Committee Chair and Vice Chair

Action Requested

The Schools & Libraries Committee (Committee) is taking action to bring its Chair and
Vice Chair nominations for consideration by the full Board of Directors (Board) at the
Board meeting to be held on January 30, 2018.

Discussion

The pertinent resolution related to the election of committee chair and vice chair positions
was adopted by the Board on January 25, 2000 and reads as follows:

RESOLVED, that the USAC Board of Directors accepts
the recommendations of the USAC Nominating Committee that: (1) in
addition to the annual election of officers, all Committee chairs and vice
chairs shall also be elected annually; (2) the first election for Committee
chairs and vice chairs shall occur at the election of officers at the January
2001 Board of Directors meeting; (3) there shall be no term limits imposed
on officer and Committee chair and vice-chair positions; and (4) there
shall be no automatic succession of positions....*

On January 31, 2017, the Board elected Dr. Dan Domenech as Chair and Ken Mason as
Vice Chair of the Schools & Libraries Committee.

At their January 29, 2018 quarterly meetings, each committee of the Board (including the
Audit Committee and each of the programmatic committees) will nominate Board
members to serve as chair and vice chair of their respective committees. Those
recommendations will be submitted to the Board at the Board meeting to be held on
January 30, 2018.

Recommended USAC Schools & Libraries Committee Action

APPROVAL OF THE FOLLOWING RESOLUTION:

1 USAC Board of Directors Meeting Minutes, at 4 (Jan. 25, 2000), available at
http://usac.org/about/about/leadership/board-minutes/bod.aspx.
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RESOLVED, that the USAC Schools & Libraries Committee
recommends that the USAC Board of Directors elect as Chair
and as Vice Chair of the Committee. The term for each position
begins immediately upon the election to such position by the Board and ends at such time
as the Chair or Vice Chair (as the case may be): (i) is replaced by a successor selected by
the Board, (ii) resigns from the Committee or the Board, (iii) is removed by resolution of
the Board, or (iv) is no longer a member of the Board (whichever comes first).
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Universal Service Administrative Company
Schools & Libraries Committee Meeting

INFORMATION ITEM - Executive Session Option

Information on Ten USAC Internal Audit Division
Schools and Libraries Support Mechanism Beneficiary Audit Reports

Information Presented

This information item provides a summary of the results for ten Schools and Libraries

Support Mechanism Beneficiary Audit Reports listed in Exhibit I 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 Schools and Libraries 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 ten Schools and Libraries Support Mechanism beneficiaries.
The purpose of the audits was to determine whether the beneficiaries complied with
Federal Communications Commission (FCC or Commission) rules and program
requirements. Exhibit I to this briefing paper highlights the results of the audits. The
audit report where the entity disagreed with one or more audit findings can be found in
Attachments A - E.
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Summary of Schools and Libraries Support Mechanism Beneficiary Audit Reports

USAC
Number Monetary | Management Entity
of Effect of Recovery | Disagreement

Entity Name, State | Findings Material Findings Amount of Support Findings Action
Santa Ana Unified 0 No Findings. $1,074,342 $0 $0 N/A
School District,
California
Winston- 2 Beneficiary Over-Invoiced the $6,398,768 $107,073 $107,073 Y
Salem/Forsyth Schools and Libraries
County School Program (SLP) for Ineligible
District, North Services — Beneficiary Over-
Carolina Invoiced SLP. The Beneficiary

did not remove ineligible
Attachment A charges from its service

provider bills before invoicing

SLP.

Lack of Necessary Resources

to Make Effective Use of

Equipment. The Beneficiary is

not using all of the equipment

for which it requested funding.
Gallup McKinley 3 Service Provider Over- $1,676,692 $58,119 $40,899 Y

County School
District, New
Mexico

Attachment B

Invoiced SLP for Services Not
Requested. The Service
Provider invoiced SLP for
services that the Beneficiary did
not request on the Item 21
Attachment to its FCC Form
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USAC
Number Monetary | Management Entity
of Effect of Recovery | Disagreement

Entity Name, State | Findings Material Findings Amount of Support Findings Action

471 and that the SLP had

therefore not approved for

funding.

Beneficiary Over-Invoiced

SLP for Duplicative Services.

The Beneficiary upgraded its

WAN circuits, but did not have

the old circuits disconnected for

two months; as a result, the

service provider invoiced for

duplicative services during that

period.
Abilene Independent 1 No Material Findings. $1,679,120 $0 $0 N
School District,
Texas
St. Michael School, 1 No Material Findings. $1,065 $0 $0 N
Illinois
Charter Schools 3 Service Provider Over- $3,730,192 $293,317 $293,317 Y

USA, Florida

Attachment C

Invoiced SLP for Ineligible
Services and Equipment. The
Service Provider requested
reimbursement for ineligible
services, for eligible services
under the incorrect Funding
Request Number (FRN), failed
to apportion and apply credits,
and had mathematical errors in
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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

its documentation supporting
reimbursement requests.
Equipment Not Used at the
Requested Location for the
Requested Purpose. Internal
connections equipment was not
installed and in use at the time
of the audit.

Service Provider Over-
Invoiced SLP for Amounts
Not Reconciled to the Service
Provider Bills. Unit prices for
equipment provided per the
Service Provider bills and
contract between the
Beneficiary and the Service
Provider were less than the unit
price per the Service Provider
Invoice (SPI) reimbursement
requests submitted to USAC.

Austin Independent
School District,
Texas

Attachment D

Failure to Comply with
Competitive Bidding
Requirements. Price Was Not
the Primary Factor — Price was
not the primary factor in the bid
evaluation process related to 56
FRNs for Category Two

$982,216

$2,771,201

$982,216*
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USAC
Number Monetary | Management Entity
of Effect of Recovery | Disagreement

Entity Name, State | Findings Material Findings Amount of Support Findings Action

services.
New York Public 3 e Lack of Necessary Resources $1,002,661 $104,483 $104,483 Y
Library, New York to Make Effective Use of

Services and Equipment. The
Attachment E Beneficiary physically installed

switches purchased through

FRNs 2785219, 2786798 and

2786815 on racks, but did not

demonstrate effective use of the

equipment as no ports were

being utilized.
Twin Rivers Unified 4 e Service Provider Over- $2,879,149 $22,093 $22,093 N
School District, Invoiced SLP for Amounts
California Not Reconciled to the Service

