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Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, DC 20054

In the Matter of

Request for Review by AT&T Inc. of WC Docket No. 03-109
Decisions of Universal Service
Administrator

REQUEST FOR REVIEW BY AT&T INC. OF
DECISION OF THE UNIVERSAL SERVICE ADMINISTRATOR

I STATEMENT OF INTEREST AND ISSUES

Pursuant to sections 54.719(c), 54.721 and 54.722 of the Commission’s rules,*
AT&T Inc., on behalf of its wholly owned subsidiaries Indiana Bell Telephone Company
(“AT&T Indiana”), Southwestern Bell-Kansas (“AT&T Kansas”), and Southwestern
Bell-Oklahoma (“AT&T Oklahoma”) (collectively, the “Companies”), hereby seeks
review of Universal Service Administrative Company (“USAC”) Management Responses
to the following Independent Accountant’s Reports: LI-2006-195; L1-2006-207; and LI-
2006-208, which, respectively, summarized audits of AT&T Indiana, AT&T Kansas, and
AT&T Oklahoma’s compliance with federal low-income requirements from September

30, 2004 through September 30, 2005.> The same third-party auditing firm audited all

1 47 C.F.R. 8§ 54.719(c), 54.721, 54.722.

2 See Appendix A (Letter to Steven Ellis, Indiana Bell Telephone Company, from USAC,
High Cost and Low Income Division (dated June 19, 2008) (attaching two Indiana USAC
Management Responses)); Appendix B (Letter to Steven Ellis, Southwestern Bell-
Kansas, from USAC, High Cost and Low Income Division (dated June 19, 2008)
(attaching two Kansas USAC Management Responses)). AT&T attaches a similar letter
received from USAC concerning AT&T Oklahoma as Appendix C. USAC erroneously
addressed the letter intended for AT&T Oklahoma to “Indiana Bell Telephone Company,
Southwestern Bell-Kansas.” See Appendix C (Letter to Steven Ellis, Indiana Bell



three affiliates and issued identical findings for two or all three carriers.® For ease of
administrative review and efficiency, in this request for review, AT&T is appealing
certain of these findings for all three carriers. In particular, the Companies seek review
of USAC’s erroneous conclusion that (1) they were required to maintain copies of certain
records (Lifeline subscriber self-certifications) prior to the effective date of the
Commission’s rule requiring eligible telecommunications carriers (“ETCs”) to retain
such records; (2) they did not comply with a Commission rule because they were unable
to obtain reseller certifications from several resellers, despite making repeated requests to
the resellers to provide these certifications and due to the fact that the Commission’s rule
does not require resellers to provide certifications to the Companies; (3) they were
required to advertise toll blocking and all other supported services set forth in 47 C.F.R. §
54.101(a) in their Lifeline advertisements; and (4) they were required to populate Line 9

of FCC Form 497 (Lifeline and Link-Up Worksheet) with partial or pro-rata dollars

Telephone Company, Southwestern Bell-Kansas, from USAC, High Cost and Low
Income Division (dated June 19, 2008) (attaching two Oklahoma USAC Management
Responses)). See also Appendix D (Letter to Indiana Bell Telephone Company, USAC,
and FCC, from Thompson, Cobb, Bazillo & Associates, PC (dated April 5, 2007)
(“Indiana Independent Accountant’s Report”)); Appendix E (Letter to Southwestern Bell-
Kansas, USAC, and FCC, from Thompson, Cobb, Bazillo & Associates, PC (dated April
5, 2007) (“Kansas Independent Accountant’s Report”)); Appendix F (Letter to
Southwestern Bell-Oklahoma, USAC, and FCC, from Thompson, Cobb, Bazillo &
Associates, PC (dated April 5, 2007) (“Oklahoma Independent Accountant’s Report™)).

® This same firm also audited AT&T Texas’s compliance with the Commission’s low-
income rules. For whatever reason, USAC issued its management letter to AT&T Texas
last year, informing the carrier that it had 60 days to appeal the findings. AT&T Texas
filed its appeal on January 7, 2008. The Commission sought and received comment on
this appeal. One of the findings that the Companies are appealing is identical to the issue
that AT&T Texas appealed (i.e., partial month reporting). Unlike AT&T Texas, the
Companies received their letters informing them of their right to file an appeal almost
seven months later, on June 19, 2008.



attributable to Lifeline subscribers who both entered and left the Lifeline program during
any given month, regardless of whether the Companies sought partial or pro-rata dollars
from USAC. For reasons provided below, the Companies request that the Wireline
Competition Bureau (“Bureau”) or Commission reverse these incorrect audit findings.*
1. STATEMENT OF FACTS

All eligible telecommunications carriers (“ETCs”), such as the Companies, are
required to provide discounts on the cost of receiving telephone service to qualifying
low-income consumers.®> ETCs, in turn, are permitted to receive support from the federal
low-income support mechanism for providing such discounts to their qualifying
customers.®

Document Retention Rule. In its 2004 Lifeline and Link-Up Order and FNRPM,
the Commission clarified its rules to require ETCs to retain consumer self-certifications
regarding eligibility, among other documents, for as long as the consumer receives

Lifeline service from the ETC or until the ETC is audited by USAC.” This rule,

4 We note that there is no monetary value associated with three of the four audit findings.
For the finding concerning retroactive application of the Commission’s requirement that
ETCs retain copies of Lifeline self-certifications, the amount of Lifeline support at issue
is $1,181.00. As explained below, AT&T believes that this figure, at most, should be
$68.55. Reversing USAC’s incorrect conclusions, thus, will have virtually no financial
impact on the universal service fund.

%47 C.F.R. § 54.405.
%47 C.F.R. § 54.407.

" Lifeline and Link-Up, WC Docket No. 03-109, Report and Order and Further Notice of
Proposed Rulemaking, 19 FCC Rcd 8302, paras. 37-39 (2004) (Lifeline and Link-Up
Order and FNPRM). In an order that became effective last October, the Commission
modified this rule to delete the reference to “or until audited by [USAC].” See Universal
Service Fund Oversight Order, 22 FCC Rcd 16372, para. 25 (2007).



54.417(a), became effective May 12, 2005.% The independent auditor retained by USAC
to audit the Companies’ compliance with the federal low-income rules found fault with
the Companies’ inability to produce copies of Lifeline subscriber self-certifications for
periods that either predated May 2005 or included all of May 2005. Specifically, in
Indiana, the auditors requested copies of self-certifications for November 2004 and
January 2005;° in Kansas, the auditors requested copies of self-certifications for May
2005;" and in Oklahoma, the auditors requested copies of self-certifications for March
2005 and May 2005.** USAC concurred with the auditor’s finding, stating that the
Companies could not “prove that [their] subscribers were eligible for Lifeline during the
audit period” and indicating that it will recover support for those subscribers for whom
the Companies could not provide copies of self-certifications during the audited
months.*?

Reseller Certifications. In the 2004 Lifeline and Link-Up Order and FNPRM, the
Commission also required non-ETC resellers to comply with the Commission’s and
states” low-income rules (e.g., obtaining required documentation from consumers).*®

This order also required ETCs who sell Lifeline-discounted wholesale services to non-

8 70 Fed. Reg. 30110 (2005).

% Appendix D (Indiana Independent Auditor’s Report, Attachment 3 at 7-8).

19 Appendix E (Kansas Independent Auditor’s Report, Attachment 3 at 7-8).

1 Appendix F (Oklahoma Independent Auditor’s Report, Attachment 3 at 7-8).

12 Appendix A (explaining that it would recover $342.00 from AT&T Indiana); Appendix
B (explaining that it would recover $436.00 from AT&T Kansas); and Appendix C
(explaining that it would recover $403.00 from AT&T Oklahoma).

13 Lifeline and Link-Up Order and FNPRM at para. 40. See also 47 C.F.R. § 54.417(b).



ETCs to obtain a certification from the non-ETC reseller that it is complying with the
Commission’s low-income rules.** As drafted, and codified, the rules do not require non-
ETCs to provide certifications of compliance to their ETC wholesale providers. Instead,
the Commission’s rules place the burden of obtaining non-ETC certifications on the
ETC." The independent auditor reviewing AT&T Kansas and AT&T Oklahoma’s
compliance with the federal low-income rules found that these two affiliates did not
comply with rule 54.417(a) because they failed to “take additional action to ensure that
all resellers annually provide certifications of compliance with FCC Lifeline and Link Up
requirements.”*® USAC concurred with the auditor’s finding, noting that AT&T Kansas
and AT&T Oklahoma “should ensure that [they] retain reseller certifications in
accordance with the federal rules.”*” (Emphasis added).

Advertising Toll Blocking. The Commission’s rules require ETCs to “[p]ublicize
the availability of Lifeline service in a manner reasonably designed to reach those likely
to qualify for the service.”™® There are a number of benefits associated with Lifeline

service, including free toll blocking, waivers of certain taxes and fees, and waiver of the

14 Lifeline and Link-Up Order and FNPRM at para. 40.

1> See 47 C.F.R. § 54.417(a) (“If an eligible telecommunications carrier provides Lifeline
discounted wholesale services to a reseller, it must obtain a certification from that reseller
that it is complying with all Commission requirements governing the Lifeline/Link-Up
programs.”).

18 Appendix E (Kansas Independent Accountant’s Report, Attachment 3 at 9-11);
Appendix F (Oklahoma Independent Accountant’s Report, Attachment 3 at 9-11).

17 Appendix B (Kansas First USAC Management Response at 1); Appendix C (Oklahoma
First USAC Management Response at 1-2).

18 47 C.F.R. § 54.405(b).



subscriber line charge (SLC). To date, neither the Commission’s rules nor orders detail
the information that must be included when an ETC publicizes the availability of Lifeline
service. The independent auditor reviewing AT&T Kansas and AT&T Oklahoma’s
compliance with the federal low-income rules found that these two affiliates failed to
offer toll blocking to Lifeline subscribers and advertise free toll blocking service.*
USAC concurred with the auditor’s finding, stating that ETCs “are required to advertise
all services supported under 47 C.F.R. § 54.101(a).”®

Partial Month Reporting. The Commission created a monthly worksheet (FCC
Form 497) for ETCs to complete and file with USAC each quarter to request
reimbursement for their participation in the Commission’s low-income programs.?* This
form provides fields for ETCs to report the monthly number of low-income subscribers
for whom federal support is claimed.?? In addition, the instructions to this form state:

“If claiming partial or pro-rata dollars, check the box on line 9. Enter the

dollar amount (if applicable) for all partial or pro-rated subscribers.

Amount should be reported in whole dollars, and may be positive or

negative, depending on whether there are more new subscribers being

added part way through a month or more subscribers disconnecting during

the reported month. DO NOT include partial or pro-rata amounts on lines
5_8.1123

19 Appendix E (Kansas Independent Accountant’s Report, Attachment 3 at 11-12);
Appendix F (Oklahoma Independent Accountant’s Report, Attachment 3 at 11-12).

20 Appendix B (Kansas First USAC Management Response at 12); Appendix C
(Oklahoma First USAC Management Response at 2).

2L ECC Form 497 and instructions available at:
http://www.universalservice.org/li/telecom/step06/form497.aspx.

22 See Lines 5(a) (for Tier 1 support), 6(a) (for Tier 2 support), 7(a) (for Tier 3 support),
and 8(a) (for Tier 4 support).

23 See Instructions for Lifeline and Link Up Worksheet at 4.



The independent auditor selected by USAC to audit the Companies’ compliance
with the federal low-income requirements concluded that their practice of reporting all
Lifeline subscriber counts using Lines 5-8 was incorrect and that the Companies must, in
addition, use Line 9 to report Lifeline subscribers who began and ended service during
any given month.?* As noted in the Independent Accountant’s Reports, the Companies
use their billing systems to capture the number of Lifeline subscribers at the end of each
month and report this figure in their FCC Form 497 filings. The auditor recommended
that the Companies “take into account the partial (i.e., pro rata) Lifeline discounts given
to subscribers who entered and left the Lifeline program when determining the amount of
Lifeline support claimed on the FCC Form 497 each month.” In its Management
Responses, USAC concurred with the auditor’s recommendation and concluded that
ETCs are required to use Line 9 if they gain or lose Lifeline customers mid-month.?

In support of their assertion that the Commission does not require ETCs to use
Line 9, the Companies explained that in September 2004, the Commission announced
that it was amending FCC Form 497 to require ETCs to report the number of Lifeline
subscribers receiving federal support for part of the month and the number of service

days those subscribers received support.*® The revised form was to take effect October

24 Appendix D (Indiana Independent Auditor’s Report, Attachment 3 at 8-10); Appendix
E (Kansas Independent Auditor’s Report, Attachment 3 at 13-15); Appendix F
(Oklahoma Independent Accountant’s Report, Attachment 3 at 13-16).

2> see Appendix A (Indiana Second USAC Management Response at 1-2); Appendix B
(Kansas First USAC Management Response at 2-3); Appendix C (Oklahoma First USAC
Management Response at 2-3).

%6 See Wireline Competition Bureau Announces Effective Date of Revised Form 497 Used
to File Low Income Claims with USAC, WC Docket No. 03-109, Public Notice, DA 04-



15, 2004. After release of this Public Notice, many carriers, including representatives of
AT&T, met with Bureau staff to express opposition to this new requirement because of
their inability to track and calculate pro-rata support attributable to subscribers who
obtain Lifeline service for only part of a month. In response to ETC concerns about the
revised form, the Commission delayed, and later suspended indefinitely, adoption of the
new form.?’

1.  ARGUMENT

A. USAC Cannot Retroactively Apply the Commission’s Document
Retention Rule.

The Commission should reject USAC’s erroneous conclusion that the Companies
were required to retain copies of their Lifeline subscribers’ self-certifications prior to
May 12, 2005, the effective date of the Commission’s Lifeline document retention rule,

54.417.%® There can be no question that the Commission clearly intended this rule to be

3016 (rel. Sept. 21, 2004). See Appendix G (copy of the revised instructions and form
that were supposed to take effect on October 15, 2004).

2T Wireline Competition Bureau Announces Delayed Effective Date for Revised Form 497
Used for Low-Income Universal Service Support, WC Docket No. 03-109, Public Notice,
DA 04-3188 (rel. Oct. 4, 2004); Wireline Competition Bureau Announces Delayed
Effective Date for Revised Form 497 Used for Low-Income Universal Service Support
Until Further Notice, WC Docket No. 03-109, Public Notice, DA 05-604 (rel. Mar. 4,
2005).

28 Qwest filed a request for review of USAC’s finding that it, too, was required to retain
copies of its Lifeline subscribers’ self-certifications prior to the effective date of Rule
54.417. See Request for Review by Qwest Communications International, Inc. of
Decision of Universal Service Administrator, WC Docket No. 03-109 (filed April 25,
2008) (Qwest Request). The Commission has already sought and received comment on
this appeal. See Comment Sought on Qwest Request for Review of a Decision of the
Universal Service Administrative Company Concerning Audit Findings Relating to the
Low-Income Program, Pleading Cycle Established, WC Docket No. 03-109, Public
Notice, DA 08-1144 (rel. May 15, 2008). AT&T and others filed comments in support of



prospective. Indeed, it took over one year for this rule to become effective after the
Commission adopted it in its April 2004 Lifeline and Link-Up Order and FNPRM. In
order for the Companies to comply with the auditor and USAC’s demands, they would
have had to require all of their Lifeline subscribers who began receiving service prior to
May 12, 2005 to re-certify. The Commission’s order establishing this rule plainly did not
require ETCs to undertake such an endeavor. Moreover, as AT&T explained in its
comments in support of Qwest’s appeal, such a requirement would clearly confuse
affected Lifeline subscribers and, perhaps, many would be reluctant to re-certify under
penalty of perjury as to the exact start date of Lifeline service because of their uncertainty
about the precise date in which they commenced their Lifeline service years earlier.

As explained by Qwest in its appeal, it is well-settled that administrative rules are
not to be construed to have retroactive effect unless Congress has clearly expressed such
an intention.”® Even applying the most creative interpretation to the Communications Act
of 1934, as amended, the Commission could not find support for the assertion that
Congress intended it to require ETCs to retroactively obtain Lifeline subscriber self-
certifications. If the Commission lacks the authority to make this record retention
requirement retroactive, which it does, USAC clearly does too; thus, the Commission
should reverse this erroneous USAC finding and direct USAC to refund any
reimbursement that USAC recovers from the Companies for this issue, consistent with

the following information:

Qwest’s appeal, including this issue. See, e.g., AT&T Comments at 4-5, WC Docket No.
03-109 (filed June 16, 2008).

29 Qwest Request at 11 (citing Bowen v. Georgetown University Hospital, 488 U.S. 204,
208 (1988)).



AT&T Indiana: The auditor requested copies of self-certifications for 60
sample subscribers from November 2004 and January 2005. Both sample
months predate the effective date of Rule 54.417(a) and, therefore, the
Commission should direct USAC to refund all monies recovered from
AT&T Indiana for this issue.

AT&T Kansas: The auditor requested copies of self-certifications for 60
sample subscribers from May 2005.*° Contrary to the information
contained in the auditor’s report, AT&T Kansas provided copies of 25
self-certifications, not 10. Moreover, 32 of the alleged missing self-
certifications were attributable to CLEC Lifeline customers, which
should not have been included in the count, consistent with the auditor’s
final report for AT&T Oklahoma. Of the remaining three subscribers in
the sample, AT&T Kansas has been unable at this time to confirm when
those subscribers commenced Lifeline service. If AT&T Kansas is able
to determine the start dates for these customers, it will supplement the
record in this proceeding. If the carrier is unable to determine this
information, the most that USAC should recover from AT&T Kansas is
$26.13.

AT&T Oklahoma: The auditors requested copies of self-certifications
for 60 sample subscribers from March 2005 and May 2005. Again,
because March 2005 predates the effective date of Rule 54.417(a), the
Commission should direct USAC to refund any money recovered from
AT&T Oklahoma for this issue during this month. Of the 60 sample
subscribers for May 2005, AT&T Oklahoma provided 6 certifications,
not 5 as indicated in the auditor’s report, and 27 of the missing
certifications were attributable to CLEC customers. Of the remaining 27
certifications, AT&T Oklahoma has determined that 21 of those
customers commenced Lifeline service prior to May 2005 (indeed, all 21
began Lifeline service with the carrier before 2003). AT&T Oklahoma
has been unable at this time to determine when the six remaining
customers began receiving Lifeline service from the carrier. Like AT&T
Kansas, it continues to investigate and will supplement the record once it
obtains any additional information. If it is unable to determine when
these six customers began receiving Lifeline service, the most that USAC
should recover from AT&T Oklahoma is $42.42.

%0 Unlike the other Companies, the auditor selected only one month, May 2005, to sample
for AT&T Kansas’s compliance with Rule 54.417(a). USAC’s statement in its
Management Response regarding “two sample months” is thus incorrect. See Appendix
B (Kansas First USAC Management Response at 1).

10



B. ETCs Do Not Violate Rule 54.417(a) When Non-ETC Resellers Refuse
to Provide Certifications.

The Commission should reject USAC’s conclusion that AT&T Kansas and AT&T
Oklahoma failed to “retain” reseller certifications in violation of the Commission’s Rule
54.417(a).>' AT&T Kansas and AT&T Oklahoma annually request a certification from
each reseller that it is complying with the Commission’s Lifeline and Link-Up
requirements. While the carriers request these certifications on an annual basis® in
accordance with established procedures that have, in large part, proven successful in
obtaining annual reseller certifications, not every reseller complies with the AT&T
Kansas and AT&T Oklahoma’s request. Indeed, while under Commission rules, ETCs
are required to obtain certifications from resellers, there is no corresponding requirement
imposed on resellers that they must provide those certifications to their wholesale
providers.*

As explained to the auditors, the carriers’ procedures to obtain these certifications
include repeated verbal follow-up by the Account Managers of CLECs that have not
returned a signed certification by the requested date. In addition, AT&T Kansas and

AT&T Oklahoma’s resale agreements also contain language addressing the CLEC’s

%! The auditor did not fault AT&T Kansas and AT&T Oklahoma for failing to “retain”
reseller certifications; instead, the auditor found that these carriers violated Rule
54.417(a) because, essentially, they were unable to force several of their non-ETC
resellers to provide them certifications of compliance. Moreover, as noted in Section
I1I.A, it is unclear how a carrier can violate a rule, 54.417(a), which was not yet in effect
during the period being audited.

%2 The carriers note that the Commission’s rule is silent about how frequently ETCs must
collect these certifications. Erring on the side of caution, AT&T’s ETCs seek to obtain
these certifications on an annual basis. AT&T recommends that the Commission clarify
how often non-ETC resellers must update these certifications.

%% 47 C.F.R. § 54.417(b)

11



responsibility when purchasing Lifeline Service from the carriers on a resale basis. The
following is an example of the type of language in those agreements.

“Where available for resale according to associated retail state specific tariffs,

CLEC may only resell AT&T low income assistance services (e.g. Lifeline and

Link-Up services) to persons who are eligible for each such service. Further, to

the extent CLEC resells services that require certification on the part of the End

User, CLEC shall ensure that the End User meets all associated tariff eligibility

requirements, has obtained proper certification, continues to be eligible for the

program(s), and complies with all rules and regulations as established by the
appropriate Commission and the state specific AT&T tariffs.”

While AT&T Kansas and AT&T Oklahoma make good faith efforts to obtain
reseller certifications each year, there are a number of resellers that fail to return these
certifications. Previously, the carriers have evaluated their options on how to respond to
these resellers (including, rejecting new orders placed by that reseller, removing the
existing Lifeline discounts from that reseller’s account, and disconnecting that reseller’s
service). Due to concerns about the carriers’ ability to take this action pursuant to the
terms of their interconnection or resale agreements absent a Commission order directing
wholesale providers to do so (in which case the agreements’ change of law provisions
would apply) and legitimate policy concerns about disconnecting a Lifeline subscriber’s
service due to the failure of its CLEC provider to produce a certification to AT&T
Kansas or AT&T Oklahoma, the carriers have not attempted to implement the
aforementioned actions with respect to non-responding CLECs. AT&T recommends that
the Commission modify its rules to make clear that resellers have the obligation to

provide certifications (either annually or on a one-time basis) to their underlying

wholesale providers. Such a framework is consistent with the Commission’s reseller

12



certification rules in the universal service contribution context.* In any event, the
Commission should reject USAC’s erroneous finding that the carriers violated Rule
54.417(a) because certain of their resellers refused to provide them with certifications.
C. ETCs Are Not Required to Specifically Advertise Toll Blocking and
Other Supported Services in Rule 54.101(a) When Publicizing the
Availability of Lifeline Service.

The Commission should reject USAC’s incorrect conclusion that ETCs are
required to advertise all of Rule 54.101(a)’s supported services when publicizing the
availability of Lifeline service, pursuant to Rule 54.405(b).*> Although not specifically
mentioned in USAC’s Management Responses for AT&T Kansas and AT&T Oklahoma,
the auditors also found that these carriers failed to offer toll blocking service to Lifeline
subscribers, stating that these carriers’ “service representatives sign subscribers up for toll
limitation service only if the subscribers ask.”®® As a factual matter, that statement is not
correct. AT&T Kansas and AT&T Oklahoma believe that the statement attributed to an
AT&T official in the audit reports may have been misconstrued by the auditors. In non-
automatic enrollment states such as Kansas and Oklahoma, subscribers “enroll” in
Lifeline by completing a written application form and providing proof of eligibility.

Consequently, the ETCs cannot simply enroll inquiring customers in the Lifeline program

over the phone (and offer and enroll them in free toll blocking at that time), as the

% See, e.g., Instructions to the Telecommunications Reporting Worksheet, FCC Form
499-A at 18-19 (stating that reselling carriers “must certify” to the underlying carrier
certain information) (2008).

% Appendix B (Kansas First USAC Management Response at 2); Appendix C (Oklahoma
First USAC Management Response at 1-2).

% Appendix E (Kansas Independent Auditor’s Report, Attachment 3 at 11-12); Appendix
F (Oklahoma Independent Accountant’s Report, Attachment 3 at 11-12).

13



Commission’s Rule 54.401(a)(3) seems to contemplate.*” If an interested person contacts
AT&T Kansas or AT&T Oklahoma to inquire about Lifeline, the customer service
representatives are trained to discuss all of the benefits of Lifeline, including free toll
blocking. The carriers’ customer service representatives have been trained in this regard
since 2001. Furthermore, if an existing customer obtains toll blocking from AT&T
Kansas or AT&T Oklahoma for a fee and that customer later is enrolled in Lifeline
service, these carriers will automatically convert that customer to free toll blocking.

In addition, the Commission’s rules do not require ETCs to advertise or otherwise
publicize the availability of free toll blocking specifically, or the other services and/or
functionalities that must be provided with Lifeline service (e.g., dual tone multi-
frequency signaling or its functional equivalent, single-party service or its functional
equivalent).®® Rather, the rules require only that an ETC “[p]ublicize the availability of
Lifeline service in a manner reasonably designed to reach those likely to qualify for the
service.”® The rules thus do not require an ETC to specifically enumerate and/or explain
each of the benefits of Lifeline service (such as benefits relating to the SLC, toll
restriction, certain taxes and fees, and additional Tier Two discounts) in media of general
distribution. The Commission should thus find that the carriers’ practice of informing
inquiring Lifeline subscribers of all of the benefits of Lifeline service, including toll

blocking, is consistent with its rules.

