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lIefo~e tile
F.l!:.oERAL COMMliNICAI"IOI',·S COIDflRRION

Wa~hiftgtll1L.D.C. 20$4

Jq th.l\-lallcn,tf

Irnl'l.n'..n'~li~1'I ~fthe
Tel~'Q,nll\\\ll.k~iiom.'\ct nl' 1~?61

Ac·mu "Iillt Sal'rgllanh ITndor th.
Tele<omm on iCJlt'on• .'\el or 1gg6

CC Dotkcl rio. 9~·150

COM:vJ£i"{TS OF ,..,TltT CORP ON VERIZON'S S£cnON 27Z
GOMPl,M.ND: BIElIfllflc\.L ....umT REPORT

I"ursuan! 10 th~ rommi"ion'. Publj" Notice ill lh a~,-,~.. en!:tl<Nl Ill.4tter,' A'rk!' Corp_

an4 tilco;l o~ J1:no;,> II, 2001 CA~di1or'~ I~itial Diml11i~I Re~O"") and Jon" IS. 200) C'Au,!jlur',

S"ppl"m-ellial nienai..I Rcpmt") (<-oIIe~tj"el: ti,e "oodil<") in wnTIc~tion wjth th< fir.t biennial

1, rUBOD!THON AJlill SLMMARY

L S'~\' Public ~otic!>, 1" lire Mat,er 'IfA"nmming Saf~gl({lfdJ" Ulld.Jr ilia Td..Grltl1municati<m, Act
(!f I~'11'" CC Docket 91i_ I~O, {J o"e 1 I 1001/. Qr<ler. CC [)ockct ~~_) 5-) (Fcl> 15, 1Qd2),



c~'''" [n arl r~l"-n markee. in w~i~~ I~oo;' fWlicip~I<:"", - imd tlie SOCIilln 2Tl romman~ that BOO

competLt '''0.' A-nwn~(I,her ol>liIlJuiQn., S«:li-CO'1 J 7'2 r~~~ir~s iI BOr, afte, Obl<l:imng Sec.tlan 171

ond 10 ,tTord compel in~ carriers the ",me tr""tme~l ;l pr-ovid I;S te these amJI~lell. S~t 41 1I. S.c,

H 27~(d); 271(d)(6) The s.ecti= n~ nli~it i. thu, of pF>rAmount cmport,nce A., dle

'Mem"'.url"m Opinion And Order, Applkarioru 0'Amall~cr. C""p., TwmFwr, A,o:i SBC
C"",mw'ioUians 1m:_, Trtm.g"ai'e, (<or emf?'" r(l lrrurrftr C'o>rIJ<>! Of C~'ffiliQ/r~, J4 FCC
Red 14!12 (1m)

) Firm Repor[ an~ Orda and F~rther Noti"", af Pro"OM:~ Rul~JllaJ.:il'l,g, r'"Pl~mt1Jlr1rt()n i1f rho'
Nr~Il-Ar"",,"!m¥ S4~g"(Jn1., ,!/S"Cliom 2J! dilL[ 172 qll~ Cvmmlmir;6m'cms ,-1r;t If J9N. as
",,,,,,'uk.!, 11 FCC Red. 21 gC) 1I ~~6J CNml-A t,;m."li,,~ Saftgum-ds Orrln"), .R-epor'. ArId Ordor,
A<('()~JlIi"g S'!l~"'JfWd1 OnWir llta Td~"'umm",~c"li"'J., A", C!f 1996, II FCC R-<;<;l 11-,~9 (19%)
("'"J£COll"ring S"f~I;lfil1'iJ.~ Order").

•_._"'-



>eparate afflli~le Mfcguard! and proID<.>l"'o! "'rnpetnion JJ11~e market fur ;n-re~;"n i~I~LATA

A.n req~ires bJer",ial ~udit. tha; "fully testn" 1j;(J(~ ~QllI.pliarw:e with sc<:'lion 2n &~ Up~ of

Rcll AtI""tiGIO AT&T, :,>tOlion I'm E~p<~iterl n~Ci3i,m at i, CC Docket 9~-121 (fiI~~ IUlle 5.

C~forru~atel:,.. I~B andils 0.1 i,51IC hcrc ","ere wceful1y ind",gUllt~, failing iO LOlldw;·1 1J1~

key Secl1(trl 2n roquirement' The audi" were ~on~uC1(d purlill"ut to lJlcomplete stand",-d. a~d

P'ro<:'.'\lu~." (a -eo\J"Y 01' wll~cEI AI & I rt'qu~i!tlld arid reCNItly "bUli 1100 fr Oftl llou CumrnmlOn',

'ejected 11le;:"~le",enl~rclv Oln oyorly a~greg.'-'..a data) Yer;".(l~ f'«[II~"li)-' f,lil~d to pro~idc tOO. .

Pr~ce.l"r~ to> ""amino aJI oftl,e eIBn,<:;1l1$ ill ,orne pu~ul.tiD~S In >hort, ~ven if the audito""

Vori"n~ MmplJe.d \.\1tll ,g ~cc;ri"n 2!l obli~ljon~during I~c audit perirn:!

----
< Order, In 100 M""r~r ofIi ,"'cOl/riling ~grJitl1.b Vnd~. JJ'r ~~l~wmmlfnimJi(",~Ii rl oj IY!J6. l:c;
Docke' %-DQ> (J Oln. 10, 2Q02} ('Am/it&t" Disc/mum ()~d~r")"

--- _.- _._-----------------



---

T~e ,~~liIY, how~...er, i~ tniLt R~~ou8h lilt duditur.' inquLn-e8 W"H f~r I~C narrow ~

~tovide a 00",,,1,,-[<:- ~ict"re of Ved~Llll'< PO~I-lmti'Y beh...ior, t11e~ :ll>cd en.ou.gh lisJrt ~il

Ver~<>lf, prdctE~~S t.... Cllnflrm ~~rvasive rli:ICrirnjnatjo~ IlJld odltr anliC1;lm~dLiw C{m-dur:t ill

~~al",io~ of'S~dio1l2n_ I~ (>"" '~Gm~, fur e~~t1'I~!c. Verizon ~n>vi.,onerl 'high "I''''~ <p"da1

U~~~5~ 5e.ryi~e, fol' 110 .flilime in I"," thart J(] d.ol-OS; Jlon•.m.liat~ \V~[t~d mor~ ~Illm 25 daj'~

T~dt L< no -"berrnlkm - ,~nually ~wJ"y p"'JQrma~(.'ll me.af,Ur~rr",ht disclosed i~ tnc llU~h repiJ'l1S

3bc '''' Ihl VGriza~ f~W"ffd ib atlil Late. uyer tho.... ,ffillatc" compelitor~_ 'Ilte Rudil-flr" ,~p~rt~

Ii",,'me <letilJl [lUOle,UU' v'd"!ioa. by Verl2.(m ('If its S~liOll. 212 \lblil!ll!i~1lll 1<:1, i/IMf "Ii",

[,puote ;rcleN~~-l'n:ly fI-[)rn j~s -I;J1i1illie:;. t(l k""~ ""pareL;C book" Teeor.!_' .and OCCDIlrm:, to

m.lJltRlll ,epar.,le CJIl~lo~'""" ,rId to """,1,,,,<1 Rffilia!e lf1l!l'Wi~~s M an arm$·lejliO\ll b."ri._

lll~r~djbly, the au:liLI ol:~e~ rrv.:.al<;d i~~WI~(;(:, ill which Vcnz.'>I\. ,n vi~la"<>n ~f ~..ni"" ~n(a),

f"ro>'j<leJ J "-"'Ilion iflierLAl' ,\ ~tl >'i"", ilir~'."lly, ra1~rl~:m lb'01lgh ~ ~~ar~le a!lillale,

lithe SecLl-rm:n r~~uirem-el1t~ are II) have Any dcteneJlt eiled ..t all. thO' Comm"sioo

mm, opt"",l) wcolj!li<-e V<:Tiz.o~'" p"",a<i"" vio;>l..,li","8 ami I~medy t~f1TI witt'l suMhnliaJ

p~nRltje, \'(>T'Lz(!n ~~mplainl Tnat the ,1udit r<:sult, a,,, "01 "lil,i,b~oll).. "gnificMt, bUl, ",

Celllllll,lrat",1 in 1~~ atuLch<:<l rlcd"'~tl O~ of .tatj,lician Dr _R.<::l>ert B"1, the 110di n!l" rB¥r~ing

mnn)" ~f l~c 010'1 egr"giw~ \'iQl~tioWi "Iaini)' aH "i~nill~ut a~~ reprelleftWl1% of Vm-WJl',

\O\MrI~rd o~CIalL,,~ :pr'"'ti~~, S~, "lia (lpLJli"," &. {lrokr \j<J<Jif~'in;>; Sp""ial ~""';Le. Guideli~s.

for V~rj",,, N~l'; Yurk, C"-,-,, No OO·C--il~'iJ, Opinion No, C1l-l, iI.l 19 &. App, I, Pjl 2G-2R

('ly P,~ ,c. Ju"B U, ~QQ lJ ClnpSC Sjl<Jci<li AoJCt?," Orckr") ("The November 24, 20~O, Ordsr