Provider Bills. The Service

Provider was unable to provide

adequate documentation to

support selected SPI

reimbursements requests

submitted to the E-rate Program

and disbursement made for

FRN 2836636.
Fort Worth 0 e No Findings. $1,429,947 $0 $0 N/A
Independent
School District,
Texas
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USAC
Number Monetary | Management Entity
of Effect of Recovery | Disagreement
Entity Name, State | Findings Material Findings Amount of Support Findings Action
Total 18 $20,854,152 | $3,356,286 $567,865

* The difference between the Monetary Effect and the USAC Management Recovery Action resulted in a commitment

adjustment to the related FRN.
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Attachment A

SL2016BE022
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UNIVERSAL SERVICE ADMINISTRATIVE COMPANY

PERFORMANCE AUDIT

WINSTON-SALEM/FORSYTH COUNTY SCHOOL DISTRICT

COMPLIANCE WITH THE FEDERAL UNIVERSAL SERVICE FUND
SCHOOLS AND LIBRARIES SUPPORT MECHANISM RULES

USAC AuDIT No. SL2016BE022

Cotton&
Company

Cotton & Company LLP
635 Slaters Lane
Alexandria, Virginia 22314
703.836.6701, phone
703.836.0941, fax
www.cottoncpa.com
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UNIVERSAL SERVICE ADMINISTRATIVE COMPANY
WINSTON-SALEM/FORSYTH COUNTY SCHOOL DISTRICT
COMPLIANCE WITH THE FEDERAL UNIVERSAL SERVICE FUND
SCHOOLS AND LIBRARIES SUPPORT MECHANISM RULES

Executive Summary
September 13, 2017

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

700 12" Street, N.W., Suite 900

Washington, DC 20005

Dear Mr. Scott:

Cotton & Company LLP (referred to as “we”) audited the compliance of Winston-Salem/Forsyth
County School District (Beneficiary), Billed Entity Number (BEN) 126817, using regulations
and orders governing the federal Universal Service Schools and Libraries Program (SLP), 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 Beneficiary management. Our responsibility is
to make a determination regarding the Beneficiary’s compliance with the Rules based on the
audit.

We conducted this performance audit in accordance with our contract with the Universal Service
Administrative Company (USAC) and Generally Accepted Government Auditing Standards,
issued by the Government Accountability Office. 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 the audit objectives. The audit included examining, on a test
basis: 1) evidence supporting the competitive bidding process undertaken to select service
providers, 2) data used to calculate the discount percentage and the type and amount of services
received, and 3) physical inventory of equipment purchased and maintained. It also included
performing other procedures we considered necessary to make a determination regarding the
Beneficiary’s compliance with the Rules. The evidence obtained provides a reasonable basis for
our findings and conclusions based on the audit objectives.

Based on the test work performed, our examination disclosed two detailed audit findings and no
other matters, discussed in the Audit Results and Commitment Adjustment/Recovery Action
section below. For the purpose of this report, a “detailed audit finding” is a condition that shows
evidence of non-compliance with Rules that were in effect during the audit period. An “other
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matter” is a condition that does not necessarily constitute a violation of the Rules but that
warrants the attention of the Beneficiary and USAC management.

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
Federal Communications Commission (FCC) and should not be used by those who have not
agreed to the procedures and accepted responsibility for ensuring that those procedures are
sufficient for their purposes. This report is not confidential and may be released to a third party
upon request.

Audit Results and Commitment Adjustment/Recovery Act

Based on the test work performed, our examination disclosed that the Beneficiary did not comply
with the Rules, as set forth in the two detailed audit findings discussed below.

USAC Recommended
Monetary | Recovery Commitment
Audit Results Effect Action Adjustment
$0

Finding No. 1,47 C.F.R. § $60,485 $60,485

54.502(a) — Beneficiary Over-

Invoiced SLP for Ineligible

Services — Beneficiary Over-

Invoiced SLP.

The Beneficiary did not remove

ineligible charges from its service

provider bills before invoicing

SLP.

Finding No. 2,47 C.F.R. § $46,588 $46,588 $0
54.504(a)(2)(iii) — Lack of

Necessary Resources to Make

Effective Use of Equipment.

The Beneficiary is not using all of

the equipment for which it

requested funding.

Total Net Monetary Effect $107,073 $107,073 $0

USAC Management Response
USAC Management concurs with the Audit Results stated above for Finding No. 1. For
Finding No. 2, USAC will conduct outreach to the Beneficiary and determine the
recovery amount consistent with FCC Rules and Orders. In addition, USAC will request
the Beneficiary provide copies of policies and procedures implemented to address the
issues identified.
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USAC also directs the Beneficiary to USAC’s website under ““Reference Area” for
guidance on Invoicing available at http://usac.org/sl/tools/reference-area.aspx. Further,
USAC recommends the Beneficiary and service provider subscribe to USAC’s weekly
News Brief which provides program participants with valuable information. Enrollment
can be made through USAC’s website under “Trainings and Outreach’ available at
http://www.usac.org/sl/tools/news-briefs/Default.aspx.

Purpose, Background, Scope, and Procedures

The purpose of the audit was to determine whether the Beneficiary complied with the Rules for
Funding Year 2015. The Beneficiary is a school district located in Winston-Salem, North
Carolina that serves more than 56,000 students.

The following chart summarizes the Schools and Libraries Program (SLP) support amounts
committed and disbursed to the Beneficiary as of June 9, 2016, the date that our audit
commenced.

Amount Amount
Service Type Committed Disbursed

Internal Connections $5,359,758 $5,241,894
Internet Access $16,128 $16,128
Telecommunications $925,440 $925,440
Voice $336,664 $215,306
Total $6,637,990 $6,398,768

The “amount committed” total represents 7 FCC Form 471 Description of Services Ordered and
Certification applications submitted by the Beneficiary for Funding Year 2015 that resulted in
178 Funding Request Numbers (FRNs). We selected a sample of 15 of the 178 FRNs, which
represent $2,668,846 of the funds committed and $2,604,632 of the funds disbursed during the
audit period. Using this sample, we performed the audit procedures enumerated below.

A. Application Process
We obtained an understanding of the Beneficiary’s processes relating to the SLP.
Specifically, to determine if the Beneficiary used its funding in accordance with the
Rules, we examined documentation to verify whether the Beneficiary used its funding
effectively and whether it had adequate controls in place. We performed inquiries, direct
observation, and inspection of documentation to determine whether the Beneficiary was
eligible to receive funds and had the necessary resources to support the equipment and
services for which it requested funding. We also conducted inquiries to obtain an
understanding of the process the Beneficiary used to calculate its USAC Category 1 and
Category 2 discount percentage and validated the accuracy of the discount percentage.