3747 C.F.R. § 54.401(a)(3) (“The carriers shall offer toll limitation to all qualifying low-
income consumers at the time such consumers subscribe to Lifeline service.”).

% 47 C.F.R. § 54.101(a).

%9 47 C.F.R. § 54.405(b).

14



D. ETCs Are Not Required to Report Partial Month Lifeline Subscribers
on Line 9 of FCC Form 497.

The Commission should reject USAC’s erroneous conclusion that ETCs are
required to use Line 9 of FCC Form 497 to report the numbers of Lifeline subscribers
who began and ended Lifeline service during any given month. USAC’s interpretation of
the Commission’s instructions to the form is clearly at odds with the Commission’s
deliberate decision not to require ETCs to do just that. By suspending indefinitely the
proposed revision to FCC Form 497 that would have required all ETCs to track the
precise start and stop date of every Lifeline subscriber and to calculate pro-rated support
for each of these subscribers, the Commission acknowledged that many, or perhaps, most
ETCs simply do not have any mechanized ability to do so. Plainly, if the Commission
had intended to require, rather than permit, ETCs to seek pro-rated support for Lifeline
subscribers who take service for only a part of a month, it would have adopted the new
form. The fact that it did not do so established that there currently is no requirement that
carriers use Line 9 of the form to separately report and seek pro-rated support for such
customers.

USAC contends that the Commission declined to adopt its new form requiring
ETCs to separately state partial month Lifeline subscribers because its proposed formula
was too complicated but that the Commission has always intended Line 9 to be
mandatory when an ETC has a single Lifeline subscriber who begins or ends service

during the month.*® Such an assertion has no merit and is contrary to the plain reading of

%% See Appendix A (Indiana Second USAC Management Response at 1-2); Appendix B
(Kansas First USAC Management Response at 2-3); Appendix C (Oklahoma First USAC
Management Response at 2-3).

15



the Commission’s instructions, which state “If claiming partial or pro-rata dollars, check
the box on line 9.”*" Indeed, the Companies (and all other ETCs) would have to ignore
this sentence of the instructions, and the form itself, for USAC’s interpretation to have
any validity. USAC does not and cannot cite to any Commission precedent to support its
view since the Commission has never discussed in any of its orders the manner in which
ETCs should report such Lifeline subscribers.** The language of the current instructions
and form has been in effect since October 2000. If the Commission were concerned
about how ETCs were reporting Lifeline subscribers who began or ended service during
the month, it has had over seven years within which to act. There can be no question
that, for over three years, the Bureau has been aware that numerous large ETCs follow
the Companies’ practice of using Lines 5 through 8, and not 9, to report all of their
Lifeline subscribers but has chosen not to mandate partial month reporting.

The auditor and USAC do not suggest, nor can they, that, by not using Line 9 to
report subscribers obtaining partial monthly support, the Companies are somehow
profiting from their participation in the Lifeline program. Based on their experience, the
Companies have no reason to believe that they have more Lifeline subscribers at the
beginning of a month than at the end of a month (or vice versa). The Companies count

the number of Lifeline subscribers they have in their billing systems at the end of the

* Instructions for Lifeline and Link Up Worksheet at 4 (emphasis added). See also FCC
Form 497 (directing ETCs to “[c]heck box to the right if partials or pro rata amounts
are used.” Emphasis in original).

2 USAC merely cites to Rule 54.407(c), which requires ETCs to maintain accurate
records of the revenues they forgo in providing Lifeline service. 47 C.F.R. § 54.407(c).
See Appendix A (Indiana Second USAC Management Response at 2); Appendix B
(Kansas First USAC Management Response at 3); Appendix C (Oklahoma First USAC
Management Response at 3).
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month (e.g., 30" or 31%). If, for example, a carrier provides service to a Lifeline
customer from the first of the month through the 29" of the month, when the customer
disconnects his or her service, it would not include that particular customer in its monthly
FCC Form 497 filing even though it provided discounted Lifeline service to that
particular subscriber for almost the entire month. In other words, for that customer, that
carrier would have provided the Lifeline subsidy but would not have sought
reimbursement from USAC for that customer. On the other hand, if that carrier begins
providing Lifeline service to a new subscriber sometime after the first of the month and
continues providing service through the end of the month, it would include that customer
in its monthly count and would receive the full reimbursement for that subscriber.

Obviously, the Companies have little control over when a Lifeline customer
begins and terminates his or her service during the month. Lifeline customers, like all
customers, are billed on different cycles throughout the month.** The Companies process
Lifeline subscriber additions and deletions in the same manner and, as a result, the
Companies’ contention that, over time, the amount of support claimed in their FCC Form
497 filings for those partial month subscribers “comes out in the wash” is correct.

As noted above, the Companies use their billing systems to obtain the number of
subscribers receiving the Lifeline discount at the end of each month. In order for them to
separately track the number of Lifeline subscribers who begin and end their service
during the month, at a minimum, the Companies would have to extract this information

from their billing systems on a daily basis. They would then have to calculate the pro-

* The Companies have as many as 15 billing cycles, running on odd days from the 1% of
the month through the 29™ of the month.
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rated support for each subscriber. Given the number of Lifeline customers served by the
Companies, this could be a significant undertaking. Moreover, based on the Companies’
experience, these numbers are not static as USAC seems to suggest.** Even if it were
feasible to report partial month subscribers, and the Companies are not conceding that it
IS, such a task would be extremely burdensome and, thus, the Companies have chosen not
to claim partial support by populating Line 9 on the FCC Form 497.

If the Commission decides to revisit the issue of requiring all ETCs to report
partial month Lifeline subscribers, it must do so through notice and comment so that
AT&T and all other interested parties may explain in detail any technical or
administrative impediment to complying with such a new proposed requirement. The
Bureau has no authority to impose this new requirement on the Companies alone and
certainly should not do so in the context of an audit. The Commission therefore should
reject USAC’s conclusion in response to this issue.

IV. CONCLUSION

For the reasons provided above, AT&T respectfully requests the Commission to
reject USAC’s incorrect Management Responses and find that (1) the Companies were
not required to retain copies of their subscribers’ self-certifications prior to the effective
date of the Commission’s Lifeline document retention rule (i.e., May 12, 2005); (2)
AT&T Kansas and AT&T Oklahoma did not violate Rule 54.417(a) because they were
unable to force certain non-ETC resellers to provide them with certifications; (3) AT&T

Kansas and AT&T Oklahoma were not required to advertise or otherwise publicize the

* See Appendix A (Indiana Second USAC Management Response at 2); Appendix B
(Kansas First USAC Management Response at 3); Appendix C (Oklahoma First USAC
Management Response at 3) (“A company might have months in which it neither lost nor
gained Lifeline customers.”).
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availability of free toll blocking specifically, or the other services and/or functionalities

that must be provided with Lifeline service in media of general distribution; and (4) the

Companies practice of reporting all Lifeline subscribers on Lines 5 through 8 is

permissible.

August 18, 2008
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Respectfully Submitted,

[s/ Cathy Carpino
Cathy Carpino
Gary Phillips
Paul K. Mancini

AT&T Inc.

1120 20™ Street NW

Suite 1000

Washington, D.C. 20036
(202) 457-3046 — phone
(202) 457-3073 — facsimile

Its Attorneys
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Administrator

N Nt N N’ Nt

DECLARATION OF STEPHEN W, ELLIS
I. Stephen W. Ellis, do hereby, under penalty of perjury, declare and state as follows:

| My name is Stephen W. Ellis. Tam a Lead Cost Accountant — Regulatory
Accounting with AT&T Services, Inc., a wholly owned subsidiary of AT&T Inc.
In that capacity, I am familiar with the terms by which AT&T-Indiana, AT&T
Kansas and AT&T Oklahoma have completed FCC Form 497 filings, including
how they have reported Lifeline subscribers on this form.

2

In accordance with Commission rules, 47 C.F.R. § 54.721(b)(2), I have reviewed
the factual assertions set forth in the appeal regarding the FCC Form 497 filings
and hereby certify that they are true and correct to the best of my knowledge.

bl L. Mls

Name 7

Dated: 5,%/ E/d ‘?/
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DECLARATION OF MARY JO WENCKLUS

[. Marv Jo Wenckus, do hereby, under penalty of perjury, declare and state as follows:

1.

tJ

I am a senior product marketing manager with AT&T Operations, Inc., a wholly
owned subsidiary of AT&T Inc. In that capacity, [ have responsibility for the
product management and compliance for the Lifeline/Link-Up program in the
AT&T Midwest, Southwest, West, and East regions.

In accordance with Commission rules, 47 C.F.R. § 54.721(b)2), | have reviewed
the factual assertions set forth in the appeal regarding publicizing the availability
ol toll blocking and hereby certify that they are true and correct to the best of my
knowledge.

Name

Dated: @L\M 49' Z&%
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Request for Review by AT&T Inc.
of Decision of Universal Service
Administrator

WC Docket No. 03-109

e N et M o et

DECLARATION-
I, Robert S. Zawilinski, do hereby, under penalty of perjury, declare and state as follows:

k. My name is Robert S. Zawilinski. Iam a Lead Product Marketing Manager with
AT&T Operations, a wholly owned subsidiary of AT&T Inc. In that capacity, I
have responsibility for Product Management of Resale Services including the
resell of Lifeline and Link-Up services.

9

In accordance with Commission rules, 47 C.F.R. § 54.721(b)(2), I have reviewed
the factual assertions set forth in the appeal and hereby certify that they are true
and correct to the best of my knowledge.

Robek . W
Name

Dated: W ‘*}1005'"
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CERTIFICATE OF SERVICE

I, Shandee R. Parran, hereby certify that on this 18" day of August 2008, I caused a copy
of the foregoing Request for Review of Decision of the Universal Service Administrator
by AT&T Inc. in WC Docket No. 03-109 to be sent via UPS to:

Universal Service Administrative Company
Attn: David Capozzi, Acting General Counsel
2000 L Street, NW

Suite 200

Washington, DC 20036

/s/ Shandee R. Parran
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USAC

Universal Service Administrative Company ngh Cost & Low Income Division

Via Certified Mail Retum Receipt Requested

June 19, 2008

Steven Ellis

Indiana Bell Telephone Company
2600 Camino Ramon

3S250EE

San Ramon, CA 94583

RE: Low Income Audit Results
Dear Mr. Ellis;

As you are aware, the auditors who conducted the recent audit of Indiana Bell
Telephone Company (SAC 325080) on behalf of the Federal Communications
Commission (FCC) found instances of non-compliance with the FCC'’s rules
governing the Low Income universal service program. USAC's management
response to the auditors’ report is attached for your reference. As a resulit of
these findings, USAC will recover the following amount:

Finding Recovery Amount

Finding #1 LI-2006-195 $342.00
Total | $342.00

In sum, USAC will recover $342.00 in overpayments from Indiana Bell Telephone
Company's July 2008 low income support payment, which will be disbursed at
the end of August 2008. If this amount exceeds the amount of support due to
Indiana Bell Telephone Company, USAC wili continue recovering the
overpayment amount against subsequent months’ support disbursements until all
recoveries are complete. In the event indiana Bell Telephone Company
becomes no longer eligible to receive Low Income support, USAC will issue an
invoice for the balance owed.

2000 L Street, NW.  Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac.org



If you wish to appeal this decision to the FCC, the appeal must be filed within 60 days
of the date of this letter. Additional information about the appeals process may be
found on USAC'’s web site at www.universaiservice.org/lifaboutfiiling-appeals.

Sincerely,

USAC

Enclosure



USAC

Universal Service Administrative Company

USAC Management Response

Date: June 28, 2007

Subject: {PIA (improper Payment improvement Act) Audit of the Low Income
Program of Indiana Bell Telephone Company (LI-2006-195)

USAC management has reviewed the IPIA Audit of Indiana Bell Telephone
Company (325080). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 L1-2006-195 Management Letter:

Indiana Bell provided electronic subscriber listings of Low Income program
subscribers for which support was claimed on FCC Form 497 for our sample
months of November 2004 and January 2005. However, the electronic listings
do not agree with the number of subscribers reported on the Form 497 and
supporting summary documents for those months. The table below compares
the subscriber counts on the electronic listings to the subscriber counts on the
Form 497 and supporting summary documents for each of the two months.

Electronic Form 497 | Supporting
Listings Documents
Lifeline
Nov 2004 44,813 39,189 39,189
Jan 2005 45,549 39,716 39,716
Link Up
Nov 2004 1,811 1,851 1,851
Jan 2005 1,392 1,418 1,418
Toll Limitation
Nov 2004 5,401 3,137 3,137
Jan 2005 5,519 3,306 3,306

Management Response:
A carrier is required to maintain accurate records of the revenues it forgoes in

providing Low Income support.! As the auditors note, however, the
Commission’s rules do not specify the specific type of records a carrier must

! See 47 C.F.R § 54.407(c)

2000 L Street, NW.  Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac.org



maintain in order to substantiate its support claims. For this reason, USAC
concurs with the comment, effect and recommendation in the Management
Letter.

This concludes the USAC management response to the audit.



US;E%\

Universal Service Administrative Company

USAC Management Response

Date: June 28, 2007

Subject: IPIA (Improper Payment improvement Act) Audit of the Low Income
Program of Indiana Bell Telephone Company {LI-2006-195)

USAC management has reviewed the IPIA Audit of Indiana Bell Telephone
Company {325080). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-195 Opinion:

Indiana Bell did not provide us with certifications of eligibility for 22 of 60 sample
subscribers in our November 2004 sample and 25 of 60 sample subscribers in
our January 2005 sample.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion. A
carrier is eligible tc receive Lifeline reimbursement “based on the number of
qualifying low-income consumers it serves"’. The carrier cannot prove that its
subscribers were eligible for Lifeline during the audit period. USAC will recover
support for the 47 subscribers for which the company cannot provide
documentation of eligibility during the two sample months.

Condition 2 L1-2006-195 Opinion:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the nhumber of subscribers in Indiana Bell's Lifeline Program on
a particular day at the end of the month was obtained from the billing system for
reporting on the Form 497. The number of subscribers was multiplied by the
different Lifeline Tier rates to determine the amount of Lifeline support claimed.
No adjustment was made on Line 9 of Form 497 for new subscribers who joined
the Lifeline Program upon approvat during the month and subscribers who left
the Lifeline Program during the month, although these subscribers were given
partial (i.e., pro rata) discounts on their telephone bills for that month.

Management Response:
USAC concurs with the comment, effect and recommendation in the
Management Letter. Line 9 (pro-rata support) of FCC Form 497 should be used

! See 47 C.F.R § 54.407(a)
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by carriers to adjust their support ciaim if they lose or gain Lifeline subscribers
throughout the month. A carrier is not entitled to be reimbursed for a full month of
support for a subscriber that began Lifeline service mid-month?. The instructions
to Line 9 of FCC Form 497 include the word “if” because pro-rating is not
mandatory unless a company has Lifeline customers who started or terminated
Lifeline support mid-month. A company might have months in which it neither
lost nor gained Lifeline customers. In those instances, the company would not
pro-rate Lifeline support. Accordingly, the instructions to FCC Form 497 include
the permissive “if’ because companies that have maintained the same number of
Lifeline subscribers throughout a month will not have to pro-rate their Lifeline
support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

2 See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shall be provided directly to
the eligible telecommunications carrier, based on the number of qualifying low-income consumers it
serves, under administrative procedures determined by the Administrator.

3 See 47 C.F.R § 54.407(c).
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USAC >

Universal Service Administrative Company ngh Cost & Low Income Division

Via Certified Mail Retum Receipt Requested

June 19, 2008

Steven Ellis

Southwestern Bell—Kansas
2600 Camino Ramon
3S250EE

San Ramon, CA 94583

RE: Low Income Audit Results
Dear Mr. Ellis:

As you are aware, the auditors who conducted the recent audit of Southwestern
Beli—Kansas (SAC 415214) on behalf of the Federal Communications
Commission (FCC) found instances of non-compliance with the FCC'’s rules
governing the Low Income universal service program. USAC’s management
response to the auditors’ report is attached for your reference. As a result of
these findings, USAC will recover the fotlowing amount:

Finding Recovery Amount

Condition #1 L1-2006-207 $436.00
Total | $436.00

In sum, USAC will recover $436.00 in overpayments from Southwestern Bell—
Kansas's July 2008 low income support payment, which will be disbursed at the
end of August 2008. If this amount exceeds the amount of support due to
Southwestern Bell—Kansas, USAC will continue recovering the overpayment
amount against subsequent months’ support disbursements until all recoveries
are complete. In the event Southwestern Bell—Kansas becomes no longer
eligible to receive Low Income support, USAC will issue an invoice for the
balance owed.

2000 L Street, N.W.  Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac.org



If you wish to appeal this decision to the FCC, the appeal must be filted within 60 days
of the date of this letter. Additional information about the appeals process may be
found on USAC'’s web site at www.universalservice.orgflifaboutfiling-appeals.

Sincerely,

USAC

Enclosure



USAC

Universal Service Administrative Company

USAC Management Response

Date: July 3, 2007

Subject: IPIA {(Improper Payment improvement Act) Audit of the Low Income
Program of Southwestern Bell-Kansas (LI-2006-207)

USAC management has reviewed the IPIA Audit of Southwestern Bell-Kansas
(415214). The audit firm TCBA has issued a qualified audit report and a
management letter. Our response to the audit is as folows:

Condition 1 L1-2006-207 Opinion:
Southwestern Bell-Kansas did not provide us with certifications of eligibility for 50
of 60 sampie subscribers in our May 2005 sample month.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion. A
carrier is eligible to receive Lifeline reimbursement “based on the number of
qualifying low-income consumers it serves"'. The carrier cannot prove that its
subscribers were eligible for Lifeline during the audit period. USAC will recover
support for the 47 subscribers for which the company cannot provide
documentation of eligibility during the two sample months.

Condition 2 LI-2006-207 Opinion:

Southwestern Bell-Kansas requested but did not receive certifications of
compliance with FCC Lifeline and Link Up requirements from 12 resellers to
whom it sold Lifeline discounted wholesale services.

Management Response:

The company should ensure that it retains reseller certifications in accordance
with the federal rules. USAC concurs with the comment, effect and
recommendation in the Opinion.

Condition 3 LI-2006-207 Opinion:

According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Southwestern Bell-Kansas' advertising provided
for this audit did not mention toll limitation service.

! See 47 C.F.R § 54.407(a)
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Management Response:

Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R. § 54.101(a)>. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition 4 LI-2006-207 Opinion:

Our sample of 60 Lifeline subscribers in May 2005 included 8 subscribers whose
telephone bilis had bundled rates for packages of various services (e.g., call
waiting and caller ID). According to AT&T officiais, the bundled rates included
the Lifeline discounts. However, AT&T could not provide Customer Service
Records (CSRs) for the eight subscribers showing they received Lifeline
discounts on their bitls.

Management Response:

A carrier is required to maintain accurate records of the revenues it forgoes in
providing Low Income support.® USAC concurs with the comment, effect and
recommendation in the Management Letter. Although the carrier did not have
Customer Service Records, it was abie to provide the auditors with
documentation to demonstrate that Lifeline discounts were applied to their bundle
subscribers. Accordingly, USAC will not recover support as a result of this
finding.

Condition 5 LI-2006-207 Opinion:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Southwestern Bell-Kansas'
Lifeline Program on a particular day at the end of the month was obtained from
the billing system for reporting on the Form 497. The number of subscribers was
multiplied by the different Lifeline Tier rates to determine the amount of Lifeline
support claimed. No adjustment was made on Line 9 of Form 497 for new
subscribers who joined the Lifeline Program upon approval during the month and
subscribers who left the Lifeline Program during the month; although these
subscribers were given partial (i.e., pro rata) discounts on their telephone bills for
that month.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion.
Line 9 (pro-rata support) of FCC Form 497 should be used by carriers to adjust
their support claim if they lose or gain Lifeline subscribers throughout the month.
A carrier is not entitled to be reimbursed for a full month of support for a

¢ Seg 47 C.F.R. § 54.201(d)(2)
% See 47 C.F.R § 54.407(c)



subscriber that began Lifeline service mid-month®. The instructions to Line 9 of
FCC Form 497 include the word “if’ because pro-rating is not mandatory unless a
company has Lifeline customers who started or terminated Lifeline support mid-
month. A company might have months in which it neither lost nor gained Lifeline
customers. In those instances, the company would not pro-rate Lifeline support.
Accordingly, the instructions to FCC Form 497 inciude the permissive “if”’
because companies that have maintained the same number of Lifeline
subscribers throughout a month will not have to pro-rate their Lifeline support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was hot implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

* See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shall be provided
directly to the eligible telecommunications carrier, based on the number of qualifying low-income
consumers it serves, under administrative procedures determined by the Administrator.

® See 47 C.F.R § 54.407(c).



USAE%\

Universal Service Administrative Company

USAC Management Response

Date: July 3, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Southwestern Bell—Kansas Telephone Company (LI-2006-
207)

USAC management has reviewed the IPIA Audit of Southwestern Bell—Kansas
Telephone Company (415214). The audit firm TCBA has issued a qualified audit
report and a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-207 Management Letter:

Southwestern Beli-Kansas could not provide an electronic listing with data for
Low Income program subscribers for which support was claimed on Federal
Communications Commission (FCC) Form 497 for our sample month of
November 2004. Southwestern Bell-Kansas provided an electronic subscriber
listing of subscribers for May 2005. However, the electronic listing does not
agree with the Form 497 and supporting summary documents for the number of
Link Up subscribers and the number of subscribers for whom Toll Limitation
Services (TLS) were initiated. The electronic subscriber listing shows 66 Link up
and 41 new TLS subscribers, while the Form 497 and supporting summary
documents show 65 Link Up and 56 new TLS subscribers in May 2005. The
electronic listing also showed four instances of duplicate Lifeline discounts to
subscribers.

Management Response:

A carrier is required to mamtam accurate records of the revenues it forgoes in
providing Low Income support.” As the auditors note, however, the
Commission’s rules do not specify the specific type of records a carrier must
maintain in order to substantiate its support claims. For this reason, USAC
concurs with the comment, effect and recommendation in the Management
Letter.

This concludes the USAC management response to the audit.

! See 47 C.F.R § 54.407(c)
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USAC

Universal Service Administrative Company ngh Cost & Low Income Division

Via Certified Mail Retum Receipt Requested

June 19, 2008

Steven Ellis

Indiana Bell Telephone Company
Southwestern Bell—Kansas
2600 Camino Ramon

3S250EE

San Ramon, CA 94583

RE: Low Income Audit Results
Dear Mr. Ellis:

As you are aware, the auditors who conducted the recent audit of Southwestern
Bell—Oklahoma (SAC 435215) on behaif of the Federal Communications
Commission (FCC) found instances of non-compliance with the FCC's rules
governing the Low Income universal service program. USAC’s management
response to the auditors’ report is attached for your reference. As a result of
these findings, USAC wili recover the following amount:

Finding Recovery Amount

Finding #1 L1-2006-208 $403.00

Total | $403.00

In sum, USAC will recover $403.00 in overpayments from Southwestern Bell—
Oklahoma's July 2008 low income support payment, which will be disbursed at
the end of August 2008. If this amount exceeds the amount of support due to
Southwestern Bell—Oklahoma, USAC will continue recovering the overpayment
amount against subsequent months’ support disbursements until all recoveries
are complete. In the event Southwestern Bell—Oklahoma becomes no longer
eligible to receive Low Income support, USAC will issue an invoice for the
balance owed.

2000 L Street, NW._ Suite 200  Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac.org



If you wish to appeal this decision to the FCC, the appeal must be filed within 60 days
of the date of this letter. Additional information about the appeals process may be
found on USAC’s web site at www.universaiservice.org/lifaboutffiling-appeats.

Sincerely,

USAC

Enclosure



USAC

Universal Service Administrative Company

USAC Management Response

Date: July 5, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Southwestern Bell-Oklahoma (LI-2006-208)

USAC management has reviewed the IPIA Audit of Southwestern Bell-Oklahoma
(435215). The audit firm TCBA has issued a qualified audit report and a
management letter. Our response to the audit is as follows:

Condition 1 Li-2006-208 Opinion:

Southwestern Bell-Oklahoma did not provide us with certifications of eligibility for
28 of 40 sample subscribers in our March 2005 sample and 29 of 34 sample
subscribers in our May 2005 sample. Our sample size was 60 subscribers for
each month, but 20 subscribers in our March 2005 sample and 26 subscribers in
our May 2005 sample were not Southwestern Bell-Okilahoma customers—they
were customers of other carriers (resellers) who had purchased Lifeline
discounted wholesaie services from Southwestern Bell-Oklahoma. According to
AT&T, it is the resellers’ responsibility to obtain eligibility documentation for these
subscribers, and Southwestern Bell-Oklahoma never obtained such
documentation.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion. A
carrier is eligible to receive Lifeline relmbursement ‘based on the number of
qualifying low-income consumers it serves"!. The carrier cannot prove that its
subscribers were eligible for Lifeline during the audit period. USAC will recover
support for the 57 retail subscribers for which the company cannot provide
documentation of eligibility during the two sample months. USAC will not recover
support for the subscribers of the company’s resellers.