''''lu..etl Vt.-i~Oll to ,,"b_<taIllJ~[c "olldi=imin~wj' tre.!llmGe of il.l affiliates in C{lmp~riSO)j 10

mher '-lmitlll, Ytf;,;(m", wmpliHllC:C m,ng~, "ow~r. Itid Ili:ot refut~ U,e f"T""uml'ti,,~ of

rl;~<:t.m'~lllillll I~~jcatrn by It'i, "iffer"",~ ill "j'~,'i,ioning perfurJJl.1:n~e") '~.n}' ~\'"rlt tnoe-

,



~~f1c~1 a~terILi,)n !rum lhe Seetioll 272 ~jolaliL)f," thtil (oose ron(ede~ly ioart~qllslc audil. w"r~

'illlti s1iCllI prncl;ce~ A"d ",fl-i~ienl to pmvid~ a cGmpJe[~ ~nd lll~"i~ ~~II naill atiQIl of II. BOC' s
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i
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{wl\i~11 ehe C~mmi.,";"" ,lJmLld penali/:oo wilh ~ p.ewm~lj(ln (If OOnC(lll'Lflljance for any affeetccl

mu.....'~mcm")

Ve, LIDO" f{lot-dcoFlR'ng h.a< alr-e<tdy de laj'cd a \.<':ommis'>ion lkcisi<l-n in ,his f'f,t bi~oni.o:1

,mdit 'pfo;;.eei.ling far 1('1(1 lo~, "nd Ihc- Co-mm'L~slon mm,dd e~pedili~~I.ly i",~e ,I> order

rC~0li'u~lngBnd i""aliz;ng lJ:1e \'eri~M m,~ooIll:lUcC ~n.;averM by thc audil Md c.tabli,ltipll and

d."Lfying I~e slnndard~ a~d J'[(xedure, [<':or flJlure ;mdirs l'he OJll]mi,.<io~'~ Ndu[ in ,hi,

pr~<:eed[nli' ,...ill und<)ubt"",r,. ~e viewed by th~ ~Oc> 1\& t~e l\e~;:;hmllTk ngainst ,,'hieh tbeir

Seo:,;( io~ 271 rA.\n,l\ltt \>'ill h~ <-Y~lu'tC1J, and ii Ii t~U" "rJ,"I~mount lmpnl1~1\(:~ to CQllS~"LCn; IIIld

(:0TIlp,ti,ioll Ih..t the Co,nnli"ioo take ~ har~ line t:el'~ omn ~~nfl[m ch.:l[ il >I,ll M' 'ck;-:atc

St;o;~iUll 211 v;oIAt;oos aful lh~t filtur~ Se~,i~~ 172 auclits mu" be mu~h nlQ,e rjg(>tu.....

wmp,,,~en.,i,··c iIlu:l wdl-uocurn..-nted ,i"e, ".g" Remarb ofRon. Mi.:h.e1 K Powell, Cum~Tel

A~nu~1 Con...e"l i~n a~d Tr.:Jo~e r."PDsi1lC'J~ at 2-3 ~rc~ 4, 2001)

II. BAC"C:ROU~D

A. ~.('"tjOD 271 An~ The CDrnrni!ll~l1'"Implem~ntingRDIe<.

Tu <u~l'ly lkll O~el'aliTlg C(Jmp-anje~ C~OC,;") with incel11;"c< [0 cO"'p" with their

llll~,l:~t-.opoM~~~ flhlig,!<ofLS ~ndOT the I'"I",,()nlln"ni~"doll' JUOI, CQ~f,.f~~' pr,,~iul:':l th!1, upon

mc<{m~ I;i I uf tho ["'1uir "",eel[< Df ,ee[i(lM 2' I, HOCs IX'uld <>fr., Ihc i ,,[~[L.-\TA ,,,,~ict:< tht

thol' ltIIv~ atw:lY~ lxcn biIJ"ftd Ii-om providn18 ~y vinue 01 tho,r h,,[':er.eek cO~'"QI ,,~'cr local

ffieJiities 41 US.C § 21: But Co~g'~>J r~oo.lmjzfd Ih,,"l, (;',:'I'J after full im"lemellUlliM (Lof

ge,;;,iun 2'/1', "'-'m~iti~e ~~¢<:klisl, local market. would "ot q~ickIJ' bemme robustly

ccntl'e'bliw aJld t],.t ROC, "'QuJd 1'1111 retain b(llh Ibc ;1tce~il'e Md UJe abjlit)' [0 ~iM:rrmlil~le

agai ~<t oOlnp"~ting p'''>ider.• .oft.l~wmrn~nj<.,lIIl)~' ser.·i,<:s. Nu/nkcolOl.lj-W ~'''iegrJaJ'd\' O~de~

r 9 SIIcI,<)n 27'1. re11O~l" <"[Igre;'li(ll't~~ rocogTI;,iC'TI anJ ",m""m "YC!' lile Rbu5I: of buttlcDeck

inJ"'" ,h.u ""deIlies ~H j(:i!:ulajiCTl of ll'e noc<' lJPl'l\lliMo. Id. 'If 9-



L The BO{Y Allti.Di.crim;IIAl1on Oblip.tioo.

Section :272 mdude, ~ VlIriely of Ilondi.",im'ruuion 0 bligalion., lllCludlll8 a 8eroemll zed

..rill "fM rnlhitoit'l.'II il!!-ilin~l d's~rimiIl.~\iQn_" i(j, ~ 19~ (,'J/ill$' 47 "loS,c. § 2n(~)(Jl), .a.~ 1'\'ell lLS

fa.tiliti~, ,,[' lllf(>rm.uiiln {alnllJtg nther thllli!S) are fulflll'l'od 25 quiclcly and ~n thii ~arne I~rrn~ al

'~~LJ<:=~I ~ \I" ~~ Bexy 271 ~J'l'i I'~ll}jl. 47 1; ..$. C § 2-72("'), .we XlJl!-Ac"mmrill8 SCljB8ucuds O~d~,

"lI2.17-71 With re'pee; 10 tbe gener~' dul)', s.ctwn :2:71(~1(IJ pro,'ido, !hal -ll BOC "may nut

.;I.i~~rilnillmc" l>cl'-\'~~n ils ,~~,iO~ 272 .fl'il;are ~nd "any other ""tity in 1M PW\·l<lOIl Of

p' "LC ~l ~m~nl of goud.\ RB1V,,,",", facilities. and Lnform"tion, or Hl th~ ~,t~bli 5ohmen! ~f .td~~,",~'."

41 lli;(: ~ :272(~XI) A. the Curnmi,';.rm h"-" ""plHi]]~d, Sl'ClicJ-ll 27Z(c) eolUblis~es an

"1!l"lu~lilled p"l,ll1~'liun aga"'s( di,CfIml~atl"m by a SOC m it> ;:kdlill~ willi it• .e~liull "17l

;LtTil iBI ~ anrl un~lJjli~l..:l ~ntLLi~~, ,-

""udi <.Lri "" n~[iu 11 dLJl~' i, to be .aJlplJ~d u,inS a ",moge]]l ",:mdml," f"

Fur t~e lIlore specific ~olldisclimi~alIDn obliAAtiOMS, ~o;;c:ti<)n 272 requires. imfr arm, t~ll.l

noc, rna,. not di"rimill3tc with 'C"P""t tu ill~" fulfIllment of<e~uem fm telophone "",hange

Md c~t.h~~g", Il.<:;te~! G 27Z(e}(I)), Ii) t~e prmi~ion of fa~iljti~:;, iK'r~ie<:s, or in{Qrm,.c1nl1

cnn~errtint ~"c!lange acce% (~1I2(e)(2), iii) Ibe ~m"ullt ciL",g~d <lr lrr.~~led tor ace"" 10

tcl~~honc c~(:barL!l~ Rnd ~thanl!C ~C<::t:88 l§ 272(~J(3)), iv) tbe J"o~i>iQn of ir.l-~rLAr.'\ Qr

inll'aLA'J A. fadl ilies or !~n.ices (§ 272(-l(4)).

All (If these prQvi~jons were intendoo tD ~r~ a coe from llsiug ·'its- -corn-r-ol of 10"".1

exCh'I\"l_ f~cjliti". .0;> di~",;mi'~le lIf"Iinl'1 il~ amli4'~'~ r1)"o\h," ~nd thefl'by, to er.:we I~al

"lJn"ffil;..rcd eJIti1Je$ r"celV~ the ,~me tre~1m~nl ~s Ib~ SOC gi\'~~ to it~ >ectiQ~ 272 JfTiliJfe:"

NO>l-A"coIJJJli"K ~il/~g1Jr:fl'dJ GUial '\Mll 'M, 2M; SCI' id. i 2Cl6 (ROC. ,hould "provid~ efficient

sel"'I~~ 1(1 rival. of it. ,",clion 27~ affi lJate.," Md C"mml~Rkm' ~ rules ~~<)ul~ th~rcfore "reqnirefl

,

-- ---'-'--~-----------------------



....s t~c Commission b~~ ~1~1""". '"[f .. 1::I0C ~l1aJfle~ I.>Ihl1 11,mo prices far input! t1'Iat eft

HOC could uoe.ale a 'p,i~c ,quc.:>.e,"" in whic~ "tb~ A:QC RJtilial~ (\Quld IOl'ler it, ret~il price~ 10

mi.nn~e.I;\'~, l~~ti(>n 1-12 also illclud~~ it. vacicly of pro"i,ioJl8 thai Jrelp "prohibil uo:;1-