Page 33 of 128


http://usac.org/sl/tools/reference-area.aspx
http://www.usac.org/sl/tools/news-briefs/Default.aspx

Briefing book excludes all materials discussed in Executive Session

B. Competitive Bid Process
We obtained and examined documentation to determine whether the Beneficiary: 1)
properly evaluated all bids received, and 2) primarily considered the price of the eligible
services and goods in selecting the service provider. We also obtained and examined
evidence that the Beneficiary waited the required 28 days from the date the FCC Form
470 Description of Services Requested and Certification was posted on USAC’s website
before signing contracts or executing month-to-month agreements with the selected
service providers. In addition, we evaluated the cost-effectiveness of the equipment and
services requested and purchased.

C. Invoicing Process
We obtained and examined invoices for which USAC disbursed payment to determine
whether the equipment and services identified on the FCC Form 472, Billed Entity
Applicant Reimbursements (BEARs); FCC Form 474, Service Provider Invoices (SPIs);
and corresponding service provider bills were consistent with the terms and specifications
of the service provider agreements. We also examined documentation to determine
whether the Beneficiary paid its non-discounted share in a timely manner.

D. Site Visit
We performed a physical inventory to evaluate the location and use of equipment and
services to determine whether they were properly delivered and installed, located in
eligible facilities, and used in accordance with the Rules. We evaluated whether the
Beneficiary had the necessary resources to support the equipment and services for which
it had requested funding and evaluated the equipment and services purchased to
determine whether the Beneficiary was using its funding in an effective manner.

E. Reimbursement Process
We obtained and examined equipment and service invoices that the Beneficiary
submitted to USAC for reimbursement and performed procedures to determine whether
the Beneficiary had properly invoiced USAC. Specifically, we reviewed service provider
bills associated with the BEAR and SPI forms for equipment and services provided to the
Beneficiary. We verified that the equipment and services identified on the BEAR and SPI
forms and corresponding service provider bills were consistent with the terms and
specifications of the service provider agreements and were eligible in accordance with the
SLP Eligible Services List.

Detailed Audit Findings

Finding No. 1, 47 C.F.R. § 54.502(a) — Beneficiary Over-Invoiced SLP for Ineligible
Services

Condition

The Beneficiary invoiced SLP for $100,808 in ineligible voice service charges on BEAR No.
2332794 for FRN 2804418. The service provider bills supporting the BEAR spanned July to
December 2015 and included ineligible data, messaging, and custom calling features. When
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invoicing SLP for the voice service charges, the Beneficiary did not remove costs of cellular
plans that the service provider identified as ineligible in its proposal to provide the services, nor
did the Beneficiary remove other ineligible charges such as hotspot, navigation, extended
warranty, caller identification, air card, text messaging allowance, and unlimited camera
messaging charges.

Cause

The Beneficiary stated that it included ineligible costs on its invoices due to an oversight. The
Beneficiary did not have adequate controls and procedures in place to ensure that it did not
invoice USAC for ineligible services.

Effect
The Beneficiary overstated its invoices to SLP by $100,808. The Beneficiary’s discount rate for
voice services was 60 percent, resulting in total overpayment of $60,485.

Recommended
Monetary | Recommended | Commitment
Support Type Effect Recover Adj ustment

Voice (FRN 2804418) $60,485 $60,485

Recommendation
We recommend that:

1. USAC management seek recovery of the amount identified in the Effect section above.

2. The Beneficiary implement controls and procedures to ensure that it only invoices SLP
for the cost of eligible services approved for funding.

Beneficiary Response
The Condition the audit observed is factual and the conclusion reached is valid. The
Winston-Salem/Forsyth County School District made a clerical error and over-invoiced SLP
for $100,808 in ineligible voice service charges on BEAR No. 2332794 for FRN 2804418.
The Winston-Salem/Forsyth County School District intends to comply with audit
recommendations listed below.

1. USAC management seek recovery of the amount identified in the Effect section above.

2. The Beneficiary implement controls and procedures to ensure that it only invoices
SLP for the cost of eligible services approved for funding.
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Finding No. 2, 47 C.F.R. § 54.504(a)(1)(iii) — Lack of Necessary Resources to Make
Effective Use of Equipment

Condition

The Beneficiary did not use all of the equipment for which it received SLP funding on FRNs
2835226, 2834762, and 2835422; and it was unable to demonstrate a current need for the unused
equipment. We performed site visits to five schools to inspect equipment purchased with
Funding Year 2015 E-rate funds. At two of the schools, Parkland High School (FRN 2835226)
and Mt. Tabor High School (FRN 2834762), we identified a total of 16 switches that had been
installed and mounted but that were not in use. Beneficiary representatives stated that some of
the switches were reserved for security cameras, which USAC does not consider to be necessary
for educational purposes. At a third school, Reagan High School (FRN 2835422), we identified
three access points that the Beneficiary had purchased with E-rate funds but that were not
included on the equipment list, had not been installed, and did not have a planned use.

Cause
The Beneficiary did not limit its Category 2 funding requests to equipment currently required for
educational purposes.

Effect

The Beneficiary overstated its invoices to SLP by $58,235, or the pre-discount cost of 16
switches and three access points. The Beneficiary’s discount rate for internal connections was 80
percent, resulting in total overpayment of $46,588.*

Recommended

Monetary | Recommended | Commitment

Internal Connections Adjustment
2835226 $35,949 $35,949 $0
2834762 $9,653 $9,653 $0
9835422 $986 $986 $0
Total $46,588 $46,588 $0

! The Beneficiary acquired the three access points as part of bundled packages. We estimated the cost of
this equipment at $411 per unit based on E-rate funding amounts requested for similar equipment within
North Carolina.
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Recommendation
We recommend that:

1. USAC management seek recovery of the amount identified in the Effect section above.
2. The Beneficiary implement stronger controls and procedures to ensure that it:
a. Only requests SLP funding and reimbursement for equipment that is necessary for
educational purposes.
b. Maintains accurate fixed asset listings.

Beneficiary Response
The Condition the audit observed is factual, but the conclusion reached is disputed.

1. The on-site audit was performed before the Service Delivery Deadline.
Funding year: 2015 (July 2015 through September 2016)

Date of FCDL: June 6, 2015

Date of on-site audit: August 8-9, 2016

Service Delivery Deadline: September 30, 2016

Last day to invoice: January 30, 2017

®o0 o

2. The auditor identified switches and access points that were in a central location
within the designated school for configuration prior to final deployment. At the time
of the on-site audit, nearly two months remained before the Service Delivery
Deadline.