Condition 2 LI-2006-208 Opinion:

Southwestern Bell-Oklahoma requested but did not receive certifications of
compliance with FCC Lifeline and Link Up requirements from 5 of 10 resellers to
whom it sold Lifeline discounted wholesale services.

Management Response:

! See 47 C.F.R § 54.407(a)
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The company should ensure that it retains reseller certifications in accordance
with the federal rules. USAC concurs with the comment, effect and
recommendation in the Opinion.

Condition 3 LI-2006-208 Opinion:

According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Southwestern Bell-Oklahoma'’s advertising
provided for this audit did not mention toll limitation service.

Management Response:

Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R. § 54.101(a)®. USAC concurs with the comment,
effect and recommendation in the Opinion. . ~

Condition 4 LI-2006-208 Opinion:

Our sample of 60 Lifeline subscribers in each of March 2005 and May 2005
included 18 subscribers (8 in March and 10 in May) whose telephone bills had
bundled rates for packages of various services (e.g., call waiting and caller ID).
According to AT&T officials, the bundied rates included the Lifeline discounts.
However, AT&T could not provide Customer Service Records (CSRs) for the 18
sample subscribers showing they received Lifeline discounts on their bills.

Management Response:

A carrier is required to maintain accurate records of the revenues it forgoes in
providing Low Income support.> USAC concurs with the comment, effect and
recommendation in the Management Letter. Although the carrier did not have
Customer Service Records, it was able to provide the auditors with
documentation to demonstrate that Lifeline discounts were applied to their bundle
subscribers. Accordingly, USAC will not recover support as a result of this
finding.

Condition 5 LI-2006-208 Opinion:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Southwestern Bell-Oklahoma’s
Lifeline Program on a particular day at the end of the month was obtained from
the billing system for reporting on the Form 497. The number of subscribers was
multiplied by the different Lifeline Tier rates to determine the amount of Lifeline
support claimed. No adjustment was made on Line 9 of Form 497 for new
subscribers who joined the Lifeline Program upon approvat during the month and
subscribers who left the Lifeline Program during the month, although these

? Se6 47 C.F.R. § 54.201(d)(2)
3 Sge 47 C.F.R § 54.407(c)



subscribers were given partial (i.e., pro rata) discounts on their telephone bills for
that month.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion.
Line 9 (pro-rata support} of FCC Form 497 should be used by carriers to adjust
their support claim if they lose or gain Lifeline subscribers throughout the month.
A carrier is not entitled to be reimbursed for a full month of support for a
subscriber that began Lifeline service mid-month.* The instructions to Line 9 of
FCC Form 497 include the word “if’ because pro-rating is not mandatory unless a
company has Lifeline customers who started or terminated Lifeline support mid-
month. A company might have months in which it neither lost nor gained Lifeline
customers. In those instances, the company would not pro-rate Lifeline support.
Accordingly, the instructions to FCC Form 497 include the permissive “if’
because companies that have maintained the same number of Lifeline
subscribers throughout a month will not have to pro-rate their Lifeline support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a poiicy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

1 See 47 CF.R § 54.407(a). Universal service support for providing Lifeline shall be provided
directly to the eligible telecommunications carrier, based on the number of qualifying low-income
consumers it serves, under administrative procedures determined by the Administrator.

® See 47 C.F.R § 54.407(c).
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Universal Service Administrative Company

USAC Management Response

Date: July 5, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Southwestern Bell—Oklahoma Telephone Company (l.1-2006-
208)

USAC management has reviewed the IPIA Audit of Southwestern Bell—
Oklahoma Telephone Company (435215). The audit firm TCBA has issued a
qualified audit report and a management letter. Our response to the audit is as

follows:

Condition 1 LI-2006-208 Management Letter:

Southwestern Bell-Oklahoma provided electronic listings of Low Income Program
subscribers for which support was claimed on Federal Communications
Commission (FCC) Form 497 for March 2005 and May 2005. While the
electronic listings agree with the Lifeline subscriber counts on the Form 497 and
supporting summary schedules for both months, other data on the electronic
listings do not agree. The electronic listings show 1,682 Link Up subscribers in
March 2005, while the Form 487 and supporting summary documents show
1,681 Link Up subscribers; the electronic listings show 487 new toll limitation
services (TLS) subscribers in March 2005, while the Form 497 and supporting
summary documents show 520 new TLS subscribers; and the electronic listings
show 442 new TLS subscribers in May 2005, while the Form 497 and supporting
summary documents show 505 new TLS subscribers. The electronic listing for
March 2005 also showed 16 instances of duplicate Lifeline discounts to
subscribers.

Management Response:

A carrier is required to mamtaln accurate records of the revenues it forgoes in
providing Low Income support.' As the auditors note, however, the
Commission’s rules do not specify the specific type of records a carrier must
maintain in order to substantiate its support claims. For this reason, USAC
concurs with the comment, effect and recommendation in the Management

Letter.

This concludes the USAC management response to the audit.

' See 47 C.F.R § 54.407(c)

2000 L Street, NW.  Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac.org
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THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Certified Public Accountants and Management, Systems, and Financial Consultants
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1101 [5th Street, N W, 100 Peart Street 21250 Hawthome Boulevard
Suite 400 144h Floor Suite 500
Washington, DC 20085 Hanford, CT 06103 Torrance, CA 90503
(202) 737-3300 (B60) 249-7246 (310) 792-7001
(202) 737-2684 Fax (860) 275-6504 Fax (310} 792-7004 Fax

Independent Accountant's Report
LI-2006-195

Indiana Bell Tel. Co.
525 Market Street, 19" Fioor #21
San Francisco, CA 94105

Universal Service Administrative Company
2000 L Street, N.W.

Suite 200

Washington, D.C. 20036

Attn: Internal Audit

Federal Communications Commission:
445 12th Street SW

Washington, DC 20554

Atm: Inspector General

We have examined management's assertions included in their letter dated March 3, 2007,
(Attachment 1) that Indiana Bell (Study Area Code 325080) complied with the applicable
program requirements of 47 C.F.R Section 54 of the Federal Communications
Commission’s Rujes and Regulations and Related Orders identified in Aftachment 2,
relative to disbursements of $4,040,530.00 for Low Income Program Support services made
from the Universal Service Fund during the fiscal year ended September 30, 2005. Indiana
‘Bell’s management is responsible for compliance with those requirements. Our
responsibility is to express an opinion on management's assertions about Indiana Bell’s
compliance based on our examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to
attestation engagements contained in Government Auditing Standards issued by the
Comptroller General of the United States and, accordingly, included examining, on a test
basis, evidence about Indiana Bell’s compliance with those requirements and performing
such other procedures as we considered necessary in the circumstances. We believe that
our examination provides a reasonable basis for our opinion. Qur examination does not
provide a legal determination on Indiana Bell’s compliance with specified requirements.

A Professional Corporation
www teha.com



In conducting our examination we found material deviations from program requirements of
47 C.F.R Section 54 of the Federa] Communications Commission’s Rules and Regulations
and Related Orders. First, Indiana Bell was unable to provide certification forms for 22 of
60 sample subscribers in November 2004 and 25 of 60 sample subscribers in January 2005,
a violation of 47 C.F.R. §54.417(a) recordkeeping requirements. As a result, we were
unable to determine whether these 47 subscribers were eligible for Lifeline support.
Second, Indiana Bell was not determining pro rata discounts for Lifeline customers who
were eligible for only partial months. Detailed information relative to these instances of
material noncompliance is described in Attachment 3.

In our opinion, except for the material deviations from the criteria described in the
preceding paragraph, management’s assertions that Indiana Bell complied with the
aforementioned requirements relative to disbursements of $4,040,530.00 for low income
support services made from the Universal Service Fund for the fiscal year ended September
30, 2005, are fairly stated, in all material respects.

In addition, and in accordance with Government Auditing Standards, we noled an instance
of immaterial noncompliance that we have reported to Indiana Bell in a separate letter dated
April 5, 2007.

This report is intended solely for the information and use of Indiana Bell, the Federal
Communications Commission of the United States of America and the Universal Service
Administrative Company and is not intended to be and should not be used by anyone other
than these specified parties.

Washington, DC “ﬂ,..fy_.\) M , gazpéq ‘5 /d-v;-awz-, Pﬁ

April 5, 2007
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Attachment 1

AT&T Asserlion Letter for Study Area Codes
545170 (Pacific Belf), 445216 (Southwestern Bell — Texas), 325080 (Indiana Bell), 415213
{Southwestern Bell — Kansas), 435215 (Southwesiern Bell - Oklahoma) and 555173 (Nevada Bell)

Report of Manageaicnt on Compliance with Applicable Requirements of 47 C.F.R. Section §4 of the
Federal Communications Commission’s Rules, Regulativos and Related Orders

Management of AT&T 15 responsible for ensuring that the carrier is in compliarce with applicable
requirements of the Federal Communications Comnussion (FCC) rultes at 47 C.F.R §§ 54.101, 54.201 -
54,209, and 54.400 -- 54.417 as well as relared FCC Orders

Management has performed an cvaluation of the cammier's ¢ompliance with the applicable requivenients of
FCC yules a1 47 CF.R §§ 54,101, 54,201 -- 54.209, and 54.400 -- 54.417, and related FCC Orders with
respect 10 providing discounts to chgible low income consumers and secking 1einburseinent from the
Universai Service Fand (USF) during the year ended September 30, 2005

AT&T makes the fullowing assertions with respect to Low Income Program reimbursements received
Trom the USF for Study Area Codes listed ahove for year ended September 30, 2005:

A, Carrier Elgibilny - AT&T assents thal i

1. s an eligible telecommumeations carnier (ETC) that provides the services that an eligible cargie:
must offer 1o receive federal universal service support. (See the attaclhied docuinents/orders
showing E'TC status for each of the six states.)

2. makes available Lifeline scrvice, as delined ni 54,401, 1a qualifying low-income consumers.

B. Advenising Supporicil Scrvices: AT&T asserts that it publicizes the availability of supported services in
a manner reasonably duesigned to reuch those likely to qualify tor Lifeline and Toll Limitation Support
SEIVICUS.

C. Rute verification - AT assens that it
1. provides discounts to quablying subscribess tor Lifchne service:

i Tier 10 Available 10 ail cligible Lifcline subscnbers equal to the Incumbent Local
Exchange Carnier’s (11.EC’s) actual federal tanfTed subscnbes line chacge.

i Tier 2: 31.75 per momb available to qualitied low-income consumrs, if the carrier
reccaved any non- federal approvals sccessary 10 tmplement the required rate redugtion
and passes through the full smowut uf Tier 2 suppot (o the qualifying low-ncome
<onsumer

i, lier 30 An adduional amount of fedeta! Lifeline support cqual to one-half the amount
of any State-imandared Liteline support, or one half of any Lifeline support provided
by the Service Provider, up to a nuximum of $1.75 per moath.

v Tier 4: Additional federal Lifehae support of up ta $25 per mouth Lo eligible residents

of wibal lands, as defined a0 § 54.400 (¢), as long as the amount does not bring the
basic local residential rate below $1 per month per qualiflying low-inconw subscnber.

2. provides discounts to qualitying subscribers Tor Link Up service:
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1. a reduction of half of the cusiomary Carrier charge or $30, whichever is less, for
comrencing iclecommunications service for a sinple welecommunicutions connection at
a consumer's prirkipal place of residence.

i, for an eligible resident of Tribat lands, an additional reduction of up 10 $70 to cover 100
percent of the charges between $60 and $130 for commencing telecommunications
service for a single telecommunicarions connection at a consunier's principal place of
wesidence.

3. allows chigible consumers to voluntarily subscribe 10 lall blockung or toll restriction at no cost,
and

i, maintains methods and procedures whercby customers who gualify for Lifeline, Link-
up and Tol] Linitation/Restriction service are nat required to post a secunty deposit
for obtaining such service

1. only claim the incremmental cost of providing the service which specifies that Lifeline
supporl for providing toll limitation or 1l restriction shall equal the ETC's
incremenual cost of providing either toll blocking or toll restrictivn.

D. Consumer Qualification for Lifeline Service: AT&T asserts that at;

i, maimains policies and procedures that are etfectively implemented to review and certify
consumer vligibility for Lifeline, Link Up sl Toll Lirnstation/Restriction services wncludiog:

4. that AT&T is in compliance with state Lifcline income certification procedures when
required and that service representatives are required 10 obtain appropriste
documentation of income

b. that by Junc 22, 2005, AT&T complied with swate verification procedures to validute
consumers® continued eligibility for Lifeline.

E. Submussion of Lilchne and Link Up Warksheet (Fonin FCC 497); ATAT asserts thatit:

). submined properly corpleted FCC Forms 497 for each month, representing discounts actually
provided to subscribers, for the months cited above, and has the required supporting
documenialion at the USOC level of detai! for the number of subscribers, cates and other
information provided on the Form 497,

F. (eneral Record Keeping Requirements: AT&T asserts that

1. i maintzins records 10 document compliance with all FCC and state requirements governing the
Lifeiine and Link Up programs. Documeniation supporiing the cost of providing Toll
Lunitation services for California and Nevada tor the tinie periods subject to this audit could
not currently be located. However, documentation is available for current rates being used in
the FCC Forms 497 and such rates are in facy higher than the rates claimed for the audit periods.

2. it sells Lifeline connections 1o resedlers, AT&T requests cerifications from the teselier that it
is complying with the FCC’s Lilclinc and Link Up requirements,

March },2007 SR A

Senior Vict Plesident & Controller
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Attachment 2

Federal Communications Commission’s 47 C.F.R. Part 54 Rules and Related Orders with
which Compliance was Examined

Carrier Eligibility:
Section 54.101 (a)
Section 54.201 {a)
Section 54.405 (a)

Advertising Supported Services:
Section 54.201 (d) (2)

Section 54.405

Rate Verification:
Section 54.101 (9)

Section 54.401 (c)
Section 54.403 (a) (1)
Section 54.403 (a) (2)
Section 54,403 (a) (3)
Section 54.403 {a2) (4)
Section 54.403 (c)
Section 54.407
Section 54.411 (a) (1)
Section 54.411 (a) (3)
Section 54.417 (a)

Federal-State Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Red
8776, 19 385-389 (1997))

Consumer Qualifications:

Section 54.410
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Submission of FCC Form 497:
Section 54.407

General Recordkeeping:
Section 54.417 (a)

In the Matter of Lifeline and Link-Up, WC Docket No. 03-109, Report and Order and Further
Notice of Proposed Rulemaking, 19 FCC Red 8302, 40 (2004)
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Attachment 3

Comment One

Condition

Criteria

Cause

Effect

Recommendation

Subscriber Certifications of Eligibility--Section 54.417(a) and
Section 54.407(c) Noncompliance

Indiana Bell did not provide us with certifications of eligibility for 22 of 60
sample subscribers in our November 2004 sample and 25 of 60 sample
subscribers in our January 2005 sample,

Section 54.417(a) of 47 CF.R of the FCC Rules and Regulations and
Related Orders requires that eligible telecommunications carriers must
maintain records to document compliance with all Commission and state
requirements governing the Lifeline/Link Up programs for three full
preceding calendar years and provide that documentation to the
Commission or USAC Administrator upon request, Section 54.407(c) of
47 C.F.R of the FCC Rules and Regulations and Related Orders requires
that, in order to receive universal support reimbursement, each eligible
telecommunications carrier must keep accurate records of the revenues it
forgoes in providing Lifeline service. Such records shall be kept in the
form directed by the USAC Administrator and provided to the
Administrator al intervals as directed by the Administrator or as provided
in this subpart.

AT&T management asserted, by letter dated March 3, 2007, that it (1)
maintains policies and procedures that are effectively implemented to
review and certify consumer eligibility for Lifeline, Link Up, and Toll
Limitation/Restriction services, and (2) maintains records to document
compliance with all FCC and state requirements governing the Lifeline and
Link Up programs.

According to an AT&T official, Indiana Bell is uncertain why the
certification of eligibility forms were missing, but possible reasons are that
(1) data may have been lost for long-time customers who signed up for
Lifeline more than 5-10 years ago, and (2) paperwork is stored off-site afier
a number of years and some of this data may have been lost in storage.

We were unable to determine whether 22 of 60 sample subscribers in our
November 2004 sample and 25 of 60 sample subscribers in our January
2005 sample were eligible for Lifeline support. The Tier 1 and Tier 2
support for these subscribers was $159.72 in November 2004 and $181.50
in Januvary 2005.

We recommend that Indiana Bell maintain subscribers’ certifications of
eligibility for at least three full calendar years.
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Beneficiary Response New federal rules regarding 54.417 about retention of subscriber data were

Auditor Response

Comment Two

Condition

effective May 12, 2005. Effective at that time, Indiana Bell implemented
new retention processes for all new Lifeline customers such that the
customer’s application will be retained for the duration of that customer’s
enrollment in Lifeline or until that customer is audited.

Indiana Bell would like to note that the rules in question here, 47 C.F.R,
§54.410 (which sets out the requirements for certification and verification
of consumer qualification for Lifeline), and §54.417 (which provides, in the
first instance, general recordkeeping requirements) did not become
effective until May 12, 2008, the date on which OMB approval was granted
to permit data collection as would be required by the two aforementioned
rules. As such, the review of the company's practices for compliance with
these rules. should be limited only to the peried of time for which these
rules were in effect.

(See 70 Fed. Reg. 30110 (2005), available at:
http://a257 g.akamaitech.net/7/257/2422/01jan20051800/edocket access.gp
0.gov/2005/pdf/05-10113 pdf)

Section 54.407(c) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders was in effect during the fiscal year ended September 30,
2005, the period we audited, and we have added this section to our stated
criteria. This section requires that, in order to receive universal support
reimbursement, each eligible telecommunications carrier must keep
accurate records of the revenues it forgoes in providing Lifeline service.
Such records shall be kept in the form directed by the USAC Administrator
and provided to the Administrator at intervals as directed by the
Administrator or as provided in this subpart. In keeping with this
requirement, Indiana Bell should have maintained certifications of
eligibility for its Lifeline subscribers in our sample months of November
2004 and January 2005, and provided them upon request for this audit. In
view of Section 54.417(a), we are recommending that Indiana Bell
maintain subscribers’ certifications of eligibility for at least three full
calendar years.

Form 497 Lifeline Support—Section 54.403(a) Noncompliance

According to AT&T officials, in determining the amount of Lifeline
support claimed on the Federal Cornmunications Commission (FCC) Form
497 each month, a count of the number of subscribers in Indiana Bell’s
Lifeline Program on a particular day at the end of the month was obtained
from the billing system for reporting on the Form 497. The number of
subscribers was multiplied by the different Lifeline Tier rates to determine
the amount of Lifeline support claimed, No adjustment was made on Line
9 of Form 497 for new subscribers who joined the Lifeline Program upon
approval during the month and subscribers who left the Lifeline Program
during the month; although these subscribers were given partial (i.e., pro
rata) discounts on their telephone bills for that month.
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Criteria

Cause

Effect

Recommendation

Beneficiary Response

According to Section 54.403(a) (2), (3}, and (4) of 47 C.F.R of the FCC
Rules and Regulations, Tier Two, Tier Three, and Tier Four federal
Lifeline support amount will be made available to the eligible
telecommunications carrier if that carrier certifies to the Universal Service
Administrative Company Administrator that it will pass through the fuil
amount of Tier Two, Tier Three, and Tier Four support to its qualifying
low-income consumers. According to the instructions for completing Form
497, Line 9 on the form is for claiming the partial or pro rata amount for all
partial or pro-rated subscribers. According to the instructions, this amount
may be positive or negative depending on whether there are more new
subscribers being added part way through a month or more subscribers
disconnecting during the reported month. Page 2 of Form 497 requires the
signature of an officer or employee of the company certifying that the
company will pass through the full amount of all Tier Two, Tier Three, and
Tier Four federal Lifeline support for which the company seeks
reimbursement, as well as applicable intrastate Lifeline support, to all
qualifying low-income subscribers by an equivalent reduction in the
subscriber’s monthly bill for local telephone service.

In determining the amount of Lifeline support claimed on the Form 497
each month, Indiana Bell did not take into account the partial (i.e., pro rata)
Lifeline discounts given to subscribers who entered or left the Lifeline
program some time during the month. According to AT&T officials, the
approach used to determine the amount of Lifeline support claimed on the
Form 497 “comes out in the wash” over time because some Lifeline
subscribers come and go each month,

The amount of Lifeline support claimed on the Form 497 for each month
may not equal the actual Lifeline discounts passed on to subscribers for that
same month, depending on (1) whether there were more new subscribers
added to the Lifeline Program part way through the month or more
subscribers who left the Program during the month and (2) the days of the
month that subscribers were added to and left the program, which
determines their pro rata discounts.

We recommend that Indiana Bell take into account the partial (i.e., pro rata)
Lifeline discounts given to subscribers who entered and left the Lifeline
program when determining the amount of Lifeline support claimed on the
FCC Form 497 each month,

The Company disagrees with the auditor’s premise that the Commission’s
existing rules and the current FCC Form 497 and instructions require an
ETC seeking reimbursement for Lifeline discounts to report separately
lifeline subscribers that were added to and/or dropped from the Lifeline
program during any given month, rather than simply reporting the total
number of current Lifeline subscribers as of a particular date at the end of
the month. The Company notes in this regard that, in 2004, the
Commission proposed to amend Form 497 to adopt such a requirement, but
ultimately did not do so. Specifically, in September 2004, the Commission
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Beneficiary Response {Continued)

Auditor Response

issued a public notice announcing that, beginning October 15, 2004, ETCs
secking reimbursement for Lifeline support would be required to use the
revised form, which required ETCs separately to report the number of
subscribers receiving such support for the whole month and the number of
subscribers receiving such support for only a part of the month (as well as
the total service days for such subscribers). See Wirefine Competition
Bureau Announces Effective Date of Revised Form 497 Used to File Low
Income Claims with USAC, WC Docket No. 03-109, Public Notice, DA 04-
3016 (rel. Sept. 21, 2004). Following this announcement, representatives
of the Company and other ETCs met with Commission Staff to urge the
Commission not to adopt the new form and require ETCs to break out and
report separately the number of low-income subscribers receiving Lifeline
support for only part of a month because those carriers did not have
systems in place to separately track such subscribers and calculate pro-
rated support. In response, the Commission delayed, and later suspended
indefinitely, adoption of the new form. See Wireline Competition Bureau
Announces Delayed Effective Date for Revised Form 497 Used for Low-
Income Universal Service Support, WC Docket No. 03-109, Public Notice,
DA 04-3188 (rel. Oct. 4, 2004) (delaying the effective date of the new form
until April 15, 2005); Wireline Competition Bureau Announces Delayed
Effective Date for Revised Form 497 Used for Low-Income Universal
Service Support Until Further Notice, WC Docket No. 03-109, Public
Notice, DA 05-604 (Mar. 4, 2005) (delaying the effective date until further
notice). Plainly, if the Commission had intended to require, rather than
permit, ETCs to seek pro-rated support for Lifeline subscribers who take
service for only a part of a month, it would have adopted the new form —
the fact that it did not do so establishes that there currently is no
requirement that carriers separately report and seek pro-rated support for
such customers.

The language of the instructions to the current form is not to the contrary.
In particular, the instructions for Line 9, which the auditors cite as support
for the purported requirement that ETCs separately report partial-mounth
subscribers, state only that ETC’s should use Line 9 “if”* they are claiming
partial or pro-rata dollars: “If claiming partial or pro-rata dollars, check
box on line 9. Likewise, Line 9 on the actual form itself provides:
“Check box to the right if partials or pro rata amounts are used.”
(Emphasis added.) The instructions and form thus simply identify where
on the form a carrier should report partial-month subscriber data if the
carrier is able to and chooses to do so.

According to USAC, The carrier should only be claiming support equal to
the amount they are passing to its subscribers and should only be giving
support to subscribers for the time they are actually receiving the discount.
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THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Certified Public Accountants and Management, Systems, and Financial Consultants
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(202) 737-2684 Fax (860) 275-6504 Fax {310) 792-7004 Fax

Indiana Bell Tel. Co.
525 Market Street, 19™ Floor #21
San Francisco, CA 94105

We have examined management's assertions included in their letter dated March 3, 2007,
that Indiana Bell complied with the applicable program requirements of 47 C.F.R Section
54 of the Federal Communications Commission’s Rules and Regulations and Related
Orders, relative to disbursements of $4,040,530.00 for Low Income Support Program
services made from the Universal Service Fund during the fiscal year ended September 30,
2005, and have issued our report thereon dated April 5, 2007. In planning and performing
our examination, we considered intemal control in order to determine our examination
procedures for the purpose of expressing our opinion on management’s assessment. An
examination does not include examining the effectiveness of intemal control and does not
provide assurance on internal control. We have not considered internal control since the
date of our report.