,h IfiiQ{' all" aL~ Ln dd~CliC)" Hn~ pr,,~(n1iun of improper cro~l--~ub<idlntion, Jd ~ ~), -Ilws, lJle

nJay n"i obtai" "CrOOl1l100CI all)' rumTl1:'~mcm" that provido, • ".ro<litm witl> "","our,." '" ~,,~

, Meml)(1If1::lum Op10'Oll "n~ Ord.r, AJ!pfi,oati(1fI by 80'1/ Alkmlico,\hr Y"J'k Fa.' Aurhwi:w"OI'
l/mli', S<'crio" i7 j I" tn~ Srli!~ OJ .~'rnt' lonl:, I~ FCC Red 35'B, ~ 402 (19<J'?! CBA-Wf
O,-<kr''',_



5~m( p-~rsaJllltJ fram pi:ITOl'll:lio('; "ajieratjo~s, j~~l<llJaljo~, ~ad Dlai"l'l':tl;IllC¢ LOl&MJ $"""'l~"''' UII

Ord~r 4163. Th-a:l wa~ ~e~ul5 any such ioirn acth'ity would "'~Ieate Slrlm<7711ial oppanWlitiel

mcthodolo,f'ie. Ie... tbe ".'aluatioe of affiliate .e"'le"","' tll" WETe "more iiled)' to cmurc"

, indeed, ",c~;-(1n 272 i, of !U';:~I "cruci~1 ilT.~m-uo(J;" (M~Jnt)laIUlulll Opi!l:un And Or-der.
Al'p.'karion Of_~»J~ri,..~11 MichilJ'''' }"ur,"'«I111'iJ .'i~~tjO'lI 21/, n FCC Red. zm·13, ~ 346 (1997)
CA.",em~ch MI~'fllg/il1 Ord,J-r"')) lh~l tho {'"mmi's;oll 'fla~ ca-rr-ecrl\' beld tml l,S "',odlng>
r~~ll[ding .~e~l'on ~72 t(JIh~I'<IJl"" ..,..,t,1me in,k~c!ldem ground, f", (l'~'t';0f! an HppliQ~lior."
p~mllli\: 10 "COllDn 271 EA.NF Uo-der '1402 ,

9



[h~l ~ BOC o:f"'mting ~ secriou 7.]J; a!liliate "'~bal1 oll[~in and pay for a joillt Fcdenl1!Stak ~urlit

Commi« ion's rulrs, p"nioolarl~ wil~ !he '"oeih1we a",xmnting <el\U;rcmcm:s" in >@([ioo 2n(b).

Thi. Congrc",io~~II't'·m~nd~[eJ audit r<;>([UII~m~ot i~ a l"tMicululy ....ital tool to teO!

campi iano;<;' I'cith s-eclklll 272. ' in tile Se~ti6n 271 pTul'ccd,n& i'",lf, the ComrniruQ~i~ limired to

miik Ing n ~redidivt; judgmenl ""out future compli ante ",ilb se-::ticn 212 ba""d IllTgcly up"n !he

T Se" A "<'v~nl"ing SaftK"rlffl,< Chd~I' ~I ] 97 {"Ti' <,},t~m ft fftir """""Sine"t of DOC oGmpl ia~oe
rI"~ itll i~"L~~ 2'12], W~ ""'.,f "m~ro euieq~i.lle ,-",,~sj!!hr C:ommission gui,bnce of th~ :!lJo).i~

proc~~~ i, CruCiBI to ~.s~ri~g Ih~t lh. ~~coumin8 arHl W'.lC:I~ral laf~guard~ are itl place n~<i

fLl~G1lonill!J properly I'tco~u"" of IJl~ eJitJ'rill nature 01 aOt:oullli~B M[~L1.rd, in pmrnDtin~

cOlllpelitjM in I~~ ldeoc-mmunicatiilll~ m~rko;-t "nd III< ~rjJi=1 N>k lh~ bl~nn,al """Ii, wil~ J'1a~' in
",,,su,ing lh~t me sfd'egua,d. arc wo:-I<:io$, it is e.,."",i.l i],ol wo cstal>li,b. effect''''' bi"TlTl:~1 ~udi;

.."I e, ill ibe ont",,"}(empb! st, atldmf).

! :'m1z()~" predocel,m tidl i\iJamk:, fllls dru~ud-ed 113 all.eg.e~Il' impropa touducl in Drrum~er
01 plO~eedi!lJls> lnel ~d illg 8llf(>rcc::neni pro~cc~ing< br()U~1 PU'WWlI10 !-IlClio~ 27] , by tl5'er1inZ
l!'~l :Q~ ~Le~m.l audit r.o~du"td p~",uaJt[ t\l s~tioJl2n(d) wol1Jd "r~lll" t""tfl" 3dl AiJ,mtic'"
c<}rllpJianc~ v.'ith 'e<::ti"n 272, paItL~u[afly the "CUf,trll. requiremcm-, 011 joint m• .-blling."' s,~

Opp lTl-lkll Allamio!O ..\T&r~ Mu~ion for l'~pcdited D<ci<inn, ~I 7, CC Doclre~ 9~·J21 (r,It:tl
JL':l~5.2UOlJJ

--- ----_._---



c. m~'!...<y ~f (~•• l:'roc:eedlllg

1. n.,·elopmem of Audit Smndon\g

~tand,jl;rd5 alld ~m()fdure:;; BJld "pre,crib!ed! a 'peclfl" repon f",mlll" fm the alJ~iL Acaumli,.g

IJ""""",. aft•• dele£"lj"g a[j'h~rit)" [0 a f'ecerallSlfIle juim audit [eam 10 re.ltw the

ill pllhl3~ - dhcr wllh rEvrd ;0 dIe prnJlO..d ,,",ooe] ;md" ;~~ui,em""" or In ,he oommeT11!

do:ydopeJ v.ilboui any fwth~. I'~hljc mpm 1 'h~ m.idj! repe-rj llJ '3sue rep~JlI cdl y refer. tG a ~ct of

Th. Commi ,,~,on ~pp[oved Vcn.lOn'. <cCllon 1:71 ,pplic,-tJon for ""ew York Ln lkcc:mber

10 ~r."",~ l"~t Bell AUanti" co~tinu<:d 10 oomply ..it~ irs obIi"",Li~Jl.1 o,tnI\~ thl: An. j~clu,jing il.

~"'Li"" uude. ~«lion 1;1 n01 to LI rtduIy lilvur the !ong dj'>lanc~ 'eJ"\'tce;s of its 3ffLlilUi;!lI BA.-.'lY

" I
!



,\IJamie Glob"l "fehmrh, Inc ("DAGNI'~ Wllic~ b~i1~, t..,lcc()mmunic.IIl:IDn~ ~e1.W<)rk~ 3~~

serv"S .ll.".(:l ~,,~ B.WS.' H-.1we\'er, Ill)- n,,~lI W!lo C\icr ptrJ,:>"m,,1 fm .. fuurth ",oion 272

Ob,CJ"I-.tiOJl Dl'lhc r tdtraliState Join! .I\ud il 'I\"dm fur Il:e Veri~(J-n Se<:~n~ ~n Blennial Audit

01',:1", ~ :1.00, the "I.I~rt~ \'o'\lr~ !lot p-ubll~ly r~]u;t:d unlil JllM. 2Q{l1 - !r..- monlh. Rfrer 6 .. -lmdil

poiud had eOJlc1uded ".vc", tlleu, 51flnJficanl "mO!lnts of mldit infoJmati,,~ ~ t>'i'ell 1~iJ<l~I~d.

oAn a~~it v,.~, alw perlorm~d for tI\( GTE Oper3(ing COll1pam~~' (CTOCs}.1Jld VerLw~ ~~I~ct
Scrvict$. Inc ("VSSI'} .>I<C A~ditor', $~ppJ~m~~lal Hicrlni.:r Re~rni, Ap~endioes C & F (the
"GTOCIVSSI Audi~") lJI ('maio L~~l~lI~"-S. tht~1 Comm<:nts ,eftr !-I:paral~~r lQ t~)~ GTOCJV-SSJ
Au::!:ir and th.., ~udit~ ilf lIIf Ikll Atl'ntic ~n affiliate, ljn...~ all\)V~ ('ih-e BA 272 Affiliult
ALlc)if'), U~( (!I~ Jl(j~"iP'l1 crr,ique. 01' lh" audits -il~Il'Jl' gener'llily l~ the lIUdit uf "..ch punicuJar
~ffi [j~l~

--- ------------~-



confJderrtial tre"lmet>t f", the redaclcd inf"rm;uimt, Md CQ/lClu~~d lhat "Ih~ jll.l~lk lII~m li.!ve

ace~~ ~o .ufficimt inform.liml to """'" wheth~r ~ floe i. adhering 10 the ""eti()~ Z7)

111. THE AltDlTS WF,'lE IJEFJ{JE...·~ L" VlRIlJ,\LLX ALL CRITICAL AVENIJES
OF Th'QUlR'i, "i.li:T STILL T"lDJC.... TIl f'E_Il.~·ASI\'~ VlULATlQ,Nj QI
SECHON 2'1"2.

