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EXHIBIT I

USAC staff recommendations and minutes meeting of Board of

Administrator-January 25, 2000
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: ~ ACTION ITEM

Universal Service Administrative Company
Board of Directors Meeting

Approval of Reporting Requirements for Companies Involved in tbe
Transfer and/or Sale of Assets

Board approval of reporting requirements for r..."l.:: ~-::'''''' ,.. . .. ... . ~ ,. . ..~ ,,+,

contribution reports for companies involved in the transfer and/or 5,tle ':;1 [ assets.

Backeround - Analxsis - Justification:

Commission rules require carriers that contribute to the Universal Service Fund to file
semi·annual worksheets reporting on their revenue 1i-0.11 :L. i:":: . ~.'" 'T'1-_~

requirement to file a worksheet is determined by whether the carrier is providing
interstate telecommunications services to the public on the date of the filing. In order to
fonnalize the policy and procedures to implement the FCC rules, the Board is asked to
review and adopt procedures for companies involved in the transfer and/or sale of assets.

Proposed Requirementsfor Filing Forms:
(Assumes revenue for reporting period is not de minimis.)

1) Ifa company is dissolved at the filing date, even though it may have generated
revenue during the time period being reported on the filing due date, the company is
not reqLlired to complete a fonn, and therefore the company does not incur
contribution liabilities in the future.

Example: a company dissolves on 2/1/99; the filing due date for revenue generated
January - December 1998 is due April 1, 1999; therefore, the company is not required
to file and will not incur any USF obligations for 3Q99 and 4Q99. This company will
also not need to file on September 1, 1999. This procedure reinforces the fact that a
current liability exists, regardless of the method by which that liabi~i.y ;3 calculated.

Question Presented: lfa company is dissolved on 2/1/99 and USAC is currently
billing this company, then when does the company's liability end? Is it at the end of
the lQ99, or at the end of invoices utilizing the last fonn the company filed (i.e.,
June 1999- 2Q99)?

Answer: a company facing this situation must complete the entire quarter"s invoices
that include the dissolution date, which in this example includes January, February,
and March 1999. This supports a quarterly funding obligation tied to a quarterly rate.
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2) If a company is no longer providing interstate telecommunications services at the
filing date, but provides intrastate and! or international only or provides other non
telecommunications services, the company does I!Q! need to report the
telecommunications revenue it generated during the time period reported on the filing
due date.

Example: A company no longer provides interstate telecommunications after 2/1199~
the filing due date for revenue generated January - December 1998 is April 1, 1999;
therefore. the company does not have to file on Aprill, 1999. nor does it need to file
on September I, 1999. This company would be required to continue making
payments into the fund for January, February. and March. This procedure is based on
the fact that the USF obligation is a current liability bome or"':1" t;: companies that are
currently providing interstate telecommunications services.

Companies in Bankruptcy:

1) Detennination of what invoices fall under pre- and post-petition: Be(:ause an entire
quarter's liability is incurred on the first day of the quarter, and because each monthly
invoice represents one-third of that quarter's liability, USAC cannot collect any
invoices for the entire quarter (even though the last third of a bankrupt company's
quarterly contribution may not be sent in the form of an invoice until mid-March).

Example: A company filed for bankruptcy on 2/1/99. All open inv:ji':c5 prior to and
including March 1999 must be taken offcurrent invoicing, and be reported on the
ProofofClaim filed with the appropriate bankruptcy court.

R~orting of revenue that was generated pre-petition: A company filing Chapter 11
on 2/1/99 is still responsible for completing the Form 499 Te~cccnIl:~:cations

Reporting Worksheet due on April I. 1999, (reporting January 1 through
December 31, 1998, revenue) and September 1, 1999, (reporting January 1 through
June 30, 1999. data), even though the revenue was generated prior to the Chapter 11
petition date.

Question Presented: What if a company insists that becaT;:: .:.~.:.-. '.....•:.-.:,.'.' on the
April 1 form was revenue generated prior to its bankruptcy petitie:, C.it0, any
liabilities incurred because of that revenue is also protected?