3. The intended use of the switches in question are to provide E-rate acceptable service
for educational purposes. We agree that security cameras themselves are not E-rate
eligible. However, the use of E-rate discounted network infrastructure to enable these
devices is eligible in the same way VoIP devices are not eligible, yet their use of
network infrastructure remains eligible and does not require a cost-allocation.

When planning to make best use of our Category 2 ERATE funding opportunity, we adopted
an infrastructure upgrade and enhancement strategy to fund all schools in year 1 of the new
ERATE Modernization program. This strategy took the per student funding formula and
calculated our expenses based on the infrastructure needs of each school in our district. Our
budgetary and filing strategy to purchase all goods and services in year 1 was based on the
following USAC FAQ, Question #1. http://usac.org/sl/about/fags/fags-Category-Two-
Budgets.aspx#top. As we looked at the infrastructure and connectivity needs of the schools
we also placed strong consideration on expected growth over a 5 year period. The growth
factors included the following:

e Addition of classroom technology over a 6 year period (2016-2022). This increase
will require additional active wired connections in every classroom in the district
including but not limited to:

o School renovations including new classroom additions. Additional
classrooms require additional wired ports for access points, IP phones, and
computers.
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o Adding 1 interactive panel per classroom (approximately 3800 district wide)
for educational purposes. These devices require a wired connection to
accommodate student device mirroring.

o Adding IP phones to classrooms.

e |IP Based security cameras. Our switch infrastructure and growth plan included port
counts to support new and additional IP based security cameras at all sites.
Although security cameras are considered an ineligible service, we made the
assumption that a data switch purchased with ERATE funds could be used to connect
a security camera. We based our assumption on the following documentation found
at http://usac.org/sl/applicants/beforeyoubegin/eligible-services/educ-purposes.aspx.

e With the continued addition of student mobile devices, our 5 year growth strategy
also included adding additional wireless access points as needed in all schools.

We fully understand the auditor's interpretation and documented finding. The intention was
to best serve our students by providing the needed connectivity upgrades. If our
interpretation of the ERATE FAQ and educational purposes documentation is inaccurate, we
will make necessary adjustments on future ERATE funding applications.

Auditor Response

USAC does not consider equipment or services related to security cameras to be eligible. USAC
denied the appeal and maintained USAC’s position that cabling drops used for security cameras
were ineligible. The FCC upheld USAC’s decision that these services for security cameras were
ineligible. See Streamlined Resolution of Requests Related to Action by the Universal Service
Administrator, CC Docket No. 02-6, et al., 31 FCC Rcd. 12697 (2016). Therefore, we did not
make any revision to our finding.

Criteria
1 Billed Entity “I declare under penalty of perjury that the foregoing is true

Applicant and correct and that | am authorized to submit this Billed
Reimbursement Entity Applicant Reimbursement Form on behalf of the
Form (FCC Form eligible schools, libraries, or consortia of those entities

472), OMB represented on this Form, and | certify to the best of my
3060-0856 (Jul. knowledge, information, and belief, as follows:

2013), at 3,

Block 3 (Billed A. The discount amounts listed in Column (14) of this Billed
Entity Entity Applicant Reimbursement Form represent charges
Certification). for eligible services delivered to and used by eligible

schools, libraries, or consortia of those entities for
educational purposes, on or after the service start date
reported on the associated FCC Form 486.”
1 47CF.R. 8 Supported services. All supported services are listed in the
54.502(a) (2015). Eligible Services List as updated annually in accordance
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with paragraph (b) of this section. The services in this
subpart will be supported in addition to all reasonable
charges that are incurred by taking such services, such as
state and federal taxes. Charges for termination liability,
penalty surcharges, and other charges not included in the
cost of taking such service shall not be covered by the
universal service support mechanisms.

1 Schools and I11.B.I1 Category One
Libraries ...Pursuant to the E-rate Modernization Order, we remove
Universal Service from the ESL web hosting, voice mail, email, paging,
Support directory assistance charges, text messaging, custom calling
Mechanism et. services, direct inward dialing, 900/976 call blocking, and
al., CC Docket inside wire maintenance plans.
No. 02-6, et. al.,
29 FCC Rcd ...Digital transmission services and Internet access services.
13404, Appendix  ...Data plans and air cards for mobile devices are eligible

C (2014). (2015 only in instances when the school or library seeking support

Eligible Services  demonstrates that the individual data plans are the most cost

List). effective option for providing internal broadband access for
mobile devices as required in the E-rate Modernization
Order.

...Eligible voice services.
Eligible voice services are subject to an annual 20
percentage point phase down of E-rate support beginning in
funding year 2015, as described in the E-rate Modernization
Order. The reduced discount rate for voice services will
apply to all applicants and all costs for the provision of
telephone services and circuit capacity dedicated to
providing voice services including:
...Wireless telephone service including cellular voice and
excluding data and text messaging.

2 47C.F.R. 8 (a) Recordkeeping requirements—(1) Schools, libraries, and

54.516(a) (2015). consortia. Schools, libraries, and any consortium that

includes schools or libraries shall retain all documents
related to the application for, receipt, and delivery of
supported services for at least 10 years after the latter of the
last day of the applicable funding year or the service
delivery deadline for the funding request. Any other
document that demonstrates compliance with the statutory
or regulatory requirements for the schools and libraries
mechanism shall be retained as well. Schools, libraries, and
consortia shall maintain asset and inventory records of
equipment purchased as components of supported category
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two services sufficient to verify the actual location of such
equipment for a period of 10 years after purchase.

2 47C.F.R. § (a) Filing of the FCC Form 471. An eligible school, library,
54.504(a)(1)(iii) or consortium that includes an eligible school or library
(2015). seeking to receive discounts for eligible services under this

subpart shall, upon entering into a signed contract or other
legally binding agreement for eligible services, submit a
completed FCC Form 471 to the Administrator.

(1) The FCC Form 471 shall be signed by the person
authorized to order eligible services for the eligible school,
library, or consortium and shall include that person's
certification under oath that:

(i) The schools meet the statutory definition of “elementary
school’ or ““secondary school’ as defined in § 54.500 of
this subpart, do not operate as for-profit businesses, and do
not have endowments exceeding $50 million.

(i) The libraries or library consortia eligible for assistance
from a State library administrative agency under the Library
Services and Technology Act of 1996 do not operate as for-
profit businesses and whose budgets are completely separate
from any school (including, but not limited to, elementary
and secondary schools, colleges, and universities).

(iii) The entities listed on the FCC Form 471 application
have secured access to all of the resources, including
computers, training, software, maintenance, internal
connections, and electrical connections, necessary to make
effective use of the services purchased.