011 Jnany kel' a'peel. urv",i:w~'" pOSl_sppro"al wml'lianU! wilJl the ""~tral p".lyi~i"n'

di';~Timil\ilt ing n~ai GAt ,t$ 8flit ,ate' S (oGffifICti!on" A~~ (2) at'<: th", BOC and the ~ffili ate .nBO-.!lin,~

in .l Jru.nuer .0 a< ill mean I~Bljlll}' -"~~'~I Ihc COlllmi"~QIl in ~!S~ >lin!> V~ri.zOIl'. oompliancoe Wil~

~jlilL,te, Ilocl mmplied ,n n"Cry rc'reel ",itb "=i~n :n, the Sl.IMtalJ,lilll .&~p~ i~ infurll1llllon

u-ollid no~",hcl"" 'all ~~~rt ilf de~I"'~"1rfitjn(;ihat \'crlZOJ~ j" facl, cUffip!i.d with iI;, ii<'l:1i"n 272

<:'~ljg~I;{>n5 tllJ.i"l; Ih~ ~udil pcr'noJ HQW<I~er. d,"~pilc ~~p~ t~M wn"ld preclud~" li"cl;~lf of

I



l:umpliAnce. tbe ,nfM~~ti!m tluLt Wa, di,c<,,,.es,d ""ou[ Ve';z."n'• .affiliMc Jl'rllCtice~ at<

"'ffi6eml" egre~"~1 III r~qu:ir~ the Ct1mmi3SiCl~ 10 itlip(].,e a ,nb.tarrtlllJ rerrll:<ly and p"JIjl1ry,

A. General Flilw~ 10 Tbe ,\odie PruetdurK

In s numbe, Qf mmm;eii, t~e audil~ ooMllined f1DW~ tnat penaded fle.1.rly ~JI or !he

"I:>j(';;ril'es tllal LI,...~dil 50~gllt W 11.\8""" M"S!. fundamentally_ ill.. audl1Qr5 elected m aillJl\SlI

Vel,mrL·:< cvrnpliance ",,"til -" T1lJrnb or of ..,etl~n 171 \'\Nigmti"nl ~'i Imin.K ,tati,tiCllI .ampl Lng

pL·U"il\l~l~', rilther thall eX8,11;"ing till element' flr LJnit~ within ri,e given p,,~ulll1irm (\' 1)~

a,.,e,-,<:d 'fIowcwr, a< the .It:'l';h<>d dec.Jaral'¢! of Dr. Robert l:J,eJl tl,;j%i~" I~e ,,-udit>

~"I\Ii!lt(]LI r viuM"d ac<;epted ... rnplin;;; teohnlque" Including ,,~e of ,~m pIs< th.;l( W~rl' too ,malJ

<" Jid nol rsp.e",n, lI,e I~rg~r Jl'OJl"lllatiGM \('1 be ':::<flmincd_ A~dJlio,,;\lIy, <t i. ellen .,rnply

jmp!\~~jhl~ !() y~rifl' the aeoura<.y (Jf the r~,u!l' ''''POrI,,'; hy ll", ""di!or, ~SC~ltS~ I~'" ,,~dit ~p~nli

f.itsd In rnllSCI ill to{] di.clme e"eM I:'>r.l=ic d~lfl r"'f!ar(!il,g L11~ '=1'1,," ,~eh"-~ 8umdard

~~viatian~ a()d p(lp"r.tion ""e, _ t~..t an: "ritieal f-flr ",,,~,",nt Ine VHlid;ty Df IhB "!iltl.t'(!fll

,~.-u.lt, SO" iJ-ell Deel 'i,PH6; iii)';) id. ':"1l 15-2; (~ilK'~s~inJ1: propto' ~"mplin!l tl:Ch~'gll<:."

(jlv~~ \~t heavy ",llance ,,~ 'ampling i~ lh""e -,udl." th&~ fimcl~m.mlal <l.1ll;;li~~1 l'ITor~

r recl ~ds allY f,m[;Jl1! ~i11 Veriwlt ha. rompliC!l wi th t~e reljuiremen!~ M ~~iM 272

;<;'~t1nd, Vffizcn ",ft~rt r.ilo:cl 'co m"inl"in, <lrLl! thc guditor often failN \0 ""lle~t,

mformatkm required for '1ali~ a~.;Iil ('..m:lu;icns, TlIus, ~ di~.:us~~ loul"",. VmLro~ f"-lled In

k~~p p~rf])rJl~tl(:e dnl~ lhot would directly d<:nlOmtr~to wf>clocr \isnzon tlwo,-sd il••"",G,,~ 2'1i

"ffiJiales 0"" comp<:1itors Lilewil;<l, ~llbl!1~lJtial d~~u~lemllli~n, '111~ILld'lng !"L(le d(}Curnenl~,

;~v,., i~~;., ~~d LIII<lin~1 ~o1i 01 es o~d pmwd'lrc.> thm wouI.d un.(/oobtedlr .jI:~~ ~I in My ai.reS~m(llt of

Veri,,;)" 's o""t .1llo-cati\m pm(;tice,~ w~c(: either Ml mfti:nnined ur no! ~oll-eC\ed,

ni.\ miss.j,,~ t~f<>,-,,,,,"ou niter! f(!~;Iu;d in 1Ul ~~fr\in.tirlll of Verlro~'g c:otnpJia~ce fQ-1

,,,,I}' • :"niloo pe,;"11 of lime T~I1~, nen !hnIJB~ the ~lJdit~ pUrj1f1ned lo 1wtluatt ~ f\JlI on" VCil"

~._--



PCri0d (S"C Ay>jilor', IniLi~1 Bien~i~l Report, C''1ovCT Lctl~,), (lL~'" ",ere '1\ faCi "- ''''Ti~,' Ol

In.tano"" whe,t lhe audit ~"'aluated f:u .h"f1\"r I-"':Ijll'li~ - m~l~h of lh~ pllrfi'trma""" data. fOT

e>:a:nl'lc, ~...-i'l,d Qj,I.v f(Or a fell' :llimlh" C~rlllln <:re<!,t re)X>m \Ver~ olJt;rined f"r j~il OJ-Il~ month

- Sqrt~mber_ 2000, Sn, ~_g., id AJ>p, A, a~ g, Theile ~ort$ OfpraClices not o~ly nc i~OOTIoi.tent

with the pl1rp,,~~ uf the bi'l':11Miil-1 ill<uit, but ,en~ a lmllhl'llg sjgnal tl' th~ :BOO ~l c<JmplianGe

LS nee., <ary alll)-' jill the sll,," pcnod th, .lludilQl"~ ~hoooe toO a~~(:..I~

MoreQ\~t, Lh~ ~lld'lt5 n.lC~' npllcft'oo (D exami~e VerlWJl'. compll>n~ewith ffiotiQ1l1"J2

prio' 10 Els inierLA1A "I'I"L1C"" even th01rgh ,,,,T~T has. ]:'re\'i<Jo~~I~ dQ,~ment-f:d th.u !h"", ha,'~

b",eTI sJ,.r.,.,..ipt l'*~p~roval \rilJ1Mohom ~mons V~J';wn 1lnd 1t. ,eellDo 2n affiliate. S"~,

<'",t:., .",ffidoY't of R.o(,~<t E, K;ar~o]l, AppJicalrw hy B~rl AI/r;",ri(LN~.., y".!r- F",r rf."/h<,.,i.,,tum

1)",10, Sex/i.Q" 27 I 1'1 TfII! Sial': OJ ~"" riflr,~ CC Uockcl 99-295, at) I·]2 (fil od O~l. W, I~-go;.);

.IU II!.~" ..I,mOlen!, ~r:\fCI Tcl~wmmunJ;;~tio"s, ,>l.AD No. 97_&3, 31: 3_6 (filed $~pl. 15, 1~97),

A' ~ cc<:--,jt orLhl~ pT~.;;tjC\!", VeIi2UIl C(f~'~ li"t:lJly hve~d ill i[1cgal c,""s,",ubsid " ..00'0 prior

la J\}OO, aIld ytrt I~e alleil Gould oot ila~C d.c[<:ct.d mc~ con.;l\l101 - whi"h. ag.aill, SMU3; ~igrle] to

01~,", BO(\ that ." ob J!'"';'·4PPl""\'~] mlsc~nd":lCI willi ikdy go um~r.ctiol>ffi.