Answer: FCC rules stale that in order to calculate current universal service liability, a
finn must calculate a rate against prior period revenue. The FCC c0u1c have also
required a finn to calculaLe a rate against estimated future revenue, against their
number ofemployees. or against their nwnber ofminutes ofservice, etc. The key is
that it is considered a current liability regardless ofhow the liability is calculated. In
addition, in its lO/6/99 Memorandum Opinion & Order & 17th Order on
Reconsideration, the FCC reiterated the use ofprior period revenues to calculate
current obligation.
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2) The USF obligation is not a tax; therefore, universal service obligations cannot be
treated as a non-dischargeable tax liability in the bankruptcy proceeding.

Sale ofCustomer Base Assel (does not involve a Bankruptcy):

~e date ofsale listed on the Asset Purchase Agreement or similar document is the
key date when completing the following procedures; not the date the purchaser starts
using the assets or the date the FCC approves the sale.

Example: Company A only sells a portion ofits custom~r :j .. :: ,:. ::i1ner
Base) on 2/15/99 to Company B, and is still in operation. Compwl)' /\. is r~sponsible

for reporting Sold Customer Base revenue for the period January 1 - December 31,
1998, on the April 1 worksheet. Company A must also report Sold Cu~tomer Base
revenue for January 1 through February 15, 1999 on the September 1 worksheet.
Company B must report Sold Customer Base r€';':'~" - r. ..-. 1 ~ .1. ~~"'Yi Tune
30, 1999, on ~he September 1, 1999, worksheet.

It is encouraged that Company A (selling party) review the Asset Purchase
Agreement to insure that the agreement reflects the continued universal service
obligation (until June 2000) of Company A for assets that Company B (purchasing
party) is receiving, and include an estimate 0::~ .:' .' ,. _. '. , ..: -- Tt i"

the responsibility of the seller to include this in the sale ag' . . • not
pro-rate invoices.

Example: Company A sells its entire Customer Base to Company B 0112/15/99.
Company A is dissolved on 2/15/99. Company A is responsible for paying
contributions throUgh the end of 1Q99 (January, Fe::.1 ,. ~ . t .. , 1.' "'~'r-'-~"'Y B
must pay April through June 1999 invoices. Company B is re;;p:·E;;i':>;',;A lcporting
the customer base revenue for January 1 through December 31, 1998, on its April I,
1999, worksheet (even though the revenue was ~eratedby the customer base while
owned. by CompanyA). For calculating Company B's July through December 1999
lnvoices, we will take the April 1999 fonn filed by Company B an:d subtr,act the
September 1998 filings for both Company A and E.

Sale ofCustomer Base Asset (Bankruptcy involved):

1) Company A in Bankruptcy (filed prior to 1Q99) sells entire customer base to
Company Bon 2/15/99. Company A must complete paying P.ost-petition invoi~es

until the end of that quarter (January, Febn•••.:;. ...... . " . ,.
not have any future obligation, unless it pursues more custor:.c.; 2:.: ";_·L·~rate new
revenue. They must report the new revenue from the new customers on the qext
applicable worksheet. Company B does not have to report any revenue, or pay any
obligations as a result of the purchased assets, until September 1999. On the
September fonn, Company B will report revenue generated 2/15/99 - 6/30/99.
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2) Company A in Bankruptcy (filed prior to 1Q99) 5(::1 ..: ~

Company Bon 2/15/99. Company A must pay post-petiti,,;, . . .,: lB

responsible for reporting January 1 - February 15, 1999, invoices on its September
1999 fonn. Company B must report February 15 forward revenue on its worksheet.
Because Company B will not have an obligation from revenue generated by the
customer base purchased by Company A in bankruptcy, there is no need to include a
continued obligation in the sale price.

Recommended USAC Executive Committee Action:

APPROYAL OF THE FOLLOWING USAC EXECUTIVE COMMITTEE
RESOLUTION:

RESOLVED, That the USAC Executive Commi,~~,~ ." .... ,,", .::ll.da to the
USAC Board ofDirectors to direct staff to implement the foregoing Procedures for the
Required Filing and Follow·up ofContribution Reports for Companies involved in the
Transfer and/or Sale of Assets as presented, and directs staff to apply the stated procedures
and provide follow·up on reporting companies as noted.