CoTTON & COMPANY LLP
i f 2 il
7 .|I"r’.* -
4

Michael W. Gillespie, CPA, CFE
Partner
Alexandria, VA
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https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=f4066c4d605a0a0b5f8fd9c4df5d3b4b&term_occur=5&term_src=Title:47:Chapter:I:Subchapter:B:Part:54:Subpart:F:54.504
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=f4066c4d605a0a0b5f8fd9c4df5d3b4b&term_occur=6&term_src=Title:47:Chapter:I:Subchapter:B:Part:54:Subpart:F:54.504
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=4e580f4a58808cd3f41011326bf43346&term_occur=1&term_src=Title:47:Chapter:I:Subchapter:B:Part:54:Subpart:F:54.504
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=ad1fb5a4bd6f4da0146b94613219a788&term_occur=1&term_src=Title:47:Chapter:I:Subchapter:B:Part:54:Subpart:F:54.504
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=ad1fb5a4bd6f4da0146b94613219a788&term_occur=1&term_src=Title:47:Chapter:I:Subchapter:B:Part:54:Subpart:F:54.504
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UNIVERSAL SERVICE ADMINISTRATIVE COMPANY
GALLUP MCKINLEY COUNTY SCHOOL DISTRICT
COMPLIANCE WITH THE FEDERAL UNIVERSAL SERVICE FUND
SCHOOLS AND LIBRARIES SUPPORT MECHANISM RULES

Executive Summary
October 3, 2017

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

700 12™ Street, N.W., Suite 900

Washington, DC 20005

Dear Mr. Scott:

Cotton & Company LLP (referred to as “we”) audited the compliance of Gallup McKinley
County School District (Beneficiary), Billed Entity Number (BEN) 143257, using regulations
and orders governing the federal Universal Service Schools and Libraries Program (SLP), 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 Beneficiary management. Our responsibility is
to make a determination regarding the Beneficiary’s compliance with the Rules based on the
audit.

We conducted this performance audit in accordance with our contract with the Universal Service
Administrative Company (USAC) and Generally Accepted Government Auditing Standards,
issued by the Government Accountability Office. 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 the audit objectives. The audit included examining, on a test
basis: 1) evidence supporting the competitive bidding process undertaken to select service
providers, and 2) data used to calculate the discount percentage and the type and amount of
services received. It also included performing other procedures we considered necessary to make
a determination regarding the Beneficiary’s compliance with the Rules. The evidence obtained
provides a reasonable basis for our findings and conclusions based on the audit objectives.

Based on the test work performed, our examination disclosed three detailed audit findings
discussed in the Audit Results and Commitment Adjustment/Recovery Action section below. For
the purpose of this report, a “detailed audit finding” is a condition that shows evidence of non-
compliance with Rules that were in effect during the audit period. An “other matter” is a
condition that does not necessarily constitute a violation of the Rules but that warrants the
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attention of the Beneficiary and USAC management. We did not note any other matters in our
audit.

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
Federal Communications Commission (FCC) and should not be used by those who have not
agreed to the procedures and accepted responsibility for ensuring that those procedures are
sufficient for their purposes. This report is not confidential and may be released to a third party
upon request.

Audit Results and Commitment Adjustment/Recovery Action

Based on the test work performed, our examination disclosed that the Beneficiary did not comply
with the Rules, as set forth in the 3 detailed audit findings discussed below.

USAC Recommended
Monetary Recovery Commitment
Audit Results Effect Actlon Adjustment

Finding No. 1, Instructions for Completing the $17,220 $0
Universal Service for Schools and Libraries

Service Provider Invoice (SPI) Form, at 3 —

Service Provider Over-Invoiced SLP for Services

Not Requested.

The Service Provider invoiced SLP for services that

the Beneficiary did not request on the Item 21

Attachment to its FCC Form 471 and that the SLP

had therefore not approved for funding.

Finding No. 2, Instructions for Completing the $1,081 $1,081 $0
Universal Service for Schools and Libraries

Billed Entity Applicant Reimbursement (BEAR)

Form, at 3 — Beneficiary Over-Invoiced SLP for

Services Not Requested.

The Beneficiary invoiced SLP for services that the

Beneficiary did not request on the Item 21

Attachment to its FCC Form 471 and that the SLP

had therefore not approved for funding.
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Finding No. 3, Second Report and Order, CC $39,818 $39,818 $0
Docket 02-6 — Beneficiary Over-Invoiced SLP for

Duplicative Services.

The Beneficiary upgraded its WAN circuits but did

not have the old circuits disconnected for two

months; as a result, the service provider invoiced

for duplicative services during that period.

Total Net Monetary Effect $58,119 $40,899

18

USAC Management Response

USAC management concurs with the Audit Results stated above. See the Chart below for
the recovery amount. USAC will also request the Beneficiary provide copies of policies
and procedures implemented to address the issues identified in this audit. In addition,
USAC directs the Beneficiary and Service Provider to USAC’s website under ““Reference
Area” for guidance on Invoicing available at (http://usac.oro/sl/tools/reference-
area.aspx). Further, USAC recommends the Beneficiary and Service Provider subscribe
to USAC’s weekly News Brief which provides program participants with valuable
information. Enrollment can be made through USAC’s website under ““Trainings and
Outreach” available at (http://www.usac.org/sl/tools/news-briefs/Default.aspx).

FRN Recovery Amount

2731704 $40,899

Purpose, Background, Scope, and Procedures

The purpose of the audit was to determine whether the Beneficiary complied with the Rules for
Funding Year 2015. The Beneficiary is a school district located in Gallup, New Mexico that
serves more than 11,000 students.

The following chart summarizes the SLP support amounts committed and disbursed to the
Beneficiary as of August 1, 2016, the date that our audit commenced.

Amount Amount
Service Type Committed Disbursed

Internal Connections $49,117 $0
Basic Maintenance of Internal Connections $147,460 $0
Internet Access $57,814 $0
Telecommunications $2,569,140 $1,669,009
Voice $144,471 $7,683
Total $2,968.002 $1,676.692
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The “amount committed” total represents 2 FCC Form 471 Description of Services Ordered and
Certification applications submitted by the Beneficiary for Funding Year 2015 that resulted in 15
Funding Request Numbers (FRNs).! We selected a sample of 6 of the 15 FRNSs, which represent
$2,224,061 of the funds committed and $1,376,837 of the funds disbursed during the audit
period. Using this sample, we performed the audit procedures enumerated below.

