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Agenda
 High Cost Loop Support

 Safety Net Additive Support

 Interstate Common Line Support

 Local Switching Support

 NECA Statements

 OIG Audits



USF High Cost Loop Overview
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Overview 
 FCC Part 36 rules require all incumbent local exchange carriers to 

submit certain investment and expense data to NECA annually

 Data must be submitted by July 31st

 Rural carriers may update data quarterly on a voluntary basis

 September 30, December 30 and/or March 30

 Cost data is at the regulated Part 32 account level

 Investment

 Expenses

 Taxes

 Categorized COE and CWF investments

 Reserves

 Loop counts

Presenter
Presentation Notes
Copy of annual submission provided to Federal State Joint Board Members and staff as well.
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Overview 
 NECA required to: 

 Develop Study Area Loop Cost and Expense Adjustment 
Amounts

 Calculate average schedule company data based on 
statistical formula

 Report results of Data Collection to FCC and USAC by 
October 1st each year

 NECA provides USAC with latest view of quarterly 
update results

 NECA files quarterly Non-rural wire center loop count 
data

 Report 5 Year Historical Trend in Loops, Loop Cost and 
Expense Adjustment Amounts 

Presenter
Presentation Notes
Copy of annual submission provided to Federal State Joint Board Members and staff as well.
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Overview
 Account detail reporting

 NECA provides the FCC with line item detail from the 
annual USF data submission

 This data can be found on the FCC’s website at 
http://www.fcc.gov/wcb/iatd/neca.html

 Any interested party can use this information to 
validate NECA’s calculations or review data for  
individual companies over time.

Presenter
Presentation Notes
High Cost data collection lives in a fish bowl
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NECA’s USF HCL System
 On-line access for data entry, front-end edit and range 

variance identification and analysis, and maintains 
confidentiality of EC information

 Companies permitted to submit hard copies

 Data entered into system by NECA staff

 Provides accurate reports of input and calculated 
information for analysis by NECA staff and the 
appropriate EC.

 Assures accurate calculation of the annual USF expense 
adjustment based on all submitted collection data.
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USF High Cost Loop Data Collection
 NECA employs extensive validation tools:

 Data edits and analysis

 Reconciliation to financial statements

 Certification by Company Official

 Account level detail reporting to FCC and USAC

 Company data is also subject to examination by 

 Internal and/or external auditors

 State regulators

 USAC and FCC  
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USF High Cost Loop Data Collection
 NECA performs edits to detect anomalous data inputs 

 Series of hard and soft edits to test data integrity

 Dollar and percent change tests are performed on 

 Cost per Loop

 Estimated Expense Adjustment

 Impact on National Average Cost per Loop

 Range failure occurs when both dollar and percent change 
thresholds are exceeded

 Business reasons required for range variances failures

 If further changes are entered, the entire transaction will be 
subject to the same edit tests
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USF High Cost Loop Data Collection
 Reconciliation to financial statements

 NECA procedures require that data submitted by each 
company be reconciled

 Tier 1 LECs ― ARMIS or Underlying financial 
reports

 Non-Tier 1 LECs ― Unseparated financial 
information supporting cost study

 Differences are resolved by obtaining a response from 
the company which either corrects or explains the 
variance.
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USF High Cost Loop Data Collection
 Cost Study reviews

 NECA reviews company cost studies as part of tariff 
responsibilities

 Findings are used to update USF results where necessary

 Certification by Company Official

 FCC Rules require that a company officer or employee 
responsible for the overall submission sign the certification 
statement

 Knowingly false submissions are subject to penalty under 
federal statute

 Required for each data submission
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Expense Adjustment Calculation
 NECA uses an algorithm to develop individual study area 

cost per loop 

 Developed by an industry task force

 Conforms to FCC rules

 Filed annually with the FCC and USAC 

 NECA computes average schedule company HCL amounts 
based on an FCC approved statistical formula

 Study areas with cost per loop greater than 115% of the 
national average cost per loop is eligible to receive high 
cost loop support 
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Expense Adjustment Calculation
 Support is calculated differently depending on the number of 

loops within study areas served by rural carriers

 For study areas with 200,000 or fewer working loops, support 
is calculated as follows:

 65% of costs between 115% and 150% of the NACPL

 75% of costs in excess of 150% of the NACPL

 For study areas with more than 200,000 working loops, support 
is calculated as follows:

 10% of costs between 115% and 160% of the NACPL

 30% of costs between 160% and 200% of the NACPL

 60% of costs between 200% and 250% of the NACPL

 75% of costs in excess of 250% of the NACPL
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Expense Adjustment Calculation
 Expense Adjustment for each study area:

 Calculated by the USF System based on $240.00 
frozen NACPL 

 Summed and compared to the USF cap 

 Limit on growth in HCL fund size

 Based on the “Rural Growth Factor”

 Annual % change in rural lines, PLUS

 Percent change in gross domestic product chain 
price index (GDP-CPI)

 RGF applied to prior year rural high cost loop funding 
to determine maximum fund size for following year
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Expense Adjustment Calculation
 Iterative process used to calculate a higher NACPL to 

keep total expense adjustment within the cap.