Recommended USAC Board oeD.rectors Action:

APPROVAL OF THE FOLLOWING USAC BOARD OF DIRECTORS RESOLUTION:

RESOLVED, That the USAC Board of Directors accepts the
recommendation of the USAC Executive Committee to \.i1h"....... ~ ., ....:;
foregoing Procedures for the Required Filing and Follow-up of Contrib'.ltion Reports for
Companies involved in the Transfer and/or Sale of Assets as presented. and directs staff to
apply the stated procedures and provide follow-up on reporting companies as noted.
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Bellucci, Vicky - by
MCIWoridComtelephone

Blackwell, Mel USAC

Flannery, Irene FCC

Harrison, Gina NECA

Howard, Cathy USAC

Moore, Kate USAC

Ricker, John NECA

Snegireff, Petre PricewaterhouseCoopers

Action Items

al. Approval of the Minutes. On a motion duly made and
seconded, the Board approved the minutes, as distributed, of
the quarterly meeting of Tuesday, October 26, 1999.

On a motion duly made and seconded, the Board unanimously
agreed at 9:03 a.m. Eastern Time to go into Executive Session
for the purpose of discussing USAC financial and corporate
issues, and to discuss current procurement issues. On a
motion duly made and seconded, the Board unanimously
agreed at 9:32 a.m. Eastern Time to adjourn from Executive
Session and reconvene in Open Session to report out the
discussion and the action of the Board.

Executive Session

i13. Corporate and Financial Issues. USAC has been notified
informally by FCC staff that the FCC is considering
categorizing the Universal Service Fund as "federal funds" for
accounting and financial reporting purposes. The FCC and
USAC staff are working together to determine the
ramifications of such a change. USAC has communicated its
need to the FCC for formal written direction from the FCC
prior to making significant operational changes. Ms. Parrino
will keep the Board members informed as developments
warrant.

Contract and Request for Proposals (RFP) Review. Mr.
Barash reported that the RFP process for programmatic
support services for the Schools and Libraries and the Rural
Health Care Programs is on schedule and going well. USAC
anticipates receiving bids from several firms and has
established an internal evaluation team to consider the
proposals.

Action Items (Continued)

a2. Annual Election of Officers, Officers' Terms, Election of
Committee Chairs and Vice-Chairs, and Restructuring of
the Executive Committee. Ms. Parrino summarized the

http://www.universalservice.org/board/minutes/board/OJ2500.asp
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resolutions as recommended by the Nominating Committee.

On a motion duly made and seconded, the Board unanimously
(except as noted) adopted the following resolutions:

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; and,

RESOLVED FURTHER, That the USAC Board of Directors
accepts the recommendations of the USAC Nominating
Committee to elect Mr. Frank Gumper as Chair of the Board of
Directors; Dr. Henry Marockie as Vice-chair, Mr. Ed Eichler as
Secretary, and Mr. Wayne Rehberger as Treasurer for the term
of one year that shall begin at the conclusion of the January
2000 Board meeting and that shall conclude at the close of the
January 2001 Board meeting; and,

RESOLVED FURTHER, That the USAC Board of Directors
eJects Ms. Cheryl L. Parrino as CEO of the Universal Service
Administrative Company for the term of one year that shall
begin at the conclusion of January 2000 Board meeting and
that shall conclude at the close of the January 2001 Board
meeting (Ms. Parrino abstained.); and,

RESOLVED FURTHER, That the USAC Board of Directors
elects Mr. D. Scott Barash as Assistant Secretary and Mr.
Robert Haga as Assistant Treasurer of USAC for the term of
one year that shall begin at the conclusion of the January
2000 Board meeting and that shall conclude at the close of the
January 2001 Board meeting; and

RESOLVED FURTHER, That the USAC Board of Directors
accepts the recommendation of the USAC Nominating
Committee to restructure the Executive Committee, and that,
effective at the conclusion of the January 2000 Board meeting,
the Executive Committee of the USAC Board of Directors shall
consist of the folloWing nine members: the Chair of the High
Cost and Low Income Committee, the Chair of the Rural
Health Care Committee, the Chair of the Schools and Libraries
Committee, the Chair of the USAC Board, the Vice-Chair of the
USAC Board, the Secretary of the USAC Board, the Treasurer
of the USAC Board, the most recent past Chair of the USAC
Board, and the Chief Executive Officer of USAC; and,

RESOLVED FURTHER, That the USAC Board of Directors
appoints to the Executive Committee, effective at the
conclusion of the January 2000 Board meeting, the folloWing
members of the USAC Board of Directors: the Chair of the
High Cost and Low Income Committee, the Chair of the Rural

http://www.uni,,ersaJ-service.orglboard/minutes!boardlOI2500.asp
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Health Care Committee, the Chair of the Schools and Libraries
Committee, the Chair of the USAC Board, the Vice-Chair of the
USAC Board, the Secretary of the USAC Board, the Treasurer
of the USAC Board, the most recent past Chair of the USAC
Board, and the Chief Executive Officer of USAC.