Tllird, t~e aU~II; ten'J""lt;1 failffi to in"",tigatc wmpb-inl< as_ins,!be ROCs t~"-t :allete

~i"lati0r" of 'ecdon 1.~1 In nuOl"'~'U-' i~o!l'IIl-":s. th~ -21lditL)1! r~lI~cstcd infarnlltti01l ~bGut.1I

cum-plaint.< aB~i~~t V¢J"i:z.o~ '" ie, /ll1i]i"I~., an-d )-'e1 a la,-ge <lllmlocr nf Ibe compl aim., n", Ml evcn

dISCLJ,,,,,J in Ihe audie rql0IT Eg:. Auditor'~ Tvltial BL~r.nia! RepQ11, AVp. A, ~I 31, 41 The

imponan", at ilwo.ti.gal'~g all fli'rlltal all<l!1;Ui(l-M or'"0Iatioo. (If .ecI'on 27:2 .hould be rC8~ LI~'

~'pp~ren~ ;U)J tn.. f~LJure"", d" "0 tcn,lers any filldJnf;£ II( ~ortlplilUl(e meaniJ1BJt~~,

R. Anti-Di!triwillRuoll Pro,"j<.ioo.

'n~ .atJIIil~ fail 10 liernomtrate that Ve:ri7QTI ooltlpli~!i with ita (fu~di""mni~.!llio'l

obbgiti~n 1" ~mvid~ th, "urne 1J~alrtte~r' ~ it, see-lion 271 .. ffilialcs and 10 lL",~l'f'ilill\f<l

"
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hestt.ted to ,mpose p'JIilllie' in SlIn;lso ~ircuqIWLO\x)~ wh.i.>rc a BOC ",,,lalc. oorc

)lo.I'II~ mqui.cmenl5 fm oolloeatlo~), Bell ~lJ"mti<'_N.w J'o~k Aw}mr.i~l1lion r},1tl~,. SeCIIIJI'I ifi,

!~rvlce C~l'l,pe!bl~(SJ: SHe C"mrtr&lli,:aJi'h'I,\ J&" Fil~ No. ER-O\l-ltJ-O()3D (J~II JR, lO02)

(p<>pO'Ill~ ~6 mJIlioTI fo::fcitUl'c ao/'lJll:t SHe ror failure to ~~;de ~y pm-eQmpc::t;livc JllC,!!'"

oomiiliQ'I), sse (;omlmmll.."a/ii)rIJ /,,,",, fjJ:~ N<>, J::B-OO-IH-04J2 {M~y 29, 2QOI) (I\llf~i\~r~ "f

I. '[.-ell TIIo 1"'OJrpplote l'<rrU~Ih~'lce Mea.u....,~ U~.d." The Audit.
Shm," Di,~riRlin...tion In l'r~,iding Sp~d~1 Acc~~. And Other Key
s~....I~"" [;'.(1 T~ Pr(l~VJf IrtlerLATA 5erv.l~ell.

l"~ldeJ ~~t;oo 1!~(t.}{I)" a fiOe must ·'fu[fj[]" Bil'rO<]ue'''''' by comper;ng .carrier. for

",," "ha,,~e """e,s" ~ ~d ",he> >'!,vice. und"r l~~ >lime lillie ~lan.d.~rd.\ thllt it provides 10 it~ ~~~tjo;)n

:n:c "ml.al~~, The Cm"rnj~!iun blL~ tMipha"zcd that "Ihc term "requ",rs' .b"uJd be lnl"'l'mr."d

======~~~~.



~'Dedal aCCN~ ~tl'\-iCt:l\ ulldc. :t'I:L<JI~ ravcrabl. conditions !fu:n Ll~affili"-ted Cilrric:rs'l' The u.dit<

Irlu~h cli:;criminatiorr However, """" tk more bmLted dala tbal w", eoll.cr.~ eon;;rm~ thl

The o~iit, wllcet"" da," IOI 5j~ lJLta,un::ru"m, t~at V""zon rdied upon for a ,""CLOIl 211

I
1(' S~f Non-AcCflu<rling Saf~if""rds "roN ~243 ('"If eompClitcrs <,'.all ea>ily obi"m daLa ,1Duul a
BOC. cowl'h..nc. whl1 ir.:~1i(m 2!2(~)(i}, II", L~cre"-I-e, Ille JLk~!ihooct that pNcmial
,E.;crimin;n:ioTl ~~ ~~ detecl~d om! porn.hzed, I',i,. in turn, d... r>::~s~ ~h" dWJg.r ,~al
d I "-"rJ "" rlRlioll 'mil ~C;{~Cm the fi,,' pl""e")

I
==~=.=-=======~ I



,"lTier IO hid, di ",ri nl; natory condu~L E\l~a11 'r' a, trDubli ~g L~ 1~e rS!l:l<.ln w~)' differem 1'ii~~.lul'tl

JJ 1"1(: clJ.ange~ are th~ mtt!l(ld b~ wllJd a ~u,,,,mer dlllG-il'" it'llJim~rr ~QTI.!:! di,t~nce carri..,.
TI,~ SOC il'L\jll~meIIL'$-PI c: l·hm.ge" a~d it 1m> n\1via1l' It;COTII ,ye. [0 u.~ tluo P'lC ch.ange proc,,""
l11 lllyrju! wa)', I" Ea,ur ;t. long di"fan~" "mlia:te.< Hk inclu~~" i11lpkmllJllin~ l'.lC .,;lla~l!l~~

mere q~ickly, hllt ~13o ;~c~~.ie. ~dJi1i ~nill forna \If ~i ~CJi ''111 ~~I;un. [ik~ wlitinely pl,'],dn~;l '·PIC
Ihe,,," (a procos, wlti,,-~ "'*~~ it mOIl di.lr,¢~11 Ii>, • ~ust[IJmrr t-o "haJlg~ il" i"L<l1 runim) on
-cLJ,lum\"i' thlll ~'I'J~C1 in a[]j~iaL<::;' rml~ di~MnC<l \<l",icc,. The audit. d,d onl~ -PU'l'0rt 10
~ ,m;s Ibis l\'llt "f diS(ritf'mz"ol1, eve~ Lh<)~~ A'I&T smpect< \...."rLz(m i, er'Baging in Ihis w~y
",undud. Sc", [ .•dcr uf A_Try M. [l~ddow, ;\.TkT, 1<1 HOD. hUe! H. D€'xl~r. l\-Wo! YOl"k, P.S, C"
C~"'" "D. CtO-C_C89'1 '01 al (Jan I~, 2oo!),

" ,\lmeD'-c-r, the -,-ud,c it~elr V_lJldlidc~ that ""rulin 'lle~~~J1~:! r.;,.l"'r.loo t>y V~ri2on a~pe~~

,u"di~ble, Tbe .uditnr, alL~m~Willo ...~rity Ibe a.:c.lJ'.:L'r MV¢Tim~'" ropc>r!' by ~~a",jlling the
u~d~rll'iflg data - aJllmu~h n~t i~ lhe ma~"tr rL'i~i[",J bj' the {;em:m18Itmdtmi f'roudiJra. SU
(;"""It"tT SllIlidrIhl "'()C~d"'H, Ohj=ive VjJJ, Fr0Vrxluff "I IIJ~ tbc ~odjlOr3 v,'m told by
Veri>.on that, "d~e t<:> doto 'Il"~bi\-,jng ]Jf~~odure5, undc-rlyinJ', tf-'-L.so,llim d:lta" f\Or mo ~\ m'lll.~llres

w"" "un3\'~II~bk" fm ma~\, pefj"d, ALJdilm, i1,itiall1.ienTIi-ll11l"f'C'r....\.pp~ndix A. Objeoliye
V!T!, !"ro"~<iurc ~ at 38. Fm d~IM thai was av"ila1>[~, l.i1.e ~udjlofjJ ~tl=pl"" l~ ret:oncile IhM
~~de~I)':I'" d"lo with th~ d~la r",pQr1(>r.!, amI i'GlI~d di5Cr~pan~l"'; "'hid fu'lb~r undercvt. t~~
,,,llab'],1)' "rd,<: J~C"~"'" ~sOO i.ll~c./m~i(l 1.i. a139-

I'
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~~d IU ;,~ IIfK:d in Ihe audit~· Vi:1'1tM .I;mpl~' rail~d to collo:d o. lILi<intaln [~ data tn.at i.

Jleliod lho(lc, tM" the nloe m~n!hs tht tne Bud;!.. altcmp-ted \Q eumillc, O~.. speo;,,1 aocl'i'I'

allili~1l"; i" Jun~o 200(1, th~ mean for i~E.lallation of high ~peed spoeci,,[ ac~ss f;;r Veriz~n

ch~m;".. l~~ ~yid~n~ of dj5~rjmil'Jatin~ is ~\'e~ stroL1ger' i~ all Df Ihe five repm1ed months, il

t""k 10l::ger for Veriznn to im-plemenl competilon' PIC cnongc~ ~nan Iho~ of Yer;:ron's

'" , . ,
~ Nm~~ly, tile CmcNi[ SWn&u<1 Ptocec!llreJ retjlllr@d Ihl! a~dlloH to obl!1n lhe \.\ont:len
rneth()~ology Ih~llhe noc t"lI<>Ws to d~CYm~M the "'eim." i~lel''''lll" fur pro"".,;n~ ord","s-" and,
·'[I]f l],e (o1TlJlan~- dOe!; nI)l haYe :Illy \-\'I't1tM pro~eduj't>l, loj iuqu,re a~d dOClime~1 wily,"
(;,,~,."'! ,S'midnrdj'm'.'~dllm~_ Objootlvo VIII, l'''''''cdure 4, Here, V""i~nn .imp] v iofDI",,,,d IhlC
<lUQ1~~']';\ l!l;at II did liOt p"'pano lllCh mC!ho~uk,!!ie" :Illd 1'<: ~~plan~lion tOT I~at ~efide~r.~' \\iU
~V("J' s-ou~ht. Auditor'. Tn;tu.l Bie~ni"1 R~Qn, Appendix A, O~jl'(;t iva VllJ, Ptt,,:du.e 3 ill 33



xff, I'.lt~,. Jd ~I 4~ In July. for eX3~lple, the diffe'ence WR~ OI"Cr thrc~ time~ a~ I~n~ ~~~rly 1\'10

I rlltr ". b, VLTlliln aJfLliale, ,e;:e;YEd _'y.'l"".tiClllly t<:1tCI .e:r"irx from Ve:ri"",~ th;a/l -rumpetitof3,

11'811 Su-t:et1 A!:Cl:~~ i).1J SllcciilIA~c-esr,

VIT; ,pit :(..,1 COr;-.R!'1.i!".ll V",rI:£an~n Con'pditQ"
Marcil IS .'i n.6 15.2 2J.9