A. Application Process
We obtained an understanding of the Beneficiary’s processes relating to the SLP.
Specifically, to determine if the Beneficiary used its funding in accordance with the
Rules, we examined documentation to verify whether the Beneficiary used its funding
effectively and whether it had adequate controls in place. We performed inquiries and
inspection of documentation to determine whether the Beneficiary was eligible to receive
funds and had the necessary resources to support the equipment and services for which it
requested funding. We also conducted inquiries to obtain an understanding of the process
the Beneficiary used to calculate its discount percentage and validated the accuracy of the
Category 1 and Category 2 discount percentage.

B. Competitive Bid Process
We obtained and examined documentation to determine whether the Beneficiary: 1)
properly evaluated all bids received, and 2) primarily considered the price of the eligible
services and goods in selecting the service provider. We also obtained and examined
evidence that the Beneficiary waited the required 28 days from the date the FCC Form
470 was posted on USAC’s website before signing contracts or executing month-to-
month agreements with the selected service providers. In addition, we evaluated the cost-
effectiveness of the equipment and services requested and purchased.

C. Invoicing Process
We obtained and examined invoices for which USAC disbursed payment to determine
whether the equipment and services identified on the FCC Form 472, Billed Entity
Applicant Reimbursement (BEAR); FCC Form 474, Service Provider Invoice (SPI); and
corresponding service provider bills were consistent with the terms and specifications of
the service provider agreements. We also examined documentation to determine whether
the Beneficiary paid its non-discounted share in a timely manner.

D. Beneficiary Location
We conducted inquiries to determine whether the equipment and services were located in
eligible facilities and used in accordance with the Rules. We evaluated the cost-
effectiveness of the equipment and services purchased to determine whether the
Beneficiary was using its funding in an effective manner.

E. Reimbursement Process

! The Beneficiary canceled one of the 15 FRNSs during the audit period. The canceled FRN was for basic
maintenance of internal connections and represented $147,460 of the $2,968,002 committed as of the date
the audit commenced.
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We obtained and examined equipment and service invoices that the Beneficiary or
service provider submitted to USAC for reimbursement and performed procedures to
determine whether the Beneficiary or service provider had properly invoiced USAC.
Specifically, we reviewed service provider bills associated with the BEAR and SPI forms
for equipment and services provided to the Beneficiary. We verified that the equipment
and services identified on the BEAR and SPI forms and corresponding service provider
bills were consistent with the terms and specifications of the service provider agreements
and were eligible in accordance with the SLP Eligible Services List.

Detailed Audit Findings

Finding No. 1, FCC Form 474 Instructions, at 3— Service Provider Over-Invoiced SLP for
Services Not Requested

Condition

CenturyLink (Service Provider) invoiced the SLP for services that the Beneficiary did not
request on its Item 21 Attachment to the FCC Form 471 for FRN 2727523 and that the SLP had
therefore not approved for funding. Specifically, the service provider bills supporting the SPIs
contained the following unapproved recurring monthly charges:

e One 300 Mbps circuit at $1,205 per month
e Two Quality of Service (QoS) charges at $35 and $65 per month, respectively

Also, the Service Provider removed additional QoS fees from amounts invoiced to the SLP but
did not exclude taxes, fees, and user charges allocable to those fees. In total, the service
provider’s SPIs included pre-discount costs of $19,133 for these ineligible services for the period
from July 2015 through April 2016.

Cause

The Service Provider did not have adequate controls and procedures in place to ensure that SPIs
submitted for reimbursement did not include costs for services that were not approved for SLP
funding on the Beneficiary’s Form 471.

Effect

The Service Provider overstated its invoices to SLP by $19,133. The Beneficiary’s discount rate
for telecommunications services was 90 percent, resulting in total overpayment of $17,220.
However, the Service Provider provided a year end reconciliation of total eligible costs for the
services covered by this FRN to the entire year’s SPI billings which demonstrates that the total
amount billed to the SLP for this FRN did not exceed eligible funded costs incurred by the
Beneficiary. Therefore, no USAC recovery is necessary because USAC’s total disbursements did
not exceed the cost of eligible services provided for this FRN.
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Monetary Recommended
Support Type Effect Recovery

Telecommunications
FRN 2727523 $17,220 $0

Recommendation

We recommend that the Service Provider incorporate procedures to review its SPIs before
submitting them for reimbursement to ensure that the invoiced services have been approved for
funding and that the service provider has performed sufficient analysis to support the forms.

Service Provider Response
In response to the finding, on behalf of CenturyLink Qwest Communications Company,
LLC, I do agree that the 300 Mbps and QoS charges were included on a monthly basis in
error, for invoicing only. However, | do not agree that there should be a recovery
amount. The customer still capped and a true-up was completed at the end of the funding
year. There are processes in place to review the item 21 against the billing before
applying discounts. There are other AZTEC locations, so the analyst included it in error
only on a monthly basis. Also, every Funding year, we have a process in place for
reconciliation of accounts.

Beneficiary Response

The district agrees that this circuit speed in question for the circuit located at 105 W. Aztec
was not listed on the Form 471, but the district does not believe recovery is warranted for
this issue. It is the district’s belief that this circuit would have been eligible for discount
had the district requested a service substitution. In FCC 04-190 the FCC stated that ““We
conclude that in situations where a service substitution would meet the criteria now
established in our rules, the appropriate amount to recover is the difference between what
was originally approved for disbursement and what would have been approved, had the
entity requested and obtained authorization for a service substitution.” Accordingly, the
district agrees with the issue, but believes recovery is not warranted.

In regards to the QoS and the taxes on the QoS the district had a separate FRN for this
service and it was FRN 2732950. The district cannot control whether or not the vendor
invoices USAC properly. Given the new rules relating to invoice deadline extensions the
vendor will be unable to correct this problem because the invoicing deadline has passed.
If a monetary impact is identified the vendor will simply rebill this service back to the
applicant. The district believes it is unfair to penalize the district for an error made by the
service provider. Also, it is unclear how the auditor identified the taxes associated with
the QoS. Presumably they simply took a prorated portion of the charges, but it is unclear
if the taxes apply equally to the QoS charges. We suggest the audit firm work with the
vendor to determine if this methodology is correct.

Additionally, the district believes that the monetary effect for the QoS and taxes should be

the difference between what was paid and what should have been paid had the vendor
invoiced the correct FRN. Using this calculation the monetary effect would simply be 20%
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of these charges. The service provider invoiced an FRN with a 90% discount instead of
the correct FRN which has a 70% discount, thus the 20% in over-disbursement. Based on
the preliminary audit report the district believes that the appropriate amount to recover is
$293.22.