During our examination a matter related to immaterial noncompliance with Low Income
Support Program requirements that is presented for your consideration. This matter was
discussed with the appropriate members of management, and is intended to result in
improved compliance with Low Income Support Program requirements and is summarized

as follows:
Comment Subscriber Count Verification--Section 54.407(c) Noncompliance
Condition Indiana Bell provided electronic subscriber listings of Low Income

program subscribers for which support was claimed on FCC Form
497 for our sample months of November 2004 and January 2005.
However, the electronic listings do not agree with the number of
subscribers reported on the Form 497 and supporting summary
documents for those months. The table below compares the
subscriber counts on the electronic listings to the subscriber counts
on the Form 497 and supporting summary documents for each of the
two months.

A Professional Corporation
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Criteria

Cause

[ Electronic Form 497 | Supporting

Listings Documents
LLifeline 7
i Nov 2004 44,813 39,189 39,189
t Jan 2005 45,549 39,716 39,716
| Link Up
'f Nov 2004 1,811 1,851 1,851
i Jan 2003 1,392 1,418 1,418
[ Toll Limitation
| Nov 2004 5401 3,137 3,137
t Jan 2005 5519 3,306 3,306

Section 54.407(c) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders requires that, in order to receive universal support
reimbursement, each eligible telecommunications carrier must keep
accurate records of the revenues it forgoes in providing Lifeline
service. Such records shail be kept in the form directed by the
USAC Administrator and provided to the Administrator at intervals
as dirccted by the Administrator or as provided in this subpart.

However, the FCC’s Rules do not identify the specific types of
records carriers must retain to substantiate the amounts claimed on
the Form 497.

AT&T management asserted, by letter dated March 3, 2007, that it
submitted properly completed Forms 497 for each month during the
year ended September 30, 2005, and has required supporting
documentation at the USOC level of detail [i.e., summary reports of
selected billing activity that tabulate reimbursable Lifeline
transactions] for the number of subscribers, rates, and other
information provided on Form 497.

According to AT&T officials, subscriber counts on the electronic
subscriber listings differ from the Form 497 and supporting summary
documentation because a different source had be used to retrieve the
data for the listings. The officials said that in preparing the Form
497, a billing system report is used that provides a “snapshot” of the
number of subscribers on a particular day (i.e., at the end of the
month). However, to provide us with electronic subscriber listings
for our two sample months, AT&T used “history tables” which show
all activity, including Lifeline subscribers who started or stopped
service, during each month. The officials said that the billing system
data (i.e., the Form 497 and supporting documentation) is more
accurate than the electronic subscriber listings that were provided.
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Effect

Recommendation

We were unable to use the electronic subscriber listings to verify and
attest to the accuracy of the Form 497 subscriber counts for
November 2004 and January 2005. Since the FCC’s rules do not
specify the type of record carriers must retain, we accepted the
USOC level of detail as support for the Form 497. Therefore, this
matter is not a rule violation. The financial effects of the differences
in subscriber counts between the electronic listings and the Form 497
for November 2004 are a Lifeline Tier 1 and Tier 2 underpayment of
$40,830.24, Link Up overpayment of $940, and Toli Limitation
Services underpayment of $15.85. For January 2005, the financial
effects of the differences in subscriber counts are a Lifeline Tier 1
and Tier 2 underpayment of $42,347.58, Link Up overpayment of
$611, and Toll Limitation Services underpayment of $15.49.

Although not required by current FCC rules, we recommend that
Indiana Bell develop a process to capture Lifeline subscriber data
from its billing system enabling Indiana Bell to provide a better audit
trail of more reliable and accurate information needed to verify the
accuracy of Form 497 subscriber counts and the revenues Indiana
Bell forgoes in providing Lifeline service.

Beneficiary Response

The subscriber listings for Lifeline, Link-up and TLS subscribers
were pulled from history tables. The actual Form 497 data is pulled
from a current table and as a result there are some differences. The

‘documentation maintained to support the Form 497 (and provided to

the auditors) is a summary level report pulled from the current table
(rather than the detailed subscriber level report). This summary level
report does agree with the amounts claimed on the Form 497. The
Company does not find anything in the rules/regulations specifically
requiring maintaining detailed subscriber listings. Notwithstanding
that, the current monthly process for pulling the data for the Form
497 includes pulling data at a subscriber level of detail. This will
enable the subscriber detail that matches the 497 to be available for
future audits. Regarding the months involved in this audit, the
Company believes the summary level reports are accurate because
the current months where the subscriber level detail is available,
agrees with the summary level report used to support the amount
claimed on the Form 497.

Our examination procedures are designed primarily to enable us to form an optnion on
management’s assertions about Indiana Bell’s compliance with the applicable program
requirements of 47 C.F.R Section 54 of the Federal Communications Commission’s Rules
and Regulations, and therefore may not bring to light all weaknesses in policies or
procedures that may exist. We aim, however, to use our knowledge of the company’s
organization gained during our work to make comments and suggestions that we hope will

be useful to you.
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This report is intended solely for the information and use of Indiana Bell’s management,
and others within the organization, Universal Service Administrative Company and the
Federal Communications Commission, and is not intended to be and should not be used by
anyone other than these specified parties

Washington, DC Wln-ﬁafd-—n) M, g‘a«lﬂ ,‘f /fi/urwz.l P(’

April 5, 2007
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Urpiversal Service Admimnistrative Corpaarny

USAC Management Response

Date: June 28, 2007

Subject. IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Indiana Bell Telephone Company (LI-2006-195)

USAC management has reviewed the IPIA Audit of Indiana Bell Telephone
Company (325080). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-195 Management Letter:

Indiana Bell provided electronic subscriber listings of Low Income program
subscribers for which support was claimed on FCC Form 497 for our sample
months of November 2004 and January 2005. However, the electronic listings
do not agree with the number of subscribers reported on the Form 497 and
supporting summary documents for those months. The table below compares
the subscriber counts on the electronic listings to the subscriber counts on the
Form 497 and supporting summary documents for each of the two months.

Electronic Form 497 | Supporting L
Listings Documents |
Lifeline |
L Nov 2004 | 44,813 39,189 39,189
[ Jan 2005 45,5491 39,716 39,716 |
Link Up ]
| Nov 2004 L8IL] 1,851 1,851
| Jan 2005 1,392 1,418 1,418
Toll Limitation
Nov 2004 5,401 3,137 3,137
Jan 2005 5,519 3,306 | 3,306

Management Response:

A carrier is required to maintain accurate records of the revenues it forgoes in
providing Low income support.1 As the auditors note, however, the
Commission’s rules do not specify the specific type of records a carrier must

' See 47 C.F.R § 54.407(c)
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maintain in order to substantiate its support claims. For this reason, USAC

concurs with the comment, effect and recommendation in the Management
Letter.

This concludes the USAC management response to the audit.



Linaversd Senvice Adminstzatinae Conpram

USAC Management Response

Date: June 28, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Indiana Bell Telephone Company (LI-2006-195)

USAC management has reviewed the IPIA Audit of Indiana Bell Telephone
Company (325080). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-195 Opinion:

Indiana Bell did not provide us with certifications of eligibility for 22 of 60 sample
subscribers in our November 2004 sampie and 25 of 60 sample subscribers in
our January 2005 sample.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion. A
carrier is eligible to receive Lifeline reimbursement “based on the number of
qualifying low-income consumers it serves"'. The carrier cannot prove that its
subscribers were eligible for Lifeline during the audit period. USAC will recover
support for the 47 subscribers for which the company cannot provide
documentation of eligibility during the two sample months.

Condition 2 LI-2006-195 Opinion:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Indiana Bell's Lifeline Program on
a particular day at the end of the month was obtained from the bitling system for
reporting on the Form 497. The number of subscribers was multiplied by the
different Lifeline Tier rates to determine the amount of Lifeline support claimed.
No adjustment was made on Line 9 of Form 497 for new subscribers who joined
the Lifeline Program upon approval during the month and subscribers who left
the Lifeline Program during the month, although these subscribers were given
partial (i.e., pro rata) discounts on their telephone bills for that month.

Management Response:
USAC concurs with the comment, effect and recommendation in the
Management Letter. Line 9 (pro-rata support) of FCC Form 497 should be used

' See 47 C.F.R § 54.407(a)
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by carriers to adjust their support claim if they lose or gain Lifeline subscribers
throughout the month. A carrier is not entitled to be reimbursed for a full month of
support for a subscriber that began Lifeline service mid-month?. The instructions
to Line 9 of FCC Form 497 include the word “if' because pro-rating is not
mandatory unless a company has Lifeline customers who started or terminated
Lifeline support mid-month. A company might have months in which it neither
lost nor gained Lifeline customers. In those instances, the company would not
pro-rate Lifeline support. Accordingly, the instructions to FCC Form 497 include
the permissive "if' because companies that have maintained the same number of
Lifeline subscribers throughout a month will not have to pro-rate their Lifeline
support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

* See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shall be provided directly to
the eligible telecommunications carrier, based on the number of qualifying low-income consumers it
serves, under administrative procedures determined by the Administrator.

3 See 47 C.F.R § 54.407(c).
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THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Certified Public Accountants and Management, Systems, and Financial Consultants

B Main Office: 0 Regional Office: @ Regional Office:
1101 15th Street, N.W. 100 Pear! Street 21250 Hawthorne Boulevard
Suite 400 fdth Floor Suite 500
Washington, DC 20005 Hantford, CT 06103 Torrance, CA 90503
(202) 731-3300 (860) 249-7246 (310} 792-7001
(202) 737-2684 Fax (B60) 275-6504 Fax {310} 792-7004 Fax

Independent Accountant's Report
LI-2006-207

Southwestern Bell-Kansas
525 Market Street, 19™ Floor #21
San Francisco, CA 94105

Universal Service Administrative Company
2000 L Street, N.W.

Suite 200

Washington, D.C. 20036

Attn: Internal Audit

Federal Communications Commission;
445 12th Street SW

Washington, DC 20554

Attn: Inspector General

We have examined management's assertions (Attachment 1} included in their letter dated
March 3, 2007, that Southwestern Bell-Kansas (Study Area Code 415214) complied with the
applicable program requirements of 47 C.F.R Section 54 of the Federal Communications
Commission’s Rules and Regulations and Related Orders identified in Attachment 2, relative
to disbursements of $1,963,977.00 for Low Income Program Support services made from the
Universal Service Fund during the fiscal year ended September 30, 2005. Southwestemn Bell-
Kansas’ management is responsible for compliance with those requirements. Our
responsibility is to express an opinion on management's assertions about Southwestern Bell-
Kansas’ compliance based on our examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to attestation
engagements contained in Government Auditing Standards issued by the Comptroller
General of the United States and, accordingly, included examining, on a test basis, evidence
about Southwestern Bell-Kansas' compliance with those requirements and performing such
other procedures as we considered necessary in the circumstances. We believe that our
examination provides a reasonable basis for our opinton. Our examination does not provide a
legal determination on Southwestern Bell-Kansas’ compliance with specified requirements.

A Professional Corporation
www {cha.com



In conducting our examination we found material deviations from program requirements of
47 C.F.R Section 54 of the Federal Communications Commission’s Rules and Regulations
and Related Orders. First, Southwestern Bell-Kansas did not maintain certifications of
eligibility for 50 of 60 sample subscribers in our May 2005 sample month, a violation of 47
C.F.R. §54.417(a) recordkeeping requirements. Second, Southwestern Bell-Kansas did not
have certifications of compliance with Federal Communications Commission Lifeline and
Link Up requirements for all of its resellers, a violation of 47 C.F.R. §54.417(a)
recordkeeping requirements. Third, Southwestern Bell-Kansas did not comply with 47
C.F.R. §54.401(a)(3), which requires that carriers offer toll limitation to all qualifying low-
income consumers at the time they subscribe to Lifeline service. Fourth, we were unable to
verify that eight subscribers in our May 2005 sample month had appropriately received
Lifeline discounts on their telephone bills. These sample subscribers each had a telephone
bill with a bundled rate for a package of various services (e.g., call waiting and caller ID).
According to AT&T officials, the bundled rates included the Lifeline discounts, but AT&T
could not provide documentation showing that the eight subscribers received Lifeline
discounts on their bills, a violation of 47 C.F.R. §54.417(a) recordkeeping requirements.
Fifth, Southwestern Bell-Kansas was not determining pro rata discounts for Lifeline
customers who were eligible for only partial months. Detailed information relative to these
instances of material noncompliance is described in Attachment 3.

In our opinion, except for the material deviations from the criteria described in the preceding
paragraph, management’s assertions that Southwestem Bell-Kansas complied with the
aforementioned requirements relative to disbursements of $1,963,977.00 for Low Income
Support services made from the Universal Service Fund for the fiscal year ended September
30, 2005, are fairly stated, in all material respects.

In addition, and in accordance with Government Auditing Standards, we noted an immaterial
instance of noncompliance that we have reported to Southwestern Bell-Kansas in a separate
letter dated April 5, 2007.

This report is intended solely for the information and use of Southwestern Bell-Kansas, the
Federal Communications Commission of the United States of America and the Universal
Service Administrative Company and is not intended to be and should not be used by anyone
other than these specified parties.

Washington, DC “77,,...1)@4,..\) M , gdz«vé/—\ ,f /dyaabt.cza, P(’ ‘

April 5, 2007
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Attachment |

AT&T Asserticn Letter for Study Area Codes

545170 (Pacific Bell), 445216 (Sonthwestern Bell - Texas), 3125080 (Indiana Bell), 415213
(Southwestern Bell - Kansas), 435215 (Southwestern Bell - Oklahoma) and 555)73 (Nevada Bell)

Report of Manugement on Compliance with Applicable Requirements of 47 C.F.R. Section 54 of the
Federal Communications Commissior's Rules, Regulaiions and Relxted Orders

Management of AT&T is responsible for ensuring that the carrier is in compliance with applicable
requircments of the Federal Communications Commuission (FCC) rules a1 47 C.F.R. §§ 54.101, 54.20] --
54,209, and 54.400 -- 54.417 as well as related FCC Orders.

Management has performed an cvaluation of the carmies's compliance with the applicable requirements of
FCC rules at 47 C.F.R. §§ 54.101, 54,201 ~ 54.209, 2nd 54.400 -~ 54.417, and related FCC Orders with
respect to providing discounts 10 eligible Jow income consumers and seeking reimbursement from the
Universal Service Fund (USF) during the year ended Sepiember 10, 2005,

AT&T makes the following assertions with respect to Low Income Program reimbursements received
from the USF for Study Area Codes listed above for year ended September 30, 2005:

A. Carrier Eligibility ~ AT&T assents that it:

1. is ancligible telecommunicalions carrier (ETC) that provides the services that an eligible carrier
must offer to receive federal universal service support. (See the attached documents/orders
showing ETC status for cach of the six states )

2. makes available Lifeline service, as defined in 54.401, to qualifying low-income cansumers.

B.  Advernsing Supponed Services: AT&T nsserts that it publicizes the availability of supported services in
a manner reasonably designed to reach those likely 1o qualify for Lifeline and Tol! Limitation Suppont

SErviCes.,

C. Rate verification — AT&T asserts that it:

1. provides discounts to qualifying subscribers for Lifeline service:

Tier 1: Available to all eligible Lifeline subscribers ¢qual to the Incumbent Local
Exchange Carrier's (1LEC’s) actua) federal tanfled subscnber line charge.

Tier 2: $1.75 per month available 1o qualified low-income consumers, if the carrier
reccived any non-federal approvals necessary 10 impiement the required rate reduction
and passes through the full amount of Tier 2 support o the qualifying low-1ocome
consumer

Tier 3: An additional amount of federal Lifeline support equal to one-balf the amount
of any State-mandated Lifeline support, or one half of any Lifeline support provided
by the Service Provider, up to a maximum of $1.7$ per month.

Tier 4. Additional federal Lifeline support of up to §25 per month to eligible residenis
of wibal lands, as defined in § 54.400 (¢), as long as the amount does not bring the
basic local residential rate below $1 per month per qualifying low-income subscriber.

2. provides discounts to qualifying subscribers for Link Up service:
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1. areduction of half of the customary Camrier charge or $30, whicbever is less, for
commencing telecommunications service for a single 1elecommunications connection al
a censumier’s principal place of residence.

i1, for an ¢ligible resident of Tribal lands, an additional reduction of up to $70 to cover 100
percent of the charges between $60 and $130 for commencing ielecommunications
service for a single telecommunications connection at a consumer’s principal place of
residence.

3. allows eligible consuners to voluntarily subscribe lo toll blocking or 10} restriction 2t po cost,
and

i. maintains methods and procedures whereby customers who qualify for Lifeline, Link-
up and Tol) Limitation/Restriction service are nol required to post a security deposit
for obtaining such service

ii. only c¢laim the incremental cosl of providing the service which specifies that Lifeline
support for providing todl limitation or toll restriction shall equal the ETC’s
incremental cost of providing eitber toll blocking or toll resmction.

D. Consumer Qualification for Lifeline Scrvice: AT&T asserts that it

1. maintains policies and procedures that are effectively implemented to review and certify
consumer ¢ligibility for Lifeline, Link Up ond Tol} Limitation/Restriction services including:

a. that AT&T is in comphance with stale Lifeline income certification procedures when
required ond that service representatives are required (o obtain appropriate
documentation of income

b. that by June 22, 2005, AT&T coroplied with state verification procedures to validate
consumers’ continued eligibility for Lifeline.

E. Submussion of Lifeline and Link Up Worksheet {Form FCC 497): AT&T asserts that it:

1. submitted properly completed FCC Forms 497 for each month, representing discouats sclually
provided to subscribers, for the months cited above, and has the required supporting
documeniation at the USOC leve! of detaj) for the number of subscribers, rates and other
information provided on the Farm 497.

F. General Record Keeping Reguirements: AT&T asserts thar:

1. it meintains records 1o documeni comphiance with atl FCC and state requirements governing the
Lifeline and Link Up programs. Documentation supporting the cost of providing Toll
Limitation services for Califomia and Nevada for the time periods subject 10 this audit could
not currently be locaicd. However, documentation is available for current rates being vsed in
the FCC Forms 497 and such rates are in fact higher than the raies claimed for the audit periods.

2. if nsells Lifeline connections to resellers, AT&T requests certifications from the reseller thai it
is complying with the FCC’s Lifeline and Link Up requiremenis,

Mateh 3, 2007

ident & Conmoller
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Attachment 2

Federal Communications Commiission’s 47 C.F.R. Part 54 Rules and Related Orders
with which Compliance was Examined

Carrier Eligibility:
Section 54.101 (a)
Section 54.201 (a)
Section 54.405 (a)

Advertising Supported Services:
Section 54.201 (d) (2)

Section 54.405

Rate Verification:
Section 54.101 (9)
Section 54.401 (c)
Section 54.403 (a) (1)
Section 54.403 (a) (2)
Section 54.403 (a) (3)
Section 54.403 (a) (4)
Section 54.403 (c)
Section 54.407
Section 54.411 (a) (1)
Section 54.411 (a) (3)
Section 54.417 (a)

Federal-State Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC
Red 8776, 99 385-389 (1997))

Consumer Qualifications:
Section 54.410

Submission of FCC Form 497:
Section 54.407
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General Recordkeeping:

Section 54.417 (a)

In the Matter of Lifeline and Link-Up, WC Docket No. 03-109, Report and Order and Further
Notice of Proposed Rulemaking, 19 FCC Red 8302, 9 40 (2004)
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Attachment 3

Comment One

Condition

Criteria

Cause

Effect

Certifications of Eligibility-Section 54.417(a) Nencompliance

Southwestern Bell-Kansas did not provide us with certifications of
eligibility for 50 of 60 sample subscribers in our May 2005 sample
month.

Section 54.417(a) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders requires that eligible telecommunications carriers must
maintain records to document compliance with all Commission and
state requirements governing the Lifeline/Link Up programs for three
full preceding calendar years and provide that documentation to the
Commission or Universal Service Administrative Company
Administrator upon request. Section 54.407(c) of 47 C.F.R of the FCC
Rules and Regulations and Related Orders requires that, in order to
receive  universal  support  reimbursement, each  eligible
telecommunications carrier must keep accurate records of the revenues
it forgoes in providing Lifeline service. Such records shall be kept in
the form directed by the USAC Administrator and provided to the
Administrator at intervals as directed by the Administrator or as
provided in this subpart.

AT&T management asserted, by letter dated March 3, 2007, that it (1)
maintains policies and procedures that are effectively implemented to
review and certify consumer eligibility for Lifeline, Link Up, and Toll
Limitation/Restriction services, and (2) maintains records to document
compliance with a}l FCC and state requirements governing the Lifeline
and Link Up programs.

Southwestern Bell-Kansas had a one-year retention policy for
subscribers’ eligibility documentation.  Southwestern Bell-Kansas
provided us with eligibility documentation for 10 subscribers in our
May 2005 sample whose records had not yet been purged from their
files. However, because of the one-year retention policy,
Southwestern Bell-Kansas was unable to provide certifications of
eligibility for 50 of the 60 sample subscnbers.

We were unable to determine whether 50 of the 60 subscribers in our
May 2005 sample were eligible for Lifeline support. The Tier 1, Tier
2, and Tier 3 Lifeline support for these subscribers was $435.50 in
May 2005.
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Recommendation

We recommend that Southwestern Bell-Kansas maintain subscribers’
certifications of eligibility for at least three full calendar years.

Beneficiary Response

Auditor Response

New federal rules regarding 54.417 about retention of subscriber data
were effective May 12, 2005. Effective at that time, Southwestemn
Bell-Kansas implemented new retention processes for all new Lifeline
customers such that the customer’s application will be retained for the
duration of that customer’s enrollment in Lifeline or until that
customer is audited.

Southwestern Bell-Kansas would like to note that the rules in question
here, 47 C.FR. §54.410 (which sets out the requirements for
certification and verification of consumer qualification for Lifeline),
and §54.417 (which provides, in the first instance, general
recordkeeping requirements) did not become effective untit May 12,
2005, the date on which OMB approval was granted to permit data
collection as would be required by the two aforementioned rules. As
such, the review of the company’s practices for compliance with these
rules should be limited only to the period of time for which these rules
were in effect.

(See 70 Fed. Reg. 30110  (2005), available at:
http://a257.g.akamaitech.net/7/257/2422/01an20051800/edocket.acces
s.gpo.gov/2005/pdf/05-10113.pdf)

Section 54.407(c) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders was in effect duning the fiscal year ended September
30, 2005, the period we audited, and we have added this section to our
stated criteria. This section requires that, in order to receive universal
support reimbursement, each eligible telecommunications carrier must
keep accurate records of the revenues it forgoes in providing Lifeline
service. Such records shall be kept in the form directed by the
Universal Service Administrative Company Administrator and
provided to the Administrator at intervals as directed by the
Administrator or as provided in this subpart. In keeping with this
requirement, Southwestern Bell-Kansas should have maintained
certifications of eligibility for its Lifeline subscribers in our sample
month of May 2005, and provided them upon request for this audit. In
view of Section 54.417(a), we are recommending that Southwestern
Bell-Kansas maintain subscribers’ certifications of eligibility for at
Jeast three full calendar years.
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Comment Two

Condition

Criteria

Cause

Effect

Recommendation

Reseller Certifications-Section 54.417(a) Noncompliance

Southwestern Bell-Kansas requested but did not receive certifications
of compliance with FCC Lifeline and Link Up requirements from 12
resellers to whom it sold Lifeline discounted wholesale services.

Section 54.417(a) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders requires that eligible telecommunications carmers must
maintain records to document compliance with all Commission and
state requirements governing the Lifeline/Link Up programs for three
full preceding calendar years and provide that documentation to the
Commission or Universal Service Administrative Company
Administrator upon request. In addition, if an eligible
telecommunications carrier provides Lifeline discounted wholesale
services to a reseller, it must obtain a certification from that reseller
that it is complying with all Commission requirements governing the
Lifeline/Link Up programs.

AT&T management asserted, by letter dated March 3, 2007, that if it
sells Lifeline connections to resellers, it requests certifications from the
reseller that it is complying with the FCC’s Lifeline and Link Up
requirements.

Southwestern Bell-Kansas seeks certifications from Lifeline resellers
on an annual basis, but not every company complies with this request.
According to AT&T, the applicable FCC rule on recordkeeping
obligates eligible telecommunications carriers to seek these
certifications from resellers, but resellers are only obligated to provide
such certifications to the FCC upon request (47 CFR § 54.417(b)) and
are not obligated by the FCC’s rules to provide such certifications to
the eligible telecommunications carrier from whom they purchase
Lifeline for subsequent resale. AT&T noted that each reseller is bound
by the terms of the interconnection agreement, which generally
requires the reseller to ensure that it resells Lifeline service only to
eligible end wusers and that it complies with the approprate
documentation requirement of each state.