The Board expressed concern that nine members on the
Executive Committee is more than is customary for such a
committee and DIRECTED the members to monitor the
meetings throughout the upcoming year for any problems due
to such a large group and to recommend any changes in
membership to the Board if the Committee feels such an
action is warranted.

Ms. Parrino clarified for the Board that Committee Chairs and
Vice-Chairs are elected by the full Board but at the
recommendation of each respective Committee. In the past,
the Board has not rejected any recommendations from the
Committees for Committee Chairs and Vice-Chairs.

On behalf of the whole Board, Mr. Gumper thanked Ms.
Rosenblum for her service as Chair on the Board. He
announced that since he will be taking over the Chair of the
Board position, he intends to step down as a member of the
Schools and Libraries Committee. Ms. Rosenblum stated that
the appointment of a new member to the Schools and
Libraries Committee to replace Mr. Gumper would take place
under the Miscellaneous Action Item of the meeting. Ms.
Parrino informed the Board that Mr. Gumper represented
service providers on the Schools and Libraries Committee.

a3. Approval of an Uncollectible Write-off Policy. Ms. Parrino
reported that the Executive Committee is recommending to
the Board to adopt a policy establishing how to handle
uncollectible contributions. USAC staff cannot and does not
recommend writing off uncollectible amounts; only the FCC
has the authority to waive or otherwise modify a carrier's
contribution requirement.

On a motion duly made and seconded, the Board unanimously
adopted the follOWing resolution: RESOLVED, That the USAC
Board of Directors accepts the recommendation of the USAC
Executive Committee to direct staff to establish an accounting
reserve against uncollectible accounts receivable in conformity
with generally accepted accounting principles and to direct
staff to continue the current practice of stating accounts
receivable balances from all companies regardless of"~!II ..
collectibility in the accounts receivable aging analysis

a4. Approval of Reporting Requirements for Companies
Involved in the Transfer and/or Sale of Assets. Mr. Haga
explained that USAC has followed the policies set forth in the
issue paper; staff is now requesting formal Board approval of
the procedures. The Board DIRECTED staff to clearly state in
the procedures that parties to a sale of assets may negotiate
arrangements to handle the reporting of revenue with respect
to those assets and that USAC would honor specific obligations
when prOVided with documentation which obligates one party

http://www.universalservice.orglboard/minuteslboard/O]2500.asp
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to report the revenues associated with the assets for Universal
Service purposes.
On a motion duly made and seconded, the Board unanimously
adopted the following resolution:

RESOLVED, That the USAC Board of Directors accepts the
recommendation of the USAC Executive Committee to direct
staff to implement the foregoing Procedures for the Required
Filing and Follow-up of Contribution Reports for Companies
involved in the Transfer and/or Sale of Assets as presented,
and directs staff to apply the stated procedures and provide
follow-up on reporting companies as noted. • ...... ...

as. Modification of USAC Investment Strategy. Ms. Parrino
informed the Board that the FCC has requested USAC to move
its investments into federal government-issued securities.
Board members questioned the authority of the FCC to make
such a request in light of the fact that such a change could
potentially decrease the returns on the investments. The
following resolution was duly made and seconded, but no
action was taken on the motion: Resolved, that the USAC
Board of Directors accepts the recommendation of the
Executive Committee to retain the existing USAC investment
guidelines and adopt the investment strategy presented by the
staff herein until such time as circumstances require or allow a
change in this investment approach.

The Board discussed the actions staff had taken, consistent
with current investment guidelines, and determined additional
information should be provided to the Board and that the
Executive Committee should take action soon to adopt or
reject the revised investment strategy. On a motion duly
made and seconded, the Board unanimously adopted the
following resolution:

RESOLVED, That the USAC Board of Directors directs staff to
retain the USAC investment guidelines that have been in place
since January 3, 2000, until such time as the CEO is able to
clarify with the FCC which entity has the proper authority to
make changes to USAC's investment strategy, and directs the
CEO to report the findings to the Executive Committee for
further review.