A,' I~ 0 lH IV :1.4""\1")- n.2 3g0 2~,~ H.4

JUlie " 2D 9.~ 225
July ~! U :J2.~ 1911 m
S~pt 30,0 5\1.2 lOt, 4S.I

1"b;<Wl>e. ,m lh. me",ure for P.,-<:~nl f'omrnilment, M<1, th~r~ wa, "-gain oon <;~tent b;1lli

lo \! "riLO~ dai:m <till, thi. difj""",~c. i~ J""i'('Irm~n"";~ im mR1~ri"~ h",,"" '" Inne U;<l"",-,," urr,,,,",

~'pe,i ~'rdy that !'II\. dlanges will M crrnpleted ill: 14 hour.!. Re~p~n~~ p 7. Bllt thai doe!! no!
t~JlilLi" Iho 001l,;,1",,1 anti ';gnifjc~nl H". ~llain~l l,maCEi i]~t~ carrier;~ to Ihe COJ1tHCI"y, ;1 ougge,tl
i~~1 VmLOn', ","Iml "'ftll".FIC ~roc~~ affords il a bf<hld alti:lil;. to favor it. 0""" afli]j81~. _",--,
,kscribed ,bovc,. &llell ra~~ri1isnl j~{:lud"" oot~ delayed jn",,,-,,i,,,, of' PIC. 'nd othes f,,"rm~ of
d;\cr;mll'~l,on, r.h~~, tlime finding. bojster daim. th.1t 'V\."Ti..;!()1I 8b~5e~ 1!J~ PIC ]'IrdUSS iL:Ild
.:!em~:I'1d' " m"", lilOruugli i,,~uiry of it< J)O"IW 10 c~nlrul PIC prnci'o1$in,g



•

Higll Spe~~ ..\ec.ess 1'..11 S~lall\~~~s
Ven"," 21;;1 Comp,jjtOr:l '\{gLwn 7.72 CQm.,mitcm

F,b !OC'% SH'% IM% fl4A%
M~l,:~ ~2 l% S~ 1% 9H% &7.6%
Mll.~ 9'J9% S~Q% "90.9% g~9%

June 9'll4% 87.2% ~H% 3~~%

My 1M'"/o 771% 75.if,i ~O,(l%

Au.!! ' lO~-'O 7:2:,~% 100";; 12~%

M rfll,Je14d

"Iwavs had [~o~.aru:l. per rr.onth - "..b,eb" itself a tro::.Jblin.g faet indicating favOflti,m. Jd And

tWlJ month" lor w~i~~ oomJ,oriwllo<:an be mad... 111

I" its rospome 10 the o,,"i1\, '-'criron d.im. thm this '·.toTe ~nd oomr~re·' ~~f'ma<:b i< ~Cl'l

wnee\sk'n lb:a.l Ltle audit WiLl in.:Lde<.j"ale a~d shmJ1d ~.. rep-eiltoo. }..;e:itner 'ilcn7a-n nor the

.l.udilo-r ~\-.r ""plains ",111' tltc'" ~olum~£ ,.~ '" 'rr."I!, ~~d .be olwl~~~"eme~}' i. to col)e~ d..ta

I



2. »isrrimin./ltiGn In tht PI'II~lli~1\ 1\f{;M~~ And S~rvjc""

L'nder 5c>.tion ZJ2(c)(ll llOC~ ~~Ilfi(>t liL""nl~ln.te In tbe "pmvi.lOn of gLlods,

iTI w~}' t~.T '''.mld v~ry [ik~]y f~il 10 detecl ;i~niika~t ~i&cr:milllll~rycOlldu~l, For oe«am-ple, a~

prl';C'E.ion l'€~ltlrecnentl r<J.r II. ~·,ari&tIMJi) .. valid B5cnple ld

PrO('C""N:5 requireil only tha, jh~ auditor, iisten. for jlt.t a E1,if.ltoUT, To ",,!b 1(>0",.."01 ~y liv~

h,lt.·cdHc~s. at 3?, Howe""r, till, reo<>rqmen~~d PI~8SS, f\'l.'fl if f{\ll~wed. W the n~djTor, could



and a ,r..)n Q~~ ar that loom, the ~udit relJOfl never dj'loClo~, lh~ Ml1lYJhtr of calls t1:lll.1 w¢-e

mon:~ored, 3Jld it aJ'l"';lr"that the total could b. a, 1m" a"fil-'f! ",lIs" ..\~ [Jr, Hell e':p-I,i~s, f-or

dher provid",-, (If inl",-I .."-T" 5':rvice' Jnd was JlO; Informed "fhl, right to llUI~" the seJ".,tioJl."

w it~ t~J< dm).' _ a ,e,;oll' 'flaw EMr i, ,II the mOff IroubiiIl[l gi""" Ve:rizon's p'>! pledge. tl1~1 Ih,~

l! N"t..bl)-'. (I," ~IlH~I> ," tbe \-'~rizOll audits d,d oot f"I["""thc t~01'r"lltfl.;lt:d proeed~,;. they
(Ioh'~":M "nly tive ,-"prucm"live, ",""1, not fifteeo (i.e.• five atlhree C!lll CtJl!()f,) ·,'h)fro~()f,

a\A:o~r.iiJlg tlllh~ audil retl'On, tbr3C ~l~'e repl'e;~JI!a!i,e; wer~ .,ewe<! "remotely" :a vEl!J:l1e term
l.,~t IS n(l-t de~'ned but that molY ~Il,.e ~ltc,bi1 tbe r<:>LLlt•. Mm",,~er, In, T"POfl 'lilt<:, lh.! of th~
five repf<,''-.I:M18j''''' l",,,:albr ,d""'.~J, (mly three re<;t>i,'e;j ~a!l~ ~1lI.l th'!fef~re 1""~ ad~ili.:loaJ

repre!'CntalL"", were <~hlhutoo O~~ jnf8f€'>1.': I~~t QOlJld toe dr~I' i~ III"t ~(W111'{:pn:::;-Il'lr..:::iy~
r.~.ived" s;llgl~ ""II

I



---

n:ve-al'lld Illl.me[~UR YioJalious.

SG<ti~Jl 2n affiJj"t~ WGIG III fael jdontifi<d a5 h,,,,ing lHlen ~ro)'idoo tiIrou~h 1IJlotJIeI V.JlzOn

appr,,~m to- its enrnpl i~ nee

l. "Op()]"li.le IndeJ"'"dentiy. ~

"" p"",i.km or QI'.ratiQn~. i~"'nllali on alld manngemem ("OI&M ") ,ervjG~_' by lhe BOe to tho

Jr, Audjl~r'.' IJlilj~J JJie~llli~1 H~p~t1, AtJp.udix C'Alta.chnltJI~ II no,': circui!, 1\--er~ pro'l1~i(i!led

through Ttloc~mmllnic~ljolls S<:TY;~C' Inc (T~J). ~n ~ffili~t~ li:lrwhLdl, as n(l1~d abo\'e, M all~i~

w~,.~crfonn.d JI if; TI,,' clem w1le!ru". H;T wolil-d" bt, ;ll-'Ilrt l;-<JTT1 jh~"" .ervi~~" oonoidered a
"CC1I~n ~j:2 Jffljial~, ~g~rdl(:88. Vwon \'iolated s~~liM 272: it vioLa1ed either seotion 272(d)
~" f.alll~.!!: w ~a~ far all ~udlt of TS-l ('Ii:<! I,.to,.) or '"eI;O~ 21"2(.) by pro"jdi~g i~>erLJ\rA
5-81;']ce,,1 "",,ully tiIro,,-gft " non·21:2 «iIili ~le



~~d wmlld "jneviUibly ~11"'rd 1M;; affiliate a~ee" to t~e ROC's [8cilillc-< lh"l is superior to tba!

A. IQ th~ IQi~t ownenJup rmhibitit>,. 1I'er;; "'lOre ,eriOll' ieflcle~de. in tbe eollmioh and

the IWiI." In ~rlrlitio~, VcnJ'(lll u:.duded I..nd ."d buirGin~. It.c.au.,, tb.y,,,ere l"'lsed h't'

p 5<<: A~dilOJ " bjtiallJi"n"i~l Refill'!' AppeDdj>: A, O~.i~etiv. 1. "J<)""d~r~ 4 (""vi res also nnt
Ii ,teri ill Term, of .ach Se;;liml 172 .ffi lis,.). Tbi. i"adequ~te ~~~rrpti"" or """ice\ i~ R.~r)- 'b_'
b"l, fm t~.. a~d;t(lr'~p'Qfl'.''1J<la'5Miml~ ill Obje~livClJ V &. VI ~bout "llmp]i~lI~ wilh the
~Jlil im" tran.la~rjon roles. Iii. Dhjecti,'t V & VI, l'rocOOlift j (wllt!fe, mle; alia, iden1ifi~a[iQij \If
th~ l)ope nf ,crv,ce invnlved was re'Wired).