As stated above the charges for the circuit at 105 W Aztec would have been eligible had a
service substitution been requested, so in accordance with FCC Rules and Orders
recovery is not warranted for this issue. For the QoS the district agrees the vendor did
bill the services against the incorrect FRN. Had the vendor billed the QoS on FRN
2732950 the district would have received a credit of $1,026.27 instead of the $1,319.49
credit it received on FRN 2727523. Therefore, the district agrees that the appropriate
recovery amount is $293.22 ($1,319.49 less $1,026.27). The district requests that the
recovery amount be reduced to this amount and that the vendor be given adequate time to
properly re-invoice USAC to correct this minor issue.

Service Element: Cost:

QoS Fee $ 1,000.00
Taxes Associated with QoS $ 506.32
Total Before Pre-K Adjustment $ 1,506.32
Pre-K Adjustment (2.67%) $ (40.22)
Total Eligible Charges $ 1,466.11
Amount Disbursed by USAC on FRN 2727523 (90%) $ 1,319.49
Amount that should have been Disbursed on FRN

2732950 (70%) $ 1,026.27
Improper Disbursement $ 293.22

Cotton & Company Additional Comments

After the audit, the Service Provider supplied a reconciliation that included additional SPIs
consistent with eligible costs that were tested during the audit period. SLP processed the SPIs,
which paid the Service Provider only up to the FRN’s approved commitment. Based on a review
of the reconciliation provided with the Service Provider’s response to this finding, we reduced
the recommended recovery amount to $0. While we have concluded there was no overpayment
to recover for the funding year, the Service Provider should review its invoices prior to
submission to SLP, to ensure that they only include costs for services approved for SLP funding.
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Finding No. 2, FCC Form 472 Instructions — Beneficiary Over-Invoiced SLP for Services
Not Requested

Condition

The Beneficiary invoiced the SLP for services that the Beneficiary did not request on its ltem 21
Attachment to the FCC Form 471 for FRN 2731704 and that the SLP had therefore not approved
for funding. Specifically, the BEAR that the Beneficiary submitted for the first six months of the
funding year included $1,201 in monthly recurring charges for an unapproved 56 Kbps circuit.

Cause

The Beneficiary did not have adequate controls and procedures in place to ensure that BEARS
submitted for reimbursement did not include costs for services that were not approved for SLP
funding on the Beneficiary’s Form 471.

Effect
The Beneficiary overstated its invoices to SLP by $1,201. The Beneficiary’s discount rate for
telecommunications services was 90 percent, resulting in total overpayment of $1,081.

Monetary Recommended
Support Type Effect Recovery

Telecommunications
FRN 2731704 $1,081 $1,081

Recommendations
We recommend that:

1. USAC management seek recovery of the amounts identified in the Effect section above.

2. The Beneficiary implement procedures to ensure that its BEARS only include requests for
reimbursement for amounts that are approved and eligible for funding.

Beneficiary Response

Based on information from the vendor, this charge is related to a meet me point that
connects the Frontier Network into the Century Link Cloud. Without this connection the
schools on the Frontier network would be able to communicate with each other, but they
would not be able to connect back to the district data center and would not have access to
the Internet. The Form 471 for 2015 did not provide clear guidance for how this type of
connection should be identified on the Form 471. This is clearly an eligible service and
an underlying componenet [sic] of providing the service requested on this FRN. Because
of the lack of clarity in the instructions the district requests that this finding be removed
from the audit report. The dollars associated with this service componenet [sic] were
included in the fudning request.
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If USAC is unwilling to remove this finding from the report the district does not believe
recovery is warranted. It is the district’s belief that this cross connect charge would have
been eligible for discount had the district requested a service substitution. In FCC 04-190
the FCC stated that ““We conclude that in situations where a service substitution would
meet the criteria now established in our rules, the appropriate amount to recover is the
difference between what was originally approved for disbursement and what would have
been approved, had the entity requested and obtained authorization for a service
substitution.” Therefore, the district does not believe recovery is warranted for this issue.

Cotton & Company Additional Comments
The Beneficiary did not include funding for the cost of this connection service on its Form 471,
thus we made no change to the report finding and recommended recovery.

Finding No. 3, Second Report and Order — Beneficiary Over-Invoiced SLP for Duplicative
Services

Condition

The Beneficiary upgraded nine WAN lines from 40 Mbps to 100 Mbps in December 2015 but
did not request that the Service Provider disconnect the old circuits until January 22, 2016. As a
result, the Service Provider billed the Beneficiary for both sets of circuits in December 2015 and
January 2016. The Beneficiary included pre-discount charges of $45,348 for its December 2015
usage of the 40 Mbps lines in its February 2016 BEAR for FRN 2731704. The Beneficiary
included charges for its December 2015 usage of the 100 Mbps lines and all January 2016
charges in a second BEAR for this FRN, which it submitted after the audit announcement date
and which is therefore outside the scope of this audit.

Cause

The Beneficiary initially retained the 40 Mbps lines as backup equipment and so did not
immediately request that the service provider disconnect the old lines. The Beneficiary then did
not identify and exclude the duplicative costs when preparing its BEARs.

Effect

The Beneficiary overstated its December 2015 invoices to SLP by pre-discount costs of $44,242
(the $45,348 incurred for the duplicative lines less $1,106 that the Beneficiary excluded as
related to ineligible pre-kindergarten services). The Beneficiary’s discount rate for internal
connections was 90 percent, resulting in total overpayment of $39,818.

Monetary Recommended
Support Type Effect Recover
Telecommunications

Page 52 of 128



Briefing book excludes all materials discussed in Executive Session

Recommendations
We recommend that:

1. USAC management seek recovery of the amounts identified in the Effect section above.

2. The Beneficiary implement procedures to ensure that its BEARS only include requests for
reimbursement for amounts that are approved and eligible for funding.

Beneficiary Response
The district does agree that there was a short period of time where USAC was invoiced for

both sets of circuits. When transitioning from one service to another it is not reasonable
to expect the district to do a hard cut over on the day the new circuit is turned up. Given,
the district’s reliance on its WAN it would be irresponsible to adopt this type of approach.
It should be noted that the bills from the service provider are very hard to determine the
specific services ordered. Shortly after the new circuits were turned up the vendor changes
their billing system which made it much easier to determine the specific services being
ordered. The district believes the FCC should provide clear guidance on how transitional
services should be handled from an E-rate perspective and should allow districts to have
a reasonable transition period to move from one service to another. The district agrees
with the finding, but does intend to appeal any potential recovery to the FCC.