The Board DIRECTED staff to produce a document detailing
the pros and cons of the current strategy versus the strategy
proposed by the FCC and to send a, copy to each member.

a6. Approval of a Statement of Ethical Conduct for Members
of the USAC Board of Directors. Mr. Barash explaif}ed to
the Board that the Executive Committee, upon review of the
Statement as presented to them by the Nominating
Committee at its recent quarterly meeting, noted that the
document did not indicate to whom a Board member should
report to if a conflict should occur or for advice on whether a
known upcoming situation may constitute an ethical conflict.
Therefore, the Executive Committee passed a resolution
adding this information to the document. Mr. Barash
distributed a copy of the revised document to the Board and

http://www.universalservice.org/board/minuteslboard/O12500.asp
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indicated that the General Counsel of USAC was added as the
contact person.

On a motion duly made and seconded, the Board unanimously
adopted the folloWing resolution:

RESOLVED, That the USAC Board of Directors accepts the
recommendation made by the Nominating Committee and the
Executive Committee to approve the proposed revised
Statement of Ethical Conduct for Members of the USAC Board
of Directors.

a7. Approval of Annual 2000 and 2nd Quarter 2000 USAC
Common and Consolidated Budget. Ms. Parrino noted a
change to Attachment C with respect to one of the
explanations prOVided. Ms. Parrino also pointed out that two
contingencies have been factored into the budget. First,
$900,000 has been added to cover the estimated cost of re
coding the data of the High Cost forward-looking model-if
USAC is indeed asked to do so by the FCC. Second, $3.8
million has been added for transition costs in the event that
USAC selects a vendor other than the current vendor for the
programmatic support services for the Schools and Libraries
Program. No contingency has been factored in for possible
transition costs if a new vendor is chosen for the
programmatic support services for the Rural Health Care
Program because staff believes that the expected cost savings
in combining the administration of the two Programs will offset
any transition costs. With the contingencies, the budget is
10.6 percent lower than the pre-merger budget; without the
contingencies, it would be 21 percent below the pre-merger
budget. Overall, the budget has decreased in comparison to
budgeted 1999 expenses.

Ms. Parrino further explained that the increase in "Salaries and
Benefits" is driven by three factors: (1) For the year 2000, the
cost of USAC's benefits increased 23 percent due to an
increase in rates by USAC's benefits administrator. Staff has
been directed to review other prOViders in an effort to
determine if reasonable benefits can be offered to the
employees at a lower cost; (2) Additional positions in the
USAC organization are necessary in order to provide quality
service to the stakeholders and to run the new High Cost
Model. Bringing more work in-house then reduces the costs of
outside contracts; and (3) USAC is requesting an increase of
up to 4.5 percent in salaries for all USAC employees with the
company on or before October 1, 1999, in an effort to keep
the wages inline with the local labor workforce. The 4.5
percent figure is based on comparing USAC salaries to other
current salary surveys for the local labor workforce and the
federal government's increase of 4.9 percent in salaries for the
year 2000.

On a motion duly made and seconded, the Board unanimously
adopted the follOWing resolutions:

RESOLVED, That the USAC Board of Directors accepts the
recommendation of the Executive Committee to approve a 2nd

http://www.universalservice.org/hoard/minutes!hoard/OJ 2500.3Sp
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Quarter 2000 USAC common budget of $834,900; and

RESOLVED FURTHER, That the USAC Board of Directors
accepts the recommendation of the Executive Committee to
approve a 2nd Quarter 2000 USAC consolidated budget of
$9,835,600; and

RESOLVED FURTHER, That the USAC Board of Directors
accepts the recommendation of the Executive Committee to
approve a 2000 annual USAC common budget of $2,913,900;
and

RESOLVED FURTHER, That the USAC Board of Directors
accepts the recommendation of the Executive Committee to
approve a 2000 annual USAC consolidated budget of
$41,221,700.

as. Approval of 2nd Quarter 2000 Revenue Projections and
Resolutions for the February 2000 FCC Filing. Mr. Haga
reported that the revenue base has increased as expected.