Southwestern Bell-Kansas did not have assurance that the 12 resellers
complied with all Commission requirements pgoverning the
Lifeline/Link Up programs.

We recommend that Southwestern Bell-Kansas follow up, as
necessary, on its requests for certifications from resellers to ensure that
all resellers annually provide certifications of compliance with FCC
Lifeline and Link Up requirements.
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Beneficiary Response _

Auditor Response

Southwestern Bell-Kansas’s current procedures to obtain certifications
from CLECs [competitive Jocal exchange carriers] include repeated
verbal follow-up by the Account Managers of CLECs who have not
return a signed certification by the requested date. Starting with the
2007 process to receive certifications, Southwestern Bell-Kansas
continues with verbal follow-ups and if not received within 30 days of
the requested date will send wnitten notice of failure to provide such
notification.

Southwestern Bell-Kansas continues to retain language such as
provided below in agreements with CLECs relative to their
responsibility when purchasing Lifeline Service from Southwestem
Bell-Kansas on a resale basis.

“Where available for resale according to associated retail state specific
tariffs, CLEC may only resell AT&T low income assistance services,
(e.g. Lifeline and Link-Up services), to persons who are eligible for
each such service. Further, to the extent CLEC resells services that
require certification on the part of the End User, CLEC shall ensure
that the End User meets all associated taniff eligibility requirements,
has obtained proper certification, continues to be eligible for the
program(s), and complies with all rules and regulations as established
by the appropriate Commission and the state specific AT&T tariffs.”

Southwestern Bell-Kansas would like to note that the rule in question
here, 47 C.F.R. §54.417, which establishes the general recordkeeping
requirements for which the company's practices are being reviewed,
did not become effective until May 12, 2005, the date on which OMB
approval was granted to validate the collection of data associated with
this rule. As such, the review of the Company's practices for
compliance with this rule should be limited only to the period of time
for which these rules were in effect.”

(See 70 Fed. Reg. 30110 (2005), available at:
http://a257.g.akamaitech.net/7/257/2422/01jan20051800/edocket.acces
s.gpo.gov/2005/pdf/05-10113.pdf)

Our audit period was the fiscal year ended September 30, 2005. Also,
AT&T management’s letter dated March 3, 2007, provided assertions
regarding Southwestern Bell-Kansas’ compliance with the applicable
program xequirements of 47 C.F.R Section 54 of the FCC Rules and
Regulations and Related Orders for the fiscal year ended September
30, 2005. During this period, 47 CFR § 54.417(a) became effective.
This rule requires that if an eligible telecommunications carrier
provides Lifeline discounted wholesale services to a reseller, it must
obtain a certification from that reseller that it is complying with all
FCC requirements governing the Lifeline/Link Up programs. To
comply with this rule, Southwestern Bell-Kansas needs to take
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Comment Three

Condition

Criteria

Cause

Effect

Recommendation

additional action to ensure that all resellers annually provide
certifications of compliance with FCC Lifeline and Link Up
requirements.

Offering Toll Limitation Services-Section 54.401(a)(3)
Noncompliance

According to an AT&T official, when subscribers are enrolling in the
Lifeline program, service representatives do not bring up and offer toll
limitation service. The service representatives sign subscribers up for
toll limitation service only if the subscribers ask. In addition,
Southwestern Bell-Kansas’ advertising provided for this audit did not
mention toll limitation service.

Section 54.401(a}(3) of 47 C.F.R of the FCC Rules and Regulations
and Related Orders requires that carriers offer toll limitation to all
qualifying low-income consumers at the time they subscribe to
Lifeline service. 1If the consumer elects to receive toll limitation, that
service shall become part of that consumer’s Lifeline service. AT&T
management asserted, by letter dated March 3, 2007 that it allows
eligible consumers to voluntanly subscribe to toll blocking or toll
restriction at no cost.

Southwestern Bell-Kansas does not have a policy or procedures in
place instructing service representatives to inform Lifeline applicants
about the availability of toll limitation service and offer this service at
the time the applicants subscribe to Lifeline.

Qualifying low-income consumers may not know that toll limitation
service is available at the time they subscribe to Lifeline. Some
consumers who do not receive toll limitation service may have elected
to do so if they had been informed of and offered this service.

We recommend that Southwestern Bell-Kansas develop a policy and
procedures instructing service representatives to inform Lifeline
applicants about the availability of toll limitation service and offer this
service at the time applicants subscribe to Lifeline.

Beneficiary Response

Southwestern Bell-Kansas service representatives understand that
Lifeline customers may receive toll restriction. Southwestern Bell-
Kansas is reviewing all disclosures and methods documents to ensure
information about free toll restriction is adequately covered.
Southwestern Bell-Kansas will review disclosure requirements with all
service representatives and ensure that service representatives inform
customers inquiring about Lifeline that free toll restriction is available
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Comment Four

Condition

Criteria

Cause

Effect

Recommendation

to them. A check-off box requesting free toll restriction will be added
to Lifeline applications. Southwestern Bell-Kansas service
representatives will inform customers that the customer may check off
the box requesting free toll restriction on the application or they may
call Southwestern Bell-Kansas after they have been enrolled in
Lifeline and request free toll restriction.

Subscriber Bill Examination-Section 54.417(a) Noncompliance

Our sample of 60 Lifeline subscribers in May 2005 included 8
subscnbers whose telephone bills had bundled rates for packages of
various services (e.g., call waiting and caller ID). According to AT&T
officials, the bundled rates inctuded the Lifeline discounts. However,
AT&T could not provide Customer Service Records (CSRs) for the
eight subscribers showing they received Lifeline discounts on their
bills.

Section 54.417(a) of 47 C.F.R of the Federal Communications
Commission’s Rules and Regulations and Related Orders requires that
eligible telecommunications carriers must maintain records to
document compliance with all Commission and state requirements
governing the Lifeline/Link Up programs for three full preceding
calendar years and provide that documentation to the Commission or
Administrator upon request. AT&T management asserted, by letter
dated March 3, 2007, that it provides discounts to qualifying
subscribers for Lifeline service, and that it maintains records to
document compliance with all FCC and state requirements governing
the Lifeline and Link Up programs.

According to AT&T officials, CSRs going back to May 2005 are no
longer available.

We were unable to verify that eight Lifeline subscribers in our May
2005 sample had appropriately received Lifeline discounts on their
telephone bills. The Tier 1, Tier 2, and Tier 3 Lifeline support for
these subscribers was $69.68 in May 2005.

We recommend that Southwestern Bell-Kansas maintain Lifeline
subscribers’ Customer Service Records for at least three full calendar
years,

Beneficiary Response

Each subscriber bill that contained a bundled rate displays the various
components of the package. Lifeline Service is shown on the bill as a
component of the package. The price displayed on the bill included
the Lifeline access service and the other components. Even though the
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Comment Five

Condition

Criteria

Cause

individual prices were not shown on the bill, the fact that Lifeline
Service is listed is evidence that the customer is receiving a Lifeline
discount. More recent Customer Service Records show the individual
prices for each component in the package and Lifeline service with the
appropriate charge can be identified. Additionally, for other states
being audited for similar periods, we have been able to pull CSRs and
have been able to validate the appropriate Lifeline charge.

Form 497 Lifeline Support - Section 54.403(a) Noncompliance

According to AT&T officials, in determining the amount of Lifeline
support claimed on the Federal Communications Commission (FCC)
Form 497 each month, a count of the number of subscribers in
Southwestern Bell-Kansas® Lifeline Program on a particular day at the
end of the month was obtained from the billing system for reporting on
the Form 497. The number of subscribers was muitiplied by the
different Lifeline Tier rates to determine the amount of Lifeline
support claimed. No adjustment was made on Line 9 of Form 497 for
new subscribers who joined the Lifeline Program upon approval
during the month and subscribers who left the Lifeline Program during
the month; although these subscribers were given partial (i.e., pro rata)
discounts on their telephone bills for that month.

According to Section 54.403(a) (2), (3), and (4) of 47 C.F.R of the
FCC Rules and Regulations, Tier Two, Tier Three, and Tier Four
federal Lifeline support amount will be made available to the eligible
telecommunications carrier if that carrier certifies to the Universal
Service Administrative Company Administrator that it will pass
through the full amount of Tier Two, Tier Three, and Tier Four support
to its qualifying low-income consumers. According to the instructions
for completing Fornm 497, Line 9 on the form is for claiming the partial
or pro rata amount for all partial or pro-rated subscribers. According
to the instructions, this amount may be positive or negative depending
on whether there are more new subscribers being added part way
through a month or more subscribers disconnecting during the reported
month. Page 2 of Form 497 requires the signature of an officer or
employee of the company certifying that the company will pass
through the full amount of all Tier Two, Tier Three, and Tier Four
federal Lifeline support for which the company seeks reimbursement,
as well as applicable intrastate Lifeline support, to all qualifying low-
mncome subscribers by an equivalent reduction in the subscriber’s
monthly bill for local telephone service.

In determining the amount of Lifeline support claimed on the Form
497 each month, Southwestern Bell-Kansas did not take into account
the partial (i.e., pro rata) Lifeline discounts given to subscribers who
entered or left the Lifeline program some time during the month.
According to AT&T officials, the approach used to determine the
amount of Lifeline support claimed on the Form 497 “comes out in the
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Effect

Recommendation

wash” over time because some Lifeline subscribers come and go each
month.

The amount of Lifeline support claimed on the Form 497 for each
month may not equal the actual Lifeline discounts passed on to
subscribers for that same month, depending on (1) whether there were
more new subscribers added to the Lifeline Program part way through
the month or more subscribers who left the Program during the month
and (2) the days of the month that subscribers were added to and left
the program, which determines their pro rata discounts.

We recommend that Southwestern Bell-Kansas take into account the
partial (i.e., pro rata) Lifeline discounts given to subscribers who
entered and left the Lifeline program when determining the amount of
Lifeline support claimed on the FCC Form 497 each month.

Beneficiary Response

The Company disagrees with the auditor’s premise that the
Commission’s existing rules and the current FCC Form 497 and
instructions require an ETC seeking reimbursement for Lifeline
discounts to report separately lifeline subscribers that were added to
and/or dropped from the Lifeline program during any given month,
rather than simply reporting the total number of current Lifeline
subscribers as of a particular date at the end of the month. The
Company notes in this regard that, in 2004, the Commission proposed
to amend Form 497 to adopt such a requirement, but ultimately did not
do so. Specifically, in September 2004, the Commission issued a
public notice announcing that, beginning October 15, 2004, ETCs
seeking reimbursement for Lifeline support would be required to use
the revised form, which required ETCs separately to report the number
of subscribers receiving such support for the whole month and the
number of subscribers receiving such support for only a part of the
month (as well as the total service days for such subscribers). See
Wireline Competition Bureau Announces Effective Date of Revised
Form 497 Used to File Low Income Claims with USAC, WC Docket
No. 03-109, Public Notice, DA 04-3016 (rel. Sept. 21, 2004).
Following this announcement, representatives of the Company and
other ETCs met with Commission Staff to urge the Commission not to
adopt the new form and require ETCs to break out and report
separately the number of low-income subscribers receiving Lifeline
support for only part of a month because those carriers did not have
systems in place to separately track such subscribers and calculate pro-
rated support. In response, the Commission delayed, and later
suspended indefinitely, adoption of the new form. See Wireline
Competition Bureau Announces Delayed Effective Date for Revised
Form 497 Used for Low-Income Universal Service Support, WC
Docket No. 03-109, Public Notice, DA 04-3188 (rel. Oct. 4, 2004)
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Auditor Response

(delaying the effective date of the new form until April 15, 2005);
Wireline Competition Bureau Announces Delayed Effective Date for
Revised Form 497 Used for Low-Income Universal Service Support
Until Further Notice, WC Docket No. 03-109, Public Notice, DA 05-
604 (Mar. 4, 2005) (delaying the effective date until further notice).
Plainly, if the Commission had intended to require, rather than permit,
ETCs to seek pro-rated support for Lifeline subscribers who take
service for only a part of a month, it would have adopted the new form
— the fact that it did not do so establishes that there currently is no
requirement that carriers separately report and seek pro-rated support
for such customers.

The language of the instructions to the current form is not to the
contrary. In particular, the instructions for Line 9, which the auditors
cite as support for the purported requirement that ETCs separately
report partial-month subscribers, state only that ETC’s should use Line
9 “if” they are claiming partial or pro-rata dollars: “If claiming partial
or pro-rata dollars, check box on line 9.” Likewise, Line 9 on the
actual form itself provides: “Check box to the right if partials or pro
rata amounts are used.” (Emphasis added.) The instructions and form
thus simply identify where on the form a carrier should report partial-
month subscriber data if the carrier is able to and chooses to do so.

According to USAC, The carmrier should only be claiming support
equal to the amount they are passing to its subscribers and should only
be giving support to subscribers for the time they are actually receiving
the discount.
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Southwestern Betl-Kansas
525 Market Street, 19™ Floor #21
San Francisco, CA 94105

We have examined management's assertions included in their letter dated March 3, 2007, that
Southwestern Bell-Kansas complied with the applicable program requirements of 47 C.F.R Section
54 of the Federal Communications Commission’s Rules and Regulations and Related Orders,
relative to disbursements of $1,963,977.00 for Low Income Support Program services made from
the Universal Service Fund during the fiscal year ended September 30, 2005, and have issued our
report thereon dated April 5, 2007. In planning and performing our examination, we considered
internal control in order to determine our examination procedures for the purpose of expressing our
opinion on management’s assessment. An examination does not include examining the
effectiveness of internal control and does not provide assurance on internal control. We have not
considered internal control since the date of our report.

During our examination we noted a matter related to immaterial noncompliance with Low Income
Support Program requirements that is presented for your consideration. This has been discussed
with the appropriate members of management, and is intended to result in improved compliance
with Low Income Support Program requirements and is summarized as follows:

Comment Subscriber Count Verification--Section 54.417(a) and
Section 54.407(¢) Noncompliance

Condition Southwestern Bell-Kansas could not provide an electronic listing with data
for Low Income program subscribers for which support was claimed on
Federal Communications Commission (FCC) Form 497 for our sample
month of November 2004. Southwestern Bell-Kansas provided an
electronic subscriber listing of subscribers for May 2005. However, the
electronic listing does not agree with the Form 497 and supporting
summary documents for the number of Link Up subscribers and the
number of subscribers for whom Toll Limitation Services (TLS) were
initiated. The electronic subscriber listing shows 66 Link up and 41 new
TLS subscribers, while the Form 497 and supporting summary documents
show 65 Link Up and 56 new TLS subscribers in May 2005. The
electronic listing also showed four instances of duplicate Lifeline discounts
to subscribers.

Criteria Section 54.417(a) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders requires that eligible telecommunications carriers must
maintain records to document compliance with all Commission and state
requirements governing the Lifeline/Link Up programs for three full
preceding calendar years and provide that documentation to the
Commission or Universal Service Administrative Company Administrator

A Professional Corporation
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Cause

Effect

upon request. In addition, Section 54.407(¢c) requires that, in order to
receive universal support reimbursement, each eligible telecommunications
carrier must keep accurate records of the revenues it forgoes in providing
Lifeline service. Such records shall be kept in the form directed by the
Administrator and provided to the Administrator at intervals as directed by
the Administrator or as provided in this subpart.

However, the FCC's Rules do not identify the specific types of records
cartiers must retain to substantiate the amounts claimed on the Form 497.

AT&T management asserted, by letter dated March 3, 2007, that it
submitted properly completed Forms 497 for each month during the year
ended September 30, 2005, and has required supporting documentation at
the USOC level of detail [i.e., summary reports of selected billing activity
that tabulate reimbursable Lifeline transactions] for the number of
subscribers, rates, and other information provided on Form 497,

Southwestern Bell-Kansas was unable to provide the November 2004
electronic subscriber listing due to the age of the data. According to AT&T
officials, subscriber counts on the May 2005 electronic subscriber listing
provided by Southwestern Bell-Kansas differ from the Form 497 and
supporting summary documentation because a different source (history
tables) had be used to restore and recreate old data for the listing. The
officials said that data used 10 prepare Form 497 comes from Southwestern
Bell-Kansas® billing system, which contains data that is usually no more
than 18 months old. After 18 months, most billing system data is put into
history tables. The officials said that the different process used to retrieve
old data for the May 2005 electronic subscriber listing can result in some
data being lost, and the billing system data (i.e., the Form 497 and
supporting documentation) is more accurate than the electronic subscriber
listing that was provided.

‘We were unable to use electronic subscriber listings to verify and attest to
the accuracy of all Form 497 subscriber counts for November 2004 and
May 2005, Since the FCC’s rules do not specify the type of record carriers
must retain, we accepted the USOC level of detail as support for the Form
497. Therefore, this matter is not a rule violation. The financial effect of
the discrepancy in the Link Up count is a $15.50 underpayment of support
in May 2005, and the financial effect of the discrepancy in the TLS count is
a $25.80 overpayment of support in May 2005. The financial effect of the
four instances of duplicate Lifeline discounts to subscribers is a $34.84
overpayment of support in May 2005. In addition, because we could not
obtain an electronic listing of subscribers in our sample month of
November 2004, we could not select 2 sample of subscribers to (1) examine
subscribers’ bills to ensure that Southwestern Bell-Kansas passed on the
appropriate support amounts to November 2004 subscribers, and (2) verify
Southwestern Bell-Kansas’ compliance with subscriber eligibility
certification requirements for November 2004 subscribers.



Recommendation

Beneficiary Response

Although not required by FCC rules, we recommend that Southwestern
Bell-Kansas develop a process to capture Lifeline subscriber data from its
billing system enabling Southwestern Bell-Kansas to provide a better audit
trail of more reliable and accurate information needed to verify compliance
with FCC Rules and Regulations and Related Orders, including verification
of the accuracy of Form 497 subscriber counts and the revenues
Southwestern Bell-Kansas forgoes in providing Lifeline service.

The subscriber listings for TLS and Link-up subscribers were pulled from
history tables. The actual Form 497 data is pulled from a current table and
as a result there are some differences. The documentation maintained to
support the Form 497 (and provided to the auditors) is a summary level
report pulled from the current table (rather than the detailed subscriber
level report). This summary level report does agree with the amounts
claimed on the Form 497. The Company does not find anything in the
rules/regulations specifically requiring maintaining detailed subscriber
listings. Notwithstanding that, the current monthly process for pulling the
data for the Form 497 includes pulling data at a subscriber level of detail.
This will enable the subscriber detail that matches the 497 to be available
for future audits. Regarding the months involved in this audit, the
Company believes the summary level reports are accurate because the
current months where the subscriber level detail is available, agrees with
the summary level report used to support the amount claimed on the Form
497.

Our examination procedures are designed primarily to enable us to form an opinion on
management’s assertions about Southwestem Bell-Kansas’ compliance with the applicable program
requirements of 47 C.F.R Section 54 of the Federal Communications Commission’s Rules and
Regulations, and therefore may not bring to light all weaknesses in policies or procedures that may
exist. We aim, however, to use our knowledge of the company’s organization gained during our
work to make comments and suggestions that we hope will be useful to you.

This report is intended solely for the information and use of Southwestern Bell-Kansas’
management, and others within the organization, Universal Service Administrative Company and
the Federal Communications Commission, and is not intended to be and should not be used by
anyone other than these specified parties

Washington, DC %71 ' , M: gazd,d ‘f /dv.\ab('cz-., P(J

April 5, 2007



USAC

Universal Service Administrative Company

USAC Management Response

Date: July 3, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low income
Program of Southwestern Bell-Kansas (LI-2006-207)

USAC management has reviewed the IPIA Audit of Southwestern Bell-Kansas
(415214). The audit firm TCBA has issued a qualified audit report and a
management letter. Our response to the audit is as foliows:

Condition 1 LI-2006-207 Opinion:
Southwestern Bell-Kansas did not provide us with certifications of eligibility for 50
of 60 sample subscribers in our May 2005 sample month.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion. A
carrier is eligible to receive Lifeline reimbursement “based on the number of
qualifying low-income consumers it serves"'. The carrier cannot prove that its
subscribers were eligible for Lifeline during the audit period. USAC will recover
support for the 47 subscribers for which the company cannot provide
documentation of eligibility during the two sample months.

Condition 2 LI-2006-207 Opinion:

Southwestern Bell-Kansas requested but did not receive certifications of
compliance with FCC Lifeline and Link Up requirements from 12 resellers to
whom it sold Lifeline discounted wholesale services.

Management Response:

The company should ensure that it retains reseller certifications in accordance
with the federal rules. USAC concurs with the comment, effect and
recommendation in the Opinion.

Condition 3 LI-2006-207 Opinion:

According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Southwestern Bell-Kansas' advertising provided
for this audit did not mention toll limitation service.

' See 47 C.F.R § 54.407(a)

2000 L Street, NW.  Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 www.usac org



Management Response:

Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R. § 54.101(a)®>. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition 4 LI-2006-207 Opinion:

Our sample of 60 Lifeline subscribers in May 2005 included 8 subscribers whose
telephone bills had bundled rates for packages of various services (e.g., call
waiting and caller ID). According to AT&T officials, the bundled rates included
the Lifeline discounts. However, AT&T could not provide Customer Service
Records (CSRs) for the eight subscribers showing they received Lifeline
discounts on their bills.

Management Response:

A carrier is required to maintain accurate records of the revenues it forgoes in
providing Low Income support.> USAC concurs with the comment, effect and
recommendation in the Management Letter. Although the carrier did not have
Customer Service Records, it was able to provide the auditors with
documentation to demonstrate that Lifeline discounts were applied to their bundle
subscribers. Accordingly, USAC will not recover support as a result of this
finding.

Condition 5 LI-2006-207 Opinion:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Southwestern Bell-Kansas'
Lifeline Program on a particular day at the end of the month was obtained from
the billing system for reporting on the Form 497. The number of subscribers was
multiplied by the different Lifeline Tier rates to determine the amount of Lifeline
support claimed. No adjustment was made on Line 9 of Form 487 for new
subscribers who joined the Lifeline Program upon approval during the month and
subscribers who left the Lifeline Program during the month; although these
subscribers were given partial (i.e., pro rata) discounts on their telephone bills for
that month.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion.
Line 9 {pro-rata support) of FCC Form 497 should be used by carriers to adjust
their support claim if they lose or gain Lifeline subscribers throughout the month.
A carrier is not entitled to be reimbursed for a full month of support for a

Z See 47 C.F.R. § 54 201(d)(2)
% See 47 C.F.R § 54.407(c)



subscriber that began Lifeline service mid-month®. The instructions to Line 9 of
FCC Form 497 include the word “if* because pro-rating is not mandatory unless a
company has Lifeline customers who started or terminated Lifeline support mid-
month. A company might have months in which it neither lost nor gained Lifeline
customers. In those instances, the company would not pro-rate Lifeline support.
Accordingly, the instructions to FCC Form 497 include the permissive “if’
because companies that have maintained the same number of Lifeline
subscribers throughout a month will not have to pro-rate their Lifeline support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

 See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shall be provided
directly to the eligible telecommunications carrier, based on the number of qualifying low-income
consumers it serves, under administrative procedures determined by the Administrator.

% See 47 C.F.R § 54.407(c).



USAC

Universal Service Administrative Company

USAC Management Response

Date: July 3, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Southwestern Bell—Kansas Telephone Company (LI-2006-
207)

USAC management has reviewed the IPIA Audit of Southwestern Bell—Kansas
Telephone Company (415214). The audit firm TCBA has issued a qualified audit
report and a management letter. Our response to the audit is as follows:

Condition 1 LI-2006-207 Management Letter:

Southwestern Bell-Kansas could not provide an electronic listing with data for
Low Income program subscribers for which support was claimed on Federal
Communications Commission (FCC) Form 497 for our sample month of
November 2004. Southwestern Bell-Kansas provided an electronic subscriber
listing of subscribers for May 2005. However, the electronic listing does not
agree with the Form 497 and supporting summary documents for the number of
Link Up subscribers and the number of subscribers for whom Toll Limitation
Services (TLS) were initiated. The electronic subscriber listing shows 66 Link up
and 41 new TLS subscribers, while the Form 497 and supporting summary
documents show 65 Link Up and 56 new TLS subscribers in May 2005. The
electronic listing also showed four instances of duplicate Lifeline discounts to
subscribers.

Management Response:

A carrier is required 10 maintain accurate records of the revenues it forgoes in
providing Low Income support.” As the auditors note, however, the
Commission’s rules do not specify the specific type of records a carrier must
maintain in order to substantiate its support claims. For this reason, USAC
concurs with the comment, effect and recommendation in the Management

L etter.

This concludes the USAC management response to the audit.

' See 47 C.F.R § 34.407(c)
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Independent Accountant's Report
L1-2006-208

Southwestern Bell-Oklahoma
525 Market Street, 19" Floor #21
San Francisco, CA 94105

Universal Service Administrative Company
2000 L Street, N.W.