Criteria
1 Instructions for Block 2: Columns (6) through (13)

Completing the The information requested in the following columns should

Universal Service be completed for the eligible services in each FRN for which

for Schools and the service provider with the SPIN set forth in Item (2) has

Libraries Service  delivered services on or after the effective date of discounts

Provider Invoice  as reported in the FCC Form 486 Notification Letter,

(SPI) Form (FCC  consistent with the FCDL and for which the service provider

Form 474), OMB  has billed the applicant.

3060-0856 (July

2013). Column (11) - Total (Undiscounted) Amount for Service per
FRN. This column represents the total undiscounted monthly
and one-time charges for all eligible services on the
individual invoice or bill issued to the customer. This
column represents the total price for eligible service before
any eligible discount is applied. The total undiscounted
amount may include all reasonable associated charges, such
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as federal and state taxes, that are incurred by the customer
in obtaining services.

Block 3: Service Provider Certifications and Signature

A person authorized to sign this form must be responsible
for the service provider’s preparation and submission of
invoice forms to seek reimbursement from the schools and
libraries universal service support mechanism. This person
must be able to certify to the accuracy of the invoice forms
and their compliance with FCC rules. The authorized person
must certify under penalty of perjury, to the best of his/her
knowledge, information and belief, that:

A. | certify that this Service Provider is in compliance with
the rules and orders governing the schools and libraries
universal service support program and | acknowledge that
failure to be in compliance and remain in compliance with
those rules and orders may result in the denial of discount
funding and/or cancellation of funding commitments.

1,2 Instructions for Item 21 — Each Funding Request must include a description
Completing the of the products and services for which discounts are being
Schools and sought. Applicants complete one or more line-item entries
Libraries for all products or services in the funding request for the

Universal Service service type identified in Item 11...¢

Services Ordered  « Complete Item 21b for Internal Connections...

and Certification, In all cases, you will be asked for the following information.
Form (FCC Form  Additional guidance for completing Items 21a, 21b, 21c, and

471), OMB 21d is provided below.
3060-0806, (Oct. < Provide a narrative overview or description of the
2014). service(s) included in the funding request.

« For each product or service sought, use a separate line to
describe the products or services. If you have the several of
the same product or service but they are delivered at
different speeds, use a separate line for each. The system
will automatically assign an FRN line item number to track
the specific request.

* Recipients of Service: .....

- For Category Two requests, the system will display the list
of entities you entered in Block 4 and will allow you to select
all or some of the entities to indicate who is receiving that
service....
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2 Instructions for The Billed Entity must sign the Certification and declare
Completing the under penalty of perjury that:
Universal Service  (A) The discount amounts listed in Column (14) of this Billed
for Schools and Entity Applicant Reimbursement Form represent charges for

Libraries eligible services delivered to and used by eligible schools,
Billed Entity libraries, or consortia of those entities for educational
Applicant purposes, on or after the service start date reported on the

Reimbursement associated FCC Form 486.

(BEAR) Form (B) The discount amounts listed in Column (14) of this Billed

(FCC Form 472), Entity Applicant Reimbursement Form were already billed

(July 2013). by the service provider and paid by the Billed Entity
Applicant on behalf of eligible schools, libraries, and
consortia of those entities.
(C) The discount amounts listed in Column (14) of this
Billed Entity Applicant Reimbursement Form are for eligible
services approved by the fund administrator pursuant to a
Funding Commitment Decision Letter.
(D) I recognize that | may be audited pursuant to this
application and will retain for at least five years (or
whatever retention period is required by the rules in effect at
the time of this certification), after the last day of service
delivered in this funding year any and all records that I rely
upon to fill in this form.
(E) | certify that, in addition to the foregoing, this Billed
Entity is in compliance with the other rules and orders
governing the schools and libraries universal service
support program and | acknowledge that failure to be in
compliance and remain in compliance with those rules and
orders may result in the denial of discount funding and/or
cancellation of funding commitments. | acknowledge that
failure to comply with the rules and orders governing the
schools and libraries universal service support program
could result in civil or criminal prosecution by law
enforcement authorities.

3 Schools and 22. Funding of Duplicative Services. In the Universal
Libraries Service Order, the Commission indicated that an applicant’s
Universal Servide request for discounts should be based on the reasonable
Support needs and resources of the applicant, and bids for services

Mechanism, CC should be evaluated based on cost effectiveness. Pursuant to
Docket No. 02-6,  this requirement, the Administrator has denied discounts for
Second Report duplicative services. Duplicative services are services that
and Order and deliver the same functionality to the same population in the
Further Notice of  same location during the same period of time. We emphasize
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Proposed that requests for discounts for duplicative services will be

Rulemaking, 18 rejected on the basis that such applications cannot

FCC Rcd. 9202, demonstrate, as required by our rules, that that they are

9209-11 at para. reasonable or cost effective.

22-24 (April 30,

2003). 23. We find that the use of discounts to fund duplicative
services contravenes the requirement that discounts be
awarded to meet the “reasonable needs and resources’™ of
applicants. We find that requests for discounts for
duplicative services are unreasonable because they impact
the fair distribution of discounts to schools and libraries.
The schools and libraries mechanism of the universal
service fund is capped at $2.25 billion dollars. Under our
rules, when total demand exceeds the cap, discounts for
Priority Two services (internal connections) are awarded
after all Priority One requests are satisfied, beginning with
the most economically disadvantaged schools and libraries
as determined by the schools and libraries discount matrix.
Total demand for discounts from the schools and libraries
program has exceeded the funding cap in the past two
funding years and we expect this trend to continue.

Thus, funding duplicative services would operate to award
discounts to applicants higher on the matrix twice for the
same services, while some others, because of their lower
rank on the matrix, could not receive discounts for the same
service because the Priority Two funds available under

the cap had been exhausted.

24. In addition, we find that it is inconsistent with the
Commission’s rules to deliver services that provide the same
functionality for the same population in the same location
during the same period of time. We believe that requests for
duplicative services are not consistent with the
Commission’s rules regarding competitive bidding, which
require applicants to evaluate whether bids are cost
effective. In the Universal Service Order, the Commission
stated that price is the primary of several factors to be
considered. Thus, applicants must evaluate these factors to
determine whether an offering is cost effective. We find that
it is not cost effective for applicants to seek discounts to fund
the delivery of duplicative services. Therefore, we conclude
that this rule can be violated by the delivery of services that
provide the same functionality for the same population in the
same location during the same period of time. We recognize
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that determining whether particu