On a motion duly made and seconded, the Board unanimously
adopted the following resolution:

RESOLVED, that the USAC Board of Directors, having
reviewed a summary of the current status of
telecommunications service provider revenues for January
through June 1999, authorizes staff to proceed with the
reqUired February 2, 2000, filing to the FCC on behalf of
USAC. If the revenue estimate in the filing varies from the
revenue estimate included in Board materials by an amount
greater than $2.5 billion, the staff will seek the approval of the
Board to file the revised revenue estimate.

a9. Approval of the Outline for the Annual Report to the FCC
and Congress. Mr. Blackwell informed the Board that the
outline for the Annual Report has not changed since the last
time it was presented to the Board at the quarterly October
1999 Board meeting. Staff has met with the FCC on several
occasions to verify the information that the FCC expects to
find in the final report and staff continues to do so in an effort
to conform to FCC directives. He reminded the Board members
that a draft version of the report has been sent to each
member via email and welcomes their comments. He noted
that in order to stay on schedule and have the report ready by
March 31, he requests the comments by February 14. Board
members suggested adding pictures of Universal Service in
action, but only if the cost is not prohibitive.

On a motion duly made and seconded, the Board unanimously
adopted the following resolutions:

RESOLVED, That the USAC Board of Directors approves the
Outline for the Annual Report as reViewed; and

RESOLVED FURTHER, That the USAC Board of Directors
delegates the final review and approval of the Annual Report
to the Executive Committee and directs staff to prOVide each

http://,,,,'ww.universalser\,ice.org/board/minutes!boardiO12500.asp
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Board member with a copy of the final Annual Report.

On a motion duly made and seconded, the Board unanimously
agreed to recess at 10:30 a.m., subject to the call of the Chair.

At 10:53 a.m., the Board reconvened. Ms. Rosenblum called the
meeting to order and asked that the roll be taken. Ms. Cathy
Howard, Executive Assistant to the CEO of USAC, called the roll for
Mr. Robert Haga, Acting Secretary.

Thirteen of the nineteen elected members were
present, representing a quorum:

Bryant, Anne - by
Eichler, Ed - by telephonetelephone

Gold, Heather Gumper, Frank

Hess, Kevin Jackson, Jimmy

Marockie, Dr. Hank Ouye, Kathleen

Parrino, Cheryl Rehberger, Wayne - by
telephone

Rosenblum, Lisa Sanders, Dr. Jay

Talbott, Brian

al0. Miscellaneous.

• Election of a Board Member to the USAC Schools and
Libraries Committee Due to the Resignation of
Committee Member Mr. Frank Gumper. Ms. Ouye
reported to the Board that during the aforementioned
recess, the members of the Schools and Libraries
Committee met to determine nominations for the
position vacated by Mr. Gumper on that Committee.
The Committee submitted to the Board the nomination
of Ms. Lisa Rosenblum, who represents service
providers.

On a motion duly made and seconded, the Board
unanimously adopted the follOWing resolution:

RESOLVED, That the USAC Board of Directors elects
Ms. Lisa Rosenblum to the· USAC Schools and Libraries
Committee.

Information Items

il. Report of Legislative and Media ActiVity. For information
only. No discussion held.

i2. Treasurer's Report. For information only. No discussion
held.

i3. Regulatory Report. For information only. No discussion
held.

i4. Report on Accounts Receivable and Collection Efforts.

http://www.universalservice.orglboard/minutes/board/O] 2500.asp
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For information only. No discussion held.
is. Status of Form 457 Audit. For information only. No

discussion held.
i6. Bankruptcy Report. For information only. No discussion

held.
i7. Status of Financial and Operational Audits of USAC. For

information only. No discussion held.
is. Status of the Consolidation of Data Collection. For

information only. No discussion held.
i9. Status of USAC Clarification Requests at the FCC. For

information only. No discussion held.
il0. USAC Timeline and Key Dates. For information only. No

discussion held.
ill. Report of USAC Program Enforcement Issues. For

information only. No discussion held.
i12. Status Report on the Readiness of USAC Operations for

the Year 2000. For information only. No discussion held.
i13. Contract and RFP Review. See Executive Session

Corporate and Financial Issues. See Executive Session
i14. Miscellaneous. None.

Rural Health Care Program

ils. Rural Health Care Program Status Report. For
information only. No discussion held.

i16. Status of the Implementation of Program Changes. For
information only. No discussion held.

i17. Review of Annual 2000 and 2nd Quarter 2000 Rural
Health Care Programmatic Budget. For information
only. No discussion held.

ilS. Review of 2nd Quarter 2000 Rural Health Care
Projections and Resolution on the February 2000 FCC
Filing. For information only. No discussion held.

i19. Miscellaneous. None.