 “Ratchets down” each study area’s Expense Adjustment  
until the total Expense Adjustment is under the cap
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Safety Net and Safety Valve Support
 Support calculated by USAC using HCL data submitted by 

NECA

 Cost companies: no additional data provided

 Average schedule companies: NECA provides TPIS for 
qualifying companies
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Disbursement of HCL, SNA, SVS
 Companies submit Form 498 to USAC for funds 

disbursement and can designate recipient:

 Self

 NECA

 Other

 If company elects NECA:

 USAC provides support by fund to NECA at end of 
each month

 NECA remits HCL, SNA and SVS to companies
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HCL Flow

Company/consultant 
submits data to NECA

System edits, 
variances 
processed

Data validated: 
variances, 

reconciliation 

Finalized data 
included in 
database

Reports and 
data files 
created

Submit to USAC 
and FCC

HQ staff 
calculates cap, 

NACPL

Expense 
Adjustment 
calculated

Repeat for quarterly 
collections and 
submission of 
corrections, errors, 
omissions 



Interstate Common Line 
Support
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Interstate Common Line Support
 NECA collects and files data on behalf of Common Line 

(CL) pool members

 Projection data filed with USAC no later than March 
31st for coming test period (July 1 thru June 30)

 Corrections to previous projection data filed with 
USAC no later than June 30th

 True-up data filed with USAC no later than December 
31st for prior calendar year
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ICLS – Projection Data (Form 508) 
 Projection data sent to EC for review and certification 

prior to filing with USAC

 Reflects detailed information for:

 Common Line revenue requirement 

 Common Line revenues
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Cost Company Projection Detail

 Common Line Revenue Requirement and Revenue data is 
based on NECA’s Annual Tariff Filing

 NECA collects data in support of Annual Tariff Filing 
process

 Projected cost data at tariff review plan level of 
detail

 Projected line count data 
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Cost Company Projection Detail 
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ICLS Data Filed with USAC 
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Interstate Common Line Support Projection

Annual 
Tariff Filing

Data 
Collection

Interstate 
Common 

Line 
Support 

Projection 
Data –
NECA 

Systems

USAC
ICLS data 
sent to EC 
for Review 

and 
Certification
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ICLS – True Up Data (Form 509)
 True-up data sent to EC for review and certification prior 

to filing with USAC

 Reflects detailed information for:

 Common Line revenue requirement 

 Common Line revenues
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Cost Company True-up Detail
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Cost Company Trueup Detail

 Common Line Revenue Requirement is based on cost 
study data processed through NECA’s allocator

 Revenue data is based on data reported to NECA’s 
settlement system
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ICLS Data Filed with USAC

 Once company has reviewed and certified data, as authorized 
agent NECA will file data with USAC on company’s behalf

 Within 15 days of filing, NECA provides company with copy of 
data that was filed on their behalf
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ICLS Data Filed with USAC 
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Interstate Common Line Support Trueup

Annual   
Cost Study 

Data 
Collection 
and NECA 
Settlement 

Data

Interstate 
Common 

Line 
Support  

Trueup Data 
– NECA 
Systems

USAC
ICLS data 
sent to EC 
for Review 

and 
Certification
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Interstate Common Line Support
 ICLS is calculated by USAC in accordance with FCC Part 

54.901 rules

 Common Line Revenue Requirement 

minus

 End User Subscriber Line Charge (SLC) Revenue

 End User ISDN Port Revenue

 Special Access Surcharge Revenue

 Long Term Support (LTS)



Local Switching Support
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Local Switching Support
 NECA collects and files data on behalf of Traffic Sensitive 

(TS) pool members

 Projection data filed with USAC no later than October 
1st for coming calendar year

 True-up data filed no later than December 31st for 
prior calendar year
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Local Switching Support
Projection Data

 Based upon data collected for NECA’s Annual Tariff Filing 

 NECA prepares data for company to review and certify 
prior to filing on companies behalf with USAC
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Cost Company Projection Detail Report
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Average Schedule Projection Detail Report
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Local Switching Support Projection