Suite 200

Washington, D.C. 20036

Attn: Internal Audit

Federal Communications Commission:
445 12th Street SW

Washington, DC 20554

Attn; Inspector General

We have examined management's assertions (Attachment 1) included in their letter dated
March 3, 2007, that Southwestern Bell-Oklahoma (Study Area Code 435215) complied
with the applicable program requirements of 47 C.F.R Section 54 of the Federal
Communications Commission’s Rules and Regulations and Related Orders identified in
Attachment 2, relative to disbursements of $13,904,367.00 for Low Income Program
Support services made from the Universal Service Fund during the fiscal year ended
September 30, 2005. Southwestern Bell-Oklahoma’s management is responsible for
compliance with those requirements. Our responsibility is to express an opinion on
management's assertions about Southwestern Bell-Oklahoma’s compliance based on our
examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to
attestation engagements contained in Government Auditing Standards issued by the
Comptroller General of the United States and, accordingly, included examining, on a test
basis, evidence about Southwestern Bell-Oklahoma’s compliance with those requirements
and performing such other procedures as we considered necessary in the circamstances.
We believe that our examination provides a reasonable basis for our opinion. Our
examination does not provide a legal determination on Southwestern Bell-Oklahoma’s
compliance with specified requirements,

A Professional Corporation
wwi teba.com



In conducting our examination we found material deviations from program requirements of
47 C.F.R Section 54 of the Federal Communications Commission’s Rules and Regulations
and Related Orders. First, Southwestern Bell-Oklahoma was unable to provide eligibility
certification forms for 28 sample subscribers in our March 2005 sample and 29 sample
subscribers in our May 2005 sample, a violation of 47 C.F.R. §54.417(a) recordkeeping
requirements.  Second, Southwestern Bell-Oklahoma did not have certifications of
compliance with Federal Communications Commission Lifeline and Link Up requirements
for 5 of 10 resellers, a violation of 47 C.E.R. §54.417(a) recordkeeping requirements.
Third, Southwestern Bell-Oklahoma did not comply with 47 C.F.R. §54.401(a)(3), which
requires that carriers offer toll limitation to all qualifying low-income consumers at the time
they subscribe to Lifeline service. Fourth, we were unable to verify that 8 Lifeline
subscribers in our March 2005 sample month and 10 Lifeline subscribers in our May 2005
sample month had appropriately received Lifeline discounts on their telephone bills. These
sample subscribers each had a telephone bill with a bundled rate for a package of various
services (e.g., call waiting and caller ID). According to AT&T officials, the bundled rates
included the Lifeline discounts, but AT&T could not provide documentation showing that
these subscribers received Lifeline discounts on their bills, a violation of 47 C.E.R.
§54.417(a) recordkeeping requirements. Fifth, Southwestern Bell - Oklahoma was not
determining pro rata discounts for Lifeline customers who were eligible for only partial
months. Detailed information relative to these instances of material noncompliance is
described in Attachment 3.

In our opinion, except for the material deviations from the criteria described in the
preceding paragraph, management’s assertions that Southwestern Bell-Oklahoma complied
with the aforementioned requirements relative to disbursements of $13,904,367.00 for Low
Income Support services made from the Universal Service Fund for the fiscal year ended
September 30, 2005, are fairly stated, in all material respects.

In addition, and in accordance with Government Auditing Standards, we noted an instance
of immaterial noncompliance that we have reported to Southwestern Bell-Oklahoma in a
separate letter dated April 5, 2007.

This report is intended solely for the information and use of Southwestern Bell-Oklahoma,
the Federal Communications Commission of the United States of America and the
Universal Service Administrative Company and is not intended to be and should not be
used by anyone other than these specified parties.

obh, Besibia Moneil., PO
Washington, DC % ’ ‘ ‘
April §, 2007
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Aftachment 1

AT&T Assertion Letter for Study Arca Codes

545170 (Pacific Bell), 445216 (Southwestern Bell - Texas), 325080 (Indians Bell), 415213
(Southwestern Bell - Kansas), 435215 (Southwesiern Bell - Oklahoma) and 555173 (Nevada Bell)

Report of Management on Compliance with Applicable Requirements of 47 C.F.R. Section 54 of the

Federal Communications Commission’s Rules, Regulations and Related Orders

Management of AT&T is responsible for ensiring that the carrier is in compliance with applicable
requirements of the Federal Comumunications Cornmission (FCC) rules at 47 C.F.R. §§ 54.10), 54.201 --
54,209, and 54.400 — 54.417 as well as related FCC Orders.

Management has performed an cvalpation of the camier’s compliance with the applicable requirements of
FCC mules at 47 C.F.R.§§ 54.101, 54.20]) -- 54.209, and 54.400 -- 54.417, and related FCC Orders with
respect 1o providing discounts to cligible low income consumers and seeking reimbursement from the
Universal Service Fund (USF) during the year ended September 30, 2005.

AT&T makes the following assertions with respect to Low Income Program reimbursements received
from the USF for Study Area Codes listed above for year ended September 30, 2005:

A. Carrier Eligibility - AT&T assents that it:

2,

is an cligible telecommunications carrier (ETC) that provides the services that an eligible carrier
must offer to receive federal universal service suppont. {See the arached documents/orders
showing ETC siatus for each of the six states.)

makes available Lifchne service, as defined in 54.401, to qualifying low-income consumers.

B. Advertising Supported Services: AT&TY asserts that it publicizes the availability of supported services in
a manner reasonably designed to reach those likely to qualify for Lifeline and Toll Limitation Support

SEIVICES.

C. Rate verification - AT&T asserts that it:

1

19

provides discounts 1o qualifying subscribers for Lifeline service:

i.

Trer 1: Available to all eligible Lifeline subscribers cqual 10 the Incumbent Local
Exchange Carrier's (1LEC's) actual federal ian(Yed subscriber hne charge.

Tier 2: §1.75 per month svailable 1w qualified low-income consumcrs, if the carrier
received any non-federa) approvals necessary to implement the required rate reduction
and passes through the full amount of Ticr 2 support W the qualifying low-income
consumer

Tier 3: An additionzl amount of federal Lifeline support equal 10 onc-half the amount
of any State.mandated Lifeline suppon, or one half of any Lifeline support provided
by the Service Provider, up to a maximum of $1.75 per month.

Tier 4: Additional federal Lifehine support of up to $25 per month to eligibic residents
of gibal Jands, as defined in § 54.400 (c), as long as the amount does not bring the
bastc local residential rate below $1 per month per qualifying low-income subscnber.

provides discounts 10 qualifying subscribers for Link Up service:
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i. areduction of half of the customary Carrier charge or $30, whichever is less, for
commencing telecommunications service for a single telecommunications connection at
a consumer 's principal place of residence,

ii. for an eligible resident of Tribal 1ands, an additional reduction of up to $70 10 cover 100
percent of the charges between $S60 and 3130 for commencing telecommunications
service for a single telecommunications connection at a consumer’s principal place of
residence.

3. allows eligible consumers to voluntarily subscribe to 1oll blocking or toll restriction at no cost,
and

i. maintains methods and procedures whereby customers who qualify for Lifeline, Link-
up angd Toll Limitation/Restriction scrvice are not required to post a security deposit
for oblaining such service

ii. only claim the incremental cost of providing the service which specifies that Lifeline
support for providing toll limitation or toll restriction shall equal the ETC's
incremental cost of providing either 101} blocking or toll restriction.

D. Consumer Qualification for Lifeline Scrvice: AT&T asserts that it;

1. maintajns policies and procedures that are cffectively impiemented to review and certify
consumer ¢ligibility for Lifeline, Link Up and Toll Limitation/Restriction services including:

a. that AT&T is in compliance with state Lifeline income certification proceduses when
required and that service representalives are required to obtain appropriate
documentation of income

b. that by June 22, 2005, AT&T complied with siate verification procedures to validate
consumers® continued eligibility for Lifeline.

E. Submission of Lifeline and Link Up Worksheet (Form FCC 497): AT&T asserts that it:

1. submitted properly completed FCC Forms 497 for each month, representing discounts actually
provided to subscribers, for the months cited sbove, and has the required supporting
docomentanion at the USOC level of detail for the number of subscribers, rates and other
informanon provided on the Form 497.

F. General Record Keeping Requirements: AT&T asserts that:

1. it maimains records to documeni compliance with all FCC and state requirements governing the
Laifeline and Link Up programs. Documeniation supporting the cost of providing Toll
Limitation services for Califomia and Nevada for the time periods subject to this audit could
not currently be located. 1iowever, documentation is available for current rates being nsed in
the FCC Forms 497 and such rates are in fact higher than the rates claimed for the andil periods.

2. if itsells Lifeline connections to resellers, AT&T requests certifications from the reseller that it
is complying with the FCC’s Lifeline and Link Up requirements.

March 3, 2007

John 1)

Senior Vict Plesident & Controller
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Attachment 2

Federal Communications Commission’s 47 C.F.R. Part 54 Rules and Related Orders with
which Compliance was Examined

Carrier Eligibility:
Section 54.101 (a)
Section 54.201 (a)
Section 54.405 (a)

Advertising Supported Services:
Section 54.201 (d) (2)
Section 54.405

Rate Verification:
Section 54.101 (9)

Section 54.401 (c)
Section 54.403 (a) (1)
Section 54.403 (a) (2)
Section 54.403 (a) (3)
Section 54.403 (a) (4)
Section 54.403 {¢)
Section 54.407
Section 54.411 (a) (1)
Section 54.411 (a) (3)
Section 54.417 (a)

Federal-State Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Red
8776, 19 385-389 (1997))

Consumer Qualifications:
Section 54.410

Submission of FCC Form 497:
Section 54.407
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General Recordkeeping:
Section 54.417 (a)

In the Matier of Lifeline and Link-Up, WC Docket No, 03-109, Report and Order and Further
Notice of Proposed Rulemaking, 19 FCC Red 8302, 4 40 (2004)
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Attachment 3

Comment One

Condition

Criteria

Cause

Subscriber Certifications of Eligibility--Section 54.417(a) and
Section 54.407(c) Noncompliance

Southwestern Bell-Oklahoma did not provide us with certifications
of eligibility for 28 of 40 sample subscribers in our March 2005
sample and 29 of 34 sample subscribers in our May 2005 sample.
Our sample size was 60 subscribers for each month, but 20
subscribers in our March 2005 sample and 26 subscribers in our May
2005 sample were not Southwestern Bell-Oklahoma customers—
they were customers of other carriers (resellers) who had purchased
Lifeline discounted wholesale services from Southwestern Bell-
Oklahoma. According to AT&T, it is the resellers’ responsibility to
obtain eligibility documentation for these subscribers, and
Southwestern Bell-Oklahoma never obtained such documentation.

Section 54.417(a) of 47 C.F.R of the Federai Communications
Commission’s (FCC) Rules and Regulations and Related Orders
requires that eligible telecommunications carriers must maintain
records to document compliance with all Commission and state
requirements governing the Lifeline/Link Up programs for three full
preceding calendar years and provide that documentation to the
Commission or USAC Administrator upon request.  Section
54.407(c) of 47 C.F.R of the FCC Rules and Regulations and Related
Orders requires that, in order to receive universal support
reimbursement, each ehgible telecommunications carrier must keep
accurate records of the revenues it forgoes in providing Lifeline
service. Such records shall be kept in the form directed by the
Universal Service Administrative Company Administrator and
provided to the Administrator at intervals as directed by the
Administrator or as provided in this subpart.

AT&T management asserted, by letter dated March 3, 2007, that it
(1) maintains policies and procedures that are effectively
implemented to review and certify consumer eligibility for Lifeline,
Link Up, and Toll Limitation/Restriction services, and (2) maintains
records to document compliance with all FCC and state requirements
governing the Lifeline and Link Up programs.

Southwestern Bell-Oklahoma had a one-year retention policy for
subscribers’ eligibility documentation. Southwestern Bell-Oklahoma
provided us with eligibility documentation for 12 subscribers in our
March 2005 sample and 6 subscribers in our May 2005 sample
whose records had not yet been purged from their files. However,
because of the one-year retention policy, Southwesten Bell-
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Effect

Recommendation

Oklahoma was unable to provide certifications of eligibility for 28 of
40 sample subscribers in March 2005 and 28 of 34 sample
subscribers in May 2005. For one other sample subscriber in May
2005, Southwestern Bell-Oklahoma provided evidence of the
subscriber’s participation in a qualifying program, but the
subscriber’s certification of eligibility was missing.

For our sample subscribers who were Southwestern Bell-Oklahoma
customers, we were unable to determine whether 28 of 40
subscribers in March 2005 and 29 of 34 subscribers in May 2005
were eligible for Lifeline support. The Tier 1, Tier 2, and Tier 3
Lifeline support for these subscribers was $198.52 in March 2005
and $205.03 in May 2005.

We recommend that Southwestern Bell-Oklahoma maintain
subscribers’ certifications of eligibility for at least three full calendar
years.

Beneficiary Response

Auditor Response

New federal rules regarding 54.417 about retention of subscriber data
were effective May 12, 200S. Effective at that time, Southwestern
Bell-Oklahoma implemented new retention processes for all new
Lifeline customers such that the customer’s application will be
retained for the duration of that customer’s enrollment in Lifeline or
until that customer is audited.

Southwestern Bell-Oklahoma would like to note that the rules in
question here, 47 C.F.R. §54.410 (which sets out the requirements
for certification and verification of consumer qualification for
Lifeline), and §54.417 (which provides, in the first instance, general
recordkeeping requirements) did not become effective until May 12,
2005, the date on which OMB approval was granted to permit data
collection as would be required by the two aforementioned rules. As
such, the review of the company's practices for compliance with
these rules should be limited only to the pericd of time for which
these rules were n effect.

(See 70 Fed. Reg. 30110 (2005), available at:
http://a257.g.akamaitech.net/7/257/2422/01jan20051800/edocket.acc
ss.gpo.gov/2005/pdf/05-10113.pdf)

Section 54.407(c) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders was in effect during the fiscal year ended September
30, 2005, the period we audited, and we have added this section to
our stated criteria. This section requires that, in order to receive
universal support reimbursement, each ehgble telecommunications
carrier must keep accurate records of the revenues it forgoes in
providing Lifeline service. Such records shall be kept in the form
directed by the Universal Service Admimstrative Company
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Comment Two

Condition

Criteria

Cause

Administrator and provided to the Administrator at intervals as
directed by the Administrator or as provided in this subpart. In
keeping with this requirement, Southwestern Bell-Oklahoma should
have maintained cerifications of eligibility for its Lifeline
subscribers in our sample months of March 2005 and May 2005, and
provided them upon request for this audit. In view of Section
54.417(a), we are recommending that Southwestern Bell-Oklahoma
maintain subscribers’ certifications of eligibility for at least three full
calendar years.

Reseller Certifications--Section 54.417(a) Noncompliance

Southwestern Bell-Oklahoma requested but did not recetve
certifications of compliance with FCC Lifeline and Link Up
requirements from 5 of 10 resellers to whom it sold Lifeline
discounted wholesale services.

Section 54.417(a) of 47 C.F.R of the FCC Rules and Regulations and
Related Orders requires that eligible telecommunications carrers
must maintain records to document compliance with all Commission
and state requirements governing the Lifeline/Link Up programs for
three full preceding calendar years and provide that documentation to
the Commission or USAC Administrator upon request. In addition,
if an eligible telecommunications carrier provides Lifeline
discounted wholesale services to a reseller, it must obtain a
certification from that reseller that it is complying with all
Commission requirements goverming the Lifeline/Link Up programs.

AT&T management asserted, by letter dated March 3, 2007, that if it
sells Lifeline connections to resellers, it requests certifications from
the reseller that it is complying with the FCC’s Lifeline and Link Up
requirements.

Southwestern Bell-Oklahoma seeks certifications from Lifeline
resellers on an annual basis, but not every company complies with
this request. According to AT&T, the applicable FCC rule on
recordkeeping obligates eligible telecommunications carriers to seek
these certifications from resellers, but resellers are only obligated to
provide such certifications to the FCC upon request (47 CFR §
54.417(b)) and are not obligated by the FCC’s rules to provide such
certifications to the eligible telecommunications carrier from whom
they purchase Lifeline for subsequent resale. AT&T noted that each
reseller is bound by the terms of the interconnection agreement,
which generally requires the reseller to ensure that it resells Lifeline
service only to eligible end users and that it complies with the
appropriate documentation requirement of each state.
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Effect

Recommendation

Southwestern Bell-Oklahoma did not have assurance that five
resellers complied with all Commission requirements governing the
Lifeline/Link Up programs.

We recommend that Southwestern Bell-Oklahoma follow up, as
necessary, on its requests for certifications from resellers to ensure
that all resellers annually provide certifications of compliance with
FCC Lifeline and Link Up requirements.

Beneficiary Response

Southwestern Bell-Oklahoma’s current procedures to obtain
certifications from [competitive local exchange carriers] CLECs
include repeated verbal follow-up by the Account Managers of
CLECs who have not return a signed certification by the requested
date. Starting with the 2007 process to receive certifications,
Southwestern Bell-Oklahoma continues with verbal follow-ups and
if not received within 30 days of the requested date will send written
notice of failure to provide such notification.

Southwestern Bell-Oklahoma continues to retain language such as
provided below in agreements with CLECs relative to their
responsibility when purchasing Lifeline Service from Southwestem
Bell-Oklahoma on a resale basis.

“Where available for resale according to associated retail state
specific tariffs, CLEC may only resell AT&T low income assistance
services, (e.g. Lifeline and Link-Up services), to persons who are
eligible for each such service. Further, to the extent CLEC resells
services that require certification on the part of the End User, CLEC
shall ensure that the End User meets all associated tanff eligibility
requirements, has obtained proper certification, continues to be
eligible for the program(s), and complies with all rules and
regulations as established by the appropriate Commission and the
state specific AT&T tanffs.”

Southwestern Bell-Oklahoma would like to note that the rule in
question here, 47 C.F.R. §54.417, which establishes the general
recordkeeping requirements for which the company's practices are
being reviewed, did not become effective until May 12, 2005, the
date on which OMB approval was granted to validate the collection
of data associated with this rule. As such, the review of the
Company's practices for compliance with this rule should be limited
only to the period of time for which these rules were in effect.”

(See 70 Fed. Reg. 30110 (2005), available at:

http://a257.g.akamaitech.net/7/257/2422/01jan20051800/edocket.acc
ess.gpo.gov/2005/pdf/05-10113 pdf)
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Auditor Response

Comment Three

Condition

Criteria

Cause

Effect

Our audit period was the fiscal year ended September 30, 200S.
Also, AT&T management’s letter dated March 3, 2007, provided
assertions regarding Southwestern Bell-Oklahoma’s compliance with
the applicable program requirements of 47 C.F.R Section 54 of the
FCC Rules and Regulations and Related Orders for the fiscal year
ended September 30, 2005. During this period, 47 CFR § 54.417(a)
became effective. This rule requires that if an eligible
telecommunications carrier provides Lifeline discounted wholesale
services to a reseller, it must obtain a certification from that reseller
that it is complying with all FCC requirements governing the
Lifeline/Link Up programs. To comply with this rule, Southwestern
Bell-Oklahoma needs to take additional action to ensure that all
resellers annually provide certifications of compliance with FCC
Lifeline and Link Up requirements.

Offering Toll Limitation Services--Section 54.401(a)(3)
Noncompliance

According 1o an AT&T official, when subscribers are enrolling in the
Lifeline program, service representatives do not bring up and offer
toll limitation service. The service representatives sign subscribers
up for toll limitation service only if the subscribers ask. In addition,
Southwestern Bell-Oklahoma’s advertising provided for this audit
did not mention toll limitation service.

Section 54.401(a)(3) of 47 C.F.R of the FCC Rules and Regulations
and Related Orders requires that carriers offer toll limitation to all
qualifying low-income consumers at the time they subscribe to
Lifeline service. If the consumer elects to receive toll limitation, that
service shall become part of that consumer’s Lifeline service.

AT&T management asserted, by letter dated March 3, 2007, that it
allows eligible consumers to voluntarily subscribe to toll blocking or
toll restriction at no cost.

Southwestern Bell-Oklahoma does not have a policy or procedures in
place instructing service representatives to inform Lifeline applicants
about the availability of toll limitation service and offer this service
at the time the applicants subscribe to Lifeline.

Qualifying low-income consumers may not know that toll limitation
service is available at the time they subscribe to Lifeline. Some
consumers who do not receive toll limitation service may have
elected to do so if they had been informed of and offered this service.
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Recommendation

We recommend that Southwestern Bell-Oklahoma develop a policy
and procedures instructing service representatives to inform Lifeline
applicants about the availability of toll limjtation service and offer
this service at the time applicants subscribe to Lifeline.

Beneficiary Response

Comment Four

Condition

Criteria

Southwestem Bell-Oklahoma service representatives understand that
Lifeline customers may recetve toll restriction. Southwestern Bell-
Oklahoma is reviewing all disclosures and methods documents to
ensure information about free toll restriction is adequately covered.
Southwestern Bell-Oklahoma will review disclosure requirements
with all service representatives and ensure that service
representatives inforrn customers inquiring about Lifeline that free
toll restriction is available to them. A check-off box requesting free
toll restriction will be added to Lifeline applications. Southwestern
Bell-Oklahoma service representatives will inform customers that the
customer may check off the box requesting free toll restriction on the
application or may call Southwestern Bell-Oklahoma after they have
been enrolled in Lifeline and request free toll restriction.

Subscriber Bill Examination—Section 54.417(8) Noncompliance

Our sample of 60 Lifeline subscribers in each of March 2005 and
May 2005 included 18 subscribers (8 in March and 10 in May)
whose telephone bills had bundled rates for packages of various
services (e.g., call waiting and caller ID). According to AT&T
officials, the bundled rates included the Lifeline discounts.
However, AT&T could not provide Customer Service Records
(CSRs) for the 18 sample subscribers showing they received Lifeline
discounts on their bills.

Section 54.417(a) of 47 C.F.R of the Federal Communications
Commission’s Rules and Regulations and Related Orders requires
that eligible telecommunications carriers must maintain records to
document compliance with all Commission and state requirements
governing the Lifeline/Link Up programs for three full preceding
calendar years and provide that documentation to the Commission or
Universal Service Administrative Company Administrator upon
request. AT&T management asserted, by letter dated March 3, 2007,
that it provides discounts to qualifying subscribers for Lifeline
service, and that it maintains records to document compliance with
all Federal Communications Commission and state requirements
governing the Lifeline and Link Up programs.
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Cause

Effect

Recommendation

According to AT&T officials, CSRs going back to March 2005 and
May 2005 are no longer available.

We were unable to verify that 8 Lifeline subscribers in our March
2005 sample and 10 Lifeline subscribers in our May 2005 sample
had appropniately received Lifeline discounts on their telephone bills.
The Tier 1, Tier 2, and Tier 3 Lifeline support was $56.68 for the 8
subscribers in our March 2005 sample and $71.11 for the 10
subscnbers in our May 2005 sample.

We recommend that Southwestern Bell-Oklahoma maintain Lifeline
subscribers’ Customer Service Records for at least three full calendar
years.

Beneficiary Response

Comment Five

Condition

Criteria

Each subscriber bill that contained a bundled rate displays the
various components of the package. Lifeline Service is shown on the
bill as a component of the package. The price displayed on the bill
included the Lifeline access service and the other components. Even
though the individual prices were not shown on the bill, the fact that
Lifeline Service is listed is evidence that the customer is receiving a
Lifeline discount. More recent Customer Service Records show the
individual prices for each component in the package and Lifeline
service with the appropriate charge can be identified. Additionally,
for other states being audited for similar periods, we have been able
to pull CSRs and have been able to validate the appropriate Lifeline
charge.

Form 497 Lifeline Support—Section 54.403(a) Noncompliance

According to AT&T officials, in determining the amount of Lifeline
support claimed on the Federal Communications Commission (FCC)
Form 497 each month, a count of the number of subscribers in
Southwestern Bell-Oklahoma’s Lifeline Program on a particular day
at the end of the month was obtained from the billing system for
reporting on the Form 497. The number of subscribers was
multiplied by the different Lifeline Tier rates to determine the
amount of Lifeline support claimed. No adjustment was made on
Line 9 of Form 497 for new subscribers who joined the Lifeline
Program upon approval during the month and subscribers who left
the Lifeline Program during the month; although these subscribers
were given partial (i.e., pro rata} discounts on their telephone bills for
that month.,

According to Section 54.403(a) (2), (3), and (4) of 47 C.F.R of the
FCC Rules and Regulations, Tier Two, Tier Three, and Tier Four
federal Lifeline support amount will be made available to the eligible
telecommunjcations carrier if that carrier certifies to the Universal
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Cause

Effect

Recommendation

Service Administrative Company Administrator that it will pass
through the full amount of Tier Two, Tier Three, and Tier Four
support to its gualifying low-income consumers. According to the
instructions for completing Form 497, Line 9 on the form is for
claiming the partial or pro rata amount for al] partial or pro-rated
subscribers. According to the instructions, this amount may be
positive or negative depending on whether there are more new
subscribers being added part way through a month or more
subscribers disconnecting during the reported month. Page 2 of
Form 497 requires the signature of an officer or employee of the
company certifying that the company will pass through the full
amount of all Tier Two, Tier Three, and Tier Four federal Lifeline
support for which the company seeks reimbursement, as well as
applicable intrastate Lifeline support, to all qualifying low-income
subscribers by an equivalent reduction in the subscriber’s monthly
bill for local telephone service.