Schools & Libraries Program

i20. Schools and Libraries Program Update. For information
only. No discussion held.

i21. Review of Annual 2000 and 2nd Quarter 2000 Schools
and Libraries Programmatic Budget. For information only.
No discussion held.

i22. Review of 2nd Quarter 2000 Schools and Libraries
Projections and Resolution on the February 2000 FCC
Filing. For information only. No discussion held.

i23. Miscellaneous. None.

High Cost and Low Income Programs

i24. High Cost Program Status Report. For information only.
No discussion held.

i2s. Low Income Program Status Report. For information only.
No discussion held.
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126. Report on the Implementation of the New High Cost
Program for Non-Rural Companies. For information only.
No discussion held.

i27. Review of Annual 2000 and 2nd Quarter 2000 High Cost
and Low Income Programmatic Budget. For information
only. No discussion held.

i28. Review of 2nd Quarter 2000 High Cost and Low Income
Projections and Resolution on the February 2000 FCC
Filing. For information only. No discussion held.

i29. Miscellaneous. None.

There being no further business to attend to, Ms. Rosenblum
adjourned the meeting at 10:56 a.m. Eastern Time.

Robert W. Haga
Acting Secretary/Treasurer

Date
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EXHIBIT J

DECLARATION OF LAWRENCE M. BRENTON



DECLARATION OF LAWHENCE M. BRENTON

I, Lawrence M. Brenton, declare as follows:

1. I am an attorney member of Early, Lennon, Crocker & Bartosiewicz, P.L.C., 900
Comerica Building, Kalamazoo, Michigan 49007.

2. I have acted as attorney for Alliance Group Service, Inc. ("Alliance Group") in
connection with Alliance Group's Letter of Appeal to the Administrator ("USAC")
attached as Exhibit C to Alliance Group's Petition for Review.

3. In attempting to ascertain the history ofAlliance Group's USAC account, I spoke on
several occasions with Lori Terraciano of USAC. In one conversation, Ms.
Terraciano advised me that the 1999 end user revenues of US Republic
Communications, Inc. had been determined by her to be chargeable to Alliance
Group based on her review and interpretation of the Purchase and Sale Agreement
dated December 23, 1999, attached to the Petition as Exhibit E. Ms. Terraciano
indicated she did not have the Purchase and Sale Agreement before her at the
moment but she had reviewed the document and determined that the document
resulted in attribution of all of US Republic's 1999 end user revenues to Alliance
Group for purposes ofuniversal service support mechanism charges. Ms. Terraciano
further indicated that different language could have been included in the Agreement
leading to a different construction of the contract but it was her conclusion that the
contract as written should be construed as she had done. Ms. Terraciano did not
recall who provided her a copy ofthe Agreement and did not state whether any other
person or persons had participated with her in interpretation ofthe Agreement. When
asked by what authority she was empowered to so interpret contracts, Mr. Terraciano
stated she would have a member ofthe USAC staff fax a copy of the relevant rules
or guideline to me.

4. A copy of the rules or guidelines relied on by staffwas faxed to me, a copy ofwhich
is attached to the Petition for Review as Exhibit 1. A more legible copy of this
document was requested but the second facsimile transmission to a different number
was also partially illegible.

5. Ms. Terraciano stated to me that the staffs' recommended rules guidelines had been
adopted at a meeting of the Board of Directors ofUSAC on January 25,2000.

6. I have obtained a copy of the Minutes of the referenced Board meeting. A
comparison between the recommendation of the staff and the Board minutes
indicates that staffs' recommendation had been for the USAC Executive Committee
and USAC Board ofDirectors to adopt resolutions approving staffs' recommended
procedures and directing staff to apply said procedures. A review ofthe Minutes of
the meeting of the Board indicates, however, that the Board referred to what is
identified as an "issue paper". The minutes further indicate the Board "directed staff
to clearly state in the procedures that parties to a sale of assets may negotiate
arrangements to handle the reporting ofrevenue with respect to those assets and that



USAC would honor specific obligations when provided with documentation which
obligates one party to report the revenues associated with the assets for universal
service purposes." It is impossible to determine whether the "issue paper" referred
to in the minutes of the meeting of the Board is the same documents as the staff
recommendations furnished by USAC staff. In any case, however, it appears that the
Board did not adopt the "issue paper" as presented, and specifically directed staffto
enunciate procedures for parties to a sale ofassets to permit allocation and reporting
agreements and further instructed staffto follow such agreements as the parties made,
if any, regarding reporting of revenues and payment of resulting charges. It is my
opinion based on review ofthe staffrecommendations and the Minutes ofthe Board
meeting that, in addition to the fact that the Board action took place after the
transaction in question, the Board did not authorize staff to review and construe
contractual agreements in private, did not adopt the "issue paper" as requested by
staff, did not publish any policy or rule but did direct staffto "state in the procedures"
that parties were free to negotiate specific arrangements regarding reporting and
contributions or not.