Annual 
Tariff Filing

Data 
Collection

Local 
Switching 
Support 

Projection 
Data –
NECA 

Systems

USAC
LSS data 
sent to EC 
for Review 

and 
Certification
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Local Switching Support
Cost Company True up Data

 Based upon data collected for USF and cost study 

 NECA prepares data for company to review and certify 
prior to filing on companies behalf with USAC
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Local Switching Support
Average Schedule Company True up Data

 Based upon data collected from NECA settlement data 
submissions

 November view of prior calendar year 

 NECA prepares data for company to review and certify 
prior to filing on companies behalf with USAC
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Local Switching Support Trueup

Annual 
USF and 

Cost Study 
Data 

Collection

Local 
Switching 
Support 

Trueup Data 
– NECA 
Systems

USAC
LSS data 
sent to EC 
for Review 

and 
Certification
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Local Switching Support
 LSS is calculated by USAC in accordance with FCC Part 54.301 

rules

 Cost Company

 Unseparated Local Switching Support 

multiplied by

 Support Factor

 Average Schedule Company

 Lines, Exchanges and Minutes are used in the Average 
Schedule Local Switching Support formula



Shedding Light on NECA 
Statements
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And That Means What..…
 FCC Form 498: SPIN and contact information form filed 

with USAC

 Obtain SPIN

 Declare disbursement election

 To company via NECA or

 Directly to company

Presenter
Presentation Notes
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And That Means What..…(cont’d)

 Net Negative: When the sum of all High Cost OR when the 
sum of all Low Income support, at the SPIN level, nets to a 
negative value

 A single SPIN can include multiple Study Area Codes 

 Red Light Rule: Implemented when an entity has delinquent 
debt owed to the FCC or its reporting components.
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Disbursement Statement
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High Cost Loop Supplemental 
Statement
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Revised Disbursement Statement
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USAC High Cost Disbursement Data

Month = Data Month
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USAC Low Income Disbursement Data
Mo/Year = Process Month



COPYRIGHT NECA 2008 52

Invoice Statement
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Carryover Statement
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Resources….

 USAC Finance Contact

 498 issues

 USF payment issues

 Other Resources

 Universal Service Support Funds Fact Sheets:  

 NECA.org > Tools > Universal Service Fund > Universal Service 
Support  Fact Sheets

 USAC Disbursement Data Search

 HC: http://www.usac.org/hc/tools/disbursements/default.aspx

 LI:  http://www.usac.org/li/tools/disbursements/default.aspx

http://www.usac.org/hc/tools/disbursements/default.aspx�
http://www.usac.org/li/tools/disbursements/default.aspx�


OIG Audits
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Overview
 Why?

 Improper Payment Information Act of 2002

 FCC oversight responsibility

 Approximately $7.5B of annual Universal Service 
Support

 FCC financial statement requirements
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Companies selected for Audit
 Both Large and Small LECs

 Cost and Average Schedule

 Public and Private

 Cooperatives

 Price Cap and Rate of Return

 CLECs

 Wireless Carriers
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What to Expect?
 Data Requests

 Review and substantiation of USF, ICLS, LSS, others

 EC visits – External Audit firms and OIG staff

 NECA Assistance
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Examples of Data to be Reviewed
 Audited financial statements and trial balances

 LSS Projection/True-up data forms and supporting 
documentation

 ICLS Projection/True-up data forms and supporting 
documentation

 Part 64 allocation data with corresponding 
studies/methodologies

 Continuing Property Records (CPRs)

 Line Count Data and supporting documentation
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Examples of Potential Audit Findings
 Lack of documentation

 Inadequate record retention

 Evidence of advertising

 Lack of internal controls

 Inadequate policies and/or procedures

 Continuing Property Records not current 
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NECA Assistance
 Assist member companies in preparing data to respond to 

data request by auditors and/or USAC

 Assist in preparing 

 Interstate Common Line Support (ICLS) data

 Form 508

 Form 509

 Line Count Data (Form 507)

 Local Switching Support (LSS) data

 High Cost Loop data reports
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NECA Assistance 
 Upon member company request, participate on 

conference call with member company and outside audit 
firm

 Address questions that audit firm may have

 Explain how programs work and relevant data
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NECA Assistance
 Support member companies by continuing dialogue with 

OIG/USAC

 Address issues and/or concerns

 Participate on conference call with USAC and/or audit 
firms

 Provide copies of filing made with FCC to USAC
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Questions?
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