In determining the amount of Lifeline support claimed on the Form
497 each month, Southwestern Bell-Oklahoma did not take into
account the partial (i.e., pro rata) Lifeline discounts given to
subscribers who entered or left the Lifeline program some time
during the month. According to AT&T officials, the approach used
to determine the amount of Lifeline support claimed on the Form 497
“comes out in the wash” over time because some Lifeline subscribers
come and go each month.

The amount of Lifeline support claimed on the Form 497 for each
month may not equal the actual Lifeline discounts passed on to
subscribers for that same month, depending on (1) whether there
were more new subscribers added to the Lifeline Program part way
through the month or more subscribers who left the Program during
the month and (2) the days of the month that subscribers were added
to and left the program, which determines their pro rata discounts.

We recommend that Southwestern Bell-Oklahoma take into account
the partial (i.e., pro rata) Lifeline discounts given to subscribers who
entered and left the Lifeline program when determining the amount
of Lifeline support claimed on the FCC Form 497 each month.

Beneficiary Response

The Company disagrees with the auditor’s premise that the
Commission’s existing rules and the current FCC Form 497 and
instructions require an ETC seeking reimbursement for Lifeline
discounts to report separately lifeline subscribers that were added to
and/or dropped from the Lifeline program during any given month,
rather than simply reporting the total number of current Lifeline
subscribers as of a particular date at the end of the month. The
Company notes in this regard that, in 2004, the Commission
proposed to amend Form 497 to adopt such a requirement, but
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ultimately did not do so. Specifically, in September 2004, the
Commission issued a public notice announcing that, beginning
October 15, 2004, ETCs seeking reimbursement for Lifeline support
would be required to use the revised form, which required ETCs
separately to report the number of subscribers receiving such support
for the whole month and the number of subscribers receiving such
support for only a part of the month {as well as the total service days
for such subscribers). See Wireline Competition Bureau Announces
Effective Date of Revised Form 497 Used to File Low Income Claims
with USAC, WC Docket No. 03-109, Public Notice, DA 04-3016
(rel. Sept. 21, 2004). Following this announcement, representatives
of the Company and other ETCs met with Commission Staff to urge
the Commission not to adopt the new form and require ETCs to
break out and report separately the number of low-income
subscribers receiving Lifeline support for only part of a month
because those carriers did not have systems in place to separately
track such subscribers and calculate pro-rated support. In response,
the Commission delayed, and later suspended indefinitely, adoption
of the new form. See Wireline Competition Bureau Announces
Delayed Effective Date for Revised Form 497 Used for Low-Income
Universal Service Support, WC Docket No. 03-109, Public Notice,
DA 04-3188 (rel. Oct. 4, 2004) (delaying the effective date of the
new form until April 15, 2005); Wireline Competition Bureau
Announces Delayed Effective Date for Revised Form 497 Used for
Low-Income Universal Service Support Until Further Notice, WC
Docket No. 03-109, Public Notice, DA 05-604 (Mar. 4, 2005)
(delaying the effective date until further notice). Plainly, if the
Commission had intended to require, rather than permit, ETCs to
seek pro-rated support for Lifeline subscribers who take service for
only a part of a month, it would have adopted the new form — the fact
that it did not do so establishes that there currently is no requirement
that carriers separately report and seek pro-rated support for such
customers.

The language of the instructions to the current form is not to the
contrary. In particular, the instructions for Line 9, which the auditors
cite as support for the purported requirement that ETCs separately
report partial-month subscribers, state only that ETC’s should use
Line 9 “if” they are claiming partial or pro-rata dollars: “If claiming
partial or pro-rata dollars, check box on line 9.” Likewise, Line 9 on
the actual form itself provides: “Check box to the right if partials or
pro rata amounts are used.” (Emphasis added.) The instructions and
form thus simply identify where on the form a camier should report
partial-month subscriber data if the carrier is able to and chooses to
do so.
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Auditor Response  According to USAC, The carrier should only be claiming support
equal to the amount they are passing to its subscribers and should

only be giving support to subscribers for the time they are actually
receiving the discount.
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Southwestermn Bell-Oklahoma
525 Market Street, 19" Floor #21
San Francisco, CA 94105

We have examined management's assertions included in their letter dated March 3, 2007,
that Southwestern Bell-Oklahoma complied with the applicable program requirements of
47 C.F.R Section 54 of the Federal Communications Commission’s Rules and Regulations
and Related Orders, relative to disbursements of $13,904,367.00 for Low Income Support
Program services made from the Universal Service Fund during the fiscal year ended
September 30, 2005, and have issued our report thereon dated April 5, 2007. In planning
and performing our examination, we considered internal control in order to determine our
examination procedures for the purpose of expressing our opinion on management’s
assessment. An examination does not include examining the effectiveness of internal
control and does not provide assurance on internal control. We have not considered
internal control since the date of our report.

During our examination a matter related to immaterial noncompliance with Low Income
Support Program requirements that is presented for your consideration. This matter was
discussed with the appropriate members of management, and is intended to result in
improved compliance with Low Income Support Program requirements and is summarized

as follows:
Comment Subscriber Count Verification--Section 54.407(c) Noncompliance
Condition Southwestern Bell-Oklahoma provided electronic listings of Low

Income Program subscribers for which support was claimed on
Federal Communications Commission (FCC) Form 497 for March
2005 and May 2005. While the electronic listings agree with the
Lifeline subscriber counts on the Form 497 and supporting summary
schedules for both months, other data on the electronic listings do not
agree. The electronic listings show 1,682 Link Up subscribers in
March 2005, while the Form 497 and supporting summary
documents show 1,681 Link Up subscribers; the electronic listings
show 487 new toll limitation services (TLS) subscribers in March
2005, while the Form 497 and supporting summary documents show
520 new TLS subscribers; and the electronic listings show 442 new
TLS subscribers in May 2005, while the Form 497 and supporting
summary documents show 505 new TLS subscribers. The electronic
listing for March 2005 also showed 16 instances of duplicate Lifeline
discounts to subscribers.

A Professional Corporation
www.feba.com



Criteria

Cause

Effect

Section 54.407(c) of 47 C.F.R of the FCC Rules and Regulations
requires that, in order to receive universal support reimbursement,
each eligible telecommunications carrier must keep accurate records
of the revenues it forgoes in providing Lifeline service. Such records
shall be kept in the form directed by the Universal Service

. Administrative Company Administrator and provided to the

Administrator at intervals as directed by the Administrator or as
provided in this subpart.

However, the FCC’s Rules do not identify the specific types of
records carriers must retain to substantiate the amounts c¢laimed on
the Form 497.

AT&T management asserted, by letter dated March 3, 2007, that it
submitted properly completed Forms 497 for each month during the
year ended September 30, 2005, and has required supporting
documentation at the USOC level of detail [i.e., summary reports of
selected billing activity that tabulate reimbursable Lifeline
transactions] for the number of subscribers, rates, and other
information provided on Form 497.

According to AT&T officials, data on the electronic subscriber
listings provided by Southwestern Bell-Oklahoma can differ from the
Forms 497 and supporting summary documentation because a
different source (history tables) had be used to restore and recreate
old data for the listings. The officials said that data used to prepare
Form 497 comes from Southwestern Bell-Oklahoma’s billing
system, which contains data that is usually no more than 18 months
old. After 18 months, most billing system data is put into history
tables. The officials said that the different process used to retrieve
old data for the electronic subscriber listings can result in some data
being lost, and the billing system data (i.e., the Form 497 and
supporting documentation) is more accurate than the electronic
subscriber listings that were provided.

We were unable to use the electronic subscriber listings to verify and
attest to the accuracy of the Form 497 Link Up and TLS subscriber
counts for March 2005, and the Form 497 TLS subscriber counts for
May 2005. Since the FCC’s rules do not specify the type of record
carriers must retain, we accepted the USOC level of detail as support
for the Form 497, Therefore, this matter is not a rule violation. The
financial effects of the differences in subscriber counts between the
electronic listings and the Form 497 are a Link Up underpayment of
$22.23 in March 2005, a TLS overpayment of $56.92 in March 2005,
and a TLS overpayment of $§108.99 in May 2005. The financial
effect of the electronic listings having duplicate Lifeline discounts
for 16 subscribers is a $113.36 overpayment in March 2005.
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Recommendation

Although not required by FCC rules, we recommend that
Southwestern Bell-Oklahoma develop a process to capture Lifeline
subscriber data from its billing system enabling Southwestern Bell-
Oklahoma to provide a better audit trail of more reliable and accurate
information needed to verify the accuracy of Form 497 subscriber
counts and the revenues Southwestern Bell-Oklahoma forgoes in
providing Lifeline service.

Beneficiary Response The subscriber listings for TLS and Link-up subscribers were

pulled from history tables. The actual Form 497 data is pulled from
a current table and as a result there are some differences. The
documentation maintained to support the Form 497 (and provided to
the auditors) is a summary level report pulled from the current table
(rather than the detailed subscriber level report). This summary level
report does agree with the amounts claimed on the Form 497. The
Company does not find anything in the rules/regulations specifically
requiring maintaining detailed subscriber listings. Notwithstanding
that, the current monthly process for pulling the data for the Form
497 includes pulling data at a subscriber level of detail. This will
enable the subscriber detail that matches the 497 to be available for
future audits. Regarding the months involved in this audit, the
Company believes the summary level reports are accurate because
the current months where the subscriber level detail is available,
agrees with the summary level report used to support the amount
claimed on the Form 497.

Our examination procedures are designed primarily to enable us to form an opinion on
management’s assertions about Southwestern Bell-Oklahoma’s compliance with the
applicable program requirements of 47 C.F.R Section 54 of the Federal Communications
Commission’s Rules and Regulations, and therefore may not bring to light all weaknesses
in policies or procedures that may exist. We aim, however, to use our knowledge of the
company’s organization gained during our work to make comments and suggestions that
we hope will be useful to you.

This report is intended solely for the information and use of Southwestern Beli-Oklahoma's
management, and others within the organization, Universal Service Administrative
Company and the Federal Communications Commission, and is not intended to be and
should not be used by anyone other than these specified parties

Washington, DC
April 5, 2007

T rgpun, O, Bagilin § fonmile, PO
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Universal Service Administrative Company

USAC Management Response

Date: July 5, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Southwestern Bell-Oklahoma (LI-2006-208)

USAC management has reviewed the IPIA Audit of Southwestern Bell-Oklahoma
(435215). The audit firm TCBA has issued a qualified audit report and a
management letter. Our response to the audit is as follows:

Condition 1 LI-2006-208 Opinion:

Southwestern Bell-Oklahoma did not provide us with certifications of eligibility for
28 of 40 sample subscribers in our March 2005 sample and 29 of 34 sample
subscribers in our May 2005 sample. Our sample size was 60 subscribers for
each month, but 20 subscribers in our March 2005 sample and 26 subscribers in
our May 2005 sample were not Southwestern Bell-Oklahoma customers—they
were customers of other carriers (resellers) who had purchased Lifeline
discounted wholesale services from Southwestern Bell-Oklahoma. According to
AT&T, it is the resellers’ responsibility to obtain eligibility documentation for these
subscribers, and Southwestern Bell-Oklahoma never obtained such
documentation.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion. A
carrier is eligible to receive Lifeline reimbursement “based on the number of
qualifying low-income consumers it serves"!. The carrier cannot prove that its
subscribers were eligible for Lifeline during the audit period. USAC will recover
support for the 57 retail subscribers for which the company cannot provide
documentation of eligibility during the two sample months. USAC will not recover
support for the subscribers of the company's resellers.

Condition 2 LI-2006-208 Opinion:

Southwestern Bell-Oklahoma requested but did not receive certifications of
compliance with FCC Lifeline and Link Up requirements from 5 of 10 resellers to
whom it sold Lifeline discounted wholesale services.

Management Response:

! See 47 C.F.R § 54.407(a)

2000 L Strest, NW.  Suite 200 Washington, DC 20036  Voice 202.776.0200 Fax 202.776.0080 www.usac.org



The company should ensure that it retains reseller certifications in accordance
with the federal rules. USAC concurs with the comment, effect and
recommendation in the Opinion.

Condition 3 LI-2006-208 Opinion:

According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Southwestern Bell-Cklahoma's advertising
provided for this audit did not mention toll limitation service.

Management Response:

Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R. § 54.101(a)®>. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition 4 L1-2006-208 Opinion:

QOur sample of 60 Lifeline subscribers in each of March 2005 and May 2005
included 18 subscribers (8 in March and 10 in May) whose teiephone bills had
bundied rates for packages of various services (e.g., call waiting and caller ID).
According to AT&T officials, the bundied rates included the Lifeline discounts.
However, AT&T could not provide Customer Service Records (CSRs) for the 18
sample subscribers showing they received Lifeline discounts on their bills.

Management Response:

A carrier is required to maintain accurate records of the revenues it forgoes in
providing Low Income support.® USAC concurs with the comment, effect and
recommendation in the Management Letter. Although the carrier did not have
Customer Service Records, it was able to provide the auditors with
documentation to demonstrate that Lifeline discounts were applied to their bundle
subscribers. Accordingly, USAC will not recover support as a result of this
finding.

Condition 5 LI-2006-208 Opinion:

According to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Southwestern Bell-Oklahoma’s
Lifeline Program on a particular day at the end of the month was obtained from
the billing system for reporting on the Form 497. The number of subscribers was
multiplied by the different Lifeline Tier rates to determine the amount of Lifeline
support claimed. No adjustment was made on Line 9 of Form 497 for new
subscribers who joined the Lifeline Program upon approval during the month and
subscribers who left the Lifeline Program during the month, although these

2 Spe 47 C.F.R. § 54.201(d)(2)
% Sea 47 C.F.R § 54.407(c)



subscribers were given partial (i.e., pro rata) discounts on their telephone bills for
that month.

Management Response:

USAC concurs with the comment, effect and recommendation in the Opinion.
Line 9 {(pro-rata support) of FCC Form 497 should be used by carriers to adjust
their support claim if they lose or gain Lifeline subscribers throughout the month.
A carrier is not entitled to be reimbursed for a full month of support for a
subscriber that began Lifeline service mid-month.* The instructions to Line 9 of
FCC Form 497 include the word “if’ because pro-rating is not mandatory unless a
company has Lifeline customers who started or terminated Lifeline support mid-
month. A company might have months in which it neither lost nor gained Lifeline
customers. In those instances, the company would not pro-rate Lifeline support.
Accordingly, the instructions to FCC Form 497 include the permissive "if”
because companies that have maintained the same number of Lifeline
subscribers throughout a month will not have to pro-rate their Lifeline support.

The FCC had considered adopting a complicated formuia for calculating pro-rata
support, but the OMB-approved version of the form that contained this formuia
was not implemented. The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts “come out in the
wash” each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts®.

This concludes the USAC management response to the audit.

4 See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shall be provided
directly to the eligible telecommunications carrier, based on the number of qualifying low-income
consumers it serves, under administrative procedures determined by the Administrator.

5 See 47 C.F.R § 54.407(c).



USAC ™

Universal Service Adminisirative Company

USAC Management Response

Date: July 5, 2007

Subject: 1PIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Southwestern Bell—Oklahoma Telephone Company (LI-2006-
208)

USAC management has reviewed the IPIA Audit of Southwestern Bell—
Oklahoma Telephone Company (435215). The audit firm TCBA has issued a
qualified audit report and a management letter. Our response to the audit is as
follows:

Condition 1 LI-2006-208 Management Letter:

Southwestern Bell-Oklahoma provided electronic listings of Low income Program
subscribers for which support was claimed on Federal Communications
Commission {(FCC) Form 497 for March 2005 and May 2005. While the
electronic listings agree with the Lifeline subscriber counts on the Form 497 and
supporting summary schedules for both months, other data on the electronic
listings do not agree. The electronic listings show 1,682 Link Up subscribers in
March 2005, while the Form 497 and supporting summary documents show
1,681 Link Up subscribers; the electronic listings show 487 new toll limitation
services (TLS) subscribers in March 2005, while the Form 497 and supporting
summary documents show 520 new TLS subscribers; and the electronic listings
show 442 new TLS subscribers in May 2005, while the Form 497 and supporting
summary documents show 505 new TLS subscribers. The electronic listing for
March 2005 also showed 16 instances of duplicate Lifeline discounts to
subscribers.

Management Response:

A carrier is required to malntaln accurate records of the revenues it forgoes in
providing Low Income support.' As the auditors note, however, the
Commission’s rules do not specify the specific type of records a carrier must
maintain in order to substantiate its support claims. For this reason, USAC
concurs with the comment, effect and recommendation in the Management
Letter.

This concludes the USAC management response to the audit.

' See 47 C.F.R § 54.407(c)
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FCC Form 497, December 2003
Approval by OMB 3060-0819
Estimated Average Burden Per Respondent: 3.5 Hours

Lifeline and Link-Up Worksheet, FCC Form 497

Instructions for Completing the Lifeline and Link-Up Worksheet, FCC Form 497

¥ ok Ak ok

NOTICE: To implement Section 254 of the Communications Act of 1934, as amended, the Federal
Communications Commission adopted changes to the federal low-income programs.

The Commission expanded the availability of these programs and the level of funding for discounts to
low-income customers.

The following Worksheet provides the means by which eligible telecommunications carriers will be
reimbursed by the Universal Service Administrative Company (USAC) for their participation

in these programs. Failing to collect the information, or collecting it less frequently, would prevent the
Commission from implementing sections 214 and 254 of the Act, would thwart Congress' goals of
providing affordable service and access to advanced services throughout the nation, and would result in
eligible telecommunications carriers not receiving universal service support reimbursements in a timely
fashion.

We have estimated that each response to this collection of information will take, on average, three and a
half hours for each respondent. Qur estimate includes the time to read this data request, review existing
records, gather and maintain required data, and complete and review the response. If you have any
comments on this estimate, or on how we can improve the collection and reduce the burden it causes you,
please write the Federal Communications Commission, AMD-PERM, Washington, D.C. 20554,
Paperwork Reduction Project (3060-0819). We will also accept your comments on the burden estimate
via the Internet if you send them to jboley@fcc.gov. Please DO NOT SEND the data requested to this e-
mail address.

An agency may not conduct or sponsor, and a person is not required to respond to, a collection of
information unless it displays a currently valid OMB control number.

The FCC is authorized under the Communications Act of 1934, as amended, to collect the information we
request in this form. If we believe there may be a violation or a potential violation of a FCC statute,
regulation, rule or order, your Worksheet may be referred to the Federal, state or local agency responsible
for investigating, prosecuting, enforcing, or implementing the statute, rule, regulation or order. In certain
cases, the information in your Worksheets may be disclosed to the Department of Justice or a court or
adjudicative body when (a) the FCC; or (b) any employee of the FCC; or (c) the United States
Government is a party of a proceeding before the body or has an interest in the proceeding.

If you do not provide the information we request on the Worksheet, the FCC may delay processing of
your Worksheet or may return your Worksheet without action.

The foregoing Notice is required by the Paperwork Reduction Act of 1995, Pub. L. No. 104-13, 44 U.S.C.
§ 3501, et seq.



Filing Schedule

Completed Worksheets should be e-mailed to USAC by the 15" of the month after the end of
each quarter. Submission by fax or regular mail is also acceptable. If the 15™ falls on a federal
holiday or weekend, the Worksheet is due the next business day. (See schedule listed below).
Y ou should submit three separate Worksheets per quarter, i.e., one Worksheet for each month
within the quarter.

Email: lifilingst@hcli.universalservice.org

USAC Low-Income Program
444 Hoes Lane

RRC 4A1060

Piscataway, NJ 08854

Fax: 866-873-4665

Data Months Due Dates of Forms Sent to USAC
January, February, March April 15"
April, May, June July 15"
July, August, September October 15"
October, November, December January 15"




Introduction

Pursuant to 47 C.F.R. § 54.405, all eligible telecommunications carriers (ETCs)' are
required to provide Lifeline service. In turn, these ETCs are permitted under section 54.407
(Lifeline) and section 54.413 (Link-Up) to receive support for offering Lifeline service to
qualifying low-income customers or reduced service-connection charges through Link-Up.
Pursuant to section 54.403(c), carriers providing toll-limitation services (TLS) for qualifying
low-income subscribers will be compensated from universal service mechanisms for the
incremental cost of providing TLS. FCC Form 497 is to be used to request reimbursement for
participating in the low-income program.

Block 1: Identification

Line ( 1 ) -- Legal name of carrier
Provide the legal name of reporting carrier as it appears on articles of incorporation, articles of
formation, or other legal documents.

Line ( 2 ) -- USAC Service Provider Identification Number
Provide the carrier’s 9-digit USAC Service Provider Identification Number. If you are having
difficulty finding this number, call USAC at (866)-873-4727.

Line ( 3 ) -- Study Area Code
Provide the carrier’s 6-digit Study Area Code.

Line (4) -- Filer 499 ID

Provide the same ID that this carrier provided on FCC Form 499. This code is assigned by the
Commission’s Data collection Agent after a company files its first FCC Form 499-A. Filer 499
IDs for current filers can be found at http://gullfoss2. fcc.gov/cib/form499/499a.cfin or in the
FCC report Telecommunications Provider Locator, which is available on the Commission’s web
site at http://www.fce.gov/web/iatd/stats htmi. If you are having difficulty finding this ID, call
USAC at (866)-873-4727.

Line ( 5 ) -- Person who completed this Worksheet
Provide the name of the person who completed this Worksheet so that person may be contacted
in the event we have inquiries regarding this carrier’s submission.

Line ( 6 ) -- Mailing address of this person
Provide the mailing address of the person who completed this Worksheet.

Line ( 7 ) -- Telephone number of this person
Provide the telephone number of the person who completed this Worksheet.

Line ( 8 ) -- Fax number of this person
Provide the fax number of the person who completed this Worksheet.

! See 47 C.F.R. § 54.201.



Line ( 9) -- E-mail address of this person
Provide the e-mail address of the person who completed this Worksheet.

Line ( 10) - Year for which information is provided
Provide the year for which the carrier is reporting data.

Line ( 11) -- Month for which information is provided
Provide the month for which the carrier is reporting data. Submit one Worksheet per month for
cach study area served, on a quarterly basis.

Block 2: Study Area Code / Exchange

Line ( 12) -- State
If the study area covers more than one state, list the state with the most Lifeline connections,
even though this form will contain data for all Lifeline subscribers in the study area.

Provide the state in which the study area is located. Carriers that provide Lifeline service in a
study area that covers more than one state should report the state that has the most Lifeline
connections served. Note that a carrier must file separate Form 497s for each study area for
which it is claiming support.

Line ( 13 ) -- Competitive Eligible Telecommunications Carriers (ETCs) should list the names of
the incumbent ETCs '’ study areas and exchanges (if applicable) in which they are claiming
support.

Only carriers that are competitive ETCs should fill out this line. Competitive carriers are
sometimes designated as ETCs only in particular areas of a state served by one or more
incumbent carriers. A competitive ETC should list the name of the incumbent ETC or ETCs that
also serve in the study area in which it is claiming support. Competitive ETCs that provide
Lifeline in more than two incumbent ETCs’ study areas should attach additional sheets.
Additional sheets should contain line number at the top of each sheet.

(a) -- Incumbent ETC Name

Competitive ETCs should provide the name of each incumbent ETC that also serves the
competitive ETC’s study area. Attach additional sheets if necessary.

(b) -- Incumbent ETC Study Area Code

Competitive ETCs should provide the study area code of the incumbent ETC that also serves in
the competitive ETC’s study area. If the competitive ETC’s study area covers more than one
study area of the same incumbent LEC, list each study area separately on lines (1)-(ii) and attach
additional sheets if necessary.

(¢) -- Incumbent ETC Exchange (if applicable)

A competitive ETC that has been designated in some, but not all, exchanges of an incumbent
ETC should list the names of the exchanges in the incumbent’s study area in which it has been
designated as an ETC. Use additional sheets if necessary to list all exchanges.



Block 3: Lifeline

Description of Lifeline program:

The federal Lifeline program benefits eligible low-income subscribers by reducing their
monthly local phone charge. There are four tiers of support. Tier 1 support, available to all
eligible subscribers, is equal to the incumbent ETC’s actual federal tariffed subscriber line
charge (SLC). This information can be found in the publicly filed tariff of the incumbent ETC.
Note that the SLC is the same as the end-user common line charge (EUCL). Carriers should
keep tn mind that the interstate SLC rates contained in the interstate access tariffs may be revised
at any time, so it is important to confirm that the carrier is reporting the most current data. Tier 2
support, an additional $1.75 of federal support, is available if the carrier certifies that it will pass
through the full amount of Tier 2 support to its qualifying low-income consumers and the carrier
has received any non-federal regulatory approvals necessary to implement the required rate
reduction. Tier 3 support is an additional amount of federal support equal to one-half the amount
of any state-mandated Lifeline support, or one-half of any Lifeline support provided by the
carrier, up to a maximum of $1.75 per month. Customers can receive Tier 3 support provided
that the carrier has received any non-federal regulatory approvals and will pass through the full
amount of Tier 3 support to its qualifying low-income consumers. Tier 4 support is additional
federal Lifeline support of up to $25 per month available to eligible residents of tribal lands, as
defined in 47 C.F.R. § 54.400(e), as long as that amount does not bring the basic local residential
rate below $1 per month per qualifying low-income subscriber.