7. Regarding the method by which the USAC account of US Republic became
transferred to Alliance Group, Ms. Terraciano was specifically asked by me to
furnish a history of the US Republic account, including 499 reports filed by US
Republic and payments made by US Republic. Ms. Terraciano declined to furnish
such information, stating that all the information requested was confidential.

8. It appears from a review of the information available to Alliance Group that US
Republic did, in fact, pay monthly USAC invoices based on its 1999 revenues until
June of2000. It further appears that in June or July of2000, US Republic persuaded
the Administrator to instead direct these charges to Alliance Group. It further
appears that in September of2000, the administrator sent to Alliance Group invoices
indicating charges of $376,368.39 and a net credit of $362,701.41 which, as of
September, 2000, would have resulted in a net charge to Alliance Group of
$13,666.98. The invoices then show that the Administrator billed an additional
$387,349.17 during the lastthree months ofthe year 2000, for a total of$763,717.56
in billings, reduced by the "credit" of$362,701.41. The Administrator then revoked,
without explanation, the credit balance of$362,701.41 (this credit balance has been
issued and revoked on repeated occasions without explanation, last being revoked on
the July, 2001 billing). The net effect was that the Administrator billed Alliance
Group $763,717.56 during the second half of calendar year 2000, all of which
amount is apparently attributable solely to US Republic Communications' 1999
revenues as reported by US Republic Communications.

I declare under penalty of perjury that the foregoing is true and correct.

Executed on October .::? 6'
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EXHIBITK

DECLARATION OF MICHAEL W. MALLON



D}~CLARATION OF MICHAEL W. MALLON

T, Michael W. Mallon, declare as follows:

1. I am the ChiefFinuncial OfficerofAlliance Group Services, Inc. ('IAlJiance Group").

2. This Declaration is based on my interviews with current and former Alliance Group
officers and employees and review ofthe relevant records.

3. In September of 2000, Alliance Group received from the Universal Service
Administrative Company ("USAC") an invoice for charges of $376,368.39 under
Filer No: 820411 and an invoice reflecting a credit of $362,701.41 under Filer No:
811765. Copies arc attached.

4. Acomparison ofthese invoices indicated that there was abalance owing by Alliance
Group of $13,666.98.

5. Alliance Group was persuaded tlU'Ollgh analysis ofthese accounts and conversations
withUSAC representatives that there was no reason to contest the account statements
from USAC or to be concerned with the status ofAlliance Group's Ilaeeountll with
USAC.

6. Although there were conversations belween Alliance Group representatives and
USAC regarding the account, al no time did USAC notify or advise Alliance Group
that USAC was claiming Alliance Group owed more money to USAC until, during
the last three (3) months of the year 2000, USAC invoiced Alliance Group anothcr
$387,349.17 in charges. USAC later "revoked" orwithdrcwthe credit balance it has
previously shown, in the amount of$362,701.41, without explanation, and addcd this
balance to the amount USAC was claiming from Alliance Group. USAC did advise
Alliance Group by telephone that it was "revokingll or withdrawing this credit and
Alliance Group in my presence advised USAC that it protested such revocation of
credit.

7. After analysis of the accounts and reqllcsts for infonnation from USAC, it is still
unclear how or why USAC calculated charges to Alliance Group, how or why USAC
calculated credits to Alliance Group, why USAC revoked credits such as the sum of
$362,701.41 or why USAC is charging Alliance Group for end user revenues other
than those end user revenues aclually billed, collected or in some respect generated
by Alliance Group.

I declare under penally ofperjury that the foregoing is true and COITect.

Executed on October QJfc, ,2001.
~RQW.'VV~
Michael W. Mallon
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Alliance Group Servi~es, Inc.
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