I' He "lJdi({), noted ~ fimher diSCI~~Il~Y .....jl~ J,""p""t l<) I:lACl W~lC~ Ve,izoo lodicated W~
for a credil ,-ellilcd IQ I~I: t'urdl""" of ~cng dJ!tiUl~e e.:Ible, ~ Ir~IJS~js.sjQn fleilit,' This deflcienc)'
"I ~t' affeCIe<J ("0nlptLaTlO, ]I,'Jth s.~lillO ~n' < .C\'~UrHjO.f: ~if~arll~

.._---



• in hghl of pre¥'Qu~ evidence of i,,~j,eet le,.iT'S by Btll Allant;<:- j" RAGNI t!mmgh a~

uflroglll"tw "11i\i'il.1\',"

" Sa AJ& r, Ex Parte <,,-hIll;";"" (filed '.fov l1:, 10<:~),.h. rw M"'I~r OJ! AppliMiOlI ~y H.fi
A1I~",ic' Ni:" York Ir,.- Aud"-"izmfo" i. 1"(#,-S~UHm 2 TI. CC Dut:km No 99-29~

le' Su hili'" IIienni"1 R~~('rt, ApJ!. A, Ob}~~jl~e I, ~ll"t(;cd,uo 7 (BAG:'lI I:r"n.mi.,ion >illd
swlt<:h,ng t...ci Iiliw, inulu.;lir.g «pital ir.t:d ;oftw.re), UT{.leNS 81 Au d'l, SUI'I,iem",,1 ,,[ Bi~nnia]
1t"!,,,>!I, Am> C Obi~.Ii,," I. Procedure 7 (for If>.: IS ;tom, re[~teq lQ Irilll.Hni~.ion alld switehill1l
hcil 'Ii,,;)

l. In th~ (ff'OCiVSSI Audit, the autf,lor looked at D'I~pl~y .'\I;~~l Ao;.cQ~nting lXl~IIrl1~nl~ 1M!
id~l)1JtjeJ tI,e comp"ny fcom w~i"h, ~Jl~ (0 whkn, tile a;8ct WM lIa,,:J~[J~d Supplememlll
BLenniol Rcp.\>'1, Ap'pfJ1dL~ C, Objeai~~ I, Pr,)"~da"'" 7. Moreo,,",", the ."dit"" '" Ih".DA :H:l.
J\lJili~t~ A\ldi~ lollOli:ed ~j l",'~'~"S from Jul.y IWR thcollgl> J~l}' 2000 (.,.•,~ l"i!ial Bi"Imial R~,
A'PP~Jldi~ A, Obj""1i~~ I, ProcMule 7), .oven thaul';h It s}Jol}ld have !ooled at. 'Ilv\li~~, fmm Ih~

datE nfr"c CJIRC1mM[ or [he Tel..enmnllmi«:il.'n~Atl in i996 l~Mui;n tbe ¢'ltd of ,5epternjer 31),

~ 0M. ALl!!'t".', SIIW. Bj~J1 ",...r R.-port, ApjXodlX C, Objectivd, froredllre j, tat al Table !.

:0 He Bi\ 272 !\fjih..le !\urlil Slot"stnltt Vcrj,,-o~ """vidtd Lh~ nditor"~ full dC:lCdplL"n ",reach
U.."" 1~.;,j.LI"n. du[e uf pur(bs.", pri,t pll.ill a"d rec<)1'dcd, llJld {rom wh<;>m vurcllll!lfd O~

I,"",f."."d' a. T'OllujI"d by COO fil:"~1\11 ~-Irll'ldtl,d """;.ed",",,.<, but lb.at jnl""matio~ " nDt
di.,d, "en DU1"C Than 811 a15M.i,,,, that "th~ .::IR'" 01' purchn,~ \'r m.nsfer Ii ~Icd an the BAG'll fixed
~"~l de[ail"'l li8!Lag ('II,. irOJISIlCliOlL d"(~'\ "'"\IS ja"",,,ry I, 2000, lUI lh~ u[]Jllmi,.JDJl iud

•---_.__.



"0'"'''' and te,l th~ .dequflcr of mternllJ CCtJltrol.," il WO. Ilot "dt:u:rminc whelhellheJ<: ,. a dell'

Ih~ l:l{X':', Pan U ac.;;ount.:' m)-T doe" i! proY1Ue • '·de11lile~ description of Itbe aflil,ate's

A "<iii ~ J {RequLrement II} The fludi;or ,u,,, fa.Li~a t" oomply witb the minimal requiremem, of

,,,,ik~inB f""ditics b<c"",~ Rdl ,,,tI"~1-i~ w.~ flr<l allowed to offer In·re!lio~ len,!!, di,lan<:e
"" v.~. i~ l.llU~I}'1000." A~dilU'" lniti..] B'~n~i.1 Rr:pon, App. A, Obj",c:iv~ I, p,,,oeJur,,,i

"" Svr Auditllr'. Ir:ili~] Bie~nial Mjl~rt, App~ml.i;>; A, Ollj'l'(;live II, P"l~dure~. The S~TI\" waj

Imp. w~M tesptt:t. !(' 1M (j-11JC:'V~ S] Audils. A"ditor', SurFI em~ntal B'e~nj.l R.ep~n. A.p~ndi)l;
C. ?bj""li,,~ n, I'Joce([~fe ), ,,,,, "e~ \1e..1>er o:.:"TIJpti8~~'l: P;~tt, Obje~lj~ IT, l:'rocc:dure 4
"IaIlII~ liMl Ih", ~lJ~iWI ~Il'l:;~d -"1lnoil CilS~ rereipt, ~S~ ili.lru."efllerll B~~ p~)'f(lll jraJl>~C1i(JD

""ch" 10 ~cr[iJl'''l a '"""'llI~lllrQlJgl'" <"1-1" ~,,,n Iramacti(lT1



•

FiT~I, 11K; l'CUfl'J":'! _,'.!,id£1 would Jut".., r~~u.ired tbe au~j!nr to "J i<t ."",i ceO p<..-fCrmcd by

" In lll~ DA zn Affiliate Audit, Ille .mditm ,ho did nOL~" req""d h)' [I... (~€lW~Q! Su",dmd
J I,~"-~J;,,r~., 'Obje\'1i\'~ II, !'rllooQure 2), seJ!lI.!&ely docu:llol.'r,t il~ u~der~tandi~g elf e.ach ~f!i li~lf' i

"'Tm~"l a~c-ou~;i~g pm~ooure alld p~Ji~iei1; i/:li1(eo;l. ~ \il\gl~ ,lc""iplion" p"(hi~,;:,;i ii.>r 41Illt,.~~

.-'wditm'.lnitial Bl=ni~l Rc~mi. ApP""di" A. Obje-em-.U, Procooli.re 2 In {DO GJ"OCNSSI
Audit, th~ f_ud itor "K~ueucd from m".lL1~emem belt d,d nIX ,ec:el'..e the r~iJ marht "a:u~< of the
IlT"pcn:ios or c~uipmBIlI ne""._"""Y \~ H""~ c"n(()l'm i~y wit" (;,\A,P" ~~M e~\'Id "~j 'It\oi::~ I~"-l

deler Pol; '1alion Auditor's ~urplemellL1:1I:lien~ia, Repi't!'I, Arp"'llCli~ C Ob.ie~lht II, PI'Or..'lcture 4,

" AClciiruI " bitial BiEllnial Report. /\.Jlr"",di~ A, Objeo;tiv~ m. Proc~dure l.

0' 1~ t~e GIQCIVS SI .'\.ud iI, 1~1l' IlUditor fQpnd ~o .".ritt'ii11 ~'Oli~i~~ cr pJil(;edure~ re,gIIrdi~t lo.~ed
or ,h.!lJ"td ~mrlo>·re"; ~nd \'"r'>.o" IOO~ I~~ PO!itLOJI 1,",1 '1her.....a-, on need funnincn policie,
or proceJIJ"',." ~ul'pl~m~~\~l l3i~,,~iRC Rep"<1. Apl""ndlx C, Objc~tiv~ In l'm~ure I

• -



"umber of

rho"" inlti\.'i dual. were OIL boll] I'~(. aL t~e 'iolm~ lime -, r;f.II~tUl S/a,.,ltJrd l'roc.,dure_,_ Object',""

[[L Pmced~r.,. ~ The auditor impl..",emed tn;, [""Iui[~m,nl 1Jy l~ki~1'. in OOt of til<: ~udit',

Wmllie resul1~

~~\ ~Llr~,,~ the mRtt.r, cOllcludmg. wilhoul ~~plar""ti()D Ih.1 the ''<;alcul"iioD uf ;'emu,,"• ., nut

,. I~('o audit"r M:ed lhat 160 cmpluy~e, "p:rtearcd on t>o\h VSSI'. ~nd the GTOC~' li~jin~, tout
T"tn"r th,,~ detcmJne wholher "aJ'Y" \,1- Ibe~~ el'll~ltJ".c~5 wer~ UD Ih" li,1 at Ihe ",me li,,'<:, th~

~udJt'J1 Lmit~d il. "odi! W ~ "'~ndom ,1,~~1~1, of 1:5- employee,." Auditor's SuppJemenu!
Di~~nial R,.p~rt, Append'", C, Dbi""t'Lye TTL J'To,,;oour. ~ "'Any" m~an5 ~~,., lind all 16~ ~lloul~

h<t\.'e blll':n inv8.'Ilig<ltOO



•

•

'he "alcuIJliQ~ of lh~ ~~Jl",~1 U\l-lll.l~~S is tied II) the pcrformance "I ,h. Jj()('," then the .odillJl:

;L'j)tio~ 2:'2,

01-. "a.cou r~" CO ROC ;\..."t...·

flOC, vI' a llun-,.ction 272 affiliutcoF~ BDC from co_<igoing' CCIJltmct or (Jo11,er inge>um~rIt wilh

~500_0~fi Dr :e",_ Inilial Bicnn'Rr Report, _"-fpendix A, Obj'c~\'~ IV, Pnm:dw-e 3. Mvnroyer,

~lld les~.;X'" 8.3 l'<':yolr~~ by Ih.. G.,,.ru/ S,al1dJ..,1f P!''-'':~''''H', I"" 'hM holf of lho m]Jpljer~

(14/78) '"'POll,]'" I\;OA~ ofll~e oix Ie,,,,,,," rc"po~d~ ill IIle GrOCiVssl AI~~it /I~ Dr Bell

- ,.



fm,j'Jl8 ofcompha~(ewitb Section 'IJ2 C"~notbe trc.Jjtc~_

Reil QpcrRlinll comp~TlY of whi<.h it i. an ..mlial.e on an arm', length b",,~ wiih any :<uch

i"""LATi\ olT1liale rna,! provice, at a minim~m, >l (kt"il",] ""illL"[' U0'8cJi-p,ioll of n,se"

Yurk SeCiioll 17' pro<;IXJ'n~. The CumUli", i,,~ ""rressoo it5 m~""," that noB Atl ~1]lic r4.I~d to

,. ~J"'~if,,,,'lly, ~J~~IOl:U''''"."ould inelud.... Je,,;rirtirnJ Uflr.. rtt.t:~, ~,,~. ~d ccmditlons of all
tr~n~~Cljc-~s, fi5 w~lI AS the freq~ImC", ~f recurring 1!an~C1i","ll~ ano the lIPvmxim:n~ d..te of
~o"":Jkted tra~",,(tiom For ",,,,l ~rtl,I\I:efS. lile ROC ~1'Ollld dilclo~~ tM ~~propri~(e quantil)'
and. jf r-el~vanT, the 'luallty of tile 1r"~,f£rrrd ,-,,<:1,_ fu. ille .mlld" trarn"cli6r1~ itwolvirog

~ef¥i~~, tb", BQC s!l{luJd diiK:]mlC lite nUTl'.ber ami. typt ('tf perso~~~l as~i~ntd lD t~e prtljtGt, the
I{:\-,e! (>r ""pcrti•• or i.llC~ ~"r",m>el, un.!' ,-pc:cial "'1uiprneUi u<ed ro ~mvid~ the .I='ic., lhi'
I"~gth ol·lim~ required '0 comrie,. th~ traJl""C\jon. "Ih't'lll't'. the huurly rat~ iii ~ fully loodl'd rate,
..nd wh.eIh.r "T ~"t (lull ral~ incl~d'i.'~ fhe CO:l1 of maLerial$ and all djr""t o. mdr.el:'t miSOdJallOOUS
-1~d ,,~el~llad ~!U ,"~&"~Id 13<'1ISQ"lh LowjJaI'" O.&r, I, FCC Red at 2~790-95

"



•

'FJ~m<1.11< ,-n1ell>' lJI the Sm;= 272(d) ~i~Dll.iaJ audit, ",,!lmh will en:lllCc tb'!!IIly fallll!<:' l<J jl<l<a

~re idemified in lime 'Dr 3pprnpriat. "",m~i~[ artioll," BA-XY Or<kr ~ 4JJ-14 (~mJi"hMis

litdeoo, tile alldit 'de!ltiti1ld ;l ~'eJ1' bl'OlLd J~~g6 (or ~iulllliun> - n<:~rly ~ 0 pl:TCeJli of the

\-1 Tl1~ ~l,~il\" T~~i~_d q9 ""~b P~IL'I~~ uf ~L'lntrIWI Wfllrmlr',,~: ,O~, or nh(lU1 37 peJC~nl,

flilfd In co~'ftl!, willl th~ ConlltlissiOll'~ fJjle~, FO)C'l).'-fcl1tr of Iht~ :JQ4 po.'Ilingo cnl'ltainerl
Ill":' irk C;Tor;. Auuilo,', I~ii;aI Dlc~ma] Report, Apr A, at ]6-] 8

,. Su Auditor's r"icial Bi~~~jal Repml. A.~!l(:ndix A. O~jectl~c, V &: VI, Procedur~ 6,
,"t.t~chmell1l, Tabl~ 1

" 1<1, TobJe 6



6. "Valuation M..-thodoIBgy"

T" ensure IMllne n.OC wlllp[;e~ with th~ obligatio~ in ''''''0\>11 172(1))(~) ilia, Il.1I at:lliiatil

('FDC"I ~r hi~ Markel Va~~e ("FM\") fri.

the DOC- 1C> t.h~ Sect;"n n~ ~ff:liate-" 3Jld tho one ,o["':ic"" proyi~ed by the ~<eti~n z)1 ,ffil;~t..,

J] l<l, nJjeclw, V & VI, ~rocedure 1

" Th~ two sen',,,,,, w.".~ "B"s;n~.s.Service Cenler/Ac£nunt Teilm Center (Geneml E".i"e"r 10
RA.F!S HrnI "SRI""iS",rviee (C"nstlmer Sal",,)" lu BAC. 1h~ "",t. fur th~ fmt ""n'i~~ IndLJded
onJ}' lJl1~lI"~citied laiHlr C(t8,~ (wjl~ a ~p:J.rate L-efeHJlCe 10 I~e ~Omi ,""f W,""r~ lil,""w !\1:ula)!\'fTI~nt

iIJl~ .~ '~~enln'e Prul;Tam) dJld an urJo, Jtru.x:~>i,lg and lwO >y>Jlerr, ¢Oots. rl1t CO.lt~ for the
'cC<l~d ,cO'o cc JJ1dud cd even less spoclfl c l.b"I 'Uld ,~-stcm" cost<.

"' l'bit ,eO\- I-C:~ wa, a <11 i-. "_,.dH[~d ",H" "" "l:rr",""~"l ",here lh" R[JI j, u~specltied

!.,; Auditor', Illitial Riefllllalll."I'''ct, AjJl'.ndi~ A; Obj""tiv", V &. VI, Proe<:dure g n~ ,W-cJ

tCHeoj Hrvi'c~ prl)vid~~ ~~ the HOC to tne St~iM 272 ~ffi!jtte were OJ ",lIjiy """,joe
~~IOCI~li.:! ""Ilh. real es""e 1""""'. .HJ1<1 0) WhDleoole \l.:EI!icTIaI fJjI~~CIli A";'la.rIC~ 1.:,> !JA(;l\'J
Th" FMV Lllr the fo.--m~r w"", basctl a11 the ~lilit~ ,ampIlIlY'. I"OI~ lUll! .u.clUtillll{lMhly u~~ge,

",bLlo (~c f\l\i (m :~" IHln wa~ h~~<:d QII rel)XJ,lx. eo tlte related HAnNI Rell~""t' 1'-',
Pm~QsRI,



-,-,_.

SpBciliCRlly, m tDB &1\ 112 1'l1'fili Rte Audit, ("he ~~dit(lr claimoo llull it ["Quid ~rrt ~htain the fMV

mork~,,~~ ,""rvjG~' mail. a..ail~ble 10 tbe S-ection 272 IIffililll-~ l>lIl not lil l!lira pMl"'_ The

l' Tn i~ ,arne dcfiGjG~Cf' awli",. W tJ,c sicloetiDD of ule rwo ",,,,iGf< in U,~· ll:.EC!IIYSSI MIiB~()Iid

Seryi"", Aurl!, A~~jIOT'~ Syppt~memai Di~nnial R~, Appendi'l: F, O~jecli,'~ '.' &"1,
Pme9~\lre g

-" V\lTiw-n, in ils Re,p{:-~><l, "'~""l, /!1Il1 tbe d ,,00 lramfef(l' was a ~aJl-re~~1 !tcd affil,.tcd ,nritl'_

,. ,\tlditM', llliti!1 Bl~nn1~] R",,.,,IT, !lppend;~ A, O~j"cliYe V &\'J, Procedure 13 V<:.-iwn',
R~HH::m<e .1~led .!r<l IDr ~!~v.m i)",rn. the i~!bi1ity t~ IOC~'t Ibo in\'olc:es reiat..:lt<> a cDonge uf
I,'ond(l'>, ana thai lor tbe remAining t~(eo item•. i"VOl~C' fDr ;;:~% weH nOl',' I;)~~ted (bUI
aPP~T"~tlj' tlI,>l pro"ded I" j},e ,udiloc/. "l'~eI;e unau~nd l'c""un~e~ ><J{)uld tI~ ~~rjfied and the
""1,r"Tl<lliO~ (,1r ihe re[n.i~ms 14% prDviderl



J\', FU1'1JRE AUvITS. INCU)DI!'IC i\ Rf..-'\lIIl"lT {IF VF.RTlON, I\(T"!i;T !!E
),EI1:I'{~RM.ED IJ~IIF.R D!FFERI:NT PRQCIlDUBES

J.layin.ll i1~I-d [hal Congr~, intend..a. AMil;afL1l1y, "UC~ a bi,nnial ~ud,t algo ,..or"." , ~rO:ld.f

a,,~ i,~ "mJ'tltc,. because tllil i.. [he firs( .Udl al.Cclit, it nel;e.!sarily 1'illl prol,'idt signiflcaJlt