Lines ( 14 )-( 17 ) -- Tier I, Tier 2, Tier 3, Tier 4

(a) -- Number of subscribers receiving federal Lifeline support for whole month

Provide the number of Lifeline subscribers that received that Tier of support for the whole
month. DO NOT include the partial amounts reported on lines ( 18 ) - ( 21).

(b) -- Lifeline support claimed per subscriber (Use weighted average if more than one applicable
rate.)

The weighted average of observed data is the result of dividing (a) the sum of the products of
each observed value and the number of times it occurs; by (b) the total number of observations.
So, for lines ( 14 ) through ( 17 ), each observed value would correspond to each rate that would
apply to one or more Lifeline subscribers. The number of times each rate occurs would
correspond to the number of subscribers who received that specific amount of Lifeline support
for the entire month. The total number of observations would equal the total number of Lifeline
subscribers receiving support for the entire month under each rate. For example, if a LEC had a
SLC of $6.00 in one part of the study area and $6.50 in the other part, and if in these two areas
there were 10 and 15 Lifeline subscribers, respectively, the weighted average would be
calculated as [ ($6.00 x 10) + ($6.50 x 15) ]/ (10 + 15 ). The weighted average in this example
would be $6.30.

Provide the dollar amount of Lifeline support claimed per subscriber receiving that Tier of
support for the whole month, using a weighted average if there is more than one applicable rate.
If a weighted average is used for listing Tier 1 support, complete line ( 23 }. Amount should be
reported in dollars and cents.



(d) -- Total federal Lifeline support claimed (d) = (a) x (b)

Provide the total dollar amount of Lifeline support claimed for subscribers that received that Tier
of support by multiplying the number of subscribers in column (a) with the dollar amount
claimed per subscriber in column (b). Amount should be reported in whole dollars (round up or
down to the nearest dollar).

Lines ( 18 )-( 21 ) -- Tier 1, Tier 2, Tier 3, Tier 4

A carrier may have added new Lifeline subscribers during the month, or lost Lifeline subscribers
at any point during the month. Only carriers that had subscribers receiving federal Lifeline
support for part of the month should fill out this section.

(a) -- Number of subscribers receiving federal Lifeline support for part of month

Provide the number of Lifeline subscribers (if applicable) that received that Tier of support for
part of the month.

(b) -- Lifeline support claimed per subscriber (Use weighted average if more than one applicable
rate.)

Provide the dollar amount of Lifeline support claimed per subscriber receiving that Tier of
support for part of the month, using a weighted average if there is more than one applicable rate.
If a weighted average is used for listing Tier 1 support, complete line { 23 ). Amount should be
reported in dollars and cents. DO NOT include the whole month amounts reported on lines
(14)-(17).

(c) -- Total service days for subscribers receiving Lifeline support for part of month

Provide the total number of days that all partial or pro-rata subscribers received federal Lifeline
support. For example, assume the reporting carrier serves 2 Lifeline subscribers in January. The
first subscriber was served for 20 days of the month because the subscriber discontinued service
on the 20™ day of the month (Jan.1-20). The second subscriber was served for 16 days of the
month because the subscriber signed up for service on the 16™ day of the month (Jan. 16-31).
The total service days for those subscribers receiving federal Lifeline support for part of the
month would be 36 days.

(d) -- Total federal Lifeline support claimed (d) = (b) x (c) / 30

Provide the total dollar amount of Lifeline support claimed for partial or pro-rata subscribers that
received that Tier of support by multiplying the dollar amount claimed per subscriber in column
(b) with the total service days in column (c), then divide by 30 (approximate number of days in a
given month). Amount should be reported in whole dollars (round up or down to the nearest
dollar).

Line ( 22 ) -- Total federal Lifeline support claimed [sum of lines ( 14d ) through ( 21d )]
Provide the total amount of Lifeline support the carrier is claiming for the month. This amount
should be equal to the sum of lines { 14 )-( 17 ) and ( 18 )-( 21 ) (if applicable) in column (d).
This sum should be reported in whole dollars (round up or down to the nearest dollar).

Line ( 23 ) -- Subscriber Line Charge (SLC) data for ETCs that used a weighted average on lines
{ 14b) and/or ( 18b ).

Only ETCs that used a weighted average rate on lines ( 14b ) and/or ( 18b ) should fill out
this line.



Carriers claiming Tier | support in lines ( 14b ) and/or ( 18b ) using more than one subscriber
line charge (SLC) for the Tier 1 discount should fill out this line. Reporting carriers may have
used a weighted average of multiple SLCs for one of several reasons:

e Incumbent carriers may have deaveraged their SLC by zone pursuant to 47 C.F.R.

§ 69.152(q). These companies should identify the zone name where there is more than
one SLC in a study area.

e Competitive carriers may use multiple SLCs because their study area covers the study
areas of more than one incumbent carrier, and these carriers have different SLC rates.
Competitive carriers should provide the SLC for each incumbent carrier listed on line
( 13i). SLCs can be found in publicly filed tariffs.

¢ Competitive carriers may serve in the study area of only one incumbent carrier, but that
carrier may have deaveraged its SLC.

If more than one SLC rate is listed, provide these rates on an additional sheet and indicate the
incumbent ETC’s name. Additional sheets should contain line number at the top of each sheet.
(a) -- Zone Name (if applicable)

If applicable, provide the zone name when the SLC has been deaveraged by zone.

(b) -- SLC

Provide the amount, in dollars and cents, of each SLC.

(c) -- Number of subscribers receiving Tier 1 support for whole month

Provide the number of subscribers receiving Tier 1 support for the whole month for each SLC.
The total of all entries for this column should add up to the number of subscribers reported on
line ( 14a ) receiving Tier 1 support.

(d) - Total service days for subscribers receiving Tier 1 support for part of month

Provide the total number of service days subscribers received Tier 1 support for part of the
month for each SLC. The total for all entries for this column should add up to the total number
of service days for subscribers receiving federal Lifeline support for part of month reported on
line (18¢) for Tier 1 support.

(€) -- Total Tier 1 support claimed (e) = (b) x [(¢} + (d)/30]

Provide the total amount of Tier 1 support claimed for each SLC by multiplying the SLC in
column (b) by the sum of the number of subscribers receiving Tier 1 support in column (c) plus
the quantity derived by dividing by 30 the number of subscribers receiving Tier 1 support for
each SLC in column (d).

Line ( 24 ) -- If claiming Tier 4 support, list tribal lands served.

Only carriers claiming Tier 4 support should fill out this line. Carriers claiming Tier 4 support
for subscribers living on more than two federally recognized tribal lands should attach additional
sheets. Additional sheets should contain line number at the top of each sheet.

(a) -- Name of federally recognized tribal land

Provide the name of the federally recognized tribal land.

(b) -- Number of Tier 4 subscribers

Provide the number of Tier 4 subscribers served for the month.

Line ( 25) -- Legal name of carrier [ line (1) ]
Provide the legal name of reporting carrier from line ( 1).

Line ( 26 } -- USAC Service Provider Identification Number [ line (2) ]



Block 4: Link-Up

Description of Link-Up program:

The Link-Up program reduces eligible low-income subscribers' charges for initiating
telephone service by one-half of the telephone company's charge, or $30.00, whichever is less,
for subscribers residing on non-tribal lands. For subscribers residing on tribal lands, the
reduction is up to $70 or 100% of the charges between $60 and $130, in addition to the $30
available to non-tribal subscribers. The Link-Up program also offers a deferred payment plan
for charges assessed for starting service, for which eligible subscribers do not have to pay
interest. Eligible subscribers are relieved of the requirement to pay interest charges of up to
$200 for a period not to exceed one year.

Line ( 32 ) -- Number of subscribers for whom connection fees waived

(a) -- Non-tribal connections

Provide the monthly count of Link-Up subscribers not residing on tribal lands for whom
connection charges were waived.

(b) -- Tribal connections

Provide the monthly count of Link-Up subscribers residing on tribal lands designated as such by
the Bureau of Indian Affairs, for whom connection charges were waived.

(¢) -- Total connections waived (¢) = (a) + (b)

Provide the total number of Link-Up connection charges waived by adding the number of non-
tribal connections in column (a) to the number of tribal connection charges waived in column

(b).

Line ( 33 ) -- Charges waived per connection (Use weighted average if more than one applicable
rate.)

Provide the dollar amount of reduction per subscriber. For muitiple rates, use a weighted
averaged amount. All amounts should be reported in dollars and cents.

(a) -- Non-tribal connections

The reduction should be one-half of the service providers' charge or $30.00, whichever is less.
(b) -- Tribal connections

The reduction should not exceed $100.00 per connection.

Line ( 34) -- Total connection charges waived [ line (32 ) x line (33 ) ]

These totals should be reported in whole dollars (round up or down to the nearest dollar).

(a) -- Non-tribal connections

Provide the dollar amount of non-tribal connection charges waived by multiplying lines ( 32a )
and ( 33a).

(b) -- Tribal connections

Provide the dollar amount of tribal connection charges waived by multiplying lines ( 32b ) and
(33b).

(¢) -- Total connections waived (c) = (a) + (b)

Provide the total dollar amount of connection charges waived by adding the number of non-tribal
connections charges waived in column (a) to the number of tribal connection charges waived in
column (b).



Line ( 35) -- Deferred interest

Only ETCs that provided subscribers with a deferred interest payment plan for costs of
initiating telephone service remaining after the Link-Up discount should fill out this line.
These amounts should be reported in whole dollars (round up or down to the nearest dollar).
{(a) -- Non-tribal connections

Provide the dollar amount of deferred interest to Non-tribal connections.

(b) -- Tribal connections

Provide the dollar amount of deferred interest to tribal connections.

(c) -- Total connections waived (c) = (a) + (b)

Provide the total deferred interest to non-Tribal and Tribal connections by adding the dollar
amount of deferred interest to non-tribal connections in column (a) to the dollar amount of
deferred interest to tribal connections in column (b).

Line ( 36 ) -- Total Link-Up support claimed [ line { 34 ) + line ( 35) ]

Provide the dollar amount of total Link-Up support claimed for the reported month. These
amounts should be reported in whole dollars (round up or down to the nearest dollar).

(a) -- Non-tribal connections

Provide the dollar amount of total Link-Up support claimed for non-tribal connections only by
adding lines ( 34a ) and ( 35a).

(b) -- Tribal connections

Provide the dollar amount of total Link-Up support claimed for tribal connections only by adding
lines ( 34b ) and ( 35b).

(c) -- Total connections waived (c) = (a) + (b)

Provide the dollar amount of total Link-Up support for both non-tribal and tribal connections by
adding columns (a) and (b).

Block 5: Toll Limitation Services (TLS)

Description of Toll Limitation Services (TLS):

TLS is a service that carriers must offer to eligible low-income subscribers at no charge
in order to be eligible to receive universal service support. Qualifying low-income consumers’
acceptance of TLS is voluntary. This service includes toll blocking, which allows subscribers to
block outgoing toll calls, and also tol! control, which allows subscribers to limit in advance their
toll usage per month or billing cycle. Carriers are required to provide at least one type of toll-
limitation service, If your company is not currently offering TLS because your state commission
has provided your company with additional time to complete the network upgrades needed to
provide TLS, complete this Worksheet, but leave Block 5 blank.

Support will be provided for the incremental cost of providing TLS. These costs include
the costs that carriers otherwise would not incur if they did not provide TLS to a given customer.
The incremental cost of TLS does not include the full retail charge for TLS that the carrier would
charge other consumers. Moreover, joint and common costs associated with TLS (e.g. overhead
and the cost of facilities used for both TLS and non-TLS purposes) are not supported by the low-
income support mechanism. Low-income support is available only for incremental costs that are
associated exclusively with toll-limitation service. For instance, the low-income support
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mechanism will reimburse carriers for a switch upgrade only if it is necessary exclusively for the
provision of TLS. A switch upgrade that will be used for the performance of functions other
than providing TLS is not reimbursable by the low-income support mechanism and should not be
included in initial or recurring incremental costs. Carriers may be asked for supporting
documentation justifying the incremental costs of providing TLS claimed on this Worksheet.

Line ( 37 ) -- Lifeline subscribers adding TLS during month

(a) -- Number

Provide the number of Lifeline subscribers that added TLS at some point during the month for
which data is reported on this Worksheet. The amount must be equal to or less than number of
all Lifeline subscribers provided TLS during the reported month, i.e., amount in line ( 38a ).

(b) -- Incremental cost

Provide the dollar amount for the incremental cost associated with adding TLS for Lifeline
subscribers during the reported month. Only the initial non-recurring incremental cost your
company incurred to set up each new Lifeline subscriber with TLS should be reported. These
costs would include, for example, the installation or changing of central office connections
required to begin providing a Lifeline subscriber with TLS. Report incremental cost by using up
to six decimal points (e.g., $0.008982}), if necessary.

(c) -- Total cost (c) = (a) x (b)

Provide the total initial non-recurring incremental costs for new Lifeline subscribers adding TLS
during the reported month by multiplying column (a) times column (b). This amount should be
reported in dollars and cents (that is, round the total to two decimal points).

Line ( 38 ) -- All Lifeline subscribers taking TLS during month

(a) -- Number

Provide the number of all Lifeline subscribers taking TLS during the reported month. This
number includes both new Lifeline subscribers with TLS added during month and Lifeline
subscribers that continued to receive TLS during reported month.

(b) -- Incremental cost

Provide the dollar amount for the incremental cost of providing TLS to all Lifeline subscribers
during the reported month. This amount represents the recurring incremental cost, if any, your
company incurred to provide TLS to each Lifeline subscriber. These costs would include, for
example, a portion of switch upgrade costs necessary exclusively for TLS. Report incremental
cost by using up to six decimal points (e.g., $0.008982), if necessary.

(¢) -- Total cost (¢) = (a) x (b)

Provide the total recurring incremental costs for all Lifeline subscribers taking TLS during the
reported month by multiplying column (a) times column (b). This amount should be reported in
dollars and cents (that is, round the total to two decimal points).

Line ( 39 ) -- Total TLS support claimed | line ( 37c ) + line ( 38c ) ]
Provide the dollar amount of total TLS dollars claimed by adding lines ( 37¢ ) and ( 38c ). This
amount should be reported in whole dollars (round up or down to the nearest dollar).

Block 6: Total Support Claimed

These amounts should be reported in whole dollars (round up or down to the nearest dollar).
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Line ( 40 ) -- Total federal Lifeline support claimed [ line (22) ]
Provide the total federal Lifeline support claimed from line ( 22 ).

Line (41 ) -- Total Link-Up support claimed | line ( 36 ) ]
Provide the total Link-Up support claimed from line ( 36).

Line ( 42 ) -- Total TLS support claimed [ line { 39 ) ]
Provide the total TLS support claimed from line ( 39 ).

Line ( 43 ) -- Total ETC support claimed | sum of lines ( 40 ) through (42 ) ]
This is the total Low-Income Support amount claimed for the reported month. Provide the total
ETC support claimed by adding together lines ( 40 ) through ( 42 ).

Block 7: Certification and Signature

Line ( 44 ) -- Regulatory status
Check the appropriate box to indicate whether the carrier is or is not subject to state regulation.

Line ( 45 ) -- Signature of officer

An officer is a person who occupies a position specified in the corporate by-laws (or partnership
agreement), and would typically be president, vice president for operations, vice president for
finance, comptroller, treasurer, or a comparable position. If the reporting carrier is a sole
proprietorship, the owner must sign the certification. The signature on this line must be in ink
unless filed on-line, as available. This line requires the signature of an officer of the company
certifying that the following statements are correct (as applicable):

1 certify:

that my company will publicize the availability of Lifeline and Link-Up services in a
manner reasonably designed to reach those likely to qualify for those services.
See 47 C.F.R. § 54.405(b).

that my company will pass through the full amount of all Tier One, Tier Two, Tier Three,
and Tier Four federal Lifeline support for which they seek reimbursement, as well as all
applicable intrastate Lifeline support, to all qualifying low-income subscribers by an
equivalent reduction in the subscriber's monthly bill for local telephone service.

See 47 C.F.R. §§ 54.403(a)(2)-(4).

that my company has received any non-federal regulatory approvals necessary

to implement the required rate reduction(s).

See Federal-State Joint Board on Universal Service: Promoting Deployment and
Subscribership in Unserved and Underserved Areas, Including Tribal and Insular Areas,
CC Docket No. 96-45, Twelfth Report and Order, Memorandum Opinion and Order, and
Further Notice of Proposed Rulemaking, FCC 00-208, paras, 43, 85 (rel. June 30, 2000).
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that I am an officer of the above-named reporting entity, that I have examined the
foregoing report and to the best of my knowledge, information and belief, all statements
of fact contained in this Worksheet are true, and that said Worksheet is an accurate and
complete statement of the affairs of the above-named company for the period indicated
above;

and I acknowledge the Fund Administrator’s authority to request additional supporting
information as may be necessary.

Line ( 46 ) -- Printed name of officer
Print the name of the officer. This should be the same name as the signature in line ( 43 ).

Line (47 ) -- Position with reporting entity
Provide the position you hold with the carrier.

Line ( 48 ) -- Date
Provide the date this Worksheet was completed and signed.

Line ( 49) -- Type of filing

Check the appropriate box to indicate whether this Worksheet is an original or revised filing.
Check "Original filing" box if your company is reporting this data for the first ime. Check
“Revised filing” box if this is a revision to the data originally submitted. March 31 is the
administrative deadline for filing revisions for two years prior. For example, revisions for any
month in 2002 will be accepted until March 31, 2004. Using this example, after March 31, 2004,
revisions may be submitted only for months in 2003 and 2004. Report originals and revisions on
separate forms. For revisions, all line items should be reported as positive numbers reflecting the
actual amounts that should have been claimed for the month.
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FCC Form 497 LIFELINE AND LINK-UP WORKSHEET Approved by OMB

December 2003 3060-0819
If you have any questions, please call USAC at (866) 873-4727. ] Avg, Burden Est. per Respondent: 3.5 Hrs,

(1) Legal name of carrier
(2) USAC Service Provider Identification Number
{3) Study Area Code
(4) Filer4991ID
{5) Person who completed this Worksheet

(6) Mailing address of this person

(7) Telephone number of this person

(8)... Fax number of this person

(9) E-mail address of this person )

(18)  Year for which information is provided
11) Month for which information is provided

(i2) State
(13) Competitive Eligible Telecommunications Carriers Incumbent ETC Incumbent ETC Incumbent ETC
(ETCs) should list the names of the incumbent ETCs' Name Study Area Code Exchange (if applicable)
study areas and exchanges (if applicable) in which (a) (b) (c)
_ they are claiming support. .
(i) First incumbent ETC
(ii;Second incumbent ETC o n o o o B
Attach additional sheet to report additional incumbent ETCs' study areas and exchanges. Check box if additional sheet attached. D
Number of subscribers Lifeline support claimed per
receiving federal subscriber (Use weighted Total federal
Lifeline support average if more than Lifeline support
" :
(a) o () _@D=@xp)
(14) Tierl $
(15) Tier2 $ B
(16) Tier3 $ -
(17) Tier4 ) $
Number of subscribers Lifeline support ciaimed per Total service days
receiving federal subscriber (Use weighted for subscribers receiving Total federal
Lifeline support average if more than federal Lifeline support for Lifeline support
for part of month one applicable rate.} part of month i
_ (2) )] - (© (d=(b)x (c)/30
(18) Tierl 3 3
(19) Tier2 $ 3
(20) Tier3 $ $
(21) Tierd o $ . $ .
(22) Total federal Lifeline support claimed [ sum of lines ( 14d ) through ( 21d ) N 1 ¥
(23 ) Subscriber Line Charge (SLC) Zone Number of subscribers Total service days for
data for ETCs that used name (if receiving Tier | subscribers receiving Tier 1 Total Tier 1 support
a weighted average on lines applicable) SLC support for whole month support for part of month claimed
{ 14b ) and/or (18b ). (a) o) L (©). @ (e)=(b)x {(c)+[(d)/30]}
(i) First rate = ' $ e $
(i) Second rate N o 3
Attach additional sheet 1o report additional SLCs. Competitive ETCs use the above for the incumbent ETC shown on line (13i)
and additional sheet for additional incumbent ETCs. Check box if additional sheet attached. O
(24) If claiming Tier 4 support, list tribal lands served. B Number of
N ffed ized tribal land T bseril
e (a) _ (b)
(i) First tribal land o
(ii; Second tribal land B
Attach additional sheet to report additional tribal lands served. Check box if additional sheet attached. D

PERSONS WILLFULLY MAKING FALSE STATEMENTS (N THE WORKSHEET CAN BE PUNISHED BY FINE OR IMPRISONMENT UNDER TiTLE 18 OF THE UNITED STATES CODE, 18 U.S.C. §1001




FCC Form 497 LIFELINE AND LINK-UP WORKSHEET
December 2003

(25) Lepal name of carrier {line (1)]

(26) WUSAC Service Provider Identification Number [line (2)]

(27) Swdy Area Code [line (3 }] o S I ]

(28) Year for which information is provided [ line ( 10)]

(29 ) Month for which information is ptovided [ line (11)] o

Number of Lifeline Number of Lifeline Total

(30) Total Lifeline and Resold Lifeline Connections {Only connections provided connections sold Lifeline
ETCs that sold Lifeline connections to Reselling directly to end-users to reselling carriegs Connections
Telecommunications Carriers should fill out I ) ) (b) o ©)=()+ ()
lines ( 30 Yand { 31).)

(31) Information about Reselling Telecommunications Carriers o - ‘| Number of Lifeline
(Note: Total of amounts reported on line ( 31b ) should Name of reselling carrier connections sold to
equal the amount reported on line ( 30b ).) this reselling carrier

@ . ®
(i) First reselling carrier B
(ii; Second reselling carrier ) o o o o
Attach additional sheet to report additional reselling carriers. Check box if additional sheet attached. D
% R EhEAY T ! e ; TR

2 1 e s Ao

Non-tribal Tribal Total connections
conngctions connections waived

) () (b) (®) =(8) + (b)
(32) Number of subscribers for whom connection fees waived

(33) Charges waived per connection (Use weighted average if b 3
more than one applicable rate.) ($30 max) (3100 max)
(34) $ $ $

Total connection charges waived [ line (32 }x line (33 ) |

_(35) Deferred interest $ $ $
Total Link-Up support claimed [ line ( 34 ) + line { 35

g

Number Incremental cost Total cost
(@) . (b) @ -@x®)

(37) Lifeline subscribers adding TLS during month ‘ $

(38 ) All Lifeline subscribers taking TLS during month ) $

Total TLS support claitned [ line ( 37¢ ) + line { 38¢

(40)
(41) Total Link-Up support claimed [ line { 36c )]
(42) Total TLS support claimed [ line (39¢) ]

43 ) Total ETC support claimed [ sum of lines ( 40 ) through ( 42

il 'A»:{ 2 i S i ".v: L‘:;"""’:»:.\,"* .'k/%i A bR 4 A
(44) Regulatory status {check one) D subject to state regulation D not subject to state regulation
| cartify:

that my company will publicize the availability of Lifeline and Link-Up services in a manner reasonably designed to reach those likely to qualify for those services;

that my company will pass through the full amount of all Tier One, Tier Two, Tier Three, and Tier Four federal Lifeline support for which my company seeks reimbursement,
as well as all applicable infrastate Lifaline support, to al qualifying low-income subscribers by an equivalent raduction in the subscriber's monthly bill for local telsphone service;

that my company has received any non-federal regulatory approvals necessary to implement the required rate reduction(s);

that | am an officer of the above-named reporting entity, that | have examined the foregoing repart and to the best of my knowledge, information and belief, all statements of fact
contained in this Worksheet are rue, and that said Worksheet is an accurate and complete statement of the affairs of the above-named company for the period indicated above;

and | acknowledge the Fund Administrator's authority o request additional supporting information as may be necessary.

(45) Signature of officer ‘

(46) Printed name of officer

(47) Position with reporting entity
(48) Date S
(49) This filing is an [ original filing [ Revised filing

PERSONS WILLFULLY MAKING FALSE STATEMENTS IN THE WORKSHEET CAN BE PUNISHED BY FINE OR IMPRISONMENT UNDER TITLE 18 OF THE UNITED STATES CODE, 18 U.5.C. §1001

Email completed forms to iifilings@hcli. universalservice .org; or fax to (866) 873-4665; or mail to USAC Low Income Program, 444 Hoes Lane, RRC 4A1060, Piscataway, N.J 08854.





